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Monetary Policy
Policy rate likely to increase by 100bps

The monetary policy committee of SBP will convene on Thursday (July 07, 2022) to
announce the first scheduled monetary policy of FY23. We expect SBP to increase the
policy rate by 100bps to 14.75% in the upcoming monetary policy. To recall, in the
monetary policy meeting held in May’22, the State Bank of Pakistan (SBP) increased the
benchmark policy rate by 150bps to 13.75% (highest since Jun’ll — 14%). The MPC
stated that it believed since the last monetary policy meeting held in Apr'22, growth
projection appeared stronger than earlier estimates. Whereas risks to external stability
remained elevated and the outlook for inflation deteriorated led by domestic and
international factors. Therefore, this policy response is expected to help moderate
demand.

Other possible measures: In addition to policy rate hike, the MPC might also take further
actions to anchor inflation expectations and maintain external account stability. These
include:

An increase in the interest rate on the export finance scheme (EFS) and long term
financing facility (LTFF) loans and;

Implementation of linking of these rates to the policy rate, as decided in the last (May’22)

MPS, and observe adjustment thereafter, while remaining below the policy rate so as to
incentivize exports.

Exhibit: Real Interest Rate
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Monetary Policy
Policy rate likely to increase by 100bps

On the inflationary front, the headline inflation continues to remain in the double digit since
Nov’21 mainly on the back of uptick in food and energy prices. In the month of Jun’22,
headline inflation touched 13-year high of 21.3%, taking FY22 average to 12.1%. This
phenomenon of higher headline inflation is likely to continue in the near term with pressure
mainly emanating from higher commodity prices, rolling back of subsidies, budgetary
measures taken by the fiscal authorities and low base effect. Moreover, the global
inflationary reading has also witnessed exacerbation led by the ongoing Russia-Ukraine
conflict and as a result, central banks across the world now face multi-year high inflation
and ensuing challenges.

A few other developments in the economy such as the ones on the external account, are
likely to be taken into consideration while deciding the policy rate. Pakistan posted a CAD
of USD 1.4bn for the month of May’22, up 123% YoY. With this, during 11MFY?22, country’s
deficit reached to USD 15.2bn compared with deficit of USD 1.2bn during same period last
year. This huge jump in CAD was led by 48% YoY increase in trade deficit during the
period. Another major concern on the external front remains the SBP reserve position
which stands at USD 10.3bn as of 24th Jun’22, resulting in depreciation of currency (-16%
against the greenback CY22TD).

Exhibit: Current Account Balance and Trade Deficit
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Monetary Policy
Policy Rate likely to increase by 100bps

Money Market yields up: Meanwhile, if we look at the shape of the yield curve to
extrapolate markets’ expectations for monetary policy, we see a jump in the yields since last
monetary policy of May'22. The yield on the treasury bills of 3M, 6M and 12M in the
secondary market, since last (May’22) MPS, are up 40ps, 55bps and 79bps (respectively)
clocking-in at 14.50%, 14.62% and 14.65% (respectively). It can be assumed that
expectation of further increase in inflation leading to a rate hike has pushed yields higher.

AHL Survey Poll Results:
In order to find out what the market is expecting in the upcoming monterary policy to be held
on 07-Jul-22, we conducted a survey (poll) taking feedback from various sectors. Our
respondents belong to sectors such as:
» Financial services: Banks, AMCs, Insurance, and DFIs
= Non Financial Services/Manufacturing: E&Ps, Cements, Fertilizers, Steel, Textiles and
Pharmacuticals.

Following are the results of the survey (poll):
= 71% of the total respondents are of the view that the SBP will increase the policy rate in
Jul-22’s MPS while 29% eyeing no change.
= Of the 71% respondents expecting a hike: 46% (majority) is anticipating a rate hike of
100 bps, 17% expect a rate hike of 50 bps, 8% expect a rate hike of 150 bps.

