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During the outgoing week, ahead of the Federal Budget FY2020-21, positivity was witnessed at the local 
bourse as the market closed in the green on the first 4 trading sessions of the week, rising by 778 points (up 
2.3%). However, taking a cue from the sell-off in global equities and sharp decline in global oil prices, 
investors opted to book profit on Friday, paring some of the gains made earlier during the week. Overall, 
during the week, the benchmark KSE-100 Index rose by 261 points (up 0.8%). 

As per the economic survey released during the week, the GDP is poised to decline during the current 
year, by around 0.4%, led by dismal performance of the Industrial and Services sectors, overshadowing a 
decent 2.7% growth in the Agriculture sector. The GDP growth target for FY21 has been set at 2.1%, 
which although appears low, seems challenging in the backdrop of Covid-19 induced disruption in 
economic activity. For the next year, the target for fiscal deficit has been set at 7%, which appears 
challenging in our opinion. Inflation target has been set at 6.5% for FY2021 compared to FY2020 estimated 
inflation of 10.7%. Overall, the budget is neutral to positive for the stock market, in our opinion.

In terms of participant-wise activity during the week, Foreign Investors continued to remain main sellers in 
the market, offloading positions worth USD 8 million. Net buying was witnessed from Individuals, Mutual 
Funds, and Broker Proprietary Trading with net inflows worth USD 6 million, USD 2 million and USD 2 
million, respectively. 

What is next? Though the business community and stock market participants expected more relief measures 
from the government in the FY2020-21 budget, and may be somewhat disappointed, we view this budget 
as slightly positive for the market as no new major taxes have been announced. Super-corona tax has not 
been levied and the currently applicable corporate tax rate has been maintained. Some reliefs have been 
offered to numerous other sectors in the form of reduction in Custom Duties (CD) and Regulatory Duties 
(RD) to lower the input material costs and enhance the ease of doing business. FED on cement has been 
reduced, WHT on steel melters has been withdrawn, and remittances have been exempted from WHT 
too. Textile sector will also benefit from reduction in duties on some raw materials and Sales Tax on POS 
linked retailers has also been brought down to 12% from 14% to enhance tax compliance in the sector. 
The government has tried to offer some relief to businesses, and thus earnings of  majority of the listed corporate 
sectors either remain intact or will slightly improve. The announcement of the budget will end uncertainty 
related to potential new taxation measures.  

From the valuation standpoint, the market is trading at an attractive forward Price-to-Earnings (P/E) multiple 
of 7.0x against the 10-year average of 8x. The market also offers a healthy dividend yield of 6%. We hold 
a positive view on the stock market given: (i) attractive stock market valuations; (ii) benign inflation outlook 
and expectation of further 100 bps cut in the Policy Rate in the near-term; (iii) barring short-term blip, a 
healthy corporate earnings growth over the next 2-3 years; (iv) abundant local liquidity awaiting to enter the 
market; and (v) manageable Current Account Deficit (CAD).
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