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 Macro statistics paint tough time ahead  
Macro headwinds driven by the oil price storm and global credit squeeze clearly 
indicate a tough time ahead. And uncertain domestic politics aren’t helping to 
mitigate the external account vulnerability. Liquidity conditions have massively 
deteriorated lately due to the sustained surge in trade deficit and in turn high 
current account deficit. To ensure medium-term macro stability, Pakistan must 
reduce domestic demand pressures, fiscal deficit, and top up foreign exchange 
reserves through aggressive privatization and FDI inflow. We expect pressure on 
the rupee exchange in the absence of foreign inflows and hence expect an 
average exchange rate of PRs70-72/US$ in FY09, compared with our earlier 
estimate of PRs64.70/US$. 

Trade deficit reached 13.0% of GDP 
Pakistan’s trade deficit has reached 13.0% of GDP (to US$20.74bn) in FY08, 
hitting double digits for the first time since 1996. As per Federal Bureau of 
Statistics, Pakistan’s import bill reached US$39.96bn (up 31% YoY), while export 
receipts surged to US$19.22bn (up 13.0% YoY). Higher import growth has led the 
trade deficit to widen by 53% YoY and in turn is expected to increase Pakistan’s 
current account deficit to US$13.0bn (or 8.1% of GDP), the highest in the last 
decade. Going forward, we expect Pakistan’s trade deficit to remain double digit 
at US$20bn and current account deficit at US$14.0bn (assuming US$106/bbl oil 
price in FY09). At US$150/bbl average price scenario, Pakistan’s trade deficit 
could touch US$25bn and C/A deficit could hit US$19.0bn. That would further 
increase the vulnerability of Pakistan’s external account and currency.  
Table 1: Pakistan key macro statistics vs. the region  
    as % of GDP   
 Fx  res (US$ mn) Import cover Oil Subsidy (US$ bn) Bud bal Ext Debt Inflation (%) GDP (%) 
China 1,796,960 20.2 76 0.7 11.5 6.9 10.9 
Hong Kong 159,000 47.9 0 6.3  3.9 6.0 
India 314,614 15.3 58.9 -5.3 20.1 6.2 8.1 
Indonesia 57,464 -- 26 -1.5 31.6 9.1 6.3 
Korea 258,199 7.8 0 3.8 39.9 4.2 4.8 
Malaysia 125,191 9.6 8 -2.8 29.3 3.1 6.0 
Pakistan  11,250 3.2 2.57 -7 27.8 12.0 5.8 
Philippines 36,233 7.4 0 -1.5 38.1 7.5 5.0 
Singapore 175,802 15.1 0 3.4  5.7 6.3 
Taiwan 290,070 15.5 0 -1.1 24.7 3.4 5.0 
Thailand 108,944 8.2 0 -0.9 25.1 5.4 5.0 
Source: Merrill Lynch and KASB 

Pakistan is more vulnerable than its regional peers to oil shocks (Table 1). 
However, we believe Pakistan can weather the shock through aggressive 
privatization, Saudi oil facilities, current transfers from the US on the war against 
terrorism, budgetary support from China and GCC countries, and multilateral 
loans from IFIs.       

 
Country Overview 

 

  
Economics | Pakistan  
10 July 2008 

 
 

 

 Muzammil Aslam 
Economist 
KASB Securities  
  

 

  

 
 
Chart 1: Trade deficit as % of GDP 
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Special Disclosures 
This report is issued and distributed outside Pakistan solely by Merrill Lynch. 
KASB Securities is not licensed to provide advisory services outside Pakistan. 
Investors should contact their Merrill Lynch representative if they have questions 
concerning this report. 
    

 



   Economics   
 10 Ju ly  2008    

 

 3

Important Disclosures   
      
 

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill 
Lynch, including profits derived from investment banking revenues.   
 
Other Important Disclosures 
 
 

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): 
MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets 

(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd; 
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch 
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill 
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch 
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill 
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch 
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, 
Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Zürich rep. 
office): MLPF&S Incorporated Zürich representative office. 

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in 
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing 
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and 
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer 
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is 
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in 
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP 
Merrill Lynch Limited; and is issued and distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd 
(Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte 
Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this 
report in Australia. No approval is required for publication or distribution of this report in Brazil. 

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin. 
Copyright, User Agreement and other general information related to this report: 
Copyright 2008 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and 

may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch 
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of 
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report 
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including 
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than 
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no 
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility 
arising out of or in connection with any such referenced website. 

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal 
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may 
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies 
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income 
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may 
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial 
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on 
their particular circumstances from an independent tax professional. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition, 
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk. 

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf.   


	Special Disclosures
	Important Disclosures
	Other Important Disclosures

