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Pakistan Economy: SBP reverses its monetary stance
Beating market consensus, SBP opted to increase TR/DR by 25bps
(TR/DR at 6.0%/6.5%) in Jan'18 MPS, marking the reversal of its
accommodative stance (TR/DR static at 5.8/6.3%) . The surprise
hike this early in the year came on the back of: 1) recent PKR
depreciation by ~5% against dollar, 2) oil prices hovering near
US$70/bbl (vs. avg. US$48.4/bbl in FY17), 3) a number of central
banks have started to adjust their policy rates upward, adversely
affecting PKR interest-rate differentials vis-à-vis their currencies
and 4) multiple indicators showing that the output gap has
significantly narrowed, indicating a buildup of demand pressures.
Going forward, we maintain our stance of cumulative 75bps hike
in CY18F (TR/DR ending at 6.5%/7.0%) based on IFB reaction model,
where we highlight increasing pricing pressures and consequently
falling real interest rates together with mounting external account
pressures while higher oil prices strengthens our case. In the
backdrop of an increasing interest rate scenario, the index heavy
weight banking sector (17.1% as of Jan'25) should stand to benefit
where a 25bps jump in TR enhances AKD Banking universe's earning
by ~4%. On the other hand, historically leveraged sectors like Textile
(subsidized financing) and Cements should also weather higher
interest rate scenario given D/E ratios remaining under 20% as of
Sep'17 (coming down from an avg. 45% in FY10).
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News and Views

The gov't has decided in principle to pay about PkR482mn to two leading
oil marketing companies - Pakistan State Oil and Shell Pakistan - to clear
compensation claims which had been pending for almost three years.
The compensation claim is related to regulatory duty paid on imported
HSD and MOGAS in Apr 2015. Of the total amount, PSO is entitled to
receive PkR357mn, while duty claim for SHELL worked out to PkR125mn.
Lahore High Court (LHC) has directed the Federal Board of Revenue
(FBR) to stop charging final antidumping duties on the wall and floor
tiles imported from China till further orders. Earlier, the National Tariff
Commission (NTC) imposed antidumping duties on the wall and floor
tiles imported from China in the range of 19.3-36.0%.
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While addressing a panel discussion, PM Advisor on Revenue, Finance
and Economic Affairs, Miftah Ismail has said that the gov't would clear
all sales tax refunds and customs rebates of exporters by Feb 15'18.
The PM Advisor also hinted that the gov't is mulling withdrawal of
regulatory duty (RD) on many items in the upcoming budget.
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Beating market consensus, SBP opted to increase TR/DR by 25bps
(TR/DR at 6.0%/6.5%) in Jan'18 MPS, marking the reversal of its
accommodative stance (TR/DR static at 5.8/6.3%) . The surprise hike
this early in the year came on the back of: 1) recent PKR depreciation
by ~5% against dollar, 2) oil prices hovering near US$70/bbl (vs. avg.
US$48.4/bbl in FY17), 3) a number of central banks have started to
adjust their policy rates upward, adversely affecting PKR interestrate differentials vis-à-vis their currencies and 4) multiple indicators
showing that the output gap has significantly narrowed, indicating
a buildup of demand pressures. Going forward, we maintain our
stance of cumulative 75bps hike in CY18F (TR/DR ending at 6.5%/7.0%)
based on IFB reaction model, where we highlight increasing pricing
pressures and consequently falling real interest rates together with
mounting external account pressures while higher oil prices
strengthens our case. In the backdrop of an increasing interest rate
scenario, the index heavy weight banking sector (17.1% as of Jan'25)
should stand to benefit where a 25bps jump in TR enhances AKD
Banking universe's earning by ~4%. On the other hand, historically
leveraged sectors like Textile (subsidized financing) and Cements
should also weather higher interest rate scenario given D/E ratios
remaining under 20% as of Sep'17 (coming down from an avg. 45%
in FY10).
SBP beating market consensus: Against market expectations of a status
quo, SBP opted to increase TR/DR by 25bps (TR/DR at 6.0%/6.5%) in
Jan'18 MPS, marking the reversal of its accommodative stance (TR/DR
static at 5.8/6.3%). Whereas, SBP optimistic stance regarding exports
growth backed by lagged impact of RD imposition, recent PkR devaluation,
and favorable export package is countered by higher oil prices and timely
realization of financial flows which remains key risk in managing BOP and
consequently the country's FX reserves. In our view, 25bps rise seems
primitive given 1HFY18 avg. CPI inflation of 3.8%YoY, implying real interest
rates at +2.3% (+1.1% in 2HFY18F vs 8yrs avg. of +2.1%). That said,
with increasing pricing pressure, resulting falling real interest rates,PkR
devaluation and mounting external account pressures, we maintain our
stance of cumulative 75bps hike in CY18F (TR/DR ending at 6.5%/7.0%)
based on our IFB reaction model.
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Inflation Outlook: Price pressures are likely to build up during the year
on the back of: 1) food related inflation in line with seasonal trends of
Ramadan/Eid (Due in 4QFY18), 2) higher global oil prices (Arablight avg.
at US$55/bbl in 1HFY18 vs US$45.7/bbl 1HFY17) and 3) lagged impact
of PkR devaluation resulting from pass through inflation. Inline with SBP
forecast, we project CPI inflation to clock in at 4.4%YoY in FY18 (SBP
estimates CPI at 4.5-5.0%), with pressures becoming more prominent by
end of the ongoing fiscal year (while NFNE has been so far sticky at
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5.5%YoY in 1HFY18).
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Investment Perspective: Although an interest rate hike is termed as
negative for equities, the structure and weightages of KSE100 Index
constituents should actually benefit. In this regard, the index heavy weight
banking sector (17.1% as of Jan'25) should stand to benefit where a 25bps
jump in TR enhances AKD Banking universe's earning by ~4%. We prefer
banks with a 1) higher proportion of CA deposits, 2) higher push towards
lending particularly consumer and 3) adequate diversification of income
sources via a strong NFI profile to fare well than the rest. On the other
hand, historically leveraged sectors like Textile (subsidized financing),
Cements should also weather higher interest rate scenario given D/E ratios
remaining under 20% as of Sep'17 (coming down from an avg. 45% in
FY10).
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Output gap: Credit to the private sector has grown at an exceptional run
rate averaging 20.2%YoY in 1HFY18 vs 9.7%YoY in 1HFY17 on the back
of low interest rates and higher power availability (LSM avg. growth in
5MFY18 at 7.4%YoY vs 3.1%YoY in comparable period). In this backdrop,
we expect the current trend to persist given increasing appetite for borrowing
primarily driven by investment activities under CPEC (a 25bps hike to have
a nominal impact). Additionally, with growth in agriculture sector and higher
construction activities under CPEC, SBP projects real GDP growth at 5.8%
(AKD estimate of 5.5%) marginally missing the FY18 target of 6%.
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Banks to benefit from rate hike
Sep'17

C/A mix
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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,
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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