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Equities: Best asset class over next 6-12 months  

Pakistan Strategy 

Type INSL <GO> to reach our research page on Bloomberg. 

Analyst certifications and important disclosures are in the end. 

The new IMF stand-by agreement worth US$3bn has provided much needed 
relief to the country in testing times. In last 12-15 months, political circus has 
taken the center stage in the country while throwing economy into the 
backseat. During this period, inflation monster destroyed the purchasing 
power of average citizen, as CPI recorded a mammoth increase of 43% during 
Jan’22 to Jun’23. Devastating effects of monsoon floods coupled with slowing 
domestic demand and supply side hindrances further dragged the economy as 
provisional GDP growth figure clocked in at ~0.3%, as compared to 6.1% last 
year. Furthermore, clouds of uncertainty over 9th review of IMF program 
severely dented investor sentiment. Despite fulfilling the key demands of IMF 
such as free movement of exchange rate, hike in energy tariffs, necessary 
adjustments in policy rate and imposition of additional tax measures the 9th 
review of the EFF program remained stalled. Similarly, in political arena, 
dissolution of two provincial assemblies and uncertainty regarding elections 
under the time limit provided by the constitution further aggravated negative 
sentiments. During this whole fiasco, investors in equity market remained 
sidelined and market activity remained dull despite dirt cheap valuations. 
Given the bleak economic outlook majority of people moved their money in 
dollars or other stable currencies while many people invested in commodities 
such as gold, silver. In addition, high interest rate environment also resulted in 
diversion of funds towards money market instruments.  

With better-than-expected arrangement with IMF for ~US$3bn inflows over 
next 9 months, we believe that equity market will outperform other asset 
classes over the course of next 6-12 months and can potentially make a new 
high. Our investment proposition is primarily based on cheap valuation of the 
domestic market which is trading at a forward P/E & P/B of 3.4x & 0.7x vs. 5-
year average of 6.3x & 1.1x, respectively, primarily attributable to country’s 
scarce foreign exchange reserves which are only sufficient to cover one month 
of imports. Therefore, market participants were pricing-in the probability of 
country’s default on its financial obligations. Furthermore, other avenues  
where people generally park their investments have now become less 
attractive, as compared to equities (more details on page:2). 

However, smooth run up to general election in next couple of months and 
swift transition of power along with necessary reforms under IMF watch, are 
necessary ingredients for a sustainable rally in local market. We believe that 
energy sector stocks will perform relatively better due to timely rebasing/
revision of energy tariffs as demanded by IMF. Furthermore, any positive 
development on structural reforms in energy sector can also stimulate circular 
debt-ridden companies. Similarly, banking sector stocks are also expected to 
bounce back sharply, as they were trading at historical low multiples due to 
talks of domestic debt restructuring and slowdown in economic growth which 
induced risk of NPL formation. With IMF stand-by agreement in place, 
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probability of domestic debt restructuring is low, at least in near term. Sectors 
that are negatively affected by import restrictions such as pharma, autos, 
electrical appliances etc. can also witness a jump amid removal of import 
restrictions. We continue our liking for companies having decent earnings 
quality, strong cashflows and attractive dividend yield.  

IMF stand-by agreement addresses near term liquidity issues 

In a welcome development, Pakistan has been able to secure a nine-month 
long IMF stand-by agreement which is expected to be approved by the IMF 
board on 12th of July. The funding arrangement will provide much needed 
liquidity of FX as country’s reserves (SBP) are at precarious level of 
~US$4.4bn, which are only enough to cover one month of import payments. 
The mounting pressure of debt servicing coupled with acute liquidity severely 
impacted the nation, as we have witnessed administrative curtailment of 
imports which has negatively impacted domestic sector in the form of  
shortages.  

