DIRECTOR’S REPORT
FOR THE HALF YEAR ENDED DECEMBER 31, 2023

The Board of Directors of MCB Investment Management Limited are pleased to present report on the affairs
of the company for the half year ended December 31, 2023.

PRINCIPAL BUSINESS

The Company is a Non-Banking Finance Company, licensed as Asset Management Company, Investment
Advisor and Pension Fund Manager under the Securities and Exchange Commission of Pakistan’s
regulatory regime.

THE BUSINESS ENVIROMENT
Economy and Money Market Review

The first half of the fiscal year concluded with Pakistan’s macros in a considerably better shape compared
to the start of the fiscal year. The government secured a much-needed Stand-by Arrangement (SBA) facility
of USD 3 billion from the IMF in June 23, of which USD 1.2bn was promptly disbursed. This was followed
by additional inflows and timely rollovers from friendly countries, which led to an upgrade in Pakistan's
sovereign rating by Fitch from CCC- to CCC due to the improved external outlook.

The new caretaker government, after facing speculative pressure on currency, took decisive steps against
smuggling of dollar and abuse of Afghan Transit in September 2023, which spurred a rapid recovery in the
exchange rate and reduction of the difference between open market and interbank rates. This led to
improvement in remittances and export proceeds and helping the rupee to appreciate to PKR 281.9 against
the USD by December end compared to a low of PKR 307.

Country posted a current account deficit (CAD) of USD 0.8 billion in the first half of the fiscal year 2024
(1HFY24) declining by 77% YoY compared to a deficit of USD 3.6 billion in the corresponding period last
year. Narrowing trade deficit was the major contributor towards improving CAD as 7.5% increase in
exports coupled with a 14.7% drop in imports led to a 35.2% contraction in the trade deficit. The county’s
external position improved with SBP’s foreign exchange reserves increasing to USD 8.2 billion as of
December 2023 compared to USD 4.4 billion at the end of last fiscal year. This was on account of flows
from the IMF, friendly countries and multilateral sources.

Headline inflation represented by CPI averaged 28.8% during first half of the fiscal year compared to 25%
in the corresponding period last year. Inflation remained on the higher side as massive currency depreciation
in the prior periods led to surge in food and energy prices. The government also hiked electricity base tariff
and gas prices to comply with the IMF conditions, which led to further inflationary pressures. The SBP
maintained status quo in the monetary policy held on December 12, 2023. The Committee assessed that the
real interest rate continues to be positive on a 12-month forward-looking basis and inflation is expected to
remain on a downward path.

The country’s revised GDP growth recorded at -0.17% in FY23 with Agricultural and Services sector
increasing by 2.3% and 0.1%, respectively, while industrial sector witnessed a drop of 3.8%. Historic high
interest rates coupled with import restrictions were the major culprits behind the fall in industrial output.
GDP grew by 2.13% in the first quarter of the financial year 2023-24 as compared to 0.96% in the same
period last year. Agriculture, Industry and Services sectors grew by 5.1%, 2.5% and 0.8% respectively. On



the fiscal side, FBR tax collection increased by 30.3% in 1HFY24 to PKR 4,468 billion compared to PKR
3,428 hillion in the same period last year, outpacing the target by PKR 43 billion.

Equity Market Review

Stock market witnessed exuberance in the first half of fiscal year 2024 as the benchmark KSE-100 increased
by 50.7% or 20,998 points to close at 62,451 points. The bullish momentum was on account on
improvement in macroeconomic indicators after Pakistan entered into the new IMF program. Market
participants also cheered the government’s firm commitment to achieve the IMF targets as the government
successfully completed IMF first review in November 2023. The strength of the local currency post
crackdown on currency smuggling and hoarding, strong corporate profitability and market expectation of
monetary easing in the second half of fiscal year all contributed to the sustainability the rally.

During 1HFY24, Foreign investors, Insurance, and Corporates were net buyers with an inflow of USD 71
million, USD 60.3 million and USD 52.4 million, respectively. While major selling was witnessed from
Banks and Mutual Funds with outflow of USD 92.4 million and USD 51.0 million, respectively. During
the half, average trading volumes for KSE-100 Index saw an increase of 194% to 244 million shares
compared to about 89 million shares during the preceding half. Similarly, the average trading value during
the quarter saw a rise of 119% over the last half to near USD 39 million.

Banking, E&P and Power sector were the major contributors to the index gain adding 6,584/2,675/2,232
points, respectively. Banking sector witnessed broad based rally as entry into the IMF program diminished
the probability of local debt restructuring, which was hampering the sector’s performance. Power sector
performed due to better than expected dividends while E&P rallied due to the news of clearance of gas
circular debt, which would improve the sector cash flows.

Economy & Market — Future Outlook

Pakistan GDP is expected to rebound to 3.4% in FY?24 after a dismal performance last year. The industrial
and services sector are expected to show growth as import restriction has been removed, which will help to
normalize trade activities. Agriculture growth is likely to remain on the higher side due to base effect as the
heavy floods last year affected agriculture output. The arrivals of crops have been encouraging with cotton
arrival increasing to 8.2 million bales in 1HFY24 compared to 4.9 million bales in FY23.

