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Governor's Message

Financial stability refers to the resilience of the financial system to unanticipated adverse
shocks, which enables the continued smooth functioning of the financial intermediation
process, It is gaining increasing importance in the policy formulation, implementation and
supervision areas of Bangladesh Bank (BB). BB employs a variety of macroprudential tools
and actions in addition to microprudential measures for maintaining financial stability.
Publishing the Financial Stability Report on a periodic interval is one way through which BB
conveys its assessment about financial stability.

This is the second issue of the Financial Stability Report. It outlines the risks which affect
individual institutions or the financial system &s a whole that could eventually disrupt the
cconomy of Bangladesh. The report outlines the major trends in the banking industry with
respect to their impact on financial stability, taking into account the fact that banks are at the
hub of the credit intermediation process between savers and investors and provide critical
services to different stakeholders, and that the strength and resilience of the industry is the
foundation for sustainable economic growth. This report also reveals trends in the growth and
development of non-bank financial institutions (NBFls), considering their importance in
financial stability. Although macroprudential supervision is a practice still under development
in much of the world, it is noteworthy that in recent months BB has issued revised risk
management guidelines for banks and stress testing guidelines for WBFIs; published the first
issue of the Financial Stability Report, created the Financial Stability Department, and
initiated the implementation of two of the Basel IIT liquidity framework metrics with a view
to addressing systemic risks and increasing the resilience of the financial system to withstand
different endogenous and exogenous shocks. More work is needed, even in the advanced
industrialized economies, and BB is committed to puiting in place a regime of
macroprudential supervision that tailors the best and the most relevant tools and practices
available to meet the needs of our growing cconomy and financial sector.

I hope that the key participants of the financial system and other stakcholders, inside and
outside Bangladesh, will get important insights from the Report that could heighten risk
awareness among them and better understand the financial sector’s preparedness to withstand
and adapt to possible shocks.

—Jﬂ:&i

D, Atiur Rahman
Governor






Deputy Governor's Message
h

The global financial melidown, commencing in August 2007, caused considerable pain and
expense for a major part of the world, The efficacy of policy tools and their applications in
managing svsternic crises were challenped. These almost inevitably compelled the policy makers
and financial sector supervisors to revisit their policy choices, A good number of them is now
placing emphasis on maintaining systemic stability.

Bangladesh, though, suffered little from the crisis, but in no way can it remain complacent, as the
chance of future vulnerabilities can never be ignored. With financial systerns becoming more and
more complex and the global financial system being more interconnected, such apprehension is
plausible and understandable.

Macroprudential approaches to maintaiming financial stability, as complement to  their
microprudential counterparts, are gaining increasing importance. Meedless to say, a financial system
is deemed to be stable if it fulfills its functions and is able to withstand the shocks to which it is
exposed.

Bangladesh Bank, taking into account the actions of a number of advanced countries as well as iis
developing peers, commenced publishing the financial stability report on a peniodic interval, This is
the secomd issue; the first one was published in October 201 1. The major motivations behind this
report are creating risk awareness among the stakeholders, mforming them of ongoing
vulnerabilities in the fimancial system as well as preparing them fo withstand and adapt to plansible
shocks, both endogenous and exogenous.

This report places increased emphasis on identifying and analyzing the risk and fragilities in the
financial system of Bangladesh i addition to revealing major trends and developments in the
financial sector, It provides eary warnings o different economic agents of the perils of unplanned
growth and unpredictable policy shifts. It also reveals the developments in the macroeconomic and
external enviromiment,

I hope that all the stakeholders will get important insights from the report, which will pave their
way toward building a more resilient and prospective macroeconoric environment in the country, 1
also hope that every entity within the financial system will benefit from the report and will be able
to contribute to the maintenance and enhancernent of financial stability of Bangladesh.,

We must all look forward and work towards building a stronger financial system that will reinforce
the Bangladesh economy against an unceriain world and Lift the fortunes of Bangladesh.
Lastly, I would like o thank the officials of different levels who made the endeavor of publishing

this report a success. / ~
_c}#g;f;?; =

Shitangshu Kimer Sur Chowdhury
Deputy Governor
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Chapter 1 Overview

Bangladesh financial system consists of banks, non-bank financial institutions, specialized
financial institutions, insurance companies, stock exchanges, micro finance institutions and
cooperative banks with their regulatory and supervisory authorities. There were no significant
changes in the structure of the financial system of Bangladesh during CY11.

Banking sector
BDT 58749 billion as of end-December 2011. It grew significantly im CY1]1 compared to the
previous year. The growth was broad-based as most of the income-eaming assets registered a

positive growth. The share of loans and advances was the largest among asset items: the
major portion of the banking sector assets was deployed in loans and advances.

Compared with other countries, the banking sector was not concentrated, which contributed
to Onancial sector stability in CY 11, The concentration ratios of the top 5 banks and top 10

banks within the total assets were not much higher. On the other hand, a moderate
concentration was recorded in the loan distibution across sectors.

The banking sector’s classified loans ratio slightly declined in CY'11 compared to that of the
previows year. The bulk of classified loans were bad. The adverse effect on bank balance
sheets arising out of high classified loans remained a major concern for the monetary
authority. Pertinently, classified loans were widely shared by banks. Additicnally, a
considerable amount of adversely classified loans were written off from the books during the
vear and there was a notable provision surplus at end-December 2011.

Deposits were the largest source of extermal funds in the banking sector, accounting for a
lion's share of the total liabilities as at end-December 2011, The major portion of the deposits
was urban; total deposits were dominated by term deposits which is good for financial
stability.

A sipnificant portion of banking sector deposits is insured under the deposit insurance
scheme, The percentage of insured monetary amount of deposits slightly increased in CY11,
though the number of larpe depositors increased. The percentapge of depositors that were fully
insured decreased somewhat, but still indicated a comprehensive safety net for small
depositors, who make up the vast majority of total depositors.

Interest rate spreads have on average slightly increased in December 2001 from that in
January 2011. They continue o remain high for Foreign Commercial Banks (FCBs), whose
average spreads are almost double than that of other banks, necessitating closer monitoring
and actions to further reduce these spreads.

Banking sector operating profits increased notably in C¥1 1; howewver, the net profit decreased
considerably. Banking sector return on assets and return on equity dropped parallel to the
declining net profit. This drop in aggregate profitability was widespread throughout the
aystem- meaning many banks had a drop in profitability, though a good number of banks did
manage to go against this trend. Net interest margin recorded a slight decline which adversely



affected the banking sector's profitability. Asset tumover ratio recorded a slight decline,
which along with the fall in the net interest margin was instrumental in the decrease in
profitability ratios.

Banking sector non-interest expenses to total income increased marginally in CY11,
attributable o proporiionate decrease in folal operating income compared (o operating
expenses. Deposit and lending rates recorded a significant increase during January 2011 to
December 2011, despite persistent efforts of BB to encourage the banks to reduce the overall
level of interest rates to reasonable levels to facilitate investment and growth. The spread
between advance and deposil rates also increased, which indicates the persistence of a high
spread during CY'11.

The banking industry became increasingly complisnt with the Basel 11 capital adeguacy
framework. The major portion of the banks (91 percent) was able to maintain the minimam
required capital adequacy ratio (CAR), A lion's share of the banking aszets was with the CAR
compliant banks, which could be treated as an indicator of financial soundness of the banking
industry. What is more, most of banks maintained the minimum ter-1 ratio, indicating that
banks are becoming increasingly compliant with the purest capifal ratio commensurate with
the regulatory requirement in CY11. This trend also implies improvement in the financial
soundness of the banks as well, However, in terms of a cross-country scenario Bangladesh
still has a long way to go, as the industry CAR of the country is still far below than that of
some South Asian countries, namely India, Sri Lanka and Pakistan.

Free capital of the banking industry was in a rising trend during the last couple of years
implying that the amount of capital available to absorb losses was in an increasing trend.
While a majority of the banks maintained a leverage ratio (equity/total assets, not risk-
weighted) higher than 5 percent in CY 11, the distribution of the leverage ratio indicates that
there is still further room for the banks to improve their financial soundness in terms of this
indicator.

The interbank money market faced liquidity stress throughout the CY 11 that was camed over
from CY10. This was due to high government borrowings and a slower rate of increase in
savings from the households due to high inflationary pressure. However, activities quickly
returned to a business-as-usual situation with supportive measures taken by the BB and
prudent policies of the financial mstitutions. The recent stress condition of the interbank
market suggests that banks need to monitor their asset-liability mismatch closely while
making financing decisions.

The banking sector credit-deposit ratio (CDR) demonstrated a surge at the beginning of
CY 11, in response to which BB imitiated moral suasion for cooling off a high CDRE and
emphasizing a smooth flow of loans to the most priority sectors of the economy. The overall
CDR at end-December 2011 was at a tolerable level, but investment in the call money market
increased dramatically, indicating some sort of impruodence in the liguidity management of
the banks with possible spillover problems in the interbank market.

Banks muaintained a notable surplus in the Statutory Liquidity Hatio (SLR) as of end
December 2011, BB's instruction to increase the Cash Beserve Ratio (CRR) and S5LE in



December 20010 along with rising impornt paviment and diversion of cash to the stock market
created some temporary pressures in the liquidity market and led to heating of the interbank
liquidity market. However, consequent inferventions of BB let the situation return to
normaley,

High credit growth in CY 11was inseparable from mounting credit risk, as reflected by non-
performing bank loans. The share of RWA assigned 1o credit risk was the dominant portion of
the EWA of the banking system. Credit risk remained the same in terms of its share (o total
risk, but market risk declined slightly compared o those of the previous yvear. A considerable
degree of wolatility in  domestic financial markets during CY11 contributed to  the
increase in market risk for banks, notwithstanding BR's stringent prudential requirements
on various market risk exposures,

The first important source of market risk was interest rate risk, which was primarily driven by
banks' investments in securities and adverse movement in security prices. The second
imporiant source of markel sk was  exchange rate sk, drven primarily by banks®
investments in foreign exchange dealings and adverse movement in exchange rates, in
addition to the direct exposure arising from foreign exchange placements in  different
exchange markets. The third important source of market risk was  equity price risk, which
was primarily driven by banks’ investments in equities and adverse movement in equity
prices, in addition to the indirect exposure from the quanium of bank loans
collateralized by shares.

Banks were constrained not to hold shares in excess of 10 percent of their total liabilities in
CY 11, Im terms of banks™ liabilities, at the end of December 2011, the aggregale exposure was
3.3 percent as against the ceiling and no bank had its exposure in excess of the 10 percent.

The share of RWA assigned to operational risk accounted for a smaller part (only 9 percent)
of the total RWA of the banking system. Lack of sophisticated techniques and insufficient
data on actual loss events aggravated the challenges faced by the BB and banks for managing
operational risks. Although banks are maintaining capital for operational risk according to the
basic indicator approach under Basel II, the difficulty of going from a series of isolated,
infrequent operational incidents o a comprehensive capital charge is a source of concern for
both the banking sector and the central bank.

Credit ratings have served as an informational tool to facilitate the predictions of the investors
that certain debt would be repaid by the obligor. The SEC so far has permitted 8 companies
for operating as a Credit Rating Company.

The risk absorbing capacity of banks was found fo be high at end December 2011 as
suggested by the results of stress tests, The first round stress test results indicate that the
banking industry is resilient when minor shocks are applied. Results also suggest that credit
risk is the most dominant risk factor in terms of its impact on CAR. The banking industry was
found to be fairly resilient in the face of various market risk shocks namely interest rate,
exchange rate and eguity price movements. The CAR of none of the banks would be
impacted under the market risk shocks except for the 4 banks with their pre-shock CARs
already below 10 percent. The combined application of credit and market shock results in a



minor decline in overall CAR. It is noteworthy that a liquidity shock was found to have a
substantial impact on the banking sector.

Islamic banks

Islamic banks in the banking sector demonstrated a remarkable growth in CY11. The
expansion of the Islamic banking network was also impressive. As a proportion of the owverall
banking industry, the combined share of Islamic banks (excluding Islamic banking
branches/windows of conventional banks) was around 16 percent in assets, 18 percent in
investments (loans), 17 percent in deposits, 13 percent in equity and 16 percent in liabilities as
of end-December 2011.

The key financial indicators reflect a healthy financial position and intense potential for
future expansion of Islamic banks. Islamic banks managed healthy earnings in the form of
profit income, which is a major contributor to their profitability, During CY11, Islamic banks
contributed around 15 percent of the total profit of the banking industry. The profit income to
total assets ratio of Islamic hanks was slightly lower than that of the industry average. On the
other hand, the non-profit income to total asscts ratio was slightly lower than 2 percent as
compared to the industrial average, representing comparatively lower income from off-
balance sheet items. Return on assets (ROA) of the Islamic banking industry was slightly
lower than that of the overall banking industry while the return on equity (ROE) was slightly
higher, as the earnings of Islamic banks became higher compared to their sguity position.
This may reflect the slightly lower capitalization of the Islamic banks in the aggregate,
because of the negative equity of one problematic Islamic bank under a reconstruction
scheme of Bangladesh Bank.

Islamic banks complied with their SLE requirements in C¥11. The investment-deposit ratio
(IDR) of full-fledged Islamic banks was somewhat above the recommended maximum level
of 90 percent. Given the minimum capital requirement (MCR) of 10 percent under the Basel-
Il accord for CY11, the significantly higher capital adequacy ratios (CARs) of 5 Islamic
banks indicate both the financial strength and proper compliance of MCR of the banks. The
stronger capital base ensures that Islamic banks are prepared to meet various kinds of shocks,
il s0 arose.

Islamic banks' classified investments (loans) to total investments ratio showed a relatively
good position as comparcd with the overall banking industry in CY11. The onslaught of
classificd investments hit the conventional banks harder than the Islamic banks in CY11,

MNon-bank financial institution (NBFT)

The non-bank financial institutions (WBF1s) sector represents one of the most important parts
of the financial system in Bangladesh. In CY11, banks were one of the major sources of
funding of the NBFIs, either directly or indirectly. Banks were also major investors in
bonds/debentures issued by NBFIs.



MNBFIs' capital and assets increased considerably in CY11 compared to that of the previous
vear. The rise in capifal reflecis a healthy financial base of the MBFls. In CY11, a major
portion of NBFI funds was deploved in term fimancing. Additionally, there was no provision
shortfall against non-performing assets among the NBFIs during the vear.

NBFIs" after-lax profits showed a continuous growth over the last 3 vears; major portion of
income was generated from term finance while interest on deposits was the major outlay in
total expenses. On the other hand, profitability ratios (ROA and ROE) have shown a
decreasing trend over the last 3 years due to a relatively higher growth in the amount of total
assets and sharcholders® equity compared to the increase in after-tax profits. Furthermore, as
of December 2011, the NBFIs were compliant with CRR and SLE.

Sensitivity analyses on the NBFIs, based on 31 December 2011 data, reveal that the sector is
resilient when minor shocks are applied; the industry CARs do not fall below the minimum
required level in response to some specific shocks or an overall combined shock at *minor
shock” level.

Capital Market

The capital market faced some stress situations in CY'11. The Dhaka Stock Exchange (DSE)
general index dropped by 57.9 percent during the 02 January (o 29 December 2011; however,
it showed an increasing trend over the last two months of 2011,

During CY 11, market capitalization was highest on 02 Jamopary 2011 and dropped to the
lowest on 15 MNovember 2011. The price eamnings ratio (P/E) of DSE, depicting the
relationship between market valuation of a company’s shares and the eamings of the
company recorded a significant decline in December 20011 compared to that in December
2010 due to a substantial price correction in the market. The weighted average P/E ratio of
the banking sector was slightly lower than that of the financial institutions.

Capital market capitalization, as measured by the Herfindahl-Hirschman Index, was not too
heavily concentrated in a few sectors at end-December 2011, However, the financial sector
(including banks, financial institutions, insurance and muiual funds) accounted for nearly half
of total market capitalization, while the manufacturing sector accounted for almost a one-
fourth share as of end-December 2011, Banks held the highest share of total market
capitalization. The short-term higher profit of the financial sector, combined with the
continuing need of the growing sector for additional capital, convinced investors to invest
more heavily in the [inancial sector than in real sectors.

In CY11, DSE turnover reached the highest peak in July 2011, and turned down to the lowest
in December 2011. The financial sector dominated the total DSE turnover in December 2011.
Banks® turnover was the highest in the overall sector.

