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Pakistan Economy

IMF Programme

Pakistan closes in on the IMF Programme after Staff-Level Agreement

Pakistan has finally clinched a staff-level agreement with the IMF, with the successful conclusion of the combined 7th and 8th
reviews. The EFF loan has been extended until June 2023 and its size has been enhanced by US$1bn to US$7bn. Pakistan will
be able to obtain US$1.18bn upon the IMF Executive Board’s approval, which will help unlock additional funding and enable
Pakistan in overcoming the estimated external funding requirement of US$45bn until June 2023. We expect a more timely
Board approval, unlike the last time when it took nearly three months to release the tranche, as most prior actions appear to
have been taken already.

Budget implementation is key

The IMF requires a primary surplus of 0.4% of GDP. Despite revised tax measures targeting 29% higher collection in FY23, the revised
budget document only targets a primary surplus of 0.2% of GDP (see annexure). We believe this will largely require restraining current
expenditure (only up 5% in the budget) and perhaps further revenue generating measures, as also highlighted in the IMF communique.
Pakistan has historically seen heavy slippages on the primary surplus target, and it will have to demonstrate strong fiscal discipline (at
both the federal and provincial levels) if it is to remain compliant with the IMFs requirements, while duly focusing on social safety and
development projects.

Interest & exchange rates

The IMF has expressed satisfaction at the SBP’s recent 125bps increase in the Policy Rate to 15.0%, and continues to advocate a
proactive and prudent monetary policy. As a result, while domestic interest rates may arguably have peaked, the monetary easing cycle
may not commence until mid-2023, in our view. At the same time, the IMF has stressed upon the continued need to adhere to a market-
determined exchange rate. The current REER level of 93.6 suggests room for the PKR to strengthen to less than 200 vs. the USD, but
the gradual buildup of FX reserves may keep the exchange rate on the stickier side.

Power sector reforms

Pakistan witnessed a rise of PKR 850bn in circular debt in FY22. However, the subsidy allocated to the power sector has now been
reduced to a large extent. The ongoing gas price rationalization, along with expectations of a ¢.50% hike in the base electricity tariff will
enable Pakistan to slow down the accumulation of circular debt. As per the IMF, a quicker mechanism needs to be deployed to
overcome the administrative roadblocks that tariff revisions face.

Re-rating is overdue

The KSE100 has gained 2.4% (PKR terms) in the previous two trading sessions. Valuations continue to remain attractive where forward
P/E is 4.3x vs. the last 10yr average of 8.1x, and market capitalization-to-GDP is 13% vs. the last 10yr average of 19.4%. Risks
emanate from politics and an economy that has little shock absorption capacity. In this regard, the upcoming by-elections on 20 seats
vacated by the PTI in Punjab will give a sense of the popularity of incumbent government, although, a further test will come from the
IMF’s fresh requirement of enhancing governance and anticorruption measures. In the near-term, the resumption of the IMF programme
will help rescue Pakistan from the brink of default and continue the bounce in equities.

Pakistan has a legacy of primary surplus slippages
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Annexure

