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Quarterly Performance Review of the Banking System
June 200 9*

1. Overview

Table 1.1: Selected numbers of Balance Sheet and Profit & Loss Statement Banking system witnessed some let up in the
impacts of macroeconomic pressures that have

been affecting its asset quality and growth for

(billion Rupees)
CY08 Mar-09 Jun-09

CY04 CY05 CY06  CY07

Total Assets 3043 3660 4353 5172 5627 5744 6,087

Investments (net) 679 800 833 1276 1080 1298 1,409 laSt feW ) quarters’ thoug_h ngra”
Advances (ne) 1574 1991 2428 2688 3183 302 3176  IMacroeconomic outlook with slight
Deposits 2393 2832 3255 3854 4217 4218 4563 H H

oy Fo0 oo i |mprovements remaine d stre S's f
PoftBeoreTax(PBT) 52 o 14 107 e 2 4  estimates predict that world Gross Domestic
Profit After Tax (PAT) 35 63 84 73 43 16 29

Product (GDP would decline by 1.0 percent in
2009 followed by a modest 3.0 percent growth
in 2010%,
percent during FY09 i the lowest for current
decade i while the projection of 3.3 percent for
FY10 also remairs low.

Non-Performing Loans 200 177 177 218 359 3719 398

Major stress from weakened economic
conditions i.e. flow of additional Non performing
Loans (NPL9 that was pronounced in last
couple of quarters, pacified to some extent as
NPLs grew at slower pace. Nevertheless, the
system continues to face a considerably
heightened credit risk, which has built up since
later half of CY08®. The systembs
deposit base witnessed noticeable increase as
compared to recent trends. Due to enhanced
l oan | oss provisioning
appetite, reflecting in enhanced risk based
capital adequacy position, the baseline solvency
indicators  registered some improvement.
Accordingly, the system continued to show
strong resilience towards unusual shocks in
major risk factors.

The asset base of the banking system grew by
6.0 percent. The deposits, which had been
showing stagnancy since Jun08, registered an
appreciable growth of 8.2 percent during the
quarter under review. The advances® grew by
5.0 percent; however, this increase occurred in

1The report presents performance of the banking system on the basis of unaudited Quarterly Report of Condition submitted by
banks for the quarter ended 30th June, 2009.

2l MF6s Worl d Economic Outl ook, October 2009.

3 Figures for CY07 have been restatedin the graphs and tables of QPR for Jun-09 as reported in annual audited financial
statements for CY08, except where specifically mention.

4 The terms loan(s) and advance(s) have been used interchangeably except where specifically mentioned.
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Table 1.2: Highlights of the quarter ended Jun-09

Asset Growth

Loans Growth

Deposit Growth
Investments Growth
Equity Growth

Capital Adequacy

Capital to Total Assets
NPLs to Loans

Net NPLs to Net Loans
ROA (Before Tax)

ROE* (Before Tax)

Liquid Assets/ Total Deposits
Advances to Deposit Ratio

(in percent)

Jun08  CY08 Mar-09 Jun-09
56 88 16 60
40 183 (56) 50
78 94 00 82

(55 (154) 200 85
30 34 15 A7
121 123 129 135
102 100 103 102
77 105 115 115
13 34 39 37
23 12 18 17
24 114 177 160
416 382 415 417
698 755 7L7 696

* Average Equity & Surplus

lending to public sector for its Commodity
Operations and to Public Sector Enterprises
(PSEs) Due to risk aversion of banks and
slackened demand from private sector, lending
to private sector shed by 1.8 percent. Further,

bankséb

i nv &evernment papersialso

significantly grew by 12.9 percent during the
quarter under review. Accordingly, asset mix
further shifted from loans and advances to
investments in government papers.

The

and constrained

increased macroeconomic vulnerabilities
repayment

capacity of

borrowers have resulted in significant increase
in NPLs of the banking system during last two
quarters. The quarter under review, however,
witnessed slowdown in infection rate as the
NPLs accumulated at relatively passive rate of
4.9 percent to Rs398 billion (Rs379 billion in
Mar-09, and Rs359 billion in Dec-08). Due to a
matching growth in loan portfolio, the infection
ratio remained at the last quarter level. This
increase in NPLs occurred in Doubtful and Loss
categories and banks almost fully provided for
additional NPLs.Accordingly, net infection and
capital impairment ratios slightly receded, and
NPLs coverage after deteriorating over the last
few quarters improved to 70.2 percent.

The significant increase

in

loans loss

provisioning moderated the earnings of the
system: year to date Profit before Tax (PBT) of
Rs47.8 billion in Jun-09 as compared to Rs61.4
billion for corresponding period of CY08. The
baseline indicators of Return on Asset (ROA

and Return on
significantly  lower

Equity
than

(ROB
the

remained
level for

corresponding period of last year, though still

higher than entire year

results of CYO08.

Satisfactory earnings, however, were not widely
shared by market players and were skewed
towards large and medium-sized banks as most

of the small sized ban k s 6
red.

e aemained ig s

Accumulation in year to date earnings led to
reasonable increase in equity base of the
system. This growth was also augmented by
improvement in revaluation surpluses on both

Pagel|2



Available for Sale (AFS equity investments and
fixed income securities due to favorable
movements in market prices. The net worth to
total asset ratio slightly came off. However,
improvement in eligible capital and reduction in
Risk Weighted Assets (RWA) as the banks
continued to shift their asset mix fr om private
sector credit to investments in government
papers and lending to PSEs, improved the risk
based Capital Adequacy Ratio (CAR) to 13.5
percent (14.0 percent for commercial banks).

Deposits after showing stagnancy for the last
few quarters, withessed a significant increase
which surpassed growth in advances, and a
larger share of fresh deposits was invested in
liquid assets. Resultantly, the liquidity profile of
the system further improved during the quarter.
Advances to deposits ratio (ADR) came off to
69.6 percent and liquid assets to total assets
ratio improved to 31.2 percent. Similarly, the
market risk of the system with some
moderation remained subdued. Strong recovery
by the capital market made for the substantial
part of revaluation losses, which accumulated
during later half of CY08. Interest rate risk was
also low as the interest rates gradually declined
during the quarter, appreciating the value of
fixed income securities while re-pricing
mismatches remained within acceptable ranges.