Throughout the year 2011, the capital market was in a bearish trend duc to a8 massive price
correction that was started in December 2010, The Government of Bangladesh, Ministry of
Finance, Bangladesh Bank, Securities and Exchange Commission, Dhaka Stock Exchange,
Chittagong Stock Exchange, Investment Corporation of Bangladesh, and other stakeholders



have taken various steps to bring back the stability of the market, which led to a positive
trend in the market at end-December 200 1.

The payment and settlement systems remained resilient and continued to operate smoothly
throughout the CY'11, contributing to the stability of the financial system. The Bangladesh
Automated Clearing House (BACH) started automated chegue clearing from 07 October
2010, All the 7 clearing regions in major cities, namely Chittagong, Rajshahi, Khulna, Bogra,
Rangpur, Barisal and Sylhet, have been connected with the Dhaka Clearing House from 25
Oetober 2011, Almost 90 percent of all the clearing instrumenis are now being processed
through the automated clearing house. It 15 noteworthy that processing of both high value
(HV) and regular value (RV) ilems increased considerably in CY 11 compared to that of the
previous vear, In the mean time, Electronic Fund Transfer (EFT) has been introduced which
facilitates the banks to make bulk payments instantly, using less paper and manpower, The
Bangladesh Electronic Funds Transfer Network (BEFTM) started with credit transactions in
28 February 2011 and began offering debit transactions from 15 September 2011.

The initiation of mobile banking iz one of the most noteworthy advancements in banking. In
CY11, 18 banks got approval for Mobile Financial Services (MFS) of which 13 have already
started offering these services. Bangladesh Post Office also introduced 'post e-pay’ service on
05 September 2011 in its 1968 branches with the help of the mobile operators” countrywide
network. At present, 3 telecom companies are permitted for mobile-commerce related
transactions, These include utility (water, gas and electricity) bill payments, purchasing train
tickets and match tickets,

Most of the commercial banks are now using their own Core Banking Solution (CBS) which
has made banking faster and efficient. 85 percent of the banks provided full or partial online
banking services in CY11. Usage of plastic moncy has also been increased in daily life
transactions.

An increasing trend of electronic banking operations was recorded in CY'11, The amount of
transactions using ATMs, ATM/debit cards and credit cards also recorded a notable increase.
Internet banking tramsactions increased even more impressively as both individual and
corporate customers have become more interested in internet banking,.

The banking sector experienced remarkable progress in automation during the last several
vears. Examples included: establishment of an Enterprise Data Warchouse (under process)
aimed at discontinuing hard copy forms of stalement submission, analysing banking sector's
performance, conducting scenario analysis and stress tests, carrving out macrocconomic
research, etc., within the shortest possible time, creating an automated Credit Information
Burcau (CIB) service to provide the scheduled banks/Fls credit related information about
prospective and existing borrowers, a Letter of Credit (L/C) monitoring system to preserve
and use of all necessary information regarding L/Cs by the banks through the BB website;
using an onling export monitoring system o monitor exports of Bangladesh; and creating an
e-Retumns service o submil electronic retums using predelined templates for the purpose of
macroeconomic analysis through related BB departments.



The inauguration of intemet trading in both of the bourses (DSE & CSE) in the country was
the most significant advancement for the capital market in the last several years.

Development in the Financial System

BE initiated two Basel III- liquidity standards, namely the Liquidity Coverage Ratio (LCR)
and the Net Stable Funding Ratio (MWSFR) to the banks as a reporting requirement in 2011.
An introductory period is continuing and will last for no more than one year. BB, in the mean
time, conducted its first round of Quantitative Impact Study (QI5) of these two liguidity
ratios on the basis of banks' data of May 2012; the next QIS will be conducted in September
2012. BB is expecting implementation of these ratios as a regulatory mandate at the 100
percent minimum on or before the beginning of January 2014, In the process of customizing
these standards, some compotients and “run-off factors™ of these two liquidity ratios have
been reviewed by BB in the country context and rationalized accordingly.

In light of global ecopomic turmoil and considering the rapidly-growing and evolving
financial sector in Bangladesh, BB established the Financial Stability Department (FSD) with
a view to examine the stability of the Bangladesh financial system through macro-prudential
analysis, assess and quantify financial system risks and vulnerabilities, design and conduct
stress-testing exercises, oversee the means of payments and settlement systems operating in
the country, monitor developments in the imsurance sector, as well as capital markets
participants, recommend macroprudential regulation and engage in macroprudential
oversight, thereby strengthening the macro prudential framework of the country.

BB has also initiated a process to adopt a tailor-made Financial Projection Model (FPM),
under the technical assistance from the World Bank, to improve its risk assessment
framework in individual banks and the banking system as a whole.

In the context of an extremely challenging first decade of the 21st century for the financial
services industry in many parts of the world, BB issued separate comprehensive risk
management guidelines for banks and instructed them to follow the same 0 manage various
risks in a8 more prudent manner,

BE created a new department titled "Deposit Insurance Department" for exclusively
expediting the issues of implementing an effective deposit insurance system in Bangladesh in
accordance with international best practices. A Deposit Insurance Trust Fund (DITF) has been
created for providing limited protection (not exceading Taka 100,000) to a small depositor in
case of winding up of any bank. BB has already advised the banks to bring the deposit
insurance scheme (DIS) to the notice of the public through displaying key information about
it on their display board. In addition, BB is working to introduce this sysiem to the MBFIs as
well and proposed to the concerned ministries to make it more risk-based and more expansive
in coverage.

Bangladesh’s National Parliament passed two insurance laws on 03 March 2010 in a bid to
further strengthen the regulatory framework of the msurance industry and make the industry
operationally vibrant. A regulatory body in the name Tnsurance Development & Regulatory
Authority,” (IDEA) under the Insurance Development and Regulatory Authority Act 2010, has
been established to make the insurance industry a premier financial services provider in the
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country by promoting efficient corporaie governance, by meeting the evolving aspirations of
the society, and by serving all segments of the business community and general population
for high economic growth.

Finally, BB issued stress testing guidelines for NBFIs to provide a structured way of
assessing the vulnerabilities of financial institutions o extreme but plausible market
conditions. It is expected that these guidelines would enable institutions to accurately assess
risk and define the risk appetite of the organization and also provide critical information to
senior management for decisions on capital buffers and contingency planning.



Chapter 2 Macroeconomic Developments in CY11

Notwithstanding the presence of shocks to global financial stability, particularly heavy public
debt burdens and weak growth prospects in & number of advanced cconomies and the risk of
sharp reversals in the emerging markets, the economy of Bangladesh continued to
demonstrate considerable resilience during FY'11. According to the Bangladesh Burcau of
Statstics (BBS)'s  provisional estimate, real GDP grew by 6.7 percent, which 15 0.6
percentage points higher than the 6.1 percent growth recorded in FY'10, attributable to 8.2
percent, 6.6 percent and 5.0 percent growths in the industry, services and agriculture sector
respectively. The service sector alone contributed around 50 percent of GDP, while the
contributions of the industry and agriculture sectors were nearly 30 percent and 20 percent
respectively.

The ncreasing trend in annual average inflation started from November 2009 and continued
till the end of FY'11, with the exception of a slight decrease in December 2010. Measured on
a 12-month average basis, inflation stood at 8.8 percent in FY'11, an increase from 7.3 percent
in FY10. The higher inflation was mainly driven by higher food prices, a continuous rise in
international commaodity prices including fuel and fertilisers, growing demand caused by the
global economic recovery, higher-than-targeted money supply growth and Taka depreciation.
It is noteworthy that though CPI (general) inflation, both 12-month average and point to
point, demonstrated a notable increase in FY'11, an opposing trend was evidenced in food
and non-food inflation; the annual average and as well as point to point food inflation rosc
significantly while average non-food inflation showed a decreasing trend in FY11.

Both exports and imports maintained a robust growth with a widening trade deficit in FY'11;
exports recorded a 44 percent growth in FY11 compared with the previous fiscal year
Apparels (woven garments and knitwear products) continued to occupy an overwhelming
(about 75 percent) share of the export basket. Though tea, terry towel and petroleumn by-
product recorded a negative growth of about 43.9 percent, 23.5 percent and 13.4 percent
respectively, all other major exportable items increased significantly, A substantial growth of
export of Raw jute (82.0 percent), Knitwear (46.3 percent), Footwear (45.9 percent), Woven
garments (40.2 percent), Jute goods (28.1 percent) and Leather (31,7 percent) contributed to a
notable increase in the prowth of merchandise exports. On the other hand, merchandise
imports (fob) increased by BDT 679.4 billion (or 45.9 percent) in FY11 to BDT 2159.0
billion. Imports {c&f) as a percentage of GDP increased by 6.1 percentage points from 21.3
percent in FY'10 to 27.4 percent in FY'11.

Asg a result, the trade deficit widened from BDT 356.6 billion in FY 10 to BDT 521.5 ballion
m F¥11 {(a 46.2 percent increasc), atiributable to relatively larger expansion in import
expenditure compared with the increase in export earnings. The deficit on the services
account also widened by BDT 85.4 billion to BDT 170.7 billion in F¥11 from BDT 85.3
billion in the previous yvear. On the contrary, the deficil on the income accounts narrowed
down slightly to BDT 9.4 billion in FY11 from BDT 102.7 billion in FY10. Current
transfers increased substantially, Wapge eamers’ remittance infllows that more than made up
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for trade deficit in recent yvears decelerated to a 6.0 percent growth rate in FY'11, from a 13.4
percent growth rate in FY 10, As a result of all of these changes, the current account surplus
narrowed from BDT 257.6 billion in FY10 to BDT 70.8 billion in FY11. Expressed as a
percentage of GDP, the current account balance stood at 0.9 percent in FY'I1 against 3.7
percent in FY'10. The nominal current account surplus was more than completely offset by a
high and increasing financial account deficit, leading the Balance of Payments to a record
deficit of BDT 65.8 billion in FY'11. The weakness in net capital account inflows was due o
a sharp decline in government’s net external borrowings and to the private sector’s tendency
of leaning heavily on domestic savings for financing investments rather than at least partly
accessing foreign debt or equity for this purpose. The resultant depletion in the owverall
Balance of Pavments created depreciation pressure on the Taka, in reversal of the preceding
year's trend.

On a more positive note, the terms of trade improved marginally by 0.5 percent in FY'11 over
FY 10 due to the significant increase in export prices over import prices. Both the export price
index and import price index have increased by 7.3 percent and 6.7 percent respectively
exerting a net upswing in export prices due to increased demand in the international market in
CY 10 with the gradual recovery of the global economy.

Despite the quantitative casing in the US cconomy, worries about debt crisis and austerity
plans of the eurc-zone and downgrading of sovereign rating of a number of euro-zone
economies by major rating agencies, Bangladesh Bank was able to maintain stability in
retaining foreign exchange reserves. The net international reserves remained above USD 10.0
billion while the world economy has been trving to overcome the global recession.
Pertinently, the current foreign exchange reserve is sufficient to meet four months” import
obligations.

Official foreign aid dishbursement decreased by 20 percent to USD 1.87 billion in FY11 from
USD 2.2 billion received in FY 10. Within this category, food aid disbursements stood at USD
82 million, a 13.4 percent decline from USD 93 million in FY 10, The disbursement of project
asgistance stood at USD 1695 million in FY11, a 26.2 percent decline from USD 2140
million of FY10. Mo commodity aid was received in FY11 as in the preceding vear. Total
oulstanding olTicial external debt as of 30 June 2011 was USD 21.4 billion (19.2 percent ol
GDP in FY'11) against USD 20.3 billion as of 30 June 2010 {20.3 percent of GDP in FY10),

Government borrowing from the banking system, mostly in long-dated bonds, escalated in
FY11 due to a sharp decline in foreign financing and non-bank domestic financing. The
secondary market in longer dated treasury bonds still being very limited, banks and non-bank
[inancial institutions holding primary dealership in Treasury bond faced additional liquidity
pressure with the increasing volumes of these bonds in their holdings.

Broad money (M2) growth was 21.4 percent in FY 11, which is marginally lower than the
22.4 percent growth recorded in FY 10, The growth in broad money was mainly driven by
higher growth in net domestic assets. MNet domestic assets of the banking system increased by

¥ mPravisional.
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25.0 percent in FY' 11, resulting from 28.4 percent growth in domestic credit against the target
of 18.8 percent and previous year’s growth of 17.6 percent,

For the rest of CY11 (e July — December 2011), monetary policy was more restrained.
Policies were selectively chosen discouraging growth of credit in wasteful, unproductive and
high risk uses, while ensuring adequate credit flows in all productive pursuits in
manufacturing, agriculture, trade and other services. As a result reserve money growth and
broad money growth at 154 percent and 17.7 percent respectively were below the July
Monetary Policy Statement levels.

BB financial inclusion drive continued spearhecading a widening of credit access for
underserved productive sectors, while day to day market interventions infusing Taka and
USD liguidity provided the minimum needed to keep markel functioning steadily without
excess volatility. BB initiated the gradual phasing out of lending interest caps to restors full
interest rate flexibility, while closely monitoring rates of interest and charges/fees on banking
services from the competition and consumer protection viewpoints.

Owverall, the domestic macroeconomic environment was favourable and contributed notably
to maintaining financial system stability.






Chapter 3 Banking Sector
3.1 Financial system of Bangladesh

The financial system of Bangladesh consists of Bangladesh Bank (BB) as the central bank, 4
state-owned commercial banks, 4 government-owned specialized banks, 30 domestic private
commercial banks, 9 foreign commercial banks, 4 Non-scheduled banks and 31 non-bank
financial institutions. The financial system also embraces Investment Corporation of
Bangladesh (ICB), House Building Finance Corporation (HBFC), Securities and Exchange
Commission (SEC) as the regulator of the capital markets, 2 stock exchanges, 62 insurance
companies, Insurance Development & Regulatory Authority (IDRA) as regulator of insurance
sector, 599 registered' micro-credit organizations, and the Micro-credit Regulatory Authority
(MRA) as regulator of micro finance institutions and co-operative banks. The banking sector i3
the dominant sector in the financial system of Bangladesh. The regulatory and supervisory
arrangements for these entities are well defined, with sirong legal underpinnings.

There were no significant changes in the structure of the financial system of Bangladesh during
CY'11. However, Bangladesh Bank approved license applications of 9 new banks.

3.2 Asset structure of the banking sector

Underpinned by sirong macroeconomic findamentals, the banking sector balance sheet size grew by 21
percent compared with end-December 2010 and reached to BDT 5874.9 billion as of end-December
2011, The growth was broad-based as most of the income-eamimgz assets regristersd a positive growth,

Chart 3. 1 Banking sector asset structure: ead-December
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' As of October 2011, refer to BB website Micro Finance Institutions (MFIs)
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The share of loans and advances is the largest share among asset items, but it decreased by
1.3 percentage points in CY11, while the share of investment in government and other
securities increased by 1.4 percentage points. The share of balance with BB and other banks
& Flz increased by 0.2 percentage points and the share of investment in call money market
increased by 1.3 percentage points at end-December 2011 compared with end-December
2000, Of the banking sector assets, 64,5 percent were deployed in loans and advances during
CY11. The share of other assets decreased by |9 percentage points, implying less
investments in IT infrastructure and branch expansion & renovation during CY11.

Chart 3. 2 Top 5 and Top 10 banks based on asset size
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Compared with other countries, the banking sector is not concentrated, which contributes to
financial sector stability. The concentration ratios of the top 5 banks and top 10 banks within
the total assets were only 35.3 percent and 49.6 percent respectively at end-December 2011.
Among the top 10 banks, 3 are state-owned commercial banks, 5 are domestic private
commercial banks, 1 is a specialized development bank and the remaining one is a foreign
commercial bank.

