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Today’s Daily
§ Pakistan Economy: Twin Deficit remains imminent

Fiscal deficit for 1HFY18 clocked in at PkR796.3bn (~2.2% of GDP), KSE100 - Index
reflecting a slowdown from 1HFY17 (2.5% of GDP), while CAD for Current  43,294.95
Jan'18 surged to US$1.62bn vs US$1.256bn in Dec'17 z;eg\’ious _23;3/2'67
(+28.7%MoM/4.0YoY). With regards to fiscal deficit, the slowdown ' o
is largely a function of higher revenue collection during the period . cap. (PkRbN/USSbN)
(revenue recorded at PkR2,384bn - up 20%YoY) while total current 8,972/81.15
expenditure scaled up by 16%YoY to PkR3,161bn in 1HFY18. Growth Previous 9,006 /81.45
in development expenditure remained healthy at 23%YoY beating Ch9. -0.37%
14%YoY growth in current expenditure, supporting the ongoing

) L. Daily Turnover (mn)
economic growth momentum. On the other hand, the uptick in CAD Current 169,71
is primarily attributable to increasing trade deficit at US$2.76bn in p..vious 12671
Jan'18 vs US$2.29bn (up 20.6%MoM/9.8%YoY) on account of soaring chg. 33.9%
imports at US$4.87bn (up 13.2%MoM/12.6%YoY) while export growth

_> g (4.8%MoM/16.5%YoY) lagged behind. Moreover, slowdown in Value Traded (PkRmn/US$mn)
'E : remittances, recorded at US$1.64bn (down 4.9%MoM), further added g:’;\:‘::s ;:z: j Zg'::
n g on to the pressure. We expect election year populism to continue Cha. 52’_0% '

P driving fiscal deficit particularly in the absence of any tax
Q _§ enhancement measures while CAD is also expected to persist on

a account of higher imports (oil and machinery related).
X
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B Pakistan has been given a three-month reprieve by a global watchdog @ ) on

over a US-led motion to put the country on a terrorist financing watchlist, gs0
said Khawaja Asif. 850
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B The GSP+ scheme has passed smoothly through European Parliament's  sso

Committee on International Trade (CIT), likely enabling Pakistani exporters g:g

to enjoy preferential duties on exports for the next two years. The CIT 25

150
also agreed to deliberate upon possibility of up-scaling the relationship 5,
with Pakistan from a beneficiary of GSP+ scheme to a free trade *°

agreement (FTA) partner in future.
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B SBP reported on Tuesday that the current account deficit during July- Zoya Ahmed
Jan rose to US$9.156bn compared to US$6.182bn deficit noted in the zoya.ahmed@akdsecurities.net
same period of 2016-17. On the other hand, Pakistan's fiscal deficit 111-253-111 Ext:603
touched 2.25% of GDP in THFY 18 despite reasonable cash surpluses Haris Imtiaz
offered by the four provinces. The ministry said the consolidated fiscal haris.imtiaz@akdsecurities.net
deficit amounted to PkR796.3bn during Jul-Dec 2017 period vs. PkR799bn 111-253-111 Ext:639
of same period last year.
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Pakistan Economy: Twin Deficit remains imminent

Fiscal deficit for 1HFY18 clocked in at PkR796.3bn (~2.2% of GDP), Bal. of trade (US$mn)
reflecting a slowdown from 1HFY17 (2.5% of GDP), while CAD for 1,300)| ‘ |
)
)

(
Jan'18 surged to US$1.62bn vs US$1.256bn in Dec'17
(+28.7%MoM/4.0YoY). With regards to fiscal deficit, the slowdown is (1.800
largely a function of higher revenue collection during the period
(revenue recorded at PkR2,384bn - up 20%YoY) while total expenditure (
scaled up by 16%YoY to PkR3,161bn in 1HFY18. Growth in
development expenditure remained healthy at 23%YoY beating
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14%YoY growth in current expenditure, supporting the ongoing (3300)0@EEEEE MRS NSRS D
economic growth momentum. On the other hand, the uptick in CAD 35885858555853388585
is primarily attributable to increasing trade deficit at US$2.76bn in

Jan'18 vs US$2.29bn (up 20.6%MoM/9.8%YoY) on account of soaring Source: SBP & AKD Research

imports at US$4.87bn (up 13.2%MoM/12.6%YoY) while export growth
(4.8%MoM/16.5%YoY) lagged behind. Moreover, slowdown in
remittances, recorded at US$1.64bn (down 4.9%MoM), further added
on to the pressure. We expect election year populism to continue
driving fiscal deficit particularly in the absence of any tax enhancement
measures while CAD is also expected to persist on account of higher
imports (oil and machinery related).

1HFY17 fiscal deficit: Fiscal deficit for 1HFY 18 clocked in at PkR796.3bn
(~2.2% of GDP), reflecting a slowdown from 1HFY17 (2.5% of GDP). This
is largely a function of higher revenue collection that outpaced expenditure
growth along with higher provincial surplus (up 2.5x) during the period.
In this regard, total revenue for the period was recorded at PkR2,384bn 800
(up 20%Y0Y) primarily on the back of healthy growth in FBR tax collection 600

(incl. direct taxes, sales tax, excise & custom duties) amounting to 400 ‘ ‘ ‘ ‘ ‘
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PkR1,734bn (up 18%YoY vs 6%YoY in 1HFY17). On the other hand, total
expenditure scaled up by 16%YoY to PkR3,161bn in 1HFY18 vs.
PkR2,733bn (growing at 8%YoY) in the previous year. Debt servicing
remained the biggest burden on expenditure accounting for 24% of total
expenses at PkR751bn (up 16%Y0oY) as a consequence of excessive Source: SBP & AKD Research
borrowing on both external and domestic fronts with central GoP total debt

standing at PkR22,130bn on Dec'17 vs. PkR19,653bn/PkR19,043bn in

Dec'16/Jun'16.