Federal Budget outlay envisages primary surplus of 0.2% of GDP

Pakistan Strategy

Receipts (PKRbn) FY22B FY22R FY23B %35 Fy23B Fysm  EXPenditure (PKR bn) FY22B  FY22R FY238 F\(("zws,f‘; F23B FY2R
FBR Tax Revenue 5829 6,050 7,004 7,470 7%  23% Interest Payments 3,060 3,144 3950 3,950 0%  26%
Direct Taxes 5829 6,000 7,004 7470 %  25% Pension 480 525 530 609 15%  16%
Non Tax Revenue 2080 1,315 2,000 1,935 3% A4T% Defence Affairs & Services 1,370 1,480 1,523 1,563 3% 6%
Gross Revenue 7909 7,365 9,004 9,405 4% 28% Grants and Transfers 1,168 1,090 1,242 1,174 -5% 8%
less: Provincial Share 3412 3541 4100 4,373 7%  23% Subsidies 682 1,515 699 664 5%  -56%
Net Revenue 4497 3824 4904 5,032 3%  32% Running of Civil Govt. 479 530 550 553 1% 4%
Provision for Pay & Pension 160 - 100 - n/a n/a
Provision for contingencies 25 - - n/a n/a
Provision for
Disaster/Emergency/COVID 100 232 100 195 %% -16%
Capital Receipts 1241 2508 1,996 1,996 0% -20% Current Expenditure 7,523 8,516 8,694 8,708 0% 2%
External Receipts 1,246 1,383 533 861 62%  -38% Federal PSDP 900 550 727 7271 0%  32%
Provincial Surplus 570 570 800 750 6%  32% Net Lending 64 67 81 144 78% 115%
Bank Borrowing 681 849 1172 843  -28% 1% Other Dev. Expenditure - n/a - - n/a n/a
Privatization Proceeds 252 - 96 96 0% n/a Development Expenditure 964 617 808 871 8%  M%
Total Receipts 8,487 91133 9,502 9,579 1% 5% Total Expenditure 8,487 92133 9,502 9,579 1% 5%
Federal budget deficit ~ (3,990) (5,309) (4,598) (4,547) - budget deficit % of GDP 6.0% -79% -59% -5.8%
Fiscal deficit (3,420) (4,739) (3,798) (3,797) - fiscal deficit % of GDP S51%  -71% -49% -4.9%
Primary deficit (360) (1,596) 152 153 - primary deficit % of GDP 05% -24% 02% 0.2%
Nominal GDP (PKRbn) 66,950 66,950 78,197 78,197
Source: Ministry of Finance, IMS Research
The revised Budget FY23 seeks foreign assistance of USD30bn
Foreign Assistance (PKRbn) FY21B FY21R FY22B  FY22R FY23B FY23R(IMF) FY23R(USDbn)
For PSDP 239 257 292 272 297 296 1.59
Outside projects 45 58 23 119 13 13 0.07
Program Loans 504 440 438 656 722 1,243 6.68
ADB 143 150 134 137 141 494 2.66
AllB 83 40 48 - - 84 0.45
IBRD 23 59 183 21 116 200 1.07
IDA 252 188 64 181 160 160 0.86
IFAD - 3 2 2 3 3 0.02
Time Deposits - - - - -
Pakistan Certificate - 307 303 303 1.63
OFID - - 8 9 - - -
Other Loans 1,436 1,532 1,995 2,881 2,134 3,994 21.47
IBD (Short-term) 165 129 160 232 223 223 1.20
Saudi Arabia (Oil facility) 70 149 0.80
Saudi Arabia (Short-term) 165 - - 530 149 558 3.00
Euro Bond/Int'l Sukuk 248 403 560 343 372 372 2.00
Commercial Banks 647 762 779 822 1,390 1,390 747
China Safe Deposits - 161 - 700 - 744 4.00
IMF Loan for Budgetary Support 211 77 496 184 - 558 3.00
Total Foreign Assitance 2,223 2,287 2,748 3,928 3,166 5,546 29.82

Source: Ministry of Finance, IMS Research
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Energy subsidies revised downward as reforms remain key

Subsidies (PKRbn) FY21B FY21R FY22B FY22R FY23B  FY23R(IMF)
Subsidy to WAPDA/PEPCO 124 350 511 989 490 455

IPPs - 136 434 180 180
Subsidy to Petroleum 10 12 20 377 71 4
Subsidy to KESC 16 16 85 83 80 80
Subsidy to USC 3 8 21 17 17
Subsidy to PASSCO 7 7 7 7 7
Subsidy to NFS&RD - - - - - -
Others* 50 37 53 38 34 34
Total Subsidies 209 430 682 1,515 699 664

Source: Ministry of Finance, IMS Research
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1, Wajid Rizvi certify that the views expressed in the report reflect my personal views about the subject securities. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations made in this report. | further certify that | do not have any beneficial holding of the specific securities that | have recommendations on in this report.

Buy Total return expectation of > 15% or expected to outperform the KSE-100 index
Neutral Total return expectation of > -5% or expected to match the return of KSE-100 index
Sell Expected downside of more than 5% or expected to underperform the KSE-100 index

*Based on 12 month horizon unless stated otherwise in the report.

Valuation Methodology: We use multiple valuation methodologies in arriving at a Target Price including, but not limited to, Discounted Cash Flow (DCF), Dividend Discount Model (DDM) and relative multiples based

valuations.

Risks: (i) Not applicable

Disclaimer: Intermarket Securities Limited has produced this report for private circulation only. The information, opinions, and estimates herein are not direct at, or intended for distribution to or use by, any person or entity
in any jurisdiction where doing so would be contrary to law or regulation or which would subject Intermarket Securities Limited to any additional registration or licensing requirement within such jurisdiction. The information
and statistical data herein have been obtained from sources we believe to be reliable where such information has not been independently verified and we make no representation or warranty as to its accuracy,
completeness, and correctness. This report makes use of forward looking statements that are based on assumptions made and information currently available to us and those are subject to certain risks and uncertainties
that could cause the actual results to differ materially. No part of the compensation of the author(s) of this report is related to the specific recommendations or views contained in this report.

This report is not a solicitation or any offer to buy or sell any of the securities mentioned herein. It is meant for information purposes only and does not take into account the particular investment objectives, financial
situation or needs of individual recipients. Before acting on any information in this report, you should consider whether it is suitable for your particular circumstances and, if appropriate, seek professional advice. Neither
Intermarket Securities Limited nor any of its affiliates or any other person associated with the company directly or indirectly accepts any liability whatsoever for any direct or consequential loss arising from any use of this

report or the information contained herein.