Going forward, economic slowdown and
domestic security issues are likely to dampen
the growth of the banking system. Low demand

for banksd credit from priyv

risk aversion on the part of banks, and public
sector demand for bank credit will furt her shift
asset mix away from advances to government
papers and lending to PSEs. Given the
slackened economic activities and constrained
repayment capacity of borrowers, credit risk
continues to remain the foremost concern for
the system. However, stress test results indicate
that banks are well placed to withstand any
unusual shocks in credit risk factors. Banks have
though shown strong performance in attracting
deposits during the quarter under review.
However, future growth in earnings assets and

Pagel|3
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lending to private sector for supporting the
accelerated economic activities during OctDec

quarter wi | | | argely depend

to mobilize fresh deposits. Therefore, they will
have to step up their efforts for mobilizing
deposits, which are again showing some
stagnancy in latest post quarter statistics.
Keeping in view some improvements in key
economic indicators, State Bank of Pakistan
(SBB has been following the policy of discreetly
easing off monetary policy for providing impetus
to sustainable recovery. Accordingly, the
interest rates are likely to remain relatively low
compared to CY08 levels The system, on
aggregate basis, is expected to post satisfactory
earnings, though the individual banks would
experience mixed results, depending upon their
size and earning capacities.
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Figure 2.1: Quarterly Growth Rates of Total Assets

—CY04 —CY05 CY06 =—CY07 ——CY08 -—+-CY09
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Figure 2.2: Advances Quarterly Growth Rates
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Figure 2.3: Quarterly Growth Rates of Deposits
—CY04 —CY05 ——CY05 ~——CYO7 ——CY08 =4=CY09
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2. Asset and Funding Structure

The deposits and asset base of the banking
system witnessed noticeable growth after
experiencing passive growth during the last
couple of quarters. However, the growth in

asset base during the quarter under review
was unique as it was largely contributed by
lending to public sector and investments in
govt. papers while lending to private sector
further contracted. The growth pattern for

key components of the asset base and
funding structure i.e. advances and deposits
during first half of CY09 remained in line
with the seasonal growth patterns set over
last many years, though the rate of growth

remained low compared to the past trends
(see Figures 2.1, 2.2 & 2.3).

Specifically, the assets of the banking system
grew by 6.0 percent during Jun-09 quarter to
Rs6,087 billion. The growth in advances and
investment remained at 5.0 percent and 8.5
percent, respectiviey. However their
constiutents witnessed diverging trends as
lending to public sector for commodity
operations and PSEs witnessed a strong growth
while lending to private sector further came off
during the quarter. Similary, increase in
investments was largely contributed by
investments in government papers.

The growth in the assets and advances was
adequately backed by growth in deposits. The
deposit after remaining stagnant in Mar-09,
registered a growth of 8.2 percent (Rs345
billion) to Rs4,563 billion, slightly higher than
Jun-08 growth of 7.8 percent (Rs304 billion)
that was lowest growth witnessed in last many
years for the June quarter (see Figure 2.3).
Accordingly, ADR that increased significantly in
Sep-08 and Dec-08 due to sharp increase in
advances visa-vis passive growth or even
decline in deposits, came off sharply to 71.7
percent in Mar-09 and 69.6 percent in Jun-09 -
almost identical to Jun-08 level (see Figure 2.4).
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Figure 2.4: Advances to Deposits Ratio
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Figure 2.5: Composition of Banks' Total Assets

"N |
60%
50%
40%
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(billion Rupees)

CY05

CY06

Cyor

CYos

Mar-09

i 1

100%
90%
80%
70%

30%
20%
10%

0%
Jun-09

= Other Assets

189

2749

401

521

535

575

¥ Advances

1,991

2,389.1

2,688

3,183

3,024

3,176

Investments

800

8231

1276

1,080

1298

1,409

HLending to Fls

212

209.6

191

188

216

242

= Cash & Balances

468

585.6

617

654

671
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Figure 2.6: Funding Structure of the Banking System

(billion Rupees)

CY05

CY06

CYo7

CY08

Mar-09

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

Jun-09

™ Equity & Revaluation

276

402

544

563

594

623

® Other Liabiliies

145

183

239

317

318

318

Deposits

2,831

3,203

3,854

4217

4,218

4,563

HBorrowings

351

438

452

459

546

515

®Bills

45

51

82

67

Table 2.1: Trends in Total Assets

(billion Rupees)

CY0O5 CY06 CYO7 CY08 Mar-09 Jun-09

PSCBs 724 836 1,036 1,042 1,074 1,173
LPBs 2,483 3,102 3,836 4,220 4,302 4,539
FBs 339 224 173 234 239 241
CBs 3,547 4,162 5,044 5496 5,615 5,953
SBs 113 120 127 130 129 134
All Banks 3,660 4,282 5,171 5,627 5,744 6,087

Moreover, the subordinated debt and networth
grew by 5.2 percent and 4.7 percent,
respectively during Jun-09. Net assets of the
banking system grew largely on account of
revaluation surplus, complemented by modest
rise in retained earnings and paid up capital.
Since the growth in equity was slightly slower
than growth in asset base, share of net-worth
in assets base declined marginally to 10.2
percent in Jun-09 from 10.3 percent at the end
of preceding quarter.

In line with the differet growth rates in  major
asset components i.e. advances and
investments, the asset composition of the
banking system changed during the quarter
under review. Specifically, the share of
advances (net) in total assets marginally
declined to 52.2 percent in Jun-09 from 52.6
percent in Mar-08. On the other hand, the share
of investment (net) increased by 53 basis points
to 23.1 percent at the cost of share of
advances, cash and bank kalances (see Figure
2.5).

The composition of funding structure of the
banking system witnessed a noticeable change
during Jun-09 quarter. Precisely, in line with
strong growth in deposits, the share of deposits
in the funding structure increased to 75.0
percent in Jun-09 from 73.4 percent in Mar-09.
This was accompanied by decline in the share
of borrowings from 9.5 percent in Mar-08 to
8.5 percent by the end of Jun-09. However, due
to slower growth, the share of net worth in

funding structure of the system marginally
decline during the quarter under review (see
Figure 2.6).

According to banking group-wise analysis, the
assets of the Public Sector Commercial Banks
(PSCB}¥ has the largest growth in Jun-09
quarter primarily because of the two banks of
this group. The Local Private Banks (PB9 and
specialized Banks GB9 also witnessed
moderate growth during the period under
review. However, FBs grew marginally. One
relatively new FB recorded significant growth
while others recorded either marginal growth or
negative growth during the quarter under

Page|6



review. As a result, the share of PSCBs in the
asset base of the banking system increasedto
19.3 percent from 18.7 percent in last quarter.

The market share of LPBs, which hold largest
share of the market, fell marginally to 74.6
0 percent in Jun-09 from 74.9 percent in Mar-09
» (see Table 2.1 & Figures 2.7). Group wise

Figure 2.7: Trends in Market Share  of Banking System

80

70
60
50

Percent

® detailed financial position of the banking system
0 is given at Annex-I.
0
CY05 CY06 cyr CcYos Mar09 Jun09 . .
—rsced w8 | w5 | w0 | w5 | w1 | 13 Though medium sized banks have shown a
R M R - strong growth and buildup of market share in
——LPBs 67.8 724 742 75.0 749 746 . .
—FBs 93 52 33 42 42 40 recent years, the market concentration remains

a key feature of the banking system. Top five
banks still holds around 51.8 percent market
share in the total assets of the banking system.
The weakening in business environment in
recent past and growing risks in the financial

o , " . system has resulted in mergers and
igure 2.8: Composition of Deposits . .
- consolidation of the small banks as the
= . = s s, regulatory capital requirements are also on the
- rise for last many years. This is also evident
0% from the fact that 10 banks have the market
- share between 7.7 percent and 2.5 percent.
e About 90 percent share is held by 18 out of 40
o banks. Details of market structure on key
(bil\ionRupees) CY05 CY06 CYo7 CY08 | Mar-09 | Jun-09 o balance Sheet Components and flnanCIaI
1 Financial Instituions 129 | 7 s |2 19 | 209 indicators are glven at Annex-lll.
B Others 114 158 190 176 156 170
Cun"em-Nonremunerative 688 718 888 984 984 | 1,124 Depos/'l‘s are the |argest Component of the
B Savings 1,167 1,188 1,440 1379 1,460 1,580 . .
B Fixed 734 991 1,162 1,467 1,428 1,480 b a n k I n g S y S t @ ”Bﬁ'lﬂ)turef lA$] d I n

mentioned earlier, deposit base grew as per
June qu ar-hoerored tsendt Thershare of
deposits in funding structure increased to 75.0
percent in Jun-09 up from 73.4 percent in
previous quarter. This noticeable growth is

attributed to increase in advances and strong

Figure 2.9: Composition of Banks' Borrowings workersao remittances of $ 2 ,

100 Jun-09 quarter, up from $2,018 million in Mar -
jz 09 and $1,723 million in Jun-08 quarter. The
2 disaggregated analysis of the deposits reveals

that the all categories of deposits grew during
the quarter. However, growth was more

