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Navigating New Highs: Lessons on Pakistan's Stock Market Boom from a Historical Perspective

The dream run continues in Pakistan Stock Exchange (PSX), as the KSE-100 index has breached the 60,000 points 
psychological barrier in the month of November, registering the highest ever points gain of 8,611 points for a 
single month in the PSX history. Foreign investors are exhibitng robust confidence, with a net buying of USD 34.5 
million in a single month, highest in the last 6 years.

This extraordinary performance is underpinned by a confluence of factors that have propelled the market to new 
heights. Notably, adherence to the International Monetary Fund (IMF) program, robust corporate profits, and an 
anticipated decline in interest rates have created an environment ripe for equity investments. Additionally, the 
recent surge in foreign portfolio investment, share repurchases, and strategic acquisitions have further bolstered 
the market's allure. As we delve into this remarkable ascent, it becomes evident that the market's resilience is not 
merely a product of recent events but is rooted in a dynamic history that imparts valuable lessons for investors.

Lesson 1: Cycles of Resilience
The history of PSX is marked by resilience, evident in the three distinct bear market cycles that the market has 
weathered. The first cycle, spanning from 1994 to 2002 over approximately 8.8 years, saw a period of stagnation 
with a 0% return, caused by political turmoil and economic uncertainty due to nuclear tests. However, the 
subsequent upcycle was robust, delivering a mammoth 489% return in just 5.3 years.

 

The second bear cycle unfolded during the global financial crisis of 2008, lasting from 2008 to 2012 (around 4.5 
years) with a similar 0% return. Following this downturn, the ensuing upcycle offered a noteworthy 237% return 
to the investors.

The third and most recent bear market cycle commenced in 2017 when Pakistan entered the MSCI Emerging 
Markets Index. Spanning over 6.5 years, this tumultuous period yielded a 0% return, again due to political and 
economic turmoil. Now, as we enter the third upcycle with a 14% return, historical patterns suggest the potential 
for substantial future gains in the coming year.

Lesson 2: Focus on valuations, not Index levels
Examining historical price-to-earnings (PE) ratios and market capitalization-to-GDP ratios unveils a compelling 
story. Despite the PSX achieving record highs, the current PE stands at 4.3x, well below the historical average of 
8x. Similarly, market cap to GDP is at 8%, a significant deviation from the historical average of 22%. 
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This apparent undervaluation is rooted in the extraordinary growth of earnings and nominal GDP, which have
doubled since 2017. The KSE-100 Index, breaching 60,000 points, is primarily attributable to dividend returns, 
and not capital appreciation. With market capitalization still at 85% of the 2017 peak in PKR terms and only 30% 
in USD terms, a reversion to historical PE and market cap to GDP ratios suggests substantial upside.

Lesson 3: Equities as Long-Term Outperformers, Seizing Opportunities with NBP Stock Funds
Delving into historical data, equities in Pakistan emerge as long-term outperformer, outshining other asset classes. 
Before the last bear cycle in 2017, equity returns were three times that of inflation and six times that of dollar 
devaluation. Despite the challenges of the recent bear cycle, where inflation doubled and currency devalued 
twofold, historical trends hint at a potential resurgence of stock market returns, as equities globally are the best 
hedge against inflation in the long-run. 

In conclusion, we advocate for investors with a medium-to-long-term horizon to consider the historical lessons 
outlined above. As the market aligns with historical trajectories, there remains a considerable upside for investors 
in the evolving landscape of Pakistan's equity markets. Furthermore, our NBP Stock Funds, with a proven track 
record of outperforming the stock market in the long-term, present a compelling opportunity for investors seeking 
exposure to equities. Thus, we recommend investors with medium to long-term investment horizon to consider 
NBP stock funds to take exposure into equities. 
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