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Economy Inflation & Monetary Policy
Bxhibit: Yovinflation (%) Monetary policy to remain unchanged while
inflation to post a modest growth
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=  We expect SBP to keep the policy/discount rate steady at 5.75%/6.25%
while Sep-17 headline inflation is expected to print +4.2%YoY growth.

= Inclusive of Sep-17 estimates, 1QFY18 inflation will average +3.5%YoY,
40bps lower than same period preceding year’s average of +3.9%YoY.

= Two key macroeconomic factors will keep the upcoming monetary
policy unchanged, namely a) the low inflation reading in 1QFY18E and
b) the low level of current account (C/a) deficit in Aug-17.

= |n addition to macroeconomic factors, there is political consideration in
keeping interest rate low, wherein, as election nears, government’s key

ii);l{lk_ni:_?;r_n_or_1t-h-r-né\;|;1éé\;e_re_lg-e-réél_lr;t_e;ési;‘a-t;a_ priority remains hlghllghtlng pro—growth pOllCleS. Henceforth, we

expect monetary policy decision as Status Quo.
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=== Realinteret rate Policy rate expected to remain unchanged despite Sep-17 inflation pointing to an

3% upward trend
The State Bank of Pakistan (SBP) is scheduled to announce its monetary policy on

o Friday (29-Sep-17) while the Pakistan Bureau of Statistics is expected to release

25 its monthly data on inflation next week. We expect SBP to keep the
policy/discount rate steady at 5.75%/6.25%, while Sep-17 headline inflation is
1% expected to print +4.2%YoY (+0.93%MoM) growth compared to +3.9%YoY

(+0.20%MoM) in the same month last year.
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0% Inflation to grow modestly on the back of HRI and rebounding food prices
o e e N D After a subdued start in FY18, wherein CPI inflation recorded 2MFY18 average of
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+3.2%YoY (+3.91% last year), we expect headline inflation to pick up pace in Sep-
Exhibit: Core and headline inflation trend 17 and register a growth of +4.2%YoY (+3.4% and +2.9% YoY in Aug-17 and Jul-
" —nt 17 respectively). Inclusive of Sep-17 estimates, 1QFY18 inflation will average
’ — T (im +3.5%YoY, 40bps lower than same period preceding year’s average of +3.9%YoY.
12% Headline Key reason for monthly uptick in inflation is expected to be non-food basket,
Lo \ wherein, the prices are expected to rise by +4.9%YoY on the back of +7.2%YoY
uptick in House rent index (HRI; last revised in Jul-17). Simultaneously, food
8% A basket is expected to pick up pace as depicted by +2.12%MoM growth recorded
oo in Sensitivity Price Index (SPI) — a proxy index for food prices. We estimate food
basket to grow by +3.2%YoY leading to a ppt impact of 1.2 despite 20.9%YoY
4% — decline in prices of cigarettes acting as a drag.
2% Exhibit:
Inflation Break-up; Non-food (utilities & HRI pulling up inflation)
L h ot e e ey (ppt) Sep-17E  Aug-17  Ju-7 1QFY18E  Sep-16  Aug-16  Jul-16 1QFY17
Food 1.3 0.5 -0.0 0.6 1.7 14 2.0 1.7
Source: PBS & 1GI Research Non-Food 29 29 30 29 22 22 22 22
Syed Daniyal Adil - Energy 0.3 0.3 0.3 0.3 -01 -0.0 0.0 -0.0
Research Analyst -Utilties 12 13 14 13 13 12 14 12
daniyal.adil@igi.com.pk -HRI 14 14 14 1.4 1.1 1.1 1.1 1.1
Tel: (+92-21) 111-234-234 Ext.: 973 Total 42 34 3.0 815 3.9 3.6 42 3.9
Source: IGI Research, SBP, PBS
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Muted headline inflation and upcoming elections to encourage ‘Status Quo’ in
monetary policy

Two key macroeconomic factors will keep the upcoming monetary policy
unchanged, in our view. First is the low inflation reading in 1QFY18E (avg.
+3.5%YoY) and second is the low level of current account (C/a) deficit in Aug-17;
dissenting views on sharp PKR depreciation.

Based on Sep-17E inflation, real interest rates would stand at 2.75%, unlikely to
pose a meaningful risk. However, rising core inflation pattern (+5.6%YoY in
1QFY18E compared to +5.2%YoY in FY17) indicates a brewing demand pull
inflation, going forward. Consequently, given the rising core inflation, headline
inflation could see a jump in coming months leading to downward pressure on
real interest rates (1.75% by 2QFY18 end).

To recall, Aug-17 C/a deficit clocked in at USD 550mn compared to Jul-17 number
of USD 2.1bn, owing to narrower trade deficit and higher remittances received.
As a result, market expectations of sharp PKR depreciation dissented, albeit on a
temporary basis, as Aug-17 C/a deficit number was low due to one-off factors,
namely a) strong growth in remittances (USD 1.95bn vs. USD 1.5bn in Jul-17 was
noted due to Eid (seasonal factor) and, b) lower import of food and transport
products. We highlight that foreign inflows are still the primary factor to keep
C/a deficit at a sustainable level, as opposed to government introducing tax to
curb imports.

In addition to macroeconomic factors, there is political consideration in keeping
interest rate low, wherein, as election nears, government’s key priority remains
highlighting pro-growth policies. Henceforth, we expect monetary policy
decision as Status Quo.
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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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