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MSCI reclassifies Pakistan to Frontier Market from
Emerging Market; Implies Limited Market Impact

= MSCI in its latest press release has downgraded Pakistan from
Emerging Market Index to Frontier Market Index, coinciding with
November 2021 Semi Annual Index Review

= For MSCI Frontier market index, only 4 securities namely LUCK,
MCB, HBL and OGDC meet the classification standard. These will
have a cumulative weight of 1.9% (2.3% as of April 2021).

= Moreover, MSCI further seeks consultation to reclassify Pakistan in
the list of eligible markets for MSCI Frontier Market 100 index and
MSCI Frontier Markets 15% Country Capped Index.

= In our view, barring the outgoing securities from MSCI Emerging
Market LUCK, MCB and HBL, we see neutral impact on overall
market.

MSCI reclassifies Pakistan to Frontier Market Index...

Morgan Stanley Capital International (MSCI) earlier today, based on
consultation on its Market Reclassification Proposal, has downgraded
Pakistan from Emerging Market Index to Frontier Market Index, coinciding
with November 2021 Semi Annual Index Review (SAIR).

... Amid lack of market Size and Liquidity

According to MSCI, Pakistan meets requirements for Market Accessibility
under Emerging Market Classification, but no longer meets the standards
for Size and Liquidity. To recall, concerns on lack of Size and Liquidity
have been identified since November 2018, but Pakistan remained in
Emerging Market Classification under the Index Continuity rule which
pertains to achieving basic level of diversification.

4 securities to be added from Pakistan in MSCI Frontier Market Index

As of May-21 consultation documents Pakistan has 3 securities in MSCI
Emerging Market, LUCK, MCB and HBL with total size of USD 1.6bn
constituting to a cumulative weight of 0.02%. For MSCI Frontier market
index, only 4 securities namely LUCK, MCB, HBL and OGDC meet the
classification standard. These will have a cumulative weight of 1.9% (2.3%
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Consultation to classify Pakistan in MSCI Frontier Market 100 Index

Moreover, MSCI further seeks consultation to reclassify Pakistan in the list of
eligible markets for MSCI Frontier Market 100 index and MSCI Frontier
Markets 15% Country Capped Index in its quarterly review later in by
February, 2022. Under these two indices, stimulated market size of Pakistan is
estimated at 5.8%.

Exhibit: Stimulated constitutes of MSCI Frontier Market Index

Shares (in mn) Markg:]%asplljtzlrlsatlon Weights (%)
Symbol Name Current Price | Outstanding ';Le; Outstanding ;Eﬁ; Outstanding Eg%?
LUCK Lucky Cement Limited 805.4 3234 113.2 1.6 0.5 1.7% 0.6%
MCB MCB Bank Limited 163.1 1,185.1 414.8 1.2 0.4 1.3% 0.4%
HBL Habib Bank Limited 119.1 1,466.9 733.4 1.0 0.5 1.1% 0.6%
OGDC Oil & Gas Development Company Limited 90.5 4,300.9 645.1 2.3 0.3 2.5% 0.4%
Total 6.1 1.8 6.6% 2.0%

Source: MSCI Frontier Market Index (Aug-2021), Prices as of 7/09/2021

Outlook

In our view, barring the outgoing securities from MSCI Emerging Market
LUCK, MCB and HBL, we see neutral impact on overall market. Arguably the
size of MSCI Emerging Market is much larger than MSCI Frontier, but
Pakistan constitutes a smaller weight in Emerging Market. Hence in broader
aspect, we believe domestic market will most likely be able to absorb much of
the liquidity drain. As for MSCI Frontier Market, Pakistan trades at a
significant discount, with respect to market multiples whereby Pakistan has a
current P/E of 5.5x versus 16.5x, dividend yield of 6.7% versus 2.62% and P/B
of 0.9x versus 2.2x. These discounts could potentially attract a larger share of
frontier market interest.

