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During the outgoing week ending August 28th 2021, mild correction was witnessed at the local bourse as 

the benchmark KSE 100 Index slipped by 463 points (a decline of 1%) on a week-on-week basis. The market 

started off the week on a positive note led by sharp rebound in the Index heavy weight Oil & Gas 

Exploration Sector and excitement over the receipt of USD 2.7 billion as Special Drawing Rights (SDR) from 

the IMF for global support amidst the pandemic. However, the market could not sustain this positivity and 

declined by a cumulative 976 points in the subsequent 4 trading days of the week. Investors were also 

unnerved by yet another reshuffle in the economic team, as the chairman FBR and Special Assistant to 

Prime Minister (SAPM) on Finance and Revenues were changed. Furthermore, investors are also seen 

wondering over potential impact of the recent PKR devaluation, which together with sharp increase in 

commodity prices may weigh on the corporate profitability. Deteriorating security situation in the 

neighboring Afghanistan also sent jitters in the market.  

On participant-wise activity during the week, Other organizations and Mutual Funds emerged as major 

buyers in the market, accumulating fresh positions to the tune of USD 3 million and USD 2 million, 

respectively. On the contrary, Foreigners stood as the largest sellers, offloading their equity positions by 

USD 4 million. Alongside, Insurance and Banks/DFIs each sold stocks worth USD 2 million. 

What lies ahead for the stock market? We reckon that the market is well poised to deliver strong returns 

in FY22, and beyond. Our positive view on the market is premised upon undemanding stock market 

valuations; robust economic activity; supportive monetary conditions; ample local liquidity; and promising 

corporate earnings prospects. On the economic front, Current Account Deficit (CAD) for July 2021 

narrowed to USD 773 million after a hefty USD 1.6 billion CAD for the month of June 2021. Though 

investors’ concerns on rising CAD are not unwarranted, the policymakers seem better prepared this time 

to navigate it. Instead of fixation on the fixed exchange rate, the SBP has let the currency depreciate by 

around 8-9% against the USD during the last few weeks to contain demand pressure. Any decline in the 

global commodity prices would also provide some respite to our external account, as the prevailing record 

high prices are unlikely to sustain in the long term. Furthermore, with the receipt of USD 2.7 billion from 

the IMF, the SBP’s FX reserves are likely to touch new highs. On Covid-19 front, the strategy of smart & 

targeted lockdowns has worked well; and considering the vaccination progress, major eligible population 

is expected to get vaccinated in next couple of months, which would allow the economy to continue to 

operate uninterrupted.      

From the valuation perspective, the stock market is valued at an attractive forward Price-to-Earnings (P/E) 

multiple of 6.4x, versus 10-year average of 8.4x. In addition to this, the stock market also offers a healthy 

dividend yield of 5.4%. Helped by the strong pricing power and robust demand growth, corporate earnings 

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

Covid-19 cases, and still considerable slack in the economy, the SBP is expected to continue with the 

accommodative monetary policy regime with a gradual and measured hike in the Policy Rate, going 

forward.  

The Bottom Line: In our view, there is a strong investment case for equities driven by attractive market 

valuations; ample local liquidity; promising corporate earnings prospects; and healthy Balance of Payment 

(BoP) position. Therefore, investors with medium to long-term investment horizon are advised to build 

position in the stock market through our NBP stock funds. 