3. 3 Concentration of Assets in the Banking sector

It is evident from the calculated Herfindahl-Hirschman Index (HHI) of 1670 points that there
is only & moderate concentration in the banking system's loan distribution. The data also
reveals that banking sector loans are concentrated in & few sectors in CY11. In particular,
large and medium scale industries shows a 31 percent comcentration of the total loan
portfolio, followed by the two other economic purposes of wholesale and retail trade and
import financing with a share of 18 and 13 percent respectively. However, the calculated
level of HHI provides an early warning for the Bangladesh banking system as it is closer to
the upper limit of moderate concentration, i.e., HHI of 1200.
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Box 1 Sector-wise loans concentration (CY11)

il Biftiom Tokak

AL | Beetor Amount % of Todal HHI*
1 | Agriculiure 1796 5 25
il Fiskl:ngu‘F’::ﬂ:i:uhuﬂ: 1640 i [N}
E| Forestry & Logging 0z 1] 0
< Large & Medium Scale Industies 10536 3l Gl
5 | Small Scale & Cottage Industmes 4%.1 1 1
f service Indusinies 346 pr 4
7 Construction (Housing Societies & Companics) 2.3 3 0
b Comstruction (Urhan Housing ) 103 3 Q
4| Construction (Rural Housing) 75 0 0
10 | Baoad ConstructionRepairing 257 1 1
11 | Constrsetion § ApartinsenbHowse Benovation) 193 1 L
12 | Ciher Constructons 402 1 |
13 | Waler Works 1.0 0 0
14 | Sanitary Services 0.0 [ 0
15 | Raoad Transport 192 1 1
16 | Water |ransport L5 4 1 L
17 1 Alr Transport in 1] 0
18 | Public Uilines 20 % 1 1
1% | Warehousing 24 0 ()
20 | Cold Storage T3 0 0
21 | Wholesale & Retail Trade 4.0 18 34
02 | Procurement by Gowermment 32 I 0l
23 | Export Financing i41.2 4 15
24 | Import Financing 4300 13 LG5
25 | Lease Financing 337 1 |
26 | Leasing 19.3 1 |
27 | Miscelloneous 4 4 1d 144

Total Loans & Advances** 35052 100 LT
* HHI = Herfindal-Hirchman fndex
*= Total loars & advances excluding bills payable

Source: Schedule Bank Staistics, Jamsary-harch, 2012, Bangladesh Bank
3. 4 Banking sector classified loans, provisioning & write off

Classified loans” emanated from the deterioration in the quality of the loan portfolios which is
expected to transpire due to the rapid credit expansion in recent years. However, the
classified loans of the banking sector actually fell to 6.2 percent from 7.1 percent, a decrease
by 0. 9 percentage points at end-December 2011 compared with end-December 2010,

Eﬂmgﬂnﬂhﬂmarzmmmgﬁdﬂnﬁsﬂm “Sub-Siandard’, Dowbiful”" or "BadToss' ar per
BRPD circular # 05, dated (05,06, 2006,
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Chart 3. 3 Distribution of banks by classified loans to total loans ratio: end-December
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Bank-wise information indicates that banking sector classified loans were widely shared by
banks, The distnbution of banks based on their classified loans to total loans raho indicates
that the number of banks with double-digit values of classified loans to loan ratios 15 7in CY11
and that was two more than CY 10 Moreover, 4 banks have ther classified loans to loans rato
over 20 percent. Motably, the classified loans to total loans ratios of 4 state-owned commercial
banks ranged between 5 percent and 18 percent. Out of 9 forengn banks, 7 are below 4 percent,
1 15 below 5 percent and 1 1z above 10 percent at end of CY11. All private commercial banks'
classified loans to total loans ratios are below 6 percent, except for 2 problem banks.

The high amount of claszified loans to total loans ratio has strong implications for overall
financial performance of the banks. High volumes of classified loans required banks to create
cumulative provisions amounting to BDT 1489 billion as at end of CY11, which iz BDT 2.1
billion higher than that of the previous year. This increase in provisions did not keep up wath
the rise in classified loans consequently; the provisions to classified loans rano shifted down
shghtly to 63,8 percent by the end of CY 11, compared wath 65,1 percent a year back,

Chart 3. 4 Banking sector loan loss provisions: end December
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The provision surplus in the banking sector has increased to BDT 9.6 hillion as of end-
December 2011 from a shortfall of BDT 30.1 billion in CY2007. Except for one specialized
commercial bank and 2 domestic private commercial banks, all other banks have maintained a
significant provision surplus, reflected in a net surplus in the banking sector in CY11. All of
the banks have shown strong resilience to the early headwinds of credit nisk.

As per the central bank’s regulations, scheduled banks are allowed to write off loans adversely
classified for more than 5 years. A total of BDT 18.8 billion adversely classified loans were
written off from the books in CY'11. The cumulative written off loans since 29 December 2004
amounted to BDT 208.3 billion as of end-December 2011,

Chart 3. 5 Worst 5 and Worst 10 banks based on NPL
i ) ’ ™
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Source: Banking Regulation and Policy Depanment, Bangladesh Bank
Classified loan concentration ratios” of the worst 5 banks and worst 10 banks are 60.3 percent and
73.1 percent respectively at end-December 201 1. Among the worst 10 banks, 4 are state-owned
commercial banks, 4 are domestic private commercial bank, and 2 are specialized development
banks. The classified loans in the state-owned commercial banks are higher due to the nature of
their operations (lack of efficiency in fund management and politically motivated lending).
Chart 3. 6 Year-wise classified loans ratios of the banking sector: end-December
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The classified loans to total loans ratio has decreased to 6.2 percent in CY'11 from 7.1 percent
in CY10. The bulk of classified loans were bad loans. Although the ratio of bad loans o total
classified loans ratio decreased to 738 percent in CY11 from 86.1 percent im CY10,
significant inferior asset guality still exists within the banking sector. It is to note that the
NPL ratio 15 declining not because classified loans are decreasing, but because the overall
loan portfolio is expanding rapidly.

Chart 3. 7 NPL and NPL ratio during 2009-2011
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The adverse effect on bank balance sheets ansing out of high classified loans 15 a major
concern for the monetary authority. Bangladesh Bank's recent directives to the banks to take
precautions while extending loans to high risk sectors and prioritize loans to productive
sectors, in conjunction with the government’s enactment of laws prohibiting loan defaulters
to take part in elections and similar other measures should help to further improve the
classificd loans situation in the country®,

3. 5 Liability structure of the banking sector

Deposits are the largest source of external funds in the banking sector. The share of total
deposits was §5.5 percent of the total liabilities as at end-December 2011. Total banking sector

deposits were composed of 86.6 percent urban and 13.4 percent rural deposits in CY11.

* BB has made its loan classification’provisioning policy more strict through BRPD circular No. T7of 2012 Its
effect will be o increase the stability of the banking sector even though it will cause a one-time jump in the
reported level of classified loans,
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Chart 3. 8 Banking sector liability structure: end-December 2011
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Chart 3. 9 Banking scctor deposit structure by types of account: CY 2011
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As ol end-December 2011, deposils increased by 21.2 percent and borrowing [rom other
banks & FlIs increased by 41.6 percent, whereas other liabilities increased by 104 percent
compared with end-December 2010. The share of term deposits was 56.5 percent of total
deposits, whereas, the share of savings deposits and current deposits were 20.4 percent and
21.7 percent respectively of total deposits at end-December 2011. Owerall, the deposit
structure shows a greater reliance on term deposits, which is good for the financial stability,
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Chart 3. 10 Top 5 and Top 10 banks on size of deposit
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The concentration ratios of the top 5 banks and top 10 banks within total deposits are 36.0

percent and 50.3 percent respectively at end-December 2011, Among the top 10 banks, 3 are

state-owned commercial banks, 5 are domestic private commercial banks, 1 is a specialized

development bank and 1 is a foreign commercial bank.

3. 6 Banking sector deposit safety net

Chart 3. 11 Safety met on banking sector depaosits
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The deposit insurance system aims at minimizing the risk of loss of depositors' funds with
banks. The present coverage of the deposits is BDT 100 thousand per depositor per bank. The
percentage of msured monetary amount of deposits increased from 34.4 percent in CY10 to
34.9 percent in CY'11 as the number of large depositors (balance more than BDT 260 thousand)
increased in CY11, However, the percentage of depositors that are fully msured decreased

somewhat from 85.4 percent in CY'10 to 84.1 percent in CY'11, still indicating a comprehensive
safety net for small depositors, who make up the vast majority of total depositors.
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3. 7 Banking sector profitability

Banking sector operating profit increased by 9.3 percent from BDT 170.9 billion in CY10 to
BDT 186.8 billion in CY11. The net profit decreased by 9.7 percent from BDT 83.3 billion in
CY10 to BDT 75.2 billion in CY11. Accordingly, banking sector Return on Assets (ROA) and
Retum on Equity (ROE) dropped parallel to the declining net profit in CY11. ROA and ROE
decreased by 40 basis points and 560 basis points in CY11, reaching levels of 1.3 percent and
14.3 percent respectively. This drop in aggregate banking sector profitability was widespread
throughout the system - meaning many banks had a drop in profitability. Sill, 14 banks managed
to go against this trend and have been able to increase their profitability in terms of ROA.

Chart 3. 12 Sector return on assets (ROA): CY 2011
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Chart 3. 13 Banking sector return on equity (ROE): CY 2011
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Met interest margin (NIM) remained relatively stable in CY'11 compared to that of CY10. The
NIM decreased® slightly by 7 basis point from 3.05 percent in CY10 to 2.98 percent in CY11
which may have only a negligible adverse effect on the banking sector’s profitability.

% It is possible, although not frequently ohserved, for NIM to decrease and spread to increase over the same
reporting perigd. Met interest income, the memerator of NIM, is affected not only by the spread, but also by the
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Chart 3. 14 Banking sector asset turnover and net interest margin (MIM)
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The fall in asset turnover ratio and net interest margin were instrumental in the decrease in
profitability ratios. While the asset turnover ratio was 5.9 percent in CY10, it went down to
5.3 percent in CY11.
Chart 3. 15 Banking sector non-interest expenses to total income
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The non-interest expenses to total income increased by 0.2 percentage points from 40.3
percent in CY 10 to 40.5 percent in CY11, attributable to proportionate decrease in total

operating income compared to operating expenses.

relationship between interest-earning assets and interest-bearing liabilities. If intetest-bearing liabilities are
growing faster than interest-eaming assefs, net inberest income may grow slowly or even decline, even if the
yield on those assets increases relative to the yield on those liahilites.

b
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Chart 3. 16 Banking scctor income by sources
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The ratio of net-interest income to total assets decreased slightly by 3 basis points from 2.50
percent in CY' 10 to 2.47 percent in CY 11, and the ratio of non-interest income to total assets
decreased by 53 basis points from 3,40 percent in CY10 to 2,87 percent in CY'11,

Chart 3. 17 Banking sector monthly weighted average interest rate & spread
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Interest rate spreads have on average increased — from 4.9 percent in January to 5.5 percent in
December 2011, They continue to remain high for Foreign Commercial Banks (FCBs),
whose average spreads are almost double than that of the average of other banks. This
necessitates closer monitoring and actions to further reduce these spreads.



3. 8 Capital adequacy
Scheduled banks in Bangladesh are becoming increasingly compliant with the Basel 1T capital
adequacy framework. Tt 15 evident from Chart 3,18 that 91 percent of banks were able to
maintain the minimum required CAR of 10 percent at end December 2011. It is mentionable
that at end December 2010, only 33 percent banks fulfilled the lower requirement of
minimum CAR of 9 percent.

Chart 3. 18 Capital adequacy ratio of the banking sector
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On the other hand, as evident from Chart 3.19, a lion's share of the banking assets was
concentrated in the banks, outside the non-compliant CAR group. Pertinently, 35 banks'
CARs were within the range of 10-16 percent and their assets accounted for nearly 92 percent
of the total banking industry’s assets as of end December 2011, Indead, a notable number of
banks maintained a CAR of 10 percent or higher, which could be treated as an indicator of
financial soundness of the banking industry.

It is noteworthy that banks having a capital adequacy ratio below the regulatory requirement and
Iying in the ‘problem bank category” are asked to make up the shortfall by increasing their paid
up capital. On the other hands, banks not lying in the stated category, but still capital-deficient,
are instructed to make up the capital shortfall in any manner possible, and in some cases are asked
to submit their capital plans and comply with the submitted plan within some set deadline.

Chart 3. 19 Asset Share of Banks based on CAR in CY11
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The banking sector demonstrated a moderate level of soundness throughout CY'11, as evident
from movement of CAR and core capital in CY'11 (Chart 3.20). For instance at end Dec-
2010, the capital adequacy of the banking industry was 9.3 percent; the same stood at 11.4
percent at end December 2011.

What is more, Tier-1 ratios were 6.9 percent, 7.4 percent, 7.9 percent, and 8.8 percent in the
first, second, third and fourth quarters of CY11 respectively. This implies that the banks are
becoming increasingly compliant in the Tier-1 ratio (i.e. the purest capital ratio)
commensurate with the regulatory requirement in CY11. This trend also implies
improvement in the financial soundness of the banks as well.

Chart 3. 20 Tier-1 ratio and overall CAR of the banking industry
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Az of end December 2011, under the Basel-11 capital adequacy framework, risk weighted
assets arising from credit risk accounted for by nearly 8BS percent of the total industry risk
weighted assets, and the next positions were held by operational and market risks
respectively. Since the credit risk accounted for the lion's share of the banking industry's risk
weighted assets, credit quality matters a lot here. Encouragingly, during the last couple of
years, the non-performing loan (NPL) ratio has been in a downward trend.



Chart 3, 21 Distribution of risk weighted assets (RWA) in CY11
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When a cross-country scenario is taken into account (Table 3.1), Bangladesh has a long way

to go, as the industry CAR of Bangladesh is still far below than that of some South Asian
countries namely India, 5r Lanka and Pakistan,

Tahble 3. 1 International comparison of capital adequacy indicators

Countries 3009 Cﬁﬁi} 2011
India 14.0* 14.6* 13.5%%
Pakistan 14.0 14.0 14.1**
Sri Lanka 16.1 149 14.5%%¢
Bangladesh 11.7 93 11.4

Source: REI, SBF. CBSL, BB
*ay af end Mareh, *%as of end e, *#* oy of end Septembor

3. 9 Capital regulations issued by BB in CY11

Through BEPD Circular Mo. 09, dated 16 November 2011, BB provided "Mapping of
External Credit Assessment Institutions' (ECAIs) rating scales with Bangladesh Bank (BB)

rating Grade". In February 2011, BB 1ssued “Process Document for SRP-SREP Dialogue on
ICAAP".

3. 10 Free capital

Apart from capital adequacy, the free capital of banks, defined by equity minus fixed asscts
could also serve as a financial soundness indicator, especially in the event of any shock. As
seen in Chart 3.22, free capital of the banking industry was in a rising trend during CY08 to
CY11 implying that the amount of capital available to absorb losses was in an increasing trend.



Chart 3. 22 Equity & free capital of the banking industry
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3. 11 Leverage ratio

A majority of the banks maintained a leverage ratio (equity/total assets, not risk-weighted)
higher than 5 percent in CY11. As evident from Chart 3.23, out of 47 banks, 43 had a
leverage ratio higher than 5 percent. Out of these, 22 banks had a leverage ratio higher than 5
percent but less than 10 percent, and 21 banks' leverage ratios were higher than 10 percent.
The distribution of the leverage ratio suggests that there is still further room for the banks to
improve their financial soundness in terms of this indicator,

Chart 3. 23 Leverage ratio of banks as of end CY10 and CY11
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3. 12 Banking sector liquidity

Deposits are the main sources of funding for the banking sector, with capital, reserves and
borrowings constituting a small portion thereof, Banks mainlyv use funds to provide loans and
invest in debt and equity securities. The credit deposit ratio is therefore, a useful indicator of
a bank's liguidity adequacy.

The interbank money market faced liquidity stress throughout the CY 11 that started from
CY10. This was duc to high government bormowings and slower rate of increase in savings
from the houscholds due to high inflationary pressure, However, activities guickly returned to
a business-as-usual situation with supportive measures taken by the BB and prudent policies
of the financial institutions, The recent stress condition of the interbank market, though,
suggests that banks need to monitor their asset-liability mismatch closely while making
financing decisions.

In CY11, the amount of povernment bonds held by banks was BDT 662.1 billion (11.3
percent of banking assets), up from BDT 490.% billion (10.1 percent of banking assets) in CY
10. This indicates an increasing trend in government bormowing through bonds from the
banking system.

The banking sector credit-deposit ratio (CDR) demonstrated a surge at the beginning of
CY11 {chart 3.24), afler which BB started its moral suasion for cooling off the high CDR
with a smooth flow of loans to the most priority sectors of the economy. It is noteworthy that
banks were instructed in February 2011 to maintain their CDR within a certain level (for
conventional banks up to 85 percent and for Islamic shariah based banks up to 90 percent) by
June 2011.

Chart 3. 24 Banking sector monthly CDVR during 2010-11
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Chart 3. 25 Banking sector credit-deposit ratio; end-December 2011
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The data on credit-deposit ratio of individual banks reveal that the CDRs of 13 banks remain
within B0 percent, 19 banks are between 80-90 percent, 8 banks are between 90-100 percent, 3
banks are between 100-110 percent and 4 banks are above 110 percent in CY11.

