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Pakistan Economy
Money market yields at historic-high

Yields rise significantly

In yesterday’s (February 22, 2023) Market Treasury Bills (T-Bill) Auction, the cut-off
yields of 3M, 6M and 12M tenor increased by 195bps, 206bps and 184bps compared
to previous auction. The increase in yields was recorded across all the tenors with
major hike posted at the lower end to mid of the curve. The market had offered PKR
347bn, out of which the government accepted amounting to PKR 258bn culminating
in a realized value of PKR 245bn. As a result, the bid-cover ratio clocked in at 1.3x.
The highest concentration of participation was seen in the 3M with PKR 247bn
followed by 6M and 12M with ~PKR 50bn in each tenor.

Exhibit: Auction Result: Market Treasury Bills

22-Feb-23 08-Feb-23 Change bps
Cut-Off Yield
03-Month T.Bill 19.9500% 17.9996% 195
06-Month T.Bill 19.9000% 17.8400% 206
12-Month T.Bill 19.7900% 17.9499% 184

Source (s): SBP, AHL Research

With the data available since Jun’98, yields in all three tenors are at their historic high
levels. The rise in treasury yields hint towards market weighing-in concerns on
economic front with the investors continuing to take a note of rising inflation around
the world as well as in Pakistan. The yield curve remains inverted with yields on the
shorter end clocking-in higher than the ones on the other end of the curve. Moreover,
government accepting majority funds in 3M raises concerns over the maturity profile
of the government which seems to be getting tilted towards the shorter end.

Exhibit: Yield Curve (On PKRV based except 3M, 6M and 12M)
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Source (s): SBP, AHL Research

The spread between the policy rate and T-bill rates continues to widen. Investors
seeking higher rates can be attributed to:

= Markets’ expectations of interest rate hikes in the light of heightened inflationary
pressures amid rise in domestic food prices, additional tax measures, tariff hikes
and weaker currency;

= Heavy reliance of the government on domestic financing (particularly from
banking sources) due to lack of financing from non-bank and external sources
and increased financing requirements due to widening of budget deficit;

= Heightened policy uncertainty as market is anticipating emergency monetary
policy meeting before the scheduled one i.e. due on March 16, 2023.
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Figure: Real Interest Rate
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Source (s): SBP, AHL Research

In addition, an OMO maturity of ~PKR 2trn is due tomorrow (February 24, 2023). SBP
is expected to conduct OMO (injection) most likely of shorter tenor, probably 7-14
days. Market will be closely monitoring the cut-off rate at which SBP injects liquidity. It
is pertinent to mention here that last OMO conducted was at 17.08% (4-day) on Feb
20th, 2023, ~ 3.0% lower than the cut-offs of latest T-Bill auction. This ‘abnormal’
spread has led to anticipation of emergent meeting amongst financial market
stakeholders with majority now expecting a rate hike of ~2% in the policy rate. To
highlight, in our Report titled “Debt reprofiling or restructuring?” dated February 07,
2023, we alluded that SBP shall maintain a tight monetary policy and raise rates by
another 100-200 bps in the short term. Moreover, if we look at the shape of the yield
curve to extrapolate markets’ expectations for monetary policy, we see that the
secondary market yields since the last monetary policy of Jan’23 too have increased
10 19.62% | +188bps (3M), 19.80% | +199bps (6M) and 19.88% | +202bps (12M). This
too reflects market’s expectation of higher rate hike soon.

