Banking Sector

Developments
February 2019

Release date: 19 June 2019

Feb-19 Jan-19 Dec-18 Nov-18
Deposit rate (%)* 1.902 1.882 1.897 1.979
Lending rate (%)* 8.287 8.092 8.122 8.094
Total Deposits (TSm) 622.4 631.5 624.9 613.6
Total lending (TSm) 483.7 482.8 479.9 469.9
New commitments (TSm) 13.9 13.2 14.1 22.4
Broad Money (TSm) 589.0 598.3 605.3 592.3

*Weighted Average calculated as a function of interest rate and volume of deposits and loans

Lower foreign reserves further decreased broad money

Lending

The total banks’ lending for February 2019, slightly
grew over the month and year by 0.2% (50.9 million)
and 10.1% (544.2 million) respectively to $483.7
million. These resulted from an increase in lending
to both businesses and individuals.

Similarly, the non-bank financial institutions loans
also expanded over the month and year due mainly
to its easy access for individuals. The government
on-lent loans was however declined further in
February 2019.

Business lending

Business loans increased over the month and year to
February 2019, by 0.1% and 12.8% respectively. The
monthly rise was contributed mainly by higher
lending to private sectors such as manufacturing,
agriculture and distribution sectors.

The annual rise in business loans were mainly for the
public enterprises, transport, construction and
agricultural sectors, which further indicates growth
in these sectors coupled with various domestic and
economic activities during the year. The rise in
construction loans coincided with the 5.1% increase
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in construction imports. Business lending (including government on-lent loans) rose by $18.5 million
(12.2%) over the year reflecting more business loans offsetting repayments of government on-lent

loans.
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Household lending
Household loans rose by 0.2% ($0.6 million)
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Non-performing loans

Table 1: Lending Balances (including new c i )

The non-performing loans improved over

Level as at Change over the last: Shares of H H
b9 TS Fab limonth Lyew ot February 2019, due mainly to improvements
TOPm__ TOPm _ TOPm 1% % % in non-performing loans of the transport
Lending, banks 4837 428l 4395 02 101 wo sectors, professional & other services
Household 260.8 260.2 242.6 0.2 7.5 53.9 . . .
Business* me s 193 o1 e wo Sectors, the distribution sectors and also the
Other 03 03 09 100 627 ' Government Development Loans issued to
Lending, banks and other 654.8 6531 5920 03 106 wo the fisheries, agricultural, and distribution
Household 3826 381.2 343.9 0.4 11.2 58.4
Business ms e g4l o1 04 uns sectors. As a result, the share of non-
Other 03 03 o % performing loans in total loans declined from
New commits, banks 13 132 88l 48 578 vA - 3.8% last month and 3.9% February last year
Undrawn comm'ts, banks 0.0 19.7 169 -100.0 -100.0 N/A o .
Implied repay'ts, banks 00 42 68 1000  -1000 va to 3.6% this month.

* Method for calculating these series was updated in August 2014, resulting in revisions to the full history of data
Sources: SPBD; RFB; MOFNP; Banking system

Deposits

The banks’ total deposits over the month of February 2019 fell by 1.4% ($9.1 million) to $622.4
million, underpinned by lower time and demand deposits outweighing the rise in saving deposits.
The redeeming of matured investments by pension funds and churches largely drove the decline in
time deposits whereas lower government deposits led to a fall in demand deposits. On the other
hand, the continuous savings made by individuals gives rise to the total saving deposits and coincided
with the increased savings interest rates.

Table 2: Deposit Balances

Monthly Annual
Feb-19 Jan-19 Change % Feb-18 Change % Growth
Total Deposits ($ in million) 622.4 631.5 9.1 -1.4 571.4 51.1 8.9
Demand Deposits 280.8 285.8 -5.0 -1.8 242.8 38.0 15.6
Saving Deposits 100.4 98.1 2.3 2.3 83.8 16.6 19.8
Time Deposits 241.3 247.5 -6.3 -2.5 244.7 -3.5 -1.4

Sources: Banking Systems; NRBT

Annually, the banks’ total deposit increased as a result of higher demand and saving deposits. This
outweighed the decline in time deposits. The increased demand deposits were mainly contributed by
increased deposits from public enterprises and private sectors while most of the saving deposits were
again made by individuals. Lower time deposits were due mainly to decline in public enterprises’
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time deposits in which most of these may have converted into and supported the increased demand
deposits. The rise in saving deposits was in line with the increased interest rates and the high
remittances over the year while the lower time deposits coincided with the decreased time deposit
rates.

