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Inflation

Higher than expected Oct-19 inflation edges up
on food prices

= As per the latest reading, headline CPI inflation edged up by +11.04% y/y
making it third consecutive month of Fy20 having double-digit growth.

= On a monthly basis, national CPI is up +1.8% m/m one of the sharpest rise
since start of Fy20. Moreover, Oct-19 print was higher by a good +54bps
against market consensus of 10.5%.

= We maintain our expectation for CPI inflation, whereby Fy 20 average is
likely to come close to +10% against SBP target of 11-12% and IMF 13%.

=  Moreover, from 3q Fy20 onwards, inflation is expected to drop down back to
single digit, which should prompt authorities to cut key policy rate. Going
forward we expect CPI inflation to average close to +10% and see possible
monetary rate cycle reversal starting Jan-20 onwards.

= We are of the view that SBP is likely to keep policy rate unchanged at 13.25%
in November monetary policy statement announcement due.

Oct-19, headline inflation prints a +11.04% y/y growth

As per the latest reading, headline CPI inflation edged up by +11.04% y/y
making it third consecutive month of Fy20 having double-digit growth. On a
monthly basis, national CPI is up +1.8% m/m one of the sharpest rise since start
of Fy20. Moreover, Oct-19 print was higher by a good +54bps against market
consensus of 10.5%.

Exhibit: CPI Inflation for the month of Oct-19

y/y | m/m Oct/19 Sep/19 Oct/18 4mFy20 4mFy19
ICPI (National) 11.04 | 1.82 11.37 ] 0.76 6.52 | 2.12 10.34 | 1.52 6.21 | 0.82
Urban 10.86 | 1.59 11.53 ] 0.71 7.07 | 2.2 10.46 | 1.45 6.4 | 0.82
Rural 11.33 | 2.18 11.1 | 0.76 5.62 | 1.97 10.14 | 1.62 5.88 | 0.85
Food 14.06 | 1.88 151192 2.8 | 2.76 12.43 | 2.03 1.08 | 0.54
Non-Food 9.02 |0 9.06 | 1.74 9] 1.64 89 | 1.15 426 | 0.49

Analyst
Saad Khan

Saad.khan@igi.com.pk
Tel: (+92-21) 111 234 234 Ext: 810

Source: PBS, |Gl Research

Key changes during the month

= Food Inflation: For the month, food inflation rose by +14.1% vyl/y
(+1.9%m/m), key among which are prices of perishable food items up by
+13.8% m/m (weight: 5.0% in total basket). Break-up wise, rural food
inflation saw a sharper increase of +2.6% m/m compared to +1.4% m/m for
urban. The rise in perishable food items during the month is part seasonal and
is in the upcycle and partially due to cost push factors.

= House Rent Index: During the month the quarterly house rental index (HRI)
was also revised upward by +0.5% m/m or +4.6% y/y. While urban HRI,
contributing ~60%, was up by +5.02% y/y.

= Non-Food Inflation: National non-food inflation settled at +9.1% y/y owing
to higher urban NF inflation of +9.3%. Key among which are energy prices
(gas +55% y/y & electricity +11% y/y) and petroleum prices (up +21% y/y).
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Exhibit: Perishable food items during the month is part seasonal and  Exhibit:

is in the upcycle (2007-08 base)

Non-perishable is nearing its peak (2007-08 base)
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Exhibit: Food prices have been quick to respond to cost-push
factors (Jan/Jun)

Exhibit: However, not exclusively, in anticipation of lowering
inflation, long-term yields have come-off lately
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FY20 Inflation to remain below SBP and IMF target at +10%; hinting to
possible monetary rate cycle reversal starting Jan-20 onwards.
We maintain our expectation for CPI inflation, whereby Fy 20 average is likely
to come close to +10% against SBP target of 11-12% and IMF 13%. Moreover,
from 3q Fy20 onwards, inflation is expected to drop down back to single digit,
which should prompt authorities to cut key policy rate. Henceforth we are of the
view that SBP is likely to keep policy rate unchanged at 13.25% in November
Monetary policy statement announcement due.
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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. The subject Company (ies) is a client of the IGI 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: 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.
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