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Economic Overview for FY23 and FY24 Outlook

FY23 has been quite turbulent for the country due to heightened political uncertainty and challenging macro-econom-
ic environment. The commodity super-cycle hyperbolized by Russia-Ukraine war, acute balance of payments crisis
due to elevated loan repayments, and massive losses caused by devastating floods have resulted in record high infla-
tion. The successive highest ever YoY inflation outturns in recent months (CPI recorded at 36.4% and 38.0% in April-23
and May-23) and FX reserves that have fallen to a low of USD 4.1 billion, barely covering a month of imports, have
heightened the fears of severe economic stress. The IMF program also remained elusive during FY23 and expectations
are forming that a new program will be negotiated in FY24. The National Accounts Committee (NAC) reduced its
estimate of GDP growth for FY23 from an earlier estimate of 2.0% to 0.3% with further risk of downward revision once
final data for 4Q is available to the authorities.

Our key projections for FY24, built on resumption of IMF program, signal some improvement in key metrices such as
growth, inflation, and current account whereas timely elections (slated for October 2023) may also reduce political noise.
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due to rationalization in fuel prices (as and when sales tax is implemented on them), further increment in utility prices,
and the impact of expected wage price spiral. The continued PKR devaluation is also one big factor which will keep
prices downward sticky. So, despite high base effect, we expect inflation to range around 19.0-21.0% for FY24. Infla-
tion forecasted in their recent publications by the ADB and IMF is 15.0% and 21.9% respectively. Interest rates are
expected to remain elevated but stable during FY24.

Current Account: While FY22 saw current account deficit (CAD) of USD 17.4 billion, balance of payment crisis
due to elevated payments on financial account forced authorities to implement several measures to rein in CAD.
These included (i) increasing fuel prices; (ii) raising the policy rate by a cumulative 675 basis points; (iii) tightening
the prudential regulations for auto and consumer financing; (iv) increasing the cash reserve requirement (CRR) for
commercial banks; (v) imposition of 100 percent cash margin requirements on additional import items; and (vi)
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imposition of ban on import of over 500 luxury and non-
essential items. Steep adjustment was also made in the
currency to adjust the demand. As a result, CAD has
been brought under control and it stood at merely USD
3.3bn in TOMFY23. In terms of outlook for CAD, we

The current account deficit has decreased significantly as a
result of the central bank's restrictive policies

expect SBP curbs on imports to further ease off, which =0
will again lead to increase in imports. However, the

silver lining is the moderating trend in international 100
commodity prices. The Bloomberg Commodity Index ‘o

has recently fallen to around 99, for the first time since
January 2022, which bodes well for the country in
coming months. All things considered, we estimate CAD -
to range around USD 4-4.5 billion in FY23. For FY24,

we project the CAD to be around USD 5-6 billion.

mmm CAD (USD Bn)  =@=CAD as a % of GDP

IMF program and economic reforms are the key: The IMF
Source: SBP, NBP Funds Research

program has remained stalled despite Pakistan implement-
ing several demanded adjustments including 1) market-based exchange rate, 2) rationalization in power and gas
tariffs, 3) gradual increase in development levy on retail fuels, 4) new revenue measures to keep fiscal deficit under
control, 5) withdrawal of subsidies to various sectors. The stumbling block has been the external funding gap, which
as per IMF stands at around USD 6-8 billion. IMF & World Bank's spring meetings were held in Washington, where
the IMF Middle East and Central Asia Director, Jihad Azour, expressed confidence that Staff Level Agreement (SLA)
between Pakistan & the IMF would be signed soon. However, some media reports also suggest that Pakistan will nego-
tiate a new IMF program post budget. Regardless, the focus of the government must shift to long needed structural
reforms that include a) expanding the narrow tax base by taxing all sources of income including Agriculture & Real
estate at same rate, b) privatization of State Owned Enterprises, c) rationalization of current expenditures in favor of
development expenditures, d) improving governance standards and competence at all government levels, e) fiscal
consolidation by raising utilities tariff and reducing circular debt, and f) implementation of policies to promote exports
and curtail imports especially non-essentials, under a flexible exchange rate regime.

What lies ahead for the capital markets: Looking ahead, Valuations of Stock Market are attractive
we acknowledge heightened economic risks emanating | ., ... emeK(SE-100@mP /E Ratio mmmAverage P/E Ratio  KSE100 140
from delay in resumption of the IMF program, amidst abys- | ;40 e

mally low FX reserves and persistent inflation. Despite the | 00 120

challenges facing the economy, corporate profitability has | 000
so far remained resilient. During FY23, the listed corporate | _ 3500
sector is expected to post cumulative profit growth of | £ o0
around 18.0-20.0%. However, the burgeoning mac-
ro-economic challenges and the new budgetary measures
pose a risk to growth. That said, the ongoing wave of
buybacks and stock purchases by leading corporates and
sponsors in their respective industries also remain key
catalyst which have strengthened investors’ confidence in
select companies and sectors. Looking at fundamentals,
Price-to-Earnings Ratio (P/E) of market is at multi-year low
of around 3.8 times (earnings yield of around 26.3% as
against 10-yr PIB yield of 15.1%). Therefore, we advise investors with medium to long-term investment horizon to
build position in stock market through our NBP stock funds whereas risk averse investors can benefit from high interest
rate environment via our NBP Savings Funds and recently launched income plans, which are providing annualized
returns in vicinity of 20.0%.
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The current account deficit has decreased significantly as a
result of the central bank's restrictive policies
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