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Local equities struggled during the outgoing week as the benchmark KSE-100 Index witnessed 
a hefty fall of 1,772 points (4.3%) on a week-on-week basis. The dismal performance of the 
stock market is attributable to concerns on the twin de�cits issue (Current Account De�cit 
& Fiscal De�cit) facing economy. It is feared that if not managed properly it could derail 
economic growth and even may lead to �nancial dislocation. The recent statement of International 
Monetary Fund (IMF) staff team recommending tough policy measures also dented the 
market sentiment. To top it off, the arrest of leader of the opposition, Mr. Shahbaz Sharif by 
National Accountability Bureau (NAB) on Friday linked to an ongoing probe into a low-cost 
housing project in Punjab province stoked anxiety in the market. In addition to this, Emerging 
Markets continue to face steep sell-off in equites amid tightening of �nancial condition on 
the back of the strengthening US dollar and rising US interest rates.

A staff team from the IMF, visited Islamabad from 27th September to October 4, 2018 to 
discuss Pakistan’s economic situation and exchange views with the authorities on necessary 
policies. In its statement, the IMF team while commending the recent actions such as 
rupee devaluation, interest rate hikes, and �scal consolidation; described the increasingly 
dif�cult situation facing Pakistan’s economy. The team recommended some policy measures 
that include more exchange rate �exibility and monetary policy tightening; further �scal 
adjustment; and improving the performance of loss-making Public Sector Enterprises coupled 
with further increases in gas and power tariffs.

We hold on to our view that that a fresh Fund programme is unavoidable. We also think 
that the rebalancing of Pakistan's economy anchored by policy combination of more 
monetary policy tightening, further currency devaluation, and �scal austerity will lead to 
a slowdown in growth. That being said, current valuations of the stock market re�ect 
potential downside risks to a large extent. More speci�cally, a hefty decline of around 
26% from its all-time high level of 52,876 hit on May 24, 2017, has opened up valuation 
gap in the broader part of the market which trades at forward Price-to-Earnings multiple of 
around 8 times. Moreover, we strongly believe that the above policy measures augmented 
by the critical structural reforms would put economy on a self-sustaining high growth path 
and restore �scal sustainability that bodes well for the stock market

While acknowledging that the hardest part of investing is market timing, we advise investors 
with the intermediate-to long-term investment horizon to consider consolidating position in 
the equities that is well poised to deliver competitive returns in FY19, and beyond.   
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Disclaimer: This publication is for informational purposes only and nothing herein should be construed as a solicitation, recommendation or an offer to buy or sell any fund. All investments in mutual 
funds are subject to market risks. Past performance is not necessarily indicative of future results. Please read the Offering Documents to understand the investment policies and the risks involved. 
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(Price-to-Earnings multiple of 8)