Chart 3. 26 Banking sector call money investment & borrowings
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The overall CDR at end-December 2011 was at a tolerable level, but investment in call money
market increased dramatically by 191.5 percent (Chart 3.27) while, borrowings from call money
market increased by 41.5 percent in CY'11 compared to that in CY 10, This indicates some sort of
imprudence in the liquidity management of the banks and might create problem in interbank
market because liguidity is an important element of financial stability/instability.
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Chart 3. 27 Banking sector call money borrowings rate
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BB's instruction to increase the Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio
(SLR) in December 2010, along with rising import payments and diversion of cash to the
stock market, created some temporary pressures in the liquidity market and led to a heating-
up of the interbank hiquidity market, However, consequent interventions of Bangladesh Bank
let the situation retumn to normalcy. Some notable actions were instructing banks to submit a
structure liquidity profile, instructing banks to reduce their CDR/ADR, and keeping the loan
growth lower than the deposit growth of the banks.

The Statutory Liquidity Requirement (SLR) for conventional scheduled banks (except
specialized banks) was 19.0 percent and for Islamic banks was 11.5 percent as of end-
December 2011, Three specialized banks were exempted from maintaining SLE. Total SLR
maintained by the banking sector was BDT 1085.2 billion against requirement of BDT 726.7
billion, showing an excess of BDT 385.5 hillion as of end-December 2011, The average SLR
maintained by the banking sector was 30.3 percent of total demand & time liabilities.

3. 13 Islamic banking

Bangladesh’s banking system has embraced a traditional interest-based system since its
inception in 1972. Islami Bank Bangladesh Limited was the first bank that introduced Shariah
bascd banking in Bangladesh in 1983, Since then Islamic banking has been growing
progressively together with the conventional banks, Currently, 7 banks are operating as full-
fledged Islamic banks with 681 branches, and 18 conventional banks are doing Islamic
banking through setting up of 20 Islamic banking branches and 32 Islamic banking windows.
Islamic banks are now not only focusing on the conventional Sharizh products but also
investing in the SMEs, microfinance and agriculture sectors.
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3.13.1 Growth of Islamic banking

Islamic banks in the banking sector showed a remarkable growth in CY11. The ongoing
expansion of the Islamic banking network is also impressive.

Chart 3. 28 Growth of Islamic banking: end-December
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Nate: Excluding Islamic banking branches/windmws of conventional hanks.
Islamic banks’ assetl base grew by 25.8 percent; deposils grew by 25.8 percent; investments
{loans & advances) grew by 21.4 percent and shareholders’ equity grew by 20.8 percent in
CY11 compared with CY10. But, net profit also showed a decline of 16.8 percent in
CY11 compared with CY10.

3.13.2 Market share of Islamic banks
As a proportion of the overall banking industry, the combined share of Islamic banks

{excluding Islamic banking branches/windows of conventional banks) is 15.7 percent in assets,
18.4 percent in investments (loans), 16.2 percent in deposits, 12.5 percent in equity and 16.0
percent in liabilities as of end-December 201 1. Moving on to the composition of liabilities, the
share of deposits in otal liabilities at 89.4 percent suggests that like the conventional banking
mdustry, deposits were Islamic banks' main source of financing their assets.

Chart 3. 29 Market share of Islamic banks and the banking sector in CY11
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3.13.3 Profitability of Islamic banks

The key financial indicators reflect a healthy financial position and intense potential for
future expansion of Islamic banks. Islamic banks managed healthy camings in the form of
profit income, which is a major contributor to their profitability.

Chart 3. 30 Selected income ratios of Islamic banks & the banking sector
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During CY 11, Islamic banks contributed 14.8 percent profit to the industry. The profit income®
to total assets ratio of Islamic banks reached at 8.7 percent, which is slightly higher than that of the
industry average of 7.5 percent. On the other hand, the non-profit income to total assets ratio
was only 1.6 percent as compared to the industrial average of 2.9 percent, representing
comparatively lower income from Off-balance Sheet (OBS) items. Consequently, the ROA of
the Islamic banking industry is lower at 1.0 percent compared with the overall banking industry
of 1.3 percent in CY11. On the other hand, ROE of Islamic banking industry stands at 14.6
percent, slightly higher than that of the overall banking industry ROE of 14.3 percent in CY11 as
the earnings of Islamic banks became higher compared to their equity position. This may reflect
the slightly lower capitalization of the Islarmic banks in the aggregate, because of the negative
equity of one problematic Islamic bank under a Reconstruction Scheme of Bangladesh Bank in
2007,

3.13.4 Islamic banks’ liquidity

In recognition of the low volume of Shariah-compliant SLR eligible instruments available in
the marketplace, Bangladesh Bank has generally maintained concessionary SLR requirements
for Islamic banks in comparison with other conventional banks. Islamic banks comply with
their SLR requirements at 11.5 percent of total demand and time habilities.

* For Islamsc Shariah based banks profit income means mcome (interest) from mvestment {loans and advances),
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Chart 3. 31 IDR {CT¥R) of Islamic banking & the overall banking sector
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The Investment-Deposit Ratio (IDR) of full-fledged Islamic banks is 90.8 percent as of end-
December 2011, a slight increase from 90.2 percent at the end of 2010 and somewhat above
the recommended maximum level of 90 percent. However, the IDR of conventional banks
having Islamic banking branches/windows reached only to 81.4 percent as of end-December
2011, a dramatic fall from 110.9 percent as on end-December 2010. The high IDR of Islamic
banking branches/windows of conventional banks in the previous yvear was due to providing
investment (credit) by taking inter-bank borrowings (among Islamic banks). Since there are
limited sources of Shariah-compliant funds, Islamic banks can borrow funds either from the
Islamic inter-bank money market or from the "Islami Investment Bond's Fund" issued by the
Bangladesh Government,

3.13.5 Islamic banks’ capital adequacy

Given the minimum capital requirement (MCR) of 10 percent under the Basel-1l accord for
CY11, the significantly higher CARs of 5 Islamic banks in the banking sector indicate both the
financial strength and ample compliance of minimum capital requirements (MCR). The stronger
capital base ensures that Islamic banks are well equipped to meet various kinds of shocks, if and
when they anse, However, one Islamic bank has failed to attan required CAR for uneven growth
in agsets and one bank's CAR tumed to negative on account of a historical huge cumulative loss
and provision shortfall and changes in its ownership within a short span of time.



Chart 3. 32 Capital adequacy ratio of Islamic hanks
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3.13.6 Classified investment of Islamic banks

Islamic banks' classified investments to total investments ratio of 3.4 percent showed a
relatively better position as compared with 6.2 percent for the overall banking industry in
CY11. The classified investment to capital ratio of 36.0 percent for Islamic banks as compared
with 44.3 percent for the overall banking indusiry indicates that the onslaught of classified
invesiments {loans) hit the conventional banks harder than the Islamic banks in CY11.

Chart 3. 33 Classified investment (loans) of Islamic banks and the banking industry in CY11
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Chapter 4 Banking Sector Risks

4.1 Credit risk structure in Bangladesh

High credit growth, same as in the previous year, was inseparable from mounting credit risk,
as reflected by non-performing bank loans (refer to chapter 3). Data for end December 2011
indicates that the share of risk weighted assets (RWA) assigned to credit risk is 85 percent of
the total RWA of the banking system, whereas the RWA associated with market nisk and
operational risk are only 6 and 9 percent respectively. Data reveals that credit risk has
remained the same share of total risk, but market risk has declined by 1 percentage point
while operational risk has increased by 1 percentage point, compared with that of the
previpus vear. Given the capital adequacy ratio of the banking sector at 11.35 percent, the
banks® capital charge for credit risk is BDT 4022.86 billion. The top 5 banks® credit risk
accounted for slightly over a quarter of aggregate credit nsk while the top 10 banks' possess a
bit more than half, This risk is mostly concentrated in the banking book.

Table 4. 1 Credit risk in the banking system

Ban Credit Risk as percentage of Credit risk as percentage of
Industry Credit Risk overall industry risk
Top 5 Banks 26.9% 22.9%
Togp 10 Banks S0.5%% 378

Source: Calculafion: Financial Stabdlity Department, Bangladesh Bank.
Chart 4. 1 Credit risk structure
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Sowrce: Calculation: Financial Stability Departmert, Sangladesh Bank
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4. 2 Structure of market risk under Basel 11

A considerable degree of wvolatility in domestic financial markets during CY11
contributed fo the increasc inm market sk for banks. However, its impact on their
financial performance is likely to be well-contained, given BB's siringent prudential
requirements on  various market sk exposures. The direct impact of thres major
components of market risk including interest rate risk, exchange rate risk and equity price
risk is analyzed in the following section:

Chart 4. 2 Market risk structure
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4. 3 Interest rate risk

Data as of end December 2011 indicates that the share of risk weighted assets (RWA)
assigned to interest rate risk is only 1.3 percent of total nsk weighted assets in the banking
system, whercas the RWA related to overall market risk is 6 percent. The banks® capital
charge for interest rate nisk is BDT 6.2 billion at end December 2011, Only 5 banks (11
percent of the industry) contain almost 50 percent of industry interest rate risk and 37 banks
(79 percent of the industry) materially contain no or insignificant interest rate risk. It is
noteworthy that three state-owned banks and two private banks are ranked as the top 5 in
capital charge for interest rate risk in the banking system.

Table 4. 2 Interest rate risk in the banking svstem

Hanks Imierest rafe risk Share in market risk Ehare in overall risk
Top 5 Banks 43,49 9,1% 6%
Top 10 Banks 67.6% 14,3% o8

Sowrce; Calewlation! Fingncial Stability Department, Bangladesh Bank



4. 4 Exchange rate risk

The second important source of market risk is exchange rate risk, which is primarily driven
by banks® investments in foreign exchange dealings and adverse movement in exchange
rates, in addition to the direct exposure arising from foreign exchange placements in
different exchange markets. Data as of end December 2011 indicates that the share of risk
weighted assets (RWA) assigned to exchange rate risk is less than 2 percent of total risk
weighted asscts in the banking system, whereas it is 26,8 percent of the market risk. The
banks' capital charge for exchange rate risk is BDT 7.8 billion. However, only 10 banks
contain almost B2 percent of industry exchange rate risk and 37 banks (79 percent of the
industry) contains the remaining 28 percent of exchange rate risk in the banking system. In
particular, three state-owned banks and two private banks represented themselves in the top
ranked positions with regard to exchange rate risk.

Table 4. 3 Exchange rate risk in the banking system

Banks Exchange rate risk Share in market risk Share in overall risk
Top 5 Banks TL.1% 19.0%% 1.2%
Top 10 Banks El.3% 21.9% 1.4%

Sowrce: Calewlation: Financial Stability Department, Bangladesh Bank,

4. 5 Equity price risk

The third important source of market risk is equity price risk, which is primarily driven by
banks® investments in equities and adverse movement in equity prices, in addition to
the indirect exposure from the quantum of bank loans collateralized by shares. The
Dhaka Stock Exchange (DSE) showed mixed tremds in CY11, with the General Index
reaching a high of 6459.62 in July and low of 5036.50 in October’,

Insofar as banks® investment in shares is concerned, the overall exposure of such investments
i5 capped by section 26(2) of Bank Company Act, 1991, Specifically, the tolal holdings of
banks in shares cannot exceed 10.0 percent of their total liabilities. In terms of banks’
liabilities, at the end of December 2011, the aggregate exposure is 3.3 percent as against the
ceiling of 10.0 percent. Bank-wise information indicates that no bank has its exposure in
excess of the 10 percent.

?]'I'Ilj-l:ll' Economic Indicators: Monthly Update, Volume 0672002 June 2012, Bangladesh Bank.
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Table 4. 4 Equity price risk in the banking system

Banks Equity price risk Share in market risk Share in overall risk
Top 5 Banks 37.8% 19.7% 1.2%
Top 10 Banks 50.9% 26.5% 1.6%

Source: Calculation; Financial Stability Department, Bangladesh Bamk
Data as of end December 2011 indicate that the share of risk weighted assets (RWA)
assigned to equity price risk 18 a bt higher than 3 percent of total risk weighted assets in the
banking system, whereas it is 52.1 percent of the market risk. The banks’ capital charge for
equily price risk is BDT 15.2 billion at end December 2011. The ten top banks contain more
than 50 percent of industry equity price risk and 37 (79 percent of the industry) banks
materially contain the remaining 50 percent risk from the movement of equity prices. Three
state owned commercial bank and two private commercial banks are ranked in the top 5 for
equity price risk.

4. 6 Operational risk

Operational risk has always been important for the banking system due to the strong role of
customers’ confidence in the banking business. Its importance has been increased manifold
over the last two decades.

Increasing evidences® of trade frand, cheque fraud, credit card fraud or forged documents
with involvement of the staff of the banks and a knowledge gap of the officials contributed to
the rise of operational risk in the banks. Cheque fraud scams in the past forced several private
commercial banks to suffer severe financial losses, and, in recent past, the inland bill
purchase (IBP) fraud in the State-owned Commercial Banks (3CBs) caused high losses in
those banks and exposed them as a threat to the banking system in Bangladesh. Thus, several
internal controls to contain operational risk, such as andit trail, transaction monitoring,
presence of ‘maker-checker' process, verification of a transaction instruction or large debits
through subsequent calls as well as recording of the conversation or relevant indemmnities
held, and a ‘go and see’ process are gaining importance for sustaining the banking system in
Bangladesh. Nonexistence of proper process guidelines for risk management and
noncompliance of those set puidelines are creating undesired losses in banks. A robust
control environment through a clear demarcation between the transaction processors and the
transaction approvers may help the banks to get rid of such type of operational risks,
Otherwise the maintained capital for the operational risk through the basic indicator approach
of Basel [l may not be sufficient to save a bank from such type of adversities as are currently
happening in the banking system of Bangladesh.

In practice, it is quite difficult to predict disruptions to the continuity of business and
associated losses. However, this is not to articulate that such events cannot be dealt with

appropriately. Efforts can be exerted to identify kev operational risk indicators and put in
place potential safeguards to minimize the occurrence of unforeseen events.

* Internal control in commercial banks: Mamun Rashid, Financial Fxpress VOL 20 MO 257 REGD NO DA
15849 | Dhaka, Tuesday June 12 2012,
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Table 4, 5 Operational risk ((MR) under Basel 11 basic indicator approach

Banks Sharc in Industry OR | Sharein industry overall risk
Top 5 Banks (11%) .5% 2.6%
Top 10 Banks (21%) 48.2% 4.2%

Sowrce: Calewlation: Financial Stability Department, Bangiadesh Bank,

Data as of end December 2011 indicates that the share of risk weighted assets (RWA)
assigned to operational risk is 9 percent of the total nsk weighted assets of the banking
system, whereas the RWA related to market risk is 6 percent.  Given the capital adequacy
ratio of the banking sector at 11.35 percent, the banks”™ capital charge for operational risk is
BDT 408 billion at end December 2011. However, only 10 banks (21 percent of the industry)
contain almost 50 percent of industry operational risk and the remaining 37 (79 percent of the
industry) banks contain the remaining 50 percent of operational risk.

In sum, although banks are maintaining capital for operational risk according to the basic
indicator approach under Basel 11, the difficulty of going from a series of isolated, infrequent
operational incidents to a comprehensive capital charge 18 a source of concern for both the
banking sector and the central bank. Lack of sophisticated techniques and insufficient data on
actual loss events may aggravate the challenges faced by the regulator and banks for
managing operational risks. In addition to imposing this capital charge for operational risk
under the Basel 11 requirement, the BB also monitors the gravity of threats stemming from
lapses in banks’ internal control environments. Banks are, for this purpose, advised to follow
the core risk guidelines on ‘Internal Control and Compliance’. Morcover, banks are instructed
to charge capital on the 15 different sources of risk those banks usually face under Pillar 2 of
the Basel II process document. The Supervisory Review Process (SRP) and Supervisory
Review Evaluation Process (SREP) dialogue under SRP of Basel II confirmed the banks’
need for additional capital that will ensure adequate capital of banks, considering all the
material risks considered under the SRP.
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4.7 Credit rating companies (CRCs)

Credit rating is an informational tool to facilitate the predictions of the investors that certain
debt would be repaid by the obligor. Ratings are imperative to ensure the safety and soundness
of the financial system. Banking regulators, under the Basel [1 agreement of the Basel
Committes on Banking Supervision (BCBS), can allow banks to use credit ratings from certain
approved credit mating companies (called ‘External Credit Assessment Institutions’, ECATs)
when calculating their capital requirements, Regulators use credit ratings of entities and
exposures for regulatory purposcs. In Bangladesh, the Securitics and Exchange Commission
{SEC) enacted the Credit Rating Companies Rules to establish the mandatory rating process for
some type of issues and debt instruments. Apart from this as per Bangladesh Insurance Law,
insurance companies are also bound to do the rating annually. The SEC so far has permitted the
following 8 companies for operating as a Credit Rating Company.

