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FOREWORD

The study on Aspects of. Interest Rate Structure in the
SEACEN countries examines interest rate issues within the context of
the different financial structures and different stages of economic
growth of the various countries.

The study as proposed covers three parts. Part I covers the
institutional aspects of the interest rate systems. It discusses the
interest reforms that have taken place in the SEACEM countries. The
second part analyses the effects of interest rates on the demand for
financial wvariables by the non-bank and the commercial banks. The
final part of the study examines policy issues related to the
appropriate structure of interest rates for the countries.

This present study contains Part I and Part II which in
themselves are complete. The first part contains a description of the
current systems and structure of the interest rate systems in SEACEN
countries and discusses how the systems have evolved in recent vyears,
in particular the interest rate reforms undertaken by the SEACEM
countries. It provides an analysis and comprehensive compilation of
information and data on the level and structure of interest rates.
The second part 1is the empirical investigation which estimates
equations to examine the effect of interest rates on financial
variables. In most SEACEN countries, the empirical findings indicated
the significance of interest rates in affecting demand for financial
variables.

The study was conducted by Dr. Zeti Akhtar Aziz of Bank
Negara Malaysia who was on secondment and served as Research Economist
at the SERCEN Research and Training Centre from 1973 through 1985,
The SEACEN Centre takes this opportunity to express its appreciation
to Dr. 7Zeti for having completed Part I and Part II of this study.
The Centre 1is also grateful to tha staff of the Economic Research
Departments, of the member central banks for their contribution and
valuable comments.

The views expressed in this study are thaose of the author's
and does not necessarily reflect those of the SEACEM Centre or its
member central banks and monetary authorities.

\Lua“. Utk Vadakae

Vipyu Vichit-Vadakan
Director
The SEACEN Research and Training Centre

Kuala Lumpur
November 1386
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PART I

CURRENT SYSTEMS AND STRUCTURE
OF INTEREST RATES
IN SEACEN COUNTRIES



INTEREST RATE SYSTEMS AMD POLICIES

Wwhile the role and relative importance of interest rates as
an instrument of monetary policy differs amongst the SEACEN countries,
it represents one of the main monetary instruments in most of the
SEACEN countries. Interest rates have been used however to achieve
different policy objectives. This is true not only across countries
but also for an individual country during different time periods.
Among the policy objectives of interest rate policy in the SEACEM
countries are to influence the rate of savings, the composition and
maturity structure of savings, the liquidity of the banking system,
the cost of borrowing and thereby the volume of credit, the direction
of credit in particular to priority sectors and alsc capital flows.
An  evaluation of the appropriateness of the level and structure of
interest rates for any economy must therefore be made in the light of

the policy ohjectives to be achieved.l/

The interest rate systems operating in the SEACEN countries
also varies amongst the SEACEM countries. ~ That is, the process by
which interest rates are adjusted in the varicus financial markets in
the  individual SEACEM countries differ. At one end of the
spectrum, interest rates are market determined while at the other they
are completely regulated. In between, there are systems that can be
described as intermediate in that, in certain markets the interest
rates are determined by market forces while there also exists markets
in which the rates are completely regulated. In view of the
developing nzture of the fimancial systems of the SEACEMN countries,

the interest rate systems in a2 number of countries bhave experienced

1/ See A.G. Chandavarkan, "Some Aspects of Interest Rate Policies
in Less Developed Economics: The Experience of Selected Asian

Countries”, IMF Staff Papers, Vol. XVII, No.1. p.48. for a

discussion of the impracticality of identifying optimum interest
rate levels and the necessity of an empiriczl criteria to base

the assessment.



reforms over the decade in response to changes that have taken place

in the respective financial systems and economies..

It has been argued that a system in which interest rates are
regulated would lead to distortions in the financial system and would
not promote economic growth.2/ It has been recognised however that in
a number of developing countries the conditions for the operation of
market  determined interest rates may not exist.3/ In these
circumstances, in which the market would not estahlish an appropriate
interest rate structure, intervention by the monetary authbrity would
be necessary to assist the market in determining the appropriate rate.
While it is not the intention of this study to make value judgements
on the interest rate systems of the SEACEM countries, this present
part of the study 2ims to examine the features and characteristics of
the interest rate system prevailing in the SEACEN countries ahd'in the
subsequent part, an attempt will he made to empirically examine the
consequences of such systems on financial veariables. The study will
concentrate on the period 1870 to 1981. It is hoped that this
analysis would contribute to the increased understanding of the
workings of the éystems and enable conclusions to he drawun as to the
options open to the monetary authorities with respect to ‘their

interest rate systems and policies to achieve desired ohiectives.

