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Pakistan Economy
Fitch upgrades Pakistan to CCC+

Fitch Ratings has raised Pakistan's Long-Term Foreign-Currency Issuer Default
Rating (IDR) from 'CCC' to 'CCC+’. It is almost after a gap of seven months
(Dec’23: CCC) that Fitch has upgraded this rating of Pakistan. Following factors
led to the upgrade:

Enhanced external funding prospects

The upgrade signifies improved access to external funding, supported by a
new 37-month, USD7bn EFF agreement with the IMF.

To recall, in Jul'24, Pakistan reached a staff-level agreement with the IMF.

Before the IMF Board's expected approval by end-Aug, Pakistan needs to
secure funding assurances from bilateral partners, including Saudi Arabia, the
UAE, and China, totaling USD 4-5bn. This is considered achievable given
past support and recent fiscal measures.

Strong performance under the previous IMF arrangement helped reduce fiscal
deficits and boost foreign exchange reserves.

However, significant funding needs mean Pakistan remains vulnerable if key
reforms are not implemented.

Structural reforms

The new EFF aims to address structural issues in taxation, energy, and state-
owned enterprises.

It includes a goal to raise tax revenues by 3% of GDP, from under 9% in
FY24, with higher taxes on the agricultural sector to be legislated at the
provincial level.

Recent policy successes

Pakistan completed a 9M Stand-by Arrangement with the IMF in Apr'24.

Over the past year, it has increased taxes, reduced spending, and raised
prices for electricity, gas, and petrol.

Efforts to close the gap between official and parallel market exchange rates
have been effective.
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Exhibit: Pakistan - Credit Rating (Fitch)

Date Rating Outlook
Sep-15 B Stable
Jan-18 B Negative
Dec-18 B- Stable
Jul-22 B- Negative
Oct-22 CCC+ na
Feb-23 CCC- na
Jul-23 CCcC na
Dec-23 CccC na
Jul-24 CCC+ na

Source: Bloomberg, AHL Research
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Reduced external deficit

= The current account deficit (CAD) is forecast to remain around USD 4bn (1%
of GDP) in FY25,. up from USD 700mn in FY24.

= Economic and fiscal policies, lower commodity prices, and rupee depreciation
have contributed to this narrowing.

= FX shortages have eased with remittance inflows returning to official
channels.

Significant funding requirements

= Pakistan faces over USD 22bn in external public debt maturities in FY25,
including bilateral deposits and loans, Chinese commercial bank debt, and
multilateral creditor obligations.

= The government has identified over USD 24bn in gross external financing,
mainly from bilateral and multilateral sources.

Improved Reserves

= The SBP is rebuilding foreign exchange reserves, estimated at over USD
15bn in Jun’24, and expected to rise to nearly USD 22bn by FY26.

= The SBP's net liquid FX reserves also improved to over USD 9bn by Jun’24.
Fiscal Policy and Budget

» The FY25 budget, developed with IMF staff, aims for a 5.9% of GDP deficit
and a 2.0% primary surplus.

» Forecasts assume partial implementation, projecting a primary surplus of
0.8% of GDP and an overall fiscal deficit of 6.9% of GDP in FY25.

= The budget includes tax measures, increased SBP dividends, and larger
provincial surpluses.
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Exhibit: Fitch Rating Actions

Entry/Debt Rating Action
Long Term Issuer Default Rating CCC+ Upgrade
Short Term Issuer Default Rating C Affirmed

Local Currency Long Term

Issuer Default Rating CCC+ Upgrade
Local Currency Short Term )

Issuer Default Rating C Affirmed
Country Ceiling B- Affirmed

Source: Bloomberg, AHL Research
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What does ‘CCC+' reflect?

'CCC+' Long-Term Foreign Currency IDR reflects:
Political Challenges

= The February elections resulted in Prime Minister Shehbaz Sharif's party
holding only a slim majority in the National Assembly.

Implementation hurdles

= Pakistan has historically faced challenges in consistently adhering to IMF
programs, often falling short in implementing required reforms.

=  While there is currently an agreement on the need for reform, this resolve may
weaken as economic conditions improve.

Debt levels and stability

= Government debt decreased to 68% of GDP by FY24 due to high inflation,
even with rising domestic interest costs.

= Debt levels are expected to gradually decline with better economic growth and
fiscal surpluses.

ESG - Governance Challenges

= Pakistan has an ESG Relevance Score of '5' for political stability and
governance, indicating significant challenges in these areas according to the
World Bank Governance Indicators.
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Analyst Certification and Disclaimer

Analyst Certification: The research analyst(s) is (are) principally responsible for preparation of this report. The views expressed in this research report accurately reflect the personal views of the
analyst(s) about the subject security (ies) or sector (or economy), and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific
recommendations and views expressed by research analyst(s) in this report. In addition, we currently do not have any interest (financial or otherwise) in the subject security (ies). Furthermore,
compensation of the Analyst(s) is not determined nor based on any other service(s) that AHL is offering. Analyst(s) are not subject to the supervision or control of any employee of AHL’s non-research
departments, and no personal engaged in providing non-research services have any influence or control over the compensatory evaluation of the Analyst(s).

Equity Research Ratings
Arif Habib Limited (AHL) uses three rating categories, depending upon return form current market price, with Target period as June 2025 for Target Price. In addition, return excludes all type of taxes.
For more details, kindly refer the following table;

Rating Description

BUY Upside* of subject security(ies) is more than +15% from last closing of market price(s)
HOLD Upside* of subject security(ies) is between -15% and +15% from last closing of market price(s)
SELL Upside* of subject security(ies) is less than -15% from last closing of market price(s)

Equity Valuation Methodology

AHL Research uses the following valuation technique(s) to arrive at the period end target prices;
. Discounted Cash Flow (DCF)

] Dividend Discount Model (DDM)

Ll Sum of the Parts (SoTP)

] Justified Price to Book (JPTB)

Ll Reserved Base Valuation (RBV)

Risks: The following risks may potentially impact our valuations of subject security (ies);
= Market risk

= Interest Rate Risk

= Exchange Rate (Currency) Risk

Disclaimer: This document has been prepared by Research analysts at Arif Habib Limited (AHL). This document does not constitute an offer or solicitation for the purchase or sale of any security. This
publication is intended only for distribution to the clients of the Company who are assumed to be reasonably sophisticated investors that understand the risks involved in investing in equity securities.
The information contained herein is based upon publicly available data and sources believed to be reliable. While every care was taken to ensure accuracy and objectivity, AHL does not represent that it
is accurate or complete and it should not be relied on as such. In particular, the report takes no account of the investment objectives, financial situation and particular needs of investors. The information
given in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This information is subject to change without any
prior notice. AHL reserves the right to make modifications and alterations to this statement as may be required from time to time. However, AHL is under no obligation to update or keep the information
current. AHL is committed to providing independent and transparent recommendation to its client and would be happy to provide any information in response to specific client queries. Past performance
is not necessarily a guide to future performance. This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The user
assumes the entire risk of any use made of this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent evaluation of an
investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult his or her own advisors to determine the merits and risks of such
investment. AHL or any of its affiliates shall not be in any way responsible for any loss or damage that may be arise to any person from any inadvertent error in the information contained in this report.
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