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CPI Preview: A slain dragon or a sleeping giant?
Contrary to market expectations, headline inflation for the month
of Feb'18 is expected to clock in at 4.03%YoY, significantly lower
than 4.4%/4.2%YoY recorded in Dec'17/Jan'17. The uptick in oil
prices for the month (MOGAS/HSD up 3.7%/6.7%MoM) is likely to
be restricted by the seasonal downtick in perishable items that is
expected to drive down the heavy weight food index (down
~0.9%MoM), reflecting a sequential decline of 0.1%MoM in CPI
index. Consequently, 8MFY18 inflation is expected to average out
at 3.9%YoY, standing at the same level during 8MFY17. Going
forward, inflationary pressures should likely pick up pace deriving
strength from: 1) food prices to gain seasonal momentum during
Ramadan/Eid season due in May'18, 2) oil prices to settle at higher
levels (Arablight expected to average out at US$57/bbl in FY18F vs.
US$48/bbl in FY17) and 3) delayed impact of passed through inflation.
Within this backdrop, we expect headline inflation to average out
at 4.3%YoY/5.5%YoY for FY18F/CY18F.
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News and Views

OGRA recommended PkR6.94/3.56/ltr hike in HSD/MOGAS prices for
the month of March'18, based on exiting applicable sales tax rates and
levies, which have been curtailed off-late, to reduce the pump prices for
consumers.
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Comments from US military and State department officials concerning
positive actions by Pakistan Army on the ground and addressing of
concerns over counter-terror financing measures, focus attention on ongoing consultations between the two countries to address worsening
bilateral ties.
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Minister of State for Finance, Rana Muhammad Afzal reportedly expressed
the desire to roll out a tax amnesty scheme by May 15th, offering tax
concessions for nationals remitting undeclared foreign funds/assets,
while commenting on quick disbursement of refund payment orders.
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Contrary to market expectations, headline inflation for the month of
Feb'18 is expected to clock in at 4.03%YoY, significantly lower than
4.4%/4.2%YoY recorded in Dec'17/Jan'17. The uptick in oil prices for
the month (MOGAS/HSD up 3.7%/6.7%MoM) is likely to be restricted
by the seasonal downtick in perishable items that is expected to
drive down the heavy weight food index (down ~0.9%MoM), reflecting
a sequential decline of 0.1%MoM in CPI index. Consequently, 8MFY18
inflation is expected to average out at 3.9%YoY, standing at the same
level during 8MFY17. Going forward, inflationary pressures should
likely pick up pace deriving strength from: 1) food prices to gain
seasonal momentum during Ramadan/Eid season due in May'18, 2)
oil prices to settle at higher levels (Arablight expected to average
out at US$57/bbl in FY18F vs. US$48/bbl in FY17) and 3) delayed
impact of passed through inflation. Within this backdrop, we expect
headline inflation to average out at 4.3%YoY/5.5%YoY for FY18F/CY18F.
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Feb'18 CPI to be much lower than market expectations: With seasonal
components taking precedence over pass through inflation, headline
inflation for Feb'18 is expected to record at 4.03%YoY, significantly lower
than 4.4%/4.2% YoY for Dec'17/Jan'17. Higher oil prices of in international
market translated into increased POL product prices (MOGAS/HSD up
3.7%/6.7%MoM) lifting the transportation index by ~2.2%MoM. However,
based on SPI trend, this is expected to be countered by seasonal dip in
perishable food items which would drive down heavy weight food index
by ~0.9%MoM, with overall CPI to sequentially drop by ~0.1%MoM. This
is further supported by weekly movement in SPI index which is down
0.22%WoW (average) in the month of Feb'18. Consequently, 8MFY18
inflation is expected to average out at 3.9%YoY remaining at the same
level during 8MFY17. On the other hand, core inflation measured by NFNE
index is expected to remain stable at 5.2%YoY vs 5.2%/5.3%YoY in
Dec'17/Jan'17, while averaging out at 5.4%YoY for 8MFY18.
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Outlook: Since the fall out of oil prices in later CY14 (where Arablight lost
49% of its value in 5 months), Pakistan economy has enjoyed a low
inflationary environment with average headline inflation for the last 3 years
averaging out to 3.5%YoY. That said, a reversal of the trend is now
warranted primarily on the back of: 1) food prices to gain seasonal
momentum during Ramadan/Eid season due May'18, 2) oil prices to settle
at higher levels (Arablight expected to average out at US$57/bbl in FY18F
vs. US$48/bbl in FY17) and 3) delayed impact of passed through inflation.
Within this backdrop, we expect headline inflation to average out
4.3%YoY/5.5%YoY for FY18/CY18. That said, risk to thesis emanates from
1) unanticipated large deviation in clothing or household equipment index
(more prominent effect on Core NFNE inflation index), and 2) nonmaterialization of pass-through inflation.
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.
Regional Disclosures (Outside Pakistan)
The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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