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SBP Raise Rate To 21%; To Counter High Near-
Term Inflation

* In the latest Monetary Policy Announcement (link) the State Bank of
Pakistan (SBP) raised the policy rate by 100bps to 21%; this is in line with
our expectation (link) and slightly less than market expectation of +100bps
increase.

= Mar-23 inflation rose further to 35.4%, and is expected to remain high in the
near term. More importantly, core (national) inflation also ticked up to
20.4%. By 2QFY25, SBP expects inflation could fall to post 5-7%, hence with
that view in sight SBP considers monetary policy stance as appropriate as
real interest rate will be in positive territory on a forward-looking basis.

SBP Raise Rate To 21%; To Counter High Near-Term Inflation
In the latest Monetary Policy Announcement (link) the State Bank of
Pakistan (SBP) raised the policy rate by 100bps to 21%; this is in line with
our expectation (link) and slightly less than market expectation of
+100bps increase. In addition, the floor and ceiling rates now adjusted at
20% and 22%, respectively. This takes total rate hike during Fy23 to
700bps; which is one of the steepest.

Rate rise reflects SBP effort to anchoring inflation expectations
in the medium term

Mar-23 inflation rose further to 35.4%, and is expected to remain high in
the near term. More importantly, core (national) inflation also ticked up to
20.4%, indicating secondary round impacts of recently pass through of
increases in taxes and duties, unwinding of untargeted energy subsidies
and the exchange rate depreciation.

SBP remains confident to end FY23 at US$ 10bn reserves level
On external accounts, reduction in current account deficit is welcoming a
sign, but despite that FX reserves remain critically low. In this regard
resumption of IMF EFF program is deemed important. The government
authorities have made significant progress on meeting IMF 9th review, but
lack of commitments from lenders on bridging in external financing gap is
keeping the issue hang by the thread.

With respect to external debt repayment, SBP informed that of the total
US$ 23bn, government has paid US$ 18.5bn, whereas of the remaining
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US$ 4.5bn, US$ 2.3bn will be rolled-over and the net US$ 2.2bn debt
repayment gap will be filled by multilateral/bilateral loans.

Exhibit: Pakistan Expected FX Reserve Position by FY23 end
In US$bn
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Growth may tails off more than estimated

Real sector has slowed down significantly, as evident from LSMI
contraction by 4.4%y during 7mFY23. However, this could further
exacerbate, as such decline in electricity generation consecutively for the
9Imfy23, shortfall in reaching wheat production target, fiscal consolidation
combined with lagged effect of quantitative tightening suggest slowdown
in economic growth exponentially this FY23. The effect of slowdown in
growth are also visible from lower tax revenue collection, along with
reduced imports, and insufficient policy measures to enhance tax net.

Outlook

SBP notes that, post near-term inflation is expected to ‘plateau’ in the
medium term albeit at an elevated level, hence the decision to raise the
rates was critical to anchor inflation expectation. By 2QFY25, SBP expects
inflation could fall to post 5-7%, hence with that view in sight SBP
considers monetary policy stance as appropriate as real interest rate will
be in positive territory on a forward-looking basis.

Risks remain plenty

Having said that, risks remain plenty, starting with the rise in international
oil prices and further PKR depreciation, tip-toing global financial intuitions
and banks and more importantly domestic political situation remain
unhealthy.
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Exhibit: Foreign Exchange Reserves
As of latest, SBP reserves stand at US$4.24bn leaving nearly

Exhibit: Headline Inflation (historical)
For the month of Mar-23 CPI rose to a multi-year high of
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Exhibit: Large Scale Manufacturing Slows Down

Real sector slows down evidently as LSMI contracted by
7.9%y, and 4.4%y during Jul-Jan FY23 compared to same

