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Abstract: This paper identifies the stock market concentration in Karachi Stock Exchange (KSE)

during the period from 1997 to 2008. The analysis is based on using annual data of the listed firms

at KSE. Along with the other factors affecting the performance of the stock exchange in capital

formation, the market concentration is also important which has been considered as having a negative

effect on the market capitalization and development, if it is found; in a capital market. The research

finds that the KSE is highly concentrated in five groups of companies those dominates the market in

capitalization.   
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INTRODUCTION

The financial system of any economy is probably based on the financial intermediaries (banks, insurance

and pension funds) and bonds & stock markets. The government and private sector both improve their financial

and economic activities through the help of its financial system and in return private sectors improve their

efficiency in productivity & growth. The bank credit and equity capital both are important but those economies

enjoy sustainable growth whose equity capital markets are much strong and supportive. For many developing

countries, the equity markets until the mid 1980s generally suffered the classical defects of bank dominated

economies, the shortage of equity capital led them to lack of liquidity, absence of foreign institutional

investors, and lack of investors’ confidence in the stock market (Agarwal 1997) 

Capital markets are crucial in mobilizing domestic resources and channeling them efficiently to the most

productive investments. The financial markets development is closely related to an overall economic

development Agarwal, (2001). At low level of economic developments, commercial banks tend to dominate

the financial system. As economies grow, specialized financial intermediaries and equity markets develop. An

efficient capital market usually comprises saving facilities and can also provide attractive opportunities to both;

domestic and foreign individuals and institutional investors. The developing countries and their emerging

markets are lacking an access to long-term finance and this is a major impediment to sustainable investment

and economic growth. Pagano, et al. (1996), Demirguc-Kunt and Levine, et al. (2001), Singh (1997) and

Levine and Zervos (1998) stresses on the need of strong stock markets, for development of sustainable

economic growth of developing countries.

In Pakistan, the capital market consists of (i) a dominant non-securities market (i,e., commercial banks,

development financial institutions [DFIs] and specialized banks/institutions for industry, agriculture, housing

and small business) and (ii) a rapidly developing security market with three organized stock exchanges namely:

Karachi Stock Exchange (KSE), Lahore Stock Exchange (LSE) and, Islamabad Stock Exchange (ISE).

Karachi Stock Exchange (KSE) is seen as very important financial market of Pakistan and it is playing

a vital role for the capital formation and capital mobilization in the economy of Pakistan. KSE is also an

important emerging capital market of the region among the developing countries. KSE is termed as high-risk

high return market where investors seek high-risk premium (Nishat, 1999). Few studies have attempted to

analyze the long run behavior of the market (Nishat, 1991) and no work has been done to explore the

fundamental variables affecting the share prices. Factors affecting share prices has been identified for the short

run (Nishat, 1995; Nishat and Saghir, 1991). It is also important to study these factors in the Pakistani context

after the introduction of reforms, which emphasized more towards markets openness to foreign investor’s  and

to boost competition. Under capital market reforms the emphasis has been on information disclosure by
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companies, documentation, increasing role of brokerage houses and investment companies, which provides more

feedback to investor.

2. Brief History of Karachi Stock Exchange:

Karachi Stock Exchange (KSE) is the oldest and well-established stock exchange of the country, which

started functioning in 1948. KSE is the most active securities market where equity and debt securities are

traded. From its establishment the business at KSE was based on manual system called out cry system. But

on May 26, 1998 KSE abolished outcry system and introduced a state-of the- art computerized system called

Karachi Automated Trading System (KATS) and the Central Depository System (CDS). These systems have

given booster to transparency and efficiency of the market and have brought the KSE at par with other stock

exchanges of the world in its infrastructure developments. So, after these developments, market witnessed high

turnover ratio as according to World Banks W orld Development Indicators 2000, the turnover ratio of KSE

was 8.7 in 1990 which escalated to 345.2 in the year 1999. Instead of these infrastructural developments KSE

failed to attract the listing of new companies & mobilization of capital which is evident from table-1

Table -1 shows the number of the listed companies between the years 1997 to 2008. It is obvious to note

that the annual average increase of the number of listed companies has been remained 7.92.  The further

evaluation and results of listing and funds mobilized are discussed below: 

Table 1: New listed Companies & Capitalization through Funds M obilized

Year Nos. of New Funds M obilized

Companies Listed In Billion Rs.