In a number of SEACEN countries, interest rates are
determined hy regulatiaon. The Central Ranks are empowered to set the
maximum deposit and lending rates. Uhile in certain countries,

interest rates have remained-rigid for mest of the period, in others

2/ There is substantial literature initiated by Shaw, E.J. in

-"Fimancial Deepening in Economic Development" that argued that

the liberalisation of financial markets would produce a more
efficient system.

3/ A detailed discussion of concitions that are necessary for the

deregulation of interest rates can be found in  Interest Rate

Management, Vincente Galbis, International fMonetary Fund.



frequent adjustment were made by the monetary authority in respcnse to
the financial and economic conditions. In recent years however there
is a movement towards market determined interest rate systems. By the
end of the 1970s three of the SEACEM countries have allowed their
rates to be determined by the market. Below is a description of the

interest rate systems in the individual SEACEM countries.

In Burma, the Union of Burma Bank has the power to
establish the "maximum rates of interest or payments which banks may
charge for different types of loans, advances or other credit
operations and which such banks may pay on wvarious classes of
deposits".4/  Tnterest rates in Burma have remainmed fairly rigid
through most of the period under review, However, in April 1975 and
in November 1977 there were significant adjustments in deposit rates.
ARs a result of the adjustment in deposit rates, there was a
significant increase in savings deposits and savings certificates., Inm
Movember 1977 the adjustment was made in conjunction with other
stabilisation measures. During this period, interest rates omn loans
were also increased. The measures in 1977 were implemented largely to
slow-down the rate of monetary expansion and the rate of inflation
during the period. The structure of lending rates were formulated

with a view to promoting investment in priority areas.

Deposit and lending rates of all- State Banks in Indonesia
are regulated by the Central Bank. The Bank fixes ™"the rate and
structure of‘interest".gf Mo restrictions or ceilings are imposed on
interest rates paid or charged-by private banks and other financial
institutions. It should he noted however, that for most of the period
under . review nearly &0 per cent of the credit originates from State
Banks. While interest rates as an instrument of policy is important

in Indonesia, flank Indonesia relies more heavily on credit ceilings

ﬁ/ The Union of Burma Bank Act, 1952 (Act Mo.IX of 1952) p.20.
5/ Act of the Republic of Indonesia, Mumber 13 year 1968 on The
Central Bank, Article 32 p.B3.



which were introduced in 1974 as an instrument of policy to check
monetary expansicn, Interest rate regulation is mainly used to affect
the mobilisation and allocation of credit to priority sectors rather
than for controlling monetary expansion, As of October 1968, the
Central Bank quarantees time deposits at the State Banks. The Central
Bank has alsg, during different time periods paid subsidies on time
deposits of various maturities. These subsidy which was introduced for
the 6 and 9 months maturity time deposits in October 1868 were
discontirued in May 1968. In December 1974, +the subsicdy was
introduced on time deposits with a'maturity of 18 and 24 months but
the subsidies were gradually reduced in 1374 and 1978. Interest rate
ad justment however have been applied to supplement other stahilisation
measures. In 1974 deposit rates were increased to encourage the flow
of domestic resources to the banking system and lending rates
increased to affect domestic credit. Interest rates were suhsequently
adjusted downwards in Decemher 1874 and in January 1977 as the

inflation slowed down.

