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Monetary policy  
 Rising oil prices cast concerns over inflation  

 

Rising oil prices could bring monetary policy stance reversal sooner than 

projected, in our view 

The relatively favourable inflation figure (headline 3.5%YoY, 4MFY18) has led to 

high hopes of policy rate stability in remainder of FY18. As such, recent State 

Bank of Pakistan (SBP) reports have rushed to foresee inflation target of 4.5-5%, 

indicating positive real interest rate to likely persist in FY18 as was the case in 

FY17 and to a large extent in FY16. However, recent runaway international oil 

prices do exhort pressure on domestic inflation, indicating that real interest 

environment could be short lived. In short, rising oil prices could bring monetary 

policy stance reversal sooner than projected, in our view.   
 

Oil price averaging above USD 50/bbl in FY18 to date… 

Starting Jul-17, oil prices have gained momentum, trading above USD 50/bbl 

since Aug-17 to reach a high of USD 60/bbl beginning Nov-17. To put things in 

perspective, FY18 to date oil prices now average USD 53.3/bbl, compared to 

average of USD 48.7/bbl and USD 39.6/bbl recorded in FY17 and FY16, 

respectively.  
 

…and its seems that prices are likely to stay above for the reminder of FY18 

A multitude of factors have contributed to this upsurge, mostly pertaining to 

tighter global supply of oil. To start with, US inventory and oil rig count have 

been showing a consistent decline while demand from China is on a rising trend.  

To top it up, upcoming meeting of OPEC (scheduled for 30th Nov-17) is 

anticipated to extend production cuts beyond Mar-18 by both OPEC and Non-

OPEC members. Additionally, ongoing geopolitical tensions in Middle East also 

adds geopolitical risk premium to the supply side. To summarize, supply 

constraints and rising demand are likely to keep oil prices buoyant in near to 

medium term.  
 

Inflation implication 

The rise in international oil prices has significant implications for domestic price 

level and subsequently, on monetary policy. Based on our findings, every USD 

 

 Starting Jul-17, oil prices have gained momentum, trading above USD 
50/bbl since Aug-17 to reach a high of USD 60/bbl at the beginning Nov-
17. A multitude of factors have contributed to this upsurge 

 The rise in international oil prices has significant implications for 
domestic price level and subsequently, on monetary policy  

 Based on our findings, every USD 5/bbl increase in oil prices leads 20-
35bps accretion in headline index alone.  

 Impact of 20-35bps on inflation is based only on the narrow energy 
components (with motor fuel and electricity being the largest); we have 
not explicitly accounted for second-round effects. 

 Initially, we estimated rate hike to begin no earlier than 2QCY18, 
starting with a 50bps rise. However, under aforementioned scenarios, 
we suspect monetary policy cycle is likely to reverse sooner than 
projected, in our view. 
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5/bbl increase in oil prices leads 20-35bps accretion in headline index alone. This 

would put retail prices of Motor Sprit (MS) close to PKR 80/ltr as per our 

estimates from PKR 71.3/ltr recorded in Jul-17, up by +11%.  To recall, 

responding to rise in international prices, the government increased local POL 

prices by an average of ~3% starting Sep-17. Moreover, the government also 

revised electricity base tariff prices in addition to monthly fuel adjustments.   
 

Exhibit: 
Inflation Break-up; Non-food (utilities & HRI pulling up inflation)  

 

 Source: IGI Research, SBP, PBS  
 

Second round effect likely to be more profound 

Impact of 20-35bps on inflation is based only on the narrow energy components 

(with motor fuel and electricity being the largest); we have not explicitly 

accounted for second-round effects. Also, we leave out administered energy, 

POL prices and other components of the CPI basket where energy is a significant 

input cost. Therefore, by construction, our estimates may be somewhat 

downwardly biased.  

 
Exhibit:   
Core inflation staying downward sticky 

Exhibit:  
Yearly inflation projected to stay well above 6.5% by Jun-17; based 
on monthly rise in range of 0.5%-0.7%  

 

 

Source: IGI Research, Company Financials, Bloomberg 
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Reflecting on inflation drivers  

To reflect back, headline inflation on a monthly basis is showing no signs of 

slowing down. During 4MFY17 inflation has registered on average ~0.5% growth 

(Oct-17 showing a monthly increase of +0.74%) favoured by better supply 

leading to relatively stable food prices. Energy and utilities the two main 

components; have had a major impact on non-food inflation. Core inflation as 

measured by NFNE (non-food, non-energy) has shown rigidness in recent times, 

averaging +5.5% in 4MFY18 compared to +4.8% last year same period. As core 

prices continue an upward trajectory, chances of this price pressure feeding into 

headline inflation cannot be ruled out as yet.  

 

Outlook: Monetary policy cycle is likely to reverse sooner than projected, in our 

view 

A mix of exchange rate movements and the relative uncertainty of inflation, in 

our view, will keep policy makers on toes. In our view, the inflationary risks are 

certainly tilted towards the upside given the rising oil prices. Combined with a 

sharp upswing in exchange rate this will eventually amplify the inflation problem. 

Initially, we estimated rate hike to begin no earlier than 2QCY18, starting with a 

50bps rise. However, under aforementioned scenarios, we suspect monetary 

policy cycle is likely to reverse sooner than projected, in our view. 

 

 



  
 
 

                                                                                                 BRP - 009 

 
 

 
  

 

 

 

 

 

Important Disclaimer and Disclosures 
 
Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies 

and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has 

not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or 

views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or 

his/her close family/relative does not own 1% or more of a class of common equity securities of the following 

company/companies covered in this report.  

