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MPC views inflation to have peaked in May’23

Decelerating inflation, easing current account pressures and a slightly
contractionary budget FY24 led monetary policy committee (MPC) of SBP to keep
policy rate unchanged at 21% in today’s meeting. Governor SBP has negated the
ongoing media rumours in regards to Pakistan planning to enter into restructuring
of its external debt. SBP expects positive real rates on a forward-looking basis,
which leads us to believe that the monetary tightening cycle has largely ended.

Decision: The monetary policy committee (MPC) of SBP has decided to keep policy
rate unchanged at 21% in today’s monetary policy meeting. The increase is in line
with broader market expectation; according to survey conducted by CFA Society
Pakistan, 77% participants anticipated a status quo, whereas only 9% of analysts
polled a hike in interest rates.

Economic activity moderating: FY23P GDP growth of mere 0.29% and LSM decline
of 8.1% in 9MFY23, clearly indicate that elevated interest rates have succeeded in
moderating demand. However, FY24 will have a head start in terms of agri-growth,
barring another unfavourable turn in weather conditions.

Current account easing; BOP still a concern: In line with GDP growth deceleration,
imports also remained constrained, easing off pressures on current account.
Furthermore, international commodity prices have eased significantly, providing
further relief to the external balances. This indicates that the case for further
increasing rates have weakened significantly. However, minimal FX reserve cover
and short-term nature of Pakistan’s external debt remains the key risk.

Inflation plateauing: PKR has achieved some stability and high base effect will kick
in from July’23, we believe the inflation has plateaued. 11MFY23 inflation averaged
at 29.2%, whereas the latest May'23 inflation reading clocked in at 38%. Though
some price pressures remain an overhang risk, such as gas and power cost
adjustments, we believe the lagged impact of PKR depreciation has largely been
absorbed in the inflation readings. With the budget also having no major
inflationary measures, we believe the monetary tightening cycle has largely ended.
This also corroborates with SBP’s expectation of positive real rates, at current policy
rate, on a forward-looking basis.

IMF or not? Governor SBP has negated the ongoing media rumours in regards to
Pakistan planning to enter into re-structuring of its external debt. This indicates
that the policy direction remains anchored towards attaining the IMF program
before the 30th June’2023 deadline.

RDA flow (USDbn) Jun'23 External Repayments (USDbn)

RDA balance (a+b+c) 6.1 Total due 3.6
a) Consumed locally 3.6 Repaid 04
b) Repatriated 14 Rollover expected 2.3
c) Repatriable 1.1 Repayment left 0.9
Source: SBP, Alfalah CLSA Research Source: SBP, Alfalah CLSA Research
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analyst or any of its close relatives do not have a financial interest in the securities of the subject company aggregating more
than 1% of the value of the company. Additionally, the research analyst or its close relative have neither served as a

director/officer in the past 3years nor received any compensation from the subject company in the past 12 months.
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Rating System

Alfalah CLSA Securities (PVT) LTD. (Formerly Alfalah Securities (PVT) LTD) uses a 3-tier rating system i.e Buy, Hold and Sell, based on
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