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WOULD INTEREST RATES DECLINE???

Subsequent to the tightening of the monetary stance (figure i) in early 2012, saw the interest rates rise and credit
growth (9.3% YoY in May 2013) slow down. However in a low inflationary environment the CBSL decided to ease the
monetary policy by cutting the policy rates by 25 bps in December 2012 and 50 bps in May 2013 (figure i) in order to
kick start the economy. To further infuse liquidity into the system and to reduce the interest spreads, the regulator
decided to cut the Statutory Reserve Ratio (SRR) by 200 bps to 6% in June 2013. Further CBSL also directed the
banks to cut down the credit card interest rates from 28% to 24% and in July 2013 imposed a cap on penal interest
rates charged on Loans and Advances by Banks, Finance and Leasing Companies (2.0% p.a. for banks and 3.0%
p.a. for finance and leasing companies).

However apart from all these policy measures the fall in market interest rates (figure iv) are still very slow and the
credit growth is rather subdued (figure vi). We believe significant government borrowing from the private sector
(crowding out effect) and weakening of the exchange rate (figure vii) is holding up the interest rates. Therefore credit
demand would not pick up this year as expected but we anticipate the market interest rates to gradually ease off
towards the end of the year.

We forecast banking sector credit expansion to be ¢.15.0% (3.0% cut from the original 18.0% target) in 2013E largely
due to slower decline in market lending rates and rather slow economic activity levels. However we remain bullish on
the sector with its, interest spreads in-tact, sound credit quality, healthy capitalization levels, etc.. and we maintain our
BUY recommendations on Commercial Bank (COMB.N:LKR119.30, COMB.X:LKR94.80), Hatton National Bank
(HNB.N:LKR153.00, HNB.X:LKR110.60), Sampath Bank (SAMP:LKR196.20), NDB Bank (NDB:LKR163.10) and
Seylan Bank (SEYB.N:LKR61.00, SEYB.X:LKR34.70).

Figurei : Policy Rates Figure ii : Rates on Government Securities

% %

13.0 q 19.0

12.5 4 18.0

12.0 1 Tightening of the ; 17.0 1

115 - 9 g ot Relaxing of the 160 |

11.0 - monetary policy monetary policy 150 A

105 14.0

10.0 13.0

9.5 12.0

9.0 11.0

8.5 10.0

8.0 9.0 A

7.5 8.0

7.0 7.0

65 1 6.0

60 —T—H—7J/—™—mM/7m™—"m™/™™ """ :
[cNeloNololoNoNololoNoNoloNoNoloNoNoNoNoNolololoNoNoNoNe) g T T T T T T T T T T T T T T T T T
NAANNAANNANNANNINNNANNAQA NN 2 292 @ 90 0 Q0 9 o o o o NN NN 00
NOANNISINWODANDATNMNILOONDD O - N L) O Q @ Q Q@ o o o o o o o o A o d o o d o
9000000100000 QCQCQRQOOQOOAd4000Q S 558 5 538 553558553865 53
RQEXIQIIESIZARIABIESIIZIEIRENS8Y S <" o0o8<>"08c<>0S8SI<g"0S8 <"
CBSL Repurchase Rate (%) CBSL Reverse Repurchase Rate (%) 3 month T bill rate 12 month T bill rate

Source : CBSL/ TKS Research Source : CBSL/ TKS Research

August 2013, Sri Lanka Equity Research [HE liPage



Figure iii : AWPLR Vs AWDR
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Figure iv : AWPLR Vs Commercial Bank Rates

AWPLR reacting to
policy rate changes

Jul-03

Jan-03
Jan-04

Figure v
%
18.0 ~
16.0 A
14.0 A
12.0 A
10.0 A
8.0 -

6.0 -

4.0

Jul-04
Jan-05

Jan-07 7

Jul-07
Jan-08

Jul-08
Jan-09 7

Source

Jul-09
Jan-10 1

Jul-12

Jan-13 1
Jul-13

Jan-12 7

: CBSL/ TKS Research

: Commercial Bank Spreads

Spreads have narrowed but
still high

Dec-10

Feb-11

Apr-11

Jun-11

Aug-11

Oct-11

Dec-11

Commercial Bank AWLR

Figure vii : Exchange Rate
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C.3% depreciation in 2013
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Figure vi : Private Sector Credit Growth
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Figure viii : AWPLR Vs Individual Bank Rates
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Disclaimer

The information contained in this report is for general information purposes only. This report and its content is copyright of TKS Securities and all
rights reserved. This report- in whole or in part- may not, except with the express written permission of TKS Securities be reproduced or distributed
or commercially exploited in any material form by any means whether graphic, electronic, mechanical or any means. Nor may you transmit it or
store it in any other website or other form of electronic retrieval system. Any unauthorised use of this report will result in immediate proceedings.

The report has been prepared by TKS Securities (Private) Limited. The information and opinions contained herein has been compiled or arrived at
based upon information obtained from sources believed to be reliable and in good faith. Such information has not been independently verified and
no guaranty, representation or warranty, express or implied is made as to its accuracy, completeness or correctness, reliability or suitability. All
such information and opinions are subject to change without notice. This document is for information purposes only, descriptions of any company
or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as, an
offer, or solicitation of an offer, to buy or sell any securities or other financial instruments. In no event will TKS Securities be liable for any loss or
damage including without limitation, indirect or consequential loss or damage, or any loss or damage whatsoever arising out of, or in connection
with the use of this report and any reliance you place on such information is therefore strictly at your own risk.

TKS Securities may, to the extent permissible by applicable law or regulation, use the above material, conclusions, research or analysis in which
they are based before the material is disseminated to their customers. Not all customers will receive the material at the same time. TKS Securities,
their respective directors, officers, representatives, employees, related persons and/or TKS Securities, may have a long or short position in any of
the securities or other financial instruments mentioned or issuers described herein at any time and may make a purchase and/or sale, or offer to
make a purchase and/or sale of any such securities or other financial instruments from time to time in the open market or otherwise, in each case
either as principal or agent. TKS Securities may make markets in securities or other financial instruments described in this publication, in securities
of issuers described herein or in securities underlying or related to such securities. TKS Securities may have ently underwritten the securities of an
issuer mentioned herein.
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