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Monetary Policy Statement 

Rate hiked by 150bps, as to counter rising inflation  

The State Bank of Pakistan (SBP) in its latest Monetary Policy Statement 

(MPS) announcement for the Friday 19th November, 2021 raised the key 

policy rate by 150bps to 8.75% and subsequently reverse repo and reo rate to 

9.75% and 8.75%. The decision is in-line with market participants, with 

majority expecting a 100-200bps raise. In addition, the SBP has also increased 

its Monetary Policy Committee meeting frequency from earlier 6 every year 

to now 8 every year.  

Back on the monetary policy statement, the release (link) highlighted reasons 

to raise the rates; 

1 #. Rising inflation, 

2 #. Widening current account deficit, and 

3 #. Weakening Exchange rate 

 

Inflation worries takes the front seat, as global issues became more 

permanent at home 

To what started off as a global supply-chain disruptions, combined with PKR 

devaluation have fed into domestic inflation. Nearly all indices including CPI, 

SPI and core have shown an upward trend. And more so on the domestic 

front, demand side plus supply side misbalance is further keeping businesses 

inflation expectations on the higher side, as they factor in higher administrated 

costs in months ahead. These supply-side issues were initially thought of 

transitory nature on domestic inflation. However what follows it was 

widening current account deficit and subsequently devaluing of PKR further 

exacerbating its impact on domestic inflation, and such making these 

transitory factor in to more of a permanent in nature.  Nevertheless, the burden 

of these risks have caused SBP to swiftly shift away from its previous stance 

of growth-over-inflation to inflation-over-growth.  

Double-digit Inflation needs to be tackled with a double-digit Interest rate 

 The State Bank of Pakistan (SBP) in its latest Monetary Policy 

Statement (MPS) announcement for the Friday 19th November, 2021 

raised the key policy rate by 150bps to 8.75% and subsequently 

reverse repo and reo rate to 9.75% and 8.75%. 

 In addition, the SBP has also increased its Monetary Policy 

Committee meeting frequency from earlier 6 every year to now 8 

every year.  

 Looking ahead, if arresting further PKR depreciation and 

subsequently reduce the size of current account deficit is the new 

objective that SBP will work on, than we most likely to see further 

monetary tightening in the coming months.  

 IMF highlighted the need to adopt adequate monetary policies as to 

anchor down inflation, preserve flexible exchange rate regime, and 

subsequently build-up FX reserves 

https://www.sbp.org.pk/press/2021/Pr-19-Nov-2021.pdf
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Looking ahead, if arresting further PKR depreciation and subsequently reduce 

the size of current account deficit is the new objective that SBP will work on, 

than we most likely to see further monetary tightening in the coming months. 

Inflation is likely to hit a double-digit growth starting this month Nov-21, 

projected ~10.2%y/y and will continue to do so till 3QFY22, until effects of 

monetary transmission becomes visible. Hence given the divergence between 

interest rates and inflation on the horizon will further widen up. As per SBP 

guidance, future rate hikes will be done to bring the real rates in positive 

territory. 

 

In continuation of SBP’s new objective to arrest PKR devaluation and reduce 

current account deficit, some positive news received earlier today on 22nd 

November, 2021 whereby IMF released a statement stating staff level agreement 

has finally been reached which post final approval from executive will lead to 

disbursement of USD 1.0bn under its USD 6.0bn Extended Fund Facility (EFF) 

program 6th review tranche. While we await the full document (press release: 

link), among other things more surprisingly IMF highlighted the need to adopt 

adequate monetary policies as to anchor down inflation, preserve flexible 

exchange rate regime, and subsequently build-up FX reserves.  

 

Considering the aforementioned developments and SBP guidance, we think rate 

hikes are likely to come by and this quicker and more significant. We believe to 

counter double-digit inflation rates too will be pushed in a double-digit. For that 

matter we expect 100-150bps rise much likely in the reminder of the FY22. 

