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Economy Monetary Policy Statement
Expecting a Status Quo in Upcoming Monetary

Policy Statement

= The State Bank of Pakistan (SBP) is scheduled to announce Monetary Policy
Statement (MPS) for the next two months on Monday 24 January, 2022.
We expect policy rate to remain ‘Unchanged’ at current level of 9.75%.

= Larger portion (~65%) of market participants expects policy rate to remain
unchanged.

= While we consider rates to remain unchanged in the upcoming Jan-22
monetary policy statement, but we expect higher policy rates in Mar-22
and subsequently in May-22. On a cumulative basis we expect a 100-
150bps further rise in policy rate from c. 9.75% to 10.75% - 11.25%.

Status quo expected in upcoming monetary policy announcement

The State Bank of Pakistan (SBP) is scheduled to announce Monetary Policy
Statement (MPS) for the next two months on Monday 24" January, 2022.
We expect policy rate to remain ‘Unchanged’ at current level of 9.75%.

Market consensus remains skewed to “unchanged’ status

SBP forward guidance on keeping near-term rates unchanged back in Dec-21
monetary policy statement, has meant a larger portion (~65%) of market
participants expects policy rate to remain unchanged, 30% expects rate hike
while remaining expects rate cut.

Exhibit: Market Consensus
Around ~65% of the participants we talked have an ‘unchanged’ stance,
followed by ~30% expecting a rate increase and the rest expecting a

decline.
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Looking at Dec-21 numbers, Inflation seems to be moderating ...

Dec-21, monthly inflation shown sign of moderating with mere m/m decline
of -0.02% compared to previous 3months average of +2.3%m. The headline
inflation recorded a +12.3%y growth during the month compared to
previous, Nov-21, +11.5%y and +9.2% in Oct-21.
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... However, current month and remainder of FY22 suggests the otherwise
However, for Jan-22, leading SPI index, changes in petroleum prices and
quarterly revision in house rental index, suggests +1.2%m increase. This will
take Jan-21 national CPl inflation to +13.8%y. Similarly, with key decision on
upward energy price adjustments still in the hanging amid ongoing
negotiations with IMF, recent budgetary measures and upward trending
international oil prices indicates to a stronger monthly inflation influx in the
second half of FY22.

Real Interest rate seems far from mildly positive

Looking at 3months forward inflation (Jan-to-Mar) we forecasts average
headline inflation would likely come in at +13.5%, bringing, and current real
rates just under ~ 3%. This leaves significant room for policy rates to re-
adjust upward, considering SBP targeting a gradual positive real rates.

Exhibit: Real interests rates
Using a 3 Month forward inflation forecast and 0% real interest rate
target; current real rates comes close to ~3.0%

8.00%

6.00%

4.00%
2.00% /\/\/\ /'\
0.00% . =
A\ >4
-2.00% \_-f' ‘\A
-4.00%
Dec-17 Dec-18 Dec-19 Dec-20 Dec-21

== Real Int. Rate Target Real Rate

Source: SBP, IGI| Research

Outlook: Rates to tighten as economic weaknesses show up

While we consider rates to remain unchanged in the upcoming Jan-22
monetary policy statement, but we expect higher policy rates in Mar-22 and
subsequently in May-22. On a cumulative basis we expect a 100-150bps
further rise in policy rate from c. 9.75% to 10.75% - 11.25%. For our policy
rate call, we have mainly factor in a) double digit inflation, b) weak external
account position, and c) elevated/volatile international commodity prices.
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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, I1GI 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 1GI 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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