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315t Aug 2021 — 315 Oct 2021 (2 months)
Bond Market spikes 200-250bps
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Overall Yield Curve Movement

13.00% Interest Rate Change (bps)

Tenure  31-Oct-21 30-Sep-21 Change (bps) 31-Aug-21 Change (bps)

12.00%
3M 7.80% 6.95% 85 5.78% 202
11.00% 6M 8.38% 7.05% 133 5.90% 248
10.00% 1Yr 8.65% 7.18% 147 6.00% 265
5.00% 2 Yrs 9.08% 7.90% 118 6.90% 218
3Yrs 9.25% 8.60% 65 8.10% 115
8.00% AYrs 9.95% 9.13% 82 8.50% 145
2.00% 5Yrs 10.50% 9.40% 110 8.65% 185
¢ 00% 6 Yrs 11.10% 9.60% 150 8.85% 225
7Yrs 11.55% 9.85% 170 9.05% 250
5.00% 8Yrs 11.60% 10.10% 150 9.15% 245
4.00% 10 Yrs 11.80% 10.35% 145 9.38% 242
< 12Yrs 11.88% 10.45% 143 9.50% 238
QS 'f\é %*é v& ‘5\{, ‘o*é ’\"\é %*é@& o é@é@é 15 Yrs 12.10% 10.55% 155 9.75% 235
-0-31-Aug-21  -@-31-Oct-21  -0-30-Sep-21 20Yrs 12.23% 10.90% 133 10.00% 223
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Recap: Mid-Year Outlook — Sep 2021
Fixed Income Health Expectations
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Fixed Income
:_'. Health Score

As at Oct 2021




FI Economic Health Score — Oct 2021

Primary indicators on a downtrend while secondary criteria holds steady.....

Economic Health Score _ 27
[Oct 2021] —

[As against 27 in Sep 2021 &
Source: First Capital Research 60 in OCt 2020 (1 Year ago)]

Nov 2021 FIRST CAPITAL RESEARCH 7



Changes to Health Score — Primary Criteria

]
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Foreign Reserves

Foreign reserves
recorded at USD
2.6Bn for Sep 2021
and further
deteriorated to USD
2.3Bnin Oct 2021.

Nov 2021

00/15

Liquidity
Liquidity level was
highly volatile and
recorded above LKR
-100.0Bn towards
the latter half of the

month and closed at
LKR -142.85Bn.

00/15

Inflation

CCPl increased to
7.6% in Oct 2021,
exceeding the CBSL's
and FC Research’s
targeted range of
4%-6% and 5%-7%
respectively.
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00/10

Foreign Activity

Foreign Investment
in Govt. securities
remains below LKR
5.0Bn.

00/10

1
03/10

Credit

Private sector credit
recorded a moderate
increase of LKR
29.1Bn for the
month of Sep 2021.
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10/10

CBSL Holdings

CBSL holdings
remained above LKR
1400.0Bn.

10/10




Changes to Health Score — Secondary Criteria W8

00/05

Rating Outlook

S&P has placed Sri
Lanka as Negative
outlook while
Moody’s
downgraded Sri
Lanka's debt
rating to 'Caa2’ from
'Caalin Oct 2021.

00/05

Nov 2021

00/05

External
Environment

Foreign exchange Trade deficit
market remains recorded at USD
volatile, USD/LKR has 586.0Mn in Aug 2021

BOT & BOP

depreciated by 8.9% with deficit
till end of Oct 2021. expanding
significantly on a YoY
basis.

00/05
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04/05
Political Risk

Political stability is
maintained.

04/05

&~

]
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Investor Confidence

The BCl recorded an
increase of 07 points

to 111 in Oct -6
points up than the

12M-average for the

1st time since Apr.

03/05



FI Health score
further
deteriorates as

IMF support is
delayed

Nov 2021
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First Capital Fixed Income Health Score

Previous

expectation for 6 months delay
IMF support

Delayed IMF
support
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3.0 Weakening Outlook

FIRST CAPITAL RESEARCH 11




Massive pressure on inflation
..but primarily led by Cost Push Inflation
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CBSL raises policy rates in Aug-21 nearly after three years
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In addition to the 50bps policy
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e Fed's New Dot Plot Fed holds rates steady
OFOMC members' dot projections for meeting date 09/22/2021 b ut ta pe ri ng Of bo n d

100« © FOMC dots median

Fed funds futures - Latest value b uyi ng to expect Soon
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. : The Federal Reserve on 22" Sep held
s benchmark interest rates near zero for the

T 12th straight session but indicated that rate
v hikes could be coming sooner than expected.