Prior to October 1978 in [alaysia, the Central Bank made
recommendations to the commercial banks on "the rates of interest
payable to or by banks, the rates of discount chargeable by banks or
the rates of commission and other charges payable to banks".5/ The
Central Bank in practice made these recommendations in consultation
with the Association of Banks to determine the maximum interest rates
to be paid by the commercial barnks on deposits, as well as, the
minimum rates to be charged by the banks on their loans and advances,
that is, the prime rate and the preferential rate. The Central Bank
also prescribed the maximum interest rates on loans to priority

sectors. From Octobher 1978, interest rates were deregulated and

E/ The Central Bank of Malaysia Ordinance, 1958 (As amended up to July
31, 1982) Part VIT, Section (1){b) p.24.



commercial banks determined their own rates.?/ However, the maximum
rates for the priority sectors are still regulated. The
liberalisation of interest rates was largely with a view to "fostering
greafer competition in the.banking industry to the advantage of both
savers and borrowers of funds and in particular the promotion of - an
optimal allocation of financial resources among alternative uses".8/

The measure was also introduced in view of the increased priority
given to achieving greater efficiency of the financial markets and
during a time when the effective mobilisation of funds was considered
crucial. - The Central Banmk however continues to maintain control over
the general level of interest rates through variation in the reserve

requirements and open market operations.

In Nepal, & provision exists in the Commercial Bank Act for
"the rates of interest payable to and by banks on credit of deposits,
and the procedure of collecting such interest, shall be pfescrihed hy
themselves".9/ It is also "provided that banks shall comply with from
time -to time in respect to such rules of interest and procedure of
collection";lg/ In practice the Nepal Rastra Bank has fixed the
ceiling on deposit rates and the minimum interest rates on loans
although with respect to the loan rates, the commercial banks has the
discretion of 'charging higher rates. The Central Bank also has
- empowered authority upon it under fhe Mepal Rastra Bamk Act, 1955 +to
issue directives to banks on matters relating to their banking and

credit operations.t1/

Z/- It should be noted that interest rates on deposits at fimance
companies were deregulated aon August 1, 1973 and that merchant
banks which began operations in Malaysia in 1970 were given
flexibility in determining the depasit and lenﬁing rates.

8/ Bark Negara Malaysia Annual Report 1979, p.6.

9/ Commercial Bank Act, 1974 (As amended up to January 2, 1978)
Section 47(b) p.21.

10/ ibid p.21. ,

Nepél Rastra Bank Act, 1955 (As amended up to September 25, 1968)

Section 22 p.16.

N
-
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Banks and financial institutions are legally bound to comply with the
directives. In cases for which no rates are fixed by the Central

Bank, prior approval by the banks regarding such rates are required.

Until recently, interest rates in Nepal have generally been
maintained st a low level. During the seventies, interest rates on
deposits were adjusted five times in response to different economic
and financial circumstances. Active financial management by the Mepal
Rastra Bank began in 1971. llpon the recommendations of the Interest
Rate Review Committee set up in April 1989, deposit and lending rates
were revised a number of times. The Central Bank also extended its
influence on the interest rate structure of other fipancial
ipstitutions namely those in the agricultural sector. lhile there is
no hank rate as such, heginning 1956/67, a refinancing scheme was made
available to commercial banks against specific loans. The refinance
rates vary according to the purpose of the loan. Refinance rates are
also set for other financial instituticns specialised in the relevant
activities. The refinance rates to bhanks and non-banks have also

been revised upwards significantly.

In the Philippines, the Menetary Board of the Central Bank
of the Philippines "may fix the maximum rates of interest, ... which
banks may pay on deposits, on deposit substitutes and on other
obligations. The Monetary Board may, within limits prescrihed in
the Usury Law (Act Mo. 2B55, as amended), fix the maximum rates of
interest which banks may charge for different types of loans and for
any other credit operations".12/ The same clause also applies for non-
bank fipancial institutions. Changes in the interest rate structures
may be initiated by the Central Bank through the issuance of
amendatory circulars. That is, the provision exists for the Monetary
Board to "elimimate, exempt from or suspend the effectivity of,

interest rate ceilings on certain types of loans or renewals thereof

1g/ Banking Laws and Other Laws Relating to The Philippines Financial
System. Republic Act MNo. 265 Article I¥, Section 109.