Exhibit: Foreign Investment flows since Jun, 2017 suggest almost USD 1.4bn has be divested in
Pakistan Equity market

In USDmn Total Corporates Individuals
Cement (142) (161) 20
Fertilizer (21) (19) 2)
Food (20) av7) ?3)
E&Ps (432) (450) 18
OMCs (32) (35) 3
Power (66) (63) 2)
Banks (459) (482) 22
Tech 9 4 5
Textile (45) (45) 0
Other (158) (144) (14)
Total (1,366) (1,412) 46

Source: NCCPL, IGI Research
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Exhibit: Simulated constituents of MSCI Pakistan Frontier Market Index

Market Capitalisation (in USDbn) Weights (%)

Symbol Outstanding Free float Outstanding Free float Size-Segment
OGDC 2.3 0.3 2.53% 0.38% Standard
LUCK 1.6 0.5 1.69% 0.59% Standard
PPL 1.3 0.3 1.41% 0.35% Small Cap
MARI 1.2 0.2 1.36% 0.27% Small Cap
MCB 1.2 0.4 1.26% 0.44% Standard
HBL 1.0 0.5 1.13% 0.57% Standard
ENGRO 1.0 0.5 1.08% 0.60% Small Cap
UBL 0.8 0.3 0.92% 0.37% Small Cap
FFC 0.8 0.4 0.87% 0.48% Small Cap
POL 0.6 0.3 0.70% 0.32% Small Cap
HUBC 0.6 0.5 0.68% 0.51% Small Cap
PSO 0.6 0.3 0.65% 0.29% Small Cap
INDU 0.6 0.1 0.65% 0.11% Small Cap
EFERT 0.6 0.3 0.67% 0.30% Small Cap
TRG 0.5 0.4 0.57% 0.48% Small Cap
BAHL 0.5 0.3 0.49% 0.32% Small Cap
ABOT 0.4 0.1 0.49% 0.10% Small Cap
NBP 0.4 0.1 0.46% 0.11% Small Cap
SYS 0.6 0.4 0.69% 0.41% Small Cap
MTL 0.4 0.2 0.39% 0.19% Small Cap
SEARL 0.3 0.1 0.34% 0.15% Small Cap
BAFL 0.3 0.1 0.38% 0.15% Small Cap
PKGS 0.3 0.1 0.30% 0.08% Small Cap

Source: MSCI, IGI Research, Prices as of 07/09/2021
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies and the
security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has not received and will not receive
direct or indirect compensation in exchange for expressing specific recommendations or views in this report. The analyst(s) is principally
responsible for the preparation of this research report and that he/she or his/her close family/relative does not own 1% or more of a class of
common equity securities of the following company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for information purposes only.
Whilst every effort has been made to ensure that all the information (including any recommendations or opinions expressed) contained in this
document (the information) is not misleading or unreliable, IGI Finex Securities Limited makes no representation as to the accuracy or
completeness of the information. Neither, IGI Finex Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall
in any manner be liable or responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further professional advice
before making any investment decision. The subject Company (ies) is a client of the IGI Finex Securities Limited and IGI Finex Securities offers
brokerage services to subject company (ies) on a regular basis, in line with industry practice. This document and the information may not be
reproduced, distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by any
person or entity not a client of 1GI Finex Securities Limited, else directed for distribution.

Rating system: Gl Finex Securities employs three tier ratings system, depending upon expected total return (return is defined as capital gain
exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If target price on aforementioned security(ies) is in between -10% and 10%, from its last closing price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, and credit risks, political and geopolitical
risks. The performance of company (ies) covered herein might unfavorably be affected by multiple factors including, business, economic, and
political conditions. Hence, there is no assurance or guarantee that estimates, recommendation, opinion, etc. given about the security (ies)/company
(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security stated by an investment
analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing the best possible outcome for his investment,
Last Closing: Latest closing price, Market Cap.: Market capitalization is calculated by multiplying a company's shares outstanding by current
trading price. EPS: Earnings per Share. DPS: Dividend per Share. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders” equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to Book ratio used to compare
a stock’s market value to its book value. DY: The dividend yield is dividend per share, divided by the price per share.
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