Percent

© significant in current accounts, corroborating
2 the influence of increased loan portfolio on
B deposits. Accordingly, the share of current
CWws | CWS | CW7 | CWS | Mar®h | an0s (non-remunerative) deposits increased by 130

B Unsecured 116 11.9 149 179 152 16.3 . . . . .
Voterseared| 577 | 5 | s8 | %2 | &5 | a1 basis points at the cost of fixed deposits, which
IERFROon SR o7 | @6 | m2 | 49 | @3 | %0 marginally grew by 3.6 percent. Other than this,
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Figure 2.10: Composition of Banks' Advances

B SMEs
# Commodity Finance

H Corporate
 Consumer Finance
u Others

 Agriculture
u Staff Loans

. )

75

50

Percent

25

Dec-07 Dec-08 Mar-09 Jun-09

Table 2.2: Composition of Banks' Advances

(in percent)

CY06 CY07 Jun-08 CY08 Mar-09 Jun-09

Public 8.1 7.6 8.0 10.8 11.0 17.4
Private 919 924 920 892 890 826

® The followi ng analysis of

composition of

there was no significant change in the deposit
composition during the quarter under review
(see Figure 2.8).

With the increase in deposits base, the banks
reduced their dependence on borrowings ,
which declined by 5.7 percent (Rs31 billion) to
Rs515 billion by the end of Jun-09. The
composition of borrowings witnessed some
change from secured to unsecured sources.
Total secured borrowings contracted by Rs32
billion (6.9 percent). Export R efinance from the
SBP increased by 5 percent as a number of
initiatives were introduced for the promotion of

countryaos exports,
borrowings declined by 8.0 percent by the end
of the quarter. On the other hand, unsecured
borrowing marginally increased by Rs0.8 billion
(0.9 percent). Consequently, the share of
unsecured interbank borrowings in total
borrowings increased to 16.3 percent by the
end of quarter (see Figure 2.9).

Advances (net) withessed a substantial
increase of Rs152hillion (5 percent) during Jun -
09 quarter, that is markedly larger than Jun -08
guarterds growth of
increase, however, came solely from lending to
public sector for its commodity operations and
PSEs, while the lending to private sector
declined by 1.8 percent. Resultantly, the share
of public sector lending in advance portfolio of
the system increased significantly to 17.4
percent up from 11.0 percent in Mar-09 (see
Table 2.2). A number of factors underlie this
development; ongoing economic slowdown,
social and political issues, and higher interest
rates dampened the pri
bank credit. The deterioration in business
environment and heightened credit risk in turn
also increased the risk aversion on the part of
banks. Therefore, banks mainly focused on
lending to public sector, which had strong
demand for bank credit to finance its
commodity operations and large inter-
corporation receivables. Segment wise analysis
shows that growth in advances was largely

shift th
Page|8
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Other personal Loans Credit Cards

11.9%

Mortgage Loan
20.6%

Figure 2.11: Composition of Consumer Loans Jun

-09

Auto Loans

26.4%

Consumer Durable

0.1%

Table 2.3; End-use of Advances (net)

(amount n hillion Rupees, share in percent)

Dec-07

Mar-09

Jun-09

Amount  Share  Amount  Share  Amount  Share  Amount  Share
Fixed Investment 609.2 226 738.1 231 317 240 766.9 238
Corporate Sector 549.0 203 694.2 217 691.1 227 7219 226
SMEs 60.3 2.2 439 14 40.6 13 39.0 12
Trade Finance 4159 154 480.6 151 459.6 151 4741 147
Corporate Sector 348.0 129 438.3 137 420.3 138 435.8 135
SMEs 67.9 25 423 13 392 13 383 12
Working Capital* 12316 456 15629 490 14618 480  1596.0 495
Corporate Sector 623.2 231 883.3 217 817.1 26.8 788.9 245
SMEs 309.1 114 288.8 9.0 269.3 8.8 257.9 8.0
Agriculture 150.8 5.6 155.5 49 150.7 49 150.5 47
Commodity Financing 1484 5.5 2354 14 2247 14 398.7 124
Consumer Finance 3714 138 3322 104 316.7 104 299.8 9.3
Credit Cards 46.8 17 40.7 13 378 12 35.8 11
Auto Loans 1114 41 95.3 3.0 87.6 29 79.1 25
Consumer Durable 11 0.0 0.3 0.0 03 0.0 0.2 0.0
Mortgage Loan 67.4 25 66.9 21 64.6 2.1 61.7 19
Other personal Loans ~ 144.7 54 1288 40 1264 41 1230 38
Staff Loans 522 19 64.5 20 66.7 22 69.7 22
Housing Finance 36.8 14 46.7 15 417 16 50.2 16
Others 154 0.6 17.8 0.6 191 0.6 194 0.6
Others 206 0.8 135 0.4 119 0.4 195 0.6
Total 2,700.9 100 31918 100 3,0485 100 3,225.9 100

* Agricutture and commodity finance are added in this category for analysis in this section only.

contributed by commodity finance loans, which
accumulated to Rs399 billion from Rs225 billion
in last quarter, constituting 98.1 percent of the
increase in gross advances while all other
sectors barring corporate sector witnessed
decline. The borrowing of corporate sector also
recorded slight increase of Rs24 billion during
the quarter under review i an increase of Rs44
billion in lending to PSEs while private sector
Corporations shed their banks borrowing by
Rs20 billion. Resultantly, the composition of
lending portfolio altered significantly during Jun -
09. The share of commaodity finance increased
by 499 bps, reaching 12.4 percent in Jun-09.
On the other hand, the share of all other
sectors viz. SME and Consumer dropped
appreciably (see Table 2.3).

Analysis by end-use of advances reveals that
except for consumer finance and staff loans
categories, all end-uses of loans recorded
significant rise (see Table 2.3). In working
capital finance category, Commodity Finance
mainly contributed increase while Corporate,
SME and Agriculture reduced their working
capital borrowings. Besides slackened aggregate
demand, the decline in Corporate and SME
sectoros wor king capi
attributed to decline in global commodity prices
and easing in WPI index indicating that
businesses, in rupee terms, needs lesser
inventories and working capital for supporting
the same level of operations. The fixed
investment and trade finance loans increased
due to increase in demand from Corporate
sector (both public and private) while SME
sectoros fixed i nvest
loans came off during the quarter under review,
highlighting the fact that economic recession
has more immediate impact on small scale
businesses as compared to the corporate.