Exhibit: AHL Survey Poll Results
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Monetary Policy

Policy Rate vs. Money Market Yields

Exhibit: Historical Difference between 10Y PIB and Policy Rate

Exhibit: Policy Rate vs Primary market Yields
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Monetary Policy
Interest rates on Incentive Schemes vs. Policy Rate

Exhibit: Structure of Interest Rates

Date Policy Rate Export Finance Scheme Rate LTFF: 03Y >= Time Period LTFF: 03Y < Time Period <= 05Y LTFF: 05Y < Time Period <= 10Y
25-May-15 6.50% 6.00% 7.50% 7.50% 7.50%
14-Sep-15 6.00% 4.50% 6.00% 6.00% 6.00%
23-May-16 5.75% 4.50% 6.00% 6.00% 6.00%
29-Jan-18 6.00% 3.00% 6.00% 6.00% 6.00%
28-May-18 6.50% 3.00% 6.00% 6.00% 6.00%
16-Jul-18 7.50% 3.00% 6.00% 6.00% 6.00%
1-Oct-18 8.50% 3.00% 6.00% 6.00% 6.00%
3-Dec-18 10.00% 3.00% 6.00% 6.00% 6.00%
1-Feb-19 10.25% 3.00% 6.00% 6.00% 6.00%
1-Apr-19 10.75% 3.00% 6.00% 6.00% 6.00%
21-May-19 12.25% 3.00% 6.00% 6.00% 6.00%
17-Jul-19 13.25% 3.00% 6.00% 6.00% 6.00%
18-Mar-20 12.50% 3.00% 6.00% 6.00% 6.00%
25-Mar-20 11.00% 3.00% 6.00% 6.00% 6.00%
16-Apr-20 9.00% 3.00% 6.00% 6.00% 6.00%
17-Apr-20 9.00% 3.00% 6.00% 6.00% 6.00%
16-May-20 8.00% 3.00% 6.00% 6.00% 6.00%
18-May-20 8.00% 3.00% 6.00% 6.00% 6.00%
26-Jun-20 7.00% 3.00% 6.00% 6.00% 6.00%
21-Sep-21 7.25% 3.00% 5.00% 5.00% 5.00%
22-Nov-21 8.75% 3.00% 5.00% 5.00% 5.00%
15-Dec-21 9.75% 3.00% 5.00% 5.00% 5.00%
8-Apr-22 12.25% 5.50% 5.00% 5.00% 5.00%
24-May-22 13.75% 7.50% 7.00% 7.00% 7.00%
Source (s): SBP, AHL Research
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Equity Valuation Methodology

AHL Research uses the following valuation technique(s) to arrive at the period end target prices;
- Discounted Cash Flow (DCF)

. Dividend Discount Model (DDM)

- Sum of the Parts (SoTP)

- Justified Price to Book (JPTB)
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Risks: The following risks may potentially impact our valuations of subject security (ies);
= Market risk

= Interest Rate Risk

= Exchange Rate (Currency) Risk

Disclaimer: This document has been prepared by Research analysts at Arif Habib Limited (AHL). This document does not constitute an offer or solicitation for the purchase or sale of any security. This publication is intended only for distribution to the clients of the Company
who are assumed to be reasonably sophisticated investors that understand the risks involved in investing in equity securities. The information contained herein is based upon publicly available data and sources believed to be reliable. While every care was taken to ensure
accuracy and objectivity, AHL does not represent that it is accurate or complete and it should not be relied on as such. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors. The information given in this
document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. AHL reserves the right to make modifications and alterations to this
statement as may be required from time to time. However, AHL is under no obligation to update or keep the information current. AHL is committed to providing independent and transparent recommendation to its client and would be happy to provide any information in
response to specific client queries. Past performance is not necessarily a guide to future performance. This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The user assumes the entire
risk of any use made of this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks
involved), and should consult his or her own advisors to determine the merits and risks of such investment. AHL or any of its affiliates shall not be in any way responsible for any loss or damage that may be arise to any person from any inadvertent error in the information
contained in this report.




