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During the week ending February 12th 2021, the market came under pressure as the benchmark 
KSE 100 Index shed 1,097 points (a decline of 2.3%) on a week-on-week basis. How do we see this 
market performance during the outgoing week? In our view, this a healthy correction / pause that 
is a typical of any secular bull markets that last for years. To put things into perspective, during 
FYTD through February 12th, the market has delivered a robust return of 33% and it has surged 
by a massive 68% from its bottom hit in March 2020. The investment backdrop for equities, 
shaped by improving economic outlook, promising corporates earning prospects, attractive 
market valuations, and supportive financial conditions justify a pro-risk stance, in our view 

Looking at the participant-wise activity during the week, Individual Investors, Companies, and 
Mutual Funds stood as major buyers in the market, accumulating fresh positions to the tune of 
USD 13 million, USD 8 million, and USD 6 million, respectively. On the contrary, Banks/DFIs and 
Insurance Companies emerged as main sellers in the market, offloading their positions by USD 12 
million and USD 10 million, respectively. Alongside, Foreign Investors and other Organizations 
each liquidated shares worth USD 3 million. 

What lies ahead for the stock market? We believe that despite a robust 68% rally off the March 
lows, the risk/reward of owning stocks is justified. Our sanguine view on the market is driven by 
improving macroeconomic indicators, robust corporate earnings announcements coupled with 
promising future prospects, attractive market valuation, and supportive financial conditions. On 
the economic front, a V-shape economic recovery has gained traction as manifested by the 
frequently released economic data such as cement dispatches, automobile sales volumes, and 
sales of the retail fuel. A hefty 8.16% increase in output of the Large-Scale Manufacturing 
Industries (LSMI) for July-December 2020-21 compared to the same period last year also 
corroborates buoyancy in the economic activity. Moreover, the ongoing earnings season has been 
supportive of the economic recovery narrative, with majority of the reporting companies beating 
expectations thereby validating the remarkable market rally at the local bourse and paving the 
way for the next leg up, in our view. 

From the valuation perspective, the market is trading at an attractive forward Price-to-Earnings 
(P/E) multiple of 7.2x, versus 10-year average of 8.5x. The market also offers a healthy dividend 
yield of 5%. Corporate earnings are expected to grow at a double-digit rate over the next two to 
three years. The SBP has signaled the continuation of the accommodative monetary policy in the 
coming months and we anticipate a modest 1%-1.5% hike in the Policy Rate during CY21. 

The bottom Line: Given improving economic outlook, promising corporate prospects, attractive 
valuations, and more importantly justified vaccine optimism, we advise investors with medium 
to long-term investment horizon to build positions in equities. 