The consumer finance loans that have been
declining since end of CYQ7, further declined by
Rs16.9 billion (5.3 percent) in Jun-09 quarter
(see Table 2.3). The breakup of consumer loans
shows that the decline occurred in all categories
of consumer loans. However, with slight
changes in the relative share of these

Pagel|9
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Figure 2.12: Composition of Banks' Investments
u TFCs, Bonds, PTCs etc
B Fully Paid up Ordinary Shares

B GovtPapers
Subsidiaries & Associates
" OtherInvestments

62 ey (@

9
50 @

Dec-07 Dec-08 Mar-09 Jun-09

Figure 2.13: Break up of Federal Government Securities

" MTBs

uPIBs

Others

Jun-09 Mar -09

categories during the quarter, there was no
significant change in the composition of
consumer loans. Precisely, the share of auto
loans dropped by 129 bps whereas share of
other personal loan increased by 115 bps (see
Figure 2.11).

Investments , the second major component of
the banksO6 asset base
(Rs110 billion) to Rs1,409 billion by the end of
the quarter under review. In line with increased

risk aversion among banks, investments in
Government paper have been increasing since
last quarter of CY08. The increase in Jun09
was largely contributed by Government papers
(Rs117.6 billion). Investment in Term Finance
Certificates (TFC9 & Bonds decreased by
Rs13.4 billion, while equity investments
increased by Rs3.4 billion to Rs59 billion.
Resultantly, the composition of investment
further moved towards government papers
against TFCs & Bonds and equity investments
(sees Figure 2.12).

The breakup of investment in government
papers shows that investment in all three
categories increased during JunQ09 quarter;
however, bank maintained their preference for
short-term papers, i.e. Market Treasury Bills
(MTBg which increased by 14.5 percent.
Therefore, the relative share of MTBs increased
vis-a-vis long-term PIBs and other investments
(see Figure 2.13).

Going forward, economic slowdown and
domestic security issues are likely to dampen
the growth of the banking system. Low demand
for bank credit from private sector, increased
risk aversion on the part of banks, and public
sector demand for bank credit will further shift
asset mix away from advances to Government
papers.

The latest statistics for the last week of Sep-09
also corroborate this assertion; there is
marginal increase in assets and deposits base
since Jun09. Investments are showing strong
increase of 11.4 percent in contrast to 1 percent
decline in advances. However, with the
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customary acceleration in economic activities in

last quarter; private sector credit is likely to inch

up . Neverthel estslend prigsatek s 6 ab i
sector and further buildup earning asset will

largely depend upon their ability to mobilize

fresh savings. Therefore, they will have to step

up their efforts for mobilizing deposits, which

are again showing somewhat stagnancy in

latest post quarter statistics.
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3. Financial Soundness of the
Banking System

31.  Solvency °

Table 3.1.1: Capital Adequacy Indicators Solvency position of the banking system

Basel| | Basel |l ] . . .
Percent __ CYO4  CY05 _ CY06  CYO7 _ CYO7 _ CY08  Mar-09*  Jun-09 witnessed Improvement durlng the quarter

CAR

PSCBs 134 145 152 178 161 132 139 145 under review, mainly due to decline in credit
fs a4 4 10 ms e 2s =z« 2y TSk weighted assets (CRWA) The CAR of the
S _ 60 on By 6o o so ey ey Danking systemimproved to 13.5 percent up by
Albenks __105__ 113 127 132 123 123 18 BS ()6 percentage points (12.1 percent in Jun-08).

Tier 1 Capital to RWA

psces 86 88 u1 10 12 w0 us o However, weakening asset quality and potential

LPBs 75 83 104 105 9.9 10.2 107 11.2

FBs wi 161 143 w9 om0 23 29 »1 |oan losses continued to pose challenge for the

CBs 8.6 9.1 10.8 111 105 108 113 118 . 7
sBs usQ @6 @3y @we @ws @y o 4o  Solvency position (see Table 3.1.1°).
All banks 7.6 8.3 10.0 10.5 10.0 10.2 10.8 11.3
PSCBs 87 126 122 137 137 107 111 109 The qualifying risk-based captal (QRBC)
oo e e .t wr W owe ot increased by 4.1 percent to Rs553.8 billion in
o 00 6y 60 69 6o G»  won ey Jun-09. With this increase, the actual QRBC
Albarks 67 78 ok 105 105 100 M3 102 ncreased to almost 150 percent of the required
Figure 3.1.1: Risk-Based Capital Position (see_Figure 3.1.1). The core capital, being the _
mai nstay of ,Ihboasenbl 4perceatpi t al
Resultantly, the quality of eligible capital
witnessed a slight improvement as the share of
core capital improved to 83.9 percent of QRBC
- (see Figure 3.1.2). Further analysis of the core
| capital shows t hat the sha
/ B which is its key component, increased by 3.5

percent in Jun-09 against a 1.2 percent decline

r 525

r 450

r 375

r 300

billion Rupees

(i) | Croe | Cris | CYOp | CYO7 | Y8 Merto). ands in Mar-09 (15.9 percent increase on YoY basis).
—— Core Capital 1317 | 1953 | 288.3 | 3724 | 417.2 | 4442 | 4644 . . . . .

Supplementary Capial 508 | 607 | 762 | 871 | 819 | 552 | 893 The increase is mainly attributed to the buildup
_EequrredToxa\ 1393 | 1883 | 230.5 | 2819 | 366.3 | 370.2 | 369.3 Of paid_up Capital for meeting minimum Capital
——Required Core 69.6 | 942 | 1152 | 1409 | 1832 | 185.1 | 1847

requirement (MCR) and accumulation of
retained earnings during the quarter.

Figure 3.1.2: Capital Structure and Capital Adequacy Risk Weighte d assets. the other key solvency

component; saw a marginal decline of 0.2

100 16
I I I I I " percent over the quarter (see Table 3.1.2). The
80 L~ . . .
2 decline mainly resulted from decrease in CRWA
0 ©og by 1.3 percent over the quarter, despite
0 : ¢ increase in advances portfolio by 5 percent.
\ Incidentally, increase in advances came from
2 ) commodity financing that carried zero risk
0 0 weight. This growth coupled with decline in
(Percent) CY04 | CYO05 | CYOs | CYO7 | CYO08 | Mar-09 | Jun-09 . .
—=ir2 78 | %3 | 209 | 190 | 164 | 161 | 161 private sector advances reduced the CRWA in
[ Tier 1 722 737 79.1 81.0 836 83.9 83.9 Jun_og Market rISk WEIghted assets (MRWA),
CAR(RHS in %) 105 113 127 132 123 129 135

which represent only 4.2 percent of RWA,

® The above discussion is based on the CAR calculations on Basell framework. Except for three SBs which are reporting on
Basell reporting formats, all other banks have reported on Basel Il. These three banks hold 0. 4 percent of the banking
systems assets

" Table 3.1.1 compares capital adequacy indicators for CYO7 on Basel and Basekl basis.
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Table 3.1.2: Risk Weighted Assets increased significantly by 24.6 percent in Jun-
— (amount n bilion Rupees, share inpercent) 09, Increase in MRWAreflect increasein b an k s 6
D position in rate sensitive assets and liabilities,
CRWA 3459 850 3441 837 3397 828  equity holdings and foreign exchange exposure.
MRWA 1729 138 34 172 42 However, operational risk weighted assets
ORWA fo4 lad 834 130 835 130 (ORWA) increased marginally by 0.1 percent

Total RWA 4,070  100.0 4,113 100.0 4,104  100.0
over the last quarter (see Table 3.1.2).