Exhibit: Upcoming maturities- OMO (Reverse Repo)

Date Tenure (Days) Maturity Participation (PKR bn) Acceptance (PKR bn)
16-Dec-22 70 24-Feb-23 1,938 1,935
23-Dec-22 70 3-Mar-23 683 600
03-Jan-23 73 17-Mar-23 1,394 1,205
06-Jan-23 70 17-Mar-23 731 418
13-Jan-23 70 24-Mar-23 922 505
24-Jan-23 73 7-Apr-23 830 776
03-Feb-23 7 21-Apr-23 455 288
20-Feb-23 4 24-Feb-23 125 125

Total 7,078 5,852

Rate (%)
16.10
16.12
16.15
16.16
16.25
16.16
17.23
17.28

Source (s): SBP, AHL Research

To recall, in the last (Jan’23) MPS, the State Bank of Pakistan (SBP) increased the
benchmark policy rate by 100bps to 17%, highest since Oct’'97. Persistently high levels
of CPI were noted and expected to further pick up higher if not “unchecked.” Hence,
the committee felt strongly that inflation must be anchored, as the long term costs of
letting it become entrenched outweighs the immediate costs of bringing it down, so as
to embark on a path of price stability and sustainable growth.
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Disclaimer

Analyst Certification: The research analyst(s) is (are) principally responsible for preparation of this report. The views expressed in this research report accurately reflect the personal
views of the analyst(s) about the subject security (ies) or sector (or economy), and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related
to the specific recommendations and views expressed by research analyst(s) in this report. In addition, we currently do not have any interest (financial or otherwise) in the subject
security (ies). Furthermore, compensation of the Analyst(s) is not determined nor based on any other service(s) that AHL is offering. Analyst(s) are not subject to the supervision or
control of any employee of AHL’s non-research departments, and no personal engaged in providing non-research services have any influence or control over the compensatory evaluation
of the Analyst(s).

Equity Research Ratings

Arif Habib Limited (AHL) uses three rating categories, depending upon return form current market price, with Target period as Dec’23 for Target Price. In addition, return excludes all

type of taxes. For more details kindly refer the following table;

Rating Description

BUY Upside* of subject security(ies) is more than +15% from last closing of market price(s)

HOLD Upside* of subject security(ies) is between -15% and +15% from last closing of market price(s)
SELL Upside* of subject security(ies) is less than -15% from last closing of market price(s)

Equity Valuation Methodology

AHL Research uses the following valuation technique(s) to arrive at the period end target prices;
Discounted Cash Flow (DCF)

Dividend Discounted Model (DDM)

Sum of the Parts (SoTP)

Justified Price to Book (JPTB)

Reserved Base Valuation (RBV)

Risks

The following risks may potentially impact our valuations of subject security (ies);
» Market risk

> Interest Rate Risk

» Exchange Rate (Currency) Risk

This document has been prepared by Research analysts at Arif Habib Limited (AHL). This document does not constitute an offer or solicitation for the purchase or sale of any security.
This publication is intended only for distribution to the clients of the Company who are assumed to be reasonably sophisticated investors that understand the risks involved in investing
in equity securities. The information contained herein is based upon publicly available data and sources believed to be reliable. While every care was taken to ensure accuracy and
objectivity, AHL does not represent that it is accurate or complete and it should not be relied on as such. In particular, the report takes no account of the investment objectives, financial
situation and particular needs of investors. The information given in this document is as of the date of this report and there can be no assurance that future results or events will be
consistent with this information. This information is subject to change without any prior notice. AHL reserves the right to make modifications and alterations to this statement as may
be required from time to time. However, AHL is under no obligation to update or keep the information current. AHL is committed to providing independent and transparent
recommendation to its client and would be happy to provide any information in response to specific client queries. Past performance is not necessarily a guide to future performance.
This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The user assumes the entire risk of any
use made of this information. Each recipient of this document should make such investigation as it deems necessary to arrive at an independent evaluation of an investment in the
securities of companies referred to in this document (including the merits and risks involved), and should consult his or her own advisors to determine the merits and risks of such
investment. AHL or any of its affiliates shall not be in any way responsible for any loss or damage that may be arise to any person from any inadvertent error in the information

contained in this report.

© 2023 Arif Habib Limited: Corporate Member of the Pakistan Stock Exchanges. No part of this publication may be copied, reproduced, stored or disseminated in any form or by any

means without the prior written consent of Arif Habib Limited.
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