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Monetary Policy Statement

Rate Hike Delayed Until Economy Finds its Firm
Footing

= The State Bank of Pakistan (SBP) in its latest Monetary Policy Statement
(MPS) announcement for the next two months on Friday 22nd January,
2021 kept rate ‘unchanged’

= Both growth and inflation outlook remain favourable

= Monetary policy to remain unchanged in the near term as SBP wait for
economy recovery to become more durable and the economy returns to
full capacity. Moreover, potential adjustments if necessary will be done
on much ‘gradual’ way to achieve positive real interest rates.

= Going forward we expect inflation to stay upbeat in coming months but
we do not expect a rate hike anytime sooner, and SBP will remain
accommodative in it policy making.

Status quo maintained

The State Bank of Pakistan (SBP) in its latest Monetary Policy Statement (MPS)
announcement for the next two months on Friday 22nd January, 2021 kept rate
‘unchanged’.

The decision is in-line with market participants, with majority expecting an
unchanged status.

Amid favourable growth and inflation outlook

The press release (Link) on monetary policy; highlighted favourable growth and
inflation outlook amid recent key data from Nov-20. Having said that, SBP
remained cognizant over uncertainties surrounding Covid19 pandemic mainly as
elevated global cases, emergence of new strain of Covid19, and finally the roll-
out of vaccine globally. Hence SBP felt the need to provide forward guidance on
monetary policy.

= Monetary policy to remain unchanged in the near term as SBP wait for
economy recovery to become more durable and the economy returns to
full capacity.

= Moreover, potential adjustments if necessary will be done on much
‘gradual’ way to achieve positive real interest rates.

Outlook and Recommendation

Looking ahead in 2021, we view SBP is likely to carry on this new path of
policymaking, overlooking inflation and facilitating the government in much
needed fiscal space, by keeping the monetary policy accommodative if not ultra-
accommodative. A change in policy, we think, is most likely to come around if
there is a visible downplay shift in Covid19 pandemic or the output is back to pre-
Covid19 levels (similar to SBP statement), leading to possible emergence of risks
of over-heating.

However, this scenario seems unlikely to come by anytime soon but pressure from
rising inflation will build-in which may influence tightening temptations. Hence,
we are of the view that SBP will continue to keep policy rate unchanged at current
level of 7% at least till the remainder of FY21 (consensus 50-150bps increase)
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and is likely make the first move of 50- 100bps to 7.5-8.0% starting Sept-21
(1gFY22) onwards.

Exhibit: Monetary Policy Statement key extracts and outlook

Outlook Segment Comments
SBR's prp;ect;on for Inflation expectations of both businesses and consumers remain well-
average inflation . . .
. anchored and have declined in recent months. As a result, at this stage of
. remained broadly -
Inflation the recovery, any further supply-side shocks from food
unchanged at 7-9% for - : ; S . .
. or utility tariffs are unlikely to have a lasting inflationary impact through
Fy21 and medium-term
second-round effects.
range of 5-7%.
Financial conditions remain appropriately accommodative at this early
stage of the recovery, with the real policy rate in slightly negative territory
Rates to remain on a forward-looking basis. As the recovery becomes more durable and the
Interest Rates ; Real-rates . . .
unchanged in near-term economy returns to full capacity, the MPC expects any adjustments in the
policy rate to be measured and gradual to achieve mildly positive real
interest rates.
Cotton output is likely to decline, however growth in major crops owing to
Agricultural higher wheat production (WSP), subsidies on fertilisers and pesticides for
Rabi crops will to an extent make up for it.
0 - i ..
Large Scale LSM grew by 14.5%yl/y in Nov-20 and 12 out of 15 subsectors registering

Real Sector

Growth projected to
surpass 2% target in
FY21

Manufacturing
(LSM)

positive growth in November and employment beginning to recover. The
level of manufacturing activity generally remained below average levels in
FY19, pointing to continued spare capacity in the economy.

Private Sector
Credit

Private Sector Credit is driven by a continued rise in consumer and fixed
investment loans on the back of SBP’s refinance facilities. On the outlook,
as demand recovers and inventories fall in some sectors, working capital
loans have also picked up for the first time since the onset of the Covid
pandemic, although their level remains lower than last year

External Accounts

Cla FY21 projected >-1%
of the GDP

Current Account
Balance

Recovery in exports and remittances have more than make up for imports
growth, keeping the c/a balance in surplus. On the outlook current account
deficit is projected to remain below 1 percent of GDP for FY21.

Fiscal Sector

Achieving revenue
targets looks possible

Revenue

Healthy growth in revenues (Driven by a rebound in direct taxes and the
sales tax) has contained the fiscal deficit during the fiscal year so far.
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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 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 1GI Finex Securities Limited, else directed for distribution.

Rating system: Gl 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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