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Monetary Policy and Fiscal Scarcity 
Reduction of discount rate is linked with fiscal deficit and inflation. The current fiscal, in-
flationary, broad money and CAD scenarios scarcely leave enough liberty for much specu-
lation. 
 

• Surge in broad money (M2) and massive increase in CAD of 130% in 2QFY10 comparing 1QFY10 are 
hampering over to change in lending rate. 

• The magnitude and timing of expected non-IMF foreign inflows remain uncertain and could increase the 
challenges of SBP’s liquidity management and government’s budgetary financing. 

 
 
The State Bank of Pakistan (SBP) is to review the existing mone-
tary policy by end Jan-2010. In the existing policy, discount rate 
was lowered by 50 bps that fixed the interest rate at 1,250 bps 
from 1,500 bps set in November 2008 to meet the IMF’s require-
ment. It is unlikely if the SBP would take a quantum alter in the 
discount rate because there is hardly any change in the factors 
that constrained the SBP not to reduce discount rate in a big 
way. On the contrary, a few developments have taken place 
that point towards maintaining a status quo. Funds from the 
friends of Pakistan (FoP), financial assistance under the Kerry-
Lugar were the chief sources decreasing the pressure on the 
government to bridge fiscal deficit through domestic and for-
eign borrowings. 
 
 

FISCAL PARAMETERS: 

Government’s compulsion to continue with 
expansionary fiscal mode also persists because 
of fiscal expenditures. However, reduction in 
subsidies and increase in prices of gas and elec-
tricity will improve government finances. Ac-
cording to the SBP report, total expenditure 
during Q1-FY10 grew by 24.5 % which is consid-
erably higher than 11.1 % recorded in the same 
period of last year. Within total expenditure, 
current expenditure increased by 14.2 %. Inflationary stress is likely to increase during 2HFY 10 because of cost 
push inflationary measures being taken by the government, such as 12.0 % raise in electricity tariff and an-
other of 6.0 % in April 2010 to do away with subsidies and enhance revenue to bridge fiscal deficit. Fiscal defi-
cit figure of 1.5 % for first quarter of current fiscal year points toward that containing fiscal deficit to 4.9 % as 
assured to the IMF might be complex. The government presently depends upon extensive borrowing from the 
commercial banks and foreign lenders to bridge the fiscal gap. Consequently, public debt is on the increase; 
foreign debt is around $53.0 bn and domestic debt is more than Rs4.1 trn at present. The real issue is not 
about debt as a percentage of GDP that is still lower than 60.0 %, but it is about its repayment and taking the 
burden of its serviceability in a weak economic environment.  

Conclusion: 

In the monetary policy statement announced on 24th November, 09, the SBP observed that a higher than 
projected fiscal deficit for FY09 has also changed some underlying assumptions for inflation outlook in FY10. In 
addition, the full impact of electricity and gas price adjustments, a necessary part of fiscal consolidation 
measures, and recent resurgence of international commodity prices, on the back of early signs of global eco-
nomic recovery, remains a source of uncertainty for inflation outlook. Additionally, Surge in broad money (M2) 
and massive increase in CAD of 130% in 2QFY10 comparing 1QFY10 are hampering over to change in lending 
rate. Hence; we do not foresee any further curtail in lending rates. 
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DISCLAIMER 
This material was produced by FDM Capital 
Securities (Pvt) Ltd, a corporate member of 
KSE. This document is not to be used or 
considered as an offer to sell or a solicitation of 
an offer to buy any securities. FDM may, from 
time to time, to the extent permitted by law, 
participate or invest in other financing transac-
tions with the issuers of the securities 
(‘securities’), perform services for or solicit 
business from such issuer, and/or have a 
position or effect transactions in the securities 
or options thereof. FDM may, to the extent 
permitted by applicable law or other applicable 
laws or regulations, effect transactions in the 
securities before these materials published to 
recipients. 
 
Information and opinions contained herein 
have been compiled or arrived by FDM from 
sources believed to be reliable, but FDM has 
not independently verified the contents of this 
document. Accordingly, no representation or 
warranty, express or implied, is made as to and 
no reliance should be placed on the fairness, 
accuracy, completeness or correctness of the 
information and opinions contained in this 
document. FDM accepts no liability for any loss 
arising from the use of this document or its 
contents or otherwise arising in connection 
therewith. This document is not to be relied 
upon or used in substitution for the exercise of 
independent judgment. FDM shall have no 
responsibility or liability whatsoever in respect 
of any in accuracy in or omission from this or 
any other document prepared by FDM for, or 
sent by FDM to any person and any such 
person shall be responsible for conducting his 
own investigation and analysis of the informa-
tion contained or referred to in this document 
and of evaluating the merits and risks involved 
in the securities forming the subject matter of 
this or other such document. 
 
Opinions and estimates constitute our judg-
ment and are subject to change without prior 
notice. Past performance is not indicative of 
future results. This document does not consti-
tute an offer or invitation to subscribe for or 
purchase any securities, and neither this 
document nor anything contained herein shall 
form the basis of any contract or commitment 
what so ever. It is being furnished to you solely 
for your information and may not be repro-
duced or redistributed to any other person. 
Neither this report nor any copy hereof may be 
distributed in any jurisdiction outside Pakistan 
where its distribution may be restricted by law. 
Persons who receive this report should make 
them aware of and adhere to any such restric-
tions. By accepting this report you agree to be 
bound by the foregoing limitations.  
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Rate vs CPI Trend 

E C O N O M I C  R E V I E W  

  FY 09 FY 10 
  Annual Targets SBP Projections 

CPI (%) 20.8 9.0 10 – 12 
Monetary Assets (M2) (%) 9.6 - 12 – 13 
GDP (%) 2.0 3.3 2.5 – 3.5 
Export (US $ in bn) 19.2 19.9 18.5 – 19 
Import (US $ in bn) 31.7 28.7 30.5 – 31 

Fiscal Deficit % of GDP 5.2 4.9 4.7 – 5.2 
CAD % of GDP 5.3 5.3 3.7- 4.7 


