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Stock market prospects amidst rating upgrades
During the first two months of this fiscal year, the stock market has remained relatively flat. However, several positive 
macroeconomic developments have started to emerge, signaling sanguine outlook. Key improvements include a 
manageable current account balance, rising foreign exchange reserves, a reduced fiscal deficit and a primary 
surplus—the first in 21 years. Additionally, inflationary pressure has eased off with August-2024 CPI falling in single digit 
for the first time in 34-months, and the central bank has begun lowering policy rates.

These macroeconomic gains have led to an upgrade in Pakistan's credit ratings. Moody's recently upgraded Pakistan's 
senior unsecured debt rating, as well as its local and foreign currency issuer ratings, to Caa2 from Caa3, with a positive 
outlook replacing the previous stable one. This follows a similar upgrade by Fitch and comes at a crucial time as Pakistan 
prepares for a global bond issuance. These rating upgrades are expected to enhance Pakistan's economic outlook by 
improving the perception and sentiment of foreign lenders, donors, and investors. The upgrade by Moody's reflects 
increasing confidence in Pakistan's ability to manage its financial challenges and create an environment conducive to 
long-term growth. This strengthens Pakistan's position to access international financial markets on more favorable terms, 
potentially attracting foreign investment, reducing borrowing costs, easing external account pressures, and freeing up 
critical fiscal space.

Our analysis (see tables below) shows that since 2000, rating or outlook upgrades by Moody's have historically led to 
positive stock market performance, with average returns of 3%, 7%, and 13% over the subsequent one, three, and six 
months, respectively. Conversely, in the event of a downgrade, the stock market has typically seen average returns of 
-5%, -13%, and -9% over the same periods. This data underscores the impact of macroeconomic improvements and 
resultant rating upgrades on market sentiment and performance.

Investment Outlook: Despite reaching a Staff Level Agreement (SLA) with the IMF, Government is currently working for 
the final approval from the IMF board to secure a $7 billion bailout package. The final approval is still pending as the 
country strives to meet stringent preconditions, including securing external financing gap of USD 3-4 billion. Finance 
Minister revealed that Pakistan is in talks with China, Saudi Arabia, and the United Arab Emirates to meet the gross 
external funding requirements needed for the IMF program. In addition, he stated that Pakistan is moving forward well 
and plans to seek board approval by September 2024.

In spite of the challenges the economy is facing, corporate profitability has so far remained resilient. Foreigners have 
turned net buyers with inflows of USD 33.1 mn during first two months of FY25, and this trend is likely to continue in 
FY25 as macro indicators are showing signs of stability. Overall, institutional allocation to equities (Mutual Funds, 
Banks, Insurance, Pension Funds etc.) is significantly lower compared to historical averages with a possibility of 

Ra�ng Outlook Date 6M KSE-100 returns Ra�ng Outlook Date 6M KSE-100 returns
B3 Stable 02-Dec-2019 -13.4% Caa3 Stable 28-Feb-2023 16.9%
B3 Stable 11-Jun-2015 -3.2% Caa1 Negative 06-Oct-2022 -4.6%
Caa2 Positive 25-Mar-2015 4.8% B3 Negative 02-Jun-2022 -0.8%
Caa2 Stable 14-Jul-2014 13.8% B3 Negative 20-Jun-2018 -12.9%
B3 Stable 17-Aug-2009 21.9% Caa2 Negative 13-Jul-2012 15.5%
B1 Stable 22-Nov-2006 15.6% B3 Negative 12-Dec-2008 -22.8%

B2 Positive 
Watch 08-Nov-2006 9.6% B3 Negative Watch 28-Oct-2008 -20.0%

B2 Positive 20-Jan-2005 8.5% B3 Negative 23-Sep-2008 -31.1%
B2 Stable 20-Oct-2003 41.6% B3 Stable 21-May-2008 -33.9%
B3 Stable 13-Feb-2002 5.2% B2 Negative 05-Nov-2007 7.5%
Caa1 Stable 29-Oct-2001 32.4%

12.5% -8.6%

KSE-100 returns post ra�ng/outlook upgrade KSE-100 returns post ra�ng/outlook downgrade

Avg Returns post ra�ng upgrade Avg Returns post ra�ng downgrade
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increasing their weights. Despite the robust performance, the stock market in our opinion still holds considerable allure 
for investors due to a confluence of factors such as attractive valuations, declining interest rates, external account 
stability, fiscal discipline amidst a longer and reformative IMF program, and credit rating upgrades. Looking at 
fundamentals, Price-to-Earnings Ratio (P/E) of the market is at multi-year low of around 4.7 times (Bloomberg PE 4.02x), 
(earnings yield of around 21.3% versus 10-yr PIB yield of 13.44%). Market cap to GDP ratio has fallen from an average 
of 21.7% to just 8.7%.

Investors with medium to long-term investment horizon are advised to invest in the stock market via our NBP Stock 
Funds to capture attractive valuations, whereas risk averse investors can benefit from the falling interest rate scenario by 
investing in NGSP-IV (conventional) and NIGSP-III (Islamic).
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Ra�ng Outlook Date 6M KSE-100 returns Ra�ng Outlook Date 6M KSE-100 returns
B3 Stable 02-Dec-2019 -13.4% Caa3 Stable 28-Feb-2023 16.9%
B3 Stable 11-Jun-2015 -3.2% Caa1 Negative 06-Oct-2022 -4.6%
Caa2 Positive 25-Mar-2015 4.8% B3 Negative 02-Jun-2022 -0.8%
Caa2 Stable 14-Jul-2014 13.8% B3 Negative 20-Jun-2018 -12.9%
B3 Stable 17-Aug-2009 21.9% Caa2 Negative 13-Jul-2012 15.5%
B1 Stable 22-Nov-2006 15.6% B3 Negative 12-Dec-2008 -22.8%

B2 Positive 
Watch 08-Nov-2006 9.6% B3 Negative Watch 28-Oct-2008 -20.0%

B2 Positive 20-Jan-2005 8.5% B3 Negative 23-Sep-2008 -31.1%
B2 Stable 20-Oct-2003 41.6% B3 Stable 21-May-2008 -33.9%
B3 Stable 13-Feb-2002 5.2% B2 Negative 05-Nov-2007 7.5%
Caa1 Stable 29-Oct-2001 32.4%

12.5% -8.6%Avg Returns post ra�ng upgrade Avg Returns post ra�ng downgrade
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