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Sensex P/E multiple
hits 21-month low

Analysts say this still doesn't reflect risk from war to growth

KRISHNA KANT
Mumbai, 3 March

he sell-off in the Indian

markets in recent weeks

has sparked a sharp

decline in equity val-
uations on Dalal Street. The trailing
price-to-earnings (P/E) multiple of
the benchmark BSE Sensex hita 21-
month low of 24.2 times (x) on
Thursday as the index witnessed
another bout of selling.

It declined 366 points or 0.66
per cent on Thursday. With this,
the index has fallen 11.5 per cent
from its lifetime high of 62,245,
touched on October 19.

In comparison, the index was
trading at a P/E multiple of 34.4x
at the end of March and 31.7x when
it hit the all-time high last October.
(See adjoining charts)

This is one the sharpest decline
in valuations in recent years.
Earlier, the index P/E had nearly
halved in the Covid-19 sell-off from
a pre-pandemic high of 29x in
December 2019 to a decade low of
15.7x in March 2020.

Many analysts expect a further
downside. “There has been a
regime change in the global econ-
omy after the Russia-Ukraine con-
flict. The current valuation still
doesn’t fully reflect the downside
risk to India’s economic growth
and corporate earnings that lie
ahead due to the spike in energy
and commodity prices,” said
Dhananjay Sinha, managing direc-
tor and chief strategist of JM
Finance Institutional Equity.

According to him, there is a
strong possibility of a hard landing
for the global economy or stagfla-
tion in major economies that could
push the stock prices much lower
from current levels.

Despite the recent decline, the
market remains expensive on a
historical basis. The Sensex trail-
ing P/E multiple has been 22x on
average in the last 10 years, nearly
10 per cent lower than the current
earnings multiple.

The Indian equity market also
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INDEX VALUATION TAKES A HIT

The historical trend in BSE Sensex price-to-earnings and
price-to-bookvalue ratios
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remains relatively expensive on a
price-to-book value basis. The
index ended Thursday with a P/B
ratio of 3.36x, the lowest since last
July. The current ratio is nearly 12
per cent higher than the index’s10-
year average of around 3x.

While the P/E multiple is the
most common parameter to gauge
valuation, many analysts rely on
P/B as it’s less volatile. In the last
two years, the P/B ratio has ranged
from a low of 2.3x in May 2020 to a
high of 3.8x last September. In
comparison, the index P/E multi-
ple has been very volatile with a
low of 15.7x in March 2020 and a
high of 34.4x in last March.

Others say that most of the
decline in valuation has been due
to an unprecedented rise in the
earnings of commodities pro-
ducers and banks rather than a big
decline in the market. “The Nifty,

for example, is down just 13 per
cent from its 52-week high, com-
pared to nearly 35 per cent fall in
early 2020 after the outbreak of the
pandemic and nearly 50 per cent
decline in 2008 global financial
crisis. We can talk of underval-
uation only if the market declines
by another 4-5 per cent,” said
Shailendra Kumar, chief invest-
ment officer, Narnolia Securities.

He also expects margin com-
pression for India Inc from higher
energy and commodity prices,
which may hit earnings in FY23.
This could translate into a higher
valuation, if the decline in earn-
ings is sharper than the fall in
stock prices.

In comparison, the index’s
underlying earnings per share has
risen 58 per cent in the last 12
months, against an 11.3 per cent rise
in the index’s valuation.
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