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Pakistan Economy
SBP holds its horses again


Policy Rate to remain unchanged for next two months: The State Bank of Pakistan (SBP) in its Nov’20 bi-monthly meeting decided to keep the
Policy Rate (PR) unchanged at 7.00% level, in-line with broad consensus. Recent concerns related to increases in inflation were comprehensively
addressed in the latest MPC communication where the SBP, while keeping its 7.0-9.0% YoY inflation projection for FY21 intact, emphasized that
inflation expectations remain ‘well-anchored’. Improvements in the level of inflation are expected going forward with indications visible in recent
SPI data. SBP will continue to tolerate periods of higher headline inflation as increases in core inflation continue to remain benign.



Domestic output is recovering but idle capacities will keep price levels in-check: The output seems to be recovering as indicated by recent highfrequency indicators such as the auto (↑ 8.1% YoY in 4MFY21), cement (↑ 21.9% YoY in 4MFY21), FMCG and petroleum sales (↑ 7.4% YoY during
4MFY21) etc. Surveys conducted by SBP in Oct’20 also show notable improvement in Business Confidence as compared to Aug’20. Despite these
improvements, output gap remains negative and idle capacities are likely to keep core inflation levels in-check. It made sense to keep the rates
unchanged given benign NFNE readings.
There are positives and there are negatives: Whilst SBP’s growth and inflation targets have remained unchanged, risks to the outlook have
emerged in the form of increases in COVID-19 cases. Concerns related to extended lock-downs, both globally and locally, have resurfaced once
again. Lockdowns in the international market are important from a local perspective given that it could lead to higher ‘risk-aversion’ in the
international capital markets. Govt’s strategy worked in the first wave but it will be important to manage the second-wave effectively as well.
Increases in FX reserves is ‘high quality’: From USD 7.3Bn as of 30 June 2019, SBP’s gross FX reserves have improved to USD 12.2Bn as of 29
October 2020. The net improvement in reserves was mainly driven by organic reserves building instead of official borrowings. The governor in his
post-MPC communication has highlighted that improvement in reserves is ‘high-quality’ and we concur with the statement looking at these
numbers. Recent movement of PKR against the Dollar also seems to be fundamentals driven rather than speculative in nature.
Current Account surplus might not sustain but better performance in 4MFY21 led to revision in targets: A structural improvement in C/A is
visible, backed mainly by improved average monthly remittances and better trade balance. Whilst the present surplus in the C/A is unlikely to
sustain given higher machinery and food imports in 2HFY21; overall improvements led to cut-down in SBP’s deficit projections for FY21 from
previously 2.0% of GDP to 1.6%. SBP now sees deficit to stay lower despite heavier TERF-induced machinery and food imports in 2HFY21.
Negotiations with the IMF are ongoing – gaps narrowing: The governor highlighted that technical discussions with the IMF are ongoing and major
progress has been made on key sticking points such as electricity tariffs, taxation etc. The authorities remain committed to continuing with the IMF
program and the gap seems to be closing. The focal point of discussion is on the timing of implementation and material progress is expected soon.
Policy rate likely to stay unchanged at least until May’20; possibly beyond that as well: SBP has consistently highlighted that it stands ready to
take action looking at the data available at its disposal. Barring a material change in domestic demand indicators and inflation forecasts, we believe
that upcoming data releases will continue to support continuation of current PR at least until May’20. Expect rates to remain lower for longer!
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Pakistan Economy
A little on current inflation dynamics
Inflation estimates maintained at 7.0%-9.0%: SBP acknowledges that recent increases in
inflation are mainly driven by supply-side factors. Encouraging signs were seen in recent SPI
data where a prices of few key commodities such as Wheat and Rice have shown some
reversal. SBP assesses that there is no need to change its inflation forecast as YoY readings
going forward will consistently be lower. This seems true looking at our projections as baseeffect, coupled with better price administration will likely keep the numbers lower.
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Core inflation is important, but a holistic view is required: Current SBP regime puts more
emphasis on the headline inflation from a communications perspective, but also looks at core
inflation to make its decisions. Focusing on just core can be problematic due to: A) wage-price
spiral; and B) lower representation of core inflation in terms of weight in the overall inflation
basket.
Idle capacities to keep prices in-check: Large-Scale Manufacturing (LSM) and its sub-sectors
have improved during 1QFY21 period. 9 out of the 15 key sectors of the LSM have shown
considerable improvement. SBP’s business confidence surveys also show improvement in
overall business sentiments during this period. Despite these improvements, the negative
output gap persists as estimated by SBP. Given the idle capacities available, SBP expects
demand-side pressure on inflation to remain limited.
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Structural improvement in C/A
Monthly C/A deficit (USD Mn)
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External sector has strengthened since the last MPC: C/A shows a surplus of USD 1.16Bn
dollars in 4MFY21 as compared to a deficit of USD 1.42Bn in the corresponding period last
year. Outsized monthly remittances have remained one of the key reasons behind this large
surplus and remained one of the key reasons behind revision in SBP’s forecast. Key takeaway
from the discussion is that the counterintuitive improvement in remittances is a trend seen in
South Asian countries where: A) diversion of flows to official channels; B) reduced air travel;
and C) greater support from expats in difficult times have remained the major reason behind
