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State Bank has
raised rates twice
in Q1-2019 and
may continue to
do so. We maintain
our liking for short to
medium tenor
government bonds.

Pakistan equity
market can
rebound for the
short term based
on attractive
valuations.
However we remain
cautiously bullish
for the long run.

The economic cycle

This reflects the views of Wealth Management Pakistan

So far an IMF
programme has
been difficult to
reach. We expect
further PKR
adjustments.
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Macro overview
The economic cycle

IMPLICATIONS

•

GDP growth likely to soften in FY19, but domestic demand will provide
some support.

•

To stabilize the economy SBP is expected to remain on course of
monetary tightening along with further PKR adjustments and fiscal
consolidation.

•

PK equities may recover in the near term if economic indicators show
signs of stabilization, however delay in IMF bailout and CPEC related
projects, political uncertainty and balance of payments issues are key
risks that would significantly alter this outlook.

FOR INVESTORS

GDP growth is expected to slow
down in FY19 from 5.8% in FY18
as authorities take measures for
macroeconomic adjustments

IMF programme likely delayed
not derailed
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CPEC related projects and
domestic demand will continue to
positively drive the business
sentiment
and
economic
activities

Figure 1

Macro adjustments slow economic growth
Government is expected to enter into an IMF programme in Q2-2019; conditions
are likely to include further macro adjustments and PKR deprecation to address
country’s twin deficits.
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As authorities take corrective measures to stabilize the economy we expect the
growth to considerably slow down in FY19 vs. 5.8% in FY18. However we believe
firm domestic demand and projects under China Pakistan Economic Corridor will
support growth and economic activity in the medium term.
So far the government has not been able to curtail Pakistan’s fiscal deficit which
rose to 2.7% of GDP in first half of FY19 compared to 2.2% of GDP during the
same period of the last fiscal year. Due to domestic and foreign debt servicing
along with federal and provincial spending country’s fiscal deficit is projected
between
6-7%
of
GDP
in
FY19,
from
6.6%
in
FY18.
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The State Bank of Pakistan has been on course of monetary tightening since Jan
2018. In its recent monetary policy meeting held on Friday 29th March 2019, the
SBP raised interest rates by 50basis points, higher than the 25bps increase in
previous meeting in Jan 2019. So far SBP has raised 425bps since Jan 2018 &
75bps in Q1-2019 alone. SBP is likely to stick to a tight monetary stance in 2019
to control aggregate demand, inflationary pressures and deteriorating fiscal deficit.

GDP growth likely to slow down in FY19
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Bond yields increasingly attractive

Side by side Inflation has risen considerably in FY19 and
may continue to rise in the near term as a result of higher
customs and regulatory duty on a range of imported items,
rising oil and energy prices following the PKR’s depreciation.

Figure 3
KSE100 Index trading below key resistance level of 40,000pts
KSE100 index and Volume (RHS)
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The pace of rising inflation and interest rates may gradually
slow down in the second half of the year as policy makers
engineer a soft landing for the economy. However more than
forecasted increase in inflation or oil prices and widening
fiscal deficit are key risks to the bond markets.

PK equities may recover in the near term if economic
indicators show signs of stabilization, however delay in IMF
bailout and CPEC related projects, political uncertainty and
balance of payments issues are key risks that would
significantly alter this outlook.

Figure 2
Inflation likely to rise going forward
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SBP’s tight monetary stance has facilitated PKR bond yields
to become increasingly attractive offering a significant risk
free return (1yr bond is offering a yield of 11.2%).

Pakistan CPI y/y and SBP discount rate (FY average)
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PK Equities attractive valuations: near term
growth outlook at risk
KSE100 Index posted a return of 4.3% in Q1-2019. The local
bourse managed to stay in green after securing support
package from UAE & Saudi Arabia. Corporate earnings
announcement turned out to be a mixed bag throughout Q12019 and added to market volatility.
Average traded volume decreased in the first quarter of 2019
as investors shy away from the stock market due to delay in
IMF programme, risk of downgrade to frontier markets and
vibes of economic slowdown in the country. In line with our
expectations foreigners were net buyers in the first quarter of
2019.

This reflects the views of Wealth Management Pakistan

Pakistan’s current account deficit narrowed 22.5% to
US$8.844 billion during the first eight months (Jul-Feb) of the
current fiscal year of 2019 owing to decrease in import bill as
well as increase in exports and home remittances . Current
account deficit shrunk US$2.57 billion from US$11.42 billion
during the corresponding period a year earlier.
More over in absence of an IMF programme allies of
Pakistan like (China, Saudi Arabia and UAE) have provided
external financing that has supported SBP’s FX reserves.
While these are welcome signs, the balance of payments
issue is far from over and Pakistan will likely enter into an
IMF programme in Q2-2019. We expect further PKR
weakness under an IMF programme.