Table 4. 6 Commencement of credit rating agencies in Bangladesh

5L Mo Rating Agency Year of Inception
1. Credit Rating Information and Services Lid {CRISL) 1995
2, Credit Rating Agency of Bangladesh Lid. (CRAB) 2003
3. Emerging Credit Rating Ltd. {ECRL) 2009
4, Mational Credit Rating Ltd. (NCRL) 2010
3 ARGUS Credit Rating Services Lid. 011
i WASD Credit Rating Company (BDY) Limited 7012
I Alpha Credit Rating Limited 2012
8. The Bangladesh Rating Agency Limited 7012

Source: website of the respeciive rating companics.
The history of credit rating in Bangladesh is not very old, and in fact this industry is in the
nascent and budding stages. Under the Credit Rating Companics Rules, 1996, all issucs of
debt securities or public issue of ghares (including rights shares) at a premium shall require a
credit rating. Thus, banks and Fls listed in the stock market need to be rated. Moreover, banks
and Fls can use these ratings of the corporate securitics as a benchmark of measuring risk
under the adopted frameworks of Basel 1. The credit rating business, however, at some point
and under some circumstances, may pul al risk the stability of the entire financial system
(Vincentelli, 2007)". Rating Agencies have grown rapidly in the last couple of vears, but the
existing oligopoly nature of this industry may present risks to the market. Under both the
Basel II standardized approach and SEC regulations, nol just any credil raling agency
(CRA)'s ratings can be used for regulatory purposes. The Basel I guidelines, for example,
describe certain criteria that bank regulators should look to when permitting the ratings from
a particular CRA to be used. These include "objectivity,” "independence,” "transparency,”
and others. Bangladesh Bank as a banking regulator has issued its own discussion papers in
2010 on this subject, to further define how these terms will be wsed in practice. Time

MW incemelli, lgnacio (2007), Cradt Ratmg Agencies md Finsmeial Stability, Warking Paper Senes, Social Soemce Resmch Netoork
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probably has come to review the rules and regulations of credit rating agencies, in the
scenario of mushroom growth of the rating agencies, to contain the potential threats to the
Bangladesh financial system as experienced by the developed countries.

Though rating agencies have been implicitly playving as a quasi-regulatory role, they are for-
profit entities and their incentives may be misaligned with regulatory objectives. Conflicts of
interest often arise because the rating companies are paid by the entities issuing the securities
or extending exposures- an arrangement that has come under fire as a disincentive for the
agencies to be vigilant on behalf of investors. Moreover, the quality of the rating also
depends on the quality and integrity of the persons and institutions that rate others.

Chart 4. 3 Exposure rating status in Bangladesh

Banks' & NBFIs' Rated Exposures with " Banks' & NBFIs' B8 RG 1 Exposures with
Banks: end December 2011 Banks: end December 2011

Rated Corporate Exposures with Banks: [ BB Reted 1 Corporate Exposures with
Banks: end December 2011

Sowrce: Calcilarion.! Financtal Sabillity Depariment, Bangladesh Bank

The scheduled banks have exposures both to banks and Non-bank financial institutions
(NBFIs) and to non-financial corporations. Exposure to financial institutions tends to be
rated, as shown in the upper left quadrant of Chart 4.3, However, since the concept of
external credit assessment is quite new and few in Bangladesh, a very low percentage of
nonfinancial corporate exposures have been rated, as shown in the lower left quadrant. For
both financial and nonfinancial exposures, a relatively small percentage of the exposures
have received the best credit rating, as shown in the upper right &and lower right quadrants.
Though nearly fifty percent of rated banks' cxposures carmied the best credit rating (BB rating
grade 1)"", only one fifth of the rated corporate exposures carried the best rating,

"*Bangindesh Bank mapped the mting of the credit miing agencies into § levels from | %0 & grades where | is the best and 6 the wonst
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Chapter 5 Stress Testing

In order to understand and appreciate the risks the banking industry is exposed to, ensure the
soundness and sustainability of the banking industry and make the banks more shock
resilient, guidelines on stress testing were issued in April 2010 (and updated in February
2011). Banks have been advised to carry out stress testing in line with the issued guidelines
on a quarterly basis. Through these stress tests, the impact of a number of risk scenarios,
namely credit risk, interest rate nsk, exchange rate risk, equity price risk and liquidity risk
related shocks, and a combination of those, on the capital adequacy ratio (CAR) of the banks
is evaluated. The first round of results indicates that the banking industry is resilient when
minor shocks are applied. Bangladesh Bank has a plan to evaluate the resulls more rigorously
in the coming quarters,

5. 1 Resilience of the banking sector

The analysis of the different risk factors and the risk-absorbing capacity of the banking
industry under stressed situations indicate that the risk absorbing capacity of banks was
high at end December 2011, This part examines the resilience of the banking system by
assessing the impact of the plausible threat of worsening in asset quality in terms of banks’
capital base and sensitivity analysis.

The amount of net NPLs (NPLs adjusted for provisions and interest suspense) is a key indicator
in measuring the potential risks to banks” solvency positions, Banks™ net NPLs fell sharply to
Tk. 24.59 billion at end December 2011, against Tk, 31.58 billion in the previous year, a
decrease of 22 percent on year on year basis. Compared with 7.5 percentin December
2010, the net NPLs to capital ratio improved to 4.5 percent by the end of December 2011. Bank
wise information reveals that in 2011, 2 banks, with ashare ol 3.3 percent in  industry
assets, have recorded an overall negative NPL to capital ratio. In fact, 28 banks, with a 79.1
percent share in total assets, materially contained no NPL. Moreover, 16 banks, with 23.6
percent share in total assets, posted a net NPL to capital ratio in the range of 0.4 to 13.7 percent,
other than one specialized bank. (This specialized bank does not pose any systemic risk as it is
working as a specialized bank in the field of agriculture in the northem part of Bangladesh.) It
is expected that these banks can reasonably manage the potential shock of the net NPLs on their
respective capital base. All this information sugpests that a few banks with a small market share
in the industry are facing the threat of erosion of their capital base; however banks with a
dominant share in the sector have the capacity to absorb loss emanating from a further
deterioration in asset quality.



To test the resilience of the banking sector based on the single-lactor sensitivity analysis,
Bangladesh Bank conducted stress tests with three major risk factors i.e. credit risk, market risk
and liquidity risk. The magnitude of shock in the risk factors is driven by the historical
volatility in each variable and an analysis of future movement based on hypothetical scenarios.
Specific shocks used in the analysis are summarized in Box 2. Under each scenario, the after
shock CAR is compared with the minimum required CAR of 10 percent at end 2011 to assess
hanks® resilience towards specific shocks set with explicit and implicit assumptions. The
results are based on the unaudited data for end December 2011, These results are not forecasts
of expected oulcomes, since the scenarios have been designed as “what "
sitpations under plausible but extreme assumptions.
Box 1 Banks® Aggregate Stress Test Result

_ Ax om 31 December 2011
Shocks Impact on After
CAR Shock CAR
Credit Risk
CR-1: 5% of performing loans directly downgraded to bad/loss category, (1. 28%) 10.07%
0% dowmward shift in the NPLs categories and 10% decline in the forced
sale value of morigaped collaberal.
CR-2: 1mammmmmmm (4.54%) £.81%
B0 downwurd shift in the NPLs categaries and 2095 decline i the forced '
sake valuc of mortgaged collatcral.
CR-3; 15% of performing loans directly downgraded to badloss category, (5.66%) 2 0%
100% downward shift in the NPLs categories and 40% decline in the
forced sale vahse of mortgaged collateral,
Market Risk:
Interest Rate Risk
IR - 1: An increase in interest rates by 100 basis podnis. {0.03%%) 1132%
IR - 2: An increase in interest rates by 200 basis podnts, {0.06%%) 11.29%
IR - 3: An increase in interest rales by 300 basis points, {0.0%%) 11.26%
Rate Risk
| ER - I: Depresiation/Appreciation of Exchangs Ratc by 5%. (0.02%) 11.33%
| ER - 2: Depresiation/Appreciation of Exchange Rate by 10%. (0.04%) 1131%
| ER - 3: Depreciation/Appreciation of Exchange Rate by 15%. {0.05%) 1130%
Price Risk

| EQ - I: Fall in the equity prices by 10%. 0.22%) 11.13%
"EQ - 2: Fall in the cquity prices by 20%. {0.43%) 10.90%
| EQ - 3: Fall in the equity prices by 40%. (0.90°%) 10.45%
| Combined Shocks: Market & Credit
COMBND - 1: CR-1, IR - 1, ER-1 & BQ - 1 {1.56%) 9.79%,
COMBND -2: CR-2, IR -2, ER-2 & EQ -2 (5.09%) 6.26%
COMBND - 3: CR-3, IR -3,ER-3 X B - 3 9.71%) 1.64%
Liquidity Risk
Shocks il of Banks System
L - 1: Liguidity Drrain [LD] (Chronic 2% drain of hgudity) il No
L - 2: Liguidity Drain [LD] (Chronic 4% drain of hguidity) il No
L - 3: Liguidity Drrain [LD] (Chromic 6% drain of hgudity) 2 No

Sowrce. Calewlanon: Finarcial Stability Department, Rangiadesh Bank.
Note: Credit Risk and Combined shocks are the ageregation of simple sensitivity result, Chronic drain is
considered in excess of normal withdrawal for consecutive 5 days.
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The results suggest that credit nisk is the most dominant risk factor in terms of its impact on
CAR. Amongst the credit shocks, CR1 15 the most rigorous, causing the overall CAR of the
banking sector o decline o 10007 percent. While the overall post-shock CAR 15 above the
minimum required benchmark of 10 percent, 11 banks in addition to the 4 banks whose CAR
is already below the required level, would experience deterioration in their respective CARs
in case of such a scenario. However, the banking industry is fairly resilient in the face or
various market risk shocks (interest rate, exchange rate and equity price movements), The
CAR of none of the banks would be impacted under the market risk shocks except for the 4
banks with their pre-shock CARs already below 10 percent. The combined application of
eredit and market shock (COMBND-1) assumes 5 percent ol performing loans directly
downgraded to bad/loss category, 50 percent downward shift in the NPLs categories and 10
percent decline in the forced sale value of mortgaged collateral, increase in interest rates by
100 basis points, appreciation/depreciation of exchange rate by 5 percent and fall in equity
prices by 10 percent, and results in overall CAR declining by 156 bps to 9.79 percent.

In order to assess the resilience of banks towards ligquidity risk, a shock on deposits
withdrawal by 2, 4 and 6 percent in excess of regular withdrawals for five consecutive days
has been assumed. This type of shock would have a substantial impact on the banking sector,
At 6 percent withdrawal ol deposits, even though the industry shows resilience for 5
consecutive days, 2 private commercial banks show a sign of liquidity stress'' on the fifth day
only at the higher withdrawal rates. Thus, individual banks and the banking sector at a glance
arg resilient with their liquidity management. However, BB just started to measure and
monitors Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR) and these
arc under a trial process. The next issue of FSKE may contain the scenario of liquidity of banks
and banking industry with extensive analyses of these new Basel 11 liqudity ratios recently
introduced by BB,

" Complets dissipation of lquidity
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Chapter 6 Non-Bank Financial Institutions

6. 1 Introduction

The non-bank financial institutions (NBFIs) sector represents one of the most important parts
of the financial system in Bangladesh. The NBFI sector in Bangladesh consists of
development financial institutions, leasing companies, investment companies, merchant
banks etc. The financing modes of the NBFIs are long term in nature. At present, 31 NBFls
are operating their business across the country, of which 3 are government owned, 18 are
private owned local companies, and the remaining 10 are established under joint venture with
foreign participation. As of 31 December 2011, a total of 161 branches of NBFIs were

operating in the country.
6. 2 Funding sources
The major funding sources of WBFIs are capital, term deposits, credit facilities from banks
and other NBFIs, call money, bonds and securitization. NBFIs are allowed to mobilize term
deposits only of tenor not less than 6 months. However, banks are one of the major sources of

funds either directly or indirectly. Banks are also major investors in bonds/debentures issued
by NBFIs.

Chart 6. 1 NBFIs borrowings, deposits & capital trend
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It is to be mentioned that the borrowings, deposits and capital of NBFIs increased by 13.5
percent, 16.6 percent and 34.5 percent respectively in CY'11 compared with those of the
previous year. The trend of increasing capital shows a healthy financial base of the NBFs.
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6.3 Assets and financing

NBFIs" total assets increased by 13.5 percent in CY'11 compared with CY10. The size of the
total assets of this sector represented 3.5 percent relative to GDP (at cumrent prices, BDT
T874.6 billion in FY 10-11) and 4.7 percent of the total assets of the overall banking sector in
CY1l1.

Chart 6. 2 NBFIs assets & financing trend
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The major portion of NBFI funds were deployed in term financing which was 48,8 percent of
the total assets in CY11. The volume of term financing increased by 23.4 percent in CY11
compared with CY10. Lease finance, balance with other banks/TFIs and total investments
comprised 23.6 percent, 7.3 percent and 6 percent respectively of the total assets in CY 11,

6. 4 Non-performing assets & provisioning

Non-performing Assets (NPA) of NBFIs came down by 1.9 percent or BDT 0.2 billion in
CY¥11 compared with the previous vear. The total NPA represented 5.2 percent of total loans
in CY11, down from 7.3 percent in CYD9.
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Chart 6. 3 NBFIs non-performing assets tremd
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During CY11 an amount of BDT 7.0 billion NPA provisions had been maintained against a

requirement of BDT 6.0 billion.
Chart 6. 4 NEFIs provisions for NFA

NBFIs provisions for NPA

% T
gs.n — —

2009 2010 2011

Required = mMaintained

Source: Department of Financlal Institurivas & Markers, BB,
6. 5 Profitability
NBFIs" after-tax profits have shown confinuous growth over the last 3 years. The major
portion of income was generated [rom term finance. Interest on deposits was the major outlay
of total expenses. Consequently, total operating income consisted mostly of net interest
income, However, as the amount of total assets and shareholders’ equity has increased
proportionately more than that of the after-tax profits, the ROA and ROE has showed a
decreasing trend over the last 3 years.



Chart 6. 5 NBFIs profitability trend
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Aggrepate ROA decreased by 0.5 percentage points and ROE decreased by 8.4 percentage
points in CY11 compared with CY09. During CY09-11, aggregate shareholders’ equity
increased by 107.6 percent and total assets increased by 45.6 percent. On the other hand,
aggregate after-tax profits increased only by 25 percent during CY(9-11. As a consequence,
the profitability ratios of the NBFIs have shown a decreasing trend. However, if profits
decline due to deterioration in asset guality, increass in provisions, etc., it will be a challenge
to this sector to maintain its existing ROA and ROE level in future,

6. 6 Liguidity

NBFIs who take term deposits have to maintain a statutory liquidity requirement (SLR) of 5
percent of their total liabilities, inclusive of an average 2.5 percent cash reserve ratio (CRR)
of their total term deposits. NBFIs operating without taking term deposits have to maintain
SLR of 2.5 percent and are exempted from maintaining CRR.

As of December 2011, an appregate 2.9 percent CRR and 13.1 percent SLR were maintained
by the NBFIs. Balances with other banks and Fls, call money investment, investment in
government securities and any other assets approved by BB are considered as components of
SLE. For this reason, the SLR maintained by the NBFIs was higher than the required amount.
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6. 7 NBFI sector resilience

Micro stress-testing (sensitivity analysis) exercise was conducted on NBFls in CYI1L.
Through stress testing exercises, the impact of risk scenarios, specifically credit risk, interest
rate risk, equity price risk and liquidity risk related shocks, and a combination of those, on the
capital adequacy ratio (CAR) of the NBFls is evaluated. The results, based on 31 December
20011 data, reveal that the NBFI sector is resilient when minor shocks are applied. Aggregate
stress test results specifying different shocks at minor shock level are summarized in Box 1.

