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Navigating Geopolitical Shock: Opportunity as KSE-100 Stock Market Index

Corrects ~20% from its Peak

The recent escalation in the U.S.~Iran conflict has introduced a fresh layer of uncertainty into global markets, triggering
a sharp repricing of risk across commodities, currencies, and equities. Crude oil and product prices have shot up sharply,
with Middle Eastern crude and products benchmarks more than doubling due to the closure of the Strait of Hormuz. As
a net importer of energy, Pakistan’s macros and resultantly the stock market has been adversely affected. The benchmark
KSE-100 Index dropped by 11.5% during the month and 21.4% from its peak in January 2026. This decline reflects
heightened investor caution amid escalating geopolitical tensions in the Middle East. We will discuss the implication of
these developments on Pakistan’s macro and stock market outlook, and recommend strategies and exposures that are
best suited in the current environment.

Impact on Key Macroeconomic Variables

Inflation: We have revised our inflation expectations upward, with FY26 average inflation now expected near the upper
bound of the 5%-7% target range set by the State Bank of Pakistan, implying an increase of 100 bps from prior estimates.
For FY27, inflation is now projected in the 8%-10% range, contingent on oil prices moderating to USD 75-85/bbl, and
refining margins normalizing.

Interest rates: A prolonged period of elevated energy prices could entrench second-round effects and necessitate a shift
in the monetary policy stance. This is already being reflected in financial markets, where secondary yields have adjusted
upward, pricing in ~100 bps of potential policy rate tightening. The policy rate may be increased by 1% in the coming
months.

Fiscal Deficit: The government raised fuel prices initially but then held them unchanged for ~3 weeks despite rising
global crude and product prices, providing over PKR 125bn in subsidies via Price Differential Claims (PDC). In its latest
revision, the government has finally passed on the accumulated impact by raising diesel and petrol prices by PKR
185/litre and PKR 137/litre, respectively, while shifting toward targeted subsidies to maintain fiscal discipline. As a result,
the fiscal deficit is expected to widen slightly by 0.1%-0.2% of GDP in the current year.

External account: Pakistan’s external position remains acutely sensitive to oil price movements. According to the State
Bank of Pakistan, every USD 10/bbl increase in oil prices raises the import bill by approximately USD 1.5 billion.
Sustained elevated prices would widen the current account deficit, increase external financing needs, and intensify
pressure on the PKR. Consequently, the rupee may have to be devalued by 5% or so over the next nine months.

Silver Lining: Potential of Strategic Gains for Pakistan
Amid near-term headwinds, the evolving geopolitical landscape may unlock structural opportunities:

1. Potential lifting of sanctions on Iran could revive the long-stalled Iran-Pakistan gas pipeline. While its direct
economic benefits will be limited as its pricing is similar to the long-term LNG contracts negotiated with Qatar, the
real value will come from diversification and stability in energy supply. The availability of cheaper oil and gas will
be possible due to proximity of the two countries. Diversification of energy sources could reduce long-term
dependence on volatile global markets.

2. Regional trade integration may gain traction, particularly through the Gwadar corridor, enhancing Pakistan’s
strategic relevance.

Key Triggers for the Stock Market

e The geopolitical risk is expected to decline substantially over the next few weeks, resulting in an expected upside in
the stock market.

* Following the recent correction, the KSE-100 is trading at approximately 7.1x forward earnings, offering compelling
relative value versus fixed income yields in the 10%-11% range. On a historical basis, the market has averaged Due
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e to substantial inflation and currency devaluation over the last several years, the replacement costs of setting up a
new industry such as cement or fertilizer plant are much higher than the market value of such industries already
listed on the stock exchange. Therefore, investors prefer to buy listed companies rather than setting up new ones.

e Even after incorporating a 1% expected rise in policy rate, returns on fixed income assets will be relatively low
around 10% to 11%. Also, the real estate activity is subdued. This has increased the attractiveness of equities for
investors. Incremental savings and institutional allocations across mutual funds, insurance companies, banks, and
employee funds may be reallocated further towards equities.

Sectoral Opportunities: Energy as a Structural Winner
The current environment disproportionately benefits the energy companies, both globally and domestically:

e Higher oil prices directly support upstream earnings

* Local production ramp-up due to LNG disruption and new discoveries makes energy chain one of the few sectors
that will experience double digit volume growth

e Because of the above two factors, upstream earnings are positioned for high double-digit growth under sustained
price strength (USD 75/bbl projected) for FY27

e The expectation of higher interest rates and PKR depreciation if the Iran situation prolongs, support upstream energy
profits due to dollar linked pricing and strong balance sheet (higher other income)

This aligns strongly with our positioning in the NBP Islamic Energy Fund (NIEF), which remains a key beneficiary of
this macro shift. And our NBP Stock Fund and NBP Islamic Stock Fund also have an overweight position in the energy
sector. We advise investors to consider investing in NBP Stock and Energy Funds, considering the good historical track
record of consistent performance.
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