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1.  Overview  

The quarter under review is marked w ith the 
significant translation of weakened 
macroeconomic fundamentals on to the 
Pakistani banking system. The IMFôs latest 
projections estimate that world GDP is likely to 
decline by 1.3 percent during 2009, while 
growth rate for Pakistan has also been revised 
down to 2.5 from  3.5 percent. Accordingly, the 
heightened credit risk transpired in significant 
increase in non-performing loans (NPLs) and 
associated asset quality indicators. Besides, the 
slowdown in economy dampened the growth 
rate of the banking system. However, banks 
largely maintained their resilience and 
registered improvement in key solvency 
indicators. The stress test results show that due 
to improvements in solvency position, the 
system maintains a strong resilience. 

During the quarter under review, the asset base 
of the banking system passively grew by 1.6 
percent. In the face of increased credit risk and 
resultant risk aversion on the part of banks as 
well as the lack of demand for bank credit from 
private sector, the asset mix of the banking 
system shifted away from loans and advances 
to risk-free govt. papers and govt. guaranteed 
bonds of PSEs. The loan portfolio (net) declined 
by 5.6 percent over the quarter while 
investments in govt. papers increased by 20 
percent. As the banksô deposits remained 
stagnant, banks had to resort to interbank 
borrowings for financing the marginal increase 
in their asset base. 

Besides the decline in loans and advances, the 
curtailed repayment capacity of the borrower 
also resulted in significant increase in NPLs, 
which registered an unprecedented over the 
quarter increase of 21 percent. However, the 
rate of this increase was not uniform among all 

                                                 
1
The report presents performance of the banking system on the basis of unaudited Quarterly Report of Condition submitted by  

 banks for the quarter ended 31 st March, 2008.  

Table 1.1: Highlights of the quarter ended Mar-09

Percent

Mar-08 Dec-08 Mar-09

Asset Growth 1.30       2.60       1.60       

Advances Growth 4.30       3.70       (5.60)      

Deposit Growth 0.80       3.80       0.03       

Investments 6.80       5.20       20.00     

Equity 0.70       4.20       1.50       

Capital Adequacy Ratio 13.00     12.22     12.92     

Capital to Total Assets 10.40     10.36     10.35     

NPLs to Total Loans 7.70       9.13       11.54     

Net NPLs to Net Loans 1.30       2.48       3.86       

Return on Assets (Before Tax) 2.20       1.73       1.84       

ROE (Avg. Equity& Surplus) (Before Tax) 20.70     16.74     17.70     

Liquid Assets/Total Deposits 41.70     36.92     41.51     

Advances to Deposits Ratio 72.30     75.94     71.69     
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banks, as a couple of banks contributed a 
substantial share of this overall increase. 

Moreover, this unusually high increase also 
encompasses the external audit review 
adjustments for CY08. e.g. on account of 
subjective classification of loans rather than just 
based on time based criterion.   The key asset 
quality indicators witnessed significant 
deterioration ï infection ratio dete riorated to 
11.5 percent (9.1 percent in Dec-08). Since 
major increase in NPLs occurred mainly in 
Doubtful category, which requires only partial  
provisioning coverage, the NPLs coverage as 
well as net infection ratios also deteriorated. 
Accordingly, the capital impairment ratio i.e. net 
NPLs to capital, went up to 17.9 percent for 
commercial banks, signifying that banksô 
inability to recover NPLs and further 
deterioration in their credit quality could 
impinge on solvency. Due to external audit 
review adjustments for CY08 that were directly 
recognized in the unaudited quarterly report of 
conditions for Mar-09, the ret ained earnings as 
well as the equity registered a slight contraction 
that was, however, more than covered by surge 
in revaluation surpluses on account of gains in 
revaluation of AFS securitites during the 
quarter. . The eligible regulatory capital showed 
improvements during the quarter, while shift in 
asset mix towards govt. papers reduced the 
value of the risk-weighted assets. Accordingly, 
capital adequacy ratio improved to 12.9 percent 
(12.2 percent in Dec-08).  

Since the large share of additional provisioning 
requirements has been recognized in retained 
earnings through audited accounts for CY08, 
the earnings of the banking system for March-
09 quarter remained largely immune. Banks 
posted before tax profit of Rs26.2 billion 
(Rs93.6 for the year 2008 and Rs28 billion for 
Mar-08). The bottom line registered a more 
than proportionate increase as compared with 
2008 results, and baseline indicators of 
profitability i.e. pre -tax ROA registered a slight 
improvement to 1.8 percent (1.7 percent for 
2008).    
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Banksô deposits remained stagnant during the 
quarter.  After facing a significant deposit 
withdrawal during Sep-Oct 2008, the banks 
succeeded in recouping the deposit and posted 
a marginal increase by the end of Dec-08.  
During the quarter under review, banksô efforts 
for deposit mobilization were, however, largely 
muted by Central Directorate of National 
Savings (CDNS) products, which offer higher 
returns and greater security. Nevertheless, due 
to significant decline in loans and advances and 
increase in govt. papers the liquidity profile of 
the banking system further improved during the 
quarter. The market risk profile of the banking 
system also moderated. A strong recovery by 
the capital market made for a substantial part 
of the revaluation losses and enlivened the 
banksô interest in equity investments. Interest 
rate risk also remained subdued. Interest rates 
gradually declined during the quarter, thus 
appreciating the value of fixed income securities 
while re-pricing mismatches remaining within 
acceptable ranges.   

Going forward, the impending economic 
slowdown and domestic securities issues may 
dampen the growth  of the banking system in 
coming quarters. Low demand for banksô 
advances and increased risk aversion on the 
part of banks will further shift asset mix away 
from advances to Govt. papers. Banks will have 
to brace up their efforts for mobilizing the 
deposits, which are still showing stagnancy in 
the latest post quarter statistics.  In the t hird 
week of April 2009, SBP cut the policy rate by 
100 bps. Contrastingly, the interest rates have 
shown slight inch up in post announcement 
weeks as the credit demand for commodity 
operations picks up. However, this rise also 
indicates normalization of market conditions and 
KIBORôs tendency to restore its parity with 
discount rate that was disturbed a fter last 
quarterôs liquidity stress. Nevertheless, in line 
with SBP monetary policy of gradual easing out, 
the interest rates are li kely to remain relatively 
low. 

The heightened credit risk will remain a 
fundamental area of concern for the banking 
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system in coming quarters. Nevertheless, the 
system is expected to remain profitable though 
the levels as well as the pervasiveness of 
earnings among different market players will 
remain constrained as compared to past yearsô 
results.  
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2.   Asset and Funding Struc ture  

 
The banking system continued to show the 
signs of slow down that has been prevalent for 
last one year or so. Asset base of the banking 
system grew by Rs91 billion (1.6 percent) over 
the quarter that has been lower than 
established trend of the firs t quarter which is 
marked with slow to moderate growth in asset 
base and its key components (see Figure 2.1).  

Growth pattern and asset mix of the banking 
system usually follow an established trend. The 
latter half of CY08 however observed a 
deviation from the established trend. Significant 
rise in inflation rates pushing the real lending 
rates down and increased credit needs of the 
public sector enterprises kept the demand for 
bank credit alive during the entire CY08. During 
this period, however, growth i n deposits 
remained lackluster. Deposits even experienced 
a sharp decline during third quarter and early 
months of last quarter of CY08, putting a 
significant liquidity strain on the banking system 
in October-November 2008. The situation 
somewhat normalized by the end of CY08; the 
quarter under review witnessed further easing 
out as the loans of the banking system declined 
by 5.6 percent over the quarter while deposit 
level remained intact and ADR came off 
significantly (see Figure 2.4).  