or forbearance of money, goods or credit whenever warranted hy

prevailing economic and social conditions".13/

The deregulation of interest rates in the Philippines was
carried out in stages. The move to deregulate interest rates in the
Philippines was in response to the changes that had taken place in the
economy during the seventies and to evolve a more dynamic and
realistic interest rate structure so as to make it an effective
instrument for mobilising savings and resource allocation. This was
in line with other financial reforms that had been implemented. The
derequlation of interest rates was to move towards a flexible and
market oriented interest rate policy. Financial assistance however
would continue to be provided to preferred sectors. From a long-term
macro-ecanomic point of view, the move was designed to promote
increased efficiency in the utilisation of capital resources, the cost
of which would be determined by market conditions. Thus, in addition
to the positive effect it was anticipated to have on the savings rate,
it was also expected to improve the efficiency of capital resources
that would lead to increased  industrial  growth. Financial
institutions could also under the new interest rate regime determine
the spreads in their lending operations. It was expected that this
would lengthen the maturity of the financial institutions and the
credit worthiness of the horrowers. The deregulation of interest
rates 1is also expected to achieve an increase in the competitiveness
of the banks in relation to non-bank financial institutions and an

increased growth of the momey market.

13/ ACT NO. 2655 An Act Fixing Rates of Interest Upon Loans and
Declaring the Effect of Recelving or Taking Usurious Rates and
For Other Purposes. (As amended hy Acts Mo. 2992, 3291, 3998 and
4070, C.A. No. 399 and P.Ds. Mo, 118, 858 and 16B4, Section 4-a
p.262.
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The deregulation of interest rates began in August 1980 with
the introduction of the amendment contained in Circular No.755 in
which the rates on loans with more than four years maturity was
floated. The rate however could not exceed the Manila Reference Rate
{MRR) plus a margin not greater than 3 percentage points.lﬂ/ With
effect of July 1, 1981, all ceilings except those on short-term loans
with maturities of 730 days or less were lifted. More specifically
ceilings on interest rates on savings and time deposits and NOW
accounts, deposits substitutes and yields on purchases of receivable
with maturities of more than 730 days were lifted. Interest rate
ceilings on short term loans were however maintained at 16 per cent
for secured loans and 18 per cent for unsecured loans. This was
largely to set an informal limit for rates on short-term deposits to
reduce the fluctuations that would take place uwhile the market
adjusted itself to the new circumstances. In addition, it was also a
reference rate for the other rates. In Octoher 1981, the definition
of short-term rates was amended to 365 days. Under the deregulated
rates, the financial institutions thus determined their own spreads in

relation to their lending operations.

In the Philippires, interest rate policy has heen an
important monetary instrument. With interest rates being determined
by the market, the Central Bank contirued to influence interest rates
through open market operations. Such operations were particularly
important during the period immediately after the deregulation of the
rates. This was largely to prevent drastic movements in the interest
rates. Accompanying the deregulation of interest rates, the Central
Bank also adjusted its rediscount rates, that is, the rate at which
financial institutions borrow from the Central Bank on the basis of

eligihle paper to be reflective of the finmancial market conditions.

lé/ The Manila Reference Rate (MRR) is based an the weighted average
of the interest rates paid by the five banks with the largest
volume of transactions in the 90 days immeciately preceding on

time deposits with maturities of oreater than 730 days.
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Reserves requirements on deposit and deposit substitutes were also
revised to enable banks to adjust to the changes in the deposit rates
resulting from the deregulation.. The reduction in the reserves
requirement would increase the loanable funds of the commercizal banks

in addition to lowering the cost of their reserve holding.lé/

Interest rates in Singapore prior to July 1975 were fixed by
the Assaociation of Barks in consultation with the Monetary Authority.
During this period interest rates were fairly rigid. Interest rates
were liberalised in July 1975 to allow interest rates to be more
responsive to domestic and external conditions. Under the new system,
interest rates have become more flexihle with finer and more freguent
adjustments, In view of the openness of the Singapore economy,
interest rates are expected to be strongly influenced by foreign
interest rate developments. However, short run domestic money and
credit conditions are important in affecting the interest rate
mavements at the margin. In view of the increased bompeition, the

spread between the loan and deposit rates have also decreased.

The [Mometary Authority influences interest rates by
affecting liquidity conditions through money and foreign exchange
market operations. Interest rate movements are used as an indicator
of monetary conditions and a hasis on which to conduct money and
foreign exchange operations. Short-term money market rates are
influenced by the rate at which the Monmetary Authority rediscount
Treasury 'Bills and commercial bills as well as rate at which the

Monetary Authority provides lender of the last resort facilities.