Successful resumption of the IMF program is a key positive as it will allow us to tap funding from bilateral
and multilateral sources. We expect SBP reserves to increase to USD 10.1 billion on the back of flows from
friendly countries, IMF and multilateral agencies. However, our external position still remains precarious
as we are unlikely to issue international Eurobond or Sukuk owing to the challenging global conditions.
The proceeds from FDI and RDA are also likely to remain muted owing to the current economic challenges.
Thus, we would have to ensure a sustainable current account this year to stave off external concerns. We
expect a CAD of USD 3.1 hillion (0.9% of GDP) in FY24 as policy of consolidation is likely to continue
under the IMF umbrella.

The rupee has recovered from its recent low due to the administrative measures by the government to curb
dollar smuggling and hoarding. The remittances and export proceeds have also recovered, which will help
in stabilizing the currency. In addition, the flows from bilateral and multilateral sources and reserve building
will be vital for external outlook. We expect USD/PKR to close the fiscal year around PKR 306 at an ending
REER of 95.

We expect average FY24 inflation to ease to 24.8% compared to 29.0% in FY23 as the base effect will
come into play. Inflation readings have peaked and inflation is expected to follow a downward trajectory
with headline number falling sharply to 19.0% by June 2024. This coupled with the buildup of forex
reserves during the period will allow the monetary easing cycle to start in the second half of the year. We



expect a cumulative easing of around 4.0% till June 2024, however, its pace and timing would be
determined by trend in FX reserves.

Risks to recovery also continue to remain high as the cushion in Forex reserves continues to remain low
and remain dependent of continued need for rollovers on bilateral loans and support from multilateral
institutions. Country desperately needs political stability for focus on steering economy through focus on
long term policies. Post elections, winning the support of IMF in the form of another program would be
one of biggest challenge for incumbent government requiring tough measures to address long term
vulnerabilities. Conflict in Middle East, tensions on Palestinian and potential threat of a wider conflict
continue to remain high.

From the capital market perspective particularly equities, the market is trading at cheap valuations. Market
cap to GDP ratio has declined to 9.5%, a discount of 51% from its historical average of 19.3%. Similarly,
Earning Yield minus Risk Free Rate is close to 8.7%, compared to the historical average of 3.0% signifying
a deep discount at which the market is trading. The resolution of challenges on external account will help
to unlock market potential. We believe a micro view of sectors and stocks will remain important and
investment selection should focus on companies, which trade at a deep discount to their intrinsic value. The
market is currently trading at PER of 4.2x, while offering a dividend yield of 10.6%.

For debt holders, we expect Money Market Funds to continue to seamlessly mirror policy rates throughout
the year. Investors with a mid to long term view can benefit from Bond and Income Funds where higher
duration will create opportunities for capital gains in the wake of Interest rate outlook. We would continue
to monitor the data points and capitalize on opportunities to add government bonds in Income Funds at
attractive rates to benefit from the expected monetary easing in the near term.

Mutual Fund Industry Review

The Net Assets of the open-end mutual funds industry increased by about 34.1% during 1HFY24 to PKR
2,097bn. Total money market funds grew by about 15.8% since June 2023. Within the money market
sphere, conventional funds showed a growth of 16.6% to PKR 551 billion while Islamic funds increased
by 15.0% to PKR 493 billion. In addition, the total fixed Income funds increased by about 80.7% since Jun
2023 to PKR 667 billion while Equity and related funds increased by 33.0% to PKR 223 billion.

In terms of the segment share, Money Market funds were the leader with a share of around 49.8%, followed
by Income funds with 31.8% and Equity and Equity related funds having a share of 10.6% as at the end of
December 2023.

Mutual Fund Industry Outlook

Both Bonds and Equities are likely to do well in the next year on the back of cut in interest rates. During
the year, significant interest of investors is already visible in Income Funds while equity fund are likely to
see inflows post elections and new IMF agreement. High interest rates during the period would encourage
sustained flows in the money market funds as they are ideal for investors with a short-term horizon and low
risk profile. Our operations remained seamless and given our competitive edge in digital access and online
customer experience, we are prepared to get benefits of the growing number of investors available online.

Company’s Performance Review

Second quarter of FY 2023-24 started with success and during the six months the Company Assets Under
Management (AUMS) grew by Rs. 23 billion (10.18%) and reached to Rs. 249 billion (June 30, 2023: Rs.
226 billion) and compared to corresponding period AUMSs grew by Rs. 20 billion (8.73%); (December 31,



2022: Rs. 229 billion). Increased AUMs resulted in increase in Company’s core revenue by over Rs. 843
million in the first six-months of FY 2023-2024 compared to Rs. 529 million in corresponding period FY
2022-2023. The Company recorded gross management fee/ advisory fee of Rs. 761 million in first six
months of FY 2023-2024.

During the half year KSE 100 showed positive return of about 50.7% compared to -2.7% in the same
corresponding period. Since the Company investments are placed in both equity funds and debt securities
and/ or funds, with active management coupled with exceptional performance of PSX, the Company earned
investment income of Rs. 326.8 million compared to Rs. 50.2 million in the same corresponding period.

Due to higher AUMs and increase in investment income, the Company earned profit after taxation of Rs.
487.7 million compared to Rs. 141.5 million in the corresponding period. During the six months period
ended December 31, 2023 the Company’s Earnings Per Share was Rs. 6.77 compared to Rs. 1.97 in the
same corresponding period.
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demonstrated their confidence in the Company. We would also like to place on record our sincere
appreciation for the commitment, dedication and innovative thinking put in by each individual of the
Company and are confident that they will continue to do so in the future.

For and on behalf of the Board

Khawaja Khalil Shah Manzar Mushtaq
Chief Executive Officer Director
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