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Sept-21 MPS: Policy Rate up by 25 bps to 7.25%

Chart—1: Policy Rate vs CPI inflation

The SBP, initiating the tapering of the stimulus provided to the COVID-19 affected

economy, reversed the interest rate cycle and increased the Policy Rate by 25bps to . ——CPI - YoY Policy Rate
7.25% in its Sept-21 Monetary Policy (MP) decision. 20% 1
= The central bank cited noticeable surge in the domestic demand coupled with higher 15% 1
international commodity prices leading to a strong pickup in import bill and resultantly  10% |
burgeoning current account deficit as reasons behind the contractionary cycle. oo
= Inflationary pressures to reemerge later in the current fiscal year on the back of rising
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demand pressures. In the preceding months, the committee was optimistic that © O ~ ~ 0 0 o O O e
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inflation would settle at the upper end of the targeted range of 7-9%. L -
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= The MPS’s future guidance remains ‘accommodative’ in the near term with a
possibility of achieving positive real interest rates over time. The rebalancing could be  5ce: pas s8p, Akseer Research
easily achieved by slightly narrowing significant monetary stimulus provided last year.
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Policy Rate mcrgased to 7.25% after rnamtam.mg. status quo for 6 meetmg§ _ Chart=2: Policy rate
The SBP, tapering the economic stimulus, in its today’s Monetary Policy meeting
increased policy rate by 25bps to 7.25%. The pace of economic recovery has exceeded  14% e
expectations and turned the output gap positive (+0.1% of GDP) for the first time since  12% 0% 9.8% -
: 9.4%
FY18 when it was 0.6% of the GDP. The central bank also does not foresee any further  10% 8.8% 7.25%
risk on economic recovery from pandemic related uncertainty as earlier the bank viewed 8% 6.0% 5 g% 5.9% 0%
fourth wave of COVID-19 posing a downside pressure on the economic recovery. 6%
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Current Account Balance (CAB), a cause of concern 500
With a strong economic pickup, the country’s current account deficit also skyrocketed o
to USD 2.3bn during the 2MFY22 as against a surplus of USD 838mn in the same period I ST B C R T =T B~
last year. Import bill touched USD 11.4bn, +68% YoY, whereas the exports grew at a T Tz zzzzox %
lesser pace of 35% YoY to USD 4.6bn in 2MFY22. Remittances, though up 10% YoY to ©
USD 5.4bn could not support the foreign currency quantum required cover the import  Source: SBP, Akseer Research
bill and led to PKR depreciation of 7.1% FY22 to date.
Inflationary pressures to persist Chart—3: Real Interest Rate
Despite a little slowdown in inflation surge where 2MFY22 CPI grew 8.4% YoY largely on
the back of increase in food basket prices and supply-side shocks, the rising demand ., — Historical Average
along with higher commodity and energy prices will likely keep the inflation elevated in Real Policy Rate
the remaining current fiscal year. Earlier in the last meeting, central bank estimated the 5% 1 A
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average CPI will settle in the upper end range of 7-9%. 3% V\'V'\,j\\/\/\"v
MPS to be accommodative with mild tapering 0% -

The stimulus led economic growth has gradually started entering the sustainable growth
phase, evident from the SBP’s Economic Activity Index (comprising of cement, POL, autos
and fertilizers sales). Hence, a macroprudential tightening is necessary to modest -5%
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demand growth as part of the move towards gradually normalizing monetary conditions. TdT YT SoYa
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The MPS'’s future guidance remains ‘accommodative’ in the near term with a possibility fS- 8= 8= 8= 8=5~=
of achieving positive real interest rates over time. Source: PBS, Akseer Research
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Disclaimer

This report has been prepared and marketed jointly by Akseer Research (Pvt) Limited and Alfa Adhi Securities (Pvt) Limited, hereinafter
referred jointly as “JV” and is provided for information purposes only. Under no circumstances this is to be used or considered as an offer
to sell or solicitation of any offer to buy. While reasonable care has been taken to ensure that the information contained therein is not
untrue or misleading at the time of publication, we make no representation as to its accuracy or completeness and it should not be relied
upon as such. From time to time, the JV and/or any of their officers or directors may, as permitted by applicable laws, have a position, or
otherwise be interested in any transaction, in any securities directly or indirectly subject of this report. This report is provided only for the
information of professionals who are expected to make their own investment decisions without undue reliance on this report. Investments
in capital markets are subject to market risk and the JV accepts no responsibility whatsoever for any direct or indirect consequential loss
arising from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation
and particular needs of investors, who should seek further professional advice or rely upon their own judgment and acumen before making
any investment. The views expressed in this report are those of the JV’s Research Department and do not necessarily reflect those of the JV
or its directors. Akseer Research and Alfa Adhi Securities as firms may have business relationships, including investment--banking
relationships, with the companies referred to in this report. The JV or any of their officers, directors, principals, employees, associates, close
relatives may act as a market maker in the securities of the companies mentioned in this report, may have a financial interest in the securities
of these companies to an amount exceeding 1% of the value of the securities of these companies, may serve or may have served in the past
as a director or officer of these companies, may have received compensation from these companies for corporate advisory services,
brokerage services or underwriting services or may expect to receive or intend to seek compensation from these companies for the aforesaid
services, may have managed or co-managed a public offering, take-over, buyback, delisting offer of securities or various other functions for
the companies mentioned in this report.

All rights reserved by the JV. This report or any portion hereof may not be reproduced, distributed or published by any person for any
purpose whatsoever. Nor can it be sent to a third party without prior consent of the JV. Action could be taken for unauthorized reproduction,
distribution or publication.

Valuation Methodology
To arrive at our 12-months Price Target, the JV uses different valuation methods which include: 1). DCF methodology, 2). Relative valuation
methodology, and 3). Asset-based valuation methodology.

Ratings Criteria
JV employs a three-tier ratings system to rate a stock, as mentioned below, which is based upon the level of expected return for a specific
stock. The rating is based on the following with time horizon of 12-months.

Rating Expected Total Return

Buy Greater than or equal to +15%
Hold Between -5% and +15%
Sell Less than or equal to -5%

Ratings are updated to account for any development impacting the economy/sector/company, changes in analysts’ assumptions or a
combination of these factors.

Research Dissemination Policy
The JV endeavours to make all reasonable efforts to disseminate research to all eligible clients in a timely manner through either physical
or electronic distribution such as email, fax mail etc.

Analyst Certification

The research analyst, denoted by ‘AC’ on the cover of this report, has also been involved in the preparation of this report, and is a member
of JV’s Equity Research Team. The analyst certifies that (1) the views expressed in this report accurately reflect his/her personal views and
(2) no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in
this report.
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Akseer Research (Pvt) Limited Alfa Adhi Securities (Pvt) Limited
1st Floor, Shaheen Chambers, KCHS block 7 & 8, off. Shahrah-e-Faisal 3rd Floor, Shaheen Chambers, A-4 Central Commercial Area, KCH
T: +92-21-34320359 -60 Society, Block 7 & 8, Near Virtual University, Karachi
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