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Stock Market Prospects as KSE-100 surges to new heights
FY24 promises to be a fantastic year for the stock market, with the KSE-100 index closing above 67,000 points for 
the first time in history. Despite this robust performance, the stock market in our opinion still holds considerable 
allure for investors due to a confluence of factors. Foremost, successful signing of Staff-Level Agreement (SLA) for the 
last tranche of ongoing Stand-by-Arrangement and ongoing efforts to secure a longer and larger new program instills 
confidence, and unlocks the potential for critical foreign funding sources. Moreover, robust corporate profits 
surpassing estimated growth rates, and the anticipated decline in interest rates from the next monetary policy, create 
a favorable environment for equity investments. Positive trends in foreign investment, coupled with limited 
institutional exposure and active corporate activity such as share repurchases and acquisitions at significant 
premiums, form a compelling landscape that presents opportunities for both domestic and international investors 
seeking to capitalize on Pakistan's vibrant stock market.

Decline in interest rates expected from the next 
monetary policy to shift liquidity to equities: 
The latest CPI reading for the month of March-24 has 
come out at 20.68%, where the inflation has fallen 
below the policy rate for the first time after 37 months, 
with further decline anticipated in coming months. 
Considering the inflation trajectory, we expect the SBP 
to initiate the monetary easing cycle from the upcoming 
monetary policy at the end of this month. 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 equities. Eventual decline in interest rates 
will trigger a strong shift of liquidity towards equities.
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Fig.1: Infla�on has peaked; Steep decline in Policy Rate
expected during CY24

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 
34.8% and 20.9%, 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 (1HFY24) has started with a 
bang where corporate profits have grown by more than 50% vs the same period last year (1HFY23). Dismal 
performance of the market despite strong bottom line growth has resulted in a large 61% contraction in the 
Price-to-Earnings multiple from 11.4x at the market peak in May 2017 to the prevailing level of 4.4x (See Fig. 2). 
Market cap to GDP ratio has fallen from an average of 22.3% to just 8.8% (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.
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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 652mn witnessed in FY17. During FY23, 
there was actually an inflow of USD 1.6 mn whereas 
FY24TD has seen inflows of USD 74.9 mn (See Fig. 4). At 
the same time, It's worth noting that institutional 
exposure to 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.

In conclusion, we expect continuation of strong price performance in equities given the favorable conditions in the 
backdrop of 1) decline in Policy Rate expected from the next monetary policy on the back of easing inflationary 
pressures, 2) sizeable inflow of foreign and institutional liquidity into equities, 3) strong earnings momentum of listed 
companies, and 4) inexpensive valuations. For investors eyeing a medium to long-term horizon, we strongly 
recommend establishing a position in the stock market through our NBP stock funds.
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Fig.1: Infla�on has peaked; Steep decline in Policy Rate
expected during CY24 :
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