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During the outgoing week, ahead of the federal budget FY2022, the market swung between gains and 

losses as investors opted cautious approach with the benchmark KSE 100 Index managing to increase 

by a paltry 93 points (0.2%) on a week-on-week basis. It merits highlighting that a strong pre-budget 

rally was witnessed at the local bourse as the market delivered a robust 7% returns during the last one 

month.   

In terms of trading activity during the week, Mutual Funds stood as the largest buyers in the market, 

accumulating fresh positions to the tune of USD 15 million. Alongside, Companies emerged as other 

main buyers in the market adding equities to the tune of USD 9 million. On the other hand, Banks were 

the largest sellers in the market, offloading their equity positions by USD 10 million. Likewise, Foreign 

Investors and Insurance Companies emerged as other major sellers in the market, selling their equity 

holdings by USD 7 million and USD 5 million, respectively.  

We see the federal budget FY2022 as pro-growth with fiscal prudence that envisages GDP growth rate 

of 4.8% and overall fiscal deficit of 6.3%. The industrial sector is likely to remain buoyant due to 

improvement in export volumes coupled with capacity expansion in multiple sectors under the massive 

TERF facility. We foresee continuation of growth momentum in construction sector on the back of higher 

allocation for development spending. GDP growth target of 4.8% looks feasible, barring any external 

shocks. The government expects headline CPI inflation of around 6-7% for FY2022, while our estimates 

suggest inflation to remain around 8-8.5%.  

In our view, the budget is positive for the stock market. The key positive for the market is the reduction 

of Capital Gains Tax (CGT) from 15% to 12.5%. The Finance Minister has also hinted the possibility of 

further reduction in CGT going forward. Turnover Tax rate has been lowered to 1.25% from 1.50% 

previously, that shall benefit companies with low profitability margins, and companies incurring losses. 

Custom Duties, Additional Custom Duties, and Regulatory Duties on imported raw materials have been 

brought down, which is positive for corporate profitability. Federal Excise Duties and Sales Tax on some 

products have also been lowered/abolished which is also positive for select companies. Renewed focus 

on GDP growth, with significantly higher federal and provincial allocation for development spending, 

higher budget for subsidies apportioned for power sector bode well for overall corporate profitability 

and cash-flows of select sectors. 

From the fundamental perspective, the market is trading at an attractive forward Price-to-Earnings (P/E) 

multiple of 6.7x, versus 10-year average of 8.4x. On a relative basis, the Earnings Yield of around 14.9% 

offered by the stock market also looks appealing compared to 9.9% yield on 10-year PIBs. In addition to 

this, the stock market also offers a healthy dividend yield of 5.3%. Earnings of the corporate listed sector 

are expected to grow at double-digit rate over the next two to three years.  

The bottom line: The market is well poised to deliver strong returns in FY22, and beyond given attractive 

valuations; double digit expected corporate earnings growth; looser financial conditions; comfortable 

external account position; and a heathy 5% dividend yield. Therefore, investors with medium to long-

term horizon are advised to build position in equities through our NBP stock funds. 