In the face of in creased credit risk due to 
deterioration in macroeconomic fundamentals 
and slowdown in economic activities, banks 
continued to re-profile their asset mix away 
from loans and advances to less riskier 
investments. Funds released from the 
retirements of loans were largely invested in 
govt. papers and govt. -guaranteed papers of 
PSEs. Resultantly, the share of advances in total 
asset declined to 52.6 percent  (56.6 percent in 
Dec-08) and that of investments inched up to 
22.6 percent (19.1 percent in Dec-08), 
corresponding to Mar-08 patterns. However, the 
level and composition of other asset 
components remained more or less stable over 
the quarter (see Figure 2.5).  
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On the funding side, banks managed to finance 
the increase in their asset base largely through 
inter-bank borrowings as the deposits remained 
stable at the last quarter level while net worth 
increased marginally on aggregate basis. 
Resultantly, the funding structure slightly tilted 
towards borrowings, however the overall 
structure remained more or less stable and 
dominated by deposits followed by equity and 
borrowings (see Figure 2.6). 

 The group-wise analysis shows decelerated 
asset growth for all groups. The asset base of 
LPBs which hold 74.9 percent share of the 
market increased by 1.7 percent during the 
quarter. PSCBs that witnessed significant 
increase of 7.6 percent in their asset base 
during last quarter also grew by only 0.9 
percent, while FBs grew at slightly faster rate of 
3.4 percent. However, the overall market share 
of the groups with slig ht shifts remained almost 
intact at the last quarterôs level (see Table 2.1 & 
Figure 2.7 ).  

The banking system is marked with 
concentration as a fewer number of banks hold 
a major share of the systemôs total assets and 
deposits. This concentration has significantly 
reduced over the years as the medium-sized 
banks gradually gained market share. The 
market share of five large banks has gradually 
come down from 65 percent in CY96 to around 
51 percent. Due to unusual liquidity stress 
during last quarter that affected mainly the 
small and medium sized banks, the market 
share of five large banks inched up to 52.4 
percent (51.3 percent in Sep-08). During the 
quarter under review, this share receded back 
to 51.9 percent. Annex-II  shows the market 
structure of the  banking system on key financial 
indicators.  

Deposits constitute the largest portion of 
banksô funding structure. The deposit 
component, which would witness a moderate to 
slow growth in first quarter, registered only a 
negligible increase of Rs1 billion and remained 
at Rs4,218 billion. This stagnation in deposits 
growth was mainly caused by the investorsô 
increase preference for CDNS products which 

Table 2.1: Trends in Total Assets

CY04 CY05 CY06 CY07 Dec-08 Mar-09

PSCBs 653      724      836      1,036   1,064   1,074   

LPBs 1,980   2,483   3,102   3,836   4,229   4,302   

FBs 304      339      224      173      232      239      

CBs 2,937   3,547   4,162   5,044   5,525   5,615   

SBs 106      113      120      127      128      129      

All Banks 3,043   3,660   4,282   5,171   5,653   5,744   

amount in billion Rupees
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offer higher returns and provide greater 
security, as the total investment in different 
CDNS products increased by Rs124 billion (11 
percent) over the quarter. Since the asset base 
grew at a slightly faster pace and was largely 
financed by borrowings, the share of deposits in 
funding structure declined by 120 bps to 73.4 
percent. Year-on-Year growth of  8.6 percent for 
Mar-09 quarter fell short of 1 5.5 percent growth 
for corresponding quarter of CY08; however, 
this growth was slightly higher than Year -on-
Year growth in advances. Incidentally, foreign 
remittances, a key factor behind the recent 
yearsô strong growth in deposits, maintained the 
momentum. The remittances during the quarter 
under review grew at more than proportionate 
rate and were 21 percent higher than the 
remittances in corresponding quarter of the last 
year.  

Though the level of deposits did not show any 
change, a disaggregated analysis of the 
deposits indicates quite dynamism in different 
components of deposits. Fixed deposits which 
were showing strong growth in recent quarters 
declined by 2.6 percent. Similarly, current 
accounts also contracted by 2.5 percent over 
the quarter. This withdrawal of fixed and 
current deposits was made up by savings 
accounts. Resultantly the composition of 
deposits shifted towards the savings accounts 
which again became the leading constituents of 
banksô overall deposits with 34.6 percent share 
followed by fixed deposits with 33.9 percent, 
and current accounts 23.3 percent (see Figure 
2.8). The fixed deposits over the last couple of 
years have witnessed significant increase. This 
growth has been largely effected by SBPôs policy 
drive to encourage the banks for mobilizing 
longer-term deposits so as to reduce maturity 
mismatches and liquidity risk.  This policy of 
exempting long-term deposits, i.e. deposit with 
one year and above maturity, from CRR/SLR 
requirements has borne fruit by increasing the 
share of long-term deposits. Incidentally, the 
fall in fixed deposits during the quarter under 
review was largely caused by decrease in fixed 
deposits of less than three months tenor. 
However, the deposits with one year and above 
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tenor have witnessed increase during the 
quarter (see Figure 2.9).  

Composition of deposits by the type of 
depositor i.e. public and private sector has also 
varied during the recent quarters. The 
constrained fiscal position of the govt. put 
significant pressure on public sector deposits of 
the banks. Particularly, the banks having large 
public sector deposits faced significant liquidity 
pressures due to larger average size and higher 
volatility of these deposits (see Figure 2.10). It 
is estimated that since Jun-08 public sector 
deposits have registered a coefficient of 
variance of 0.021 vis-à-vis 0.017 for private 
sector deposits ï the higher coefficient signifies 
greater average volatility in public sector 
deposits.    

The marginal increase in asset was largely 
financed through increase in borrowings  as 
deposit remained stable and net worth  
registered only slight increase during the 
quarter under review. Borrowings increased by 
Rs83 billion (17.8 percent) and their share in 
overall funding structure increased to 9.5 
percent (8.2 percent in last quarter). Though all 
the components contributed towards this 
increase, however pronounced increase was 
observed in inter-bank repo borrowings which 
contributed 50 percent of the overall increase in 
borrowings. ERF borrowings, which on the back 
of number of incentive for export sector 
registered a significant increase during last 
quarter, further inched up  by Rs12.2 billion (6.8 
percent) while unsecured borrowings increased 
by Rs7.4 billion. Accordingly, the composition of 
borrowings further shifted towards secured 
borrowings (see Figure 2.11) 

During the quarter under review,  a number of 
banks paid dividend and recognized additional 
losses in their audited accounts for CY-08. 
These depletions were not recognized in 
quarterly report of condition for Dec -08 quarter, 
and have been now recognized directly into 
retrained earnings for Mar-09 quarter. 
Therefore,   despite satisfactory earnings for the 
quarter, Shareholdersô Equity  lowered by 1.2 
percent, and its share in asset base marginally 
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decreased to 9.4 percent (9.6 percent in Dec-08 
and 8.7 percent in Mar-08). However, fresh 
equity injections and overall steady earnings led 
to YOY growth of 18.8 percent in the Equity. A 
general rise in interest rates and slump in stock 
market during the recent quarters  had 
significantly marked down the value of both 
fixed-income and equity securities of banks. 
However during the quarter under review 
capital market registered significant 
improvement and interest rates lowered by the 
end of quarter, and the overall revaluation 
surpluses of the system inched up by Rs15.4 
billion (35.5 percent), neutralizing the effect of 
decline in equity. Resultantly, the share of net 
worth  (shareholders equity plus revaluation 
surpluses) in total assets remained at last 
quarter level of 10.4 percent (10.5 percent in 
CY07). 

