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Pak Economy: External financing pressures come to the fore
IMF in its recent PPM report highlighted risks to Pakistan's debt
sustainability in medium-term and capacity to mobilize additional
financing at favorable rates (on account of rising global interest
rates). In this regard, the fund projects gross financing needs at
US$24.5bn for FY18F (7.5% of GDP) with external debt to reach
US$93.3bn by Jun'18 (28.5% of GDP vs 27.3% in FY17), primarily
on the back of: 1) rising CAD projected at US$15.7bn in FY18F (4.8%
of GDP) driven by CPEC related outflows, 2) increasing external
debt servicing at US$6.3bn (26.2% of exports vs 30.2/22.2% in
FY17/16) and 3) declining FX reserves despite borrowing from the
international markets. Additionally, IMF estimates gross FX reserves
at US$12.1bn (2.7x import cover) by Jun'18 against SBP target of
US$12.5bn. However, based on Assessing Reserves Adequacy
matric (ARA EM), Pakistan's total liquid reserves stand at 50% of
ARA vs. IMF's benchmark of 100-150% signifying reserves' inability
to provide adequate capacity for the country to respond to adverse
economic shocks. On the other hand however, the market implied
risk-neutral sovereign probability of default stands quite low at
~6.5% (CDS spread at 342bps vs avg. spread of 1100bps in CY11
when debt to GDP stood at 30%). Going forward, with declining FX
reserves we believe capacity to maintain US$/PkR parity remains
limited where using time-series econometric analysis we forecast
currency to depreciate by 7% by end CY18.
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News and Views

As per latest PBS data, large scale manufacturing (LSM) sector in Jan'18
registered a robust 9.44%YoY growth on the back of increasing cement
and steel consumption along with rising auto sale.
As per latest data reported by SBP, net foreign direct investment (FDI)
in Feb'18 has increased to US$340.8mn (+132%YoY). Cumulatively, net
FDI during 8MFY18 rose 15.6%YoY to US$1.94bn.
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The gov't is planning to withdraw certain regulatory duties on the import
of items under SRO # 1035(1)/2017 issued by the Federal Board of
Revenue (FBR) on the recommendations of the stakeholders and review
committee.
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The gov't is reportedly in contact with friendly countries to raise
US$2/US$3bn to meet international obligations. In this regard, initially
two friendly countries have been contacted and the response was
optimistic. As per the arrangement being negotiated with a friendly
country, a trusted friend of Pakistan has assured of depositing about
US$2bn in its account as safe deposit as was done in 2000.
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Pak Economy: External financing pressures come to the fore
IMF in its recent PPM report highlighted risks to Pakistan's debt
sustainability in medium-term and capacity to mobilize additional
financing at favorable rates (on account of rising global interest
rates). In this regard, the fund projects gross financing needs at
US$24.5bn for FY18F (7.5% of GDP) with external debt to reach
US$93.3bn by Jun'18 (28.5% of GDP vs 27.3% in FY17), primarily on
the back of: 1) rising CAD projected at US$15.7bn in FY18F (4.8% of
GDP) driven by CPEC related outflows, 2) increasing external debt
servicing at US$6.3bn (26.2% of exports vs 30.2/22.2% in FY17/16)
and 3) declining FX reserves despite borrowing from the international
markets. Additionally, IMF estimates gross FX reserves at US$12.1bn
(2.7x import cover) by Jun'18 against SBP target of US$12.5bn.
However, based on Assessing Reserves Adequacy matric (ARA EM),
Pakistan's total liquid reserves stand at 50% of ARA vs. IMF's
benchmark of 100-150% signifying reserves' inability to provide
adequate capacity for the country to respond to adverse economic
shocks. On the other hand however, the market implied risk-neutral
sovereign probability of default stands quite low at ~6.5% (CDS
spread at 342bps vs avg. spread of 1100bps in CY11 when debt to
GDP stood at 30%). Going forward, with declining FX reserves we
believe capacity to maintain US$/PkR parity remains limited where
using time-series econometric analysis we forecast currency to
depreciate by 7% by end CY18.
Debt sustainability at risk: IMF highlighted Pakistan debt sustainability
as a key macroeconomic challenge on: 1) rising CAD projected at
US$15.7bn in FY18F (4.8% of GDP) driven by CPEC related outflows, 2)
increasing external debt servicing at US$6.3bn in FY18F (26.2% of exports
vs 30.2%/22.2 in FY17/16), and 3) declining FX reserves despite borrowing
from the international markets. In this backdrop, the fund estimates gross
external financing need for FY18F at US$24.5bn (7.5% of GDP) and
external debt to reach US$93.3bn (28.5% of GDP) by Jun'18. With these
estimates, IMF expects SBP FX reserves to reach US$12.1bn (2.7x import
cover) against the SBP target of maintaining reserves at US$12.5bn. In
this regard we expect gross external financing to stand at US$21.2bn
given CAD estimate of US$15.7bn (in line with the IMF) and total external
debt servicing US$6.4bn (with remaining debt serving of US$3.7bn in
2HFY18). Moreover, subject to timely materialization of foreign inflows
estimated at ~US$11.8bn, SBP FX reserves are expected to clock at
US$10.9bn (2.4x of import cover).
Reserves adequacy matric: IMF employs ARR EM matric in order to
estimate the level of reserves to provide adequate capacity for the country
to respond to adverse economic shocks and prevent disorderly market
www.akdsecurities.net
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IMF ARA EM Matric
Pakistan
India*
Indonesia*
Malaysia*

Reserves/ARA Matric
50%
156%
140%
90%

Thailand*

170%

Turkey*

271%
* These are IMF estimates for 2017
Source: IMF & AKD Research

02

AKD Securities Limited
Member Karachi Stock Exchange

Monday, Mar 19, 2018

AKD Daily

Outlook: Going forward, IMF highlights vulnerability of external debt
sustainability to current account and exchange rate shocks. Moreover,
mobilization of additional external financing at favorable rates remains
challenging, in the backdrop of rising international interest rates. On the
other hand, with declining FX reserves, we believe the capacity of SBP to
maintain US$/PkR parity remains limited. In this regard, using time-series
econometric analysis accounting for key drivers including: 1) FX reserves,
2) inflation differential and 3) interest rates, we estimate US$/PkR parity
to depreciate by 7% by the end CY18.
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conditions under economic distress making use of: 1) short term external
debt, 2) other external liabilities, 3) broad money and 4) exports earnings.
Under this methodology, Pakistan's total liquid reserves stand at 50% of
ARA vs. IMF's benchmark of 100-150% signifying reserves' inability to limit
the risk of market dysfunction from shortage of FX currency. That said,
market implied risk neutral sovereign probability of defaults remains quite
low at ~6.5% estimated from CDS spread standing at 342bps (vs avg.
.
spread of 1100bps in CY11 when debt to GDP stood at 30%).

Source: Bloomberg & 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.
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
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
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
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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
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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