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Recent episodes of volatility in emerging market currencies,
headlined by the Lira (38.6% depreciation in CY18TD), Indian Rupee
(8.9%), Argentine Peso (37.7%) and South Africa Rand (15.0%) have
elevated fears of a global financial contagion. This has partly been
fueled by strengthening of the dollar index (up 7.6% since Apr'18)
due to rising US interest rate profile accompanied by fiscal stimulus
(tax relief). Additionally, global factors including concurrent global
monetary tightening, higher oil prices, possible trade disputes on
top of heightened geopolitical tensions have raised serious concerns
over the stability of emerging economies, with economies reliant
on dollar borrowing are in the crosshairs. Closer to home, Pakistan's
ability to absorb external shocks in the event of a financial contagion
remains very low considering depleting reserves and external sector
woes. Within this view, strengthening of dollar index and rising
volatility of emerging market currencies reinforce our case of
another ~6.4% depreciation from current levels (parity at PkR133/US$
by Jun19).

KSE100 - Index
Current

42,446.56

Previous

42,637.59

Chg.

-0.45%

Mkt Cap. (PkRbn/US$bn)
Current

8,704 / 70.36

Previous

8,729 / 70.56

Chg.

-0.28%

Daily Turnover (mn)
Current

145.25

Previous

163.22

Chg.

-11.0%

Value Traded (PkRmn/US$mn)
Current

8,480 / 68.55

Previous

8,051 / 65.08

Chg.

5.3%

News and Views

47,000

440
45,000

385
330

43,000

275
220

41,000

165
110

39,000

55
0
Jul-18

Aug-18

Apr-18

May-18

Mar-18

Jan-18

Volume (LHS)

Feb-18

Dec-17

37,000
Oct-17

The Ministry of Energy (MoE) has been asked to finalize its evaluation
of the impact of US sanctions on Pakistans options for growth of economic
relations with Iran, particularly in the energy sector. The MoEs
recommendation would form part of the incoming governments economic
and trade relations abroad amid realignment of regional and international
relationships among major global powers, particularly in the aftermath
of US pulling out of nuclear deal with Iran.
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As per latest SBP statistics, Pakistans foreign debt and liabilities soared
around 14%YoY to US$95.097bn in FY18. Recent data shows that the
countrys public external debt amounted to US$75.357bn in June-end
compared to US$66.103bn a year earlier.
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The Islamabad High Court (IHC) has constituted a division bench to hear
a petition seeking Pakistan Tehreek-i-Insaf chairman Imran Khans
disqualification under Article 62 of the Constitution. The bench will be
headed by Justice Shaukat Aziz Siddiqui and will also comprise Justice
Athar Minallah.
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Economy: Turkish tensions rile the shores of emerging markets

KSE-100 Index

Haris Imtiaz
haris.imtiaz@akdsecurities.net
111-253-111 Ext:685

Important disclosures, including investment banking relationships and analyst certification at end of this report. AKD Securities does and seeks to do business with
companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of the
report. Investors should consider this report as only a single factor in making their investment decision.
Find AKD research on Bloomberg
(AKDS<GO>), firstcall.com
and Reuters Knowledge
UAN: 111-253-111

Copyright©2018 AKD Securities Limited. All rights reserved. The information provided on this document is not intended for distribution to, or use by, any person or entity in any jurisdiction
or country where such distribution or use would be contrary to law or regulation or which would subject AKD Securities or its affiliates to any registration requirement within such jurisdiction
or country. Neither the information, nor any opinion contained in this document constitutes a solicitation or offer by AKD Securities or its affiliates to buy or sell any securities or provide any
investment advice or service. AKD Securities does not warrant the accuracy of the information provided herein.

