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Pakistan Commodities: Feb18 Review
Mimicking bearish oil price trend, the global commodity index lost
1.7%MoM in Feb18. The energy component recorded the steepest
decline with oil prices (Arab Light/Brent: down 4.7%/4.8%MoM)
losing out the most. In this regard, a strengthening US Dollar (DXY:
+1.7%MoM) together with rising production statistics from US
weighed on energy prices. Similarly, lower demand on account of
end of heating season kept coal prices under pressure while cotton
prices retreated from its 3.5yr high following a strong rally in Jan18.
That said Dairy (+6.2% MoM on strong import demand and lower
output in the largest milk producing country, New Zealand) and
Urea (+4.4%MoM on lower production as gas supply issues intensify
in China) were notable exceptions to the trend. Going forward,
commodities are likely to consolidate around current levels however
much depends upon the environmental/trade policies adopted by
China and incoming US oil production data that can impact prices
accordingly.
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News and Views

For managing the affairs of ministries smoothly, GoP has decided to
withdraw ban on re-appropriation of funds allocated for development
projects which was previously imposed by the GoP itself last week.
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In the credit review, Standard Chartered Bank has downgraded credit
outlook on Pakistan from stable to negative, citing concerns over widening
twin-deficits and high external funding needs major risks that could
hamper growth momentum.

(share mn)

Mar-17
Apr-17

The foreign exchange reserves continued their consecutive four weeks
decline during the previous week, with country's total reserves standing
at US$18.33bn (down US$84mn). The reserves held by central bank fell
by US$112mn to reach at US$12.23bn, while commercial banks' reserves
increased by US$28mn.
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Cotton retreats in Feb18: Following a rally in Jan18 that led int. cotton
prices to touch 3.5yr high, prices in Feb18 retreated 3%MoM, with
COTLOOK A index settling at 88.21USc/lbs (avg.). In tandem, domestic
www.akdsecurities.net
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Coal prices down 3.7%MoM in Feb18: Coal prices eased down a little
(down 3.7%MoM) to avg. US$93.6/ton in Feb18 primarily due to slightly
lower demand in Feb18 with the arrival of Chinese New Year holiday
coupled with the end of heating season. However, thermal coal prices are
still up 11%YoY to currently stand at US$92/ton at the start of Mar18
where, 1) stable coal demand in China as well as rising coal demand in
India (increased appetite for imported coal), and 2) limited coal production
due to weather conditions led to the rally. Going forward, global coal prices
are expected to remain stable throughout 2018 owing to stable demand
from China and increasing consumption in India (soaring demand from
its power generation sector and lower-than-expected domestic production).

203

Feb-17
Mar-17

Oil prices take a breather: After having rallied to its 3 year high, intl.
crude oil prices adjusted during the month, with WTI/Brent/Arab Lite losing
2.3/4.8/4.7%MoM during Feb18. Rising US output during the first half of
the month took a toll on prices that were previously overshadowed by
OPEC cuts and tensions in the Middle East. In this regard, US production
has now risen to 10.28mnbbls, at its highest ever level, breaking the
previous record of Jan18. In addition to, all oil benchmarks took hit from
the global sell-off in the equity market during the first week of Feb sparked
by concerns over rising US inflation while a firmer dollar also contributed
towards the downfall. On the domestic front, MoGas spread remained at
the same level as Dec17, while that of FO and export Naphtha further
withered. That said, diesel spread witnessed a positive trend in Feb18.
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Mimicking bearish oil price trend, the global commodity index lost
1.7%MoM in Feb18. The energy component recorded the steepest
decline with oil prices (Arab Light/Brent: down 4.7%/4.8%MoM) losing
out the most. In this regard, a strengthening US Dollar (DXY:
+1.7%MoM) together with rising production statistics from US weighed
on energy prices. Similarly, lower demand on account of end of
heating season kept coal prices under pressure while cotton prices
retreated from its 3.5yr high following a strong rally in Jan18. That
said Dairy (+6.2% MoM on strong import demand and lower output
in the largest milk producing country, New Zealand) and Urea
(+4.4%MoM on lower production as gas supply issues intensify in
China) were notable exceptions to the trend. Going forward,
commodities are likely to consolidate around current levels however
much depends upon the environmental/trade policies adopted by
China and incoming US oil production data that can impact prices
accordingly.
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Dairy prices continue to climb: FAO Dairy price index was up 6.2%MoM
to average at 191.1points during Feb18. Strong import demand together
with lower than expected milk output in New Zealand pushed up dairy
prices across all major constituents including Skim Milk Powder. The index
however still remains below its last year level of 194.2 points in Feb17.
Urea prices rise further to avg. at US$262/ton in Feb'18: Urea prices
in Feb'18 rose 4.4%MoM to stand at an average US$262.3/tons. After
having dropped to ~US$225/ton in Dec'17, we saw some recovery in prices
as the market consolidated with Urea prices currently hovering around
US$265/tons. That said, urea prices are still down 4.8%YoY as excess
supply and weakening demand continue to exert pressure. On the domestic
front, recovery in international prices are likely to further ease pressure on
pricing power of local urea manufacturers with discount levels already
down to PkR30-40/bag (previous PkR100-120/bag) due to higher urea offtake and lowering inventory.
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Steel prices remain flat: Despite slowing demand in certain markets
(Turkey & UAE), steel prices during Feb18 have largely been stable
(CRC/HRC prices: -1.73%MoM/0.73%MoM), as strong demand in China
kept prices at a higher level (flat steel prices hover around 4yr high). Looking
forward, we expect steel prices to remain range bound, where current wave
of protectionism (namely Trumps decision to impose 25% duty on steel
imports) could once again stage supply pressures (earlier seen in early
2016). However, further reduction in Chinese capacity holds the key in
sustaining current price level.
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prices also declined 6%MoM following GoPs decision to withdraw duty on
imported cotton. As per revised USDAs estimate, the expected global
cotton consumption/production in MY18 now stands at 120.5mn
bales/121.4mn bales (-0.3mn/+0.4mn bales), leaving world ending stocks
of 88.6mn bales (+0.8mn bales). Considering the strength of cotton prices,
most producers are expected to increase cotton acreage, eventually leading
to further accumulation of supply next year. This along with higher ending
stocks this year (+22%YoY- outside China) could weigh on prices, as we
enter MY19.

Source: Bloomberg & AKD Research
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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.
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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.

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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