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Exhibit: Advances growth picked up sharply in CY17
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Exhibit: Deposit growth slowing down in CY17
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Commercial Banks

May-17 banking spreads advances on
rate hike expectation to an 11-month high
level of +2.97%

=  Recently published data by State Bank of Pakistan (SBP) on banking
spreads shows a slight improvement, with fresh spreads standing at
an 11 month high of 2.97%.

= Differential in growths between WADR and WALR translated into
34bps rise in fresh spreads.

=  Rising lending rate possibly indicates towards a change in interest rate
outlook in our view.

= with credit demand slowing down and interest rates expected to
increase in coming months, slowdown in advances growth along with
increase in deposit growth is likely to keep banking spreads tepid, we
think.

= We highlight HBL, UBL, BAHL and FABL as our preferred picks.

May-17 Banking spreads recorded at an 11month high of 2.97%

Recently published data by State Bank of Pakistan (SBP) on banking spreads
shows a slight improvement, with fresh spreads standing at an 11 month high of
2.97% indicating a 49bps increase from the 11-month low of 2.48% (reported in
Sep-16). Nevertheless, despite uptick witnessed during the month, average
banking spreads for 5MCY17 still stand at 2.82%, a decade low (2.96% in
5MCY16).

Higher lending rate relative to deposit rate led to increase in monthly spreads
The weighted average deposit rates (WADR) for fresh deposits has been on
consistent rise with May-17 average deposit rate standing at 4.85% (up by
+15bps). However, noteworthy is the change in weighted average lending rates
(WALR) which rose to 7.82% (up by +49bps) during the month, outstripping the
increase in WADR. This differential in growths between WADR and WALR
translated into 34bps rise in fresh spreads. To highlight, banks outstanding WALR
also showed a sharp increase to 8.98% (up by +70bps) during the month, bringing
the 5MCY17 average to +8.49% (down by 98bps YoY compared to 5MCY16;
9.47%), whereby average deposit rate fell down to 4.61% (down by 79bps YoY
compared to 5SMCY16; 5.40%).

...increasing lending rate also indicate changing interest rate perception

Rising lending rate possibly indicates towards a change in interest rate outlook in
our view. So far inflation rates have remained under control averaging 4.16% in
FY17, while increasing risks of currency depreciation and rising oil prices could
easily push real interest rates, currently positive ~2%, into negative territory.
Recent consumer confidence survey (CCS) for the month of May-17, conducted
by State Bank of Pakistan (SBP) shows that a rising interest rate is widely
anticipated in upcoming months. This, along with a low consumer purchase
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expectation indicate an overall slowdown in private sector credit demand.
Exhibit: Interest Rates Expectations at all time high level Henceforth, recent rise in advance-to-deposit ratio (ADR) to 54% (almost a 29
months high) is a mere reflection of slowdown in deposit growth witnessed
during the period under review; deposits down by 2% CY17td. With cyclical
. deposit growth expected by June, we are likely to witness ADR dropping from
- ot . its current level of 54%.

v Rising interest rate expectation and growth in deposits to keep banking spreads
' VAR~ : s constrained
" On the outlook, risk of interest rate hike has increased significantly in the past
Ny few months. Recent deterioration in external account and weakening of PKR
% will lead to increase in price level in the 2HCY17. This is also affirmed by
Consumer index on expectation of interest rate. Hence, with credit demand
slowing down and interest rates expected to increase in coming months,
slowdown in advances growth along with increase in deposit growth is likely to
Exhibit: Automobile purchase expectations, YoY change keep baﬂking Spreads tepid, we think.

Recommendation
o For us, we prefer banks having high interest earning investment bond buffer
and high CASA deposit, while equally important is the growth in advances to
. sustain healthy NIMs. Thus, we highlight HBL, UBL, BAHL and FABL as our
' : [ preferred picks.

Source: SBP, CCS, IGI Research
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Important Disclaimer and Disclosures

Research Analyst(s) Certification: The Research Analyst(s) hereby certify that the views about the company/companies
and the security/securities discussed in this report accurately reflect his or her or their personal views and that he/she has
not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report. The analyst(s) is principally responsible for the preparation of this research report and that he/she or
his/her close family/relative does not own 1% or more of a class of common equity securities of the following
company/companies covered in this report.

Disclaimer: The information and opinions contained herein are prepared by IGI Finex Securities Limited and is for
information purposes only. Whilst every effort has been made to ensure that all the information (including any
recommendations or opinions expressed) contained in this document (the information) is not misleading or unreliable, 1GI
Finex Securities Limited makes no representation as to the accuracy or completeness of the information. Neither, IGI Finex
Securities Limited nor any director, officer or employee of IGI Finex Securities Limited shall in any manner be liable or
responsible for any loss that may be occasioned as consequence of a party relying on the information. This document
takes no account of the investment objectives, financial situation and particular needs of investors, who shall seek further
professional advice before making any investment decision. This document and the information may not be reproduced,
distributed or published by any recipient for any purpose. This report is not directed or intended for distribution to, or use by
any person or entity not a client of IGI Finex Securities Limited, else directed for distribution.

Rating system: IGI Finex Securities employs three tier ratings system, depending upon expected total return (return is
defined as capital gain exclusive of tax) of the security in stated time period, as follows:

Recommendation Rating System
Buy If target price on aforementioned security(ies) is more than 10%, from its last closing price(s)
Hold If.target priceon aforementioned security(ies) is in between -10% and 10%, from its last closing
price(s)
Sell If target price on aforementioned security(ies) is less than -10%, from its last closing price(s)

Risk: Investment in securities are subject to economic risk, market risk, interest rate risks, currency risks, credit risks,
political and geopolitical risks. The performance of company(ies) covered herein mightunfavorably be affected by multiple
factors including, business, economic, and political conditions. Hence, there is no assurance or guarantee that estimates,
recommendation, opinion, etc. given about the security(ies)/company(ies) in the report will be achieved.

Basic Definitions and Terminologies used: Target Price: A price target is the projected price level of a financial security
stated by an investment analyst or advisor. It represents a security's price that, if achieved, results in a trader recognizing
the best possible outcome for his investment. Market Cap.: Market capitalization is calculated by multiplying a company's
shares outstanding by current trading price. ROE: Return on equity is the amount of net income returned as a percentage
of shareholders’ equity. P/E: Price to Earnings ratio of a company's share price to its per-share earnings. P/B: Price to
Book ratio used to compare a stock's market value to its book value. DY: The dividend yield is dividend per share, divided
by the price per share.
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