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Recap 20 Jun 2023
First Capital Upgrades Equity Exposure to 85% reducing cash to 15%

ASPI closed in on our 

target of 12,000 for 2023, 

but delay in IMF 2nd 

tranche resulted in selling 

pressure in the ASPI
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Jan 2022

REDUCE
25%-Equity
75%-Cash

Mar 2022

REDUCE
10%-Equity
90%-Cash

05 Apr 2022

INCREASE
25%-Equity
75%-Cash

23 Apr 2022

INCREASE
50%-Equity
50%-Cash

29 Sep 2022

INCREASE
50%-Equity
50%-Cash

08 Jun 2022

REDUCE
40%-Equity
60%-Cash

15 Jan 2023

INCREASE
65%-Equity
35%-Cash

20 Jun 2023

INCREASE
85%-Equity
15%-Cash
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Outlook for 2023 has been volatile but up trending
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with IMF for 1st 
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Policy
Rates reduced 

by 100bps
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Recap: ASPI Movement Jan – Nov 2023
First Capital Research set a target range for ASPI to be 11,000-12,000 for 2023. However, potentially strong 
returns are expected towards the 2H2023. Thereby in line with our expectations, due to weak earnings and new 
taxes, the market remained stagnant during 1H2023 while clarity on DDO, decline in interest rates and expected 
recovery in economic activity has resulted in positive returns in 2H2023.

The market remained stagnant between 8,000-10,000 during 

1H2023

Target of 12,000

ASPI closed in on our 

target of 12,000 for 2023, 

but delay in IMF 2nd 

tranche resulted in selling 

pressure in the ASPI
In line with 

expectations 

strong positive 

returns have been 

seen in 2H2023
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Market uptrend 
halted by delay in 
IMF 2nd tranche

• Since our last update, the All Share Price Index 
observed an upward trend during Jun-Sep 2023, 
reaching a high of 11,700 just below our target on 
12,000 for 2023.

• Weak corporate earnings initiated the slowdown in the 
market but delay in the 2nd tranche of the IMF triggered 
selling pressure pushing the ASPI towards the 10,500 
mark.

• With the delay in the IMF 2nd tranche, the Government 
Security yields reversed towards the 15% mark halting 
the transfer of funds towards the equity market.

• The announcement of the completion of the creditor 
assurances saw a slight uptick in the market, which 
may turn to a strong buying interest if the country 
manages to achieve the 2nd tranche which will be a 
major confidence booster.
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Key Indicators support improvement in investor 

confidence
Section 02
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 Political outlook may 

stay stable for the next 6-8 

months until SL gets closer 

towards the Presidential 

elections
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Economy to revert to growth from 4Q2023 onwards

(-7.8%)

(-3.0%) – (-4.0%)

(+3.0%) – (+4.0%) (+3.0%) – (+4.0%)

Supported by the sizable decline 

in interest rates, YTD 

appreciation in the exchange 

rate and relaxation of import 

restrictions, we expect economy 

to revert to positive territory from 

4Q2023 onwards with GDP 

growth for 2024E and 2025E 

likely to reach +3.0 -+4.0%
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Liquidity significantly improves, 
but remains low and volatile
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Sep 2022 

Jan-Feb 2023.  

Mar 2023 Apr-Sep 2023

Mar 2023

Sri Lanka 

successfully 

reaches a staff 

level agreement 

with the IMF  

Completing 

Pre- conditions

IMF Board level 

agreement

Receiving the 

1st tranche of 

IMF Funds 

Debt 

restructuring 

discussions
  

Oct-Dec 2023

2nd Tranche 

from IMF  

External Debt Restructuring and SOE Restructuring remains 
key for 2nd tranche

We maintain our original timeline targeting Dec-2023 for Sri Lanka to receive the 2nd tranche from the IMF
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Official Creditors Confirm Debt Deal

❑ Official Creditor Committee (OCC), co-chaired by India, Japan and France (as the 
chair of the Paris Club) has confirmed its in-principle agreement on the proposed 
financial terms for restructuring Sri Lanka's debt, aligning with the parameters 
outlined in the IMF program.