Advances  (net)  witnessed a significant decline 
of 5.6 percent over the quarter that was in 
sharp contrast to industryôs established patterns 
for the first quarter during which the advances  
would grow at moderate to slow pace (see 
Figure 2.2). This decline largely highlights the 
banksô realignment of their risk profiles and 
asset mix to cope with the building credit risk in 
the backdrop of emerging vulnerabilities in the 
macroeconomic environment both at home and 
across the globe. Last year   witnessed a strong 
growth in bank credit, loan increasing by 18.9 
percent (12.7 percent in CY07) while deposit 
growing at 9.5 percent. Besides, the increased 
demand from private sector, this growth was 
significantly influenced by heightened credit 
consumption by public sector enterprises, which 
accounted for 28 percent of this increase in 
advances. During the quarter under review, 
both private and public sector reduced their 
borrowings from banking sector. However, the 
decline was relatively slower in banksô lending 
to public sector, resultantly, the share of public 
sector advances in total advances inched up to 
11 percent (see Figure 2.12). Segment wise 
analysis2 shows that all segments viz. 
Corporate, SME, Consumer, Agriculture and 

                                                 
2
 The following analysis of composition of advances and shift therein is based on the banksô domestic operations only. 
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Commodity Operations experienced decrease 
during the quarter. In line with its leading share 
in lending portfolio, corporate sector contributed 
around 61 percent of the overall decline in loans 
and advances.   Decline in other segment were 
also proportional to their share in overall 
lending portfolio. Therefore, the composition of 
lending portfolio remained stable at last 
quarterôs levels, with share of SME slightly 
contracting during the quarter (see Figure 
2.13). Analysis by end use of advances also 
reflects decline across almost all end uses. 
Working capital finance, being the largest 
component, contributed the largest chunk of 
decline in advances. Only staff loans witnessed 
a marginal increase; however, their share 
remains minute in overall lending portfolio.  

The consumer finance  after showing a strong 
and persistent increase up till the end of CY07 
has been gradually declining since then. During 
the quarter under review consumer portfolio 
further reduced by 4.6 percent an d its share in 
the overall lending portfolio remained at 10.4 
percent (see Table 2.2). The breakup depicts 
that all consumer finance categories contracted 
during the quarter; however, the decline was 
most significant in Auto Loans category that 
came down by 8.0 percent. However, the 
internal composition of the consumer finance 
largely remained stable, with Personal Loans 
contributing the largest share followed by Auto 
and Mortgage Loans (see Figure 2.14). 

Investments , the second largest component 
of the banksô asset base, grew at a strong pace 
i.e. 20.0 percent (Rs216 billion) during the 
quarter under review. Investments had followed 
a declining trend since the last quarter of CY07.  
However, this trend reversed during the last 
quarter as investment portfoli o (net) increased 
by 5.2 percent. During the quarter under 
review, this trend further invigorated as the 
banks were re-profiling their asset mix in the 
face of heightened credit risk.  This increase 
was largely contributed by investment of Rs130 
billion in Govt. papers and Rs81 billion in Bonds, 
Term Finance Certificates (TFCs), and 
Participation Term Certificates (PTCs). The 

Credit Cards
11.9%

Auto Loans
27.7%

Consumer 
Durable

0.1%
Mortgage Loan

20.4%

Other personal 
Loans
39.9%

Figure 2.14: Composition of Consumer Loans  Mar -09 

Table 2.2: End-use of Advances (net)

Amount Share Amount Share Amount Share

609.2 22.6 738.1 23.1 731.7 24.0

Corporate Sector 549.0 20.3 694.2 21.7 691.1 22.7

SMEs 60.3 2.2 43.9 1.4 40.6 1.3

415.9 15.4 480.6 15.1 459.6 15.1

Corporate Sector 348.0 12.9 438.3 13.7 420.3 13.8

SMEs 67.9 2.5 42.3 1.3 39.2 1.3

1,231.6 45.6 1,562.9 49.0 1,461.8 48.0

Corporate Sector 623.2 23.1 883.3 27.7 817.1 26.8

SMEs 309.1 11.4 288.8 9.0 269.3 8.8

Agriculture 150.8 5.6 155.5 4.9 150.7 4.9

Commodity Financing 148.4 5.5 235.4 7.4 224.7 7.4

371.4 13.8 332.2 10.4 316.7 10.4

Credit Cards 46.8 1.7 40.7 1.3 37.8 1.2

Auto Loans 111.4 4.1 95.3 3.0 87.6 2.9

Consumer Durable 1.1 0.0 0.3 0.0 0.3 0.0

Mortgage Loan 67.4 2.5 66.9 2.1 64.6 2.1

Other personal Loans 144.7 5.4 128.8 4.0 126.4 4.1

52.2 1.9 64.5 2.0 66.7 2.2

Housing Finance 36.8 1.4 46.7 1.5 47.7 1.6

Others 15.4 0.6 17.8 0.6 19.1 0.6

20.6 0.8 13.5 0.4 12 0.4

2,700.9 100.0 3,192 100.0 3,048 100.0

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

Total

Others 

Consumer Finance:

Fixed Investment:

Trade Finance:

Dec-07

Working Capital:*

Staff Loans:

amount in billion Rupees, share in percent
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growth in the latter component was relatively 
pronounced, as banks invested heavily in govt. 
guaranteed TFCs of power distribution 
companies. Accordingly, the internal 
composition of investments shifted towards 
Bonds, TFCs, & PTCs, but remained highly 
dominated by Govt. papers (see Figure 2.15).  
The capital markets registered a strong 
recovery as KSE-100 index rose by   17 percent 
during the quarter, highlighting the restoration 
of investorsô confidence. Accordingly, equity 
investments of banks also witnessed a strong 
increase of Rs9.6 billion (20.7 percent) and 
maintained their share in overall investment 
portfolio of the banking syst em. The internal 
composition of govt. papers shows slight 
increase in banksô preference for short-term 
MTBs over long-term PIBs, which are more 
prone to mark-to-market losses and have 
limited SLR eligibility. However, investment in 
both these papers registered increase: 19.8 
percent for MTBs and 14.6 percent for PIBs, 
increasing the share in overall composition (see 
Figure 2.16).  

Going forward, the impending slowdown in 
economic activities will continue to dampen the 
growth rate of the banking system. The  private 
sector is not likely to put significant demand for 
bank credit, while increased credit needs of the 
public sector is likely to make for this low 
demand from private sector. Accordingly, the 
asset composition is likely to shift towards 
investments, particularly the govt. papers. 
However, wooing back the depositor towards 
banking system will remain a major challenge 
for the banks, as in the post quarter weeks 
deposits base continues to show the signs of 
stagnancy. 

  

 

 

75.2 

17.4 

7.4 

72.7 

17.3 

10.0 

74.5 

17.0 

8.5 MTBs

PIBs

Others

CY07

Mar -09

Dec-08

Figure 2.16:  Break up of Federal Govt. Securities

CY08
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3.  Financial Soundness of the Bank ing 
System  

3.1 Solvency 3 

Solvency position of the banking system 
witnessed improvement during the quarter 
under review. The CAR of the banking system 
improved to 12.9 percent up  by 0.7 percentage 
points (12.3 percent in Mar-08) due to increase 
in eligible capital and decrease in Risk Weighted 
Assets (RWAs). However, hazard to the 
solvency from heightened credit risk 
significantly increased over the quarter (see 
Table 3.1.1). 

