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January 29, 2024

1. At its meeting today, the Monetary Policy Committee (MPC) decided to maintain the policy rate at 22
percent. While arriving at the decision, the Committee observed that the frequent and sizeable adjustments in
administered energy prices have slowed down the pace of decline in inflation anticipated eatlier, besides
impeding a sustained decrease in inflation expectations. On the other hand, the non-energy inflation
continues to moderate, in line with the Committee’s expectations. On balance, the Committee viewed that the
real interest rate remained significantly positive on 12-month forward looking basis, as inflation is expected to
remain on a downward path.

2. The MPC noted several key developments since its December meeting, which have implications for the
economic outlook. First, the FX reserves have improved on the back of a notable surplus in the current
account in December and significant financial inflows, including the latest IMEF SBA tranche. Second, fiscal
consolidation remained on track and complemented the monetary policy stance. Third, the business
sentiments, as reflected in the recent surveys, continued to improve. However, the escalated geopolitical
tensions in the Red Sea region have led to a surge in global freight charges and are posing risks for global
trade and commodity prices.

3. Taking stock of these developments as well as still-elevated levels of both headline and core inflation,
the Committee emphasized on continuing with the tight monetary policy stance. This, along with continued
fiscal consolidation and timely realization of planned external inflows, will help to achieve the inflation target
of 5-7 percent by September 2025. The revised assessment takes into account the recent and expected
adjustment in administered energy prices.

Real sector

4. Incoming data continues to support the Committee’s eatlier assessment of moderate economic
recovery, primarily led by the agriculture sector. Real GDP growth projection remains unchanged in the range
of 2 to 3 percent for FY24. While Kharif crops’ output already turned out better than last year, the prospects
for Rabi crops also appear promising amid better input conditions. In the industrial sector, large-scale
manufacturing registered a slight decline in the first five months of FY24, with a moderate increase recorded
in November. The recent survey results also showed consistent increase in capacity utilization in the
manufacturing sector, while business sentiments, for both industry and services, turned positive for the first
time since April 2022. The Committee assessed that momentum in the industrial sector is expected to pick up
from H2-FY24.

External sector

5. The current account surplus in December 2023 helped bring down the H1-FY24 deficit by 77 percent
to US$ 0.8 billion. The exports registered a growth of 5.3 percent y/y duting H1-FY24, supported by growth
in rice and volume of HVA textiles. At the same time, imports declined considerably due to lower
international commodity prices, better domestic crop output, and a decline in oil import volumes. These
factors more than offset the pick-up in non-oil import volumes. Moreover, workers’ remittances continued to
improve for the second consecutive month in December. In the financial account, the increase in official
inflows in December, together with the receipt of IMF-SBA tranche, improved the SBP’s FX reserves to $8.3
billion as of 19% January 2024. The Committee noted that the projection of current account deficit for FY24
remains unchanged in the range of 0.5 to 1.5 percent of GDP, despite the modest economic recovery and
elevated level of profit and dividend repatriation.
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Fiscal sector

6. The fiscal position continued to improve during Jul-Oct FY24. The overall deficit declined to 0.8
percent of GDP from 1.5 percent last year, while the primary surplus increased to 1.4 percent as compared to
0.2 percent last year. This improvement is mainly led by a significant increase in revenue collection and
somewhat restrained expenditures. FBR tax collection grew by 30.3 percent during H1-FY?24 amidst gradual
recovery in economic activity and continued impact of taxation measures, while non-tax revenues also
remained strong. On the expenditure side, the decline in non-interest spending (as percentage of GDP)
helped to keep overall expenditures at contained levels. The MPC noted that the continuation of fiscal
consolidation is essential for ensuring sustainability of public debt as well as overall macroeconomic and price
stability.

Money and credit

7. The broad money (M2) growth, which has been hovering around 14 percent in FY24, surged to 17.8
petcent y/y as of end-December 2023. The MPC assessed that this acceleration is temporaty and is expected
to reverse in the coming months, as already depicted in the latest weekly monetary data. The improvement in
the external position has increased the net foreign assets of the banking system. In contrast, growth in net
domestic assets of the banking system decelerated, primarily due to a slowdown in private sector credit (PSC).
This is primarily explained by relatively low fixed investment loans and a net retirement in consumer loans.
However, the demand for working capital loans remained close to last year. The Committee also noted the
continued declining trend in currency to deposit ratio, which was due to the strong growth in bank deposits
and a decline in currency in circulation.

Inflation outlook

8. The MPC noted that both food and core inflation are moderating for the past few months. This trend
reflects the positive impact of tight monetary policy stance duly supported by ongoing fiscal consolidation,
lower global commodity prices, and improved domestic crop output and supplies. However, the positive
impact of these developments is being diluted by sizable adjustments in administered energy prices, especially
from November 2023 onwards. The large adjustments have significantly impacted the inflation outturns and
its near-term outlook. In this regard, the Committee emphasized on reforms to address underlying structural
issues, especially those in the energy sector, to achieve price stability on a sustainable basis. Incorporating the
inflation in H1-FY24, expected significant decline in the second half, and the evolving risks, the MPC expects
average inflation to fall in the range of 23 — 25 percent in FY24 and continue to trend down noticeably in
FY25.
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