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Stock Market Prospects Amidst Record Corporate Profits and Attractive Valuations

The lackluster performance of the stock market over the previous years is associated with the burgeoning current account
deficit, depleting FX reserves, surge in inflation and interest rates on the back of rising commodity prices, increased tax
rates, and slowdown of GDP growth. These factors coupled with heightened local and geo-political uncertainty have
impacted equity investors’ returns and confidence. On the contrary, the listed companies at PSX are enjoying exceptional
growth in profits despite imposition of Super Tax; and our estimates suggest that FY24 will be another year of double-digit
bottom-line growth.

Corporate profits have shown resilience despite macro challenges: While the macro challenges faced by the economy are
enormous, the key comforting factor for equity investors remain attractive valuations, driven by strong corporate balance
sheets, and phenomenal bottom line growth. Over the last 15 years, earnings on average have outpaced inflation by almost
5% per annum. This trend has accelerated off-late with average earnings growth exceeding average inflation by 24% per
annum during the last three years (Fig 1). While inflation for FY23 (29%) exceeded the FY23 earnings growth (17.4%) and
a similar trend is expected in FY24, this primarily comes on the back of increasing taxes, high base effect, and timing
difference as corporates are likely to gradually pass on the impact of rising costs and taxes.

Fig 1: Earnings Growth Outpacing Inflation .
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FY23 corporate profits again beat expectations, FY24 growth will remain in double digits! For FY23, the actual results
overshot expectations, despite increased tax rates and import restrictions which have greatly constrained production. The
market consensus for FY23 earnings growth was in the vicinity of 12-15%, whereas the actual growth is estimated at
17.4%. For FY24, the growth momentum is expected to continue, albeit at a lower pace of 15% as per our estimates.

Fig 2: Sectoral Earnings Contribution during FY23 Fig 3: 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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The general consensus and indeed, fear of investors was that due to high base effect, the corporate sector will be unable
to produce such exceptional performance going forward and the profitability growth for FY23 may fall to single digits.
However, while the macroeconomic variables indicate a slowdown in the economy ahead, the listed corporates at PSX are
relatively shielded as 60% of stock market capitalization are directly or indirectly beneficiaries of rising oil prices, interest
rates, and PKR devaluation. This year we anticipate that the robust earnings momentum will be sustained not only in the
conventional safe-haven sectors like Oil and Gas Exploration, Commercial Banks, and Fertilizers, but also in the cyclical
sectors, particularly in cement. This is attributed to the combination of elevated cement prices and reduced coal prices,
which are expected to enhance their profit margins.

Valuations are near 2008 financial crisis levels: Despite exceptional performance by the listed corporate sector in terms
of bottom-line growth, the performance of the stock market has been disappointing for the last 7 years. As a result, the
mostly looked at valuation metric, Price-to-Earnings Ratio (P/E) has come down to multi-year low of around 3.8 times. The
last time market traded at this level was post Global Financial Crisis (GFC) time in Jan-09. We believe that the prevailing
pessimism provides a buying opportunity for investors with medium to long-term investment horizon. In addition to attrac-
tive valuations, foreigners have turned net buyers with FIPI recording inflows of $1.6mn and $22mn in FY23 and FYTD24
respectively vs last 6-year average selling of $378mn per annum from July 2016 to June 2022. Foreign and local institution-
al buying are expected to help market generate better returns in FY24.

A comparison of regional Price-to-Earnings (PE) ratio also indicates that PSX is by far the most attractive market in terms of
PE Multiple, trading at 74% discount to the median PE of 14.4x for regional peers. With double digit growth in earnings
and some PE rerating is on the cards, the market is well poised to deliver a healthy double-digit return in FY24 and beyond,
despite mounting political and economic challenges. 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.

Fig 5: Valuations of Stock Market are Attractive Fig 6: Regional Comparison forward Price-to-Earnings
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Source: PSX, Bloomberg, NBP Funds Research Source: Bloomberg
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Fig 1: Earnings Growth Outpacing Inflation
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Fig 2: Sectoral Earnings Contribution during FY23 Fig 3: Corporate Earnings Growth Trend
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Fig 5: Valuations of Stock Market are Attractive Fig 6: Regional Comparison forward Price-to-Earnings
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Source: PSX, Bloomberg, NBP Funds Research Source: Bloomberg

fw $nf oot //vaLJLULLJ/K,L/w 35 S E s S nef 2 T J:m/w/u?\fﬁ sk o & L b S s 265

s mgfw{,;u/uu,vcr/m,u/ UK G356 B ¢S 1 bt EHTD £ | ~i fvw,u,wwwv,u/ U db L85 k2T L

LI s e §ES R Ll B Ll g U1l S Ww)ﬂ,ﬂuwmugw £ F 1S K;fﬂ/ i gt s § bl s s 5 G ) &
e ,via‘ﬂ//um o j/g/m,/ e JILE G V,(L\,t”//-b,ibfww;iu,wLum



