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Ahead of the long Eid break, the stock market underwent some correction during the current week ending 29th April. 

During the week, the benchmark KSE-100 index dropped by 304 points on a week on week basis translating into a decline 

of 0.7%. Almost all the sectors closed in red and in terms of sector contribution, Cements and Oil & Gas contributed the 

most to the index points, while in terms of sectoral performance, cyclicals like Engineering, Power and Cements 

underperformed the market. 

The stock market started off the week on a positive note as the investors celebrated the favorable development over the 

last weekend surrounding the resumption of the IMF program. Within days of taking oath, the incoming FM, Miftah Ismail, 

along-with the ministry officials & SBP governor had rushed to meet the high-level IMF officials, where it has been 

principally agreed to resume IMF program which had come to a halt. Both sides agreed to reverse unfunded subsidies 

which had slowed discussions for 7th review. The IMF expects to field a mission to Pakistan in May to resume discussions 

over policies for completing the 7th EFF review. The authorities have also requested the IMF to extend the EFF 

arrangement through June 2023. It has also been learnt that they have also sought to increase the size of the program 

from USD 6 billion to USD 8 billion. However, the celebrations fizzled out quickly as investors’ focus shifted to the real 

challenges facing the economy. As highlighted earlier, the IMF wants the government to increase the prices of petroleum 

products as well as impose taxes and petroleum levy, do away with the industrial amnesty scheme, reduce the circular 

debt of the power sector, increase electricity tariffs and fiscal savings. These belt tightening measures will likely taper 

growth, and trigger another round of inflationary pressure, which is already running in double digits. The relentless 

increase in the yields on the short-term government papers and KIBOR rates during the week also unnerved market 

participants, as it portends further monetary tightening and slowdown in economy. The yields on different ST maturities 

in the auction further increased in the range of 96 to 129 basis points, from the cut-off last week, just shy of 15%. Likewise, 

the 6M KIBOR also raced to multi decade high at 14.96% on Thursday. During the week, MoF also released numbers 

related to fiscal operations, which reported that the country’s overall fiscal deficit during 9MFY22 stood at PKR 2.6 trillion 

(around 4% of the GDP). 

In terms of trading activity during the week, Individuals and Other Organizations emerged the largest buyers as they 

increased their equity holdings by USD 6 million & USD 3 million. On the contrary, Insurance & Mutual Funds remained 

the largest sellers with outflows of USD 7 million and USD 5 million respectively.  

On equity market outlook, though political uncertainty has subsided, but it is far from over & challenges on economic 

front have increased due to a) inflationary pressures due to unprecedented commodity prices, b) fiscal over-runs driven 

by relief package by the previous government and, c) tough conditions surrounding the IMF program. The record 

commodity prices pose risks to the external front. This can especially be a major predicament given sharp decline in central 

bank reserves, which have plummeted considerably during recent months. Though authorities remain committed to 

continue with the IMF program, it remains to be seen at what pace and magnitude the coalition government reverses the 

populist measures taken by the outgoing government and take other painful measures on the fiscal front, which will be 

politically difficult to implement. However, we believe that current stock market valuations more than compensate for 

the risks highlighted.  

Corporate profitability remained sublime in CY21 where listed companies posted record set of profitability. Cumulative 

profits are estimated to have risen in excess of 48% on a yearly basis. The companies continue to post robust profitability 

in the ongoing 1QCY22 results, surpassing the previous level of profitability, surging further by around 35% on a yearly 

basis. On the other hand, performance of stock market since the start of CY21 has remained lackluster, at best. As a result, 

the mostly looked at valuation metric, Price-to-Earnings Ratio (P/E) has come down to multi-year low of around 4.6 times. 

The last time market traded at this level was post GFC time in Jan-09. The market also offers healthy dividend yield of 

around 7-8%. As we see it, the recent market valuations are equivalent to the crisis eras. Furthermore, the quantum of 

foreign selling has also slowed post outflow of almost USD2.3bn from CY2016-2021. Market is expecting inflows in the 

vicinity of USD 30-40 million once Pakistan formally becomes part of the Frontier Market Index in May 2022. The 

slowdown in foreign selling should help market generate better returns in CY22.  

Therefore, given attractive valuations and strong corporate profitability, we advise investors with medium to long-term 

investment horizon to build position in the stock market through our NBP stock funds. 