 

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for 

information purposes only. Whilst every effort has been made to ensure that all the information (including any 

recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, IGI 

Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex 

Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable or 

responsible for any loss that may be occasioned as consequence of a party relying on the information. This document 

takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further 

professional advice before making any investment decision. This document and the information may not be reproduced, 

distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by 

any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.  

 

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is 

defined as capital gain exclusive of tax) of the security in stated time period, as follows:  

 

Recommendation   Rating System   

 Buy    If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)  

 Hold  
 If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing 
price(s)  

 Sell   If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)  

 

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks, 

political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple 

factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates, 

recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved. 

 

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security 

stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing 

the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's 

shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage 

of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to 

Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided 

by the price per share. 

 

 

 

 

 

 

 

 

 

 

 

 

 

IGI Finex Securities Limited  

Research Analyst(s) 

Research Identity Number: BRP009 

© Copyright 2017 IGI Finex Securities Limited 



   
 

  BRP - 009 

 
 

 
  

 

 
 

© Copyright 2017 IGI Finex Securities Limited 
 

 
                                                                                                                 www.jamapunji.pk 

Contact Details 

 
 

 

 

 

 

 

 

 

 

 

Research Team
Saad Khan Head of Research Tel: (+92-21) 111-234-234 Ext: 810 saad.khan@igi.com.pk

Abdullah Farhan Senior Analyst Tel: (+92-21) 111-234-234 Ext: 912 abdullah.farhan@igi.com.pk

Syed Daniyal Adil Research Analyst Tel: (+92-21) 111-234-234 Ext: 973 daniyal.adil@igi.com.pk

Suleman Ashraf Research Analyst Tel: (+92-21) 111-234-234 Ext: 957 suleman.ashraf@igi.com.pk

Muhammad Saad Research Analyst Tel: (+92-21) 111-234-234 Ext: 973 muhammad.saad@igi.com.pk

Tanweer Kabeer Research/Fund Select Tel: (+92-21) 111-234-234 Ext: 966 tanweer.kabeer@igi.com.pk

Umesh Solanki Database Manager Tel: (+92-21) 111-234-234 Ext: 974 umesh.solanki@igi.com.pk

Equity Sales
Faisal Jawed Khan Head of Equities Tel: (+92-21) 35301779 faisal.jawed@igi.com.pk

Zaeem Haider Khan Regional Head (North) Tel: (+92-42) 35777863-70 zaeem.haider@igi.com.pk

Muhammad Naveed Regional Manager (Islamabad & Upper North) Tel: (+92-51) 2604861-62 muhammad.naveed@igi.com.pk

Ejaz Rana Regional Manager (Faisalabad) Tel: (+92-41) 2540843-45 ejaz.rana@igi.com.pk

Asif Saleem Branch Manager (RY Khan) Tel: (+92-68) 5871652-56 asif.saleem@igi.com.pk

Mehtab Ali Branch Manager (Multan) Tel: (+92-61) 4512003 mahtab.ali@igi.com.pk

Zeeshan Kayani Branch Manager (Abbottabad) Tel: (+92-992) 408243-44 zeeshan.kayani@igi.com.pk

Ihsan Mohammad Branch Manager (Peshawar) Tel: (92-91) 5253035 ihsan.mohammad@igi.com.pk

IGI Finex Securities Limited Lahore Office Islamabad Office
Trading Rights  Enti tlement Certi ficate (TREC) Holder of 5-F.C.C. Ground Floor, Syed Maratib Al i  Road, Mezzanine Floor, Office 5, 6 & 7, Kashmir Plaza,

Pakis tan Stock Exchange Limited | Gulberg II , Lahore Block- B, Jinnah Avenue, Blue Area, Is lamabad

Corporate member of Pakis tan Mercanti le Exchange Limited Tel : (+92-42) 35777863-70, 35876075-76 Tel : (+92-51) 2604861-2, 2604864, 2273439

Fax: (+92-42) 35763542 Fax: (+92-51) 2273861

Faisalabad Office Rahim Yar Khan Office

Head Office Room #: 515-516, 5th Floor, State Li fe Plot # 12, Basement of Khal id Market,

Suite No 701-713, 7th Floor, The Forum, G-20, Bui lding, 2- Liaqat Road, Fa isa labad Model  Town, Town Hal l  Road, Rahim Yar Khan

Khayaban-e-Jami  Block-09, Cl i fton, Karachi -75600 Tel : (+92-41) 2540843-45 Tel : (+92-68) 5871653-6, 5871652

UAN: (+92-21) 111-444-001 | (+92-21) 111-234-234 Fax: (+92-41) 2540815 Fax: (+92-68) 5871651

Fax: (+92-21) 35309169, 35301780 Multan Office Abbottabad Office
Website: www.igisecuri ties .com.pk Mezzanine Floor, Abdal i  Tower, Ground Floor, Al  Fatah Shoppinig Center , Opp. Radio

Stock Exchange Office Abdal i  Road, Multan Station, Mansehra  Road, Abbottabad

Room # 719, 7th Floor, PSX Bui lding, Stock Exchange Road, Karachi . Tel : (92-992) 408243 - 44 Tel : (+92-99) 2408243 - 44

Tel : (+92-21) 32429613-4, 32462651-2 , Fax: (+92-21) 32429607 Peshawar Office Sialkot Office
2nd Floor, The Mal l  Tower, Suite No. 10 & 11, 1st Floor, Soni  Square,

35 The Mal l  Peshawar  Cantt. Mubarik Pura, Sia lkot.

Tel : (92-91) 5253035, 5278448 Tel : (+92-52) 3258437, 3258762

http://www.jamapunji.pk/

	Oil Prices implication on Inflation
	AC-Economy2017
	Last PageNew12

