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Exhibit: Inflation and Interest Rate Modest inflationary pressure to build up
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= Next week, we expect PBS to publish data on inflation for the month of
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______________________________________________________________________ =  Given modest inflationary pressure, emphasis on GDP growth and
Exhibit: Expected percentage point impact on CPI expected positive outcome of recent policy measures on the external
inflation in Jan-18 front, we foresee the monetary policy status quo to be maintained at
1.8 least until end of 2HFY18
1.6 Policy rate to remain at 5.75%; Inflation to clock in at +4.7%YoY in Jan-18
1.4 The State Bank of Pakistan (SBP) is slated to announce its monetary policy on 26
1.2 Jan-18. We expect the regulator to maintain status quo, with target rate at
1 5.75%, given low inflation and emphasis on economic growth, despite mounting
0.8 but still manageable external sector pressures. Similarly, next week, we expect
0.6 PBS to publish data on inflation for the month of Jan-18, wherein, we expect
04 headline inflation to clock in at +4.7%YoY (+0.3%MoM) due to expected uptick in
0 l food index (+3.9%YoY), quarterly revision of HRI (expected: +6.8%YoY) and
. expected rise in education index (+12.4%YoY).
Food Energy Utlilities HRI
7777777777777777777777777777777777777777777777777777777777777777777777 Real sector growth and price level, despite external vulnerabilities, point to status
Exhibit: Strong LSM growth rate (YoY) quo in monetary po]]cy
16% Delving into the last three monetary policy statements published in 1HFY18, we
14% see that SBP has highlighted strong trend in real sector growth, subdued inflation
19% and manageable external sector pressures in support for keeping a loose
. monetary policy in place. Observing the same variables, we see that the growth
trend is intact with 5SMFY18 LSM growth recorded at +7.2%YoY and private sector
8% credit up by +13.9%YoY in the month of Dec-17. At the same time, latest inflation
6% figure for the month of Dec-17 has jumped up to +4.6%YoY compared to 5SMFY18
4% average of +3.6%YoY. While we expect headline inflation to be on a rising trend
206 I for the rest of FY18 due to recent PKR depreciation, yet the price level is well
0% l .I below SBP target of +6.0%YoY and does not warrant a rate hike. On the other
poshUG716  Nov-16 Feb-17 May-17 Aug-17 N hand, recent policy measures to restrict consumption based imports and inflows
into financial account may help keep ballooning external balances within
~4% manageable levels and strengthen case for a stable interest rate.
Source: SBP, PBS &IGI Research ...but market participants paint a different picture
Syed Daniyal Adil Howe\{er, auction. data for treasury securities depicts a cont.rasting view,
Research Analyst wherein, PIB au;tmnsI of last 6.months have been scr:?\pped, wh|le a.s pgr the
daniyal.adil@igi.com.pk latest MTB auction bid report, interest of market participants in T-bills is also
Tel: (+92-21) 111-234-234 Ext.: 973 skewed towards 3-month bills (no bids for 6 and 12 month tenors) indicating a
market anticipation of a rate hike sooner rather than later.
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Inflation expected to rise after a subdued period in 1HFY18
On the prices front, we expect headline inflation to clock in at +4.7%YoY
Exhibit: Mounting pressure on external sector (+0.3%MoM) for the month of Jan-18 compared to +3.7%YoY (+0.2%MoM) in
= Trade Balance (USDmn) same period last year. The rise in price level is expected to emanate from uptick

——t— Current Acc. Bal. (USDmn) . ) K i} )

in both food index and non-food index. Food index is expected to grow by
(500) +3.9%YoY as depicted by SPI data — a proxy for food prices growth. We expect
1000y  food prices to rise by +5.3%YoY primarily led by perishables food items, while
(1,000) asoo)  dragonfoodindexis expected to emanate from cigarette prices (down 23%YoY).
(2.000) Simultaneously, non-food index is expected to rise by +5.3%YoY primarily on the
2500) back of +6.8%YoY hike in HRI (revised quarterly), as well as +12.4%YoY increase
(2,000) in education index and +4.5% rise in transport index (motor fuel prices up by

@000 5 296MoM in Jan-18).
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Imported inflation to push CPI up, but monetary policy status quo expected for
remainder of FY18

Recent PKR depreciation has started to seep into local prices (for instance, local
fuel prices are up ~5%MoM, Automobile prices are up ~3%MoM). However, we
still expect FY18 inflation to remain within the bounds of SBP target. Rising core
inflation, on the other hand, points to a resurgence in demand pull inflation
which could worsen CPI in case of any commodity price shock. However, given
modest inflationary pressure, emphasis on GDP growth and expected positive
outcome of recent policy measures on the external front, we foresee the
monetary policy status quo to be maintained at least until end of 2HFY18.
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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, |Gl
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 IGl 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.
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