Box 3 NBFIs" Aggregate Stress Test Result

{As an 3 December 2011)
Shock Levels CAR before Change in CAR after
(Minor) shock (%) CAR (%) shock (%)
1. Performing loans directly downgraded w B/L:
5 cone ion (1 3 133 {0.6) 17.7
2. Performing loans directly doamgraded to BYL: 18.3 (0.4) 179
Secior concentration (2 seclors) ' ' :
3. Increase in NPL due o default of top 10 loan borrowers 18.3 (0.7 17.6
4, Megative shifl in NPL categories 18.3 (0.5) 17.8
5. Decrease m the FSV of the collateral 183 (0.4} 17.9
. Inierest rate 123 1.8 20.1
7. Equity shock 123 {0.2) 18.1
B, Combined credit shocks 123 (2.0 1563
9. Combined all shocks 123 (2.5) 158

The CAR after shock is compared with the minimum required CAR of 10 percent. The above
results reveals that the industry CAR does not fall below the minimum required level due to
any of the above specific shocks or overall combined shock at *minor shock” level . However,
considering individually, 1 NBFI becomes non-resilient in ‘minor shock® level, 5 NBFls
become non-resilient in ‘moderate shock™ level and 8 NBFIs become non-resilient in *major

shock” level based on end-December 2011 data,
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Chapter 7 Capital Markets

7.1 Market size

There are 2 stock exchanges in Bangladesh- Dhaka Stock Exchange Limited (DSE) and
Chittagong Stock Exchange Limited (CSE). DSE is the country's prime bourse considering its
ample contribution o the capital market. A total of 180 listed companies out of 232 increased
their paid-up capital during CY2011 through issuing either bonus or rights shares. Besides, a
total of 14 companies floated IPOs in CY2011. As a consequence, the total issued capital at
DSE climbed to BDT 8789 billion on 29 December 2011 from BDT 871.4 billion on 30
December 2010.Up to December 2011, ¥ commercial banks had established both merchant
banks and brokerage houses and 22 commercial banks had established merchant banks as
subsidianes. Therefore, the total number of merchant banksbrokerage houses established by
the commercial banks reached to 38 with aggregate equity of BDT 29,8 hillion.

7.2 DSE general index movement

The DSE general index was 8304.6 on 02 January 2011, which was the highest level during
the year, and dropped o 46493 on 15 November 2011, which was the lowest, From 02
January to 29 December 2011, the general index decreased by 57.9 percent. However, it
showed an increasing trend over the last two months of 2011,

Chart 7. 1 DSE general index movement (CY 2011)
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Chart 7. 2 DSE general index movement irend

DSE general index movement trend

2000

8000 A\
oo 7/

e

0

=—d=[5E Ganeral Index

I

4000 g

ﬁ_?'q—f

1000 A
35!5353355}
4 8 4 4 4 32 494 49 4
B 8 B & ® B B 8# & 4

Date Sowrce: www, dvebhd org

7.3 Market capitalization

In FY 2006-07, total market capitalization of DSE was BDT 475.9 billion and increased 1o
BDT 2853.9 billion in FY 2010-11. The growth rate has recently slowed, however, in FY
2009-10, the total market capitalization increased rapidly and stood at BDT 2700.7 billion
which was117.6 percent higher than that of the previous fiscal year. However, total market
capitalization increased by only 5.7 percent in FY 2010-11. During CY2011, Market
capitalization reached a record high of BDT 3513.3 billion on 02 January 2011 and dropped

to a record low of BDT 2373.7 billion on 15 November 2011.
Chart 7. 3 Market capitalization ratio
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The market capitalization ratio is the value of listed shares divided by GDP. This ratio isused as a
measure of stock market size. In FY2006-07, the market capitalization ratio was 10.1 percent and
reached to 38.9 percent in FY2009-10 showing an increasing trend. However, it turned down to
36.2 percent in FY2010-11, after having almost doubled in the previous fiscal year.

Chart 7. 4 Percentage change in market capitalization & GDP
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GDP growth and market capitalization growth have not displayved any sigmficant correlation
over last 5 fiscal yvears. For most of that time, market capitalization growth has far outstripped
GDP growth, and has been more unstable. The percentage change in GDP at current prices
has shown an almost flat trend, while the percentage change in market capitalization showed
an irregular trend. In FY 2006-07, the percentage change of market capitalization was 120.9
whereas the percentage change of GDP at current price was onlyl3.7 percent. However, in
FY 2010-11, the percentage change of market capitalization was only 5.7 percent, whereas
the percentage change of GDP at current prices was 13.4 percent.

A company’s profit and financial strength 18 rarely reflected in the market capitalization in
Bangladesh., Market capitalization mostly varies due to demand of a company’s share in the
secondary market as most of the small investors make investment based on grapevine
information.
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7.4 Price earnings ratio

The P/E ratio depicts the relationship between market valuation of a company’s shares and
the earnings of the company. The overall weighted average P/E ratio of DSE was 29.2 in
December 2010 and decreased tol3.7 in December 2011 due to substantial price correction in
the market. A sector-wise evaluation shows that the highest P/E ratio of 42.2 was observed
for the paper and printing sector in December 2011, The weighted average P/E ratio of the
banking sector was 10.5 whereas financial institutions” was 12.15 in December 2011.

Chart 7. § Movement of price earnings ratio
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7.5 DSE sector-wise performance

The table below lists sector-wise market capitalization, and measures concentration with a
Herfindahl-Hirschman Index (HHI) that currently scores 1,528 points. Generally, a market
with a HHI score between 1000 and 18040 points is considered to be moderately concentrated.
The scenario reveals that capital market capitalization was not too heavily concentrated in a
few sectors at end-December 2011, However, the financial sector (including banks, financial
institutions, insurance and mutual funds) holds a 486 percent share of total market
capitalization, while the manufacturing sector holds only a 24.2 percent share as of end-
December 2011, Banks hold a 32.3 percent share of total market capitalization, which was
the highest among all sectors. The short-term higher profit of the financial sector, combined
with the continuing need of the growing sector for additional capital, convinced investors to
invest more heavily in the financial sector than in real sectors.
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Box 4 Sector-wise market capitalization

(For the month of December 2011)
sl Sector Amount in % of Tatal HHI
Billion BDT
1 | Banks G40 323 1,024
2 | Financial mstitutions 1904 9.3 H1
3 | Insurance 111.0 54 23
4 | Mutual funds 330 1.6 4
5 | Foods 56.3 2.7 9
6 | Pharmaceuticals 169.8 B3 64
T | Textile 56.3 27 9
& | Engincering 101.9 50 25
9 | Ceramics 29.0 1.4 1
10 | Cement 59.9 34 g
11 | Other marufacturing 15.4 0.7 1
12 | Fuel & power 2385 1.6 144
13 | Service & real estate 14.5 0.7 1
14 | IT 4.1 02 ]
15 | Telecommunication 220.8 10.7 121
16 | Travel & leisure 11.0 0.5 1
17 | Miscellaneons 6.6 14 9
Total 2,055.5 1000 | 1,528

Data Source: Monthly Review, December 2001, Vol 26, No. 13, Dhaka Stock Exchange Linsited

7. 6 DSE monthly turnover

During CY2011, DSE turnover reached the highest peak with BT 298.2 billion in July, and
tumed down to the lowest trough with BDT 61.5 billion in December. The daily average
tumover was BDT 18.4 billion in December 2010, which significantly decreased to BDT 3.2
billion in December 2011. The financial sector dominated with 46.4 percent of the total DSE
wmover in December 201 1. Banks' urnover was 29,6 percent, which was the highest in the
overall sector. Among the other sectors, the manulacturing sector contributed 33.3 percent 1o
the total turnover, with textile remaining on the top (8.3 percent) of this sector. The service &
miscellaneous sector contributed 203 percent to the total turnover, with fuel & power
remaining on the top (8.3 percent) of this sector.
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7.7 Overall market scenario

By the end of 2010, the capital markets of Bangladesh appeared to be well overvalued and
overheated as the institutional as well as retail investors entered in the capital markets with
increasing enthusiasm and confidence. Consequently, demand for the securities in both the
primary and secondary markets increased substantially. However, the supply of securities
could not be increased at the same pace, As a result, prices of the securities in the secondary
market soared to a record high and so did the index. In December 2010, the market was in a
receding trend with decline in daily turnover coupled with substantial price correction and
significant volatility from time to time. This market correction traumatized the general
investors’ confidence. Throughout the year 2011, the market was in a bearish trend due to the
massive price correction which had started in December 2010.

The Government of Bangladesh (GoB), Ministry of Finance (MoF), Bangladesh Bank (BB),
Secunties and Exchange Commission (SEC), DSE, CSE, Investment Corporation of
Bangladesh (ICB), and other stakeholders have taken various steps 1o bring back the stability
of the market. As a result, the market was showing a positive trend at end-December 2011,
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Chapter 8 Financial Infrastructure

8.1 Payments and settlement system
The payment and settlement systems in Bangladesh remained resilient and continued to operate
smoothly throughout CY201 1, contributing to the stability of the financial system.

8.2 Automated cheque clearing

The Bangladesh Automated Clearing House (BACH) started automated cheque clearing from 07
October 2010 by replacing the ancient manual clearing system with automation, which allows
mter-bank cheques and similar type instruments to be settled instantly. All the 7 clearing regions
in major citics (Chittagong, Rajshahi, Khulna, Bogra, Rangpur, Barisal and Sylhet) have been
connected with the Dhaka Cleanng House from 25 October 2011, Almost %0 percent of all the
clearing instruments are now being processed through the automated clearing house.

Chart 8. 1 Automated cheque clearing operations
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Under the automated cheque processing system, two types of clearing are processed-high value
(HV) and regular value (RY). Instruments of BDT 0.5 million and above are processed under
HV clearing. Year 2010 shows a low volume of transaction as it was started only from October
2010. However, about 0.7 million HV items of BDT 4177.8 billion and 17.9 million RV items
of BDT 30939 billion were processed through the automated clearing house in 2011,

8. 3 Electronic fund transfer

Electronic Fund Transfer (EFT) has been introduced which facilitates the banks to make bulk
payments instantly, using less paper and manpower. The Bangladesh Electronic Funds
Transfer Network (BEFTN) started with credit transactions in 28 February 2011 and began

offering debit transactions from 15 Scptember 2011, On average, approximately 200,000
EFT-credit and 2,000 EFT-dcbit transactions are processed per month.
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Chart 8 2 Volume of elecironic fund transfer
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The total amount of EFT-credit transactions was approximately BDT 17.4 billion and EFT-
dehit transaction was approximately BDT 1.3 billion in CY11.

8. 4 Mobile financial services

The initiation of mobile banking is one of the most noteworthy advancements in banking.
Through this system, franchises of banks through mobile operators can provide banking
service to even the remotest comer of the country. During CY'11, 18 banks got approval for
Mobile Financial Services (MFS) of which 13 have already started offering these services.
The remaining 5 banks are in the process of starting MFS,

A private commercial bank’s subsidiary named “bKash® got approval for facilitating mobile
financial services, and launched its operation from 21 July 201 1. Bangladesh Post Office also
introduced 'post e-pay’ service in 05 September 2011 in its 1968 branches with the help of the
mobile operators’ countrywide network.

The “Guidelines on Mobile Financial Services for the Banks™ was published in September
2011 and was amended on 20 December 2011.

8.5 M-commerce

At present, 3 telecom companies have got permission for m-commerce (Mobile-Commerce)
related transactions. Approximately 425,000 utility (water, gas and electricity) bill payments
were transacted using m-commerce. Additionally, approximately 12,000 train tickets and
15,000 malch tickets were sold via m-commerce,

8. 6 Electronic banking operations

Most of the commercial banks are now using their own Core Banking Solution which has
made hanking faster and efficient. Out of 47 scheduled banks, 40 banks provided full or
partial online banking services in CY 11, Usage of plastic money has also been increased in
daily life transactions,



Chart 8. 3 Number of banks providing electronic banking facility
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The above chart shows the increasing trend of electronic banking operations during CY11.
The number of banks providing credit card services remained unchanged during CY11.
However, the number of own Automated Teller Machines (ATM) showed a hefty increase
from 2071 in CY 10 to 3530 in CY'11.

Chart 8. 4 Yolume of electronic hanking transactions
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The amount of transactions using ATMs, ATM/debit cards and credit cards increased by 34.9
percent, 10.1 percent and 34.6 percent respectively in CY11. However, inlernel banking
transactions increased even more impressively by 479.7 percent as both individual and
corporate customers have become more interested in internet banking.
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8. 7 Central depository system

The Central Depository Bangladesh Limited (CDBL) provides services to the Bangladesh
capital market, covering scttlement of trades on stock exchanges as well as settlement of
Cwver the Counter (OTC) transactions in treasury bills and government bonds issued by the
central bank. At present, there are 313 full service depository participants (DFP), 04 Exchange
DPs, 51 Cuostody DPs and 44 Treasury DPs.

8. 8 Other information on technological developments in the financial system

The banking sector experienced a remarkable progress of aulomation during the last several
years. The central bank’s pro-active and forward-looking approach has promoted a numbers
of automation initiatives in the banking sector. The establishment of the Enterprise Data
Warehouse (under process) will bring the whole banking sector under a single network
through which data sharing, reporting and supervision will enter a new horizon.

To create a disciplined environment for borrowing, an automated Credit Information Bureau
(CIB) service has been introduced to provide the scheduled banks/Fls credit related
information about prospective and existing borrowers., Banks/Fls now furnish credit
information to the CIB database and can access credit reports from CIB onling any time
arpund the year,

A Letter of Credit {L/C) monitoring system has been introduced for preservation and use of
all necessary information regarding L/Cs by the banks through the BB website. This system
allows the authorized users of banks to upload and download their L/C information. An
online export monitoring system 15 used to monitor exports of Bangladesh. Through this
service, banks and anthorized dealers (AD) branches of hanks issue their export reports,

The e-Retums service has also been introduced which is an online portal service for
scheduled banks to submit electronic returns using a predefined template for the purpose of
macroeconomic analysis by related BB departments.

The introduction of internet trading in both of the bourses (DSE & CSE) in the country is the
most significant advancement for the capital market in the last several years. Finally, Micro
Finance Institutions (MFI) submit their reports to their regulator through the Online Report
Submission Tools designed for MFIs.



Chapter 9 Development in the Financial System

9.1 Basel II1 new liguidity standards

Bangladesh Bank initiated two new Basel Ill-inspired liquidity standards to the banks as a
reporting requirement in 2011. These two standards are the Liquidity Coverage Ratio (LCR)
and the Net Stable Funding Rato (NSFR). Reporting on data on the LCR is monthly, and
data on the NSFR is quarterly. An introductory peried is continuing and will last for no more
than one year. When the introductory period expires, compliance with the standards will
become mandatory, either moving immediately to full implementation of the 100 percent
minimum or phasing it in, depending on the caleculated outcomes of the banks during the
introductory period. The Department of Off-Site Supervision (D0S) will rank-order the
banks by their reported values for each standard, and, on the basis of those values, a target
date and phase-in period for reaching the 100 percent minimum will be developed. BB, in the
mean time, conducted its first Quantitative Impact Study (Q15) of these two liguidity ratios
on the basis of banks' data of May 2012 and the next QIS will be conducted on September
2012 data. BB is confident, based on the result of first QIS conducted in May 2012, of the
feasibility of implementing these ratios as regulatory compliance at the 100 percent minimum
on or before the beginning of January 2014, However, some of the components and “run-off
factor” of these two liquidity ratios have been reviewed by BB in the country context and
rationalized accordingly. BB is also taking other initiatives to enhance banks' capacity of
maintaining their liquidity to achieve the goal of 100 percent compliance of the Basel 11T
recommendations within the targeted time line. In the phase of implementation, banks with
very low values for each standard may be put on a liquidity “watch list™ and targeted on-site
examinations may be conducted to determine the quality of the banks® liguidity management.

