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FY24 turned out to be a phenomenal year for the stock market, as the KSE-100 index posted a healthy 89.2% return in
PKR terms and 94% in USD terms, making FY24 the best year for the stock market in the past 20 years. We believe the
stock market bull run is set to continue, though majority of returns this year will be driven by re-rating and dividends. In
order to sustain this positive momentum, the continuation of policy efforts and structural reforms are imperative. The
new government must negotiate a large multi-year IMF program that will require firm commitment to a path of fiscal
discipline, unpopular tax reforms, privatization of state-owned enterprises, and withdrawal of various subsidies.

Achieving these goals will be challenging but essential for long-term stability and growth.

First, we take a quick look at the key economic indicators for FY24:

J GDP growth increased by 2.38% (Agriculture Sector: 6.25%, Industrial Sector, 1.21%, Services Sector, 1.21%)
o Foreign Exchange Reserves increased from USD 4.4 billion in June 2023 to USD 8.9 billion in June 2024

. Inflation averaged at 23.4% whereas exchange rate appreciated by 2.67% to close at PKR 278.34/USD

. Current account remained under control with 1TMFY24 deficit recorded at USD 464mn

Now we share our outlook for the key macroeconomic indicators along with our outlook on the stock market

Inflation and Interest Rates: As of June 2024, the
inflation rate eased to 12.6%, while the average
inflation for FY24 averaged 23.4% versus 29.2% in
FY23. We expect further cool off in inflation to around
13%-15% for FY25 owing to high base effect. Still, there
are some upside risks to the near-term inflation outlook
associated with the budgetary measures and
uncertainties surrounding potential future changes in
energy prices. In June 2024 monetary policy meeting,
central bank cut the policy rate by 150 bps after holding
it for 7 consecutive monetary policy meetings. Keeping
in view the trajectory of inflation, we expect further
3%-4% reduction in the policy rate in FY25.

Currency Outlook: Amidst the intensified crackdown
against foreign currency smuggling and illicit
hawala-hundi operations, the State Bank of Pakistan
(SBP) unveiled a series of stringent measures aimed at
reforming the currency exchange sector. Consequently,
during FY24 USD/PKR appreciated by 2.67%. Despite
significant challenges in terms of external repayments,
the continuation of the IMF program and softening of
global commodity prices are expected to keep PKR
relatively stable during FY25 in the vicinity of
PKR300-310/USD. The current REER of 100.7 and the
expected inflation differential of 10%-12% vs peers and
trading partners for FY25 indicate a currency
devaluation of about 10% in FY25.

Inflation has peaked; Steep decline in Policy Rate
expected during CY24
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Trend of Exchange Rate and Real Effective Exchange Rate (REER)
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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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Current Account: For Jul-May FY2024, The current | the current account deficit has decreased significantly as a
account deficit is at USD 464 million as against a deficit result of the central bank's restrictive policies

of USD 3,765 million for the same period last year. Import
restrictions, monetary tightening and market-based
exchange rate have brought the current account deficit
under control. For FY25, the ongoing slowdown in
commodity prices and soft demand offers comfort on the
external imbalance. However, certain import restrictions
will have to be relaxed. Also, exports growth will be
constrained due to high utility and other input prices
versus regional countries. External dividend payments
would also impact the CAD. All things considered, we

estimate CAD to range around USD 2.5-3.5 billion in BN CAD (USD Bn) ~ =@=CAD as a % of GDP
FY2 5 Source: SBP, NBP Funds Research
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What lies ahead for the capital markets in FY25: Despite the challenges facing the economy, corporate profitability
has so far remained resilient. Corporate profits for our universe are estimated to grow by a hefty 30-35% in FY24 (last
quarter results awaited). For FY25, we expect earnings to grow by around 5% due to high earnings base, falling interest
rates (negative for banks and cash rich companies), and budgetary measures which will keep after-tax earnings growth
in check. However, successful negotiations on a larger and longer IMF program will continue to re-rate the market
where we expect market PE to improve to 6x over the next two years. The program will also require settlement of
circular debt which will entail higher energy prices but better cashflows for the entire energy chain, resulting in higher
dividend yield and re-rating of the market. To put things into perspective, even just the settlement of gas circular debt
for the oil exploration companies will lead to a massive 70% jump in cash earnings of our universe.

Foreigners have turned net buyers with inflows of USD 140.8mn during FY24, and this trend is likely to continue in
FY25 as macro indicators are showing signs of stability. The buybacks and stock purchases by leading corporates and
sponsors in their respective industries are key catalysts which have strengthened investors’ confidence in selected
companies and sectors. Overall, institutional allocation to equities (Mutual Funds, Banks, Insurance, Pension Funds
etc.) is also significantly lower compared to historical averages. Despite the robust performance, the stock market in
our opinion still holds considerable allure for investors due to a confluence of these factors which indicate a serious
dearth of available float in the event of a transition of investor sentiment towards equities. Looking at fundamentals,
Price-to-Earnings Ratio (P/E) of the market is at around 4.8 times (Bloomberg PE 3.74x). Therefore, we advise investors
with medium to long-term investment horizon to build position in the stock market through our NBP stock funds
which have provided superior return vs the Stock Market in the long-term. Investors who don’t want equity exposure
but want to benefit from interest rates decline can take exposure in NBP Government Savings Plan (NGSP-1V) and NBP
Islamic Government Savings Plan (NIGSP-III). Risk averse investors can benefit from double digit interest rate
environment by investing in our money market and savings funds.

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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