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Exhibit: CPI, Policy Rate and RIR

Source (s): SBP,PBS, AHL Research
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SBP likely to keep rate unchanged at 11.5%

▪ Global conditions have remained fluid since the last monetary policy review in

June. The ceasefire between the US and Iran has broken down, bringing

renewed focus to geopolitical developments and their implications for energy

markets. Brent crude, which had eased toward the mid USD 80s following the

truce, has moved back above USD 91 to 94/bbl, its highest level in six weeks, as

disruptions to shipping through the Strait have tightened supply expectations.

▪ While higher oil prices naturally warrant close monitoring for an energy importing

economy such as Pakistan, monetary policy is better guided by the persistence of

underlying macroeconomic trends than by short term geopolitical developments.

Against this backdrop, Pakistan’s current domestic fundamentals provide the SBP

with room to look through near term external volatility.

▪ We therefore expect the State Bank of Pakistan to maintain the policy rate

at 11.5% in the upcoming Monetary Policy.

▪ The domestic macroeconomic backdrop provides justification for such a decision.

Inflation has continued to moderate despite lingering pressure from energy

prices. Headline CPI averaged 7.05% in FY26, comfortably within the SBP's

medium term target range of 5 to 7%. More importantly, the latest inflation

readings indicate that price pressures are gradually easing. June CPI slowed to

11.1% YoY from 11.7% in May. While inflation remains elevated due to higher

energy and transport costs, the underlying trajectory continues (for now) to move

in the right direction.

▪ Growth has also regained momentum. Pakistan's economy expanded by a

provisional 3.7% in FY26, marking the fastest pace in four years. This reflects a

gradual recovery in domestic activity and suggests that the current policy stance

has been restrictive enough to restore macroeconomic stability without derailing

economic growth.

Exhibit: Current account balance trend

Source (s): SBP, AHL Research
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▪ Perhaps another argument for policy continuity lies in the external sector,

historically Pakistan's most vulnerable macroeconomic weakness. Despite

imports rising by nearly 8.5% during FY26 and oil prices remaining volatile, the

country closed FY26 with a CAD of just USD 139mn. Although June alone

recorded a USD 649mn deficit, the overall annual position remained contained.

▪ This resilience reflects a meaningful strengthening of Pakistan's external buffers

over the past two years. Worker remittances exceeded USD 41.5bn during FY26,

providing substantial support to the balance of payments, while SBP's foreign

exchange reserves strengthened to above USD 18.5bn, compared with roughly

USD 14.5 a year earlier.

▪ Currency stability further reinforces this view. The Rupee has remained broadly

steady, trading within a narrow range of around PKR 278 to 279 against the USD

throughout July.

▪ Fixed income markets have delivered mixed signals ahead of the policy

announcement. While cut off yields at the latest T bill auction rose across the

shorter tenors, yields on the 3-year, 5-year and 10-year PIBs declined compared

with the previous auction. At the same time, secondary market yields have eased

across the curve since mid June. Overall, market pricing suggests investors

remain cautious amid evolving global developments.

▪ According to our AHL survey, 94% of respondents expect the SBP to leave the

policy rate unchanged, while only 6% anticipate a 50bps increase.

▪ While the global outlook remains uncertain and warrant close monitoring in

the months ahead, the current domestic macroeconomic backdrop does not

yet call for a policy response. We therefore expect the SBP to keep the

policy rate unchanged at 11.5%, opting to assess how evolving external

risks feed through to inflation before considering its next move.
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SBP likely to keep rate unchanged at 11.5%

Exhibit: AHL Survey Poll Result

Source (s): AHL Research

Exhibit: Secondary market yield curve since last MPS

Source (s): Bloomberg, AHL Research
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