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Pakistan Sovereign Rating
Moody’s Revises down Pakistan Sovereign Rating to Caal; Amid
Heightened Risks to Economy Post-Floods 2022

e Moody's Investors Service (Moody's) yesterday downgraded the Pakistan's local and
foreign debt ratings to Caal from earlier B3 (2nd June, 2022) maintaining the outlook
to “negative”. Concurrent to this action, Moody’s has lowered Pakistan’s local and
foreign currency country ceilings to B2 and Caal from B1 and B3, respectively.

e As per the Moody’s report, the decision to downgrade Pakistan credit rating came
amid heightened liquidity and external risks following the devastating floods that hit
the country since June 2022.

e A downgrade on country’s sovereign rating bears negative consequences for
country’s financial markets including equity market by a way of raising the risk
premiums, causing market multiples to re-rate downwards.

Moody’s revise down Pakistan sovereign rating.

Sovereign Rating Revised down to Caal; amid increase heightened risks to economy Post-
Floods 2022

Moody's Investors Service (Moody's) yesterday downgraded the Pakistan's local and foreign
debt ratings to Caal from earlier B3 (2nd June, 2022) maintaining the outlook to “negative”.
Concurrent to this action, Moody’s has lowered Pakistan’s local and foreign currency country
ceilings to B2 and Caal from B1 and B3, respectively.

The two-notch gap between the local currency ceiling and sovereign rating as per the report
(link), is driven by the government’s relatively large footprint in the economy, weak
institutions, and relatively high political and external vulnerability risk.

Exhibit: Pakistan Current Credit rating

Rating Agency Rating Outlook Last Update Action

Moody's Investors Service Caal negative 6-Oct-22 outlook downgrade
Standard & Poor's B- negative 30-Jul-22 outlook downgrade
Fitch Ratings B- negative 2-Aug-22 outlook downgrade

As per the Moody’s report, the decision to downgrade Pakistan credit rating came amid
heightened liquidity and external risks following the devastating floods that hit the country
since June 2022.

“The decision to downgrade the ratings to Caal is driven by increased government liquidity
and external vulnerability risks and higher debt sustainability risks, in the aftermath of
devastating floods that hit the country since June 2022.”

Moreover, the report further points to Pakistan’s weak debt affordability position and will
remain so for foreseeable future. To address the liquidity issue and debt obligations, Pakistan
financing reliance will remain on the multi-bi-lateral partners.

“Debt affordability, a long-standing credit weakness for Pakistan, will remain extremely weak
for the foreseeable future.”
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Exhibit: Pakistan Rating History, by Moody’s
Current Caal was last witnessed back in 1998
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Key Economic forecasts rolled out by Moody'’s;

Gdp growth to take a significant dip following Floods2022

Pakistan Flood 2022, preliminary estimates comes at USS 30bn or 10% of the Gdp

Gdp growth is likely to grow 0-1% for FY23, compared to pre-flood growth target of
3-4%, with agriculture sector taking major hit. (IGl report on Foods 2022: Link). Post
FY23, Moody’s expect growth to recover.

Inflation is expected to average 20-25%, with increase deterioration in social living
standards

Fiscal deficit will widened to 7-8% of the Gdp (pre-flood 5-6% of the Gdp)

accommodating to revenue shortfalls and higher social expenditure and pressure is
likely to sustain in coming years

Moreover, Pakistan economy remain highly susceptible to climate related events

Debt Affordability at serious risks

Importantly, Pakistan debt affordability which is one of the weakest among the
sovereign Moody’s rate will further worsen. Debt servicing cost will take up roughly
50% of the total revenue in Fy23 compared 40% in Fy22. Government debt / revenue

share is already very high at 600% in Fy22, this is likely to further increase to 620-
640% (median 320% for Caa-rated sovereigns.

