Pakistan Economy
No change - No surprise
24-Nov-20
 In a widely anticipated move, SBP kept the benchmark interest rate stable
at 7%.
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 Real GDP growth target for the economy has been revised to a shade
above 2% which is significantly higher than IMF’s (1.0%) and WB’s (1.3%)
growth targets but in line with ours (1.9%).
 SBP was also appreciative of significant strides made towards improving
the current account balance which currently stands at a surplus of
USD1.2bn and expects FY21 to close with a deficit of below 2% of GDP
 SBP also touched down on improved fiscal discipline as the country
posted a primary surplus of 0.6% of GDP during 1Q. However, bloated
debt servicing cost has kept the headline deficit number to 1.1% of GDP.
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 The central bank also reiterated its confidence in meeting the inflation
target of 7% - 9% during FY21 and expect the supply side pressures to be
gradually adjusted over the coming months.
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Benchmark interest rates kept steady at 7.0%: In a move that was widely
anticipated by the street, the central bank kept benchmark interest rates
stable at 7.0%. The central bank shed light on nascent recovery in domestic
demand owing to various stimulus packages offered to business in the wake of
COVID-19. Consequently, the real GDP is expected to grow by a shade above
2% which is in line with our own growth outlook of 1.9% but significantly
higher than IMF’s (1%) and World Bank’s (1.3%). The risk highlighted in this
regard is rebound in COVID-19 cases.
Inflation target maintained between 7% - 9%: Though the headline inflation
over the last few months showed more than one out-turns on higher side, the
trend is likely to ease off in the coming months owing to several mitigating
factors. Firstly, the supply side pressures in food prices are expected to be
alleviated as the new crops (of food items like tomatoes) hit the market. Also,
the GoP has put in place various administrative measures in order to
discourage hoarding of food items such as sugar and wheat which has resulted
in a visible correction in prices of these items.
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Robust improvement in CAD: Visible improvement in current account balance
were observed where 1QFY21 recorded first quarterly surplus in more than
five years. Four successive monthly surpluses resulted in a cumulative CAS of
USD1.2bn against a deficit of USD1.4bn during SPLY. The turnaround was made
possible due to i) a record growth in remittances(up 27%YoY) and ii) improved
trade balance as exports gradually recovered to their pre-COVID monthly level
of around USD2bn (during September and October); imports meanwhile
remained subdued owing to lackluster domestic demand and low global oil
prices. Resultantly, with SBP’s foreign exchange reserves increased to
USD12.9bn, sufficient to cover 3 months of imports.
Investment perspective: Notwithstanding the risks posted to economic activity
by a rebound in COVID-19 cases, the local economy is taking nascent steps
towards stabilization. Unlike in past, this recovery has been fuelled by
improvement in current account which is a step towards sustainable growth.
SBP prudently allowed the room for this recovery to continue by keeping rates
stable at 7% which will likely be positively received by the market.
.
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