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During the outgoing week ending December 31st, 2021, the stock market rose by a modest 1.1% (up 478 points) 

on a week on week basis. Except for the opening day of the week, the market remained positive throughout 

the week. Cements, Banks, and Fertilizer sectors contributed most to the index gain. With the conclusion of 

this week, CY2021 also comes to an end, during which the benchmark KSE-100 index rose by a paltry 1.9%.    

This lackluster performance has left many investors question the prospects of the stock market and the reason 

behind the unimpressive return during the year. We would like to highlight the despite improvement on the 

pandemic front and the economic front, whereby the GDP growth rebounded sharply in FY21 and is again on 

solid footing during the ongoing year, few factors have led to muted stock market performance. Firstly, the 

long hiatus in the IMF program was a cause of concern for investors, as the government found it difficult to 

implement all conditions and requirements of the Fund. Secondly, as the global economies recovered from the 

pandemic, the pent-up demand coupled with ample global liquidity led to unprecedented commodity super 

cycle, which brought to fore the external imbalances of the economy. The current account, that remained in 

surplus in 1HFY21, came under pressure during the 2HFY21 and the situation deteriorated particularly in 

1HFY22, during which monthly CAD averaged USD 1.4 billion, which unhinged the market. Furthermore, the 

withdrawal of US from Afghanistan was another key political event that stirred a lot of uncertainty in terms of 

both political and potential economic fallout on Pakistan. The downgrade of the stock market, from the MSCI 

EM Index to MSCI FM Index also led to sizeable outflows from the foreign investors, which also weighed on the 

index. Lastly, the reversal of the monetary easing cycle, and in particular the size of rate hike in a short span of 

time also took the market by surprise. All of these factors have led to subdued stock market performance in 

CY21.  

What lies ahead for the stock market? Although the economic recovery underway since the start of FY21 

continues to gain momentum, as reflected in most high-frequency indicators of domestic demand―including 

automobile sales, POL (petroleum, oil and lubricants) sales, and electricity generation―as well as the strength 

of imports and tax revenues. However, the main concern of the market is the challenge in the form of elevated 

current account deficit (CAD) & inflationary pressure due to commodity upcycle and higher aggregate demand. 

In this regard, we highlight that government and central bank have been very proactive this time around to 

bring stability and preserve growth. Several policy measures by central bank that include steep hike in discount 

rate, higher Cash Reserve Requirement (CRR) of banks attempt to cool down domestic demand that will help 

arrest CAD and ease off inflationary pressures going forward. In addition to the steep currency devaluation, 

enhanced scope of cash margin on imports, the government is looking to further enhance the duties and 

restrict import of non-essential items. The passage of the mini budget, which aims to collect additional 

revenues/remove subsidies will not only somewhat compress demand, it will also address the fiscal concerns. 

The revival of EFF facility with the IMF will not only allow resumption of multilateral flows of IFIs, easing 

pressure on the BoP, it will also bring discipline on part of the government towards macroprudential measures.   

From the fundamental perspective, the market is trading at an attractive forward Price-to-Earnings (P/E) 

multiple of 5.7x versus 10-year average of 8.3x. The market also offers a healthy 5.8% dividend yield. As we 

see it, the recent sell-off has sent the market valuations to the equivalent of the crisis eras. Therefore, given a 

strong investment case for equities, we advise investors with medium to long-term investment horizon to build 

position in the stock market through our NBP stock funds. 

 