Subject to any applicable law and regulations, Intermarket Securities Limited, its affiliates or group companies or individuals connected with Intermarket Securities Limited directly or indirectly may have used the information
contained herein before publication and may have positions in, or may from time to time purchase or sell or have a material interest in any of the securities mentioned or may currently or in future have or have had a
relationship with, or may provide investment banking, capital markets and/or other services to, the entities mentioned herein, their advisors and/or any other connected parties.
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Third Party Research

This is third party research. It was prepared by Intermarket Securities Limited (IMS), with headquarters in
Karachi, Pakistan. Intermarket Securities Limited (IMS) is authorized to engage in securities activities
according to its domestic legislation. Intermarket Securities Limited (IMS) has sole control over the
contents of this research report.

Intermarket Securities Limited (IMS) is the employer of the research analyst(s) responsible for the content
of this report and research analysts preparing this report are resident outside the U.S. and are not
associated persons of any U.S. regulated broker-dealer. The analyst whose name appears in this research
report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority
(“FINRA") and, therefore, may not be subject to applicable restrictions under FINRA Rules on
communications with a subject company, public appearances and trading securities held by a research
analyst account.

None of the materials provided in this report may be used, reproduced, or transmitted, in any form or by
any means, electronic or mechanical, including recording or the use of any information storage and
retrieval system, without written permission.

Disclaimers

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this
report may present certain risks. The securities of non-U.S. issuers may not be registered with, or be
subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S.
securities or related financial instruments may be limited. Foreign companies may not be subject to audit
and reporting standards and regulatory requirements comparable to those in effect within the United
States. The value of any investment or income from any securities or related financial instruments
discussed in this report denominated in a currency other than U.S. dollars is subject to exchange rate
fluctuations that may have a positive or adverse effect on the value of or income from such securities or
related financial instruments.

Frontier and Emerging Market laws and regulations governing investments in securities markets may not
be sufficiently developed or may be subject to inconsistent or arbitrary interpretation or application. Frontier
and Emerging Market securities are often not issued in physical form and registration of ownership may not
be subject to a centralized system. Registration of ownership of certain types of securities may not be
subject to standardized procedures and may even be effected on an ad hoc basis. The value of
investments in Frontier and Emerging Market securities may also be affected by fluctuations in available
currency rates and exchange control regulations. Not all of these or other risks associated with the relevant
company, market or instrument which are the subject matter of the report are necessarily considered.

US Distribution

This Report is considered independent third-party research and was prepared by Intermarket Securities
Limited (FBD), with headquarters in Pakistan. The distribution of this Research is provided pursuant to
the exemption under Rule 15a-6(a)(2) and is only intended for an audience of Major U.S. Institutional
Investors (MUSIIs) as defined by Rule 15a-6(b)(4). This research is not a product of StoneX Financial
Inc.. Intermarket Securities Limited has sole control over the contents of this research report. StoneX
Financial Inc. does not exercise any control over the contents of, or the views expressed in, any research
reports prepared by Intermarket Securities Limited and under Rule 15a-6(a)(3), any U.S. recipient of this
research report wishing to effect any transaction to buy or sell securities or related financial instruments
based on the information provided in this research report should do so only through StoneX Financial
Inc. For any information, please contact Gene Turok. Under no circumstances should any U.S. recipient
of this research report effect any transaction to buy or sell securities or related financial instruments
through Intermarket Securities Limited.

Intermarket Securities Limited (IMS) is not registered as a broker-dealer in the United States and,
therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence
of research analysts. This research report is provided for distribution to “major U.S. institutional investors”
and other “U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-
6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’).

Distribution outside US

This report is not intended for distribution to the public and may not be reproduced, redistributed or
published, in whole or in part, for any purpose without the written permission of Tellimer. Tellimer shall
accept no liability whatsoever for the actions of third parties in this respect. This report is for distribution
only under such circumstances as may be permitted by applicable law.

This report may not be used to create any financial instruments or products or any indices. Neither
Tellimer, nor its members, directors, representatives, or employees accept any liability for any direct or
consequential loss or damage arising out of the use of all or any part of the information herein.

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or Professional
Clients (as defined in the FCA Handbook). The information herein does not apply to, and should not be
relied upon by, Retail Clients (as defined in the FCA Handbook); neither the FCA’s protection rules nor
compensation scheme may be applied.

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP (Dubai) which is
regulated by the Dubai Financial Services Authority (‘DFSA”). Material is intended only for persons who
meet the criteria for Professional Clients under the Rules of the DFSA and no other person should act
upon it.

Other distribution: The distribution of this report in other jurisdictions may be restricted by law and
persons into whose possession this document comes should inform themselves about, and observe, any
such restriction



