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Exhibit: Pakistan Historic Central 
Bank Discount Rate Peaked at 15%, 
during Previous Super Inflationary 
Cycle In 2008 
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Monetary Policy Statement 

125bps Rate Hike Expected, Extending the Current 
Tightening Cycle to 675bps  

The State Bank of Pakistan (SBP) is scheduled to announce Monetary Policy 

Statement (MPS) for the next two months on Thursday 7th July, 2022.  

Expecting a 125bps rate hike 

We expect SBP to raise the policy rate by 125bps taking the key rate to 15%, which is 

close to historic high of 15% back in 2008. As per a market survey conducted by CFA 

Society of Pakistan, less than 20% expect rates to remain unchanged whereas the 

rest expect a rate hike. Of this, nearly 54% of the respondents expect a 100bps or 

more than 100bps increase in policy rate.  

We base our premise on; 

Rising Inflationary Pressure… 

Recent inflation marking printed a +21.3%y growth (25% peak CPI witnessed in 2008) 

led by hike in petroleum prices, electricity and food prices. Moreover, on the 

outlook, further administrative energy price hikes are on the cards including, housing 

utility, petroleum products, and house rent. As more and more energy price 

increases, we suspect second round inflationary pressures building up, skewing the 

outlook towards higher inflation in coming months. Based on our conservative view 

we expect next three months inflation is likely to average 23% and peak range of 

25%.   

…And, Widening External Accounts Fueling Inflation Misery 

In addition to rising inflationary pressure country’s current account deficit has 

continue to widen up with latest May-22 deficit now at US$ 1.4bn. For a perspective, 
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 We expect SBP to raise the policy rate by 125bps taking the key rate to 15%, which 
is close to historic high of 15% back in 2008.  

 As per a market survey conducted by CFA Society of Pakistan, less than 20% expect 
rates to remain unchanged whereas the rest expect a rate hike. 

 Recent inflation marking printed a +21.3%y growth (25% peak CPI witnessed in 
2008) led by hike in petroleum prices, electricity and food prices. 

 In addition to rising inflationary pressure country’s current account deficit has 
continue to widen up with latest May-22 deficit now at US$ 1.4bn.  

 Since last monetary policy announced on 23rd May-22, Secondary market yields 
have gone up by nearly 40bps on average. More importantly, longer-tenure yields 
are trading lower than short-term yields causing yield curve inversion, which is 
suggestive of slower growth higher inflation. 

 Given the current inflation problem, SBP may need to keep raising rates even at 
risk of slowing down economic activity. 
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 11m2022 total deficit now stand at US$ 15.2bn compared to last year US$ 1.2bn. 

With this widening PKR has lost almost 16% against the USD greenback starting FY22 

to reach 207 as of latest. Globally central banks tightening, and Pakistan widening 

negative real interest rate gap is putting further pressure on PKR USD parity.  

Yield Curve Inversion Pretty Much Gives it Away 

Since last monetary policy announced on 23rd May-22, Secondary market yields have 

gone up by nearly 40bps on average. More importantly, longer-tenure yields are 

trading lower than short-term yields causing yield curve inversion, which is 

suggestive of slower growth higher inflation. In fact recent budgetary measures 

along with rising prices is projected to dampen overall aggregate demand, and with 

little or less relief coming from intl. commodities, yields are likely to remain inverted 

for some time. 

Outlook 

Given the current inflation problem, SBP may need to keep raising rates even at risk 

of slowing down economic activity. In our earlier note published on last monetary 

policy statement (link), we opine more proactive approach to dealing with inflation. 

However, our expectations fell short as SBP reverted to more of a wait-and-see 

approach. This time too, we expect SBP to adopt more proactive approach in 

monetary policy decision rather than reactionary. This in our view is only way to 

bring inflation back under control instead of choosing to go aggressively on rate hike 

and ending up with a bigger economic slowdown.  

Exhibit: Pakistan historic rate change (bps) 
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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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