The composition of eligible capital shows that 
the qualifying risk-based capital of the banking 
system increased to Rs532.6 billion in Mar-09 
from Rs512.8 billion in Dec-08 (see Figure 
3.1.1). The core capital, being the mainstay of 
banksô capital rose by 3.7 percent to 83.6 
percent in Mar-09. The trend of strengthening 
of the core capital to total capital has been 
continuing since CY04, when the ratio was 72.2 
percent (see Figure 3.1.2). Further analysis of 
the core capital shows that the shareholdersô 
equity, which is its key component, declined by 
1.2 percentage points over the quart er (18.9 
percent increase on YoY basis), mainly on 
account of recognition of losses as well as 
payment of dividends by some banks for CY08. 
However, this decrease in shareholders equity 
has been more than offset by reduction in 
compulsory deduction such as revaluation 
deficits and investment in associates, due to 
improvement in capital markets and the 
decrease in interest rate. As a result, the core 
capital of the banking system improved over the 
quarter. The increase in core capital was 
complemented by 3.2 percent increase in 
supplementary capital during the quarter under 
review (see Figure 3.1.1). 

The CAR has been further strengthened by 1.9 
percent decrease in RWA over the quarter. The 

                                                 
3
 The above discussion is based on the CAR calculations on Basel-II framework. Except for three SBs which are reporting on 

Basel-I reporting formats, all ot her banks have reported on Basel II. These three banks hold 0. 4 percent of the banking 
systems assets. 
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 Percent CY04 CY05 CY06 CY07 Dec-08 Mar-09
CAR

PSCBs 13.4       14.5       15.2       17.4       12.8       14.0       

LPBs 10.1       10.6       12.7       12.8       12.2       12.7       

FBs 17.4       16.4       15.0       13.5       19.8       22.4       

CBs 11.4       11.9       13.3       13.8       12.6       13.3       

SBs (9.0)       (7.7)       (8.3)       (7.8)       (2.3)       (2.5)       

All banks 10.5       11.3       12.7       13.2       12.2       12.9       

PSCBs 8.6         8.8         11.1       13.0       10.1       11.4       

LPBs 7.5         8.3         10.4       10.5       10.3       10.7       

FBs 17.1       16.1       14.3       12.9       19.3       21.9       

CBs 8.6         9.1         10.7       11.1       10.7       11.3       

SBs (15.0)      (13.6)      (13.3)      (13.5)      (7.6)       (7.5)       

All banks 7.6         8.3         10.0       10.5       10.2       10.8       

Capital to Total Assets
PSCBs 8.7         12.6       12.2       13.7       11.9       11.1       

LPBs 6.5         7.0         9.2         10.2       10.1       10.3       

FBs 8.9         9.5         10.1       11.2       13.9       14.4       

CBs 7.2         8.4         9.9         10.9       10.7       10.6       

SBs (9.4)       (8.1)       (8.0)       (5.5)       (2.5)       (2.7)       

All banks 6.7         7.9         9.4         10.5       10.4       10.3       

Basel-II*

Table-3.1.1: Capital Adequacy Indicators

Basel-I

Tier 1 Capital to RWA
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decline is reflective of the risk-aversiveness of 
the banks as advances decreased by 5.6 
percent, while the investments, mostly in Govt. 
securities, increased by 20 percent during the 
quarter (9.24 percent YoY). The change in 
composition of the various components of the 
RWA also confirms the above trend; Credit Risk 
Weighted Assets, the major source of RWA, 
declined by 100 bps to 83.7 percent over the 
quarter. 

Both the factors viz; increase in eligible capital 
and decrease in RWA, lead to improvement in 
solvency indicators. The CAR of the system 
improved to 12.9 percent, w hile the Core 
Capital to RWA increased to 10.8 percent (9.7 
percent in Mar-08). The capital to total assets 
ratio remained intact at 10.4 percent in Mar-09 
With capital to total ratio at  6.7 percent in 
CY04; improvement over the years reflects 
increase in the stake of owners that bode well 
for the overall solvency of the banking system 
(see Table 3.1.1). 

Group-wise position shows that CAR of all the 
groups increased except for SBs. The capital 
adequacy of PSCBs which declined to 12.8 
percent in CY08 witnessed increase by 1.3 
percentage points during the quarter under 
review. (see Table 3.1.1). 

Though the decreasing advances improved the 
CAR of the system; however, weakening asset 
quality had impacted the capital impairment 
ratio i.e. net NPLs to Capital. The ratio 
increased by 6.1 percentage points to 19.6 
percent, after bottoming out in CY07, reflecting 
increased threat to solvency from heightened 
credit risk (see Figure 3.1.3). 

 The disaggregated analysis shows that 36 
banks have CAR above 9 per cent (see Table 
3.1.2). The market share of banks having CAR 
of 10 percent and above stood at 90.9 percent 
in Mar-09, whereas 94.5 percent of the banking 
system assets rest with the banks having CAR 
of 9 percent and above (see Figure 3.1.4). 
Further, 30 banks including 5 foreign banks are 
fully compliant with the MCR (see Figure 3.1.5). 
Most of the remaining banks are in the process 

Total 
Below Min 

CAR Ratio*

From Min 

CAR to 10%
10 to 15 % Over 15 %

CY04 38 1 13 9 15

CY05 39 2 7 13 17

CY06 39 3 4 15 17

CY07 39 3 6 12 18

Dec-08 40 4 2 13 21

Mar-09 40 4 1 13 22

Table-3.1.2: Distribution of Banks by CAR

* From December 31, 2008, banks are required to maintain minimum CAR of 9 percent 

instead of preious requirement of 8 percent.
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of meeting the MCR, while 4 of these banks are 
under the process of restructuring/ 
privatization. 

The solvency position of the banking system 
has thus far shown sign of strength. However, 
deteriorating asset quality threatens to transmit 
into t he solvency indicators. In line with the 
global slowdown in growth and capital 
accumulation by financial institutions, SBP has 
rationalized the minimum paid up capital and 
risk based capital adequacy requirements.4. 
Nevertheless, SBPôs policy to enhance the 
solvency of the banking system has significantly 
strengthen the capital base of the banks and 
provided them sufficient cushion to withstand 
shocks.  

 

 

 

 

 

 

 

 

 

 

                                                 
4
 See BSD Circular No. 30 of 2008 and 7 of 2009. 
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3.2 Profitability  

 

Even in face of a number of constraining 
factors, the banking system registered profits 
during Mar-09 quarter. The system actually 
earned higher profit before tax of Rs26.2 billion 
compared with only Rs10.5 billion in Dec-08 
quarter. The performance is however, below the 
corresponding quarter of CY08 (see Table 
3.2.1). The earning indicators also observed a 
marginal improvement.  

The profitability has been boosted by the 
continuous healthy earning posted by large 
banks. The high interest income for the quarter, 
which is better than the corresponding quarters 
of the previous years, underlies the improved 
earning performance. However, high loan loss 
charges and administrative expense partially 
offset the core income and moderated the 
profitability for the quarter .  

Improved earning is shared by all categories of 
banks. The LPBs as usual remained the major 
contributor to the profitability of the system, 
while the PSCBs and the SBs5 improved their 
share in the overall profit o f the system. The 
profit after tax  (PAT) of the PSCBs increased by 
50 percent compared with Mar-08, despite huge 
losses incurred by a PSCB. Similarly, PAT of the 
SBs increased to Rs1.3 billion against loss of 
Rs0.5 billion in corresponding quarter of the l ast 
year. The foreign banks which posted losses for 
CY08 were successful in restoring their 
profitability. Increase in interest and non -
interest income along with administrative cost 
control measures helped them post profit before 
tax which is higher than the full year results of 
CY08 (See Table 3.2.1). 