Exhibit: Total Electricity Generation Slides

During the 8mFY23 period, total electricity generation came
at 84.8k GW/h compared to last year same period of 91.3k
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Disclaimer: The information and opinions contained herein are prepared by |Gl 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 I1GI 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. The subject Company (ies) is a client of the I1GI Finex Securities Limited and IGI Finex Securities offers brokerage services to
Subject Company (ies) on a regular basis, in line with industry practice. 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: |G| 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, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably 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, Last
Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current trading
price. EPS: Earnings per Share. DPS: Dividend per Share. 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: BRPO09

© Copyright 2023 IGI Finex Securities Limited

Part of [(3] Financial Services A A Packages Group Company



IGI

Securities

Contact Details

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) 38303559-68 zaeem.haider@igi.com.pk

Muhammad Naveed Regional Manager (Islamabad & Upper North) Tel: (+92-51) 2604861-62

muhammad.naveed@igi.com.pk

Syeda Mahrukh Hameed Branch Manager (Lahore) Tel: (+92-42) 38303564 mahrukh.hameed@igi.com.pk
Shakeel Ahmad Branch Manager (Faisalabad) Tel: (+92-41) 2540843-45 shakeel.ahmad1@igi.com.pk
Asif Saleem Equity Sales (RY Khan) Tel: (+92-68) 5871652-56 asif.saleem@igi.com.pk
Mehtab Ali Equity Sales (Multan) Tel: (+92-61) 4512003 mahtab.ali@igi.com.pk

Research Team

Saad Khan Head of Research Tel: (+92-21) 111-234-234 Ext: 810 saad.khan@igi.com.pk
Abdullah Farhan Deputy Head of Research Tel: (+92-21) 111-234-234 Ext: 912 abdullah.farhan@igi.com.pk
Aariz Raza Analyst Tel: (+92-21) 111-234-234 Ext: 810 Aariz.raza@igi.com.pk

IGI Finex Securities Limited

Trading Rights Entitlement Certificate (TREC) Holder of Pakistan Stock Exchange Limited |

Corporate member of Pakistan Mercantile Exchange Limited

Website: www.igisecurities.com.pk

Head Office

Suite No 701-713, 7th Floor, The Forum, G-20,
Khayaban-e-Jami Block-09, Clifton, Karachi-75600
UAN: (+92-21) 111-444-001 | (+92-21) 111-234-234
Fax: (+92-21) 35309169, 35301780

Stock Exchange Office

Room # 134, 3rd Floor, Stock Exchange Building,
Stock Exchange Road, Karachi.

Tel: (+92-21) 32429613-4, 32462651-2

Fax: (+92-21) 32429607

IGI Finex Securities Limited

Research Analyst(s)

Research Identity Number: BRPO09

© Copyright 2023 IGI Finex Securities Limited

Lahore Office

Shop # G-009, Ground Floor,
Packages Mall

Tel: (+92-42) 38303560-69
Fax: (+92-42) 38303559

Islamabad Office

Mezzanine Floor, Office 5, 6 & 7, Kashmir Plaza,
Block- B, Jinnah Avenue, Blue Area

Tel: (+92-51) 2604861-2, 2604864, 2273439
Fax: (+92-51) 2273861

Faisalabad Office

Office No. 2, 5 & 8, Ground Floor, The
Regency International 949, The Mall
Faisalabad

Tel: (+92-41) 2540843-45

Rahim Yar Khan Office

Plot # 12, Basement of Khalid Market,
Model Town, Town Hall Road

Tel: (+92-68) 5871652-3

Fax: (+92-68) 5871651

Multan Office

Mezzanine Floor, Abdali Tower,
Abdali Road

Tel: (92-61) 4512003, 4571183

Part of [(G] Financial Services

A A Packages Group Company



	05mar--mpsf
	Economy
	SBP Raise Rate To 21%; To Counter High Near-Term Inflation
	SBP Raise Rate To 21%; To Counter High Near-Term Inflation
	Rate rise reflects SBP effort to anchoring inflation expectations in the medium term
	SBP remains confident to end FY23 at US$ 10bn reserves level
	Growth may tails off more than estimated
	Outlook
	Risks remain plenty


	Disclaimer and Contact (Apr-2023)

