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Source: NEPSE Kartik end 2078 data, PE ratio based on Q1 report of FY 2021-22
Note: Hotels sector and Trading sector are excluded in PE due to negative earnings and unavailability of the financial reports
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NEPSE OVERVIEW
With a decline of around 9.79% in NEPSE in the month of Ashwin, NEPSE started the month of
Kartik with yet another pessimistic note whereby the nightmare of increasing interest rates
continued in the Nepalese economy. Many commercial banks increased their FD interest rates to
11.10% which created further panic in the market. In the first two trading days of Kartik, the
market lost around 5.50%. However, with the growing concerns of increasing interest rates and
deposits dissipating from the market, NRB intervened on the evening of Kartik 2, 2078 in an
attempt to put a leash on interest rates. NRB issued a circular stating that Class A,B and C BFIs
can only increase their interest rate by 10% of their previous rate which meant that the maximum
interest rate for the month was pulled down to 9.36%. With interest rates curbed back to single
digit, the market gained confidence and rallied for the most part of the month i.e. it grew by
around 14.69% and NEPSE closed at 2,848 on Kartik 17, 2078. After this brilliant rally, some
profit booking creeped in and the market saw some correction during the latter half of Kartik and
the NEPSE index closed at 2,784.58.

Within NEPSE, the Others sub-sector gained the most i.e. the sub-sector index increased from
1,694.40 to 1,991.39 i.e. 17.53% gain in the review period. Similarly, Hydropower sub-sector
also increased by around 17.13% and the Development Bank sub-sector increased by around
15.48%. During the review period, only the Banking sub-sector closed red with a decrease of
0.87% from the previous month’s closing value.

Kartik was yet another month which witnessed a lot of volatility. Many rumours both positive
and negative circulating in the market regarding amendment in the loan against shares policy and
liquidity policy by NRB created a lot of uncertainty in the market in the latter half of Kartik. Due
to this uncertainty, a lot of investors resorted to wait and watch policy which was witnessed by
the declining volume in the latter half of Kartik. The increase in imports and decline in
remittance for yet another month spelled trouble for the Nepalese economy and NEPSE as well.
As the economy looks to recover from the COVID-19 aftermath, there are some rational
expectations that the monetary policy will create some flexibility to ease the liquidity for the
upcoming month. The increasing oil prices which started from the previous month have also kept
heavy pressure on inflation as well as the money supply of the nation. As historical data shows
that liquidity has been one of the most relevant factors in determining the direction of NEPSE,
deteriorating liquidity position along with different unfavorable events such as increasing oil
prices, declining remittance and increasing imports means that the market will face a lot of
difficulty in overcoming the negative sentiment in the coming future.



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

S.no. Symbol Amount traded (Million) Sector

1 NABIL 4974.14 Banking

2 MLBL 4103.64 Development Bank

3 API 2777.17 HydroPower

4 ICFC 2480.05 Finance

5 AHPC 2355.29 HydroPower
Source: NEPSE Kartik end 2078  monthly report data

MUTUAL FUND
The month of Kartik was fortunate enough to see the green reversal in NEPSE from the low
point of 2,481.85 to 2878.20, this positive trend was also reflected in the Mutual Fund
sub-index. This sub-sector witnessed an astounding 8.25% increment during the first half of the
month which was later followed by some correction. The mutual fund sub-index closed at 15.61
from the previous month’s closing value of 15.18 which indicates an increment of 2.83%
increment from the previous month’s closing value. The increment in NEPSE index during this
month resulted in inflated NAV figures which caused the discount rates to increase with most of
the scrips with more than 20% of discounts. The larger the discount rate, the better the
investment opportunity in Mutual Fund. The first table presented below shows NAV details
along with LTP and discount/premium at the end of Kartik month.



While reviewing the whole Mutual Fund industry, the second table shows the top 10 stocks held
by mutual funds till the end of Kartik 2078; interestingly, among these top ten stocks 9 are
commercial Banks.

*Mutual Funds GIMES1 and MMF1 have not published financial statements of Kartik and are included with the statements of Ashwin.

MACROECONOMIC ANALYSIS

Market Liquidity
Excess liquidity in the market
stood at around NPR 32.89
billion (as of Kartik end, 2078).
Compared to the previous month,
the excess liquidity has increased
by 15.58%. The imports
increased in the month of Kartik
as well which has increased by
63.73% from the previous year



same period data. Similarly, the remittance for the same period has declined by 7.55%. On the
other hand, exports increased by 109.54% as compared to previous year same period. The
decline in the increasing rate of imports and the increment in the exports has contributed to the
improvement in Net Foreign Assets as compared to previous month, the Net Foreign Assets for
the period has increased by 1.72% in the month of Kartik. The improvement in the Net Foreign
Assets has been reflected in the increment in excess liquidity as well. However, the accumulated
pressure on market liquidity in the recent months hasn’t eased yet.

