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Think tank suggests
cutting mterest rate
by up to 100bps

By Wehiab Falder 2%
However, it's important
ISLAMABAD:; Pakistan Insti- to note that an extended
tute of Development Eco- period of such a high policy
nomics (PIDE) has suggested rate comes with significant
reducing the discount rate by costs. One of these costs is
50 to 100 basis points (bps) associated with disinflation,
amid the possibility of the commonly referred to as the
Monetary Policy Committee sacrifice ratio. Haque and
(MPC) of State Bank of Paki- Jalil (April 2020) have calcu-
stan (SBP) to keep the rate lated that, on average, this
unchanged at 22 peroent. ratio is 0.662 for the Paki-
In its Macro Policy Lab stani economy. This implies
report, the think tank of the that, on average, a sacrifice
Planning Commission — of 0.662 percent of real GDP
PIDE — suggests reconsid- growth is needed for a per-
eration of the current stance manent reduction of one
of monetary policy and percent in inflation.
reduction in the discount  When interest rates stay
rate between 50 to 100bps. high foralong time, it causes
After examining the recent a financial stress resulting
monetary policy statements in deferment of many eco-
and considering these indi- nomic investment decisions
cators, the MPC is likely to
maintain the policy rate at Continued on page 9

Thlnktan.k conduct of monetary policy span  urements such as M2 growth,
across different sectors, peovid- interbank and open market

Continued from page 12 mwmdm exchange rates, curmency in cireo
economic landscape. In the real btion, and the Net Foceign Assets

of even running of the current sector, the quarterly indicators (NFA) and Net Domestic Assets
businesses. serve as crucill benchmarks for M)Muwbmad

debt obligations, so the govern- industry, and services. Fulb October and Novernber stands ot
ment has to collect extra taxes o first quarter of the cumrent fiscal approximately 1358, surpassing
service this debt cbligation. year, Pakistan Bureau of Statis  the previous twomonth average.

Secondly, price increase may  tics (PBS) revealed growth rates The exchange rate has experi-
come from the supply side mak- of 245% 5,004 and 0.52% for enced fuctuations, ranging from
ing the economic situation even  agriculture, industry, and ser- 250 to 255 in October and Novers
tougher. Third, when interest vices sectors, respectively. The  ber, in contrast to the range of 20
rates e high and prices are rising overall firt-quarter growth on a to 300 observed in August and
fast, the real interest rates (the year-on-year basis is reported at  September for the interhank rtes.
cnes that are considened for infla 2.19%, signaling a positive trend  Inflation: Additionally, an
thon-based tangets) can become for the economy. Extemal sec. assessment of the inflation out.
very bow or even negative, This tor progress: While examining Jook imvolves mondtoring headiine
makes people less intervsted in  the extemal sector; MPC focuses inflation, global oll prices, and
soving money, and it also makes o0 the cumrent account balance,  gas tariffs, while also taking into
1 haeder for businesses to invest. which encormpasses both exports account inflation expectations
Finally, there's a bigger risk that and remittances, a5 well as the and overall confidence in the
the economy might go into a stability of forvign exchange (FX) economy. Addressing the infla-
recession, meaning there's less reserves. The MPC meeting held ﬁmouhokamwh

money clroubating but prices are  on October 30 hightighted a i the corsumer confidence index

dlw this tricky situation is icant improvement in Pakistan's (from 262 in September 10 2278
called stagliation which Pakistan  current account balance. The in October) and a decrease in
s currently facing curent acoount deficit (CAD) wit-  inflation expectations (from 7808

