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compressed the spreads to a decade low level. With +19.1%YoY (or +9%MoM)
growth in deposits to PKR ~12tn, the cost of deposit has gone up due to the
nature of these incremental deposits. Since CASA is already close to a decade

Sr‘;t:;asnpdr;”agdfpreads(RHS) high level, to increase the deposit size banks are being made to explore other
--------- Linear (Outstanding Spreads (RHS)) costlier options to gain market share and to increase their balance sheet size.

BL% e Linear (Fresh Spreads) 3.0% Last month, ADR reached +54%, but with seasonal increase in deposits the figure
for ADR has come back down to +52%. Yet it must be highlighted that the
advances have grown by +4.1%MoM, which will elevate some pressure on
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Exhibit: Trend in fresh and outstanding spreads

1.0% 2.9%

1.0% 2.8%
3.9%

3.9%

3.8% 2.5% Coopetition the main culprit in compressing spreads
3.8% 2.4% The falling spreads indicate growing competition in the industry. Fresh spreads
3.7% 2.3% have declined much faster than outstanding spreads. This was primarily led by
3% o 22% steep rise in fresh deposit rates over the month. However, the general trend over
2w R % [ the year indicates steadily rising fresh spreads which reflect the market
S0 2488232323 sentiment of an interest rate hike sooner rather than later. This supposition is
Source: SBP, Bloomberg, KSE 100 & IGI Research also supported by lack of bank participation in bond auctions with major focus of
investments in treasury bills to safeguard against an interest rate hike in the near
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Outstanding spreads continue the declining trend

Outstanding spreads declined by 5bps MoM primarily due to outstanding WADR
rising faster compared to falling WALR. The falling outstanding spread is a result
of persistently low interest rate, wherein, organic growth by the banks require
expansion of balance sheet using expensive liabilities (non-CASA deposits) and
relatively low yielding assets (advances). Notable is the impact of this fall in
spreads on banking profitability. Given that the core earnings of the bank
depends on the spread it earns on its interest bearing assets and liabilities, a fall
in these spreads is indicative of struggling future profitability from core earnings.
Therefore, we believe that banking NIMs will remain under pressure with the
expanding balance sheet size counteracting this pressure on NIMs.
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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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