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Monetary Policy  
25-50bps Rate Hike Expected, Despite Risks 
Flagged  Around Inflation And External Accounts  

 

Expecting a 25-50bps rate hike in upcoming monetary policy statement 
SBP is scheduled to announce its monetary policy tomorrow, whereby we expect 25-50bps 
rate hike contrary to market consensus of 100-150bps. So far SBP has raised the discount 
rate by 175bps to 8.0% starting CY18 citing fragile external account, volatile global 
commodity markets and rising domestic inflation; a recipe factor for these rate hike. 
 
We see 3months forward real interest rate remaining in positive territory close to its historic 
average of ~2.0%, despite incorporating recent administrative gas tariff increase of 50-140% 
inflation is likely to stay close to ~6.0% till Dec-18. Moreover, with fiscal consolidation new 
government’s upmost priority we see combining this with aggressive monetary tightening 
unlikely merits government decision at this time. Finally, external account has largely been 
the key factor dictating monetary policy in recent times. However, latest c/a deficit says the 
otherwise.  
 
CPI to clock in 5.52% for the month of Sep-18, with core inflation likely to 
soften up owing to high base effect 
For the month of Sep-18, we expect headline inflation to print 5.6%YoY translating into a 
+0.4% monthly growth compared to 0.6% monthly growth recorded in past three months. 
Key contributing factors for lower estimates include slowdown in perishable food inflation 
and lower domestic POL prices.  
 
Upcoming month of Oct-18, is likely to see rather more upbeat monthly growth, whereby 
we expect expected increase in POL prices along with recent increase in gas price tariff and 
quarterly adjustment in house rental index will lead to over >+1.6% monthly increase in 
headline inflation. However, even with this increase, 3months forward average inflation 
comes just above 6%. Moreover, core inflation which has shown a rising trend in the recent 
months averaging +7%YoY in the past 6months is likely to show signs of slowdown owing to 
higher base effect. 
 

• SBP is scheduled to announce its monetary policy tomorrow, whereby we 
expect 25-50bps rate hike contrary to market consensus of 100-150bps. So 
far SBP has raised the discount rate by 175bps to 8.0% starting CY18 citing 
fragile external account, volatile global commodity markets and rising 
domestic inflation; a recipe factor for these rate hike. 

• CPI to clock in 5.52% for the month of Sep-18, with core inflation likely to 
soften up owing to high base effect 

• Soft pinch of austerity measures should start reaping benefits, but given the 
dull growth outlook in FY19 owing largely to ballooning external imbalances, 
hard contractionary fiscal measures could have a greater sinking impact on 
overall growth. 
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Exhibit: Headline CPI Inflation Exhibit: Subsiding Food inflation 

   
Source: SBP, PBS, IGI Research 

With 3months forward headline inflation staying close to 6%; real interest 
rate remains positive at ~2% 
With 3months forward headline inflation staying close to 6%, at current discount rate of 8% 
real interest rate are expected to remain close to +1.8% territory, compared to historic 
average ~2.0% average 3months forward real rate. 
 
Exhibit: Headline CPI Inflation 

  
Source: SBP, PBS, IGI Research 

 
Seeking a balance: Soft pinch of austerity measures should start reaping 
benefits, keeping monetary tightening temptations at bay 
Recent budgetary measures taken up by incumbent government led by PTI has introduced 
some soft austerity measures, including increase in much awaited gas prices, increase in 
income tax and reduction in government PSDP. Although, this is more of soft pinch of 
austerity measures in our view, but given the dull growth outlook in FY19 owing largely to 
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ballooning external imbalances, hard contractionary fiscal measures could have a greater 
sinking impact on overall growth. Hence, the possibility of combining aggressive monetary 
tightening (175bps increase since Jan-18) with fiscal contractionary measures unlikely 
merits government decision at this time. 
 
External Fragilities: External Account situation improved in Aug-18; more 
foreign funding likely to keep Exchange rate stable 
For Aug-18, current account (c/a) deficit number was encouraging at USD 600mn compare 
to USD ~1.5bn monthly average deficit witnessed in nearly all of FY18. Most importantly, 
imports which have recorded on average >18% annual growth in FY18, slowed down to 5% 
in Aug-18, bringing goods monthly trade deficit under USD 2.5bn after a period of nearly 
5months. In addition to this, country’s REER have finally started to come down to ~108 (as 
of Jul-18) from a high of 124 back in Nov-17. 
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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. 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. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter, Month-on-Month. 
Th /Mn /Bn /Tr: Thousands/Million/Billion/Trillion.  
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