Since June 26, 2023, Mone- nessod 2 555 yoar<nyear reduc: i September to 7330 in October)
tary Policy Committee (MPC) of  tion to $447 million for the period  indicate growing optimism among
the State Bank of Pakistan (SBP) JubSep FY24 after which for the  consumers in Pakistan reganding
haes chosen 10 keep the policy rate  month of September it wis alimost  the economic outhook nd antic-
steady at 225 In the kast meeting  2ero (bakinced Current A'c) How-  pated Jower inflation bevels. Such
of MPC's decision of keeping pol- ever, the data from October 2023 Jow inflation expuctations peovide
iy rate ot 2% was influenced by reveals a fusther reduction in the  the central bank with some flex-
the increase in hwadline inflation  current acccunt deficit to just §74 ibility, If inflation expectations
In September 2023, the volatility million, marking a noteworthy remain wellanchored and below
In gobal ol prices and the sched- #1% decrease compared to the the central bank's tanet, it may
uled increase In gas tariffs start-  same mooth In the prestons year,  fave room to reb monetazy pob-
Ing November 2023 The MPC is  Nevertheless, it's important to cies to further stimulste economic
schiduled to convene on Dooeme note a 61% increase in the deficit  activity, Additionally, the volatibity
ber 12,3023 todiscuss and decide - compuared tothe preceding month,  in global ol prices, ranging from
about the policy rate; whether attributed to debt servicing pay- $65 per barrel to $01 per bamel
the SBP should continue with ment Although the reserves have during the current fiscal year,
the sume policy rate o change it been building but by November phays a crucial role in infloencing
based on various economic indi- 2023, the SBP reserves declined  doroestic prices in ol importing
cators of Pakistan presented at by $217 million, reaching §7.150 countries. The recent dip in ofl
the meeting Sector wise analysis  billion. Money supply dynamics  prices to around $70 per barrel
and Progress: The indicators that  Money and credit aspects ave vital - adds 1o the complexity of the eco
phay a crucial role in guiding the  components, incorporating meas- nomie bndscape.
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PESHAWAR: Monetary
Policy: Background: Since
June 26, 2023, the Monetary
Policy Committee (MPC) of
the State Bank of Pakistan
(SBP) has chosen to keep the
policy rate steady at 22%,

The last meeting of
MPC's decision to keep the
policy rate at 22% was influ-
enced by the increase in
headline inflation in
September 2023, the volatili-
ty in global oil prices and the
scheduled increase in gas tar-
iffs starting November 2023,

A press release issued
here on Monday stated that
the MPC is scheduled to con-
vene on December 12, 2023, 10
discuss and decide about the
policy rate; whether the SBP
should continue with the
same policy rate or change it
based on various economic
indicators of Pakistan pre-
sented at the meeting,
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PIDE MacroPoﬂcy Lab suggests
reconsidering the current stance of MP

Sector wise analysis and
Progress: The indicators that
play a crucial role in guiding
the conduct of monetary pol-
icy span across different sec-
tors, providing a comprehen-
sive view of the economic
landscape. In the real sector,
the quarterly indicators serve
as crucial benchmarks for
assessing the performance of
key sectors such as agricul-
ture, industry, and services.
For the first quarter of the
current fiscal year, Pakistan
Bureau of Statistics (PBS)
revealed growth rates of
2.48%, 5.06%, and 0.82% for
agriculture, industry, and
services sectors, respectively,
The overall first-quarter
growth on a year-on-year
basis is reported at 2,13%, sig-
naling a positive trend for the
economy,

External Sector Progress:;
While examining the exter-

nal sector; MPC focuses on

the current account balance,
which encompasses both
exports and remittances, as
well as the stability of foreign
exchange (FX) reserves, The
MPC meeting held on
October 30 highlighted a sig-
nificant improvement in
Pakistan's current account
balance. The current account
deficit (CAD) witnessed a 58%
year-on-year reduction to
$047 million for the period
Jul-Sep FY24 after which for
the month of September it
was almost zero (balanced
Current A/c), However, the
data from October 2023
reveals a further reduction in
the current account deficit to
just $74 million, marking a
noteworthy o1% decrease
compared to the same month
in the previous vyear,
Nevertheless, it's important
to note a 61% increase in the
deficit compared to the pre-
ceding month, attributed to

debt servicing payment,
Although the reserves have
been building, by November
2023, the SBP reserves
declined by $217 million,
reaching $7.180 billion.

Money Supply Dynamics:
Money and credit aspects are
vital components, incorpo-
rating measurements such
as M2 growth, interbank and
open market exchange rates,
currency in circulation, and
the Net Foreign Assets (NFA)
and Net Domestic Assets
(NDA).

