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= Inthe latest round of monetary policy decision, the State Bank of Pakistan
(SBP) increased the target policy rate by 150bps to 10.0%, effectively taking

Exhibit: Policy Rate the discount rate to 10.5%, compared to market consensus of 50-100bps.

Date Reverse Repo Repo Policy Target Change (BPS)

=  On the outlook SBP’s proactive monetary contraction decision is likely to

25-May-15 70 5.0 6.5 ) herd down multiple of demand pressure in economy whereby SBP expects
14-Sep-15 6.5 4.5 6.0 (50) growth to slow down to 4.0% from 5.8% previously.
23-May-16 6.3 43 5.8 25 . N ) . . .
av @5 . On external side, SBP notes recent drop in international oil prices is
29-an-18 65 4.5 6.0 25 encouraging for both current account balance and anchoring down
28-May-18 7.0 5.0 6.5 50 inflation expectations.
16-Jul-18 8.0 6.0 7.5 100 = From stock market perspective, market consensus of 50-100bps was
1-Oct-18 9.0 7.0 8.5 100 already built in, the additional 50bps rate hike was somewhat of a surprise
3-Dec-18 105 85 10.0 150 for the market in our view.
=  We recommend investors go long on Banks, Fertilisers and E&Ps with UBL,
Exhibit: Discount rate and inflation trend BAFL, AKBL, PPL, EFERT, FFC, HUBC and LUCK as our preferred picks.
Discount Rate CPI Inflation
Core Inflation (NFNE) . . .. . ..
12.0% Policy rate hike by 150bps on rising twin deficits

In the latest round of monetary policy decision, the State Bank of Pakistan (SBP)

10.0%
6.0% /_/ increased the target policy rate by 150bps to 10.0%, effectively taking the discount rate
o — to 10.5%, compared to market consensus of 50-100bps. SBP cited rising inflationary

6.0% pressure, elevated fiscal deficit and still recovering external side as the key factors for

4.0% this rate hike. Nevertheless, this rate hike adds to a total of 425bps increase during

5 0% cvis.

0.0% G < b 6 o © 6O~~~ o o o © “The Monetary Policy Committee noted that: (i) continued inflationary pressure (and
3% % L33 % L33 é IR é IR rising inflationary expectations) needs to be checked; (ii) real interest rates remain low;
205 <205 < 20527205 <20 (iii) although narrowing, the current account deficit is still high and the fiscal deficit

remains elevated; and (iv) unfolding global developments, particularly the gradual but

Exhibit: KSE100 Index PE consistent normalization of monetary policy in the developed economies demands

Market P/E proactive domestic monetary management.” — MPS Nov-18
12.0
15 SBP view on upcoming macro challenges
11.0 On the outlook SBP’s proactive monetary contraction decision is likely to herd down
105 multiple of demand pressure in economy, whereby SBP expects growth to slow down
10.0 to 4.0% from 5.8% previously. Early casualty of rate hike is large scale manufacturing

9.5 index which is still moderating from the previous 275bps. Moreover, production of

9.0 major crops except wheat is likely to fall short which will keep overall agricultural sector

8.5 growth tepid.

8.0

L e P e O S A AU AL S S S On external side, SBP notes 4MFY19 import growth decelerated to 5.8% compared to

Iz 3 % TIE E T I3 % TIZ g T I3 26.3%, largely owing to contraction in non-oil imports. This along with higher
So S &S50 8SFT>o0S8SIT>So08SFS> 0 . . ,
remittances and stable export growth helped contain country’s current account
balance to USD 4.8bn compared to USD 5.1bn. Recent drop in international oil prices is

Source: SBP & I1GI Research encouraging for both current account balance and anchoring down inflation

expectations. Moreover, expected foreign inflow in 2HFY19 combined with deferred oil

Analyst facility will facilitate to easing pressure on country’s liquid dwindling foreign exchange

Saad Khan reserves. Nevertheless, SBP believes these combined factors will instill a confidence in

saad.khan@igi.com.pk foreign exchange market and should also aid towards lower inflation expectations. SBP

Tel: (+92-21) 111-234-234 Ext.: 810 revised target for FY19 average inflation stands at 6.5-7.5% while current average of

4.9% in AMFY19.
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What do we expect

Looking ahead we expect external account weaknesses particularly when viewed with a
single eye on oil prices could easily spell difficulties for monetary policy makers in coming
month. We expect inflation to moderate 7.5-8.0% in FY19, which at current discount rate of
10.5% will keep real interest rate in positive territory, hence we do not expect further rate
hike in the reminder of FY19.

Outlook
From stock market perspective, market consensus of 50-100bps was already built in, the
additional 50bps rate hike was somewhat of a surprise for the market in our view.

Sector wise rising interest rates will benefit financial sectors’ interest income but also raises
concerns of deteriorating macro fundamental leading to lower non-performing loan
recovery. We view BAHL, AKBL, MCB and BAFL investment portfolio most suited to rate hike.
Amongst cement DGKC, CHCC and PIOC as most affected due to higher debt levels, for steel
sector ASL and for fertilizer FFBL will be most affected. For automobile assemblers we expect
neutral impact of rate hike however higher investment income for INDU will be earnings
accretive. For Power and E&Ps sector impact will be rather neutral. Under OMCs PSO is likely
to get impact the most.

We recommend investors go long on Banks, Fertilisers and E&Ps with UBL, BAFL, AKBL, PPL,
EFERT, FFC, HUBC and LUCK as our preferred picks.
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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, |Gl 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. 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 /Tr: Thousands/Million/Billion/Trillion.
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