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Stock Market Prospects As KSE-100 Scales New Highs

The KSE-100 index surpassed its previous peak of 81,840 levels and breached the psychological Index level
of 82,000 points to reach at a new high of 82,248 on September 25th, 2024. Despite impressive run-up in
equities since July-23, the stock market in our opinion still holds considerable allure for investors due to a
confluence of factors. Last week, the Executive Board of the International Monetary Fund (IMF) approved
the USD 7 billion Extended Fund Facility (EFF) for Pakistan, and the country has already received the first
tranche of USD 1.0 billion. Additionally, robust corporate profits, defying estimates with impressive growth
rates, and more than anticipated decline in interest rates suggest a favorable environment for equity
investments. Active corporate activity, including share repurchases and acquisitions at significant premiums
further underscore the market's low valuations, whereas limited institutional exposure in equities provides
room for stock market re-rating. These combined elements, discussed in detail below, present a compelling
landscape for both domestic and international investors seeking opportunities in Pakistan's stock market.

Faster than expected decline in inflation and interest rates amidst an ongoing IMF program: After the
conclusion of a short SBA program, the authorities have successfully negotiated a larger EFF program. In
addition, the country has also requested a climate-based funding of around USD 1-1.5 bn with IMF, under
the name of Resilience and Sustainability Facility (RSF), which will open up another source of
concessionary long-term funding.

The IMF in its press release has acknowledged the implementation of sound policies over the past year that
have helped restore economic stability. However, despite the progress, IMF noted that significant structural
challenges remain, and ambitious and sustained efforts are needed to strengthen the resilience & economic
prospects. Key priorities under the new EFF include (i) rebuilding policy making credibility and entrenching
macroeconomic sustainability through consistent implementation of sound macro policies and a
broadening of the tax base; (ii) advancing reforms to strengthen competition, and raise productivity &
competitiveness; (iii) reforming SOEs and improving public service provision and energy sector viability;
and (iv) building climate resilience.

The re-entry into an extended IMF program will ensure the continuation of prudent macro-economic
policies that will pave the way for growth later on. Release of the IMF tranche will also unlock funds
international lenders. These inflows are expected to bolster the country's foreign exchange (FX) reserves
and provide relief from external pressures. A reform pertaining to the energy sector has already been
implemented, and both electricity and gas tariffs have been hiked in order to contain the circular debt.

Amidst the ongoing reforms, due to the steady Fig. 1: Inflation has precipitated sharply; Policy Rate to move in lock step
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Record low valuations amidst record high profits: Despite the challenges facing the economy, corporate
profitability has so far remained resilient. Corporate profits for our universe have grown by a hefty 30% in
FY24 (some last quarter results still awaited). For FY25, we expect earnings to remain flattish due to the
high base, falling interest rates (negative for banks and cash rich companies), and budgetary measures
which will keep after-tax earnings growth in check. Dismal performance of the market over the last several
years has resulted in a large 58% contraction in the Price-to-Earnings multiple from 11.4x at the market
peak in May 2017 to the prevailing level of 4.8x (See Fig. 2). Market cap to GDP ratio has fallen from an
average of 22% to just 9.0% (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.

Fig. 2: Valuations of Stock Market are attractive
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Fig. 3: Market Capitalization as % of GDP
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We recommend investors with medium to long-term investment horizon to invest in the market via NBP
Stock Funds, which have a strong track record of outperforming the stock market in the long-run.

Disclaimer: This publication is for informational purposes only and nothing herein should be construed as a solicitation, recommendation or an offer to buy or sell any fund. All investments in mutual funds are
subject to market risks. The price of units may go up as well as down. Past performance is not necessarily indicative of future results. Please read the Offering Documents to understand the investment policies
and the risks involved. NBP Funds or any of its sales representative cannot guarantee preservation / protection of capital and / or expected returns / profit on investments. The use of the name and logo of National
Bank of Pakistan does not mean that it is responsible for the liabilities/ obligations of the Company (NBP Fund Management Limited) or any investment scheme managed by it.
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