1997 14 13.5

1998 2 2.2

1999 0 1.6

2000 1 8.9

2001 2 2.9

2002 4 6.3

2003 6 4.6

2004 14 55.6

2005 19 30.09

2006 9 14.79

2007 14 57.23

2008 10 15.31

Source: State Bank of Pakistan, Annual Report (Various Issues)

New Listed Companies & Market Capitalization in Equity and Debt Instruments Equity:

At KSE the new listing of 14 companies took place in the year 1997 which brought Rs. 13.5 billion as

funds mobilized through these new listings (as shown in table-1). But after this, market witnessed a sharp

decline in the listing of new companies. Only two new companies were listed in year 1998 and mobilization

of capital was Rs. 2.2 billion which again declined to zero in listing of new companies in the year 1999.
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The year 2000 & 2001 KSE witnessed in listing and funds mobilization as Rs.11.8 billion by listing one

and two new companies against funds mobilized as Rs. 8.9 billion Rs.2.9 billion, respectively. The increase

in new listing in the years 2002, 2003 and 2004 has been witnessed as 4,6 and 14 new companies listed during

these years with funds mobilized as Rs. 6.3 billion, Rs.4.6 billion and Rs. 55.6 billion, accordingly. This has

been seen as a boost in the new listing and funds mobilization at KSE after many years. This increase has

followed the upward trend and it went up to the highest level as evident in the table-1. Through the analysis

of data it is revealed that in the year 2005 the new listing went up to 19 new companies with funds mobilized

Rs. 30.09 billion and the year 2006, new listing of 9 new companies with Rs. 14.79 billion fund mobilized.

In the year 2007 and 2008, new listings are shown as 14 companies and 10 new companies with funds

mobilization of Rs. 57.23 billion and Rs. 15.79 billion, respectively.   

3.2  Debt Instruments at KSE:

The share of debt instrument in the capitalization is very low, and it is strongly felt that; the

nonappearance or very little existence of this mode has put Karachi Stock Exchange, under the criticism and

arguments that; it is the main reason for market, not attracting the foreign and as well as domestic investors,

on mass scale. The debt instruments and their listed capital and fund mobilized are given in following data

Table-2.

Table 2: New Debt Instruments Listed at KSE

Year No. of New Listed Listed Capital of New Debt

Debt Instruments at KSE Instruments in Rs Million.

2005 8 10,900.00

2006 3 3,400.00

2007 3 500.00

2008 7 26,500.00 

Source: KSE Annual Report 2008

It is evident from the analysis of data given in table -2 that capitalization under debt instrument at Karachi

Stock Exchange is insignificant.

4.  Stock Market Liquidity:

Table-3 shows the market liquidity (Turnover Ratio) at Karachi Stock Exchange during the years 2003 to

2008. The analysis shows a continuous decline in the market liquidity within the study period has occurred

at KSE. The market liquidity has declined from 4 to 3.42 in the year 2004 and it further declined to 3.11 in

the year 2005. The market liquidity went down to its bottom from 1.35 to 0.25 from the year 2007 to 2008.

Table 3: M arket Liquidity (Turnover Ratio) at Karachi Stock Exchange

Year Average Volume Per day Total ValueBillion Rs. Turnover Ratio

(Shares)In Billion

2003 0.31 3841 4

2004 0.39 4862 3.42

2005 0.32 7167.58 3.47

2006 0.32 8707.46 3.11

2007 0.21 5452.76 1.35

2008 0.28 871.8 0.25

Source: KSE Annual Report (Various Issues)
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5.The Stock Market Concentration at KSE:

The stock market concentration can be measured by analysis of the share of market capitalization by large

firms stocks in total market capitalization at a stock exchange. These large firms make a group and are seen

as the leading 3 to 5 firms in the market (Maunder-et al. 1991). High concentration may adversely affect the

liquidity as there are common results in the studies of co-relationship between concentration and liquidity. 

5.1  Analysis and Results:

The Capital Formation at Karachi Stock Exchanges is divided into two categories viz. The Equity and the

Debt Instrument (Bonds/Debentures).  The Equity is a big and major source of capitalization, which has been

started, with very first day of operation of the stock exchange in 1948 and the debt instrument is very latest

mode of finance, which was introduced in the year 1995. As it is discussed above that the investments in debt

instrument at KSE is insignificant, so here; the analysis is only based on the data of equity investment at KSE

during the study period. The Market Concentration at KSE is witnessed in the Table-4.    