this improvement.
SBP now forecasts C/A deficit of 1.6% of GDP vis-à-vis 2.0% previously: Persistently better
numbers have led to a downward revision in SBP’s forecasts. The central bank now expects
better exports and remittances to counteract the effects of greater food and machinery
imports in 2HFY21. One key point related to goods trade balance is that weak oil prices seem
to be offsetting the impact of greater import volumes, keeping import bill in-check. In
contrast, on the exports front, it is the price effect which is causing improvements. On the
point of machinery imports, SBP has highlighted that utilization of Temporary Economic Relief
Fund (TERF) is picking up and more businesses are availing long term financing at cheap rates.
This greater utilization does implies greater machinery imports but will improve productive
capacity of the economy in the long run.
Relations with the IMF: The governor has highlighted that discussions with the IMF are
ongoing and gaps are closing. However, the timing of implementation of the measures
proposed is causing delays. Technical discussions are continuing are there are two schools of
thought: one is to not go forward with tough measures such as increase in energy tariffs,
increased taxation etc. as it could derail an already fragile macroeconomic recovery; and the
other is to swallow the bitter pill now in hopes of a better future. The latter is clearly
infeasible for the incumbent PTI as it could incite severe backlash from the public and the
opposition parties. That said, both sides will need to establish some middle ground in order to
get things done. SBP expects good news to come on this front soon as the gap between
discussions is narrowing.
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Disclaimer
This research report is for information purposes only and does not constitute nor is it intended as an offer or solicitation for the purchase or sale of securities or other financial instruments. Neither
the information contained in this research report nor any future information made available with the subject matter contained herein will form the basis of any contract. Information and opinions
contained herein have been compiled or arrived at by BMA Capital Management Limited from publicly available information and sources that BMA Capital Management Limited believed to be
reliable. Whilst every care has been taken in preparing this research report, no research analyst, director, officer, employee, agent or adviser of any member of BMA Capital Management Limited
gives or makes any representation, warranty or undertaking, whether express or implied, and accepts no responsibility or liability as to the reliability, accuracy or completeness of the information
set out in this research report. Any responsibility or liability for any information contained herein is expressly disclaimed. All information contained herein is subject to change at any time without
notice. No member of BMA Capital Management Limited has an obligation to update, modify or amend this research report or to otherwise notify a reader thereof in the event that any matter
stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. Furthermore, past
performance is not indicative of future results.
The investments and strategies discussed herein may not be suitable for all investors or any particular class of investor. Investors should make their own investment decisions using their own
independent advisors as they believe necessary and based upon their specific financial situations and investment objectives when investing. Investors should consult their independent advisors if
they have any doubts as to the applicability to their business or investment objectives of the information and the strategies discussed herein. This research report is being furnished to certain
persons as permitted by applicable law, and accordingly may not be reproduced or circulated to any other person without the prior written consent of a member of BMA Capital Management
Limited. This research report may not be relied upon by any retail customers or person to whom this research report may not be provided by law. Unauthorized use or disclosure of this research
report is strictly prohibited. Members of BMA Capital Management and/or their respective principals, directors, officers and employees may own, have positions or effect transactions in the
securities or financial instruments referred herein or in the investments of any issuers discussed herein, may engage in securities transactions in a manner inconsistent with the research contained in
this research report and with respect to securities or financial instruments covered by this research report, may sell to or buy from customers on a principal basis and may serve or act as director,
placement agent, advisor or lender, or make a market in, or may have been a manager or a co-manager of the most recent public offering in respect of any investments or issuers of such securities
or financial instruments referenced in this research report or may perform any other investment banking or other services for, or solicit investment banking or other business from any company
mentioned in this research report. Investing in Pakistan involves a high degree of risk and many persons, physical and legal, may be restricted from dealing in the securities market of Pakistan.
Investors should perform their own due diligence before investing. No part of the compensation of the authors of this research report was, is or will be directly or indirectly related to the specific
recommendations or views contained in the research report. By accepting this research report, you agree to be bound by the foregoing limitations.
BMA Capital Management Limited and / or any of its affiliates, which operate outside Pakistan, do and seek to do business with the company(s) covered in this research document. Investors should
consider this research report as only a single factor in making their investment decision. BMA Research Policy prohibits research personnel from disclosing a recommendation, investment rating, or
investment thesis for review by an issuer/company prior to the publication of a research report containing such rating, recommendation or investment thesis.