Our research is also available on ResearchPool (https://www.researchpool.com/provider/akd-securities)

research@akdsecurities.net | www.akdsecurities.net

AKD Securities Limited
Member Karachi Stock Exchange

Recent episodes of volatility in emerging market currencies, headlined
by the Lira (38.6% depreciation in CY18TD), Indian Rupee (8.9%),
Argentine Peso (37.7%) and South Africa Rand (15.0%) have elevated
fears of a global financial contagion. This has partly been fueled by
strengthening of the dollar index (up 7.6% since Apr'18) due to rising
US interest rate profile accompanied by fiscal stimulus (tax relief).
Additionally, global factors including concurrent global monetary
tightening, higher oil prices, possible trade disputes on top of
heightened geopolitical tensions have raised serious concerns over
the stability of emerging economies, with economies reliant on dollar
borrowing are in the crosshairs. Closer to home, Pakistan's ability
to absorb external shocks in the event of a financial contagion
remains very low considering depleting reserves and external sector
woes. Within this view, strengthening of dollar index and rising
volatility of emerging market currencies reinforce our case of another
~6.4% depreciation from current levels (parity at PkR133/US$ by
Jun19).
Turkish Lira: Recent escalation of the standoff between Turkey and US
with possible imposition of tariffs on Turkish steel and aluminum triggered
the fall of lira, plunging 13.7% in a single day. Although, the quantum of
effect of tariff remains relatively minimal (exports to US stands at ~5.5%
of total export receipts), the recent move in lira represents a fundamentally
weakened currency due to ongoing economic crisis along with
administration's inability to adopt corrective actions timely. The growth
at all cost agenda led to widening deficit (12 month rolling CAD estimated
to be over 6.5% of GDP) and rise in domestic inflation (standing at
15.85%YoY in Jul'18). Despite raising benchmark interest rates by 975bps
since Apr'18, it remained insufficient to counter escalating inflationary
pressures. Adding to its economic woes, growth remained primarily
financed through external debt standing US$467bn (55% of GDP) in
1QCY18. Concurrently, private sector turns out to be most vulnerable as
it bears 82.6% of total maturing short-term external debt stock of
US$180.6bn with likely spillover effects on entire European union.

Lira plunges as tension escalates

Risk of Financial Contagion: The fall in lira (38.6% in CY18TD), Indian
rupee (8.9%), Argentine Peso (37.7%) and South Africa Rand (15.0%)
raises serious concern of financial contagion. Although each case is
subject to idiosyncratic factors yet flight to safe yields propelling the dollar
index (up 7.6% since Apr'18) remains common to all. In this background,
global risk factors including a strong dollar, global monetary tightening,
higher oil prices, concern over possible trade war between the US and
China and heightened geopolitical tension could likely test stability of
emerging economies, with economies reliant on dollar borrowing being
most vulnerable. In this regard, as per World Bank, external debt stock
of emerging economies stood at US$6.88trn in 2016 (up 92.2% since
last financial crisis of 2008).

Strengthening dollar index
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Pakistan's External Flows
Projection (US$bn)
FY17A 9MFY18A FY19F
Debt Repayments

(6.26)

(3.53)

Interest Payments

(1.62)

(1.44)

(2.36)

Current Account

(12.62)

(12.08)
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Foreign Investment
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2.01

Capital Account
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0.29

(16.29)

(13.31)

Eurobond/Sukuk

1.00
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Paris Club

0.19

0.07
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Multilateral/Bilateral

2.97

2.02

3.50

External Financing

(7.53)

