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Amid net foreign buying, the rally at the local bourse extended during the outgoing week 
as the benchmark KSE 100 Index rose by 848 points (2.1%) on a week-on-week basis to 
�nish the week at 41,113 points. Overall, after bottoming at 37,067 on December31, 
2018, the market has witnessed a strong rebound of 11%. Among the most notable data 
releases, the FX reserves of the SBP increased by USD 1.5 billion during the week to USD 
8.2 billion as the country received USD 1 billion each from Saudi Arabia and the United 
Arab Emirates, as part of the bailout package by the two friendly nations. Against the 
market consensus of status quo, the SBP in its bi-monthly monetary policy review, lifted the 
Policy Rate by 0.25% to 10.25%, citing the need for further stabilization and acknowledging 
the upside risks to in�ation. The market is also upbeat about the announcement of large 
investment by the Kingdom of Saudi Arabia during Saudi Crown Prince’s upcoming visit to 
Pakistan. 

As we have been writing extensively recently, the tightening monetary policy, large PKR 
devaluation, and upward adjustment of duties on the non-essential imports would help 
contain the consumption demand pressure. The lackluster growth of LSM sector during 
FY2019, corroborate our view of moderation of domestic demand. In our view, these 
policy actions coupled with lower global oil prices despite some recent recovery would 
lower the trade de�cit in the coming months. We also expect strong growth in exports as 
the efforts are underway to restore competitiveness of export-oriented industry by lowering 
of tax burden, reducing input costs, and revisiting trade agreements. The commencement 
of deferred oil facilities and receipt of promised in�ows from friendly countries would lend 
support to the precarious FX reserve position. We believe that the government will 
announce entry into the IMF programme by March and hopefully under less stringent conditions. 

Encouragingly, during the second consecutive week, Foreign Investors remained net 
buyers in the market, accumulating fresh position to the tune of USD 12 million, coming 
on the heels of USD 17 million net buying during the week ending January 25, 2019. 

Looking ahead, we believe that the market would take direction from the ongoing corporate 
results announcements and development on securing �nancial package from the IMF that 
we believe is still unavoidable considering large shortfalls in �nancing the external 
account. From the valuations perspective, despite a strong recovery of around 11% off the 
December’s low of 37,067 points, the stock market is still trading at an attractive 
Price-to-Earnings (P/E) multiple of 8.3. We expect corporate earnings to grow at a healthy 
double-digit rate for the next two years. As the currency is near its equilibrium value, in our 
view, the market will regain its appeal to foreign investors, awaiting Pakistan entry into the 
IMF package. We hold a sanguine view on the market given attractive valuations; healthy 
corporate earnings growth outlook; ample local liquidity; and improving albeit not 
comfortable external account position.
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