Stock Rating
Investors should carefully read the definitions of all rating used within every research reports. In addition, research reports carry an analyst’s independent view and investors should ensure careful
reading of the entire research reports and not infer its contents from the rating ascribed by the analyst. Ratings should not be used or relied upon as investment advice. An investor’s decision to
buy, hold or sell a stock should depend on said individual’s circumstances and other considerations. BMA Capital Limited uses a three tier rating system: i) Buy, ii) Neutral and iii) Underperform
(new rating system effective Jan 1’18) with our rating being based on total stock returns versus BMA’s index target return for the year. A table presenting BMA’s rating definitions is given below:

Buy

>20% expected total return

Hold

10%-20% expected total return

Underperform

<10% expected total return

*Total stock return = capital gain + dividend yield
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Old rating system
Overweight

Total stock return > expected market return + 2%

Marketweight

Expected market return ± 2%

Underweight

Total stock return < expected market return - 2%

Valuation Methodology
To arrive at our period end target prices, BMA Capital uses different valuation methodologies including
•

Discounted cash flow (DCF, DDM)

•

Relative Valuation (P/E, P/B, P/S etc.)

•

Equity & Asset return based methodologies (EVA, Residual Income etc.)

12

Pakistan Stock Exchange Branch
Room 141, Pakistan Stock
Exchange,
Stock Exchange Road,
Karachi - 74000
Pakistan

Faisalabad Branch:
Mezzanine Floor, State Life
Building #2,
Plot No. 833 Liaquat Road,
Faisalabad.

Gujranwala Branch:
Office No. 51, “H” Block,
Ground Floor, Trust Plaza,
Gujranwala.

Islamabad Branch:
104, 1st Floor, 82-East,
Muhammad Gulistan Khan
House,Fazel e Haq, Blue Area,
Islamabad

Lahore Cavalry Branch:
2nd Floor, 74-Commercial
Area, Main Cavalry Ground,
Lahore.

Gulshan-e-Iqbal Branch:
Commercial Office premises
bearing, B-29 Mezzanine Floor
13/A, Main University Road,
Gulshan-e-Iqbal Karachi.

Bahadurabad Branch:
Office # 3, Mezzanine Floor,
Akber Manzil, Main
Bahadurabad
Roundabout, Karachi

Multan Branch:
Office No. 607/A, 6th Floor,
The United Mall, Plot No. 74
Abdali Road, Multan

Lahore Gulberg Branch:
Commercial Office No. 402, 7th
Floor, Mega Tower 63-B, Main
Boulevard,
Gulberg II, Lahore.

Peshawar Branch:
Shop No. F1 & F2, 1st Floor
Mall Tower 35, The Mall
Peshawar Cantt,
Peshawar

Chakwal Branch:
Office No. 12, 1st Floor,
Ejaz Plaza, Talalgang Roadi
Chakwal

Sargodha Branch:
Ground Floor, Shan Plaza Block No. 16,
Main Khushab Road
Near ABL, Sargodha

Karachi – North Nazimabad
D-14, Office No.2, 2nd Floor,
Block H, MCB Building, Near 5
Star Round About, North
Nazimabad, Karachi

Karachi Head Office:
Unitower, Level 8, I.I. Chundrigar Road, Karachi – 74000 Pakistan
UAN: +92 21 111 262 111
Email: info@bmacapital.com
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