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Amid healthy trading volumes, the rally at the local bourse extended during the outgoing week 
as the benchmark KSE-100 Index rose sharply by 1,442 points (4.4%) on a week-on-week 
basis. Erasing all the earlier losses of the year, the market has risen by 1.7% during FY2020 
through October 11, 2019. 

We attribute this robust stock market recovery to gradually improving economic prospects 
and attractive market fundamentals. Helped by 21% decline in imports and 3% rise in exports 
on a year-on-year basis, the trade deficit for 1QFY2020 clocked-in at USD 5.7 billion versus 
USD 8.8 billion for the same period last year, showing a hefty contraction of 35%. The positive 
momentum was fuelled by sharply declining sovereign yields where yield on 10-year, 5-year, 
and 3-year PIBs declined by 2.58%, 2.05%, 1.76%, respectively from their recent highs. This 
has happened despite increasing trend in CPI inflation, which clocked-in at 11.4% for September 
2019. More recently, during the outgoing week, the yield on 3-month, 6-month, and 
12-month T-Bills declined by 33 basis points, 41 basis points, and 63 basis points, respectively. 
This declining trend in the sovereign yields indicates the market expectation of peaking inflation 
and the beginning of monetary accommodation cycle. 

From the fundamental perspective, at its trough of 28,765 points hit on August 16, 2019, the 
market was trading at a compelling Price-to-Earnings (P/E) multiple of 5.3 (Earnings Yield of 
18.9%) and was offering an attractive dividend yield of 7.5%. We attributed these valuations 
more of a reflection of the pervasive negativity rather than the bad economic condition & 
challenging market fundamentals. Back then, we advised our clients to consolidate their position 
in equities.  

Looking ahead, in our view, the market will take cue from developments on the economic 
and policy fronts. We foresee the continuation of improving trend in the external account and 
estimate the Current Account Deficit (CAD) to settle at USD 8.2 billion for FY2020 versus 
USD 13.5 billion in FY2019 and USD 19.9 billion in FY20118. We expect year-on-year CPI 
inflation to peak at around 12% and the Policy Rate to start declining from 2HFY2020. 
Despite slowing economic activity, corporate earnings remain resilient and we expect robust 
double-digit earnings growth for 2020 and 2021. From the valuations stand point, even after 
robust recovery, the stock market is trading at an undemanding Price-to-Earnings (P/E) multiple 
of 6.4x. In addition to this, the market offers a handsome dividend yield of 6.3%. Given attractive 
valuations, improving economic prospects, and alleviating concerns on the Balance of Payment 
position; the odds of the foreign portfolio inflows have increased contrary to the out flows 
during the last three years. Moreover, there is abundant local liquidity sitting on the sidelines, 
still awaiting clarity on the economic and policy fronts, before entering the market.
 
In aggregate: We hold on to our view that the economic and market fundamentals make a 
strong case for equities. Therefore, we advise investors to consider consolidating position in 
the stock market, keeping their long-term investment objectives in mind.
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(Price-to-Earnings multiple of 5.3)

(Price-to-Earnings multiple of 6.4)


