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“The market is a pendulum that 
forever swings between 

unsustainable optimism (which 
makes stocks too expensive) and 

unjustified pessimism (which makes 
them too cheap). The Intelligent 
Investor is a realist who sells to 

optimists and buys from pessimists.”
-- Benjamin Graham
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Why do we have cycles ?
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Cycles are caused by excesses in 
both directions

For companies, excess optimism can 
lead to expansions and over capacity 

in sectors

Excess pessimism could mean 
under investing in a sector
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Excess capacity leads to lower profits 
which then in turn leads to 

pessimism and under investing in a 
sector

While under investing in sectors 
could lead to shortages and higher 

margins which then leads to 
optimism and expansions

And it goes on
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The recurring Boom and Bust cycles 
in Pakistan also stem from frequent 

devaluation of the currency 
resulting from economic 

mismanagement, along with 
substantial increases in interest 
rates that suppress aggregate 
demand for extended periods. 

Subsequently, these phases are 
followed by periods of economic 

stabilization and gradual recovery in 
demand.
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One great example for studying 
cycles is Pakistan’s Cement Sector 

Both stock prices and earnings have 
remained cyclical and the cycle has 
been fairly predictable over the long 

term



Maple Leaf Cement – Market Cap/ton (USD)

Source: Chase Research
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A Greenfield Cement plant costs 
approximately USD 100/ton while a 
brown field expansion costs around 

USD 80/ton.

Cement manufacturers expand 
when they feel that the return on 

their USD 80-100/ton invested would 
make a reasonable return in the 

long term
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But how much money have Cement 
Companies made in the past ?



Pioneer Cement – EBITDA/ton (USD)

Source: Chase Research, Company Accounts
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How have stock prices reacted to 
these large changes in profitability 

in the past?



Pioneer Cement – Market cap/ton (USD)

Source: Chase Research
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Here are a few more examples



Cherat Cement – EBITDA/ton (USD)

Source: Chase Research, Company Accounts
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Similar swings in profitability have 
meant similar stock price 

performance for companies within 
the sector



Cherat Cement – Market cap/ton (USD)

Source: Chase Research
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Attock Cement – Market cap/ton (USD)

Source: ChaseSecurities
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What should investors do to benefit 
from the next cycle?



www.chasesecurities.com

Efficient cement companies trading 
at a low market cap per ton have in 

the past given the highest stock 
price returns 



2012 Market cap/ton and returns till 2017

Source: Chase Research
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Future returns can be broken down 
into two main parts

1) Reversion to the mean and stocks 
moving towards replacement

2) Converging valuations within the 
sector 
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So which stocks in the cement 
space are the cheapest right now?



Current Market Cap and 3QFY23 NP/ton

Source: Chase Research, Company Accounts
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We highlight PIOC, MLCF, CHCC as our 
preferred picks in the sector.
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Due to multiple boom and bust 
cycles in the economy

Auto sales in Pakistan have 
remained cyclical



Auto Sector Volumes

Source: Chase Research, Company Accounts, PAMA
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With the economy gradually 
recovering, auto sales should 

recover over the next 5 years and 
auto company profitability should 

gradually recover
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Ever wondered how much money 
Pak Suzuki, Indus Motors and Honda 

make for every car that they sell ?



PSMC – Net Profit per car sold (USD)

Source: Chase Research, Company Accounts, PAMA
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Stock prices follow a similar trend



PSMC – Market Cap (USD)

Source: Chase Research
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There are no new entrants that 
compete directly with Pak Suzuki

Pak Suzuki made a net profit of USD 
301/Car in 2007 and USD 327/Car in 

2015

Pak Suzuki sold 124k cars in 2007 
and 134k cars in 2015
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Pak Suzuki had a market cap of 
USD700mn in 2017

Pak Suzuki currently has a market 
cap of only USD36mn

Pak Suzuki is our preferred pick in 
the auto space 



HCAR – Market Cap (USD)

Source: Chase Research
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HCAR – Net Profit per car (USD)

Source: Chase Securities
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The arrival of new entrants in the 
sector such as KIA and Hyundai 

might mean that peak profitability 
per car for HCAR and INDU could 

decline and is something that 
investors should consider



Indus Motors – Market cap (USD)

Source: Chase Research
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Indus Motors – Net Profit per Car sold 
(USD)

Source: Chase Research, Company Accounts, PAMA
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Hino Pak Motors, Ghandhara Nissan, 
Ghandhara Industries and auto part 
companies have also shown similar 

trends in the past
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High interest rates, low demand and 
administrative controls which have 
included import bans have led to 
extremely low volumes across the 

sector



HINO – Market Cap (USD)

Source: Chase Research
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HINO – Net Profit per Vehicle Sold (USD)

Source: Chase Securities
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GHNL – Market Cap (USD)

Source: Chase Securities
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GHNL – Net Profit per Vehicle Sold (USD)

Source: Chase Research, Company Accounts, PAMA
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GHNI – Market Cap (USD)

Source: Chase Research, Company Accounts, PAMA
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GHNI – Net Profit per Vehicle Sold (USD)

Source: Chase Securities
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While truck and bus volumes 
recover later in the cycle

It could be fruitful to keep them 
under the radar
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As the economy recovers, the pendulum will 
swing from pessimism to optimism
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So what do we think will happen 
next?
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“There are two kinds of 
forecasters: those who don't know, 

and those who don't know they 
don't know.”

-- John Kenneth Galbraith.



www.chasesecurities.com

Part 2

Coming soon.. 
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with it may from time to time have an investment banking or other relationship, including but not limited to, the participation or investment in commercial banking transactions (including loans)
with some or all of the issuers mentioned therein, either for their own account or the account of their customers. Persons connected with the company may provide or have provided corporate
finance and other services to the issuer of the securities mentioned herein, including the issuance of options on securities mentioned herein or any related investment and may make a purchase
and/or sale, or offer to make a purchase and/or sale of the securities or any related investment from time to time in the open market or otherwise, in each case either as principal or agent.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”,
“predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such forward looking statements
are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those
expressed in any forward-looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. Chase Securities Pakistan Private Limited expressly
disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events.

Exchange rate fluctuations may affect the return to investors. Neither the company or any of its affiliates, nor any other person, accepts any
liability whatsoever for any direct or consequential loss arising from any use of this report or the information contained therein. Chase
Securities Pakistan Private Limited, its respective affiliate companies, associates, directors and/or employees may have investments in
securities or derivatives of securities of companies mentioned in this report, and may make investment decisions that are inconsistent with
the views expressed in this report.

* Total stock return = capital gains + dividend yield
Valuation Methodology:

• Period end target prices, Chase Securities Pakistan Private Limited uses different valuation methodologies including but not limited to:
• Discounted cash flow (DCF, DDM)
• Relative Valuation (P/E, P/B, P/S etc.)
• Equity & Asset return o arrive at our based methodologies (EVA, Residual Income etc.)

Rating Definition
BUY Total stock return > 15%
NEUTRAL Total stock return between 0% -15%
SELL Total Stock return < 0%
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