 

 

 

 

 

 

 

 

  

“Accordingly, the MPC was of the view that there is now a need to 

proceed faster to normalize monetary policy to counter inflationary 

pressures and preserve stability with growth. Today’s rate increase is a 

material move in this direction. Looking ahead, the MPC re-iterated that 

the end goal of mildly positive real interest rates remains unchanged and, 

given today’s move, expects to take measured steps to that end.” 

“Monetary policy needs to remain focused on curbing inflation, 

preserving exchange rate flexibility, and strengthening international 

reserves.” 

https://www.imf.org/en/News/Articles/2021/11/19/mcs-pakistan-staff-concluding-statement-2021-art-iv-staff-level-agreement-6th-review-eff
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Exhibit: Monetary Policy Statement key extracts and outlook 

  

  Outlook Segment Comments 

Inflation 

SBP’s projection for 
FY22 average inflation 
remained broadly 
unchanged at 7-9%. 

  

Core inflation has also picked up in the last two months, rising to 6.7 percent 
(y/y) in both urban and rural areas on the back of house rents, cloth and 
garments, medicines, footwear, and other components.  

In addition, inflation expectations of households remain elevated and those of 
businesses have risen sharply. 

Looking ahead, global commodity prices and potential further upward 
adjustments in administered prices of energy pose upside risks to the average 
inflation 

Forecast of 7-9 percent in FY22 

Interest Rates 
Over-time rates will 
increase to achieve 
positive real rates. 

Real-rates 
MPC re-iterated that the end goal of mildly positive real interest rates remains 
unchanged and, given today’s move, expects to take measured steps to that 
end. 

Real Sector 

Growth forecast of 4-5 
percent in FY22 are tilted 
to the upside: Overall, the 
economic recovery 
appears increasingly 
durable and self-
sustaining, against the 
backdrop of rapidly falling 
Covid cases and the 
government’s vigorous 
vaccination roll-out. 

Industrial Sector 

The economic recovery underway since the start of FY21 continues. 
Notwithstanding some moderation in September due to a high-base effect and 
some supply chain disruptions, LSM registered broad-based growth of 5.2 
percent (y/y) in Q1-FY22, 

Agri. Sector 

In agriculture, production levels of all major Kharif crops except cotton are 
estimated to have reached all-time highs. Cotton production has also 
rebounded, with arrivals at ginneries growing by 80 percent as of 1st 
November compared to the same period last season. 

Key Risks 
Looking ahead, rising input costs and normalization of macroeconomic 
policies are likely to lead to some moderation in the growth of industrial 
activity. 

Current account 
balance  

The current account deficit 
for FY22 is expected to 
modestly exceed the 
previous forecast of 2-3 
percent of GDP. 

  
Persistently high international commodity prices and strong domestic activity 
kept the current account deficit elevated at $3.4 billion in Q1-FY22. 

Exchange rate 

As other adjustment tools 
normalize, including 
interest rates and fiscal 
policy, pressures on the 
rupee should abate. 

 
While the market-based exchange rate has played its due role as a shock 
absorber, it has borne a considerable burden in terms of adjusting to the 
widening current account deficit. 
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Important Disclaimer and Disclosures 
 

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the 

security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive 

direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally 

responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of 

common equity securities of the following company/companies covered in this report.  

 

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes only. 

Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this 

document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or 

completeness of the information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall 

in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document 

takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further professional advice 

before making any investment decision. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers 

brokerage services to subject company (ies) on a regular basis, in line with industry practice. This document and the information may not be 

reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any 

person or entity not a client of IGI Finex Securities Limited, else directed for distribution.  

 

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain 

exclusive of tax) of the security in stated time period, as follows:  

 

Recommendation   Rating System   

 Buy    If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)  

 Hold   If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)  

 Sell   If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)  

 

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical 

risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and 

political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security (ies)/company 

(ies) in the report will be achieved. 

 

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment 

analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment, 

Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current 

trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage 

of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare 

a stock's market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share. 
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