


NEPSE HIGHLIGHTS

Source: Nepse Ashwin end 2078 data, PE ratio based on Q4 report of FY 2020-21
Note: Hotels sector and Trading sector are excluded in PE due to negative earnings and unavailability of the financial reports

MARKET LIQUIDITY

MACROECONOMY



NEPSE OVERVIEW
After a highly volatile month of Bhadra, NEPSE witnessed further decline in the month of
Ashwin. In the month of Ashwin, NEPSE started at 2,817.98. As several commercial banks
increased their interest rates on their different deposit schemes which was published at the
beginning of the month, especially Sunrise Bank’s fixed deposit rate of 10% p.a. for the month of
Ashwin spread further panic amongst the already rattled investors. Furthermore, the imminent
shadow of festivals and need to profit book was also looming large on investors, which could
have added further pressure on the already declining market. The NEPSE index reached the
lowest point of 2,542.09 (a decline of 9.79% from the opening value) on 18 Ashwin, after which
the effect of the negative sentiment slowly dissipated and the index closed at 2,656.97 which was
decline of 5.71% from its opening value.

Within NEPSE, the Hydropower sub-sector lost the most i.e. the sub-sector index decreased from
3,238.98 to 2,742.22 i.e. 15.34% loss in the review period. Furthermore, Finance sub-sector also
decreased by around 14.22% and the Investment sub-sector decreased by around 11.90%. During
the review period, only the Microfinance sub-sector was able to close green with an increase of
0.08% from the previous month’s closing value.

As the economy had finally started to operate at full throttle, the demand for loanable funds had
risen at a very high pace compared to the growth of deposits. With a lot of heavy imports in the
first quarter, the pressure was felt on the deposits growth in the economy and therefore, a lot of
commercial banks were possibly coerced to increase their interest rates. This rise in interest rates
could prove unfruitful for an economy that is slowly trying to revive from the forceful recession
caused by the COVID pandemic. Similarly, the delay in the approval of the government budget
also added fuel to the fire of the current liquidity problems in the economy. Furthermore, in the
global scenario, the rise in the prices of oil in the international market could also put further
pressure on imports as well as domestic inflation. In the review period alone, oil prices of WTI
crude rose from $71.82 to $81.73 which is around 13.79% in a span of a single month. Concerns
of cost push inflation are growing in the global scenario and this could also be an issue for
Nepalese economy as it could hinder the economic recovery process severely.

The monthly top 5 gainers, losers and turnover stocks are shown in the figures below:



S.no. Symbol Amount traded (Million) Sector

1 AHPC 2266.26 HydroPower

2 HDL 2253.71 Manufacturing and Processing

3 NBL 2017.41 Banking

4 NHPC 1916.36 HydroPower

5 NABIL 1879.71 Banking
Source: Nepse Ashwin end 2078  monthly report data

MUTUAL FUND

The decline in the NEPSE index is followed by the decline in the market price of mutual funds in
the month of Ashwin resulting in the increment of discount percentage in comparison to the
NAV. In terms of investors' perspective we try to rank the mutual funds which are currently
trading at the highest discounted price with respect to their latest month NAV. The table below
shows that at the end of Ashwin, mutual funds with very high NAV are still trading at discounts

above 25%. Such discounted
prices can offer great opportunities
for investment. Moreover, the
second table shows the top 10
stocks held by mutual funds till the
end of Ashwin 2078 which
includes 8 commercial banks,
NIFRA and NLICL.

*Mutual Funds which  have not published financial statements of Ashwin are included with the statements of Bhadra..



MACROECONOMIC ANALYSIS

Market Liquidity
Excess liquidity in the market stood at
around NPR 28.46 billion (as of
Ashwin end, 2078). Compared to the
previous month, the excess liquidity
has decreased by 13.45%. High
imports in the month of Bhadra which
has increased by a whopping 75.86%
from the previous year same period
data, has put immense pressure which
is reflected by the sharply declining
Net Foreign Assets in the month of
Bhadra and to compound this problem, remittance in the same period has also been lower
compared to the previous year i.e. compared to previous year, the remittance in the same period
has declined by 6.25%. The decreasing position in the Net Foreign Assets during this period can
be considered as one of the major factors that has put immense pressure on the excess liquidity in
the market. The above figure shows the decreasing trend in NFA since the month of January,
2021. Similarly, monthly excess liquidity also shows a structural decline in the excess liquidity in
the system. To ease the liquidity in the market, NRB also issued three different repurchase
agreements in the month of Bhadra for a total amount of NPR 80 billion.

As the incremental rate of lending
is higher than that of domestic
deposits in the month of Ashwin,
the increased pressure was
reflected in the interbanking
system as well with interbanking
rate soaring up to 4.96% from the
previous month's rate of 4.92%.
Moreover, there has been a
significant decline in the loanable
fund in the banking industry due
to the change of CCD ratio to CD
ratio in the monetary policy issued
by NRB.



Total Deposits and Total Borrowing

From the previous month i.e. Mid
August, deposits increased by 1.13%
and credit grew by 3.13%. The total
deposits for the review period
remained at 47.18 kharba and the total
credit remained at 43.55 kharba. The
growth in credit is higher than the
growth in deposit in this month has
contributed to put pressure on the
market liquidity.

