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COMMODITIES

Global industrial slowdown takes its toll

e Indicators of manufacturing activity exhibited significant weakness (JPM global PMI
dropped to 49.3) pushing expectations of soft GDP growth (World Bank forecast of 2.6%,
slowest since 2014), seeping into weaker commodity prices (TRJ index declined 4.6%
MoM)

e  Amongst broad categories for every major commodity class except safe-haven precious
metals, prices have exhibited significant depression in CYTD basis, while energy commod-
ities were broadly higher on CYTD basis (except Richards Bay coal and WTI), pulled lower
by strained demand outlooks and supply gluts

e  During the outgoing month, oil prices crept lower (Brent/WTI price fell 7.7/5.9%MoM),
with coal prices reeled from lower demand from India and EU post declines of 6.2%MoM.
Moreover, the downtrend in coal prices pulled Urea benchmarks lower YoY (but flat
MoM). Trade tensions pulled soft commodity prices lower as well, while combinations of
supply glut and weak outlook for imports kept food prices on the lower

e  Amidst unprecedented trade tensions, weak commodity prices hold significant weight for
import reliant Pakistan, where lower energy prices could hasten the revival of industrial
output. On the flipside, rattled financial markets, with increasing risk-off sentiment and
flight to safety may ward off potential investors, while responses from global Central
Banks remain key in determining potential avenues for foreign portfolio flows.

Oil weakens under trade tensions: Major global crude benchmarks fell during July (Brent/WTI
price down 7.7/5.9%MoM) where the latest round of US-China sanctions on Aug 23rd included
Beijing imposing a 5% levy on US crude. This comes on top of sanctions already in place on US
origin propane and LNG, sending Asian energy commodities into a tailspin (LNG spot prices fell
below USS$4.5/mmbtu, Brent slope falling to 11% from 15% earlier). Apart from trade flows hin-
dering demand, structural declines in global manufacturing and fears of recession risk continue
to cloud sentiments surrounding oil markets. Developments surrounding OPEC+ meetings, US
China trade negotiations and thawing of US Iran relations are key geopolitical developments
driving prices, where risk to the downside seem to be more prominent in the near term.
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CYTD (X Axis) and YoY (Y axis) Commodity price movement snapshot
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Coal continues to tumble: Reduced shipping volumes and steady deliveries to the port of Rich-
ard’s Bay have contributed to increased stockpiling, where weak demand from India (latest GDP
growth of 5.8% being weakest in four years) has depressed prices by 6.2%MoM (adding to CYTD
weakness of 38.1%). Mostly pushed lower by slowing demand from steel mills, coal imports
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have weakened as China enhanced domestic production (against stated goals for curtailment) to
fuel power generation demand. Additionally, lower LNG prices for spot deliveries to Asia seem to
exert pressures on other thermal fuels, where power generation demand peaks during July to
September period for most markets.

Decline in international urea price not concerning for local players: Benchmarks for Urea aver-
aged US$256/ton for Aug’19 staying flat MoM, but declining 6% YoY, due to downward trend in
coal prices. The PKR devaluation has however more than nullified the impact of YoY increase in
international urea price, translating into 19% YoY higher landed cost of Urea for the month (32%
premium to local price). The fertilizer players thus remain in a position to maneuver pricing in
case of continued delay in GIDC settlement. As per company notification during rounds, FFC has
increased urea dealer transfer price by PKR90/bag, effective 08th Sep, 2019. The Fertilizer play-
ers had increased dealer transfer price by PKR80/bag in Mar-Apr’'19, thus making the latest
round of price hike sufficient to pass on the impact of 62/31% higher feed/fuel gas price, effec-
tive 01st Jul’19. A potential risk to urea pricing could emerge from continued operations of LNG
based fertilizer plants for 12 more months, beyond the recently approved period of Nov’'19.
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Cotton down 6.1%MoM as trade spat deepens: Soft demand outlook amidst trade uncertainty
continued to weigh on cotton prices. Trade spat between US and China further intensified fol-
lowing president Trump’s announcement of additional tariffs. In this backdrop, the benchmark
Cotlook A index fell 6.1%MoM in the outgoing month, averaging USc70.91cents/Ibs. Latest
USDA’s estimates indicate a substantial decline in world cotton consumption (-1.2mn bales, from
124.3mn to 123.1mn bales) versus a slight decline in production (-179k bales, from 125.8mn to
125.6mn bales), leaving higher global ending stocks (+1.0mn bales, from 80.4mn to 82.5mn
bales). Following international prices, domestic prices slipped 4.8%MoM, as local mills remained
reluctant to enter into new deals over cotton quality concerns. Looking ahead, the direction of

cotton prices hinges upon the outcome of ongoing trade spat between China and the US. FAO Index