The better earning performance for the quarter  
has improved the before tax earnings ratios 
(see Table 3.2.2). The before-tax return on 
assets (ROA) increased by 10 bps to 1.8 
percent, while Return on Equity (ROE) improved 
by 100 bps to 17.7 percent   in Mar -09 (see 

                                                 
5 The profitability for two of the SBs namely Punjab Provincial Cooperative Bank and Industrial Development Bank of Pakistan represent 

results for nine months as they publish their annual account for July-June each year owing to the requirements laid down in their respective 

statutes.  

Table 3.2.1: Profitability of Banking System

CY04 CY05 CY06 CY07 Mar-08 Dec-08 Mar-09

PSCBs 14.2 22.8 31.5 33.2 3.2        14.7     4.5        

LPBs 31.0 60.5 85.6 69.7 24.5      74.5     19.8       

FBs 7.2 11.6 6.3 2.5 0.8        0.4       0.6        

CBs 52.4 94.9 123.5 105.4 28.5      89.6     24.9       

SBs (0.4) (1.1) 0.1 1.7 (0.5)       3.9       1.3        

All Banks 52.0 93.8 123.6 107.1 28.1      93.6     26.2       

PSCBs 8.0 15.5 21.2 23.9 1.6        11.4     2.4        

LPBs 21.8 41.1 59.1 47.4 16.4      49.5     12.3       

FBs 5.8 8.0 4.3 1.2 0.3        (1.0)      0.2        

CBs 35.6 64.6 84.6 72.4 18.4      59.9     14.9       

SBs (0.9) (1.3) (0.5) 0.9 (0.5)       3.3       0.9        

All Banks 34.7 63.3 84.1 73.3 17.9      63.2     15.8       

Profit before tax

Profit after tax

amount in billion Rupees

Table 3.2.2: Profitability Indicators

Percent

CY04 CY05 CY06 CY07 Dec-08 Mar-09

Before Tax ROA

PSCBs 2.4 3.3 4.0 3.6 1.4 1.7

LPBs 1.7 2.7 3.1 2.0 1.8 1.9

FBs 2.5 3.6 3.2 1.5 0.2 1.0

CBs 2.0 2.9 3.2 2.3 1.7 1.8

SBs (0.4) (1.0) (1.3) 1.4 3.1 4.1

All Banks 1.9 2.8 3.1 2.2 1.7 1.8

Before Tax ROE (based on Equity plus Surplus on Revaluation)

PSCBs 30.8 30.7 32.4 27.2 11.2 14.7

LPBs 28.8 40.1 36.2 20.4 18.3 18.1

FBs 26.7 38.9 30.0 13.5 1.6 6.7

CBs 29.0 37.2 34.7 21.9 15.9 16.8

SBs 0.0 0.0 0.0 0.0 - -

All Banks 30.5 38.2 35.2 22.6 16.7 17.8
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Figure 3.2.1: ROE Before Tax
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Table 3.2.2 and Figure 3.2.1). However, due to 
higher tax charges, after tax indicators  
witnessed slight deterioration.  

Groupwise, ROA and ROE improved for almost 
all categories of banks. The ROA for PSCBs 
improved by 30 bps to 1.7 percent while it 
improved by 80 bps to 1 percent for FBs. 
Similarly, the PSCBs and FBs ROE saw a 
substantial improvement in ROE. However, ROE 
for LBPs declined by 20 bps to 18.1 percent due 
to increase in equity base over the past two 
quarters.  

 The analysis of profit and loss composition for 
commercial banks shows a significant increase 
in net interest income over the quarter. As a 
result, their share in gross income increased by 
5 percentage points to 76 percent. On t he other 
hand, increase in non-interest income is 
relatively sluggish owing to decreasing dividend 
incomes.  However, a healthy 50 percent 
growth in currency dealing income kept the 
non-interest income comparable with 
corresponding quarter of 2008 (see Figure 
3.2.2).  

Among the CBs, LPBs being the largest and 
active6 group increased its share in interest 
income by 4 percentage point to 83 percent 
while the PSCBs lost their share by equal 
proportion. Similar pattern is also observed for 
non-interest income (see Figure 3.2.3). 

On the expense side, administrative expenses 
representing 50 percent of the gross income 
remain the major user of the earnings. The 
administrative expenses have remained high 
due to increase in salary expenses, increasing 
IT investments and expansion of branch 
network. Provisions which account for 21 
percent of the gross income, is the second 
largest consumer of banksô earnings.  

It would be important to highlight that system 
observed a massive increase in provisions 
charges during last quarter of 2008 due to loan 
loss charges and additional charges for 

                                                 
6
 Some of the banks in PSCBs and SBs are under restructuring and are therefore not performing full-fledged 

banking function. 
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Net Interest Income Fee Based & Currency Dealing Income

Other Non-Interest Income Operating Expense

Operating Exp.+ Provision All expenses + Extraordinary charges
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diminution in value of investments/shares. 
However, keeping in view the regulatory 
changes taking place across the globe, the 
regulators adjusted their regulations.  
Accordingly, SBP rationalized the provisioning 
requirements7 while SECP adjusted the 
disclosure requirements allowing the deferment 
of impairment losses on AFS securities over the 
current8 year. As a result of these changes, 
increase in loan loss provisions and the 
provision for diminution in value of investments 
somewhat diminished. The provisions increased 
by Rs18 billion against increase of Rs26 billion 
during Dec-08 quarter (Rs16 billion in 
corresponding quarter of the previous year). 
However, the provisions for the quarter 
consuming 21 percent of the gross income are 
still high ( see Figure 3.2.4). 

As a result of healthy increase in interest 
income, the cost to income ratio increased 
marginally by three quarters of a percentage 
point to 49.9 percent. The increase is even less 
for the commercial banking group. The change 
in ratio actually reflects the earning pattern as 
there is no significant change in pattern of 
expenses. The ratio has decreased for LPBs and 
FBs, while it increased both for PSCBs and SBs 
(see Figure 3.2.2 and Annex-I).   

The analysis of core income show that net 
interest income increased despite decrease in 
advances by 5.6 percent during the year. The 
increase seems to have resulted from 
extraordinary increase in weighted average 
rate9; lending rates increased by 1.79 
percentage points to 13.83 percent while 
deposit rates increase by 1.44 percentage 
points to 6.59 percent. This translates into 
increase in spread by 35 bps to 7.24 percent 
(see Figure 3.2.5).   

                                                 
7 See BSD Circular No. 2 dated January 27, 2009 on Amendments in PR-Provisioning for loans and 
advances. 
8 See BSD Circular No. 4 dated February 13, 2009 on Revaluation surplus / (Deficit).  
9 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 monthly statistical bulletin had been used.  
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 Table 3.2.3:  Percentage Breakdown of Banking System's Total Assets (TA) by ROA

ROA

No. of 

Banks 

Share in 

TA

No. of 

Banks 

Share in 

TA

No. of 

Banks 

Share in 

TA

No. of 

Banks 

Share in 

TA

No. of 

Banks 

Share in 

TA

0 and below 7 3.5 6 2.1 10 8.5 17 15.9 18 12.4

0 to 0.5 4 2.8 3 1.8 2 2.4 3 9.7 2 5.0

0.5 to 1 2 7 6 9.9 4 1.9 2 6.5 6 15.8

1.0 to 1.5 5 4 5 9.6 10 34.9 6 6.3 5 9.3

1.5 and Over 21 82.7 19 76.6 13 52.3 10 61.6 9 57.6

Mar-09Dec-08CY05 CY06 CY07
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The earning capacity of the individual banks 
varied during the current quarter.  The assets 
distribution on the basis of ROA shows that 14 
banks, holding 66.9 percent market share, have 
ROA of one percent and above. As ROA of the 
banking system has declined, the number of 
banks with ROA below 1.0 percent increased to 
26 from 22 whereas their share in total banking 
sector assets has increased by 1 percentage 
point to 33.1 percent during the quarter under 
review (see Table 3.2.3). The change in share 
structure indicate that some of the banks with 
higher assets base moved into higher ROA 
bracket, due to improved  earnings, while 
others with smaller asset base receded to lower 
ROA bracket.  
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4.  Risk Assessment of the Banking 
System  

4.1 Credit Risk  

The global economic slowdown, sagging 
economy and national insecurity are adversely 
affecting the business environment. As a result, 
banking sector saw a swift increase in NPLs 
during the last two quarters, signifying 
substantial increase in credit risk. The NPLs to 
loan ratio increase by 2.4 percentage points to 
11.5 percent. The souring credit conditions have 
accelerated this increase; while slowdown in 
economic activities led to 4.4 percent decline in 
gross advances. 

