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Stock Market Prospects Amidst Record Corporate Profits and Attractive Valuations

The last six years have not been good for the stock market investors. The lackluster performance of the stock market
over the last six years is associated with the burgeoning current account deficit, depleting FX reserves, surge in infla-
tion and interest rates on the back of rising commodity prices, and deceleration of GDP growth. These factors coupled
with heightened local and geo-political uncertainty have impacted equity investors’ returns and confidence.

Corporate profits in CY2022 made another high despite slowdown in economy & increase in corporate taxes!
During CY22, KSE100 index companies recorded highest ever profitability of PKR 1,086 bn after registering a 6%
growth. In comparison with the market profitability, NBP Funds Management Limited universe profitability grew by
9%. This growth has come despite imposition of 10% super tax and serious cost pressures, including steep hike in
cost of capital. During the year growth was primarily driven by Refinery, Tech, and E&Ps sectors due to increase in
oil prices, healthy inventory gains and steep PKR depreciation.

Sectoral Earnings Growth for CY2022
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Looking ahead at CY23, while the macroeconomic variables indicate a significant slowdown in the economy, the
listed corporates at PSX are relatively shielded as 60% of them are direct or indirect beneficiaries of rising oil prices,
higher interest rates, and PKR devaluation. This year, we expect the traditional safe haven sectors such as Oil and Gas
Exploration, Commercial Banks, and Fertilizers to keep the earnings momentum strong. Some cyclical sectors such
as Engineering may also register exceptional growth due to the low base effect as CY22 profits had been marred by
unprecedented floods and huge inventory losses. Overall, we expect CY23 profits of NBP Funds Management Limit-
ed universe to grow by double digits even if super tax continues to remain in place, which highlights the resilience
of the listed corporates.

Valuations of Stock Market are attractive Corporate Earnings Growth Trend
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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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Attractive returns on money market and income funds: In order to contain the aggregate demand pressure, anchor
inflationary expectations, and meet IMF demand, the central bank has aggressively raised Policy Rates by a cumula-
tive 1300 bps from 7% to 20% in the ongoing monetary tightening cycle, which is still significantly below inflation.
While the SBP has kept the money market yields stable, and system fairly liquid by significantly increasing the size
of its open market operations, the prevailing political and economic scenario indicates that yields on both short and
long-term instruments may increase further and will remain elevated during the remainder of CY23.

From the investment perspective, 3-month T-Bill yields have increased to 21.4% from 7.2% in July 2021. In line with
the increase in interest rates, returns offered by income funds have become quite attractive. Improving returns along
with the added benefit of ease of withdrawal has made money market and income mutual funds an attractive option
for investors in both the conventional and Islamic categories. They are currently offering high double-digit returns.
These funds are ideal for investors with relatively low risk appetite, and higher liquidity requirements.

NBP Savings Fund NBP Islamic Savings Fund
20.0% Monthwise Annual Profit Rate 16.0% Monthwise Annual Profit Rate
N
(=]
16.0% X o "
0 12.09 3 ° N N B
w B E * S AHBREHEHEEEDS
5 N R o (=) J " o~
12.0% R TN BEEE NMEEFNEBEEENED
y B SN BB M EEE y B - =
w B Bl B B Bl El Bl B sox B E
8.0% K1 M o
=
4.0%
4.0%
0.0% 0.0%
L < s = a0 a & > 19} I} < = > S S [ o > [S] c  Q =
2 &£ 3 3 2 838 2 8 35 ¢ g T £ 2 =2 3¢ 2 8 8 & 2

As the above charts show, the returns on our savings funds have increased accordingly with the increase in the Policy
Rate. NBP Savings Fund has offered its investors an annualized return of 17.3% during March 2023. NBP Islamic
Savings Fund is a Shariah Compliant Income Fund which has offered its investors an annualized return of 15.0%. If
Policy Rate rises from here, the return on these funds will rise further.

NBP Funds has also recently launched its second fixed rate / return plan of three months offering an attractive annu-
alized return of 20% for investors at maturity. Going forward NBP Funds intends to launch such plans in both
conventional and Islamic variants. These plans are ideal for investors who intend to lock their investments for a
specific time period in order to meet their financial needs and goals.

Stock market valuations at record lows: Dismal performance of the market over the last six years and challenging
economic situation have shaken the investors’ confidence as manifested by a large 67% contraction in the
Price-to-Earnings multiple from 11.4x at the market peak in May 2017 to the prevailing level of 3.8x. Foreign selling,
which has been a key reason for stock market underperformance, averaged USD 377 mn per annum during
FY17-FY22, with cumulative selling at USD 2.26 bn. During the first nine months of FY23, the trend of foreign
outflows has diminished and we have actually seen an inflow of USD 8 mn. The slowdown in foreign selling will
also provide much needed support to the market. From a fundamental perspective, the market is trading at an attrac-
tive Price-to-Earnings (P/E) multiple of 3.8x, versus historical average of 8.2x. The market also offers a healthy
dividend yield of around 10%.

Therefore, investors with medium to long-term investment horizon are advised to consider the prevailing market
levels as a buying opportunity via our NBP Stock Funds. Investors with limited risk appetite and high liquidity
requirements can benefit from our income and money market funds, which are expected to provide strong double
digit returns in the prevailing high interest rate scenario.

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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Sectoral Earnings Growth for CY2022
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Valuations of Stock Market are attractive Corporate Earnings Growth Trend
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