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During the outgoing week, the stock market remained sideways, contending with the 
challenging investment backdrop shaped by shifting policy developments spearheaded by 
the newly elected PTI-led government to address the multifaceted challenges facing economy, 
notably the �nancing of large external funding gap. More speci�cally, the benchmark 
KSE-100 Index closed the week with a decline of 322 points (0.8%), adding the 1QFY2019 
decline to 2.2%. 

On the policy front, odds of Pakistan knocking on the IMF’s door increased as a delegation 
from the International Monetary Fund (IMF) arrived in Pakistan on Thursday to hold talks 
with the government pertaining to the macroeconomic data. The IMF team would prepare 
a report on the basis of the Article IV consultations with Pakistan for presentation to the 
Executive Board of the IMF and subsequent publication. The Finance Minister Mr. Asad 
Umar while talking to media has insisted that all options will be evaluated and the decision 
over whether to enter a new IMF program or not will be made in the month of October. 

That being said, we believe that a new �nancing package from the IMF seems inevitable 
given large funding requirements and precarious FX reserves position. The IMF programme 
would directly provide support to the fast depleting FX reserves position, and lend the requisite 
credibility to the country to secure �ows from other bilateral and multilateral institutions 
such as the ADB, World Bank, and IDB. In addition to this, the IMF programme would 
bring with it �scal discipline and give a push for long-standing critical structural reforms 
such as broadening of tax base, rationalization of government expenditure, improving 
governance, and restructuring/privatization of loss-making PSE that are essential for raising 
potential economic growth rate and ensuring medium-term �nancial sustainability. 

In our view, a lot of negativity on the economic front emanating from the external account 
woes with its implications for in�ation, interest rates, economic growth, and corporate 
pro�tability has already been priced in the current valuations. After a sizable decline of 
around 22% from its all-time high level of 52,876 hit on May 24, 2017, valuations of the 
stock market have become quite attractive, which is currently trading at 8.5 times estimated 
earnings. We reiterate our view that the stock market is well poised to deliver healthy 
returns in FY19 given reasonable valuations and a decent double-digit expected corporate 
earnings growth for FY19 & FY20.
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