The infected portfolio of the banking system 
increased by 21 percent to Rs 379 billion during 
the quarter. Increase in NPLs is observed in 
almost all banks; however, substantial increase 
took place in middle tier and small sized banks. 
In some cases increase in NPLs is higher than 
decrease in advances. PSCBs and LPBs 
contributed most of the increase in NPLs of the 
system; 46 percent increase in NPLs of the 
former and 53 percent in lat ter group. 
Particularly, NPLs of PSCBs increased by Rs30 
billion representing 40 percent surge over the 
previous quarter. Further analysis show that 
NPLs of a PSCB, after remaining stagnant for 
last two quarters, more than doubled over the 
Mar-09 quarter, indicating recognition of some 
pending weak quality advances. This sudden 
increase caused sharp spike in NPLs of the 
group as well as the banking sector (see Figure 
4.1.1).    

Categorical analysis of NPLs shows an increase 
across all classifications. A significant increase 
of Rs 35 billion took place in doubtful category, 
which represents influx of most of the fresh 
NPLs. The LPBs and PSCBs are again the main 
source of increase. Another discouraging 
development is further increase in the initial 
categories of NPLs (OAEM, substandard and 
doubtful) that require partial provisioning 
coverage. NPLs in these first three categories 
increased to 45 percent from 32 percent a year 

0255075100125150175200225

OAEM

Sub-standard

Doubtful

Loss

Mar-09 Dec-08 Mar-08

Figure 4.1.2: Category -wise Breakup of NPLs

billion Rupees
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earlier. This trend indicates that in periods 
ahead, banks might have to provide additional 
loans losses and face constrained earnings (see 
Figure 4.1.2).  

Growing NPLs translated into a noticeable 
addition in Net NPLs (see Figure 4.1.3). The net 
NPLs saw a 47 percent increase over the 
quarter. Continuous flow of NPLs in 
classification categories requiring partial 
provisions in addition to adjustments in 
provisioning requirements during the current 
quarter contributed in the increase of net NPLs. 
Though LPBs have major share in net NPLs 
however major increase took place in PSBCs; 
like NPLs, their net NPLs also more than 
doubled.  

Increasing NPLs along with declining advances 
further deteriorated the infections  ratios. NPLs 
to Loan ratio of the banking system in creased 
sharply from 9.1 percent in Dec-08 to 11.5 in 
Mar-09. The trend analysis of the ratio shows 
that after bottoming out to 6.9 percent in 2006, 
the ratio later on  moderately increased to 7.2 
percent in 2007. The upsurge in ratio picked up 
in the next  four quarters of 2008, when it 
increased by 1.9 percentage points. The 
infection ratio of individual market players 
witnessed mixed trend during the last three 
years ï some of the banks experiencing 
deterioration while ot hers improvement. The 
ratio worsened for all the banks during Mar -09 
quarter, with more pronounced increase in a 
public sector bank and some small sized banks. 
It saw a 5.2 percentage pointsô increase for the 
PSCBs, followed by a 1.8 percentage point 
increase for LPBs (see Figure 4.1.4). 

The NPLs to loans ratio (net) which declined to 
around 1 percent by the end of 2007 , reached 
2.5 percent during 2008 and increased to 3.9 
during the quarter under review  ï on the 
pattern of gross infection ratio  (see Figure 
4.1.5). 

The soaring NPLs enhanced the provisioning 
requirements. The provisions increased by 
Rs28.3 billion which fell short of increase in 
NPLs of Rs65 billion. As a result, the NPLs 
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coverage ratio declined to 69 percent from 74.7 
percent in Dec08 (see Figure 4.1.6).  The 
provisions to NPLs improved to 85 percent in 
2007 after strengthening of provisioning 
requirements. However, with the increase in 
NPLs especially in the partial provision 
categories and rationalization of provisions 
requirements in January, 2009, the coverage 
ratio fur ther declined in Mar-09 quarter (figure 
4.1.6). Deterioration in asset q uality is also 
observable in Capital impairment ratio (Net 
NPLs to capital) which increased to 19.6 percent 
in Mar-09 from 13.6 percent in Dec-08.  

Like overall NPLs trend, infection ratio increased 
for all the segments (see Table 4.1.1). The 
infection ratio of corporate sector, with highest 
exposure in overall portfolios, displays a 71 
percent increase in NPLs. The Corporate, SME 
and Agriculture which represent 78 percent of 
the overall loan portfolio, are responsible for 94  
percent increase in infected portfolio. An 
interesting t rend is observed in Agriculture 
sector NPLs ratio; where infection ratio variation 
is around 5 percent over each quarter, 
indicative of the seasonal pattern. Agri-NPLs 
increase during sowing season, while decrease 
in harvest season. NPLs of the SME sector 
continue to rise at relatively fast pace (see 
Figure 4.1.7). Analysis of NPLs by the end use 
of loans shows that infection is more 
pronounced in working capital finance, where 
they increased by 28 percent over the quarter,  
indicating slackness in turnover of inventories 
and receivables, in the wake of general 
slowdown in business activities.  

Infection ratio of c onsumer finance increased 
with decreasing lending portfolio and increasing 
NPLs. The infection ratio of consumer finance 
portfolio increased by 1.2 percentage points to 
8.1 over the quarter .  

Sector analysis of asset quality confirms the 
changes taking place in the overall portfolio 
structure and infection rate (see Table 4.1.2). 
Among various sectors, NPLs of textile, cement, 
agribusiness, automobiles & transportation and 
Electronics & Transmission of Energy increased 
quite substantially. Most of infected portfolio in 

Table 4.1.1:  Segmentwise Infection of Loans Portfolio 

In percent

Sector

Dec-08 Mar-09 Mar-09

Corporate 8.9           11.5         62.7            

SMEs 15.8         19.6         10.9            

Agriculture 15.8         19.9         4.6              

Consumers 6.9           8.1           10.5            

Credit Cards 5.5           7.0           1.2              

Auto Loans 5.9           6.2           2.7              

Consumer Durables 7.8           10.2         0.0              

Mortgage Loans 7.4           9.0           2.4              

Others 7.8           9.1           4.2              

Commodity Finance 1.4           1.5           6.8              

Staff Loans 1.0           1.1           2.0              

Others 10.0         11.3         2.3              

Total 9.1           11.5         100.0          

Share in total 
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Figure 4.1.7:  Segmentwise Infection of Loans Portfolio 

Sectors Dec-08 Mar-09

NPLs Loans

Textile 14.6       17.9          29.9     19.3    
Elec.& transmission of energy 3.4         6.5           5.5       9.6      
Agribusiness 8.9         11.6          4.5       4.5      
Chemical & Pharmaceuticals 7.7         7.8           2.3       3.4      
Cement 6.6         9.2           2.1       2.6      
Sugar 9.1         9.6           2.2       2.6      
Auto & Transportation 7.5         14.3          2.7       2.2      
Financial 5.4         8.7           1.1       1.4      
Shoes & Leather garments 8.6         8.7           0.5       0.7      
Insurance 0.0         0.6           0.0       0.1      
Individuals 8.7         9.5           11.6     14.2    
Others 8.6         11.0          37.5     39.3    
Total 9.1         11.5          100.0    100.0   

NPLs to laons

Share in 

Table 4.1.2:  Sectorwise Infection of Loans Portfolio 
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cement and electronic sector are concentrated 
among a few defaulting borrowers. The textile 
sector due to its majo r share in loan portfolio 
provided largest increase in the infected 
portfolio. Keeping in view the present economic 
circumstances banks are facilitating the 
promising businesses through 
rescheduling/restructuring of loans; Textile , 
Electronic & Energy Transmission and Cement 
have been the major beneficiary.  