FUNDAMENTAL ANALYSIS

Sector wise PE ratio

P/E Ratio is one of the most widely used fundamental ratios to determine a stock’s relative
valuation signaling whether it is overvalued or undervalued. In general sense, a lower P/E ratio is
preferable for investment purposes.With the decline in the Nepse Index by around 5.97% from
Bhadra to Ashwin 2078, PE Ratios of all the sectors have also declined. The Other sector is
trading at the lowest PE ratio of 20.57 times (NRIC excluded as the fourth quarter report has not
been published yet) whereas the life insurance sector is trading at the highest PE ratio of 121.54
times in the Nepse. But it is to be noted that the actual profit figures of the life insurance sector
will be known only after actuarial valuation after the end of fiscal year. The PE ratio of the
hydropower sector has declined significantly in the month of Ashwin. However, it is still at the
significantly higher level of 98.68 times. Commercial bank sector seems to be relatively
competitive from the PE perspective which stands at 24.20 times. If a higher P/E multiple is
supported by the growth in the earnings of any stock, it can also be preferred for investment.



Average Base Rate of Commercial Banks

With the increase in the
economic activities after
the second wave of the
Covid outbreak, the
lending growth has been
significantly higher than
the deposit growth. In FY
2077/78, there is 7.82%
of loan growth whereas
there is deposit growth of
only 1.84% in the
commercial bank
industry till the end of

Ashwin. This has resulted in pressure in the liquidity. Owing to this there has been a rise in the
interest rate. The average base rate of the commercial banks has increased to 6.96% in Bhadra
from 6.78% Shrawan. As per the base rates published by 14 commercial banks for the month of
Ashwin till the preparation of this report, the average base rate has significantly increased to
7.62%. Since interest rates have been raised on deposits for the month of Kartik as well by most
of the banks, the base rate is expected to rise in the month of Kartik as well.

Average Interest Spread of Commercial Banks

Interest Spread plays a
major role in the
profitability of the banks.
Currently, NRB has
limited the interest spread
to 4.4% for commercial
banks. The average
interest spread of
commercial banks is in a
declining trend. The
average interest

spread has declined to
3.54% in the month of Bhadra 2078 from 4.47% of Bhadra 2077. As per the interest spread
published by 14 commercial banks for the month of Ashwin till the preparation of this report, the



average spread rate has significantly declined to 3.15%. Declining interest spread could be the
major concern for the banks as it would hit their profitability. Increase in the interest rate on the
deposits, limited investment areas for lending, competition and efficiency in the financial sectors
could be the contributing factors for continuous decline in the spread rate.

TECHNICAL ANALYSIS
Nepse

Current Index (10-17-2021): 2656

As per Fibonacci Retracement

Support 1: 2416, -9.04% down

Support 2: 2165, -18.49% down

Resistance 1: 2726, 2.64% up

Resistance 2: 3227, 21.50% up



Candlestick: In the month of Ashwin, Nepse index was in the correction mode just as in the
previous month of Bhadra. But this month, Nepse index has made two pull backs and closed at
2656. Compared with the previous month’s closing index of 2812, there is a correction of -5.55%
coming to the end of the month.

Bollinger Band: In the Bollinger band indicator, we can see the beginning of the contraction in
the Bollinger bands in this month, trading between the middle band and lower band and has
taken the resistance twice in the middle band in these two pull backs. It indicates that the market
is still unable to make the rebound from the ongoing down trend.

Exponential Moving Average (EMA): Nepse traded below 20 days EMA line and also below 5
days EMA line most of the time during this month, giving continuity to the ongoing down trend
movement. However, coming to the end of this month, Nepse index has managed to trade above
the 5 days EMA line in the last four days of the month, indicating the possibility of trend reversal
in the coming days.

Volume: In the month of Ashwin, the volume of Nepse index has decreased to 80.73 billion
from 230 billion of Bhadra with the massive decline by 64.90%. Similarly, the volume has traded
below the 20 weeks MA volume throughout this month.

Parallel Channel

After the Bearish Pennant pattern formed in the month of Bhadra, the Nepse index is in the
decreasing trend in this month, trading in the parallel channel. The breakout in the upper channel
will be crucial for the reversal in the current downtrend. But coming to the end of the month, it
made resistance in the upper channel. As a result, it indicates that the market is very likely to
move downward towards the lower channel.



RSI and MACD

RSI: In the month of Ashwin, RSI is in declining trend same as Nepse index, but RSI has
managed to take strong support around the level of 30 RSI which is also known as oversold zone.
It indicates that the market is looking for a rebound as it has hit the oversold zone too many
times. Coming to the end of this month, RSI has increased to 42 from 34 of last month, heading
towards the neutral zone.

MACD: Throughout the month of Ashwin, MACD line was trading below Signal line indicating
bearish sentiment in the market. However, coming to the end of the month, there is a bullish
crossover in the MACD indicator where the MACD line has just managed to cross the Signal
line from below, indicating the change in the market sentiment from bearish to beginning of the
bullish sentiment.

Disclaimer:
Machhapuchchhre Kriti Capital Limited (MKCL) is an investment management service provider licensed by Securities Exchange Board of Nepal
(SEBON). The aforementioned information is the outcome of the analysis on the current Nepal stock market and macroeconomic condition done
by this company with the sole purpose of providing information to the investors and the customers of MKCL. All the readers are advised to make
investment decisions based on their own study and analysis.


