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After a strong rally during April, the stock market took a breather during the week ending May 8th, 
2020 with the benchmark KSE-100 Index declining by 844 points (2.5%) on a week-on-week basis. 
We attribute the decline in stock market during the week to some profit taking stimulated by discomforting 
economic numbers. Notably, the country’s exports fell sharply by around 54% YoY to a mere USD 
957million during April that caused anxiety among the market participants. 

In terms of participant-wise activity during the week, Foreign Investors remained sellers in the market, 
offloading their positions worth USD 18 million. Other than that, Mutual Funds and Banks/DFIs also 
emerged as sellers during the week with net outflows amounting to USD 7 million and USD 5 million, 
respectively. On the contrary, Individuals and Companies added positions to the tune of USD 20 
million, USD 6 million, respectively.

There is no denying that the downturn in economy and the stock market is driven by the Covid-19 
crisis, therefore the future path also hinges upon the development on the pandemic front. Given the 
accelerated research and development on Coronavirus worldwide, we remain optimistic on the 
prospects of a potential cure. Therefore, we reckon that disruption due to the ongoing pandemic is not 
likely to last long. Though the Covid-19 cases in Pakistan are still on the rise, taking a cue from the 
world, the government has eased the lockdown from today, thus paving the way for a gradual move 
towards normalcy in business and economic activity. Despite relatively poor healthcare infrastructure, 
the low death toll so far raises hopes that Pakistan may be spared from the worst as earlier feared.

From the valuation stand point, the market is trading at an attractive P/E multiple of 7x versus long-term 
average of 8x. Baring short-term blip, corporate earnings growth is expected to remain resilient over the 
next 2-3 years. We expect flow of funds toward equities given a large 4%-5% decline in returns on 
alternative fixed income avenues such as bank deposits, NSS, money market & fixed income mutual 
funds. We expect a further 200 bps cut in the benchmark rate in the near term. Historical analysis 
shows that the stock market performs well in a declining inflation and interest rate environment. We 
believe that decline in CAD, expectations of further decline in interest rates, and extremely attractive 
valuations will gradually raise investors’ confidence in the stock market as the spread of the Coronavirus 
pandemic abates.
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