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Economy Inflation

E;;‘b't Headine inflation Oct-17 CPl inflation clocks in at +3.8%YoY:
s Non-Food M Food CPI . .

. Food prices sustain momentum

8% = As per the latest data published by Pakistan Bureau of Statistics (PBS),

headline CPI inflation clocked in at +3.8%YoY (+0.7%MoM) for the
month of Oct-17.

=  Following a growth of +2.4%YoY in Sep-17, Food Index is up +2.2%YoY in
Oct-17, pulling up 4MFY18 average food inflation to +1.45%YoY.

= With quarterly revision of HRI (up +6.5%YoY), non-food index is up by
+4.9%YoY, bringing 4MFY18 average non-food inflation to +5.0%YoY
compared to +3.9%YoY in 4MFY17.

=  Since Jul-17, core inflation has dropped by 30bps indicating reduction in
underlying inflationary pressures in the economy.
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Exhibit: Percentage point impact on inflation = We continue to expect modest CP| inflation of 4.5%-5.0% for FY18
1.0% despite recent surge in oil prices. Yet, imported inflation due to sharp
B Non-Perishables B Perishabbles PKR depreciation and/or continued upward trend in world oil price pose

0.8% risks to our aforementioned call.

0.6% CPI for the month of Oct-17 clocks in at +3.8%YoY
0.4% As per the latest data published by Pakistan Bureau of Statistics (PBS), headline
CPI inflation clocked in at +3.8%YoY (+0.7%MoM) for the month of Oct-17
0.2% I I compared to +4.2%YoY (+0.8%MoM) in the same period last year, bringing
000 I 4MPFY18 average inflation to +3.5%YoY. Key drivers included House Rent Index
Aug-17 Sep-17 Oct-17 (HRI), transport index, education index and food index, rising by +6.5%YoY,

02% +3.9%YoY, +11.5%YoY and +3.2%YoY respectively.

-0.4% Perishables continue to push food index up...

e . Following a growth of +2.4%YoY in Sep-17, Food Index is up +2.2%YoY in Oct-17,
Exhibit:CPl inflation Percentage point impact pulling up 4AMFY18 average food inflation to +1.5%YoY. The uptick in food basket

16 = VoM ppt impact W YoV ppt impact is primarily due to rise in prices of perishables (up 16.4%YoY) with 1 percentage
14 point (ppt) contribution, while cigarette prices (down 16.4%YoY) continue to be
15 the drag having a -0.2 ppt impact. Non-perishables were up by a meagre

+0.8%YoY, subduing food inflation. The rising trend in food prices could subside
in coming months once supply of perishable food items moderate, keeping

1

08 inflation soft.
0.6
o Exhibit:
o I I I Inflation Break-up; Non-food (utilities & HRI pulling up infaltion)
' Avg. Avg.
0 I - 1 I W (ppt) Oct-17 Sep-17 Augl7 ‘&  Oct-16 Sep-16 Aug-l6  .©
<& S AM'FY18E AM'FY17
o & \gb CF X FTF QS
: S &9 Food 0.9 1.0 0.5 0.6 1.8 1.7 1.4 1.7
04 Non-Food 29 2.9 29 2.9 2.4 2.2 2.2 2.3
Source: Bloomberg, PBS & IGI Research Energy 0.3 0.3 0.3 0.3 (0.1) (0.1) (0.0) (0.0)
Utilities 1.3 1.2 1.3 1.3 1.3 1.3 1.2 1.2
Syed Daniyal Adil HRI 13 14 1.4 1.4 13 1.1 1.1 1.1
R h Analyst
esearch Anayst Total 38 39 34 35 42 39 36 40
daniyal.adil@igi.com.pk
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Exhibit: Gil prices in $/bbl (Arab light) ... While non-food basket continues robust upward trajectory

With quarterly revision of HRI (up +6.5%YoY), Non-Food Index is up by +4.9%YoY,
bringing 4AMFY18 average non-food inflation to +5.0%YoY compared to +3.9%YoY
60 in 4MFY17. The largest contributor to non-food inflation continues to be HRI,
with 1.4ppt footprint. Simultaneously, with monthly increase in fuel prices, the
transport index also grew by +3.9%YoY, contributing 0.3ppt to CPl while
education index, which has been rising rapidly in the past several months,
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30 continued its growth trajectory to register +11.5%YoY growth with a 0.5ppt
impact.
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10 Core inflation down by 10bpsMoM for third consecutive month

Core inflation eased by 10bpsMoM to +5.3%YoY compared to +5.4%YoY in Sep-
17. Since Jul-17, core inflation has dropped by 30bps indicating reduction in
underlying inflationary pressures on the economy.
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FY18 inflation to remain modest unless faced with headwinds from the external
sector

We continue to expect modest CPl inflation of 4.5%-5.0% for FY18 despite recent
surge in oil prices, wherein, Arab light touched a 2 year high of USD 59.1/bbl
during the month of Oct-17 due to a) expected continuation of current quotas
by OPEC in its November meeting, b) drawdown in US inventory levels and c)
continued geopolitical tensions in the middle east. However, we believe that oil
prices will remain range-bound. On the other hand, outlook on global food prices
remains bleak leading to moderate food price growth forecast in Pakistan. Yet,
imported inflation due to sharp PKR depreciation and/or continued upward
trend in world oil price pose risks to our aforementioned call.
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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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