Moving on to the money
and credit situation in the
economy, the average
money growth in October
and November stands at
approximately 13.5%, sur-
passing the previous two-
month  average, The
exchange rate has experi-
enced fluctuations, ranging
from 280 to 285 in October
and November.
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PIDE Macro Poilcy Lab
suggests reconsidering
the current stance of MP

MeuTtas Pirzapa

ISLAMABAD: Monetary Policy Com-
mittee (MPC) of the State Bank of Pa-
kistan (SBP) has chosen to keep the
policy rate steady at 22%. In the last
meeting of MPC's decision of keep-
ing policy rate at 22% was influenced
by the increase in headline inflation
in September 2023, the volatility in
global oil prices and the scheduled
increase in gas tariffs starting No-
vember 2023. The MPC is scheduled
to convene on December 12, 2023, to
discuss and decide about the policy
rate; whether the SBP should continue
with the same policy rate or change it
based on various economic indicators
of Pakistan presented at the meeting.
Sector wise analysis and Progress: The
indicators that play a crucial role in
guiding the conduct of monetary policy
span across different sectors, providing
a comprehensive view of the economic
landscape. In the real sector, the quar-
terly indicators serve as crucial bench-
marks for assessing the performance
of key sectors such as agriculture, in-
dustry, and services. For the first quar-
ter of the current fiscal year, Pakistan
Bureau of Statistics (PBS) revealed
growth rates of 2.48%, 5.06%, and
0.82% for agriculture, industry, and ser-

vices sectors, respectively. The overall
first-quarter growth on a yearon-year
basis is reported at 2.13%, signaling a
positive trend for the economy.
External Sector Progress: While exam-
ining the external sector; MPC focuses
on the current account balance, which
encompasses both exports and remit-
tances, as well as the stability of foreign
exchange (FX) reserves. The MPC
meeting held on October 30 highlighted
a significant improvement in Pakistan's
current account balance. The current
account deficit (CAD) witnessed a 58%
year-on-year reduction to $947 million
for the peniod Jul-Sep FY24 after which
for the month of September it was
almost zero (balanced Current AJc).
However, the data from October 2023
reveals a further reduction in the cur-
rent account deficit to just $74 million,
marking a noteworthy 91% decrease
compared to the same month in the
previous year. Nevertheless, it's im-
portant to note a 61% increase in the
deficit compared to the preceding
month, attributed to debt servicing
payment. Although the reserves have
been building but by November 2023,
the SBP reserves declined by $217
million, reaching $7.180 billion.
Money Supply Dynamics: Money and
credit aspects are vital components,
incorporating measurements such as
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PESHAWAR: Since June
26, 2023, the

Policy Commitice (MPC
of the State Bank of
H-:-(SBP).-:M

o kecp thc policy rate
steady at 22%

The last nemag of
MPC”s decision 1o keep the
policy rate at 22% was
uilwmdbylhem
in headline inflation in

S:suuha 2023, the i
volatility in global oil

prices and the scheduled
increase in gas taniffs start-
ing November 2023

A press release bssued
here on Monday stated that
the MPC is scheduled 1o
convene on December 12,
2023, 1o discuss and decide
about the policy rate;
whether the SBP should
continuc with the same pol-
icy rate or change it based
on vanous cconomic indi-
cators of Pakistan presented

at the mecting.

Progress: The indicators
that a crucial role in
guiding the conduct of
monctary  policy  span
across  differemt  sectons,

Iatepmndld-&pl-?l-‘
after which for the month
of Scptember it was almost
zero (balanced Curremt
Alc). However, the data
from October 2023 reveals
a further reduction in the
current account deficit 1o

November 2023, &S;‘

reserves dechined by $217
million, rcaching $7.180
billon.
Moncy S-n'y
:  Moncy
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-1 October
and -M at

approximately 13.5%, sur-
passing the previous two-
month

The ratc has

from 280 1o 285 i

ranging o n
October and November, in
contrast to the range of 290
to 300 obscrved in August
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PIDE MacroPoilcy Lab
suggests reconsidering
the current stance of MP

TIMES REPORT
PESHAW AR:

Monetary Policy:
Background: Since
June 26, 2023, the
Monetary Policy

Committee (MPC) of
the State Bank of
Pakistan (SBP) has
chosen to keep the
policy rate steady at
22%.

