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Stock Market Prospects as KSE-100 Braces for New Highs

The KSE-100 index has crossed the psychological barrier of 50,000 points after more than six-years and is 
poised to cross all-time highs. The stock market in our opinion still holds considerable allure for investors 
due to a confluence of factors. Foremost, adherence to the International Monetary Fund (IMF) program, 
with most of the structural benchmarks met for the upcoming review, instills confidence and unlocks the 
potential for critical foreign funding sources. Additionally, robust corporate profits, defying estimates with 
impressive growth rates, and an anticipated decline in interest rates from 1HCY24 suggest a favorable 
environment for equity investments. Positive trends in foreign investment, limited institutional exposure, 
and active corporate activity, including share repurchases and acquisitions at significant premiums, further 
underscore the market's record low valuations. These combined elements, discussed in detail below, 
present a compelling landscape for both domestic and international investors seeking opportunities in 
Pakistan's stock market.

Reversion in inflation and interest rates amidst an ongoing IMF program: The ongoing SBA (Stand-by 
Arrangement) with IMF has given a much needed breather to the economy. The IMF team is due on 2nd 
Nov to hold talks for the release of second tranche of USD 710mn for which most of the structural bench-

of inflation (See Fig. 1). While interest rates are still at elevated levels, smart money is considering the 
declining trajectory in inflation and interest rates as an opportune time to gradually build position into equi-
ties. Eventual decline in interest rates will trigger a strong shift of liquidity towards equities.

Record low valuations amidst record high profits: Despite a challenging macro environment, robust 
corporate profits have defied expectations, showcasing an impressive 3-year and 5-year compound annual 
growth rate (CAGR) of 40.6% and 21.1%, respectively. Even in the face of heightened taxes and the high 
base effect, the corporate profitability outlook for FY24 remains steadfast. To highlight, the ongoing results 
season (1QFY24) has started with a bang where corporate profits have grown by more than 50% vs previous 
year. Dismal performance of the market despite strong bottom line growth has resulted in a large 64% 
contraction in the Price-to-Earnings multiple from 11.4x at the market peak in May 2017 to the prevailing 
level of 4.1x (See Fig. 2). Market cap to GDP ratio has fallen from an average of 22% to just 7.1% (See Fig. 
3). Pakistan valuations are also at a steep discount to regional countries including those that have defaulted 
before entering into an IMF program.

marks have been met. Successful 
review and subsequent release of the 
tranche will also unlock funds from 
other international lenders. These 
inflows are expected to bolster the 
country's foreign exchange (FX) 
reserves and provide relief from exter-
nal pressures. Key reforms, especially 
pertaining to energy sector, have 
already been implemented and both 
electricity and gas tariffs have been 
hiked in order to contain the circular 
debt.
 
Amidst the ongoing reforms, decline in 
interest rates is anticipated to begin 
during 1HCY24 due to high base effect 

Fig. 1: Infla�on peaked in 4QFY23;
foresee steady decline going ahead
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Influx of liquidity amidst share repurchases, 
acquisitions, and foreign inflows: Foreign selling, 
which has been a key reason for market 
underperformance, has also slowed down 
significantly, as foreign holdings are now a very 
small proportion of the total free float. From 
FY17-FY22 where stock market hit its peak, 
annual foreign selling has averaged USD 378 mn 
with highest outflow of USD 652 mn witnessed in 
FY17. During FY23, there was actually an inflow 
of USD 2.0 mn whereas FY24TD has seen inflows 
of USD 9.8 mn (See Fig. 4). At the same time, It is 
worth noting that institutional exposure in 
equities, including pension funds, provident 
funds, insurance companies, and banks, remains 
notably limited, leaving room for substantial 
inflows from this segment. The ongoing wave of 
buybacks and stock purchases by leading 
corporates and sponsors in their respective 
industries is a key catalyst which has strengthened 
investors’ confidence. Recent acquisitions and 
prospective deals by strategic buyers at premiums 
of 2-6 times the prevailing stock prices also 
underscore the market's allure.
 
We recommend investors with medium to long-term investment horizon to invest in the market via NBP 
Stock Funds, which have a strong track record of outperforming the stock market in the long-run. 

Fig. 4: Net Foreign Investors Por�olio Investment

Source: PSX, Bloomberg, NBP Funds Research

Recent Acquisi�ons / Delis�ngs 6M Low* Current %Δ

Lo�e Chemical 9.9 25.5 158%

Shell Pakistan Ltd. 68.4 163.9 140%

Pakistan Hotels Developers 69.8 510.3 631%

Pak Suzuki Motors Co Ltd. 82.4 367.3 346%

BankIslami Pakistan Ltd. 9.5 20.1 112%

Baluchistan Wheels Ltd. 53.5 172.0 221%
*Before Public Announcement Source: PSX, Bloomberg, NBP Funds Research

Fig. 3: Market Capitaliza�on as % of GDP

Source: PSX, NBP Funds Research
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Fig. 1: Infla�on peaked in 4QFY23;
foresee steady decline going ahead
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Fig. 4: Net Foreign Investors Por�olio Investment
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Source: PSX, NBP Funds Research