In order to assess the resilience of the banking 
system to adverse movements in credit risk 
factors, lending portfolio has been stress tested 
for five different types of shock s (see Table 
4.1.3).  

The credit shock C-1 leads to reduction in the 
CAR of the system by 2.19 percentage points to 
10.7 percent (See Table 4.1.4). Similarly, by 
tightening the provisions under shock C-2, the 
overall CAR of the banks faces a reduction of 
1.36 percent points to 11.6 percent.  The textile 
sector specific shock C-3 leads to decline in the 
CAR of the banking system by 1.71 percentage 
points. Under stress C-4, the CAR of banks 
marginally declined by 0.71 percentage points. 
The impact of concentration risk shock C-5 is 
the largest on the CAR. The CAR of banking 
sector would decline by 7.4 percentage points 
to 5.5 percent (see Table 4.1.3).  

The overall results of stress shock on the 
banking system show sufficient resilience of the 
banking system except for concentration risk. 
Given the slowdown in economy and business 
environment, banks need to rationalize their 
concentration profile and strengthen the  
vigilance of their large exposures. The results of 
the macro stress testing show a potential for 
further increase in credit risk  in the quarter 
ahead in face of the adverse movements in 
financial as well as economic factors (see 
Special Section: Macro-stress Testing of Credit 
Risk).    

 

Table 4.1.4: Credit shocks

 % point change in 

CARafter Shock 

 Adjusted CAR after 

shock 

Credit Shock C-1 (2.19)                       10.7                        

Credit Shock C-2 (1.36)                       11.6                        

Credit Shock C-3 (1.71)                       11.2                        

Credit Shock C-4 (0.71)                       12.2                        

Credit Shock C-5 (7.37)                       5.5                          

Impact of shocks

Shock

Table 4.1.3: Credit shocks-Descriptions

C-1
15% of performing loans moving to substandard, 

15% of substandard to doubtful, 25% doubtful to 

loss

C-2

Tightening of loan classification i.e. all NPLs under 

OAEM require 25% provisioning, all NPLs under 

substandard require 50% and all NPLs in doubtful 

category require 100% provisioning.

C-3
Deterioration of loans to the textile sector (25%) 

directly downgraded to doubtful category

C-4
25% of consumer loans (auto loans, personal loans 

& consumer durables only)  classified into doubtful 

category. C-5 Default of three largest exposures (Fund Based 

exposures)
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Special  Section  1: Macroeconomic Stress Testing  of Credit  Risk  

 

The macroeconomic stress testing considers the 
risks faced by the banks to be highly dependent 
upon the macroeconomic environment. In case 
of stress testing the credit risk of the banks, the 
Credit Portfolio View (CPV) methodology10 is 
used to (a) forecast the NPL ratio of one future 
quarter, (in this case, future quarter is Jun-09) 
and (b) to construct Monte Carlo simulation to 
stress test various scenarios. The present 
exercise considers NPL to loan Ratio (NPLR) of 
all commercial banks which increased from 9.1 
percent in Dec-08 to 11.54 percent in Mar-09.   

Macro stress testing for Credit risk show that 
under base line scenario, the CPV methodology 
forecast NPL at 12.48 percent of loans for the 
period Jun-09 (See Table 01). The estimates 
show a 98 bps increase in infection ratio over 
the current infection ratio of 11.54 percent. 
Under stressed scenarios for various 
macroeconomic variables, average NPLs to loan 
ratio is estimated to increase to 12.69 percent 
or above for the lending rate (LR) stress 
scenario. Review of the tail events show that  
there is 0.1 percent probability that the NPL 
ratio may worse-off to 15.87 percent or above 
in case of extreme lending rates (LR) shock. 

                                                 
10 For the detailed CPV methodology, see Quarterly Performance Review ï December 2008.  

Baseline

CPI GDP LR

Average 12.482 12.505 12.612 12.687

90 P 13.975 13.98 13.985 14.051

95 P 14.284 14.286 14.363 14.546

99 P 14.883 14.895 14.92 15.059

99.5 P 15.077 15.083 15.102 15.158

99.9 P 15.362 15.399 15.415 15.873

Table 01: Stress Testing Simulation Results (% NPL)
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4.2  Market Risk  

 

Market Risk profile of the banking system is 
dominated by Interest Rate risk  that remained 
somewhat subdued during the quarter under 
review. With easing out of the liquidity stress, 
the yield curve started shifting downwards and 
reached around the level of Jun-08 by the end 
of Mar-09. The yield curve after getting 
flattened in short term during Mar-09 quarter 
got inverted by Apr-09, depicting market 
expectations for easing out of interest rates 
(see Figure 4.2.1). Likewise, the PKRV interest 
rate for 3m came down further from 13.5 
percent in Dec-08 to 12.8 percent in Mar -09 and 
afterwards witnessed slight inch up and the 
spread between the short term and long -term 
PKRV rates contracted significantly (see Figure 
4.2.2). 

The changes in term structure of interest rat e 
influence the interest rate risk a great deal if 
there is substantial re-pricing GAPs. The GAP 
position of  banks shows that for the time 
buckets of upto 3 months,  3 to12 months and 
over 1 year buckets, re-pricing GAPs were 
generally within acceptable ranges i.e. +  10 
percent of the total assets. GAPs in almost all 
the time buckets stayed in positive range except 
for Specialized Banks as one of the banks in this 
category has large negative equity, which is 
covered through rate sensitive liabilities (see 
Figure 4.2.3). 

On the Exchange Rate risk front, there was 
depreciation in real exchange rate since Dec-08 
(see Figure 4.2.4). The announcement of IMF 
package kept the USD/PKR exchange rate 
sustainable and PKR stood at Rs80.5 for a dollar 
as on March 31, 2009. In post quarter  weeks 
rupee-dollar parity stays close to Rs80.6. As 
banksô net open position largely remained 
positive during the quarter, there had been an 
overall positive effect on the earnings of the 
banks and the exchange rate exposure of banks 
remained subdued (see Figure 4.2.5).  The 
stress test results also endorse the fact that 
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changes in exchange rates will have marginal 
impact on the solvency of banks.  

Equity price risk of a bank is primarily driven by  
its exposure in the equity  market. During the 
quarter under review, capital market recovered 
significantly, thus enlivening the investor 
confidence. Accordingly, equity exposure of the 
banking system (including investments in fully 
paid up shares both in listed and unlisted stocks 
but excluding the subsidiaries and associates) 
increased to Rs56.0 billion by the end of Mar-09 
(see Figure 4.2.6). Investments in terms of 
banksô equity (net worth) also recovered to 9.4 
percent after experiencing decline in Dec-08 
(7.9 percent) and Sep-08 quarters (8.1 
percent). Group wise, LPBs continued to 
dominate the equity exposure with equity 
investment of Rs49.3 billion, followed by PSCBs 
with Rs5.3 billion exposure.  