❑ This confirms that all official creditors have agreed to the restructuring of Sri 
Lanka's debt, representing a significant milestone in addressing Sri Lanka's 
economic crisis and restoring macroeconomic stability.

❑ This paves the way for the IMF Executive Board to consider the first review of Sri 
Lanka's Extended Fund Facility (EFF) program, leading to the approval of the second 
tranche of the loan anticipated in December. Subsequently, this would enable 
further financial support from the World Bank and the Asian Development Bank 
(ADB).

❑ The OCC expects to finalize this agreement in the upcoming weeks through a 
Memorandum of Understanding with the Sri Lankan authorities. Additionally, the 
OCC expects ongoing collaboration between the Sri Lankan authorities and its 
private creditors to swiftly reach an agreement with terms at least as favorable as 
those proposed by the OCC.

Official creditor 

Committee 

comprising of Japan, 

India and France 

reaches an 

agreement on USD 

5.9Bn of outstanding 

debt. Similar deal 

expected with 

remaining official 

bilateral creditors
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Interest rates to fall steeply 
supporting equity market
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Bond yields to normalize to pre-crisis level
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Source: First Capital Research
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ASPI to reach 12,000 in 2023, 13,500 in 2024

Section 03
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Market earnings to recover from 
4Q2023 onwards...

Q1 Q2 Q3 Q4 Estimated

-65% YoY -70% YoY -5% YoY +1% YoY

Jul Aug Sep NovOct DecJan Feb Mar Apr May Jun

Earnings dip in 1Q & 2Q 2023 

was far worse than expectations
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Market Earnings falls sharply beyond expectations in 2023 Market Earnings bottom out in 2023 and recover
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…however, market earnings for 2024E in absolute terms was 
tamed down amidst the steep drop in 2023 earnings
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…pushing the PER to 12x on 2023E earnings 
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Source: First Capital Research Estimates
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ASPI Dec-23 target maintained at 12,000, but Dec-24 lowered to 13,500

First Capital 

maintains ASPI 2023E 

fair value range of 

11,000-12,000 with 

the market re-rating 

but, lowers target for 

2024E to 13,000-

14,000 range due to 

steeper than 

anticipated earnings 

decline in 2023E and 

slower than expected 

earnings recovery 

pace.

2023E Valuation 
Estimate

2024E Valuation Estimate

12,000
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Negotiations with Bi-lateral partners and Bondholder groups 

are progressing on a positive manner with the IMF Board 

meeting up on 6th Dec to discuss on Sri Lanka. 

The potential successful completion of the external debt 

restructuring, progress on reform on SOEs, 2nd tranche of 

the IMF are key areas to build investor confidence and lead 

to a plunge in yields of Government Securities which are 

currently stagnant around 14-15% range.

The decline in interest rates is a major catalyst to re-rate the 

market potentially leading to 11,000-12,000 range for 2023E 

and 13,000-14,000 range for 2024E.

The target for 2024E has been lowered with the earnings dip 

in 1H2023 falling below our expectations leading to a likely 

slower recovery in earnings. Further possible political risk 

with early elections has also lower expectations for 2024E.P
o

rt
fo
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Market to re-rate with the completion of External Debt Restructuring

AGGRESSIVELY ACCUMULATE

Buy Buy Buy
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First Capital Upgrades Equity Exposure to 100% reducing cash to 0%

NewPrevious

Re co m m e n d at i o n  fo r  F u n d s  a l l o cate d  fo r  p u re l y  Eq u i t y  i nve st m e nt s

Equity Investments

Cash

85%

15%

100%

0%

• Out of the funds purely allocated for equity we have been advising on investing the funds partially in equity and 

balance to retain cash due to the high interest rates, weak corporate earnings and slow recovery process in the 

economy. 

• However, with the completion of the external debt restructuring process and progress in the SoE reforms provides 

the ability to obtain the 2nd tranche of the IMF. With the completion of the debt restructuring, Sri Lanka’s debt is 

likely to be classified as sustainable improving confidence and pushing yields down. Thereby, in relation to the 

equity allocated funds, we recommend to be fully invested.

Equity exposure increased 

to 100% from 85%

Cash exposure reduced to 

0% from 15%.
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Top Picks in 2023
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