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Economy Monetary Policy Statement and Inflation
SBE Policy Rate History SBP all set to deliver another 125bps policy
Date Policy Rate Discount Rate  Repo Rate
20-May-19 & 12.00 12.50 1050  rate hike
1-Apr-19 & 10.75 11.25 9.25
1-Feb-19 & 10.00 10.50 8.50 . . . 5
3-Dec-18 & 3.50 9.00 700 = We expect monthly headline inflation to‘ print 9.8%YpY growth in May-
1-0ct-18 & 750 8.00 6.00 19 whlch trar}slates to 1.5% monthly increase. This brings 1 l-month
16-Tul-18 & 6.50 700 500 average inflation to +7.25% compared to +3.8% last year same period
28-May-18 & 6.00 6.50 4.50 *  Rising inflation and budget deductions signals a 100-125bps preemptive
29-Jan-18 & 5.75 6.25 4.25 pohcy rate hike

May-19=Expected . . . . . .

=  We expect inflation to remain downward sticky in coming months
partially owing to inflexible IMF conditions pertaining to electricity and
gas prices hike and domestic rising cost of production in wake of
weakening PKR USD parity.

SBP Policy Rate History

SBP Discount Rate

12.5%

May-19 inflation to hit 9.8%YoY (+~1.5%), taking 11-month average
5% inflation to +7.25%
We expect monthly headline inflation to print 9.8%YoY growth in May-19 which
translates to 1.5% monthly increase. This brings 11-month period average inflation to
+7.25% compared to +3.8% last year same period. We highlight rising food prices on
the back of perishable food items whose prices are up by nearly +20% on average
taking Sensitive Price Index (SPI) <12.5% (1.2%MoM). Moreover, transport index is
expected to increase by on average of 3% on account of ~9.5% fuel price adjustment in
7 5% Mo Gas and 4.2% for diesel at the month start.

10.5%
9.5%

8.5%

6.5% Exhibit: CPI Inflation for the month of May-19¢
%YoY MoM% YoY% MoM PPT Period Avg.
5.5% [ - - - - Food 2.24% 9.95% 0.84% 4.4%
Non-Food 0.98% 9.80% 0.61% 9.2%
CPL 1.47% 9.86% 7.2%
Non-Food Item Break up
Energy 3.55% 19.7% 0.64% 13.9%
Personal Consumption 0.01% 6.4% 0.00% 8.0%
HRI 0.00% 6.3% 0.00% 7.5%
Source: IGI Research, PBS

Rising inflation and budget deductions signals a 100-125bps preemptive
policy rate hike

The State Bank of Pakistan (SBP) is all set to announce 3" monetary policy statement
for the year 2019 today. Based on rising inflation +9.8% for the month of May-19, on
account of a) exchange rate devaluation impacting imported good prices and, b)
preemptive approach to electricity and gas price hike expected post FY20 budget, we
expect target policy rate to increase by 100-125bps to 11.75-12.0%.

Source: Bloomberg, PSX & |Gl Research

Research Analyst . . . . .
Saad Khan The SBP has raised nearly +425bps cumulatively in all its monetary policy statement

saad.khan@igi.com.pk (MPS) issued since starting May-18. To recall, so far the rate hike has largely been

Tel: (+92-21) 111-234-234 Ext.: 810 dictated by country’s widening current account deficit and subsequent weakening of
PKR against USD. So far the government has managed to bring down C/a deficit to
USD 1.39bn in 3q’19 from an average of USD 4.0bn in previous 10 quarters, but this
has largely been aided by drop in imports rather than increase in exports.

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

Page | 1
Jama

http:/fwww.jammapunji.pk



Monday, 20 May 2019

1G1

Securities

Moreover, continued PKR devaluation of nearly ~30% since May-18 has kept core

inflation downwards sticky (+8.1% average during 10MFY 19 compared to +5.6%
same period last year).

Exhibit: C/a deficit reduce to USD 1.9bn in 3q 2019... Exhibit: ...but has largely been supported by lower import bill
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Exhibit: WPI is a broader index representing imported good Exhibit: ...rising inflation on horizon, will squeeze overall real
prices... effective rate adjusted to core inflation
= CP ‘General (Y/Y) WPI (YIY) @ SBP Discount Rate NFNE (Y/Y) Real Effective rate
25.0% 14.5% 5.0%
20.0% 12.5% 4.0%
15.0% 10.5% 3.0%
10.0% 8.5% 2.0%
5.0% 6.5% 1.0%
0.0% 4.5% 0.0%
5.0% 2.5% -1.0%
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Source: PBS, SBP, |Gl Research

Outlook

Looking forward, we expect inflation to remain downward sticky in coming months
partially owing to inflexible IMF conditions pertaining to electricity and gas prices
hike and domestic rising cost of production in wake of weakening PKR USD parity.

We estimate FY20 inflation is likely to witness double-digit growth at least for the 1H
of FY20.
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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, 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, 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. CY/FY: Calendar/Fiscal/Financial Year. YoY/ QoQ/ MoM: Year-on-Year, Quarter-on-Quarter,
Month-on-Month. Th /Mn /Bn /Tn: Thousands/Million/Billion/Trillion.
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