Disaggregated analysis indicates that top 5 
banks (holding around 52 percent of the total 
banking assets), also hold 52 percent of the 
total equity investment s (see Figure 4.2.7). 
Further 23 out of 40 banks have exposures of 
less than 5 percent in terms of their equity (see 
Figure 4.2.8). With only 7 banks having equity 
exposures of more than 15 percent, the 
exposure of the banking sector remains in 
comfortable range. 

To examine the resilience of the banking system 
to changes in the Market Risk profile, it has 
been stressed for eight different kinds of shock 
(see Table 4.2.1). The stress test results for the 
Market Risk show that banks have strong 
capacity to withstand the adverse movements in 
market risk factors. 

Increase in interest rates by 500 bps under 
shock IR-1 would reduce the CAR of the banks 
by 2.0 percentage points to 10.9 percent. 
Similarly, the shift in yield curve under shock 
IR-2 would impact the CAR of the banks by 0.8 
percentage points to 12.1 percent. 

The exchange rates shocks ER-1 would reduce 
the CAR of banks by 0.05 percentage points. 
However, in shock ER-2, the CAR of the banks 
increases by 0.05 percent, indicating that banks 

PSCBs LPBs FBs CBs SBs All Banks 

Actual Exposure 5.3 49.3 0.2 54.8 1.2 56.0

Exposure to Capital (RHS) 4.5 11.1 0.5 9.2 -33.9 9.4
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are holding foreign currency denominated 
liabilities slightly higher than foreign currency 
assets.  However under the combined exchange 
rate and credit risk shock ER-3 the CAR of the 
banks reduces by 0.30 percentage points to 
12.6 percent (see Table 4.2.2).  

Different equity price shocks will be having 
maximum impact of around a percentage point 
on the CAR. Under the equity price shocks EQ-
1, EQ-2 and EQ-3 the CAR of the banks falls by 
0.53, 0.62 and 0.71 percentage points, 
respectively.  

The stressed CAR of the system at 12.2 
percent, after 70 percent decrease in the equity 
prices, signify that banking sector is safely 
placed to absorb such type of extreme shocks. 

 

IR-1 Increase in interest rates by 500 basis points

IR-2 Shift coupled with flattening of the yield curve by

increasing 500, 300 and 200 basis points in the three

maturities respectively

ER-1 Depreciation of currency exchange rate by 25%

ER-2 Appreciation of currency exchange rate by 25%

ER-3 Depreciation of PRs against all currencies (25%) and

deterioration of un-hedged FX loans

EQ-1 Fall in the equity prices by 50%.

EQ-2 Fall in the equity prices by 60%.

EQ-3 Fall in the equity prices by 70%.

Table 4.2.1: Stress Tests - Market Risk

Interest Rate Shock

Exchange Rate Shock

Equity Price Shock

% point change in CAR 

after Shock

Adjusted CAR after 

Shock

IR-1 -2.02 10.9
IR-2 -0.85 12.9
ER-1 -0.05 12.9
ER-2 0.05 13.0
ER-3 -0.30 12.6
EQ-1 -0.53 12.4
EQ-2 -0.62 12.3
EQ-3 -0.71 12.2

Shock

Table 4.2.2: Impact of Shocks
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4.3 Liquidity Risk  

 The liquidity situation has been gradually 
easing out since the liquidity shortage in the 
second half of 2008. As the deposit has 
registered significant increase since then, the 
deposit to M2 ratio has improved. However, 
during the quarter under review, deposit base 
remained stable, and its share in M2 remained 
more or less intact at Dec-08 levels (see Figure 
4.3.1). 

During the quarter, fund based liquidity of the 
system improved due to change in asset 
structure (see section: Assets and Funding 
Structure) in favour of investment in marketable 
govt. papers. Accordingly, the key liquidity 
indicators viz. ADR (ERF adjusted) came further 
down to 67.5 percent and liquid assetsô share in 
total assets improved to 30.5 percent (see 
Figure 4.3.2). Further, the regulatory liquidity 
reserve maintained by banks gradually 
improved to 37.1 percent by end of April, 2009 
(see Figure 4.3.3). Liquidity profiles of individual 
banks also further improved during Mar-09 
quarter. At end of the quarter under review ,  
only one bank was non-compliant with CRR and 
another with SLR.  

The Government securities especially the short-
term govt. papers (MTBs) in different 
investment categories represent the fund-based 
liquidity available within the banking system. 
The MTB holdings have increased by 19.4 
percent in Mar-09, mainly in HTM and AFS 
categories. MTBs in the AFS category increased 
by 2 percentage point to 93 percent (see Figure 
4.3.4), while HFT category decreased by 2 
percentage point to reach 3 percent.  The share 
of HTM remained at 4 percent for this quarter. 

Monitoring the marketôs liquidity position on 
regular basis, SBP adjusts its injections and 
mopȤups of liquidity through open market 
operations (OMOs). During most part of the 
quarter SBP was gradually mopping up the 
liquidity that had been consciously left in the 
market to address the effects of liquidity 
pressure in October 2008. However, since late    
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Mar-09 to end of Apr -09, SBP injected around 
Rs290 billion on net basis (see Figure 4.3.5). 
Although the effects of the volatile liquidity 
situation during the previous two quarters have 
largely eased off, GAPs between the maturity of 
assets and liabilities are still relatively higher . 
Group wise analysis indicates that PSCB, FBs 
and SBs were carrying significant gaps of more 
than ten percentages of total assets in different 
maturity buckets. LPBs, which have been 
exhibiting good liquidity management  for the 
last two quarters, suffered this time around as 
they carried gaps in upto 3 months and over 1 
year time buckets. Consequently, the GAP 
position for all banks has gone beyond the limit 
of + 10 percent in upto 3 months and Over 1 
year buckets (see Figure 4.3.6).  

As mentioned in the last review, there has been 
considerable liquidity in the banking system and 
as a result, KIBOR has been experiencing a 
declining trend during the quarter (see Figure 
4.3.7). SBP announced reduction in the discount 
rate by 100 bps on April 20, 2009, bringing it 
down to 14 percent. Since then, interbank 
lending rates have increased in the following 
weeks due to increased credit demand for 
commodity operations. Moreover, this 
phenomenon highlights the gradual 
normalization of market and the tendency on 
the part of interbank lending rates to rationalize 
vis-à-vis discount rate. Further, banks have 
been opting cautious lending approach, owing 
to the economic slowdown and heightened 
credit risk. 

The stress tests results of Pakistani banks 
continued to remain reasonable for the quarter 
ending Mar-09. Liquidity of the banks is 
assessed by calculating net cash flows (cash 
inflows minus cash outflows) of banks after 
assuming certain level of daily deposit 
withdrawals and generating cash inflows by 
converting 80 percent of liquid assets and one 
percent of non-liquid assets into cash. This 
shock assumes withdrawal of customer deposits 
by 2 percent, 5 percent, 10 percent, 10 percent 
and 10 percent for five consecutive days, 
respectively. (see Table 4.3.1). 
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The results show that none of the banks 
becomes illiquid after two days of withdrawal. 
However, after three days of the consecutive 
withdrawal, only 1 bank would become illiquid. 
However, after the consecutive 5 days 
withdrawal of deposits, 6 banks would become 
illiquid. 

 

Table 4.3.1: Liquidity Shock

3 days 4 days 5 days

L-1
Withdrawal of customer deposits by 2%, 5%, 10%, 10% and 10% for five 

consecutive days respectively.
1 3 6

becoming Illiquid after Shock

Number of Banks 




