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Oct’21 market review and outlook
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Key Sector Performance in Oct’21
55.0%

1200
1,091

47,300

May'21

KSE-100 index has returned –2.4%FYTD, but may be primed to post a strong rally going
forward. Things are finally looking up after rapid PkR depreciation halted by Saudi support package, building expectations about IMF and authorities reaching consensus regarding the revival of US$6.2bn program and ease off in coal prices. We advocate building
positions in Banks (potential DR hike), Cements (coal prices coming off and increasing
cement prices), Textiles (attractive valuations) and Fertilizers (FFBL on possible reclassification in Islamic index).
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KSE-100 index profitability grew by 21%YoY during the quarter where the key outperformers turned out to be engineering sector (profitability up by 352%YoY) and Textiles
(profitability up by 163%YoY). Other honorable mentions include Autos (NPAT up by
130%) and Cements (NPAT up by 33%YoY).
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KSE 100: Index Return vs All shares Volume
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Flow wise, Foreigners continue to exit Pakistan’s traditional sectors with a net sell of
US$31mn where Commercial Banks and Fertilizers saw the highest net outflow of
US$25.3mn and US$23.3mn respectively.
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Oct'20

KSE-100 index returned 2.9%MoM during the month of Oct’21 while the US$ adjusted
return during the month clocked in at 2.3% as PkR depreciated by 0.6%MoM against the
Greenback. Resolution of civil-military relationship, announcement of Saudi support
package and increasing likelihood of an agreement between IMF and authorities to revive
the plan were the key triggers.
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KSE-100 index post return of 2.9%MoM during Oct’21: KSE-100 index returned 2.9%MoM on
closing basis during the outgoing month to close at 46,219 level. Similarly the US$ based return
during the outgoing month clocked in at 2.3%MoM as PkR depreciated by 0.6%MoM. Things
didn't start on the positive note amid concerns on civil-military relationship and noise over ongoing IMF review. Currency depreciation didn't help the matters as PkR continued to lose
ground against US$, depreciating to 175.2/US$. However, sentiments improved after PM’s visit
to KSA where the political leadership of the country was able to leverage its diplomatic relationship with the Arab monarchy and KSA agreed to give Pakistan a relief package of US$4.2bn
(US$3.0bn in cash and US$1.2bn in deferred oil payments). The reserve injection helped stem
the slide of PkR against US$ and PkR posted a robust reversal, closing the month at 171.6/US$.
Top performing sector during the month was Textile Weaving which posted a return of ~50%,
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Investment Perspective: Having shed 2.4%FYTD, KSE-100 index may be primed to post a strong
rebound as a host of factors turn positive. PKR, which had been in a free fall against US$ over
the last few months (shedding 13.3%FYTD against US$) recovered 2% since the news of Saudi
support package was announced. Similarly, the coal prices have come off by 7% after China
pledged to stop building new coal plants and signaled its intention to ramp up coal production.
Finally, there has been a growing consensus amongst market participants about revival of IMF
program after negotiations between the fund and the authorities began late September. Owing
to the stated factors, the investor sentiments will remain buoyant. On the flipside, one risk that
may constrain market performance is a likely increase in DR where we expect 50bps jump in the
upcoming MPS.
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PSX profitability remains robust: Profitability of KSE-100 companies posted a robust jump of
21%YoY where steels, textiles and cements were the prime outperformers. To this end, the
engineering segment reported a growth in profitability of ~352%YoY (amid low base effect) as
the companies benefitted from increase in international CRC-HRC spreads, textile sector’s net
profitability ballooned by ~163%YoY amid PkR depreciation and ~33%YoY growth in exports
whereas the cements benefitted from a pick-up in demand amid increase in construction activities across the country. Other honorable mentions include Autos where profitability jumped by
~130% amid higher volumetric offtakes and E&Ps which benefitted from higher international oil
prices resulting in a jump in earnings of 29%.

FIPI vs LIPI Oct’21 (US$ mn)

Insurance

followed by Chemicals, up 9.7%MoM and Commercial Banks which posted net return of 6.7%
MoM. Foreign investors continued to remain net sellers during Oct’21 with a net sell of
US$30.9mn where the selling from foreign investors was absorbed by Insurance and Other Organizations with a net buy of US$20.7mn and US$10mn respectively.
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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.
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
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 and other
considerations. AKDS uses a three tier rating system: i) Buy, ii) Neutral and iii) Sell with total returns (capital upside + dividend yield) benchmarked against the expected one year forward floating (variable) risk free rate (10yr PIB) plus risk premium.

Valuation Methodology
To arrive at our period end target prices, AKDS uses different
valuation techniques including:

New Rating Definitions
Buy

> 14.5% expected total return (Rf: 8.5% + Rp: 6%)

Discounted Cash Flow (DCF, DDM)

Neutral

> 8.5% to < 14.5% expected total return



Relative Valuation (P/E, P/B, P/S etc.)

Sell

< 8.5% expected total return (Rf: 8.5%)



Equity & Asset return based methodologies (EVA, Residual Income etc.)
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