We expect this new facility to provide a short-term respite to the country and 
will not only help in swift transition of political power post general election but 
also provide a road map for the caretaker setup. In addition, flows from other 
multilateral institutions along with rollovers from friendly countries will help in 
shoring up reserves. However, we opine that whoever comes into government 
post general elections 2023 will have to enter into a new long term IMF 
program. Given the huge debt repayments in next few years and to avoid any 
sort of debt restructuring, it is essential for the country to remain under IMF’s 
umbrella as it can help undertake much needed structural reforms in energy 
sector and taxation front.  

Equities are expected to outperform other asset classes in next 6-12 months  

Domestic equities have remained laggard since last 24 months due to sharp 
rise in interest rates, bleak economic outlook and flow of investment towards 
dollars or dollar linked assets. However, we believe that with clarity emerging 
on political front along with better-than-expected IMF program, equity 
markets can outperform other asset classes in short to medium run.  

Dollar hoarding: Over the past year or so, there has been a significant influx of 
funds into the foreign exchange (FX) markets as individuals sought to secure 
USD and other stable currencies, in order to protect themselves from the 
ongoing economic crisis. Furthermore, the imposition of administrative 
controls on imports and exchange rates has led to a substantial gap between 
official and unofficial rates, encouraging people to hoard dollars. However, the 
introduction of a US$3bn IMF program and the implementation of a market-
based exchange rate mechanism are expected to facilitate the convergence of 
official and unofficial rates. These measures will be supported by an 
improvement in the supply of dollars from hoarders. 

Real estate sector remains one of the major investment avenue in our country 
has been served with enhanced withholding tax rates in FY24 budget, which 
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are likely to discourage the speculation. Advance Tax on sale or transfer of 
immovable Property for filers has been increased from 2% to 3%. Similarly, for 
non-filers this WHT tax has been increased from 4% to 6%. Advance tax on 
purchase or transfer of immovable property has been raised from 2% to 3%. 
While for non-filers, the tax has been increased from 7% to 10.5%.  

Investment in automobiles: After the FY22 budget, a substantial amount of 
capital flowed into the automobile market, allowing people to make significant 
profits in a short period. Despite extended delivery times and high prices, cars 
were selling rapidly. However, a sharp increase in interest rates and an 
economic slowdown had a negative impact on the market. We are now 
observing quicker delivery of cars at reduced or no premiums. 

Therefore, we believe that flow of funds towards equity markets in next 3-6 
months will improve the valuation and overall liquidity of the market. The 
market is already trading at a cheap forward multiple of 3.4x vs. 5 & 10-year 
average of 6.3x & 7.3, respectively, any re-rating will open an upside potential 
of 20%-25% in short to medium run. We opine that, IMF’s enhanced focus 
towards sustainability of power sector bodes well for circular debt-ridden 
companies such as OGDC, PPL, PSO, SNGP, SSGC etc. Similarly, sectors that 
are negatively affected by import restrictions such as pharma, autos, electrical 
appliances etc. can also witness rebound amid removal of import restrictions. 
Our top picks are MARI, MEBL, ENGRO, FFC. EFERT, LUCK, MLCF, ACPL, ILP, 
SYS, APL etc. 
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Monthly car sales 

KSE100 - Index performance pre and post recent IMF agreements

6M 3M 1M Date of board approval 1M 3M 6M

Extended Fund Facility -7.1% -7.0% -1.7% Jul 3, 2019 -9.3% -7.6% 17.2%

Rapid Financing Instrument -7.6% -27.4% -3.9% Apr 16, 2020 8.6% 17.1% 27.7%

Extended Fund Facility 21.8% -1.8% -3.6% Sep 4, 2013 1.0% 12.4% 18.2%

Standby Arrangement -25.0% -2.6% 0.0% Nov 24, 2008 -27.5% -36.1% -22.2%

Extended Credit Facility 0.4% 10.7% 3.0% Dec 6, 2001 -1.3% 32.5% 21.4%

Standby Arrangement -11.3% -13.9% -11.2% Nov 29, 2000 16.1% 10.0% 4.0%
Source: Zakheera, Insight research

