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During the week ending March 3rd, the benchmark KSE-100 index surged by around 629 points on a week-on-

week basis, translating into a return of 1.5%. The outgoing week began with a sense of apprehension as 

investors remained cautious amid ongoing uncertainty and prolonged delay in the IMF program. These concerns 

were exacerbated when the State Bank of Pakistan (SBP), on Tuesday, announced an earlier than scheduled 

meeting of the Monetary Policy Committee (MPC). On the same day, Moody's Investors Service downgraded 

the government of Pakistan's local and foreign currency credit ratings to Caa3 from Caa1 due to a drop in the 

country's foreign exchange reserves and an increase in the risk of default on foreign debt repayment. Both 

developments dented investors' sentiments, and the index dropped by 273 points. Monthly Consumer Price 

Index (CPI) data was also released a day before the preponed MPC meeting, which showed inflation clocking in 

at a multi-decade high of 31.5% during February 2023, led by an increase in food prices and due to the impact 

of recent taxation measures. 

On Thursday, the MPC raised the Policy Rate by 300 basis points, taking it to a 26-year high of 20%. The move 

was in response to broad-based increasing inflationary pressures in the near term. The MPC also raised its 

expectation for FY23 inflation to range between 27-29%. Contrary to general market expectations, the market 

shot up by 666 points as liquidity inflow expectations from large state institutions and buybacks trumped the 

negativity of the rate hike. A revision in petroleum prices was also administered, where Petroleum Development 

Levy (PDL) on HSD was increased by PKR 5/litre, to meet another IMF target. The government also successfully 

implemented the increase in the power surcharge of PKR 3.82/unit on power consumers, to meet another 

condition set forth by the IMF. Trade deficit numbers were also released by the Pakistan Bureau of Statistics 

(PBS) during the week, illustrating a 33.2% decrease during 8MFY23, to USD 21.3 bn, due to a significant 

reduction in imports. 

On the exchange rate front, the rupee experienced a significant decline of 6.66% on Thursday to settle at PKR 

285 in the interbank market as administrative controls were eased. The foreign exchange reserves received 

support from inflows of USD 700 mn from China. Adjusted for external debt repayments, the reserves increased 

by USD 556 mn, reaching USD 3.8 bn, providing import cover of around 4 weeks. The past week witnessed 

significant progress on multiple fronts. Consequently, statements from key officials within the Government of 

Pakistan (GOP) and the International Monetary Fund (IMF) have dismissed the possibility of terminating the 

program at this stage. It appears that the government's unwavering commitment to obtaining the Fund's 

approval has finally yielded results. To recall, the initial conditions included raising utility prices, adopting a 

floating exchange rate, and introducing additional taxes. Later on, the IMF demanded an aggressive hike in the 

policy rate and an increase in the power surcharge. At present, most of the conditions have been met, and the 

Staff Level Agreement (SLA) is expected to take place next week. 

While receiving funds from the IMF would be a positive trigger, it is equally important to secure financial support 

from other friendly nations. Such aid would not only help prop up Pakistan's dwindling foreign exchange 

reserves but also bolster market sentiments. However, political unrest remains a key concern. During the week, 

the Supreme Court ordered holding elections within 90 days of assembly dissolution. 

Looking at fundamentals, Price-to-Earnings Ratio (P/E) of market is at multi-year low of around 3.9 times 

(earnings yield of around 25.6% as against 10-yr PIB yield of 15.55%). Therefore, we advise investors with 

medium to long-term investment horizon to build position in stock market through our NBP stock funds. 


