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Interest rate hike in the confluence with an unexpected currency
adjustment took toll on the market with the KSE-100 index losing
1.5% in market capitalization. Economic concerns pertaining to
the escalating external imbalance and consequent slippage in
FX reserves, rising fiscal deficit and buildup of inflationary
pressures have come to the fore reinforcing the view of imminent
entry into another IMF program. The recent round of devaluation
marks the fourth currency adjustment in the last eight months
where we expect further volatility until IMF program (base case
PkR/US$ parity at 133 by Jun'19). In this backdrop, we expect
currency devaluation to emerge as a key investment theme
benefitting exporting (Textiles and IT) and dollar hedged (IPPs,
E&Ps) sectors. As an extended advantage, Commercial Banks
should also stand to benefit from consequent increase in interest
rates while Cements, Fertilizer, Pharmaceuticals and Autos are
expected to suffer on higher input costs. Our preferred plays
include MCB, HBL, OGDC, NML, HUBC and LUCK.
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News and Views

The SBP on Monday imposed 100% cash margin on the imports of 131
mostly non-essential items for the consumers in its latest attempt to curb
a hefty trade deficit that is depleting foreign exchange reserves at a
faster pace.
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ADB on Monday agreed to loan US$200mn to a new fund set up by the
government to reduce socioeconomic and fiscal vulnerability to natural
hazards, while the lender committed another US$1bn for the initiative
over the next decade.
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The CDWP has deferred 17 projects for the approval of the next elected
government as the interim government was not mandated to approve
new projects or projects with extended scope of work or cost escalation.
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The FBR announced that it has received data of all immovable properties
owned by Pakistanis in the UK from tax authorities there. The data was
received with the assistance of OECD and UK Tax Authorities, a short
three-line press release issued by the FBR announced.
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Currency adjustment signifies external imbalance: SBP allowed
currency parity to drift further ending at PkR128/US$ in the interbank
market -implying ~5.0% depreciation. This marks the fourth round of
currency adjustment in the last eight months with PkR losing cumulative
18.4% against the greenback (PkR devalued 14.0% in FY18). Currency
adjustment along with 100bps hike in interest rate over the weekend was
primarily done to neutralize weakness on the BoP front and counter
increased demand within the economy. With regards to the external
sector, the current account deficit has reached 5.5% of GDP in 11MFY18
- the highest in the last eight years- on account of growing trade deficit
(up 19.1%YoY). This has subsequently led to a sharp drawdown in FX
reserves (SBP FX reserves down US$4.6bn in CY18TD) limiting the
SBP's ability to maintain currency parity.
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Interest rate hike in the confluence with an unexpected currency
adjustment took toll on the market with the KSE-100 index losing
1.5% in market capitalization. Economic concerns pertaining to the
escalating external imbalance and consequent slippage in FX
reserves, rising fiscal deficit and buildup of inflationary pressures
have come to the fore reinforcing the view of imminent entry into
another IMF program. The recent round of devaluation marks the
fourth currency adjustment in the last eight months where we expect
further volatility until IMF program (base case PkR/US$ parity at 133
by Jun'19). In this backdrop, we expect currency devaluation to
emerge as a key investment theme benefitting exporting (Textiles
and IT) and dollar hedged (IPPs, E&Ps) sectors. As an extended
advantage, Commercial Banks should also stand to benefit from
consequent increase in interest rates while Cements, Fertilizer,
Pharmaceuticals and Autos are expected to suffer on higher input
costs. Our preferred plays include MCB, HBL, OGDC, NML, HUBC
and LUCK.
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Rupee Outlook: With the caretaker setup failing to materially boost FX
reserves (current repatriation under amnesty scheme at just US$40mn
reportedly), we expect currency to remain volatile in the short run. Our
current expectation for the parity now stands at PkR133/US$ (previously
at PkR128/US$) with our base case incorporating re-entry into the IMF
program given the BoP crisis at hand (SBP import cover can go below
1 month in the absence of a bailout program). This remains a key
assumption where any delay in in materialization of IMF financing facility
can push currency parity beyond our estimates.

www.akdsecurities.net

02

AKD Securities Limited
Member Karachi Stock Exchange

Pakistan: IMF lending programs & Economic Indicators
Amount (SDR mn)

Facility
Program

KSE-100 Cum.
Performance

End

Committed

Drawn

Cumm. Dep. Ann. Dep.

Extended Fund Facility

Sep-13

Sep-16

4,393

4,393

85%

0%

0%

Standby Arrangement

Nov-08

Sep-11

7,236

4,936

28%

-10%

-4%

Extended Credit Facility

Dec-01

Dec-04

1,034

861

308%

2%

1%

Standby Arrangement

Nov-00

Sep-01

465

465

-16%

-9%

-11%

Extended Credit Facility

Oct-97

Oct-00

682

265

-25%

-22%

-8%

Extended Fund Facility

Oct-97

Oct-00

455

114

-25%

-22%

-8%

Standby Arrangement

Dec-95

Sep-97

563

295

30%

-15%

-9%

Extended Credit Facility

Feb-94

Dec-95

607

172

-41%

-12%

-7%

Extended Fund Facility

Feb-94

Dec-95

379

123

-41%

-13%

-7%

Standby Arrangement

Sep-93

Feb-94

265

88

84%

-1%

Average

-3%
-6%

Average (ex. Nov'00 deval)

-5%

Source: IMF, SBP, PBS & AKD Research
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Investment perspective: With depreciative pressures building up, we
feel currency depreciation is likely to remain a key investment theme. In
this regard, sectors playing out favorably to the theme include exporting
(Textiles and IT) and dollar hedged (IPPs, E&Ps) sectors while Commercial
Banks should also perform in anticipation of swifter than expected interest
rate hikes. Autos, Pharmaceuticals, Fertilizer and Cements stand to lose
out with a weaker rupee increasing their input costs. Our top picks include
MCB, HBL, OGDC, NML, HUBC and LUCK.

www.akdsecurities.net

03

iV

iV

AKD Securities Limited
Member Karachi Stock Exchange

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.
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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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