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Extending the negative momentum, the market started the outgoing week on a frail note 
as the benchmark KSE 100 Index declined by a cumulative 854 points (2.3%) during the 
�rst two trading days, adding to the month-to-date slump of 10.6% to close at 36,663 
points on October 16, 2018. However, value buying was witnessed at the market during 
the subsequent three trading days, leading to a strong recovery of 1,767 points (4.6%) that 
helped the market to �nish the week with a handsome gain of 913 points (2.4%).

As we see it, investors’ main wall of worry is funding of large external account gap with its 
implications for the economic growth, in�ation, interest rates, and corporate pro�tability. 
Awaiting a clear roadmap from the government, investors opted to stay on the sideline. The 
announcement of Prime Minister Imran Khan’s second visit to Saudi Arabia revived hopes 
of some sizable �nancial assistance from the brotherly country in the form of deferred oil 
payment facility/cash deposit/loan, etc. Market is also pinning hopes on PM Khan’s upcoming 
visit to China to muster a hefty �nancial support. Clarifying the government position on the 
�nancing package from the IMF, Finance Minister Asad Umar revealed that Pakistan would 
take USD12 billion for a span of three years under IMF’s extended credit facility and said 
that their delegation would arrive in Pakistan on November 7th. He also mentioned that 
Pakistan would acquire another USD5 billion from the Asian Development Bank and 
World Bank.   

We believe that to shore up the dwindling FX reserves the government would succeed in 
mobilizing some decent �ows from the friends of Pakistan while working out a �nancing 
package from the IMF. Meanwhile, government would augment the recently enacted 
policy measures such as further hikes in the policy rates, some more currency devaluation, 
upward revision in the electricity tariff, and increase in the retail fuel prices that would help 
rein in the demand pressure with the objective to contain trade de�cit. We reiterate our 
view that in the short run these policy actions would undermine growth, stoke in�ation, 
cause interest rate hike that would hurt corporate pro�tability. However, in the long-run, it 
would put the economy on a high & inclusive economic growth and lend durable �nancial 
stability as the government seems determined to augment the above policy actions with the 
long-standing critical structural reforms.  

Going forward, the market is trading at an attractive Price-to-Earnings (P/E) of around 8 
times after a hefty fall of around 27% from its all-time high level of 52,877 hit on May 24, 
2017. We believe that prevailing valuations of the stock market re�ect in challenges on the 
economic front and headwinds to the corporate pro�tability. We acknowledge that the 
dif�cult policy steps would cap the market upside in the short-run. However, any material 
progress in mobilizing foreign �ows and beginning of stalled structural reform process 
would catalyze a rally in the stock market given attractive valuations. We advise investors 
to avoid temptation to exit the market at these levels and consider consolidating their position 
in equities keeping long-term investment objective in mind.
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