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Economy

SBP Increased Policy Rates by 100bps To 17%

= The Monetary Policy Committee (MPC) decided to increase the
policy rate by 100 basis points to 17%.

The Monetary Policy Committee (MPC) decided to increase the policy
rate by 100 basis points to 17%. (Link). This is in line with our expectation
(Link) and market consensus.

Key Highlights

* The MPC noted that inflationary pressures are persisting and broad-
based, which could feed into higher inflation expectations over a
longer period.

» The MPC emphasized the importance of anchoring inflation
expectations and achieving price stability to support sustainable
growth.

= The MPC highlighted three key economic developments: continuing
elevated inflation, increased challenges for the external sector, and
uncertain global economic and financial conditions.

Analyst . -
= The MPC reiterated that the short-term costs of bringing down
Abdullah Farhan inflation are lower than the long-term costs of allowing it to become
Abdullah.farhan@igi.com.pk entrenched.
Aariz Raza = The MPC emphasized the need for engagements with multilateral and
Aariz.raza@igi.com.pk bilateral partners to address domestic uncertainty and near-term
external sector challenges.
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Real sector: Downside risks to SBP growth projections remain plenty

» Broad-based and sustained moderation in economic activity due to
policy tightening and exogenous shocks like floods.

» Production cuts and supply constraints could pull LSM growth further
down.

= Latest data on cotton arrivals point to lower crop production than
anticipated earlier, which could potentially weaken the agriculture
sector outlook.

» MPC views that downside risks to the SBP’s baseline growth (SBP
growth projections 2-3% in FY23) outlook for this year have increased.

Exhibit: Large Scale Manufacturing Industries (LSMI)

Index Weight Nov-22 Oct-22 m/m yly 5MFY23 yly
LSMI Index 100% 112 108 3.6% -5.4% 112 -4.1%
Textile 18% 83 84.36 1%  -22% 95 -12%
Food 11% 118 103.04 15% -13% 103 -9%
Petroleum 7% 99 97.7 1% 5% 88 -14%
Chemicals 6% 105 107.69 -3% 7% 110 -1%
Wearing Apparel 6% 210 17391 21% 50% 196 52%
Pharmaceuticals 5% 83 80.98 2% -8% 78 -22%
Non-Metallic 5% 131 13865 -5% -13% 122 -15%
Beverages 4% 87 102.77  -15% 8% 108 1%
Iron & Steel 3% 128 12766 0% -9% 130 -3%
Automobiles 3% 108 85.06 27% -19% 92 -30%
Tobacco 2% 97 104.14 7%  -20% 87 -25%
Electrical Equipment's 2% 147 154.99 -5% -3% 165 6%
Paper & Board 2% 139 129.48 7% 4% 134 -1%

Source: PBS, IGI Research

External Sector: Resumption of 9™ IMF review critical for stabilizing

external accounts

» Current account deficit narrowed due to sharp contraction in imports
reflecting the impact of policy tightening and administrative measures.

= MPC noted that effective implementation of energy conservation
measures and appropriate pricing of petroleum products is critical for
reducing energy imports.

» External sector remains under stress due to delay in realization of
official financial inflows, debt repayments, and ongoing political
uncertainty.

» MPC views that completion of the pending 9th review under the IMF's

EFF is critical for reducing uncertainty and unlocking multilateral and
bilateral inflows.
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Exhibit: Monthly Current Account Balance

US$ mn Dec-22 Nov-22 m/m  Dec-21 yly 6MFY23 6MFY22 yly

Exports (G) 2,295 2,241 2% 2,929 -22% 14,211 15,242 -7%
Imports (G) 4,218 4,333 -3% 6,431 -34% 29,510 36,095 -18%
Trade Bal. (1,923) (2,092) -8% (3,602) -45%  (15,299) (20,853) -27%
Services Bal. 48 35 37% (426) -111% (357) (2,139) -83%
Remittances 2,041 2,108 -3% 2,520 -19% 14,051 15,808 -11%
Income Bal. 1,475 1,805 -18% 2,071 -29% 11,989 13,901  -14%
C/a Bal. (400) (252) 59% (1,857) -78% (3,667) (9,091) -60%
C/a Bal. (x-oil) 865 1,002 -14%  (380) n.m. 6,438 (520) n.m.

Source: SBP, IGI Research

Fiscal Sector: Fiscal stance inconsistent with monetary tightening
= FBR taxes grew by 17.0% in THFY23, slower than the growth envisaged
in the budget.

» Expectation of further slowdown in economic activity and reduction in
imports poses downside risks to maintaining growth momentum in tax
collection.

» MPC noted that the current fiscal stance is inconsistent with monetary
tightening, thus it is important for fiscal policy to achieve planned
consolidation to help contain inflation and pave the way for sustainable
growth.

On Inflation: Near-term adjustments and fuel prices remain a key risk
» Uncertainty on the future path of fuel prices and expected near-term
adjustments remain major upside risks to the inflation outlook.

» Consumer and business inflation expectations have drifted upwards
over the short and medium term in latest pulse surveys.

» MPC views that anchoring of inflation expectations is important to
achieve the medium term inflation target of 5-7% by Dec-2024 and
requires coordinated monetary and fiscal policy efforts.

Exhibit: National Core-inflation measures

Dec-22  Nov-22  Oct-22 Sep-22  Aug-22 Jul-22  Jun-22 May-22 Apr-22 Mar-22 Feb-22 Jan-22 Dec-21

238 232 213 138 134
SPI 207 286 359 343 265 181 195  19.3

WPI
NFNE
Trimmed

27.7 32.6 29.6 28.1
10.4 9.8

121 11.4

13.0
20.1

12.3
17.7
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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, 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 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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