Increase in eligible capital and decrease in
RWA, led to improvement in solvency indicators.
The CAR of the system improved to 13.5
percent from 12.9 percent in Mar-09, while the
Core Capital to RWA increased to 11.3 percent
(10.8 percent in Mar-09 and 10.2 percent in
CY08). The capital to total assets ratio with

slight decline of 0.1 percentage point to 10.2

percent in Jun-09, also remained in satisfactory

Figure 3.1.3: RWA to Total Assets

billion Rupees

i ranges as compared to the past Jegetsr s 6
(6.7 percent in CY04). The improvement over
oionruees) [ oy T v | ors | cvor T cvae | vets | ams | > the years reflects the increase in stake of
saiBaks | 52 | 643 | 673 | 723 | 723 | 17 | 674 owners that bode well for the overall solvency
Reomm Brky 66 | eal | 610 | m2 | w2 | M4 | &4 of the banking system (see Table 3.1.1).

Further riskiness of the assets as represented
by RWA to total assets also declined by 4.3

Figure 3.14: Net NPLs to Capital Ratio percentage point during the quarter (see Figure

® 3.1.3)
55
o Group-wise position shows that CAR of all the
40 . .
s groups increased except for SBs. The capital
5 b adequacy of PSCBs which declined to 13.2
B percent in CY08 witnesseda healthy increase of
e ; 1.3 percentage points duirng the first half of
b CYO09following subtantial capital injection in one
(Percent)| CY03 | CYO04 | CY05 | CY06 | CYO7 | CY08 | Mar-09 | Jun-09
osces [ w0 | 52 150 1o 138 T35 35 | 300 of the PSCBs(see Table 3.1.1).
LPBs 39.1 243 127 71 41 159 154 156 . . . . .
s | 32 |02 | o | 60 6o | 1 | 20 | 1 _Due to_de_terloratlo_n in asset quality angl inch up
S I I B R R B B in credit risk, the risk to solven cy has increased
(| %9 80| 8 | 62 | &7 L uo | ud | N8 over the last few quarters. Net NPLs to Capital
AllBanks| 54.4 292 141 9.7 56 19.4 19.6 19.0 . . . . ’ .
*Due to negative Equity of SBs the ratio has not been provided I’atlo, Wh|Ch |ndlcate t h e f r a Ct I OnN Of

equity that could be impaired by loan losses,
however improved during the quarter under

Table 3.1.3: Distribution of Banks by CAR review. The ratio had significantly deteriorated

Toa P 91010 101015% overis% from 5.6 percent in CYQ7 to 19.6 percent in

cvoa 3 1 13 9 15 Mar-09. However, due to increase in
cvs. % 2 ! 13 17 provisioning coverage along with capital
CY06 39 3 4 15 17 . .
cvor 39 3 6 12 18 enhancement, the ratio marginally receded to
cvos 40 4 5 10 2L 19.0 percent in Jun-09 (see Figure 3.1.4).
Mar-09 40 4 1 13 22
Jun-09 40 6 1 12 21 i H H H
* From December 31, 2008, banks are required to maintain Howe_ver’ the_dlsa_'ggregated analy.S!S |ndlcateS
minimum CAR of 9 percent marginal decline in solvency position of the

Page|13



banks; number of banks meeting minimum CAR
of 9 percent decreased to 35 in Jun-09 from 36
) to Mar-09 (see Table 3.1.3). The market share
" of the banks meeting CAR also decreased to
® 93.3 percent in Jun-09 (see Figure 3.1.5).

Analysis of MCR shows that31 banks including
5 foreign banks are fully compliant with the

Figure 3.1.5: Banks' Market Share by CAR

x MCR (seeFigure 3.1.6). Most of the remaining
0 i N Ik banks are in process of meeting the MCR, while
OYde | Crep | O¥lp | Cron | Y08 er o) oo 4 of these banks are under the process of
10 percent and above 445 | 605 | 86.7 | 738 | 66.0 | 909 | 89.7 . . . .
§ From Min CAR to 10 percent| 551 | 388 | 121 | 216 | 234 | 36 | 36 reStrUCturlng/ prlvatlzatlon.
¥ Below Min CAR Ratio 0.4 0.7 12 46 106 | 55 6.7

The quarter under review has been marked with
re-strategizing the business portfolio and
avoiding increased risk taking and ensuring
liquidity and profitability. However, potential

Figure 3.1.6: Paid up Capital (Free  of Losses) loan losses and provisioning due to weakening
. N asset quality remains a risk to the solvency of
jj the banking sector. Keeping in view the ongoing
5y global financial and economic slowdown, SBP
ot R ., s 8 has rationalized the minimum paid up capital
QLA..,JL..«HV;,;% . z and risk-based capital requirements ®
0 s w3 A m W woea sl Neverthel ess, SBPO&s policy
° solvency of the banking system has significantly
19 strengthened the capital base of the banks and
o provided them with sufficient cushion to largely

withstand, even unusual shocks in the ongoing
scenario of global recession.

Numberofbanks

8 See BSD Circular No. 30 of 2008and 7 of 2009.

Page|l4d



Table 3.2.1: Profitability of Banking System

(bilion Rupees)

CY04 CY05 CY06 CY07 Jun-08 CY08 Mar-09  Jun-09

Profit before tax
PSCBs

LPBs

FBs

CBs

SBs

14.2
31.0
7.2
52.4
(0.4)

22.8
60.5
11.6
94.9
(L.1)

315
85.6
6.3
123.5
0.1

33.2

69.5
2.4

105.2
1.7

9.8
47.0
2.1
59.0
2.4

6.6
52.5
0.0
59.0
4.2

4.5
19.8
0.6
24.9
1.3

5.9
39.7

05

46.0
1.7

All Banks

52.0

93.8

123.6

106.9

61.4

63.2

26.2

47.8

Profit after tax
PSCBs

LPBs

FBs

CBs

SBs

8.0
21.8
5.8

35.6
0.9)

15.5
411
8.0
64.6
(1.3)

21.2
59.1
43
84.6
(0.5)

23.9

47.3
11
72.2
0.9

6.1
36.5
1.0
43.6
2.4

5.6
34.7
0.6
41.0
2.3

2.4
123
0.2
14.9
0.9

33
24.4

01

27.9
0.8

AllBanks

34.7

63.3

84.1

73.1

45.9

43.3

15.8

28.6

Table 3.2.2: Profitability Indicators

After Tax ROA

(in percent)

CYo4

CYo05

CY06 _CYO7 CY08 Mar-09 Jun-09

PSCBs 1.3 2.2 2.7 2.5 0.5 0.9 0.6
LPBs 1.2 1.8 2.1 1.4 0.9 1.2 1.1
FBs 2.0 2.5 1.5 0.7 0.3 0.4 0.1
CBs 1.3 2.0 2.2 1.6 0.8 1.1 1.0
SBs (0.8) (1.2 (0.4 0.7 1.8 2.4 1.9
All Banks 1.2 1.9 2.1 1.5 0.8 1.1 1.0
After Tax ROE (based on Equity plus Surplus on Revaluation)