Hence this increase in debt servicing cost, significantly undermines country’s

capacity to service its current and future debt obligation while also meetings its
social spending needs.
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Heighten External liquidity risks will force Pakistan to rely mainly on financing from
multi/bi-lateral partners

= Acknowledging Pakistan C/a deficit will be contained under 3.5-4.5% of the Gdp in
Fy23 (4.6% in Fy22) as slowdown in demand will limit non-essential imports and
while exports will take a hit. Having said that remittances will make-up much of the
widened trade deficit.

=  However, this will not help in building country’s already low FX reserves covering just
less than 2-months of imports, despite IMF EFF programme (Link).

=  This low-level of FX reserves increases balance of payment risk for the country to
service its debt obligation or meet import payment.

=  Moreover, external conditions are also not ideal for Pakistan to secure financing at
affordable costs. Hence the country will remain highly reliant on financing from
multi/bi-lateral partners.

To recall, this is the second time during the year 2022 Moody’s has downgraded Pakistan
credit rating. The current Caal as per Moody’s rating definition highlights poor quality of LT
sovereign bonds and country likely to face high credit risk. Moreover the 'Negative’ outlook
signals the rating is unlikely to be upgraded in the near-term, unless material progress on
government liquidity and external vulnerabilities is exhibited.

Since 1994, there has been two instances where Pakistan credit rating was categorize as Caa
with negative outlook. One was in Oct-1998, whereby Pakistan faced sanctions over the
nuclear tests and the later in Jul-2012, when Pakistan had high external debt repayments
with limited FX reserve arsenal. FX reserves in 2012 stood just shy of USS 10bn and external
debt stood close to USS 65bn, taking the debt/reserve ratio to 7x, as of now, this ratio has
almost doubled to 14x, with debt almost close to USS 130bn and reserves held by SBP stand
just under USS 9bn.

Exhibit: KSE100 Performance during different rating periods

60,000
Caa2 Caal
50,000 Caa2
Caal
40,000 Caal
B3 B3
30,000 ™ B3
B3
B2

20,000 B2 B2
10,000 B1

B1

2000 2003 2006 2009 2012 2015 2018 2021

Source: Bloomberg, IGI Research, Moody’s

Part of [Gl Financial Services

For important disclosures refer to end of the document

A A Packages Group Company

Page | 3


https://www.igisecurities.com.pk/downloads/research/IMFReviewAug22f.pdf

IGI

Securities

Friday, 07 October 2022

A downgrade on country’s sovereign rating bears negative consequences for country’s
financial markets including equity market by a way of raising the risk premiums, causing
market multiples to re-rate downwards. In addition, Sovereign credit rating plays an
influential role to determine the conditions in which countries can access and attract flows
from international financial markets. Hence a downgrade to a Caa, implies limited
accessibility for Pakistan both public & private sector to raise funding in the international
capital market.

Exhibit: Moody’s Rating Guide

Rating Long-term ratings

Investment Grade

Aaa Rated as the highest quality and lowest credit risk.
Aal
Aa2 Rated as high quality and very low credit risk.
Aa3
Al
A2 Rated as upper-medium grade and low credit risk.
A3
Baal
Baa2 Rated as medium grade, with some speculative elements and moderate credit risk.
Baa3
Speculative grade
Bal
Ba2 Judged to have speculative elements and a significant credit risk.
Ba3
B1
B2 Judged as being speculative and a high credit risk.
B3
Caal
Caa2 Rated as poor quality and very high credit risk.
Caa3
Ca Judged to be highly speculative and with likelihood of being near or in default, but some
possibility of recovering principal and interest.
c Rated as the lowest quality, usually in default and low likelihood of recovering principal or
interest.
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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 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, 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 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. The subject
Company (ies) is a client of the 1GI 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: 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, 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.