9.2 Formation of the Financial Stability Department (FSD)

In light of global economic turmoil and in considering the rapidly-growing and evolving
financial sector in Bangladesh, Bangladesh Bank decided to establish the Financial Stability
Department (F5D), which started functioning from June 2012,

The Department will examine the stability of the Bangladesh financial system through macro-
prudential analysis. It will assess and quantify [nancial system risks and vulnerabilities,
analyze their outlook and make appropriate policy recommendations for safcguarding
financial stability. It may also design and conduct stress-testing exercises in order to assess
the resilience ol the banking system and the polential repercussions on the real economy. It
will oversee the means of payments and scttlement systems operating in Bangladesh aiming
at ensuring their reliability and efficiency and, in particular, the containment of systemic risk.
Furthermore, it will monitor developments in the insurance sector, as well as capital markets
participants such as securities firms and collective investment firms, which are not supervised
by BB. It will focus on the existing analysis of financial stability and on stress testing of the
financial system. In addition, it will recommend macroprudential regulation and engage in
macroprudential oversight, which arc focused on analyzing, assessing and mitigating
systemic risk. Finally, the purpose of FSD will be to strengthen the macro prudential
framework of the country.
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9.3 Adoption of the Financial Projection Model

Bangladesh Bank (BB) intends to adopt a tailor-made Financial Projection Model (FPM)
under the technical assistance from the World Bank to improve its risk assessment framework
for individual banks. BB would, therefore, like to assess the risks posed by banks in the
system by using the FPM to carry out scenario analyses of the banks to determine their true
conditions and resilience to pressures, the impact of liquidity squeeze on their viability and
the likelihood of a contagion in case one of them fails. Later, this FPM would be expanded to
include all the Fls in the system. The main objectives of this tool is to assess the strengths and
weaknesses of individual banks in the system based on hypothetical scenarios focusing on the
banks, 1o perform comprehensive scenario analyses to identify risks and take policy measures
accordingly; and improve BB's risk assessment capacity for individual banks by
incorporating FPM into the supervisory risk assessment processes.

9. 4 Risk Management Guidelines for banks

In the context of an extremely challenging first decade of the 21st century for the financial
services industry in many parts of the world, BB has issued a separate comprehensive risk
management guidelines for banks and scheduled banks are instructed to follow these new
guidelines to manage varous risks in a prudent manner. Unlike the global perspective, banks
of Bangladesh in the financial services industry are facing various challenges attributable to
mcreased competition and expansion of their diversified business network.

These guidelines are a supplement to, and not a substitute for, guidelines in six core areas
already issued. This document promotes an integrated, bank-wide approach to risk
management that may propel banks in Bangladesh to the forefront among banks in this region
in adopting contemporary methods to identify, measure, monitor, and control risks
throughout their institutions. The most innovative parts of these puidelines are risk
governance and capital planning.

It is evident from the global facts that credit institutions (including banks), secunities firms,
msurance companies, money service providers, foreign exchange dealers, and other kinds of
financial institutions in many parts of the world faced increasing competition, volatility in
interest rates, exchange rates, and share prices, asset price bubbles, deep recessions, sudden
deteriorations in credit quality, and unpredictable changes in the legal and regulatory
framework. Most financial institutions were able to cope with these challenges, but a great
many, including some very large and well-known institutions, were not. However, scheduled
banks in Bangladesh arc also facing challenges in the seccond decade of the present century.
Although we have fortunately been spared some of the worst upheavals that have occurred in
other countries, the need to be constantly vigilant 15 still upon us. World-class risk
management is a costly endeavour for Bangladeshi banks, but the costs of being caught
unaware or unprepared for unexpected, unfavourable changes in the banking environment,
from wherever these changes may come, would be far higher.



9.5 Deposit insurance in Bangladesh

Bangladesh Bank has created a mew department for exclusively expediting the issues of
implementing an effective deposit insurance system in Bangladesh, in accordance with
international best practices. It is considered as one of the leading components of a financial
systemn salety net that is meant Lo promote linancial stability.

In Bangladesh, deposit insurance has a long history. The deposit insurance scheme (DIS)
was introduced in Bangladesh in August 1984 to act as a safety net for the depositors, aiming
at minimizing the risks of loss of depositors’ funds with banks. All the commercial banks,
including foreign banks and the specialized banks operating in Bangladesh, are members of
this scheme, as mandated under Article 4 of Bank Deposit Insurance Act 2000,

The direct rationale for the deposit insurance is customer protection. The indirect rationale for
deposit insurance is that it reduces the risks of systemic crisis, involving, for example, panic
withdrawals of deposits from sound banks and breakdown of the payments system. A Deposit
Insurance Trust Fund (DITF) has also been created for providing limited protection (not
exceeding Taka 100,000) to a small depositor in case of winding up of any bank. The Board
of Directors of Bangladesh Bank is the Trustee Board for the DITF. Bangladesh Bank has
adopted a system of risk based deposit insurance premium rates applicable for all scheduled
banks effective from the half year January-June 2007. According to a new instruction
regarding premium rates, problem banks are required to pay 0.09 percent and private banks
other than the problem banks and state owned commercial banks are required to pay 0.07
percent where the monetary coverage of the deposits is Taka 100,000 per depositor per bank.
With this end in view, BB has already advised the banks to bring DIS to the notice of the
public through displaying key information about it on their display board. In addition to this,
BB is working to introduce this system to the Non-Bank Financial Institutions (NBFIs), and
proposed to the concerned ministries to make it more risk-based and more expansive in
coverage. Pertinently, the Ministry of Finance (MoF) can approve the premium rates at their
own discretions, however, new laws or the amendments of existing laws will be required to
enhance the coverage as well as inclusion of NBFIs under the safety net program of deposit
insurance system,

9.6 Insurance Development & Regulatory Authority (IDRA)

Bangladesh’s National Parliament passed two insurance laws on 03 March 2010 in a bid to
further strengthen the regulatory framework of the insurance industry and make the industry
operationally vibrant. The Insurance Act 2010, one of thess, said the sector needs to be
managed properly and be strengthened by reducing business risks; local and international
insurance laws need to be harmonized considering the socio-economic aspect of the country;
and the interests of policy holders and other beneficiaries need to be protected. A regulatory
body in the name ‘Insurance Development & Regulatory Authority,’ under the Insurance
Development and Regulatory Authority Act 2010, has been established to make the insurance
industry as a premier financial services provider in the country by promoting efficient
corporate governance, by meeting the evolving aspirations of the society, and by serving  all

65



segments of the business community and general population for high economic growth, The
mission of IDRA is to protect the interest of the policy holders and other stakeholders under
insurance policy, supervise and regulate the insurance industry effectively, and ensure orderly and
systematic growth of the insurance industry, Currently 62 insurance companies are regulated under
the comprehensive laws and puidelines and supervising by IDRA.

9.7 Stress Testing Guidelines for Non-Bank Financial Institutions

Stress Testing guidelines for NBFIs have been issued by Bangladesh Bank (BB) in 2012 to provide
a structured way of assessing the vulnerabilities of financial mstitutions to extreme but plausible
market conditions. These guidelines enable mstitutions to accurately assess sk and define the sk
appetite of the organization and also provide cotical information to semior management for
decisions on capital buffers and contingency planning. Earlier in 2010, BB, considering the
importance and complexity of banking and leasing busimess, issued general guidelines on stress
festing for both Banks and Fls. The new stress testimg guidelines for NBFIs have preliminary been
based on simple sensitivity analysis using four different sk factors namely; Interest rate, Credit,
Equity prices, and Liquidity. A simple maturity gap analysis to measure Tnterest rate risk' has been
introduced and Duration GAP analysis' has been made simplified through these guidelines.
Moreover, 2 VaR analysis also has been incorporated to measure the potential losses of Fls. These
guidelines also incorporated the Inselvency Ratio (IR) and Stress Testing Rating,

In the stress test rating system, each FI will be categorized in either the Green, Yellow or Red zone
based on the Weighted Average Resilience (WAR), scaled in rating 1 to 5 of which 1 fall in Green,
2 and 3 in Yellow, and 4 and 5 in Red Zone, on the three level shock scenarios, Insolvency ratio,
percentage towards insolvency, on the other hand, will also be scaled in 1 to 5 grades the same
manner after computing the Weighted Insolvency Ratio (WIR) from the three shock levels
depending on the farmess from insolvency'”. Moreover, overall financial srength and resilience of
an NBFI will be identified plotting its achieved rating in the WAR-WIR Matrix. WAR and WIR of
the particular FI will be used to determine its adequate capital requirement and will have an impact
on its CAMELS rating,

9. 8 Enterprise data warehouse

BB has commenced implementation of an Enterprise Data Warehouse (EDW) from late 2009 with
a view to discontinning hard copy forms of statement submission, analysing banking sector's
performance, conducting scenario analysis and stress tests, carrying oul macroeconomic research
etc. within the shortest possible ime. Banks have already been instructed to submit a number of
existing statements in rationalized input templates through a web portal. Pertinently, under EDW,
datamformation submitted by banks and financial institutions, 15 being be stored in a centralised
database. Submission of datafinformation by the banks in the stated manner @s already saving a
considerable amount of ttime and effort,

BB has already begun preparation of different prudential reports from EDW. In the near future,
some important reports namely, reports on risk based capital adequacy of banks in line with Basel
II, liguidity, loan classification and provisioning, profit and loss of banks, loans written-off ete. will
be penerated from EDW. It is expected that in the near future, assisted by the EDW, BB will be in a
position 0 assess banking sector's performance mote promptly, which will coniribute o
maintaining/enhancing financial stability of Bangladesh.

' See Guidelines on Stress Testing for NEFIs, 2012 of Bangladesh Bank for details.
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Appendix
Table 1 Banking Sector Aggregate Balance Sheet

Particul Amount in Billion BDT Change (%)
2008 2009 2010 2011 | 2009 to 180 | 2000 to 11

Property & Assets:
Cash in Hand (including FC) 353 374 520 597 303 14.8
Balance with BB & 5B 126.9 | 2366 | 3006 390.5 17.2 29
{including FC)
Balance with other Banks & Fls 109.0 140.5 146.6 155.9 4.4 6.3
Money at Call & Short Notice 330 49.7 439 128.1 (11.6) 191.8
Investmenis:
Government 398.1 5322 | 4908 6621 (7.8) Mo
(thers 32l 44,1 98.5 131.3 123.6 333
Total 430.3 576.1 5853 1934 2.3 36
Loans & Advances:
Loans, CC, OD etc. 20023 | 23616 | 29734 | 35250 259 18.6
Bills purchased & Disct, 129.5 131.6 | 2253 267.5 71.1 18.7
Total 21318 | 24932 | 31986 | 37925 283 186
Fixed Assets 511 61.3 101.7 1437 037 41.2
Other Assels 26 | 362 | 421.1 401.0 332 {4.8)
Non-banking Assets 0.93 1.1 1.1 1.2 1.8 9.1
Total Assets 32909 | 39322 | 48550 | 58749 235 21.0
Liabilities:
Borrowings from other 1202 122.0 1598 | 2263 310 4.6
Banks/Fla/Agents
Deposits & Other Accounts:
Current Deposit 4426 | 5443 T12.7 992.0 3.0 323
Billz Payable 42.9 48.7 50.8 65.3 23.0 9.2
EE‘I."J'IIEE I:I-I:pm'lt SR63 T31.7 5524 9337 16.5 9.5
FixedTerm Deposit 1537.1 | 18059 | 21567 | 2583.2 19.4 19.8
Total 26089 | 31306 | 3T8Le | 4575.1 208 210
Other Liabilities IRI0 | 4069 | 4948 5464 216 10.4
Total Liabilities FNNN0 | 36395 | 44362 | 3MT.E 212 20.5
Capital/'Shareholder’s Equity 180.8 2727 | 4187 527.1 536 259
Total Liabilities & 32909 | 39322 | 4855.0 | 58749 235 21.0
Shareholder*s Equity
Off-balance Sheet Items H342 9116 | 19858 | 18146 1178 (8.6)
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Table II Banking Sector Aggregate Share of Assets

fAmount in billion BIVT)
% of % of % of
Particnlars 0 Taotal 2000 Todal 2011 Total
Assels Assets Assets
Property & Assets:
Cash in Hand (inclhuding FC) 374 1.0 520 1.1 59.7 Lo
Balance with BB & SB 2536.6 6.5 300.6 6.2
{including FC) 399.5 6.8
Balance with other Banks & Fls 140.5 3.6 146.6 3.0 155.9 27
Money ail Call & Shori Motiee 49,7 1.3 414 0.9 128.1 29
Tavestmenis;
Crovermment 5322 13.5 4908 10.1 G621 11.3
Others 441 1.1 8.5 21 131.3 2.2
Total 576.1 14.7 589.3 12.1 TO3.4 135
Loans & Advances:
Loans, COC, OD eic. 2361.6 a0, 1 29754 61.2 3525.0 60,0
Bills purchased & Discounted 131.6 34634 2252 4.6 267.5 4.6
Total 24912 3198.6 659 37925 546
Fixed Assets 61.4 1.6 101.7 21 143.6 2.4
Ciher Asscts 3163 8.1 421.1 8.7 010 6.8
Mon-hanking Assets 1.1 0.1 1.1 0.1 12 0.0
Total Assets 39322 1000 4835.0 1 (.10 58749 180,10
Table Il Banking Sector Aggregate Share of Liabilities
{Ameount in billion BDT)
%2 af Taial u: of Total 2 af Total
Particalars 20 Liabilities 2000 Linbiliti 2011 Lisbilit
Liabilities:
Borrowings from other 121.9 33 159.8 1n 226.3 39
Banks/Fla/Agents
Deposits & Other Accounts;
Current Depaosit 5443 14.9 7127 16.1 9929 16.9
Bills Payable 48.7 1.3 9.8 1.4 (5.3 1.1
Savings Deposit T31.8 200,10 524 1492 9337 159
FizedTerm Deposit | 18059 494 | 2156.7 48.6 25832 440
Total 31306 B5.6 | 3TRLG 853 4575.1 _”'g
Orther Liabilities 4069 11.1 494.9 113 S46.4 9.3
Total Linbilities 36595 1000 | 44363 1000 | 53478 91.0
Eﬂp!mlﬂ'ﬁhmhﬂldﬂ"s 2727 T.5 4188 0.4 527.1 o.0
Equity
Total Liabilites & 19322 - 4RSS0 O 58749 -
Shareholder's Equity




Table IV Banking Sector Aggregate Income Statement

Amount in Billion BDT Change (%)
2008 2009 2010 2011 2009 to 20010 to
2010 2011

Interest [ncome 2277 2712 3218 442 8 18.6 37.6
Less: Interest Expense 156.8 186.8 2002 207.5 7.1 486
Met Interest Income T8 A4 121.5 1453 439 15.5
Mon-Interest/Investment 96.5 1154 164.9 16%.5 391 2.2
Income
Total Income 167.4 ol ] 2864 3138 41.1 9.5
Operating Expenses 63.0 B6.6 115.5 127.0 332 10.0
Profit hefore Provision 104.4 1162 1709 186.8E 47.0 9.3
Taotal Provision 242 261 356 &7 36.1 25.6
Profit hefore Taxes 0.1 o0l 1353 142.1 502 c.0
Provision for Taxation 40.8 359 52.0 66.9 44.7 28.7
Profit after Taxation/Met 193 541 B33 5.2 538 [9.7)
Praofit

Table ¥V Banking Sector Assets, Deposits & NPL Concentration (CY11)

(Amouni in billiom BT
Assets Top 5 banks Mher banks Top 10 hanks Other banks
Amount 20736 IB01.3 9122 2062.7
Share (%) 35.3% 64.7% 49.6% 50.4%
Deposit Top 5 banks iDther banks Top 10 hanks Dther banks
Amount 1625.5 28843 2269.7 2240.1
Share (%) 36.0% 64.0% 50.3% 49.7%
Table ¥1 Banking Sector Loan Loss Provisions
(A mosny i billion BOT)
Year Required provision Provision maintained Surplus/(shortfall)
2005 BE.3 42.5 458
205 1045, 1 529 -53.1
2007 127.1 97.0 =30.1
2008 136.1 126.2 449
200 134.7 137.8 3.1
2000 150.8 1468 -3.9
2011 1393 148.9 9.6




Table ¥1I Banking Sector Year-wise Classified Loans Ratios

(Figure in percentage)

Vour | Comliedtons | VLT | Denbittlossie | Badlosne
classzilied loans

2001 31.5 5.6 549 HB.5
2002 28.1 B7 53 86,1
2003 22.1 10,2 HEB 0.9
2004 17.6 T.2 6.6 ®5.2
2005 13.6 8.7 6.9 244
2006 13.2 13.1 1.2 AT
2007 132 a.R 1.5 227
2008 10.8 9.4 9.4 ®1.1
2005 Q2 12.2 B4 Ta.4
2010 T.1 134 R4 TR
2011 Hh2 14.7 11.5 Ti8

Table VIII Banking Sector Deposits Breakdown (CY11)

