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The rise and fall of stock market indices are perceived to

predict the upcoming boom and bust in an economy. Why are

stock market indices used to predict the upcoming boom-

bust in the economy? And can the KSE index be used to

predict these boom-busts in Pakistan?  

Under-representation of the agriculture and services sectors

on the KSE index and the larger in�uence of the bigger �rms

on the changes in index value make it di�cult to rely on the

KSE index as a predictor of Pakistan’s economy. 

Generally stock market indices are created in a way that they

represent the movement in prices of shares quoted in that

speci�c market. A rise in the price of share X theoretically

implies that the pro�t of the �rm is expected to increase in

future. If pro�ts of most of the �rms in an economy are

expected to increase this would mean that a booming

economy is likely in the times ahead.  

It is worth emphasising that if at all the changes in a stock

market index predict something about the economy that

would show the expected long-term trend of the economy

rather than the current state of the economy or the state in

the near future. Therefore, it may not be appropriate to use

the KSE index to re�ect upon the economic management of a

regime. 

Can we use the KSE index to predict the boom or recession in

Pakistan’s economy? To answer this we need to answer: one,

is the KSE index broad enough to represent all sectors of the

economy – industry, agriculture and services, preferably in

proportion to their contribution to the GDP – and two, does

the change in the KSE index represent on aggregate the

expected pro�tability changes in the KSE itself? 

The fact is that other than some agro-based industries, the

agriculture sector is completely missing from the KSE,

though at times the changes in the index value bear some

The KSE index as barometer?

 

Mon May 03, 2021

(https://www.thenews.com.pk/)
  Home (https://www.thenews.com.pk/)

.

Latest (https://www.thenews.com.pk/latest-stories)

.

Videos (https://www.thenews.co

..
(https://www.thenews.com.pk/prayer-

time)

(https://www.thenews.com.pk/tns

)

Today's Paper (https://www.thenews.com.

(http://e.thenew

https://www.thenews.com.pk/
https://www.thenews.com.pk/today
https://www.thenews.com.pk/print/category/opinion
https://www.googleadservices.com/pagead/aclk?sa=L&ai=Cs5hdLK2PYIi1GNiKbeT0vLAE4rmHt2KzwaDa0Q34gqyuyQgQASDJ0pIHYMvMtAWgAeSQiZYDyAECqQKaZXytcwo8PuACAKgDAcgDCKoEiwJP0EsVWdxnh8YY3c9TcsDfWDw8Q0LcHd66WjxF9KGNBGc6-Aje8IZ-ziFpPOAGK0JCqAYPCJ4WXBpYPCKJwJS8oDhSIFjBAz1q-kedl4_i8yQT-9KKFvKS1aTkH0x_YM7ZG9PCryTBjiKJWTmzfScqR4HhAZp2_fMOKUL7UGcZWhGFnIWlX7Ene4y05N3HElFpgZYXRnsFKWUNd8xKTWh_TCAmXLVHoH83IxlRewxbAYOaB-rmI3B4nWXVBjk-VV9oNSiAQG9k_lDieXMbF-ecjbZjiA2iJvlxm3O1gHUlr7yM5-Vli482HHVUZ8VPY0RCjde3FMi_0zH1Xx8hLPwOmhip2jUtYzkbBK_ABJ-sxIO6A-AEAaAGAoAHhO_2aagH1ckbqAfw2RuoB_LZG6gHjs4bqAeT2BuoB7oGqAfulrECqAemvhuoB-zVG6gH89EbqAfs1RuoB5bYG9gHAdIIBwiAYRABGB2xCSAr-_XUqA5ZgAoBigp6aHR0cHM6Ly9pbmR1c2hvc3BpdGFsLm9yZy5way9kb25hdGUvP3V0bV9zb3VyY2U9Z29vZ2xlJnV0bV9tZWRpdW09Y3BjJnV0bV9jYW1wYWlnbj1JbmR1c19MYXVuY2hfR0ROJnV0bV9jb250ZW50PWRvbmF0ZV9ub3eYCwHICwHgCwG4DAHYEw2YFgE&ae=1&num=1&cid=CAASEuRoKhLEL0nd_fG8BF20a41YTA&sig=AOD64_19Nw_H6GeNpqMOIYHgdczLHzBU7g&client=ca-pub-7369466212570555&nx=CLICK_X&ny=CLICK_Y&nb=2&adurl=https://indushospital.org.pk/donate/%3Futm_source%3Dgoogle%26utm_medium%3Dlaunchgdn%26utm_campaign%3DIndus_Launch_GDN%26utm_content%3Ddonate_now%26gclid%3DEAIaIQobChMIiPuqoYWt8AIVWEUbCh1kOg9GEAEYASAAEgKro_D_BwE
https://adssettings.google.com/whythisad?reasons=-gIGq7N92lS2s8pfsG_xycjE45N6lPozpPbpzjsBmrAevcmdkhDcEc_37S-ayXpMN4Duj3u6dvQLBH6-52pbE43hUlucuEhKBVGY8_vPIwHDtfALdztby5ActMqLWyBxmEvyVIRVyXsmnPmMagJXTlcWiYx7kwf7ZHmJVY7_pUTYkEPf0G9mJSpXsv8Ur_NVdYiuFwPLeiKfdsK2uPoYxkUJ9G6i1kacROMdQXzRYi1vF66-4Z_zultAi2NwIOPwb74KzLDcaU8DaclaGCHQ8dTrDHS-j8ms5rVpSX8voI,cxCA-JLIZoTDGEGhMrAoHA&source=display
https://adssettings.google.com/whythisad?reasons=-gIGq7N92lS2s8pfsG_xycjE45N6lPozpPbpzjsBmrAevcmdkhDcEc_37S-ayXpMN4Duj3u6dvQLBH6-52pbE43hUlucuEhKBVGY8_vPIwHDtfALdztby5ActMqLWyBxmEvyVIRVyXsmnPmMagJXTlcWiYx7kwf7ZHmJVY7_pUTYkEPf0G9mJSpXsv8Ur_NVdYiuFwPLeiKfdsK2uPoYxkUJ9G6i1kacROMdQXzRYi1vF66-4Z_zultAi2NwIOPwb74KzLDcaU8DaclaGCHQ8dTrDHS-j8ms5rVpSX8voI,cxCA-JLIZoTDGEGhMrAoHA&source=display
https://www.thenews.com.pk/
https://www.thenews.com.pk/
https://www.thenews.com.pk/latest-stories
https://www.thenews.com.pk/videos
https://www.thenews.com.pk/prayer-time
https://www.thenews.com.pk/tns
https://www.thenews.com.pk/today
http://e.thenews.com.pk/


