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Pak Economy: Rupee depreciation is a blessing in disguise
The Rupee depreciated another 4.4% against the greenback
yesterday with interbank rate ending at PkR115.5/US$ reflecting
existing pressures on the external front and central bank's reserves
declining to US$12.13bn (down US$1.98bn CYTD; import cover:
2.69x). With regards to the external sector, as per latest data 8MFY18
CAD surged to its highest level ever at US$10.83bn (up 50.3%YoY)
vs US$7.22bn in 8MFY17. While devaluation is likely to ease off
pressures on external account in the long run (weaker rupee shall
restore export competitiveness apart from impeding import growth),
CAD at such high levels (FY18F: US$15.9bn) along with declining
FX reserves (SBP reserves at US$10.9bn by Jun'18) can result in
additional depreciation in CY18F. Expecting currency depreciation
to be a key theme, we have conducted an event based study analysis
of exchange rate movements (37 devaluation events) of 21 countries,
where a complete devaluation (2.5% additional depreciation from
current levels, in our view) has the potential to lift KSE100 Index
by an average 30% within 120 trading days (ignoring other noise
 such as political).
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News and Views

As GoP struggles to overcome legal challenges that can undermine an
upcoming amnesty scheme, PM's advisor on Revenue, Senator Haroon
Akhtar states on Tuesday that Pakistanis could repatriate up to US$5bn
under the proposed scheme. Understanding that Pakistanis would not
be bringing back their entire wealth, he stated that even if they manage
to bring in US$4-5bn, the amnesty scheme could be considered successful.
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The countrys current account deficit jumped by 50% in 8MFY18 to
$10.826bn compared to $7.216bn in the same period. The import of
goods surged to US$35.661bn as compared to US$30.401bn in the
corresponding period in FY17 while the export of goods stood at
US$15.970bn against US$14.231bn in 8MFY17.
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he Pakistani rupee weakened sharply against the dollar to PkR115.5 on
Tuesday in what appeared to be currency devaluation by the State Bank
of Pakistan SBP. SBP spokesman Abid Qamar told Reuters the rupee
plunge was a market-driven event.
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Recent currency move signifies BoP weaknees: In an abrupt move
yesterday, the Rupee has further depreciated 4.4% against the greenback
with interbank rate closing at PkR115.5/US$. This is the second round of
depreciation during FY18 - the currency earlier lost 4.4% in Dec'17. The
current move reflects pressures on the BoP front (8MFY18 CAD:
US$10.83bn) where central bank's reserves have declined to US$12.13bn
(down US$1.98bn CYTD; import cover: 2.69x). While devaluation is likely
to ease off pressures on external account in the long run (weaker rupee
shall restore export competitiveness apart from impeding import growth),
CAD at such high levels (FY18F: US$15.9bn) along with declining FX
reserves (SBP reserves at US$10.9bn by Jun'18) can result in an additional
depreciation of 2.5% in CY18F. Although much of this depends upon timely
materialization of anticipated inflows (FY18F: US$11.8bn), where any
significant inflows (news flows suggesting US$2bn grant from friendly
countries and anticipated amnesty scheme) can help FX reserves to
stabilize limiting further volatility.
Event based study indicating towards a rally in the making: From a
quants perspective, we have conducted an event based study analysis
of exchange rate movements (37 devaluation events) of 21 countries and
corresponding impacts on respective equity markets 260 days prior and
post the devaluation event. Looking at market movements prior to the
devaluation event(s), we find that markets on average tend to come off
by 33% (from peak during the review period) compounding up to the event
(where KSE100 retreated 28% in CY17 from its peak till currency devaluation
in Dec'17).
www.akdsecurities.net
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8.7% Devaluation in FY18 so far
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The Rupee depreciated another 4.4% against the greenback yesterday
with interbank rate ending at PkR115.5/US$ reflecting existing
pressures on the external front and central bank's reserves declining
to US$12.13bn (down US$1.98bn CYTD; import cover: 2.69x). With
regards to the external sector, as per latest data 8MFY18 CAD surged
to its highest level ever at US$10.83bn (up 50.3%YoY) vs US$7.22bn
in 8MFY17. While devaluation is likely to ease off pressures on
external account in the long run (weaker rupee shall restore export
competitiveness apart from impeding import growth), CAD at such
high levels (FY18F: US$15.9bn) along with declining FX reserves
(SBP reserves at US$10.9bn by Jun'18) can result in additional
depreciation in CY18F. Expecting currency depreciation to be a key
theme, we have conducted an event based study analysis of exchange
rate movements (37 devaluation events) of 21 countries, where a
complete devaluation (2.5% additional depreciation from current
levels, in our view) has the potential to lift KSE100 Index by an
average 30% within 120 trading days (ignoring other noise  such
as political). .
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Source: Bloomberg & AKD Research

