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The Islamic Republic of Pakistan Sovereign Credit Rating Report (2021)

Rating Action:

Local Currency Long-term

Issuer Rating: BBs

Foreign Currency Long-term

Issuer Rating: BBs

Outlook: Stable

Last Rating Action:

Local Currency Long-term
Issuer Rating: BBBs-

Foreign Currency Long-term
Issuer Rating: BBBs-

Outlook: Stable

Rating Date:

14 December, 2021
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Ratings Rationale

Fareast Credit Rating Co., Ltd. (FECR) has adjusted The Islamic Republic
of Pakistan’s (Pakistan’s) Local Currency Long-term Issuer Rating from
BBBs- to BBs and its Foreign Currency Long-term Issuer Rating from
BBBs- to BBs. The outlook is stable. The key drivers for the rating action

are the following:

In 2020, the COVID-19 pandemic caused Pakistan’s economy to contract
by 0.47%, its inflation to rise by 10.74%, and its unemployment rate to
increase to 4.5%. The agriculture sector grew, underpinned by demands
from China, while the industry and service sectors dropped, affected by the
epidemic. The risk of non-performing loans was accumulating, but the
capital adequacy ratio was ascending, supported by the increase of banks’
assets and profits. In 2020, Pakistan’s fiscal expenditure and revenue both
widened. The general government debts increased to 84.6% of GDP.
Pakistan’s exports boomed and foreign currency inflows supported its
current account surplus to reach a sixteen-year record level of 250 million
dollars, but the external debts pressure increased to 44.75% of GDP, driven
by the rapid accumulation of government external debts, and the payment

ability of current account incomes aggravated.

In 2021, Pakistan was faced with an unstable political situation with a
succession of demonstrations, conflicts, and terrorist attacks. The country’s
economy and labor market recovered, and the inflation rate fell. The risk of
non-performing loans alleviated. In 2021, the government maintained active
fiscal policies. The current account incomes fell back to deficits and the

external debts kept accumulating.

The stable outlook reflects our view that Pakistan’s recovering economy
can partly offset the credit risk resulting from the widening government
debts and external debts.
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Advantages:
1. In 2021, Pakistan has a recovering economy and strong export demands, which helps widening
governmental revenues.
2. Since 2020, Pakistan’s government has adopted active fiscal policies and easy monetary policies, which
supported the country’s economy and labour market.
Risks:
1. In 2021, Pakistan has been faced with an unstable political situation with a succession of demonstrations,
conflicts, and terrorist attacks.
2. In 2020, Pakistan’s inflation rate reached an eight-year highest level and the unemployment rate rose, which
harmed the country’s economy and stability.
3. Since 2020, Pakistan’s governmental expenditure has been rising, pushing up governmental debt and
resulting in greater repayment pressure.
4. In 2020, the external debts increased, driven by the rapid accumulation of government external debts.

Key Statistics:

Notes:

Nominal GDP (bill. $) (Fiscal year) 278.02 304.60 313.07 276.94 261.73
Real GDP growth (%) (Fiscal year) 456 522 5.53 2.08 -0.47
GDP per capita ($) (Fiscal year) 1436.37 1544.17 1557.89  1352.72 1254.86
CPI growth (%) 2.86 4.15 3.93 6.74 10.74
Unemployment rate (%) 5.96 6.02 5.55 4.08 4.50
Fiscal Balance/GDP*(%) (Fiscal year) 4.42 -5.76 -6.42 -8.96 -8.04
General Government Debt/GDP*(%) (Fiscal year) 67.65 67.06 72.08 85.30 87.56
Fiscal Revenue/General Government Debt (%) (Fiscal year) 22.94 23.18 21.10 15.19 17.33
Gross External Debt/GDP (%) 27.22 29.36 31.64 39.98 44.75
CAR/Gross External Debt*(%) 66.82 60.81 56.50 50.85 48.87
Foreign Exchange Reserves/Gross External Debt*(%) 29.10 20.64 11.95 14.98 15.81

1. A positive Fiscal Balance/GDP indicates a fiscal surplus and a negative one indicates a fiscal deficit. 2. General Government

Debt is defined as the total debt of the central, state, and local governments. 3. CAR is the abbreviation of Current Account Receipt. 4.

Foreign Exchange Reserves are defined as the official foreign exchange reserves.
Sources: IMF, World Bank, Wind.
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The rating methodology used is Sovereign Credit Rating Methodology (FECR-ZQ-V01-201909).

Ratings Score Snapshot:

Quantitative Sub-factor
Weighting Sub-factors Scores Score Conversion
Factors Weighting
Public Governance Ability 40%

Institutional and
Government Development

Governance 30% 10% 1.96
Ability
Strength
Government Risk-
50%
Resisting Capacity
5
The scale of the Economy 20%
Growth Dynamics 30%
Economic Strength 45% 2.12
Economic Prosperity 20%
Economic Stability 30%
Financial and Economic Diversity 50%
25% 0.79
Structural Strength Financial Stability 50%
Fiscal Capacity 30%
Fiscal Strength (Matrix) Debt Burden 30% 6.18 6
Debt Affordability 40%
External Capacity 30%
External Debt Burden 30%
External Strength (Adjustment) 4.99 5
External Debt
40%
Affordability
Basic Issuer Credit Rating BBs (Local Currency Long-term) BBs (Foreign Currency Long-term)
Qualitative Adjustment Factors Qualitative Adjustment Reasons
N.A. N.A. N.A.
Issuer Credit Rating BBs (Local Currency Long-term) BBs (Foreign Currency Long-term)

1. According to the risk level, scores are divided into 1 point (very low), 2 points (low), 3 points (relatively low), 4 points (average), 5 points (relatively
high), 6 points (high), 7 points (very high). The smaller the score, the lower the credit risk, and the higher the corresponding credit rating.
2. The qualitative adjustment factors are based on the local and foreign currency long-term issuer credit rating. Except for special circumstances, the

cumulative qualitative adjustment range does not exceed [-2,2] notches.
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FHRIEZE, I —LCAMEFFLEY G, BB, HAAK LRGP EZARES, FHREERR
B K ATATSHZ AT 2090 RF &, FRIp AR R B ETE . RBVABHERBUTIRE XE K&,
Bl REEER RS, CAMEBUTAHT ARLTRIGAL, 12218 2] £ 05k 269K fd,
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RZHT2AHAE 95 RILGDP ¥ K 2.7%, 5 LF RBHF. IR H L P KRy 2K BE L (8.37%),
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