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Monetary Policy  
Staying Cautious Policy Rate Kept Unchanged 
For Now; Monetary Easing Likely To Start From  
Mar-20 Onwards  

SBP left key policy rate unchanged at 13.25% 
In latest Monetary Policy Committee (MPC) meeting held on 22nd Nov, 2019 
the State Bank of Pakistan (SBP) left the policy rate unchanged at 13.25%. To 
recall, the current monetary tightening cycle had begun from Jan-18 at 6.0% to 
13.25% currently, making it one of the prolonged monetary tightening cycle.  
Nevertheless, the motivation behind the current decision is rather precautionary 
in nature, which comes despite significant improvements witnessed in general 
economic indicators.  
 
In addition to this SBP inflation projections remain unchanged at 11-12% despite 
rebased and changed methodology in CPI index. Moreover, future guidance on 
interest rates remain tilted toward anchoring down inflation and its expectations.  
In addition to MPC the SBP governor later held a meeting discussing country’s 
current economic dynamics and the decision making at MPC. While addressing 
SBP governor notified on fiscal accounts  

Inflation outlook remain benign… 
- High m/m changes in headline inflation was largely fueled by 

'temporary factors’ led by food supply disruption and then partly due to 
second round effects of administrative price increases.  

 
Exhibit: m/m Food Prices (%age)

10'19 09'19 08'19 07'19 06'19 05'19 04'19 03'19 02'19 01'19 12'18 11'18 10'18
Food (Urban) 1.40 2.00 3.10 1.00 -0.30 1.30 1.30 2.50 2.30 0.30 -1.80 -0.20 2.60
Food (Rural) 2.60 1.80 2.90 1.70 0.70 0.60 0.60 3.30 1.70 0.00 -1.40 -0.70 3.00

WPI (food) 1.70 3.50 1.10 -0.30 0.10 1.60 2.90 2.40 1.00 0.70 -0.20 -0.70 1.80
SPI 2.20 1.50 2.50 2.80 0.80 0.70 0.70 2.30 2.00 -0.20 -0.20 0.00 3.30

Source: PBS, IGI Research
 

- SBP was of the view that these food prices in particularly perishable 
food items prices are likely to revert back going forward. However, 
these temporary factors are beyond control of monetary policy and what 
worry is that these could potentially lead to wage-price spiral.  

 

 In latest Monetary Policy Committee (MPC) meeting held on 22nd Nov, 2019 
the State Bank of Pakistan (SBP) left the policy rate unchanged at 13.25%. 

 Nevertheless, the motivation behind the current decision is rather 
precautionary in nature, which comes despite mild improvements witnessed 
in general economic indicators. In addition to this SBP inflation projections 
remain relatively unchanged at 11-12% despite rebased and changed 
methodology in CPI index.  

 On inflation outlook we expect headline CPI to average 10-10.5% compared 
to SBP target of 11-12% and IMF revised target of 11%. While from Mar-20 
onwards, inflation is expected to drop close to single digit, henceforth we are 
of the view that SBP is likely to start policy rate reversal from Mar-20 
onwards.  

Date
11'14 9.50% 7.00%
01'15 8.50% 6.00%
03'15 8.00% 5.50%
05'15 7.00% 5.00% 6.50%
09'15 6.50% 4.50% 6.00% -50
05'16 6.25% 4.25% 5.75% -25
01'18 6.50% 4.50% 6.00% 25
05'18 7.00% 5.00% 6.50% 50
07'18 8.00% 6.00% 7.50% 100
10'18 9.00% 7.00% 8.50% 100
12'18 10.50% 8.50% 10.00% 150
02'19 10.75% 8.75% 10.25% 25
04'19 11.25% 9.25% 10.75% 50
05'19 12.75% 10.75% 12.25% 150
07'19 13.75% 11.75% 13.25% 100
11'19 13.75% 11.75% 13.25% 0

Economy
Exhibit: Discount rate history

Exhibit: Policy rate decision 
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Exhibit: Household Income expectations in the next year are at record 
low since survey begin back in 2012 

Exhibit: …while business confidence index is somewhat improved, 
meagerly (economic conditions in  next 6-months) 

 
Source: SBP, IGI Research 

Both fiscal and external accounts data points to a supportive monetary 
regime going forward 

- While there has been some improvement witnessed, particularly on 
external account; such as i) C/a balance turned to a surplus (USD 99mn 
in Oct-19), ii) country’s import cover have significantly improved 
starting FY20 and overall REER (Real-effective Exchange Rate) is 
close to competitor and SBP comfort zone, which aid wells towards 
exports growth going forward.  

- In addition, Pakistan has been able to attract foreign inflows both in 
form of portfolio and direct, which along with reduced forward FX 
liabilities have helped build-up FX reserves, causing some stability to 
PKR. Steady PKR has also induced de-dollarisation in the economy 
depicted by reduced foreign currency deposits.  

-  
Exhibit: Cumulative investment in FDI and PI reached PKR 1.0bn by 
Oct-19 

Exhibit: 3-month forward FX liability reduced significantly over the 
period, with Oct-19 at USD 1.95bn from a high of USD 4.44bn  

Source: SBP, IGI Research 
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- Similarly, on fiscal side provisional tax collection data also suggests 
broad-based improvements. FBR tax collection grew by ~16%y/y in 5m 
FY20 compared to 6.4% y/y last year same period and non-
development spending has been curtailed which allowed FBR to meet 
its deficit target.  
 

- Moreover, better fiscal discipline has allowed for not only higher 
disbursement of development expenditure which more than doubled 
during 5m Fy20 to PKR 257bn (compared to PKR 105bn 5m FY19) but 
also zero fresh borrowing from SBP. In future, SBP governor said they 
will ensure zero fresh borrowing from SBP to continue which will 
certainly anchor down inflation expectations.  

When can we see monetary rate cycle reversal? 
However, keeping in mind, SBP also highlighted an ill but closely monitor area, 
the real sector. As per the MPC report, SBP expects no change in growth outlook; 
3.5% in FY20 regardless of contracting LSM (Large-Scale Manufacturing) 
growth – LSM contracted by 6.04% in Jul-Aug 2020, SBP view 2h 2020 with 
help of higher PSDP disbursement should allow for LSM growth to normalize.  
 
Moreover, private sector contraction has been limited than initially feared at PKR 
4.1bn during 4m 2020 compared to an expansion of PKR 223bn last year same 
period. However, we note much of the credit disbursement starting FY20 is 
largely explained by working capital management but fixed investments have 
also started to show some meagre growth points thanks to LT financing facility.  
 
Nonetheless, this is one area where we think a faster contraction in aggregate 
demand could potentially trigger an earlier rate reversal cycle. 

Inflation target remain at 10.0-10.5%, leading to 3m fwd real rates of +2.0%  
On inflation outlook we expect headline CPI to average 10-10.5% compared to 
SBP target of 11-12% and IMF revised target of 11%.  
 
Based on this 3m forward real interest rates are likely to remain in positive 
territory close to +2.0% which in-line with historical average of ~2.0%. While 
Mar-20 onwards, inflation is expected to drop close to single digit, leaving 
sufficient room for authorities to cut key policy rate.  

Outlook: Rate cycle to expected reverse from Mar-20 onwards 
Henceforth we are of the view that SBP is likely to start policy rate reversal from 
Mar-20 onwards.  
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Exhibit: 3m forward and trailing Real rates  Exhibit: Inflation expected to average +10-10.5%  in FY20; compared to 
SBP target of 11-12% 

Source: PBS, SBP, IGI Research 
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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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