IGI Finex Securities Limited

Research Analyst(s)

Research Identity Number: BRPO09

© Copyright 2022 1GI Finex Securities Limited

Part of l‘;l Financial Services A A Packages Group Company



IGI

Securities

Contact Details

Equity Sales

Faisal Jawed Khan Head of Equities

Tel: (+92-21) 35301779

faisal.jawed@igi.com.pk

Zaeem Haider Khan Regional Head (North)

Tel: (+92-42) 38303559-68

zaeem.haider@igi.com.pk

Muhammad Naveed

Regional Manager (Islamabad & Upper North)

Tel: (+92-51) 2604861-62

muhammad.naveed@igi.com.pk

Syeda Mahrukh Hameed Branch Manager (Lahore)

Tel: (+92-42) 38303564

mahrukh.hameed@igi.com.pk

Shakeel Ahmad

Branch Manager (Faisalabad)

Tel: (+92-41) 2540843-45

shakeel.ahmadl@igi.com.pk

Zaid Farook Branch Manager (Stock Exchange) Karachi Tel: (+92-21) 32462651-52 zaid.farook@igi.com.pk
Asif Saleem Equity Sales (RY Khan) Tel: (+92-68) 5871652-56 asif.saleem@igi.com.pk
Mehtab Ali Equity Sales (Multan) Tel: (+92-61) 4512003 mahtab.ali@igi.com.pk

Research Team

Saad Khan Head of Research Tel: (+92-21) 111-234-234 Ext: 810 saad.khan@igi.com.pk
Abdullah Farhan Senior Analyst Tel: (+92-21) 111-234-234 Ext: 912 abdullah.farhan@igi.com.pk
Aariz Raza Analyst Tel: (+92-21) 111-234-234 Ext: 810 Aariz.raza@igi.com.pk

Ajay Kumar Analyst Tel: (+92-21) 111-234-234 Ext: 912 ajay.kumar@igi.com.pk
Huzaifa Yaseen Analyst Tel: (+92-21) 111-234-234 Ext: 912 huzaifa.yaseen@igi.com.pk

IGI Finex Securities Limited

Trading Rights Entitlement Certificate (TREC) Holder of Pakistan Stock Exchange Limited |
Corporate member of Pakistan Mercantile Exchange Limited

Website: www.igisecurities.com.pk

Head Office
Suite No 701-713, 7th Floor, The Forum, G-20,

Khayaban-e-Jami Block-09, Clifton, Karachi-75600
UAN: (+92-21) 111-444-001 | (+92-21) 111-234-234
Fax: (+92-21) 35309169, 35301780

Stock Exchange Office
Room # 134, 3rd Floor, Stock Exchange Building,

Stock Exchange Road, Karachi.
Tel: (+92-21) 32429613-4, 32462651-2
Fax: (+92-21) 32429607

IGI Finex Securities Limited

Research Analyst(s)

Research Identity Number: BRPO09

© Copyright 2022 IGI Finex Securities Limited

Lahore Office
Shop # G-009, Ground Floor,

Packages Mall
Tel: (+92-42) 38303560-69
Fax: (+92-42) 38303559

Islamabad Office

Mezzanine Floor, Office 5, 6 & 7, Kashmir
Plaza,

Block- B, Jinnah Avenue, Blue Area

Tel: (+92-51) 2604861-2, 2604864, 2273439
Fax: (+92-51) 2273861

Faisalabad Office

Office No. 2, 5 & 8, Ground Floor, The
Regency International 949, The Mall
Faisalabad

Tel: (+92-41) 2540843-45

Rahim Yar Khan Office
Plot # 12, Basement of Khalid Market,

Model Town, Town Hall Road
Tel: (+92-68) 5871652-3
Fax: (+92-68) 5871651

Multan Office

Mezzanine Floor, Abdali Tower,
Abdali Road

Tel: (92-61) 4512003, 4571183

Part of [{z] Financial Services

A A Packages Group Company



	MoodyCreditRating
	Pakistan Sovereign Rating
	Sovereign Rating Revised down to Caa1; amid increase heightened risks to economy Post-Floods 2022
	Gdp growth to take a significant dip following Floods2022
	Debt Affordability at serious risks
	Heighten External liquidity risks will force Pakistan to rely mainly on financing from multi/bi-lateral partners

	Disclaimer & Contacts