Devaluation Events
Country

Date

Deval.

Brazil
Brazil

18-Jan-99
24-Sep-02

9%
5%

Czech
Egypt

8-Feb-99
3-Nov-16

2%
36%

Finland
Hungary
Hungary
Pakistan
Pakistan

8-Sep-92
4-Jun-03
5-Jan-15
22-Jul-93
23-Oct-96

13%
6%
3%
6%
8%

India

27-Aug-13

4%

Source: Bloomberg & AKD Research
Note: Due to presence of extreme outliers in the dataset,
market movements have shown significant dispersion
on account of idiosyncratic factors (multiple factors at
play such as commodity prices shocks).
.
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Mkts perform pre & post deval
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While ignoring political turbulences and other black swan events in the
aftermath of the devaluation event, fractional algorithm based polynomialpanel regression has been run to gauge market movements post devaluation.
In this backdrop, based on the current estimates of GDP growth rate of
5.5%, a complete devaluation (in our view, 2.5% additional depreciation
from current levels) has the potential to lift the KSE100 Index by an average
30% within 120 trading days (while ignoring other noise  such as political).
Under a different framework, analyzing daily YoY movements, positive
returns of around 10% have highest cluster based probability in our
distribution at 10% accompanied by positive skewness (where 77% of
returns remained positive). In this regard, KSE-100 index has already
gained 17% since mid-Dec'17 with the recent round of devaluation likely
to maintain the positive momentum. Beneficiaries include export oriented
sectors like Textiles while IPPS, E&P & IT companies benefit from their
dollar linked revenues. Banking sector can also gain traction on the back
of higher inflationary pressure and its consequent impact on monetary
policy.
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CAD weakness persists for now (US$mn)
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Feb'18 CAD review: CAD for Feb'18 slows down to US$1.24bn (down
25.5%MoM) after peaking out in Jan18 (since FY09) primarily due to ease
off in trade deficit at US$2.26bn (down 19.3%MoM) vs US$2.79bn in Jan'18.
In this regard, imports have fallen to US$4.32bn (-12.0%MoM) on account
of decreasing machinery imports (down 20.2%MoM) - partially offset by
increase in petroleum products (up 5.2%MoM). However, exports remained
largely stagnant at US$2.06bn (slightly down 2.4%MoM) gaining support
from increase in Food and other manufacturing exports (up 2.3%MoM)
despite textile sector exports falling by 10.6%MoM. Remittances provided
no relief however, recording at US$1.45bn (-11.5%MoM) vs US$1.64bn in
the previous month. Subsequently, 8MFY18 CAD has reached to
US$10.83bn (up 50.3%YoY)  the highest ever.
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Source: PSX, Bloomberg, AKD Research

Source: SBP & 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,
comprehensive information, but we make no representation that it is accurate or complete. Facts and views presented in this
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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03
05

AKD Securities Limited
Member Karachi Stock Exchange

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.

www.akdsecurities.net

03
06