PSCBs 17.2 20.9 21.7 19.5 4.4 7.8 5.3
LPBs 20.2 27.2 25.3 13.8 8.5 11.3 11.0
FBs 21.5 27.1 15.6 6.0 2.2 2.8 0.5
CBs 19.6 25.4 23.7 15.0 7.3 10.1 9.2
SBs - - - - - - -
All Banks 20.3 25.8 24.2 15.4 7.8 10.7 9.7

Figure 3.2.1: ROE after Tax

CYo8

Jun-09

WROEAfter Tax| 256 | 238 | 154 |

78 | 107 |

9.7

30.0

25.0

Percent of average equity

System

44.5

Cyo7

= Net Int. Inc.
i Other Nonint. Inc
[ provisions

Jun08

=== Fee & Currency Dealin

= Op. Exp.
——Profitbefore Tax

Cyos

Mar-09

Figure 3.2.2: Profit & Loss Composition of the Banking

Jun09

billion Rupees

3.2.  Profitability

The banking system continued to post profit
during first half of the CY09 though the level
remained lower than the corresponding period
of 2008. The system earned year to date PBT of
Rs47.8 billion till Jun-09 (Rs61.4 billion in Jun-
08). The dampening impact largely came from
increased loan loss provisions emanating from
deteriorating credit quality of banks (see Figure
Table 3.2.1).

Slow down in earning growth reflects in
contraction in key earnings ratios. The ROA
decreased by 11 bps to 1.0 percent. Similarly,
after tax ROE declined by 100 bps to 9.7
percent (see Table 3.2.2 and Figure 3.2.1).

Group-wise analysis depicts that LPBs and
PSCBs on aggregate basis registered increase in
their earnings while FBs observed slight decline.
However, YoY comparison shows a decline in
profitability of all banking groups. The overall
decrease in PBT of the banking system was
22.2 percent. However, higher increase in tax
charges (23.4 percent) led to 37.6 percent drop
in PAT (see Table 3.2.1). LPBs, with relatively
better earning performance, observed a
marginal decrease in earnings ratios; after tax
ROA and ROE declines by 3 bps and 30 bps,
respectively (see Table 3.2.2).

The disaggregated analysis of profit and loss
shows that net interest income, which
constitutes the dominant share of
income, grew at slightly slower pace during the
quarter under review. However, it shows an
increase of 16.3 percent when compared with
results of corresponding period of last year
(see Figure 3.2.2). As a result, its share in gross
income increased by 4.3 percentage points to
73 percent. On the other hand, the share of
non-interest income decreased to 27 percent
from 31.3 percent in Jun-08 (see Figure 3.2.2).

Composition of interest income reflects changes
in the mix of earning assets. Due to higher
growth in advances, their share in interest
income have increased from 59 percent in CY03
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Table 3.2.3: Mark-up / Return / Interest Eamed
Dec-03 Dec-07 Jun-08 Dec-08 Mar-09 Jun-09
Items Amount % Amount % Amount % Amount % Amount % Amount %

Loans & advances 672 589 2138 713 1584 727 3500 742 1084 738 2107 723

Investments 409 359 806 210 443 203 927 191 304 207 653 224

Deposits, repo and others 5.9 52 298 77 153 70 3324 67 81 55 156 53

Total 141 100 3841 100 2180 100 4841 100 1469 100 2015 100

Figure 3.2.3: Impact of Provisions on Net Interest
Income 10

120

100 §
' 0
Q
' 0 g
c
g
' 60 H
)
0
(bilionRupees) W04 | n05 | Jun0s | 07 | Juns | s |

= Net Mark-Up/ Interest Income | 359 | 501 | 857 | 992 | 1124 | 130.7

= Provisions & Bad Debts Written
Off Directly/(Reversals)

12 6.9 94 112 | 285 | 418

Net Mark-Up/ Interest Income

Ater Provision 87 | 522 | 763 | 880 | 840 | 80

Figure 3.2.4: P&L Structure of the Banking System

= et Interest Income . Fee Based & Currency Dealing Income

= Other Non-Interest Income ——Operating Expense

——Operating Exp.+ Provision ——Allexpenses + Extraordinary charges

100
80
60

40

Percent of Gross Income

20

Cyo4 CY05 CYO6  CYO7 Jun08  CY08

Mar-09  Jun-09

to 74 percent in CY08, while share of income
from investment decreased from 36 percent to
19 percent. However, the trend has been
reversing for the last couple of quarters; share
of interest income from advances decreased to
72 percent and from investments increased to
22 percent (see Tabl e 3.
increased risk averseness in the backdrop of
economic slowdown.

Continuous increase in provisons, consumed
the substantial portion of net interest income.
Due to significant year to date provisioning
charges of Rs41.7 billion (Rs28.5 billion in Jun
08), net interest income adjusted for loan loss
provisioning shows only 6 percent increase over
the corresponding period of last year (see
Figure 3.2.3).

Keeping in view the healthy performance from
CYO05 to CYO07, SBP gradually tightened the
provisioning requirements for creating cushions
to cope with any downturn in economic
environment. Incidentally, in early 2009, due to
worsening global economic outlook and stress
in the major financial markets, SBP rationalized
the provisioning requirements®. These
amendments have somewhat buttressed the
earnings of a number of banks. Similarly
Securities and Exchaage Commission of
Pakistan (SECR, in the wake of unusual inactive
market conditions in second half of 2008,
adjusted the requirements for recognition of
impairments, allowing deferment of impairment
losses on AFS securities over the current® .
Meanwhile, the capital markets started
recovering, thereby decreasing the impairment
losses However, due to increasing NPLs,
provisions for loan losses continue to increase
(23.3 percent of the gross income) which
affected the overall profitability.

On the expense side, administrative expenses
representing 49.3 percent (YoY growth of 5
percentage points) of the gross income remains
the major user of the earnings. The

See BSD Circular No. 2 dated January 27, 2009 on Amendments in PRProvisioning for loans and advances.
2 see BSD Circular No. 4 dated February 13, 2009 on Revaluation surplus / (Deficit).
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administrative expenses have remained high

due to increase in operating overheads and IT

I o related expenses. Provisions remainsthe second

| J . L 500 largest component of b a(des 0 exp
T : Figure 3.2.4).

Because of the stronger increase in operating

Figure 3.2.5: Operating Exp. to Gross Income w00

70.0

40.0

billion Rupees

300

200

100 expenses visa-vis growth in earnings since
corresponding period of last year, the cost to
CY04 | CYO5 | CY06 | CYO7 | Jun-08 | CYO08 | Mar-09 | Jun-09 . . .
mmpscBs 394 | w5 | a8 | W2 | m6 | %1 | a1 | 44 income ratio deteriorated 50 percent compared
P 62 | @29 | AT | 464 | M4 | L8 | M2 | 486 to 45.1 percent in Jun-08. However, the ratio
[ FBs 49.0 422 49.8 57.0 497 69.6 58.6 63.6 . . .
mmses | s | @8 | @6 | 52 | %6 | 521 | &4 | 707 slightly improved for the commercial banks as
B | 7 | @l | B4 | @8 | 86 | %02 | @5 | 495 LPBs witnessed a decline by 60 bps to 48.6
All 52.0 414 403 432 451 50.3 49.9 50.1 . R .
percent, while it increased for all other banking
groups (see Figure 3.2.).
Figure 3.2.6: Weighted Average lending and depsoit rates The quarter under review saw a 5 percent
——Lending rate ——Depositrates Spread

160 increase in advances, most of them for public
sector commodity operations. Substantial

S 140
N increase in relatively low-return, risk free
N advances led to increase in interest income

while decreasing the weighted average lending

Percent

180

=i rate’* (WALR) by 51 bps to 13.32 percent.
/_,_/\ 0 Similarly, the weighted average deposit rates
' (WADR) also observed a decrease of B bps to
6.33 percent. The higher fall in WALR thus led
to contraction in overall spread by 24 bps to 7
percent (see Figure 3.2.6).