1HFY18 Fiscal Account

200

FY07  mo—

FY05  mm
FY06

1HFY18 1HFY17

PkRbn % of GDP PkRbn % of GDP YoY

Tax Revenue 2,027 5.6% 1,741 5.5% 16.4%
of which: FBR 1,734 4.8% 1,470 4.6% 18.0%
Non-Tax 358 1.0% 249 0.8% 43.3%
Total Revenue 2,384 6.6% 1,991 6.2% 19.8%
Current Expenditure 2,545 71% 2,242 7.0% 13.5%
of which: Mark up Payments 751 2.1% 647 2.0% 16.1%
Defence 393 1.1% 336 1.1% 17.0%
Development Expenditure 614 1.7% 497 1.6% 23.4%
Total Expenditure 3,161 8.8% 2,733 8.6% 15.7%
Staistical Discrepancy 20 - 57 - -
Budget Deficit (797) -2.2% (799) -2.5% -0.3%

Source: MoF & AKD Research
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outpacing 14%YoY growth in current expenditure, supporting the ongoing
economic growth momentum. The government relied heavily on external
borrowings to finance the deficit where net external financing stood at No Relief from remittances (US$mn)
PkR384bn (up by 59%Y0oY, Inclusive of the recent issuance of

Eurobond/Sukuk in Nov'17) while total budgeted amount for FY18 was o

estimated at PkR511bn (75% already utilized during 1HFY18). Domestic 1,600

borrowings for the period stood at PkR412bn, down 26%YoY in 1THFY18,

on account of higher PIB maturities. 1,100

CAD keeps worsening off: After a relative slowdown in the preceding 600

month, CAD for Jan'18 surged to US$1.62bn vs US$1.26bn in Dec'17 (up

28.7%MoM/4.0%YoY) which is primarily on account of higher trade deficit S

(up 20.6%MoM) coupled with limited support from remittances (down §852553338:88
4.9%MoM). Continuous increase in imports at US$4.87bn (+13.2%MoM)
likely on the back higher oil prices (avg. Arablight at US$67.7/bbl vs

Source: SBP & AKD Research

> x US$62.7/bbl in Dec'17) led to higher deficit with exports growth at 4.8%MoM
T N failing to counter the growth in imports. In addition to, slowdown in  Slippage is expected in Current Exp.
1] N‘ remittances in Jan'18 at US$1.64bn (vs US$1.72bn in Dec'17) further (Zf(;%”’ o
n 9 added on to pressure. 7MFY18F figures show a more bleak picture with . 5%
w deficit being recorded at US$9.16bn (4.7% of GDP), up 48.1%YoY (vs. ’ 30%
n _§ US$6.2bn in 7MFY17, 3.5% of GDP) - the highest since FY05. 4,000 25%
() . . . 3,000 A\ I 20%
! o Twin deficit risk to persist: Going forward, development expenditure is 000 l 15%
< g expected to scale up significantly over the second half of the year, in line ' I ! ‘ ‘ 10%
with historical trend as infrastructure spending picks pace (usually exceeds 1,000 I I I 5%
full utilization during election year). Moreover, slippages are expected on 0 o o - v < oo
back of: 1) current expenditure to overshoot as populist to take precedence cfrtttrttcrt
over fiscal discipline, 2) higher debt servicing cost on both external (relatively Source: SBP & AKD Research
expensive US$ where the currency depreciated by 4.7% in Dec'17) and o .
. i L. i i . Majority of PSDP disbursments
internal fronts (increase in interest rates with DR ending at 6.3% in FY18F), during the 2H (PkRbn)
3) revenue collection to remain below target particularly in the absence 1,000

of any substantial measures to enhance tax base and 4) non-materialization
of privatization proceeds (PkR50bn). In this regard, we expect fiscal deficit
to clock in at ~PkR2,177bn in FY18F (6.2% of GDP) missing GoP's target

of 4.1% of GDP. Similarly CAD is also expected to continue to surge, §;:v . o
expected to clock in at ~US$15.63bn in FY18F (4.9% of GDP) on the back Sk g S e
of: 1) rebound in oil prices (expected go up 18.5%YoY in FY18F), 2) higher T°RS s} % é
machinery and development related imports and 3) plateaued remittances -
(FY1 8F: growth of 1°/oYOY). Source: MoF & AKD Research
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Disclosure Section

Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.

The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.

Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
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an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.

We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.

Stock Ratings

Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions

Buy > 20% upside potential

Accumulate > 5% to < 20% upside potential
Neutral < 5% to >-5% potential

Reduce < -5% to > -20% downside potential
Sell < -20% downside potential
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Analyst Certification of Independence

The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.

The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.

Disclosure of Interest Area

AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
the investment concerned or a related investment.

Regional Disclosures (Outside Pakistan)

The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.

Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
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not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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