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Inflation to Bounce Back but Remain Soft 

We expect CPI inflation to bounce back from Aug-17 owing to diminishing 

base effect. In this regard, we expect CPI general inflation to rebound to 

3.6% YoY / 4.8% YoY / 5.8% YoY in Aug-17 / Dec-17 / Jun-18. However, 

weaker inflationary pressures and regulated prices are likely to keep average 

FY18 CPI inflation at 4.5% vs. 4.2% in FY17. 

As such, our projections indicate slight dip in RSC and NFNE inflation 

expected to clock in at 5.0% YoY / 6.5% YoY and 5.9% YoY / 6.8% YoY in 

Dec-17 / Jun-18, respectively. 

We reckon that softer global oil price outlook will continue to restrain 

domestic fuel and energy costs (having spillover effect on other CPI 

components as well).  

However, this may not continue to suppress inflation as effect of rising 

income owing to continued improvement in GDP growth will likely have 

reflationary effect, thus, we expect medium term CPI inflation to settle above 

6% level. 

 

Current account deficit records 4.0% of GDP in FY17 

The current account deficit widened by 148.5 per cent to an all-time high of 

$12.09 billion for 2016-17, the State Bank of Pakistan (SBP) reported on 

Wednesday. The deficit was $4.86bn in the preceding fiscal year. The 

balance on trade in goods jumped to a deficit of $26.8bn compared to 

$19.3bn in 2015-16.  

The government has failed to improve exports. Instead of growing foreign 

sales, Pakistan’s exports have been declining for the last four years. This is 

making it more difficult for the government to contain the rapid fall in 

foreign exchange reserves. The balance on goods and services registered a 

deficit of $30.5bn compared to $22.7bn in 2015-16. 

The growing current account deficit has practically neutralized the positive 

impact of about $19bn remittances sent by overseas Pakistanis. For the first 

time in more than a decade, remittances declined on a year-on-year basis in 

2016-17. 

Data shows unchecked imports proved disastrous for the external sector of 

the economy. The deficit hurts the country’s ability to sell bonds in the 

international market. The government has been planning to sell euro bonds. 

But the weakness on the external front with a $12.1bn current account deficit 

means that the government is unlikely to get a favorable rate of return. 

 

Outlook on CAD, CPI & USD/PKR Parity 

In broader perspective, while CAD in terms of GDP is not expected to surge 

much further (an increase 0.2% of GDP expected by IMF in FY18 in its 

latest report).  

Moreover, CAD increase is primarily led by (i) 17.5% YoY jump in imports 

to USD48.5bn (where ~40% of the increase is due to rise in machinery 

imports – positive for fixed investment and growth), and (ii) lackluster 

performance of exports (down 1.4% YoY at USD21.7bn) and remittances ( 

down 3% YoY at USD19.3bn). 

By PPP ranking, Pakistan is now 25th 

largest economy in the world. 

 

 
 
 
 
 

PIB 10Y bond Details 

Pakistan Government Bond 10Y is trading at 

8.21% as of 17
th

 Aug 2017. Cut off in last 

auction (21st July 2017) was maintained at 

7.94%. it is worth mentioning that upcoming 

PIB auction will take place on 23
rd

 Aug 2017. 
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With the FY17 CPI (4.2%) recorded below Govt. estimates of 4.5%, July’17 inflation reading lower than expected under 3% and keeping 

into consideration soft commodity prices that should keep the energy inflation under-check tagged with a contained NFNE inflation (5.4%-

5.5%), there are considerable reasons for SBP to delay interest rate reversal to 4QFY18 compared to our earlier estimates i.e. end of 

1HFY18.  

Importantly, if the GoP decides to tighten the monetary policy, the SBP will start with a 25bps cut, to maintain the balance between growth 

and inflation, we view.  

Following the 3.2% dip in the value of PKR against USD on July 5th, 2017, the government conveyed their stance of not letting the value 

of the rupee to drop, and to maintain the value it was at, i.e. ~105 rupees for every dollar. Keeping the government stance and the current 

inflationary environment in mind, the rupee may retain its current value till the elections. However, based on REER and IRP the rupee is 

overvalued by 4%-20%. Thus, based on fundamentals, PKR should depreciate in the range of 4% to 5% (to 109 – 110) till end of FY18. 

 

Mixed impact on capital market 

The lower for longer interest rate scenario carries mixed implication for the capital market. While low interest rate bodes well for the 

equity market as it raises relative attraction of equity investment versus other asset classes, it directly weighs on corporate earnings growth 

given the negative impact for banks, OMCs (linkage of margin with CPI on regulated products) and pharmaceutical companies (price 

revision on scheduled products linked to 50-70% of annual CPI).  

While the monetary policy decision was a non-event for the market, legal and political developments relating to Panama case verdict 

suggest political pressure had relatively subsided for the ruling party ended up into limited relief rally in the equity market after which a 

turmoil has cropped up again. Money market yields have held steady in six months, with stable yield curve. We believe expectation of low 

interest rates are not well entrenched in the market and may warrant bull steepening in near-term. 