Table 4: M arket Concentration at Karachi Stock Exchange

Year M arket Capitalization of Large M arket Concentration  in %

Stock/ Total M arket Capitalization

1997 410316.8/ 469595.9 87.37

1998 211623.3/ 259284.7 81.16

1999 238802.6/ 286220.3 83.3

2000 329548.3/ 391860.3 84.10

2001 275206.4/ 339249.5 81.12

2002 321360.2/ 407637.7 78.83

2003 588382.1/ 746434.5 78.82

2004 1113997.4/ 1357475.2 82.06

2005 1745688/ 2013202.8 86.71

2006 2326379.9/ 2766407.2 84.09

2007 3344700/ 4329909.79 77.24

2008 3180400/ 3744198.90 84.94

Total 989.74

Average 82.49

Source: KSE Annual Reports (Various Issues)

Table -4 shows the market concentration as percentage of market capitalization of large stock with total

market capitalization at KSE. The market concentration is found in the leading 5 groups of companies which

are:

1. Cotton and Textile, 

2. Chemical & pharmaceuticals, 

3. Fuel and Energy, 

4. Transport & Communication and, 

5. Banks and other financial Institutions. 
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These five groups of companies are considered to constitute a large capital stakes in KSE and dominate

the market as witnessed in analysis of data in table-4. The market concentration at KSE was at high 87.37

percentage in the year 1997, which means that 87.37% of total market capitalization was in these above

mentioned five groups of companies. The analysis further shows that up to the year 2001 the market

concentration was above 80% in KSE from the year 1998 to 2001. The KSE witnessed decline of

approximately 3% in the market concentration which was 78.83 and 78.82 percent during the year 2002 and

2003, respectively. But, after this period, there is again an acceleration found in the market concentration at

KSE during the years 2004, 2005 and 2006 as it went up to 82.06%, 86.71% and 84.09% of total capital

market, respectively. The market concentrations went down in the year 2007 at 77.24% but again raised and

became 84.94% in the year 2008. Thus the analysis reveals that the market concentration has remained

averagely 82.48% during the study period. This is a very high percentage of market concentration which is

not desired by the modern theories of portfolio management or for those who want to minimize the risk

through risk management and selection of the alternatives or diversifies. It is very difficult for investors to

select the negatively correlated securities in the highly concentrated capital market (Markowitz 1952). 

When we compare the results of the liquidity as turnover ratio of KSE with the results of the analysis of

stock market concentration of KSE, it is revealed that when there is a rise in the market concentration,

simultaneously there is decline in the liquidity (turnover ratio) at the KSE during the study period. Hence,

study reveals that there is negative correlation-ship found between the liquidity and stock market concentration

at KSE. 

The above study of stock market concentration resulted that the Karachi Stock Exchange is still away from

the concept of diversification, which is essential for the proper investment decisions of the investors.

Consequently, it is very difficult for the investors to make a diversification decisions based on the market

liquidity and market concentration in the investment decisions or choose a portfolio and minimize their risk.

Thus, the investment is more risky and market could not be charm-full for the portfolio managers and potential

investors.

6. Conclusion:

The analysis and its results are based on new listings, funds mobilized, market liquidity and stock market

concentration at Karachi Stock Exchange. High concentration has been witnessed in 5 groups/ sectors in KSE

from its number of companies’ point of view. Out of these, the textile was at number one and second group

was financial sector. Other than the textile and financial sector, there were high concentration in the fuel and

energy, cement, transport & communication, and chemical and pharmaceutical, which dominated in the business

of scrip in the KSE. The study of stock market concentration further revealed that the Karachi Stock Exchange

is still away from the investment concept of diversification, which is essential for the proper investment

decisions of the investors. In this situation it is very difficult for the investors to make a diversification in the

investment decisions or choose a portfolio and minimize their risk. Thus, the investment is more risky and

market is still not charm-full for the portfolio managers and potential investors in long-term. It is suggested

that the management of the stock exchange should consider and check the market and adapt such strategies

which enable the investors to find the basic information about the companies which are listed other than the

above groups of companies and de-concentrate the process of capitalization  and assure the real investment

in the business of the scrip.
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