{Amowns in billion BOT)

ltems Amount
% of Total Deposit
Current deposits 997 g 1.7
Hi]]s pﬂ}’ﬂlﬂﬂ 55.3 1."1‘
Savings deposits 933.7 20.4
Term deposils 2541 9 56.5
Total deposit 45751 100.0

Table IX Banking Sector Call Money Investment & Borrowing

Items CY09 CY10 % of Change CY11 % of Change
Borrowings 121.9 159.8 30.9% 226.2 4].6%
Call money 49.7 43.9 -11.6% 128.1 191.8%
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Table X Banking Sector Selected Ratios

Hatio CY CY10 CY11
ROA 1.4 L7 1.3
ROE 19.9 19.9 14.3
Met Interest Margin 2.6 3.1 3.0
Asset Turnover 4.2 5.9 53
Interest Income to Total Assets 6.9 6.6 7.5
MNet- Interest Income to Total Assets 2.2 2.5 25
MNon-Interest Income to Total Assets io 34 29
MNon-interest expense to Total Income 427 40.3 40,5
Capital Adequacy Ratio 11.7 9.3 11.3
Classified Loans to Total Loans 9.2 7.1 6.2
Classified Loans to Capital 79.7 .2 43.6
Provision to Classified Loans 613 65.1 63.8
Table XI Banking Sector ROA & ROE (CY11)
ROA Number of Banks ROE Number of Banks
Up to 2.0% 34 Up to 5.0% g
=>20to0 3.0 10 =50t 10,0 4
=30 to 4.0 >1000 to 15.0 14
=4.0 0 =15.0 21
Table XII Banking Sector Year-wise CDR
- (Excuding (xcuding S
Inter-bank) Inter-bank)
2006 1829.3 1394.6 T6.24%
2007 2116.1 1600.2 T3.62%
2008 2527.6 1963.9 T1.70F%
2009 2.8 2334.8 T6.73%
2000 J689.2 29588 B0.20%%
2011 4500.8 3To2.5 B4.09%%
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Table XIII Banking Sector CDR in CY11

Range Number of Banks
Up to 80.00% 13
= B0,00% to 90,00% 19
= 00.00% to 100.00% 8
=100.00% to 110.00% 3
=110.00%
Total 47

Table XTIV Banking Sector Year-wise Deposit & Advance Rate

Year Bank Rate Deposit Rate Advance Rate Spread
2005 5.00 2.9 11.25 S
2006 5.00 6,99 12.6 361
2007 2.00 .54 12,78 .95
2008 3.00 7.09 12.4 >32
2009 53.00 6.29 11.51 3.22
2010 5.00 .08 11.34 3.26
2011 53.00 1.52 13.03 3.51
Table XV Banking Sector Month-wise Deposit & Advance Rate
Month Depaosit rate Advance rate Spread
Jan-11 6.39 11.34 4.95
Feb-11 6.54 11.41 4.87
Mar-11 6.81 11.95 314
Apr-11 7.06 12.02 4,96
May-11 7.24 12,17 4,93
Jun-11 7.7 12.42 3.15
Jul-11 7.32 12.55 323
Aug-11 740 12.63 5.23
Sep-11 742 12.74 532
Oct-11 746 1.2.80 534
Mow-11 7.53 12.83 530
Dec-11 7.52 13.03 5.51
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Table XV¥T Islamic Banks Aggregate Balance Sheet

Amouont in Billion BDT Changel¥) | Change*a)
T8 o 10 2000 to 11
2008 200 20010 2011

Property & Asseis:
Cash in Hand (including FC) 49 4.1 7.3 93 473 27.4
Balance with BE & 5B 42.7 579 ihd. 1 T1.3 0.6 206
(including FC)
Balance with other Banks & 6.7 149 13.4 33.2 | (10.1) 147.8
Fls
Money at Call & Short Motice 0.0 14,5 19.4 P 133 27.8
Tmvestmenis:
{novernment 14.7 188 21.2 L 13.0 269
Crihers 1.2 34 b6 159 O56 140.9
Total 159 222 278 428 256 4.0
Tnvesimenis & Advances:
Investments & Advances 3305 414.5 5278 49| 274 221
Bills Purchased & Discounted 256 276 463 523 | 678 13.0
Total 356.1 44210 574.1 6072 299 214
Fixed Assets .5 10.3 12.1 143 179 18.2
Criher Assets 1.7 9.3 15.4 43| 659 57.8
Mon-banking Assets 0.0 0. 0.0 0.0 0.0 0.0
Total Assets 464.5 3760 T33.6 ) I T T4 258
Liahilities:
Borrowings  from  other 12.8 15.1 21.4 311 41.9 45.3
Banks/Fls/ Agenis
Deposits & Other Accounts:
Current Deposit 1Ts 58T B8 241.1 479 177.8
Bills Payable 4.6 5.4 6.8 T0 | 260 29
3&1.-1'.1155 Deposit Q1.0 1155 136.4 1¥1.9 18.2 334
FixedTerm Deposit 2539 3115 3871 3461 4.3 (10.6)
Total 3BT 4910 a17.1 Tia.1 257 258
Chher Liabilities 378 327 40,4 499 2346 235
Total Liahilities 4377 53R.7 GH7E.9 457.1 260 262
Capital'Shareholder's Equity 26.8 itz 4.7 6.1 46.7 20.8

Total Liabilities & 464.5 5760 EER Q32| 374 254

Shareholder’s Equity

Dff-balance Sheet Items 115.7 1384 2411 2558 741 G.1




Table XVII Islamic Banks Aggregate Income Statement

Amount in Billion BDT Change Change
2008 | 2009 | 2000 | 2011 (%) (%)
2009 to 10 | 2010 to 11
Profit Income 4026 46,97 55.07 BO.7 17.25 46,5
Less: Profit Expenses 27.21 31.49 3512 522 11.53 48.6
Net Profit Income 13.05 15,48 1995 28.5 2B.88 429
Mon-ProfitTnvestment 10.28 10.27 17.94 15.1 T4.68 (15.8)
Income
Total Income 2333 25.75 37.89 43.6 47.15 13.1
Ciperating Expenses T4 9.27 13,04 15.9 4067 2149
Profit before Provision 15,85 16,48 2485 | 277 50.79 11.5
Todal Provision 3.83 3,30 6.32 6.9 14.91 9.2
Profit before Taxes 12.02 10.98 18.53 20.8 6B.76 12.3
Provision for Texation 626 527 6.86 11.1 3017 61.8
Profit after Taxation/Net 5.76 5.7 11.66 9.7 104.20 (16.8)
Profit
Table XVIII Share of Islamic Banks in the Banking Sector (CY11)
{dmourt in billion BIDT)
%o of overall
Particulars All Banks Islamic Banks banking Ind
Property & Assets:
Cash in hand 5717 2.3 16.1
Due from BB & other banks/Fls 683.5 135.3 12.8
Investments in securities 793.4 42.7 54
Investments (Loans & advances) 37925 697.0 18.4
(her Asscts 5460 386 7.1
Total Assets FRT4.9 923.2 15.7
Liabilities:
Due 1o financial institulions 2262 31.2 138
Total deposits 4801.3 T76.1 16.2
Cither habilities 5465 49 8 2.1
Total Liabilities 3478 337.1 16.0
Capital'Shareholder’s Equity 5271 6.1 12.5
Total Liabilities & Shareholder's Equity 58749 0232 15.7
Off-halance Sheet Items 18146 2558 14.1
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Table XIX Market Share of Islamic Banks and Conventional Banks (CY11)

Particulars Islamic Banks Conventional Banks
Assets 16.1% £3.9%
Investments (Loans) 19.7% £0.3%
Deposits 16.6% £3.4%
Capital/Shareholder’s Equity 14.6% £5.4%
Total Liabilities 16.5% £3.5%

Table XX Selected Ratios of Islamic Banks and the Banking Sector (CY11)

Ratio Overall Banking Islamic Banking
Sector Sector

ROA 1.3 1.0
ROE 14.3 14.6
Mei Profit Margin 38 2.5
Profit {Interest) Income to Total Assets 1.5 8.7
Mei-profii (Interest) Income to Total Assets 3l 2.3
MNon-Profit (Interest) Income to Total Asseis 2.9 l.a
Investment (Credit)-Deposit Ratio 84.1 0.2
Capital Adequacy Ratio 11.3 2.1

Classified Investment (Crediis) to Investments 6,2 34

Classified Investment (Crediis) to Capital 443 31.0

Table XXI1 Islamic Banks® Capital Adequacy Ratio (CY11)

CAR Number of Islamic Banks
Below 10.00% 2
10.00% to 11.00% 1
11.00% to 13.00% 2
=>13.00 2
Total 7

Table XXII Islamic Banking Sector Investment-Deposit Ratio (as of 31.12.2011)
{Amount in billios 80T

Tslamic Islamic Banki
e el [ —_—— Sector "
Deposits (Exchuding Interbank) 769.8 £9.0 R18.8
Credits (Excluding Interbank) 6989 39.9 7388
DR 90.8% B14% 90.2%
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Table XXIII NBFIs* Agpregate Balance Sheet, Income Statement & Some Financial Indicators

{BDT in Biliow)
Ltems CYR CY10 CY11

| Property & Assets:
Cash in hand 003 0.01 0.02
Balance with other banks and Fls 12.5 19.% 20.2
Money at call & short notice 0,000 (.04 (0.0:03
Investrnent in government securities 2.3 3.1 30
Other investments 113 13.6 13.7
Lease finance 34.5 9.8 65.1
Term finance 793 1092 1348
Fixed assets 6,2 7.6 4.6
Other assets 15.1 18.0 21.3
Total assets 189.9 243.6 276.4
Liahilities:
Baorrowing from other banks and Fls 449.4 69_1 TE.4
Deposits B4.1 90,8 116.4
Other liabilitics 2314 32.5 33.5
Todal liabilities 155.7 193.8 223.1
Sharcholders” equity {Capital) 27.6 42.6 57.3
Total liabilities and sharcholders’ equity 189.9 243.6 2764
Income Statement:
Interest Incomo 189 221 28.5
Less: Interest Expense (12.9) (14.6) {19.5)
Met Interest Income 6.0 7.5 B.7
Investment Income 2.5 7.2 2.7
Add: Conymission, exchange and brokerage 0.5 1.3 0.5
Add: Other Operating Income 2.2 1.9 2.9 |
Non-Interest income ) 12.4 6.0
Total Operating Income (Net 11 + Non-11) 11.3 19.9 14.7
Dperating cxpensecs 2.2 7.9 3.5
Profit before provisions 9.1 11.9 11.2
Total provisions 1.3 2.0 1.2
Profit before taxes T.H .9 100
Tax Provisions 22 3.8 3.1
Met profit after taxes 5.6 .1 7.0
ROA {percent) 3.0 2.5 2.5 |
ROE {pcrcent) 20.5 14.4 12.1 |
MIM (percent) 4.0 4.4 14
Cost of deposits & borrowings (percent) 0.6 o7 10.9
Average spread (percent) 4.4 6.1 6.8
Mon-performing loans 9.8 105 10.3
Loan loss provisions (peguired) 4.9 5.9 6.0
Loan loss provisions {maintained) 5.6 6.9 7.0
Loan loss sions lus 0.6 1.0 0.9
No. of povernment-owned NBFIs 1 1 3
Mo, of local NBFIs 18 18 18
No. of NBFIs under forcign joint veniure 10 10 10
Total no. of NBFIs 9 29 3
Mo. of branches BE 108 161

Darg seurce: Departseat of Firanclsl Insdtutons & Workets, BE,

* Some date of CF 2000 & 2000 may difffer from previous publiontion as the above date iy aedited data.
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Table XXIV NBFIs' Liguidity Position

{Amount in billion BDT)
Ttems 31 December 2011
Total lisbilities (For SLR Calculation) 107.2
Total term deposits (For CRR Calculation} TH.B
Industry CRR. (required) (@ 2.5%) 20
Industry CRR (maintained) 2.2
Industry SLR (required) (@ 5.0%) 54
Industry SLE (maintained) 14.1
Table XXV DSE General Index (last trading day of the month)
Date DSE general index
02 Jan 2011 RIDA.6
31 Jan 2001 TaH4.2
28 Feb 2011 3203.1
31 Mar 2011 6352.1
28 Apr 2011 60509
31 May 2011 3758.3
30 Jun 2011 61172
31 Jul 2011 6459.6
25 Aug 2011 6212.0
29 Sep 2011 39102
31 Oct 2011 H36.5
30 Nowv 2011 J268.6
29 Dec 2011 52576

Table XXVI Month-wise Capital Market Performance

{Amouni fa billion BINT)
Month F/E ratio Issued capital of Monthly Market
all listed securities Tarnover capitalization
Dree-10 202 G642 3872 19032
Jan-11 26,7 T03.1 187.0 32674
Feb-11 17.8 7193 114.9 2413.1
Mar-11 19.3 FEFR! 217.1 28553
Apr-11 17.8 TT8.5 1563 27722
May-11 163 To6.1 2.6 268B.1
Jun-11 16.6 0o 134.7 285319
Jul-11 17,3 8237 2982 30327
Aug-11 16,7 #43.1 HE.6 29579
Sep-11 15.6 E4T 4 T0.6 28332
Det-11 134 E6l.R T0.0 25254
Mov-11 13.6 E71.4 69,5 2624.1
Dec-11 13.7 ETR9 B3 26167




Table XXVII Capital Market Ratios & Changes

FY Market Market P/E ratio %% change in % chanpe
capitalization capitalization to market in GDPF

ratio investment ratio capitalization
2006-07 101 412 173 120.9 13,7
2007-08 17.1 T0.5 22.8 957 15.5
2008-00 20.2 228 184 133 12.6
2008-10 389 1593 24.1 117.6 129
2010-11 362 146.5 16.6 57 13.4

Table XXVIII Sector-wise Contribution of Capital Market
(For the monds Decemder 2001}
Sector % of market %% of market P/E ratio
capitalization turnover
Financial sector
Banks 32.3 296 10.5
Fmancial institutions 9.3 6.7 12.2
Insurance 3.4 73 20.4
Muiual funds 1.6 2.7 6.2
Sector total 48.6 46.3 -
Manufacturing sector
Foods 2.7 1K 16.4
Pharmaceuticals £83 6.4 225
Textile 2.7 83 2.7
Engineering 5.0 7.6 26.4
Ceramics 14 33 302
Cement 3.4 il 21.6
Paper & printing .04 0.02 42.2
Tannery 0.7 0.6 15.6
Jute 0.04 0.2 32.6
Sector total 24.3 133 -
Service & miscellaneous

Fuel & powes 11.6 83 14.0
IT 0.2 1.1 EE R
Telecommumcation 107 2.2 206
Service & real estate 0.7 1.3 25.8
Travel & leisure 0.5 30 230
Mliscellaneous 14 4.5 #.0
Sector total 27.1 204 =
Market total 100.0 100.0 13.7
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Table XXIX Automated Cheque Clearing

CY10 CY11
liem ﬁlﬂn-ller BDT in billion fhl':::l:rﬂ BDT in billion
High value (HV) 82 679.6 3123 751.1
Regular value (RY) 742 4177.8 17954 50939
Table XXX Electronic Banking Operations

Ttem CY10 CY11
Mo, of banks providing onling banking services 38 40
No. of banks providing internet banking services 18 24
Mo. of banks providing ATM/Debit card services 36 38
Mo, of banks providing credit card services 26 26
Mo, of Automated Teller Machines (A TM) 2071 3530
EFT=debit transactions (BDT in Billion) - 17.4
EFT-credit transactions (BDT in Billion) - 1.3
Transactions using automated teller machine (BDT in Billion) 2816 3799
Transactions using ATM/debit card (BDT in Billion) 270.9 298.2
Transactions using credit card (BDT in Billion) 314 423
Transactions using internet banking services (BDT in Billion) 721 418.2

Table XXXI Classified Loan Concentration Ratio (CY11)

(Amount in billion BDT)

Concentration
Amount of NPL % of Total
Worst* 5 Banks 140.8 60.3%
Rest 42 Banks 92,7 39. 7%
Banking Sector ( 47 Banks) 233.5 100.0%
Waorst* 10 Banks 170.8 73.1%
Rest 37 Banks 62.7 26.8%
Banking Sector ( 47 Banks) 2335 100.0%

®Worst dunids are the ones havieg biphen e of NPL b the sual buanking secior
Modes Worst {0 bk inchade 4 siafe-remed coemmaryial boanks, 4 doywvesiic privale commerciad ok and 7 apecialized devarlopmenr hanks,
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