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Pakistan and IMF
Pakistan Reach SLA with IMF on US$ 3bn SBA to
Support Balance of Payment

= Pakistan authorities and IMF staff have finally come to a conclusion after a
long jittery situation that put Pakistan on sovereign debt crisis.

= Even though the Extended Fund Facility (EFF) worth USS 6.5bn (SDR 5bn)
expired on 30™ of June-23, the new Stand-By Arrangement (SBA) will help
Pakistan to avoid funding requirements to cover C/a bal deficit which is
expected to rise as State Bank of Pakistan (SBP) lifted restrictions on
prioritization of imports.

= As per IMF, recent measures taken by Pakistan authorities such as approval
of FY24 budget incorporating necessary changes, withdrawal of import
prioritization by SBP and normal functioning of FX market, and continued
efforts to mobilize financial support from multilateral and bilateral partners
remain key reasons behind reaching a SLA between IMF and Pakistan.

We highlight some of the key points from the Pakistan and IMF
authorities’ press release.

Pakistan set to receive US$ 3bn under Standby Agreement after EFF
expired on 30" Jun-23

Pakistan authorities and IMF staff have finally come to a conclusion after a
long jittery situation that put Pakistan on sovereign debt crisis. Even
though the Extended Fund Facility (EFF) worth US$ 6.5bn (SDR 5bn)
expired on 30™ of June-23, the new Stand-By Arrangement (SBA) will help
Pakistan to avoid funding requirements to cover C/a bal deficit which is
expected to rise as State Bank of Pakistan (SBP) lifted restrictions on
prioritization of imports.

This is a Staff Level Agreement (SLA) and the amount will only be
disbursed in tranches after the IMF executive board’s approval, which is
expected by mid of Jul-23. The duration of SBA is of nine months and will
conclude in Mar-24.

As per IMF, recent measures taken by Pakistan authorities such as
approval of FY24 budget incorporating necessary changes, withdrawal of
import prioritization by SBP and normal functioning of FX market, and
continued efforts to mobilize financial support from multilateral and
bilateral partners remain key reasons behind reaching a SLA between IMF
and Pakistan.
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Exhibit: Pakistan and IMF

Amount Drawn

Facility Start Date  Expiration Date Amount (SDR) (SDR)
Standby Arrangement Dec-58 Sep-59 25 -
Standby Arrangement Mar-65 Mar-66 38 38
Standby Arrangement Oct-68 Oct-69 75 75
Standby Arrangement May-72 May-73 100 84
Standby Arrangement Aug-73 Aug-74 75 75
Standby Arrangement Nov-74 Nov-75 75 75
Standby Arrangement Mar-77 Mar-78 80 80
Extended Fund Facility Nov-80 Dec-81 1,268 349
Extended Fund Facility Dec-81 Nov-83 919 730
Structural Adjustment Facility Commitment Dec-88 Dec-91 382 382
Standby Arrangement Dec-88 Nov-90 273 194
Standby Arrangement Sep-93 Feb-94 265 88
Extended Credit Facility Feb-94 Dec-95 607 172
Extended Fund Facility Feb-94 Dec-95 379 123
Standby Arrangement Dec-95 Sep-97 563 295
Extended Fund Facility Oct-97 Oct-00 455 114
Extended Credit Facility Oct-97 Oct-00 682 265
Standby Arrangement Nov-00 Sep-01 465 465
Extended Credit Facility Dec-01 Dec-04 1,034 861
Standby Arrangement Nov-08 Sep-11 7,236 4,936
Extended Fund Facility Sep-13 Sep-16 4,393 4,393
Extended Fund Facility Jul-19 Jun-23 4,988 2,144
Standby Arrangement Jun-23 Mar-24 2,250

Source: IMF, |Gl Research

IMF regains trust in Pakistan’s commitment to bring economic

stability in the long run

Despite the tightening policies enacted through Finance Bill 2023 and
monetary circular notices, these measures will aid Pakistan to diffuse
circular debt issues, create fiscal space and manage sovereign debts. Even
though some of the issues came through multiple domestic and global
shocks that include catastrophic floods, Ukraine-Russia war, spike in
international commodity prices followed by rising interest rates globally
that further aggravated C/a bal gap and exports dropped amid import
restrictions stalled economic growth that came at 0.29% in Fy23.

