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During the week ending 5th June, the stock market opened on a positive note and the benchmark KSE-100 
Index advanced by around 419 points (up 1.2%) on a weekly basis. In terms of market developments 
during the week, it was a mixed bag. On the positive side, trade balance contracted considerably by 
35% during May-20 to USD 1.46 billion, compared to USD 2.25 billion in the previous month, as 
exports rebounded by 45% on a MoM basis to USD 1.39 billion from USD 967 million and imports 
dropped from USD 3.20 billion to USD 2.85 billion, 11% decline on a MoM basis. Inflation continued 
its downward trend and clocked in at 8.2% on a year-on-year basis during May-20. On the other hand, 
SBP’s Foreign Exchange (FX) reserves fell massively by USD 1.7 billion to USD 10.3 billion, the lowest 
level since Dec-19, owing to external debt payments that in turn unsettled the investors and capped the 
market upside. The steadily rising new Covid-19 infections were also on investors’ mind, raising doubts 
whether controlling the pandemic would necessitate fresh restrictions on businesses. 

In terms of participant-wise activity during the week, Foreign Investors remained main sellers in the 
market, offloading positions worth USD 15 million. Companies and Mutual Funds emerged as main 
buyers in the market with net inflows of around USD 7 million each. 

What lies ahead for the market? The Federal Budget for FY2021 that is scheduled to be presented on 
12th June and the trajectory of the Coronavirus cases would set the direction of the market in the 
coming days. Recent media reports point that the government is in a bind to strike a balance between 
relief measures amidst Covid-19 crisis and IMF demand of aggressive revenue mobilization and fiscal 
prudence to contain the deficit. The government is likely to come up with innovative solutions to keep 
the expenditure and subsidies down in order to strike a balance. On the pandemic front, since the start 
of May, the Corona cases have more than quadrupled in the country that now stand at around 94,000 
compared to under 17,000 at end of April. Low fatality rate in the country remains encouraging for 
policy makers, which has also formed the basis for gradual reopening of business activity. We believe 
that the situation will ameliorate with the wide availability of antiviral drug in a couple of months and a 
potent vaccine in a few months’ time. The unprecedented response by the fiscal and monetary 
authorities has somewhat contained the economic damage and we expect economic activity to return 
to some normalcy from 1st quarter of FY21 as the spread of pandemic subsides. Inflation is expected to 
continue its downward path due to weak demand and pass-through of the recent decline in retail fuel 
prices. In line with softening inflation, we expect a further 100 bps cut in the Policy Rate, going forward.   

From the valuation perspective, the market is trading at an undemanding forward Price-to-Earnings (P/E) 
multiple of 6.9x against the 10-year average of 8x. The market also offers a healthy 6% dividend yield, 
which looks appealing compared with a paltry 8.5% yield on10-year PIB. Investors should look past the 
near-term disruption to the economy and its impact on the corporate profitability. We recommend 
investors to stay the course unfazed by the periodic large moves in the market and gradually consolidate 
position in equities, keeping their long-term investment goals in mind.
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