Pre Arrangement Post Arrangement

250,000

270,000

290,000

310,000

330,000

350,000

370,000

390,000

410,000

430,000

Ju
n

-2
1

Ju
l-

2
1

A
u

g-
2

1
Se

p
-2

1
O

ct
-2

1
N

o
v-

2
1

D
ec

-2
1

Ja
n

-2
2

Fe
b

-2
2

M
ar

-2
2

A
p

r-
2

2
M

ay
-2

2
Ju

n
-2

2
Ju

l-
2

2
A

u
g-

2
2

Se
p

-2
2

O
ct

-2
2

N
o

v-
2

2
D

ec
-2

2
Ja

n
-2

3
Fe

b
-2

3
M

ar
-2

3
A

p
r-

2
3

M
ay

-2
3

Total Car Financing

Source: PAMA, Insight Research

Monthly car financing data (PKRmn)

WHT on buying & selling of immovable properties

Filer Non-filer Filer Non-filer

Advance Tax on sale or transfer of immovable Property (236C) 2.0% 4.0% 3.0% 6.0%

Advance tax on purchase or transfer of immovable property (236K) 2.0% 7.0% 3.0% 10.5%
Source: Insight research

Old Revised
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IMPORTANT DISCLAIMER AND DISCLOSURES 

Disclaimer: This report has been prepared by Insight Securities (Private) Ltd, hereinafter referred as ‘ISL’) and is provided for information purposes 
only. Under no circumstances is to be used or considered as an offer to sell or solicitation of any offer to buy.  While all reasonable care has been tak-
en to ensure that the information contained therein is not untrue or misleading at the time of publication, we make no representation as to its accura-
cy or completeness and it should not be relied upon as such. This report is provided solely for the information of professional advisers who are ex-
pected to make their own investment decisions without undue reliance on this report. Statements regarding future prospects may not be realized 
while all such information and opinions are subject to change without notice. ISL recommends investors to independently evaluate particular invest-
ments and strategies and it encourages investors to seek the advice of a financial advisor.  

Investments in capital markets are subject to market risk and ISL accepts no responsibility whatsoever for any direct or indirect consequential loss 
arising from any use of this report or its contents. In particular, the report takes no account of the investment objectives, financial situation and partic-
ular need of individuals, who should seek further advice before making any investment or rely upon their own judgment and acumen before making 
any investment. The views expressed in this document are those of the ISL Research Department and do not necessarily reflect those of ISL or its 
directors.  

ISL may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which they are based 
before the material is disseminated to their clients. ISL, as a full-service firm, has/intends to have business relationships, including investment-banking 
relationships, with the companies in this report. Investors should be aware of that the ISL may have a conflict of interest that could affect the objectiv-
ity of the report. Investors should consider this report as only a single factor in making their investment decision.  This report may not be reproduced, 
distributed or published by any recipient for any purpose whatsoever without prior written approval by ISL. Action may be taken for unauthorized 
reproduction, distribution or publication. 

ISL Stock Rating System: ISL employs a 3-tier rating mechanism i.e ‘BUY’, ‘HOLD’ and ‘SELL’, which is based upon the level of expected annualized 
return for a specific stock. When total annualized return (capital gain + dividends) exceeds 22%, a ’BUY’ rating is assigned. A ‘SELL’ rating is issued 
whenever total annualized return is less than negative 5% and for return in between the 2 ranges, ‘HOLD’ rating is meted out. An ’Under Review’ 
stance is given if ISL research stance depends upon the outcome of an uncertain event having significant impact on the valuations. Different securities 
firms use a variety of rating terms/systems to describe their recommendations. Similar rating terms used by other securities companies may not be 
equivalent to ISL rating system.  

Time horizon is usually the annual financial reporting period of the company (unless otherwise mentioned in the report). Ratings are updated daily and 
can therefore change daily. They can change because of a move in the stock's price, a change in the analyst's estimate of the stock's fair value, a 
change in the analyst's assessment of a company's business risk, or a combination of any of these factors. In addition, research reports contain infor-
mation carrying the analyst’s views and investors should carefully read the entire research report and not infer its contents from the rating ascribed by 
the analyst. In any case, ratings or research should not be used or relied upon as investment advice. An investor’s decision to buy, sell or hold a stock 
should depend on individual circumstances (such as the investors existing holdings or investment objectives) and other considerations. 