2.0

Mar-06 |
Jun06

Sep06 |
Dec06 |
Mar-07 |
Jun07 |
Sep07 |
Dec07 |
Mar-08 |
Juno08 |
Sep08 |
Dec08 |
Mar-09 |
Jun09

Concentration analysis of earning shows that 5
big banks contribute the dominant share in
profitability and augment the overall earnings of

Table 3.2.4; Concentration of Earings and Profitablty

in percent
Top5 Baks Top 10Barks Topzogank(s pmdwi the system. Incidentally, their year to date
ROA (ferTa) 19 14 1w earnings for the first half of the CY09 is more
ROE (AferTar) 188 10 4 81 than the total earning of the syste m. These top
NetInterest\ncome/Grossl.ncorre 8.1 6.4 3.6 730 five banks have ROA and ROE of 1.9 and 18.8
Income from Trading & Foreign Exchange / Gross Income 15,6 17.0 172 178 . .
Non-Interest Expense / Gross Income 3.1 436 4.2 50.1 p ercent res p ectil ve I y a g al nst
of 1 and 9.5 percent. All the earning ratios for
the large five banks further reinforced their
Table 3.2.5: Percentage Breakdown of Banking Syster's Total Assets (TA) by ROA eal’ning Capabllltles (See Table 324)
Y5 Cvop oY JuB co Vard 9

‘ ‘ ‘ ‘ ~ Trends in the breakdown of banking system
No. of Share i No. of Share n No.of SharenNo.of % Share  No.of Sharen  No.of Sharen| No.of Sharen . . . .
RO s TA Bms T Bus Ta Bams nTa Bus A Bms mogas w aSSets by ROA (before tax) indicate variancesin

Qandbebw | 7 35 "6 21 | 10 85 9 28 16 W5 B 124 18 Bl . . . ..
oons (4 23 12 o m 3 m 2 = 3 & earning capacity of individual banks based on

4
Do 5 4 e nm om s us 4 4. s m s m their size. Banks with ROA above one percent
L5andOver 21 87 19 766 @13 523 18 746 12 615 9 516 10 521 have increased from 14 to 16 and their market

share has improved from 67 percent to 71

™ The weighted average rates are based on the data on mark-up/interest income and expense on advances and customer
deposits respectively reported in the QRC for March, 2008. In the previous reports, data on interest rate published in monthl y
statistical bulletin had been used.
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percent. On the other hand number of banks
with ROA below 1 percent decreased to 24 from
26 whereas their share in total banking sector
assets has decreased by4.4 percentage point to
28.8 percent during the quarter under review
(see Table 3.2.5). These developments indicate
that earning performance is concentrated
towards larger and growing banks while the
earning capacity of some smaller banks has
been under stress.
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Figure 4.1.1: NPLs of the Banking System
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Figure 4.1.2: Category -wise Breakup of NPLs
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Figure 4.1.3: Provisions of the
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4. Risk Assessment of the Banking
System

4.1 Credit Risk

The NPLs of the banking system increased by
4.9 percent to Rs398 billion during the quarter.
Increase in NPLs is distributed across all banks,
however, most of the increase came from top
tier banks. Groupwise, PSCBs and LPBs
contributed all the increase in NPLs of the
system. Particularly, NPLs of LPBs increased by
Rs16 billion, representing 76 percent of the total
increase (see Figure 4.1.1). Increase in cash
recovery and loan written-off have also to some
extent restrained growth in NPLs.

The surge in NPLswas primarily in doubtful and
loss categories. Decrease in NPLs in OAEM and
substandard category show some let up in the
influx of fresh NPLs, observed in last two
quarters. A significant increase of Rs20 billion
took place in loss category. As a result, share of
NPLs in first three categories decreased by 3
percentage points to 42 percent, though still
above 33 percent a year ago. With substantial
amount of NPLs in substandard and doubtful
categories (39.7 percent), banks still face a risk
of additional loans losses and constrained
earnings ahead (see Figure 4.1.2).

With increase in NPLs and transition of NPLs
into higher provisions classification categories,
the provisions increased by Rs16.8 billion. This
increase in provisions almost matched Rs18.6
billion increase in NPLs (see Figue 4.1.3).
Further analysis show change in share pattern
of general and specific provisions. Banks held
84 percent and 16 percent specific and general
provisions respectively in Dec07, which came
down to 93 and 7 percent in Jun-09. The
decline in general provisions seems to have
resulted from higher specific provisioning
requirements and utilization of some of the
general provisions to provide for specific
provision over the last two years. Further, the
decrease in consumer portfolio, which involves
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Figure 4.14: Net NPLs of Banking System mandatory gene_ra_ll pl’102VISI0n, has also reduced
o 140 the general provisions™.

66 120
56

Improved provisions, which almost matched
increase in NPLs, led to a marginal increase of 2
percent in net NPLs (48 percent increase in
Mar-09). Conservative approach of the banks
towards utilization of FSV benefit® has

100
46

36
26

billion Rupees

16

6 20
ot o T om | o | o v | wmo | ° decelerated growth of net NPLs; a number of
m=rscss | . 5 w T 7 [ = banks are either not taking any benefit or
el S T N S R utilizing partial FSV benefit. Further, up
s | @ | o | o | 1 1 1 gradation of some NPLs to performing status
:ggﬁ::; R B T has limited the increase in net NPLs (see Figure
4.1.4).
Increase in advances, deceleration in NPLs and
Figure 4.1.5: NPLs to Loans (Gross) compatible growth in loan loss provisions,
5 Fu marginally improved the asset quality indicators.

45
40
35
30
25
20
15
10

5

NPLs to Loan ratio of the banking system
remained at previous quarter
increase for LPBs ly only 10 bps to 9.8 percent,
while it increased by 90 bps for foreign banks
(see Figure 4.1.5). Due to the factors
highlighted earlier, NPLs to loans ratio (net)
witnessed over the quarter declined of 13 bps
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0 L
(Percent) CY05 CY06 cYo7 CYos Mar-09  Jun-09

= PSCBs 10.0 9.0 84 16.3 175 16.8 . .

m—ses | w0 %0 #3 #8208 to 3.7 percent. The ratio increased for FBs by 7
- s 6 8 8 % bps, remained at previous q u a r tlevel dos
FBs 12 10 16 29 36 45 B
—MRMS | 83 68 76 105 15 us LPBs and decreased for rest of the banking
——CBs(RHS) 6.7 57 6.7 9.9 11.0 111

groups (see Figure 4.1.6).