The last meeting
of MPC's decision to
keep the policy rate at
22% was influenced by
the increase in head-
line inflation in
September 2023, the
volatility in global oil
prices and the sched-
uled increase in gas
tariffs starting
November 2023.

A press release
issued here on
Monday stated that
the MPC is scheduled
to convene on
December 12, 2023, to
discuss and decide
about the policy rate;
whether the SBP
should continue with
the same policy rate
or change it based on
various economic
indicators of Pakistan
presented at the
meeting.

Sector wise analy-
sis and Progress: The

indicators that play a
crucial role in guiding
the conduct of mone-
tary policy span across
different sectors, pro-
viding a comprehen-
sive view of the eco-
nomic landscape. In
the real sector, the
quarterly indicators
serve as crucial bench-
marks for assessing
the performance of
key sectors such as
agriculture, industry,
and services, For the
first quarter of the
current fiscal year,
Pakistan Bureau of
Statistics (PBS)
revealed growth rates
of 2.48%, 5.06%, and
0.82% for agriculture,
industry, and services
sectors, respectively.
The overall first-quar-
ter growth on a year-
on-year basis is
reported at 2.13%, sig-
naling a positive
trend for the econo-
my.

External Sector
Progress: While
examining the exter-
nal sector; MPC focus-
es on the current
account balance,
which encompasses
both exports and
remittances, as well
as the stability of for-

eign exchange (FX)
reserves. The MPC
meeting held on
October 30 highlight-
ed a significant
improvement in
Pakistan's current
account balance. The
current account
deficit (CAD) wit-
nessed a s8% year-on-
year reduction to $947
million for the period
Jul-Sep FY24 after
which for the month
of September it was
almost zero (balanced
Current Alc).
However, the data
from October 2023
reveals a further
reduction in the cur-
rent account deficit to
just  $74 million,
marking a notewor-
thy 91% decrease com-
pared to the same
month in the previous
year. Nevertheless,
it's important to note
a 61% increase in the
deficit compared to
the preceding month,
attributed to debt ser-
vicing payment.
Although the reserves
have been building,
by November 2023,
the SBP reserves
declined by $217 mil-
lion, reaching $7.180
billion.
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& PIDE MacroPolicy Lab—Policy Statement

Monetary Policy: Selected economic indicators
to guide decision on interest rate

= Spokesman Report

ISLAMABAD: Monetary Policy:
Background: Since June 26, 2023,
Monetary Policy Committee (MPC)
of the State Bank of Pakistan (SBP) has
chosen to keep the policy rate steady at
229%. [n the last meeting of MPCS deci-
sion of keeping policy rate at 22% was
influenced by the inerease in hasdline
inflation in September 2023, the vola-
tility in global il prices and the sched-
uled increase in gas tanffs starting
November 2023, The MPC is sched-
uled to convene on December 12, 2023,
to discuss and decide about the policy
rate; whether the SBP should continue
with the same policy rate or change it
based on various economic indicators
of Pakistan presented at the meeting.
Sector wise analysis and Progress:
The indicators that play a crucial role in
guiding the conduct of monetary policy
span across different soctors, providing
acomprehensive view of the economic
landscape. In the real sector, the quar-
terly indicators serve as crucial bench-
marks for assessing the performance of
kev sectors such as agriculture, industry,
and services. For the first quarter of the
current fiscal year, Pakistan Bureau of
Statistics (PBS) revealed growth rates

of 2.48%, 5.06%, and 0.82% for agri-
culture, industry, and services sectors,
respectively, The overall first-quar-
ter growth on a year-on-year basis is
reported at 2.15%, signalinga positive
trend for the economy.

External Sector Progress: While
examining the external sector; MPC
focuses on the current account balance,
which cocompasses both exports and
remittances, as well as the stability of
foreign exchange (FX) reserves. The
MPC meeting held on October 30
highlighted a significant improve-
ment in Pakistan’s current account
balance. The current account deficit
(CAD) witnessad i 589 year-on-year
reduction to $947 million for the peri-
od Jul-Sep FY24 after which for the
month of September it was almost
2ero (balanced Current Afe). THowev-
er, the data from October 2023 reveals a
further reduction in the current account
deficit to just 874 million, marking a
noteworthy 91% decrease compared
to the same month in the previous year.
Nevertheless, its important to note a
61% increase in the deficit compared
to the preceding month, attributed
to debt servicing payment. Although
the reserves have been building but
by November 2023, the SBP reserves

