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" The IMF expects GDP growth to clock in at 5.6% while we have a slightly
higher estimate at 5.7%
= |MF suggested revenue generation and curtailment of current
expenditures to control fiscal slippages, estimated at 5.5%
= Qutlining the need to control external imbalance, the statement added
the need to further tighten monetary policy.
®  Pakistan’s ability to service IMF debt in the medium term came under
question with the IMF singling it out as one of the concerns.
‘Exhibit: Risingcurrent account balance

Macroeconomic challenges highlighted
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As per the press release by IMF, the Executive Board of the International

0
Monetary Fund (IMF) concluded its first Post-Program Monitoring Discussions
05 with Pakistan on the 5™ March, 2018. The statement had a positive view on near
term economic growth but underlined concern regarding macroeconomic
stability of the country, particularly the twin deficits and its resultant impact on
1 debt servicing capacity.
-1.5 Healthy GDP growth projected for FY18
The IMF expects GDP growth to clock in at 5.6% given better power supply,
-2 recovery in agriculture, robust consumption growth and CPEC related
investments. We tend to agree with the IMF and estimate GDP growth to clock
M FY1l7 WFY18 . . :
25 in at a slightly lower rate of 5.5%, but much lower than Government’s estimate

of 6% due to relatively slower growth in manufacturing as depicted by decline in
LSM index (down 1.4%YoY in Dec-17).

Fiscal balance expected to worsen to 5.5% of the GDP

On fiscal imbalance, the assessment report of the Executive Board says that the
fiscal deterioration is partly to blame for external sector challenges. They
suggested revenue generation and curtailment of current expenditures to
control fiscal slippages. To recall, during 1HFY18, fiscal deficit reached 2.2% of
the GDP compared to 2.3% in same period last year. However, it must be noted
that since this is the election year, public expenditure is expected to increase
rapidly in 2HFY18, a concern also shared by the IMF. As per the IMF projections,
fiscal balance is expected to touch 5.5% in FY18, below our estimate of 5.7%.

Exhibit:
Updated IMF estimates
FY15 FY16 FY17 FY18E

Source: SBP, PBS & |G| Research

Real GDP at factor cost (%) 4.1 45 5.3 5.6
Syed Daniyal Adil Budget balance (ex. grants, % of GDP) -54 46 58 -5.5
Current account balance (% of GDP) -1 -1.7 41 -4.8
Research Analyst | based . 30 3 3 55
daniyal.adil@igi.com.pk mport cover based on next year's imports . 7 .
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External sector vulnerabilities the main challenge

Outlining the need to control external imbalance, the statement added the need
to further tighten monetary policy. To recall, 7MFY18 CA deficit is currently at
~9.1bn and SBP increased target rate by +25bps in Jan-18, citing the same issue
as one of the key reasons. Further PKR flexibility was also emphasized to
promote external buffers and competitiveness. The IMF expects CA deficit to
clock in at 4.8% of the GDP, slightly higher than our estimate of 4.7% of the GDP.

IMF raises concerns regarding debt repayment capacity

Consequent to the aforementioned reasons, Pakistan’s ability to service IMF
debt in the medium term came under question with the IMF singling it out as
one of the concerns. We at IGI do agree that there is significant risk due to
continuously rising imports and declining reserves with import cover down to
2.6 months (Jan-17). However, the resultant growth from CPEC related projects
may offset these pressures in the medium term, in our view.

Exhibit: Exhibit:
Declining import cover Sharp PKR depreciation in Dec-17 after a long period of stability
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Concluding remarks

Pakistan’s economy yet again faces significant challenges. The press release from
the IMF underscored need for structural reforms, enhanced competitiveness
while strengthening fiscal federalism and monetary and financial policy
frameworks.
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies
and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has
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, |Gl
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 IGl 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 price on 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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