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Monetary Policy Statement 

Discount Rate; Status Quo Intact 

 

Monetary Policy Statement: Expecting a Status Quo  

The State Bank of Pakistan (SBP) is scheduled to announce monetary policy 
statement on 28th Jan-17. We expect SBP to keep the key discount rate unchanged 
at 6.25% (target rate at 5.75%).  
 

Trailing inflation data points to weak inflationary pressure however outlook remains 

rather upbeat in our view 

Although on a trailing basis headline inflation rate has dropped to +3.9% in 1HFY17, 
however underline inflation seems rigid and inflation outlook remains rather 
upbeat in our view. Core inflation a proxy for underline inflationary pressure has 
inched up by +68bps to average +4.7% in 1HFY17. More so 2QFY17 core inflation 
averaged 4.9% compared to +4.4% recorded in 1QFY17. On the outlook, rising 
international oil prices and subsequent increase in domestic POL prices (first price 
hike Dec-16 and then in the 3rd week of Jan-17 as prices are notified on fortnightly 
basis from CY17 onwards, and we expect further increase in Feb-17) would reap in 
energy prices in upcoming months. Adding to this, food prices have remained 
rather downward sticky during the 1HFY17, averaging +3.8%. Food price index in 
our view would also track international food price index.  
 
FY17 inflation to stay under 5.0% 

On external front, weakening a Current Account (C/a) deficit (1HFY17 - USD 3.6bn 
vs 1HFY16 - USD 1.9bn) situation given higher foreign exchange reserve (USD 
22.3bn) does not post a looming risk on exchange rate, which in turn should limit 
risk of imported inflation, in our view. Setting aside, from external account we 
highlight rising broad money growth and increased market liquidity a source of 
concern.  
 
Outlook 

The Monetary Policy Committee in its last MPS (issued Nov-16) minutes of meeting 
foresee CPI inflation to moderate to 5.0%YoY average in FY17. Voting pattern 
suggested a more easing path. Nevertheless, we continue to expect the discount 

 The State Bank of Pakistan (SBP) is scheduled to announce monetary 
policy statement on 28th Jan-17. We expect SBP to keep the key discount 
rate unchanged at 6.25% (target rate at 5.75%).  
 

 Although on a trailing basis headline inflation rate has dropped to +3.9% 
in 1HFY17, however underline inflation seems rigid and inflation outlook 
remains rather upbeat in our view. 

 
 We continue to expect the discount rate to remain on hold at 6.25% 

(target policy rate at 5.75%) in the remainder of FY17 as the focus of the 
SBP remains on stimulating economic growth and simultaneously anchor 
down inflation expectations. Our inflation expectation for FY17 stands 
unchanged at 4.6%YoY for FY17. 



    
 

   
 

  

Friday, 27 January 2017 

  

 

 

 
 

Page | 2 

        
 

rate to remain on hold at 6.25% (target policy rate at 5.75%) in the remainder of 
FY17 as the focus of the SBP remains on stimulating economic growth and 
simultaneously anchor down inflation expectations. Our inflation expectation for 
FY17 stands unchanged at 4.6%YoY for FY17.  
 

 

 Source: FAO & IGI Research
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Local Food Prices are reflective of international 

food price index

FAO Food Price Index at elevated levels 

compared to FY16
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