“Continued efforts to mobilize financial support from multilateral
institutions and bilateral partners. In addition to generous climate-related
pledges from the January 2023 Conference on Climate Resilient Pakistan
held in Geneva, the authorities’ efforts have focused on obtaining new
financing and securing the rollover of debt falling due. This will support
near-term policy efforts and replenish gross reserves, with the aim of
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bringing them to more comfortable levels. “The authorities’ program also
includes ongoing efforts to strengthen the viability of the energy sector
(including through a timely FY24 annual rebasing), improving SOE
governance, and strengthening the public investment management
framework, including for projects needed to build resilience to climate

change”.

IMF Press Release, Jun-23

Exhibit: Historical Monthly Current Account Balance

Historically C/a remained in negative territory mostly until
recently import restrictions has turned C/a bal into positive to
reduce pressure on FX reserves. Going forward, normalization
of imports may turn C/a bal back into deficit
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Exhibit: Historical Monthly FX Reserves and months of
Import Cover

SBP reserves have fallen to US$ 3.5bn according to recent
SBP data. External financing from bilateral and multilateral
partners, SBA first tranche release and flood related
disbursements to prop up reserves
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Outlook: SBA to prop up reserves and stabilize PKR in the short-

term; immediate default risk subsides

e SBA provides short-term financial boost to economies facing balance
of payments problems with low levels of foreign reserves.

e US$ 3bn support through SBA will come in tranches, with first one
expected right after the executive board's approval in Jul-23, followed
by second tranche expected after the elections. It is highly essential
that the policies devised and recently enforced through budget Fy24
and import restrictions lifted by Pakistan authorities including normal
functioning of FX market remain intact to complete this SBA facility on
timely manner which is expected to expire in Mar-24.

e PKRis expected to appreciate in the short run that will allow
Consumer Price Index (CPI) to drop down sharply after peaking at
38%y in May-23. However, PKR is likely to remain under pressure
owing to ease in import restrictions and opening up of forex markets.
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Though hike in energy prices (electricity and gas) will likely address
circular debt buildup issue, this will have negatively impact CPI
outlook in the medium term. Thus, we foresee SBP to continue with
quantitative tightening policy to counter inflationary pressures.

e Despite SBP reserves standing at $3.5bn which can barely cover 1-
month of imports, this arrangement will boost other bilateral and
multilateral partners’ confidence in Pakistan’s ability to manage its
sovereign debts. Eurobond market and KSE-100 have already begun
to incorporate this strongly positive development.

e We expect economy to stabilize in the short term as imports
normalization and declining CPI trend to boost economic activities.
This will also help Pakistan’s authorities to reach its targets set in its
budget Fy24.

Stock Market to react positively in near-term

We expect SBA with IMF to positively reflect on capital market in the near-
term as risk of imminent default has subsided in the near-term. Funding
support from multilateral and bilateral partners may also materialize which
would allow Pakistan to shore up its foreign reserves and provide stability
to PKR in the near-term. As IMF has emphasized on ease of import
restrictions and reforms in energy sector, we expect energy sector stocks
to perform well. Other sectors which rely on imported raw materials would
also benefit from ease in import restrictions such as steel, autos,
chemicals, etc. However, in the medium to long term, direction of stock
market will depend on build up in foreign reserves, reversal of interest rate
cycle and political stability.
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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 |Gl 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, IGI 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 I1GI 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. The subject Company (ies) is a client of the I1GI Finex Securities Limited and IGI Finex Securities offers brokerage services to
Subject Company (ies) on a regular basis, in line with industry practice. 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: |G| 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, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably 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, Last
Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current trading
price. EPS: Earnings per Share. DPS: Dividend per Share. 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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