correlation with change in cotton prices and the weather

changes that may a�ect agriculture one or the other way.  

The services sector,

though represented

at the KSE, is

dominated by

�nancial services,

energy and telecom

�rms. No �rm

representing retail,

wholesale and a

number of other

services, for

example the

services of

professionals that contribute signi�cantly to the GDP are in

KSE. The KSE index cannot predict anything about the

sectors of the economy that are not represented in the KSE

market or the KSE 100 Index. 

Moreover, by construction the weight that the share of a

company enjoys in the KSE index is determined by the size of

the �rm – the larger the �rm the greater the weight. The KSE

index being a weighted index, �rms with greater weight

in�uence the index relatively more. Out of the 100 scrips

included in the KSE index, 20 scrips enjoy a combined weight

of around 65 percent and thus the index is more sensitive to

changes in the share prices of these 20 companies. Out of

these 20 scrips, 6 are energy �rms, (with a combined weight

of 30), 4 are banking �rms (combined weight: 15.5), 3 are

fertiliser �rms (combined weight: 9.5) and 5 others (combined

weight: 11).  

All this is not to say that the index is wrongly constructed. In

fact, the KSE index resembles some of the popular stock

market indices around the world. The problem lies with the

market structure – some �rms quoted on the KSE are too

large relative to the rest. There is not much that can be done

about this at the moment, except to wait for the smaller �rms

on the KSE index to grow big and also wait for bigger �rms to

enter the KSE.  

However, the tilt of the index towards large �rms makes the

KSE index an ine�cient predictor of the movement of

aggregate stock prices even within the KSE market. An index

that does not adequately represent the very market for which

it is constructed cannot be expected to predict the state of the

country’s economy.  

Finally, given the small capitalisation of the KSE relative to

other stock markets and huge amount of investable funds

available with local and foreign investors, the KSE is very

volatile. This also makes the KSE index not so suitable a

predictor of the long-term trend of the economy.  

The writers respectively are head of the School of Public
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Policy, and sta� economist at the Pakistan Institute of

Development Economics.  

Email: idreeskhawaja@pide.org.pk  

Twitter: @khawaja_idrees 
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