2.70
0.30
(22.12)
2.50

IMF

0.10

-

-

Commercial loans

4.37

1.72

4.00

Private sector external 4.14

1.00

2.00

China

1.59

1.22

1.50

Debt Inflows

14.36

8.53

13.75
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Pakistan faces its own challenges: In Pakistan's case, Rupee movements
have largely been reliant on the extent of central bank intervention, where
presently Pakistan's ability to absorb external shocks is very low considering
depleting reserves and external sector woes. In this backdrop, recent
bouts of currency volatility in other economies along with strengthening
of Dollar Index reinforce our case of another ~6.4% depreciation from
current levels in FY19F. Other catalyst for weakening parity includes
elevated CAD (5.4% of GDP in FY19F) along with sizable debt repayments
likely to push gross external financing to ~US$22bn. In this regard, we
estimate SBP FX reserves to shrink to <1 month of import cover by FY19end (excluding IMF financing facility). As such, any delay in materializing
sizable financial inflows (IMF financing facility) to stabilize depleting FX
reserves could possibly trigger currency depreciation beyond our estimates
of PkR133/US$.
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Disclosure Section
Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any
securities or other financial instrument and is for the personal information of the recipient containing general information only.
AKD Securities Limited (hereinafter referred as AKDS) is not soliciting any action based upon it. This report is not intended to
provide personal investment advice nor does it provide individually tailored investment advice. This report does not take into
account the specific investment objectives, financial situation/financial circumstances and the particular needs of any specific
person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and implementing
investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. AKDS recommends that investors independently evaluate particular investments and strategies and it
encourages investors to seek the advice of a financial advisor.
The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.
The securities or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible
to purchase or participate in some or all of them.

comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
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Reports prepared by AKDS research personnel are based on public information. AKDS makes every effort to use reliable,
report have not been reviewed by and may not reflect information known to professionals in other business areas of AKDS
including investment banking personnel. AKDS has established information barriers between certain business groups maintaining
complete independence of this research report.
This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any
proposed offering of securities or as agent of any issuer of any securities. Neither AKDS, nor any of its affiliates or their research
analysts have any authority whatsoever to make any representation or warranty on behalf of the issuer(s). AKDS Research
Policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by
an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
We have taken all reasonable care to ensure that the information contained herein is accurate, up to date, and complies with
all prevailing Pakistani legislations. However, no liability can be accepted for any errors or omissions, or for any loss resulting
from the use of the information provided as any data and research material provided ahead of an investment decision are for
information purposes only. We shall not be liable for any errors in the provision of this information, or for any actions taken in
reliance thereon. We reserve the right to amend, alter, or withdraw any of the information contained in these pages at any time
and without notice. No liability is accepted for such changes.
Stock Ratings
Different securities firms use a variety of rating terms as well as different rating systems to describe their recommendations. A
rating system which uses similar terms such as Buy, Accumulate, Neutral, Reduce and Sell is not equivalent to our rating system.
Investors should carefully read the definitions of all ratings used in each research report. In addition, research reports contain
information carrying the analyst's view and investors should carefully read the entire research report and not infer its contents
from the rating ascribed by the analyst. In any case, ratings or research should not be used or relied upon as investment advice.
An investor's decision to buy, sell or hold a stock should depend on individual circumstances (such as the investors existing
holdings or investment objectives) and other considerations. Please see our table below for ratings definitions which are based
on price returns.

Rating Definitions
Buy

> 20% upside potential

Accumulate

> 5% to < 20% upside potential

Neutral

< 5% to > -5% potential

Reduce

< -5% to > -20% downside potential

Sell

< -20% downside potential
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Analyst Certification of Independence
The analysts hereby certify that their views about the companies and their securities discussed in this report are accurately
expressed and that they have not received and will not receive direct or indirect compensation in exchange for expressing
specific recommendations or views in this report.
The research analysts, strategists or research associates principally having received compensation responsible for the preparation
of this AKDS research report based upon various factors including quality of research, investor client feedback, stock picking,
competitive factors and firm revenues.
Disclosure of Interest Area
AKDS and the authoring analyst do not have any interest in any companies recommended in this research report irrespective
of the fact that AKD Securities Limited may have, within the last three years, served as manager or co-manager of a public
offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report
or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to
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the investment concerned or a related investment.
Regional Disclosures (Outside Pakistan)
The information provided in this report and the report itself is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject AKDS
or its affiliates to any registration or licensing requirements within such jurisdiction or country.
Furthermore, all copyrights, patents, intellectual and other property in the information contained in this report are held by AKDS.
No rights of any kind are licensed or assigned or shall otherwise pass to persons accessing this information. You may print
copies of the report or information contained within herein for your own private non-commercial use only, provided that you do
not change any copyright, trade mark or other proprietary notices. All other copying, reproducing, transmitting, distributing or
displaying of material in this report (by any means and in whole or in part) is prohibited.
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