Interest rate spread
The weighted average interest rate spread

widened in February 2019 to 6.39%, as a result of Weighted Averag:omfrest Rate Spread
a higher increase in weighted average Iending 100 e ates spread —Lending rates —Deposit raes
rates more than the weighted average deposit :E

rates. The higher weighted average lending rate 70

was mostly for the public enterprises, fisheries, ® gg

construction and manufacturing sectors as well as 20

household loans for vehicles and housing. 30

Similarly, the increase in weighted average deposit iﬁ

rates was a result of an increase in saving rates 0.0

followed by the rise in both demand and time feolo  Augle  Feoll Al Febll Mgl febis
deposit rates over the month. Source: Banking System

Table 3: Interest Rates

Weighted average of allbanks The weighted average interest rate spread
Level as at Change over the last? . . .
, ] continued widening over the year, led by a
Share o . . . .
msieesis|  decline in the weighted average deposit rates

Feb-19 Jan-19 Feb-18 [Imonth 1lyear

% % % s bys % while the weighted average lending rates
Interest Rate Spread 639 6.1 58 1748 56.% increased. The increase in the Weighted
Deposits all 190 188 24 201 20483 100 | di t t df high
Derand s N o average lending rates stemmed from higher
Savings 2600 2% 28 3B BB 1 interest rates offered to the public enterprises,
Tem ML 300 3w 16 B0 ¥ agricultural, fisheries, and distribution sectors
Loans all 829 8.09 1.92] 19.49 36.53) 100 , .
Housing 824 e sl 2B uw o as well as households’ housing and other
Other personal e s oumwo 2 0 2 personal loans. The decreased weighted
Business 783 7.80 18 279 39.86 29 d . t t t h t h h d
oter 6 O 4 average deposit rates on the other hand, was
*Method for calculating these series was updated in August 2014, resultingin revision to the full history of data Iargely drlven by |0Wer t|me and demand

Due torounding errors some data may not aggregate precisely

deposit rates.

Sources: Banking Systems; NRBT

Both volumes also increased over the year
despite the contradicting movements in interest rates indicating the high demand to access loans as
well as the excess liquidity available in the banking system for further lending.

Broad money

Table 4: Consolidated Balance Sheet of Depository Corporations

—_ twima___lomwowrmem] [N February 2019, broad money declined further
eb- lan-. eb- montl year
stoem___ storm___stoem xegrowth_xsowthi [y ] 6% ($9.3 million) to $589.0 million,
Broad money liabilities 589.0 598.3 558.2 -1.6 5.5 . . . .
Currency in circulaton 605 631 68 a2 s1 underpinned by the decline in net foreign assets.
Dervand deposits - 217.4 219.9 181.8 -1.1 19.6| . . . . . .
Savings and term deposis s asz o sles) e *?l  This outweighed a slight increase in net domestic
equals . . . .
quemreignassets 4026 so22  ass1| 1o s2| assets mainly on increase credit to private
plus
Net domestic seset. o — o wi sectors. The payments of oil and other imports
Public enterprises 58.3 60.8 52.9 -4.0 10.3] . .
Private Sector _ 4293 wes  aws|  or v/l made during the month lowered the foreign
Other financial corporations 23 23 2.0 0.3 14.9
oter” sess R % reserves and resulted in the decline of net foreign
e s e 0SS S0 s assets. However, over the year, higher net foreign
e Banangsysem ey assets and net domestic assets increased the
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broad money by 5.5% ($30.8 million). The receipt of budget support, cyclone relief, project funds and
more remittances increased the net foreign assets whereas higher credit to private sectors led the
increase in net domestic assets.

Liquidity

Liquidity (reserve money)? in the banking system also fell over the month of February by 1.7% ($5.5
million) to $320.6 million led by a declined currency in circulation due to less demand by the public
indicating winding down of economic activities after the Christmas and new year festivities. A slight
decline in the commercial banks’ exchange settlement accounts (ESA) also supported the trend and
was due mainly to net purchases from the Reserve Bank outweighing the net deposits made to the
Reserve Bank vault. These offset the slight increase in the banks’ statutory required deposits over
the month which was due to the increased deposits last month. The banks’ total loans to deposit
ratio increased to 76.0% from 74.8% last month but still remained below the minimum level of 80%,
indicating excess liquidity in the banking system for further lending.

In year ended terms, the total liquidity in the banking system increased by 7.7% ($23.0 million) due
to higher ESA balances and statutory required deposits mainly on higher deposits to the Reserve Bank
vault from the commercial banks’ and increased deposits. These coincided with the various events
and economic activities that took place throughout the year.

Outlook

The banks’ prospects for credit growth remains positive hence the Reserve Bank is forecasting a 13%
credit growth for the current financial 2018/19, supported by improved economic conditions, recent
business performances and confidence, and annual (one-off) events that are expected to take place
throughout the current financial year. The level of competition between banks in term of housing
loans coupled with the accommodative monetary policy is expected to utilize the excess liquidity in
the future to encourage lending and support economic activity.

The Reserve Bank will continue to closely monitor the growth across all monetary indicators
particularly credit growth and broad money movements to ensure financial and macroeconomic
stability is maintained and that no overheating will occur in the economy.

! Liquidity in the banking system (reserve money) is a sum of currency in circulation, exchange settlement account balances, and required reserve
deposits.
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