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Economic Survey FY17 Review: Its’s all
good!

=  FY17 growth ended on higher note registering 5.3% growth, a 10Yr
high, led by Government pro-growth policies.

= Ignoring low tax revenue collection, Fiscal slippages have been
mainly on account of higher development spending leading to
higher external account imbalances.

= Despite reviving commodity prices, inflation remained subdued.

= GDP growth projected at 6.0% in FY18.

We review FY17 Economic Survey of Pakistan. FY17 growth ended on higher
note registering 5.3% growth, a 10Yr high. Low interest rate environment,
inflation, higher credit growth and eventually higher industrial growth are
some of the key positive highlights during the year. On the flip side, the year
is likely to end on record high current account deficit, while fiscal deficit is
likely to stay curtailed under 5%. FY18 GDP growth outlook seems even more
promising, with growth projected to surpass 6% in the coming years led ahead
by public sector development projects and CPEC.

Government pro-growth policies led to higher GDP growth of 5.3% in FY17
The recent available Economic Survey of Pakistan (FY17) shows visible
improvements have been witnessed due to government pro-growth policies.
GDP growth momentum continued, printing a +5.28% growth in FY17 (+5.7%
target and compared to +4.5% in FY16), a 10Yr high. Sector wise major
rebound is noted for agricultural (~19.5% share) sector which posted a growth
of +3.5% compared to +0.3% in FY16. Service (59.6% share) and industrial
(20.9% share) growth looks promising registering +6.0% and +5.0%,
respectively. Moody’s and Fitch have raised Pakistan’s economic outlook from
negative to stable, while Standards & Poor’s revised its rating from stable to
positive.

lgnoring low tax revenue collection, Fiscal slippages have been mainly on
account of higher development spending...

Fiscal deficit continued to show signs of improvements, with outgoing year
expected to record a fiscal deficit of 4.4% compared to 4.6% in FY16. Although
revenue collections remain weak, prudent expenditure management (ex-
development projects) is a key reason for curtailed deficit. Moreover, rising
proportion of public led development projects has led to increase in
investment / GDP ratio, reaching 15.8% with fixed investments / GDP reaching
14.2%. As it has been the case, higher investment was led by public sector,
whereby it grew by 23.6% compared to private sector investment at 6.6%.
Decade low interest rate environment and better security situation is the
prime reason for increase in investments, whereas supply side bottlenecks,
particularly in terms of energy and infrastructure, kept investments growth
rather capped. Low interest rate environment also impacted country’s saving
to GDP which dropped to 13.1% from 14.3%. As a result, country saving to
investment gap widened to PKR 0.86trn (PKR 0.86trn last witnessed in FY08),
an 8Yr high.
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...and higher development spending also responsible for higher external account
imbalances

Replicating increase in saving-investment gap is country’s increased current
account deficit, whereby in 9MFY17 it reached USD 6.1bn compared to USD
2.4bn in corresponding period last year. Exports dropped by 1.6% to USD
16.1bn whereas imports recorded an increase of +14% to USD 33.9bn, led by
increase in machinery imports and increase in quantity of petroleum product.
Worker’s remittances and lower Coalition Support Fund (CSF) both declined,
reaching USD 14.1bn (down by 2.3%) and USD 550mn (down by 23%)
respectively.

Despite reviving commaodity prices, inflation remained subdued

On prices front, average headline inflation during 10MFY17 recorded a growth
of 4.1%, well below the full year target of 6%. The food group with 37.5%
weight in CPIl basket showed an increase of 3.9%, compared to 2.1% in the
corresponding period last year. The uptick in inflation is mainly due to global
revival of international commodity and oil prices, along with rise in domestic
demand as depicted by country’s credit growth of +11.1% in SMFY17 (+7.2% in
same period last year). The State Bank of Pakistan (SBP) reduced the policy rate
only once by 25bps to 5.75% which overall helped keep market liquidity
conditions at ease during the outgoing year.

Outlook

Going forward, government expects low interest rate environment to prevail
and expects increase in credit off-take which will eventually drive Industrial
sector growth. On prices the government identifies key supply side concern are
rising international oil prices and other commodity prices. Whereas expected
increase in agricultural production and food supply security is likely to mitigate
that impact. However, we think the otherwise country’s rising demand, as
depicted by rising consumption to GDP which by FY17 reached ~80% (78% in
FY16) — showing ~6% 3Yr CAGR, will likely lead to demand pull inflation.
Moreover, broad money growth has remained sluggish during 9MFY17 (M2
growth up by 5.9%) we expect widening c/a deficit and higher debt financing
to eventually seep into higher broad money growth, pulling overall inflation
level. To note, country’s core inflation during 10MFY17 recorded a growth of
5.1% compared to 4.1% corresponding period last year. Second to demand pull
inflation, we expect falling Foreign exchange (FX) reserves could potentially
lead to weaker PKR in coming months, which will not only exacerbate the c/a
deficit but also induce higher imported inflation. Henceforth we expect policy
rate to rise no longer than 1HFY18.

GDP growth projected at 6.0% in FY18

On growth, country’s GDP is projected to grow by 6.0% in FY18 as government
expects increase in investment to GDP ratio. Removal of supply side
bottlenecks, namely energy, will be key in achieving that we think. Moreover,
curtailing c/a deficit and fiscal deficit will be crucial in keeping credit growth
firm. Special sections this year around commented on China-Pakistan Economic
corporation (CPEC) long-term benefits and short-terms headwinds that
economy might suffice.
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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, 1GI
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. 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 IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI 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 priceon 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, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably 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. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. 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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