declined by 8217 million, reaching
S7.180 billion,

Money Supply Dynamics: Money
and eredit aspects are vital components,
incorporating measurements such as
M2 growth, interbank and open market
exchange rates, currency in circulation,
and the Net Foreign Assets (NFA) and
Net Domestic Assets (NDA). Moving
on to money sl crodit sitwstion in the
economy, the average money growth
in October and November stands at
approximately 1:3.5%, surpassing the
previous two-month average. The
exchange mte has experienced flue-
tuations, ranging from 250 to 285 in
October and November, in contrist to
the range of 290 to 300 observed in
August and September for the inter-
bank mtes.

Inflation: Additionally, an assess-
ment of the inflation outlook involves
monitoring headline inflation, glob-
al il prices, and gas tarifs, while also
taking into account inflation expecta-
tions and overall confidence in the econ-
omy. Addressing the inflation outhook,
a positive shift in the consumer confi-
dence index (from 26,2 in September
to 32.78 in October) and a decrcase in
inflation expectations (from 78.08 in
September to 73.30 in October) indi-

cate growing optimism among consum-
ersin Pakistan reganding the economic
outlook and anticipated lower inflation
levels. Such low inflation expectations
provide the central bank with some flex-
ibility. If inflation expectations remain
well-anchored and below the central
bank’s target, itmay have room to refax

PiRI=

Pakistan institute of Development Economicy

monetary policies to further stimulate
economic activity. Additionally, the
volatility in global oil prices, ranging
from $68 per barrel to 91 per harrel
during the current fiscal year, plays a
crucial role in influencing domestic
prices in oil importing countries. The
recent dip in oil prices to around 870
per barre] adds to the complexity of the
economic landscape.

Fiseal Consolidation: On the Fiscal
front govemment is pursuing fiscal
consolidation: a lidated prima-

135 Billion rupees for the same period
last year. Taves have posted a healthy
growth surpassing the revenue target
set for the first quarter and a 244
pereent higher than the comparable
period last year first quarter (Rs, 2,22
trillion vrs Rs. 1.78 trillion), Howey-
er, the higher policy rates have also
ke to inerease in debt servicing cost
which stood ut Rs 138 trillion for the
first quarter as compared to 0.95 tril-
lion for the same period last vear. With
overall expenditures for the first quar-
ter climbing to Rs. 3.65 trillion this year
ws. Rs, 284 trillion in the last year for
the same pertod. Interest payment cost
stood it 809 of the total tax collection
at the federal level, which pays off the
interest/debt servicing expenditures,
Cost of High Policy Rate: After exam-
ining the recent monetary policy state-
ments and considering these indica-
tors, itis likely that the MPC will main-
tain the policy mte at 229%., However,
it’s important to note that an extended
period of such a high policy rate comes
with significant costs, One of these
costs is associated with disinflation,
¢ ly referred to as the Sacrifice

1y surplus of 417 billion rupees for the
first quarter (July-September, 2023)
have been achieved as comparad to

ratio. Haque and Jalil (April 2020) have
caleulated that, on average, this ratio is
0.662 for the Pakistani cconomy. This

implics that, on average, a sacrifice of

0.662 percent of real GDP growth is

needed for a permanent reduction of

one pereent in inflation
When interest rtes high fora
long time, it causes a financial stress
resulting in deferment of many
coonomic investment decisions or even
rnning of the current businesses.

1. Finst, the country ends up owing
more money for domestic debt obli-
gations, so the government has to
collect extrs taves toservice this debt
obligation.

2. Second, price increase may come
from the supply side making the
economic sittion even tough-
er. Third, when interest rates are
high and prices are rising fast, the
real interest mtes (the ones that
are considered for inflation-based
targets) can become very low or
even negative, This makes people
less interested in saving money, and
it also makes it harder for businesses
to invest.

3. Finally, there's a bigger risk that the
coonomy might go into a recession,
meaning theres less money circu-
lating, but prices are still high - this
tricky situation is called stagflation
which Pakistan is currently facing,