4
Along with those largely expected moves,

officials on the policymaking Federal Open
Market Committee indicated they will start
pulling back on some of the stimulus the
central bank has been providing during the
financial crisis. There was no specific
indication, though, as to when that might
happen.
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If progress continues broadly as expected,
OQIY) the Committee judges that moderation in
' the pace of asset purchases may soon be
. ..0000000”[‘“"'0 00000OMS Warranted.

Projection Year tnd

Source: Bloombery
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4.0 New Recommendation
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Nov 2021

Broader view: Bond yields
to extend the surge

“Sri Lanka's foreign reserves recorded at USD 2.3Bn in Oct
2021 and is expected to further de/olete as a result of
approximately USD 7.0Bn outstanding loan payments for the
next 12 months.

Depleting foreign reserves, rising foreign currency debt
repayment requirements, and restricted market funding
sources are projected to put more pressure on yields in
2H2021E. Accordingly, we maintain our forecast that 1 more
rate hike is possible in 2H2021.

The severely poor economic indicators in 1H2022 may push
the Monetary Board to tighten monetary policy even more
?ﬂgogsz a result, we anticipate two further rate rises in

In light of the weaker economic conditions, we believe bond
yields are picking up at an accelerated pace and expect it to
move higher over upcoming montbhs.
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Introducing Bond Yield Expectations
...with the assumption of some IMF support at least beyond 1Q2022

Bond Yield band expectations advanced by 12 months in the current no IMF environment...

13.0%

12.5%

12.0% Compared 1Yr 12.0% - 13.0%
1.5% O to 2H2021 12.0%
11.80% 1Yr - 5Yr and 11.5%
‘ 11.0% 1Yr - 10Yr 105 5Yr 15.0% - 16.0%
10.0% - spreads has —
s 10.50% been raised
D by 50bps — 10Yr 16.0% - 17.0%
9.0%
o
8.65%
1Yr 5Yr 10 Yr 1Yr 5Yr 10 Yr
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Yield Curve Recommendation

14.0% Current

Tenure . Recommendation
Yield
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15-Nov-23  2Y Short 9.08% SELL
01-Dec-24 3Y Short 9.25% SELL
15-Oct-25 4Y Mid 9.95% SELL
01-Aug-26 5Y Mid 10.50% SELL
15-Aug-27 6Y Mid 11.10% SELL
01-Sep-28 7Y Mid 11.55% SELL
01-May-29 8Y Mid 11.60% SELL
15-Mar-31  10Y Long 11.80% SELL

15-Jan-33 12Y Long 11.88% SELL

<3M <6M 1Y 2y 3Y 4y S5Y 6Y 7Y 8 10Y 12y 15Y 20Y 15-Mar-35 15Y Long 12.10% SELL
s 1H2022E Low Band = = = Mid Band High Band e Prevailing Rate 01-Jan-41 20Y Long 12.23% SELL
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Source: First Capital Research
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Disclaimer

This Review is prepared and issued by First Capital Holdings PLC based

on information in the public domain, internally developed and other sources,
believed to be correct. Although all reasonable care has been taken to ensure
the contents of the review are accurate, First Capital Holdings PLC and/or its
Directors, employees, are not responsible for the accuracy, usefulness,
reliability of same. First Capital Holdings PLC may act as a Broker in the
investments which are the subject of this document or related

investments and may have acted on or used the information contained in this
document, or the research or analysis on which it is based, before its
publication. First Capital Holdings PLC and/or its principal, their

respective Directors, or Employees may also have a position or be otherwise
interested in the investments referred to in this document. This is not an offer
to sell or buy the investments referred to in this document. This Review may
contain data which are inaccurate and unreliable. You hereby waive
irrevocably any rights or remedies in law or equity you have or may have
against First Capital Holdings PLC with respect to the Review and agree to
indemnify and hold First Capital Holdings PLC and/or its principal, their
respective directors and employees harmless to the fullest extent allowed by
law regarding all matters related to your use of this Review. No part of this
document may be reproduced, distributed or published in whole or in part by
any means to any other person for any purpose without prior permission.
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‘Successful Investment Is About Managing Risk...

First Capital Holdings PLC
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