Target price risk disclosures: Any inability to compete successfully in the markets may harm the business. This could be a result of many factors which 
may include (but not limited to) geographic mix and introduction of improved products or service offerings by competitors. The results of operations 
may be materially affected by global economic conditions generally, including conditions in financial markets. The company is exposed to market risks, 
such as changes in interest rates, foreign exchange rates and input prices. From time to time, the company may enter into transactions, including 
transactions in derivative instruments, to manage/offset certain of these exposures. 

Valuation Methodology: To arrive at our period end target prices, ISL uses different valuation methodologies including 

• Discounted cash flow (DCF) 

• Relative Valuation (P/E, P/Bv, P/S etc.) 

• Equity & Asset return based methodologies (EVA, Residual Income etc.) 

Frequently Used Acronyms 

TP  Target Price  DCF  Discounted Cash Flows  FCF  Free Cash Flows 

FCFE  Free Cash Flows to Equity  FCFF  Free Cash Flows to Firm  DDM  Dividend Discount Model 

SOTP  Sum of the Parts  P/E  Price to Earnings ratio  P/Bv  Price to Book ratio 

P/S  Price to Sales  EVA  Economic Valued Added  BVPS  Book Value per Share 

EPS  Earnings per Share  DPS  Dividend per Share  DY  Dividend Yield 

ROE  Return on Equity  ROA  Return on Assets CAGR Compounded Annual Growth Rate 
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ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES 

Analyst Certification: The research analyst(s), if any, denoted by AC on the cover of this report, who exclusively reports to the research department 
head, primarily involved in the preparation, writing and publication of this report, certifies that (1) the views expressed in this report are unbiased and 
independent opinions of the Research Analyst(s) which accurately reflect his/her personal views about all of the subject companies/securities and (2) 
no part of his/her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

The research analyst or any of its close relatives do not have a financial interest in the securities of the subject company aggregating more than 1% of 
the value of the company and the research analyst or its close relative have neither served as a director/officer in the past 3 years nor received any 
compensation from the subject company in the past 12 months. The Research analyst or its close relatives have not traded in the subject security in 
the past 7 days and will not trade in next 5 days. 

Disclosure of Financial Interest: ISL or any of its officers and directors does not have a significant financial interest (above 1% of the value of the secu-
rities of the subject company) in the securities of the subject company. Under normal course of business, ISL, their respective directors, officers, repre-
sentatives, employees and/or related persons may have a long or short position in any of the securities or other financial instruments mentioned or 
issues described herein at any time and may make a purchase and/or sale, or offer to make a purchase and/or sale of any such securities or other 
financial instruments from time to time in the open market or otherwise.  ISL or its employees may trade contrary to the recommendation given by ISL 
Research through this report or any other. ISL may be providing, or have provided within the previous twelve months, significant advice or brokerage 
services to the subject company. ISL may have, within the past twelve months, served as manager or co-manager of a public offering of securities for, 
or currently may make a primary market in issues of, any or all, the entities mentioned in this report or received compensation for corporate advisory 
services, brokerage services or underwriting services from the subject company. Close relative of one of the Research Analysts in ISL is currently un-
der employment in the middle management of HBL (a stock covered by ISL), as branch manager. Apart from this, ISL or any other of its officers and 
directors have neither served as a director/officer in any company under ISL research coverage in the past 3 years nor received any compensation 
from the subject company in the past 12 months.  

ISL Research Dissemination Policy: ISL endeavors to make all reasonable efforts to disseminate research to all eligible clients in a timely manner 
through either physical or electronic distribution such as mail, fax and/or email. Nevertheless, not all clients may receive the material at the same time. 
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