In FY 2078/79, the total lending
has significantly increased by
8.84% whereas the total deposit
has only increased by 1.37% in
the banking system till the month
of Kartik. The increased pressure
on liquidity is reflected in the
interbanking system as well with
interbanking rate remaining
stagnant at around 5% for the past
three months. 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

Till mid of October, deposits
increased by 2.44% and credit
grew by 3.25% as compared to
previous month i.e. mid
September. The total deposits for
the review period remained at
48.34 kharba and the total credit
remained at 44.97 kharba. The
growth in credit is higher than the
growth in deposit in this month as
well, which contributed to put
further pressure on the market
liquidity.



FUNDAMENTAL ANALYSIS
Sector wise PE ratio

Despite the increment of NEPSE by 4.8% in Kartik, P/E ratios of the majority of the sectors
have declined. It is mainly due to improvement of annualized EPS of the companies in the first
quarter of FY 2078/79 in comparison to the fourth quarter of FY 2077/78. The P/E ratio of the
Hydropower sector has sharply declined from 98.68 times in Ashwin to 31.45 times in Kartik
2078. Improved annualized EPS of the majority of hydropower companies in the first quarter (as
the first quarter is considered the most favorable period of wet season.), Upper Tamakoshi
Hydropower having started to earn net profit with commercial generation of the electricity and
huge leap of annualized EPS of RHPC to 311.15 (supported by other income besides power
sales) are some of the major factors which have contributed mainly for the decline of the PE ratio
of hydropower sector. The P/E ratio of the Development Bank, Finance and Non-Life Insurance
sectors have been increased in Kartik due to decline of the average annualized EPS of the
sectors in the first quarter of FY 2078/79. Commercial bank sector seems to be relatively
competitive for investment purposes from the PE perspective which stands at 20.90 times.
whereas the life insurance sector is trading at the highest PE ratio of 114.20 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.

Average Base Rate of Commercial Banks

With the increase in the
economic activities after the
second wave of the Covid
outbreak, the demand for the
loan in the economy has
sharply increased. In FY
2078/79, there is 8.47% of
loan growth whereas there is



deposit growth of only 0.74% in the commercial bank industry till the end of Kartik. 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 7.62% in Ashwin from 6.96% in
Bhadra. As per the base rates published by 11 commercial banks for the month of Kartik till the
preparation of this report, the average base rate has significantly increased to 8.36%. Since
interest rates have been raised on deposits for the month of Kartik and Mangsir as well by most
of the banks, the base rate is expected to rise in the month of Mangsir 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 3.18% in the month of Ashwin 2078 from 4.32% of Ashwin 2077. As per the interest spread
published by 11 commercial banks for the month of Kartik till the preparation of this report, the
average spread rate has significantly declined to 2.90%. 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 (11-16-2021): 2784

As per Fibonacci Retracement

Support 1: 2669, -4.13% down
Support 2: 2481, -10.88% down
Resistance 1: 2881, 3.48% up
Resistance 2: 3064, 10.06% up

Candlestick: In the month of Kartik, the ongoing correction in the NEPSE index come to an end
in the beginning of the month and made pullback with 16% increment in the index, which is
followed by the profit booking and again led the market to small correction, closing the index at
2784. Compared with the opening index of 2656, there is a pullback of 4.82% in this month.

Bollinger Band: The Bollinger band indicator shows that there was volatility in the market
during this month as the index was initially trading in the lower band and moved upward in the
upper band without taking resistance in the middle band. However, it fell down to the middle
band coming to the end of the month and took support at the same level and as the band is
expanding, it indicates that the market will probably be trading between middle and upper band.



Exponential Moving Average (EMA): This month in NEPSE index, we have witnessed a
golden crossover between the 20 days EMA line and 5 days EMA line, which gave the signal of
trend reversal from downward trend to upward trend. Even after the correction, the market has
managed to close above both the 5 days EMA line and 20 days EMA line, suggesting that the
market is still trading in the recent upward trend.

Volume: In the month of Kartik, the volume of NEPSE index has increased to 96.12 billion from
80.73 billion of Ashwin with the increment of 19.06%. Almost after two months, NEPSE index
has traded above the 20 weeks MA volume mostly in this month.

RSI and MACD

RSI: There is high oscillation in RSI indicator in the month of Kartik, it has increased from 31 to
the high of 60 RSI and settled at 53 RSI coming to the end of the month. RSI is trading around
the neutral zone, pointing towards upward direction and moving in the same direction as NEPSE
index, which indicates that the movement in the market is supported by the RSI indicator.

MACD: The bullish crossover of last months led the market toward bullish sentiment as the
market made a rebound from the correction and moved towards upward direction, reaching the
MACD line in the positive zone. Coming to the end of the Kartik, MACD line has declined and
reached very close to the Signal line, laying just above the Signal line, indicating the recent
bullish sentiment is getting weaker.

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.