FAO food prices continuing to move South: Following the 3M trend, Aug’19 FAO food prices 2270

contracted 1.1%MoM to 169.8pts, however +1.1%YoY. The latest drop is attributable to sharp

fall in the prices of sugar and leading cereals, negating the impact of surge in prices in other indi- 2170

ces. Sugar sub-index was down 4%MoM to 174.8pts in Aug’19 as higher potential exports due to 207.0

weakening Brazilian real and prospects of larger shipments by India and Mexico in 2019/20 197.0

weighed on price. Cereal sub-index witnessed a sharp fall, down by 6.4%MoM to 157.6pts with 1870

primary contribution coming from pressure on prices of wheat (large export availabilities) and

maize (much larger-than-earlier anticipated harvest in the United States). On the other hand, 1770

FAO Vegetable Oil price sub-index and FAO Meat price sub-index remained flat (+0.5%MoM). 167.0 \/‘/\
SMP prices surged (+3%MoM to US$2500/t, +13.6%YoY CYTD), reflecting higher import demand 157.0

for near-term deliveries as market activities began normalizing with the end of the summer re- i i i f f 2 f % &: oi % 2 %
cess in the northern hemisphere — Negative for FCEPL. Vegetable Oil sub-index, +5.9%MoM to 2882852228352
133.9pts (11M high) backed by firmer palm oil and other oil prices, underpinned by i) rebound in ——FAO Food ——FAO Dairy

global import demand, ii) lower than expected inventory levels in Malaysia, and iii) unfavorable
weather conditions in Indonesia — Negative for UNITY.
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Challenging global backdrop continues to haunt steel product prices: Breaking from their histor-
ic trend, CRC/HRC prices took diverging path in Aug’19, where CRC prices moved up ~1%MoM
while HRC prices declined ~1.74%MoM. As a result, the pricing spread widened to US$70 per ton
(vs. USS56 per ton in Jul’19). Long steel prices plunged to set fresh YTD lows on weak demand in
the downstream long steel markets. In this backdrop, rebars/billets recorded monthly price de-
cline of 3.4%/3.5%MoM, with the primary spread remaining flat at US$60 per ton.
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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 dis-
cussed 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 war-
ranty 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 mate-
rial 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 no-
tice. 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 (new rating system effective Sep 10’18) with total returns (capital upside + divi-
dend yield) benchmarked against the expected one year forward floating (variable) risk free rate (10yr PIB) plus risk premium.

New Rating Definitions Old Rating Definitions (Discontinued)

Buy > 19% expected total return (Rf: 13% + Rp: 6%) Buy > 20% upside potential

Neutral > 13% to < 19% expected total return . > 5% to < 20% upside potential

Sell < 13% expected total return (Rf: 13%) Neutral < 5% to > -5% potential
Reduce < -5% to > -20% downside potential

Valuation Methodology X -

. . . . Sell < -20% downside potential

To arrive at our period end target prices, AKDS uses different - — -

Not Rated No investment opinion or recommendation

valuation techniques including:
L] Discounted Cash Flow (DCF, DDM)
(] Relative Valuation (P/E, P/B, P/S etc.)

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

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 re-
ceived 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 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, trans-
mitting, distributing or displaying of material in this report (by any means and in whole or in part) is prohibited.

For the United States

Compliance Notice.

This research report prepared by AKD Securities Limited is distributed in the United States to Major US Institutional Investors (as defined in Rule 15a-6 under the
Securities Exchange Act of 1934, as amended) only by Decker & Co, LLC, a broker-dealer registered in the US (registered under Section 15 of Securities Exchange Act
of 1934, as amended). All responsibility for the distribution of this report by Decker & Co, LLC in the US shall be borne by Decker & Co, LLC. All resulting transactions
by a US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if AKD Securities Limited or Decker & Co,
LLC is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that
Decker & Co, LLC and AKD Securities Limited are permitted to provide research material concerning investment to you under relevant applicable legislations and

regulations. Jama
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