As increase in provisions largely offset the
increase in NPLs which improved the NPLs

Figure 4.1.6: NPLs to Loans (Net)

N 5 coverage ratio to 70 percent in Jun-09 (see

45 Figure 4.1.7). Encouragingly, provisions to NPLs

o :2 increased after showing decline for last 5

" - quarters (see Fgure 4.1.7). Minor increase in

9 ¢ | net NPLs and improved capital position of the

15 banks have also improved the -capital

‘ LJ L] LI ;2 impairment ratio; the ratio declined by 60 bps
- -m? .:; e to 19 percent in Jun-09 (Annexure-Il) .

ool o S G O T Overall trend in asset quality is observable in

e e Segment analysis of NPLs (see Table 4.1.1).

—ord | u | ow | u [ ow | o Increase in infection ratio has subsided for

almost all segments while decreasing for a

12 prudential Regulations for ConsumerFinance require maintaining general reserve of 1.5% of the secured consumer portfolio
and 5% of the unsecured consumer portfolio.

12 Banks were allowed vide BSD Circular No. 02 ofJanuary 27, 2009 to avail the benefit of 30 percent of FSV of pledged stocks
and mortgaged commercial and residential properties held as collateral against all NPLs for three years from the date of
classification for calculating provisioning requirement w.e.f. 31-12-2008.
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Table 4.1.1: Segmentwise Infection of Loans Portfolio

In percent Share in total
Sector All Banks laons (%)
Mar-09 Jun-09 Jun-09
Corporate 11.5 12.1 60.3
SMEs 19.6 22.4 10.0
Agriculture 19.9 16.6 4.4
Consumers 8.1 9.1 9.5
Credit Cards 7.0 7.7 1.1
Auto Loans 6.2 6.6 2.3
Consumer Durables 10.2 7.8 0.0
Mortgage Loans 9.0 11.9 2.2
Others 9.1 9.5 3.8
Commodity Finance 1.5 1.0 11.5
Staff Loans 1.1 1.1 2.0
Others 11.3 121 2.3
Total 11.5 115 100.0
Figure 4.1.7: Segmentwise Infection of Loans Portfolio
——Corporate = SMEs Agri (RHS) = Consumers = Others Total
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Table 4.1.2: Sectorwise Infection of Loans Portfolio
(in percent) NPLs to laons Share in
Sectors Mar-09 Jun-09 NPLs Loans
Chemical & Pharmaceuticals 7.8 8.3 24 3.4
Agribusiness 116 7.3 3.6 5.8
Textile 179 18.8 28.7 17.6
Cement 9.2 11.4 25 25
Sugar 9.6 10.2 2.0 2.2
Shoes & Leather garments 8.7 11.7 0.7 0.7
Auto & Transportation 14.3 17.6 3.4 2.2
Financial 8.7 12.5 17 1.6
Insurance 0.6 0.1 0.0 0.0
Elec.& ransmission of energy 6.5 8.2 7.1 10.0
Individuals 9.5 9.9 1.1 13.0
Others 11.0 10.3 36.8 41.0
Total 115 11.5 100.0 100.0
Table 4.1.3: NPLs to Loans by End Use
(in percent)
Sep-08 Dec-08 Mar-09 Jun-09
Fixed Investment 10.8 12.7 13.5 13.9
working Capital 8.6 8.7 11.7 11.5
Trade Finance 6.4 7.2 11.7 10.6
Others 6.1 6.7 7.6 8.5
Total 8.4 9.1 11.5 11.5
Table 4.1.4: Concertation-NPLs/Loans
(in percent)
CY04  CY05 CY06 CY07 CY08 Mar-09 Jun-09
Top 5 Banks 115 8.2 6.8 6.8 9.0 10.2 10.3
Topl0Banks  13.3 7.6 6.0 6.9 9.6 10.8 10.8
Top20Banks  11.0 7.6 6.2 6.7 10.1 11.2 11.2
Industry 11.6 83 6.9 7.2 10.5 115 115

couple. Corporate sector, which lost its share in
advances, contributed 70 percent of the overall
increase in NPLs. SME sector on the other hand
is not only losing share in loan portfolio, both in

absolute and percentage terms, but also
increasing its NPLs; infection ratio of SMEs
reached alarming levels of 22.4 percent (19.6
percent in Mar-09). Commodity finance and
agriculture saw decline in infection ratios.

Decline in agriculture is as per the past trend
(see Table 4.1.1 & Figure 4.1.7). NPLs of
Commodity Finance increased in absolte
terms, however, unprecedented growth in

commodity finance (77 percent) during the

quarter reduced the infection ratio .

Consumer finance portfolio continues to worsen
while losing weight in overall loan portfolio. The
infection ratio of consumer finance portfolio
increased by 40 bps to 9.5 over the quarter.
Major deterioration occurred in mortgage loans
where the NPLs increased to 11.5 percent of the
mortgage loans. Further, the credit card
portfolio remained under stress increasing its
infected portion to 7.7 percent (7 percent in
Mar-09).

Sector analysis of credit risk shows increasing
trend for most sectors. Textile sector, the
largest sector by share in loans, continues to
show slow down; its share in overall advances
decreased while NPLs increasd by 6.2 percent
over the last one year (see Table 4.1.2). NPLs of
Electronics and Transmission of Energy, which
represent 10 percent of the total loan portfolio,
has jumped by 1.7 percent over the quarter.
Only agribusiness saw decrease in NPLs, that
also due to seasonal factors. As businesses are
being affected by economic circumstances,
banks are rescheduling/ restructuring both NPLs
as well as their regular loans, keeping in view
their financial feasibility and cash flow
generation capacity.

NPLs by end use of loans show a continuous
increase in infection of fixed investment, an
unhealthy trend for capital formation. Overall
loan infection ratio for working capital
decreased by 20 bps in Jun09. However, it
increased for corporate and SME sectors. Laer
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trend is not encouraging as it shows slackness
in turnover of inventories and receivables, in the
wake of general slowdown in business activities
(see Table 4.1.3).

Concentration analysis of NPLs to loans by size
of banks depicts a changing trend over the
years. Up till CYO5 infection ratio for top 5
banks was comparable with the overall ratio of
the banking system. During the last five years,
infection ratio for top 5 banks has remained well
below the industry average, mainly due to
change in ownership structure and consolidation
in the banking system. The ratio is marginally
above the industry average for top 20 banks.
The analysis also depicts that middle small sized
banks have higher infection ratio than the large
size banks and are impacting the overall ratio of
the system (see Table 4.1.4).

In order to assess the resilience of the banking
system to adverse movements in credit risk
factors, lending portfolio has been stress tested
for four different types of shocks (see Table
4.15&4.1.6).

Various credit shocks will reduce the CAR of the
system from 61 bps to 228 bps. Movement of
NPLs from lower to higher classification
category under shock G1 will be having the
most adverse impact on the CAR of the system,
as 4 more banks become noncompliant with
the minimum CAR and one bank turns insolvent.
The consumer shock G4 will least impact the
CAR and the impact is decreasing with every
passing quarter (0.71 percent in Mar-09). The
diminishing impact is resulting from continuous
decline in consumer portfolio. For similar
reasons, the impact of the textile sector specific
shock G3 has also declined over the quarter;
139 bps decline in CAR in Junr09 against 171
bps decline in Mar-09 (see Table 4.1.6). With
marginal improvement in credit risk indicators
during the quarter, the results of Macro Stress
Testing of Credit Risk shows that NPL to loans
ratio for Sep-09 is projected to increase by only
52 bps from 11.52 in Jun-09 (see Special
Section: Macro-stress Testing of Credit Risk).
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