3

Standard Chartered Bank
Pakistan Market Outlook | 29 May 2019

21 Disclosure appendix
THIS IS NOT A RESEARCH REPORT AND HAS NOT BEEN PRODUCED BY A RESEARCH UNIT.
This document is not research material and it has not been prepared in accordance with legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. This document does not necessarily represent the
views of every function within Standard Chartered Bank, particularly those of the Global Research function.
Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18. The Principal Office of the Company is
situated in England at 1 Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and regulated by
the Financial Conduct Authority and Prudential Regulation Authority.
Banking activities may be carried out internationally by different Standard Chartered Bank branches, subsidiaries and affiliates (collectively “SCB”) according to
local regulatory requirements. With respect to any jurisdiction in which there is a SCB entity, this document is distributed in such jurisdiction by, and is attributable
to, such local SCB entity. Recipients in any jurisdiction should contact the local SCB entity in relation to any matters arising from, or in connection with, this
document. Not all products and services are provided by all SCB entities.
This document is being distributed for general information only and it does not constitute an offer, recommendation or solicitation to enter into any transaction or
adopt any hedging, trading or investment strategy, in relation to any securities or other financial instruments. This document is for general evaluation only, it does
not take into account the specific investment objectives, financial situation or particular needs of any particular person or class of persons and it has not been
prepared for any particular person or class of persons.
Investment involves risks. The prices of investment products fluctuate, sometimes dramatically. The price of investment products may move up or down, and may
become valueless. It is as likely that losses will be incurred rather than profit made as a result of buying and selling investment products. You should not rely on
any contents of this document in making any investment decisions. Before making any investment, you should carefully read the relevant offering documents and
seek independent legal, tax and regulatory advice. In particular, we recommend you to seek advice regarding the suitability of the investment product, taking into
account your specific investment objectives, financial situation or particular needs, before you make a commitment to purchase the investment product.
Opinions, projections and estimates are solely those of SCB at the date of this document and subject to change without notice. Past performance is not indicative
of future results and no representation or warranty is made regarding future performance. Any forecast contained herein as to likely future movements in rates or
prices or likely future events or occurrences constitutes an opinion only and is not indicative of actual future movements in rates or prices or actual future events or
occurrences (as the case may be). This document has not been and will not be registered as a prospectus in any jurisdiction and it is not authorised by any
regulatory authority under any regulations.
SCB makes no representation or warranty of any kind, express, implied or statutory regarding, but not limited to, the accuracy of this document or the
completeness of any information contained or referred to in this document. This document is distributed on the express understanding that, whilst the information in
it is believed to be reliable, it has not been independently verified by us. SCB accepts no liability and will not be liable for any loss or damage arising directly or
indirectly (including special, incidental or consequential loss or damage) from your use of this document, howsoever arising, and including any loss, damage or
expense arising from, but not limited to, any defect, error, imperfection, fault, mistake or inaccuracy with this document, its contents or associated services, or due
to any unavailability of the document or any part thereof or any contents.
SCB, and/or a connected company, may at any time, to the extent permitted by applicable law and/or regulation, be long or short any securities, currencies or
financial instruments referred to on this document or have a material interest in any such securities or related investment, or may be the only market maker in
relation to such investments, or provide, or have provided advice, investment banking or other services, to issuers of such investments. Accordingly, SCB, its
affiliates and/or subsidiaries may have a conflict of interest that could affect the objectivity of this document. This docum ent must not be reproduced, forwarded or
otherwise made available to any other person without the express written consent of SCB, nor should it be distributed into any other jurisdiction unless permitted by
the local laws and regulations of that jurisdiction. Neither SCB nor any of its directors, employees or agents accept any li ability whatsoever for the actions of third
parties in this respect.
Copyright: Standard Chartered Bank 2018. Copyright in all materials, text, articles and information contained herein is the property of, and may only be reproduced
with permission of an authorised signatory of, Standard Chartered Bank. Copyright in materials created by third parties and the rights under copyright of such
parties are hereby acknowledged. Copyright in all other materials not belonging to third parties and copyright in these materials as a compilation vests and shall
remain at all times copyright of Standard Chartered Bank and should not be reproduced or used except for business purposes on behalf of Standard Chartered
Bank or save with the express prior written consent of an authorised signatory of Standard Chartered Bank. All rights reserved. © Standard Chartered Bank 2018.
Standard Chartered Private Bank is the private banking division of SCB. Private banking activities may be carried out internationally by different SCB legal entities
and affiliates according to local regulatory requirements. Not all products and services are provided by all SCB branches, subsidiaries and affiliates. Some of the
SCB entities and affiliates only act as representatives of the Standard Chartered Private Bank, and may not be able to offer products and services, or offer advice
to clients. They serve as points of contact only.

Country and Area Specific Disclosures:
Pakistan: This document is being distributed in Pakistan by, and attributable to Standard Chartered Bank (Pakistan) Limited having its registered office at PO Box
5556, I.I Chundrigar Road Karachi, which is a banking company registered with State Bank of Pakistan under Banking Companies Ordinance 1962 and is also
having licensed issued by Securities & Exchange Commission of Pakistan for Security Advisors. Standard Chartered Bank (Pakistan) Limited acts as a distributor
of mutual funds and referrer of other third party financial products.
THIS IS NOT A RESEARCH REPORT AND HAS NOT BEEN PRODUCED BY A RESEARCH UNIT.