These measures are largely Facilitated through the discount
houses. Commercial banks experiencing a tight 1liguidity situation
would cdiscount their Treasury Bills or commercial bills with the
discount houses. The rate at which such bills are discounted would in

turn be influenced by the rate at which discount house can rediscount

1§/ Central Bark of the Philippines Annual Report, 198% p.10.
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such bills with the Monetary Authority or the rate at which it can
borrow from the Monetary Authority. Liguidity conditions and interest
rates have also bheen influenced by variation in the quantity of

Treasury Bills offered for tender during a week.

While foreign exchange operations previously complemented
money market operations during the 1980s, these operations were
dominated by exchange rate considerations. Prior to 1981, " economic
objectives "were achieved largely through the stabilisation of
interest rates and money supply growth with minimal exchange rate
considerations".168/ However, there was a shift in policy 1981, to
take into consideration the exchange rate ohbjective. "It was
increasingly felt that openness of the Singzpore economy and its high
dependence on imports makes monetary policy aimed at interest rate and
money  supply  targets, less effective és an anti-inflation
instrument".17/  Therefore, the emphasis of monetary policy changed
from interest rate and money supply targets to a2 policy of a strong
exchange rate for the Singapore dollar. However, while exchance rate
objectives dominated money market operations, money supply and
interest rate movements were not ignored. Operations in the domestic
money market continue to aim at reducing destabilising monetary and

interest rate movements.

The Central Bank of Ceylon is empowered to specify “the
maximum rates of interest at which commercial banks may p=ay upon
various classes of deposits; or fixing the maximum rates of interest
which commercial banks may charge for different types of loans or
other credit operations".l@/ This provision however does not cover
the right to specify the minimum deposits or lending rates. Although

the Central Bank has this power it has not at any time specified

1@/ The Mopetary Puthority of Singapore Annual Report 1981/82 p.2.
12/ ibid. p.Z2.
18/ Monetary Law Act (Chapter 22), Part VII, Section 104

(1)(a)(b), p.422.



13

max imum interest rates either on deposits or advances of the

commercial hbanks.

The Bank Rate is one of the most important monetary
instruments of the Central Bank of Ceylon. This is the rate at which
the commercial banks can borrow from the Central Bank. Ihen the
Central Bank raises the Bank Rate, commercial banks would in turn
respond to the increased cost of borrowing by raising their lending
rates. This would in turn affect the demand for loans. Thus, the
Hank Rate is treated as the Apex rate in the short-term interest rate
spectrum and represents an important guide to the commercial banks
with regard to their interest rate policy. With effect of June 30,
1877, Central Barnk accommodation in excess of the ceiling at the Bank
Rate was subject to a penal rate. lith effect of September 1974,
accommodation in excess of the specified guota was subject to a
graduated scale of penal rates. Short-term interest rates are thus
influenced by the Central Bank by adjustments in the Bank Rate and
penal rates. The Central Bank also employs preferential rates of
interest on its rediscount and refinance facilities so as to direct
the flow of bank credit to priority sectors such as exports, incustry
and agriculture. Refinance rates differ according to the type of loan

granted.

Another means by which the Central Bank influences interest
rates is to recommend revisions in deposit rates of the Mational
Savings Gank. The deposit rates of the Mational Savincs Bank are
determined by the Ministry of Finance, in most instances on the
recommendation of the Central Bamk. Increases in deposit rates of the
National Savinags Bank would compel the commercial banks to increase
their deposit rates to compete with the Mational Savimgs Bank and

attract deposits.
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In Thailand, the interest rate system operates under a
number of Acts.lgj The Bank of Thailand is empowered "to issue
prescriptions to be complied with by commercizl banks concerning...
(1) interest payable by 2 commercial bark; (2) interest or discounts
chargeable by a commercial bank".20/ These prescriptions shall have
approval of the Minister and shall be published in the Government
Gazette. Similarly "interest charged on loans shall not exceed 15 per
cent per annum".gl/ However, in response to changes in the domestic
and international monetary conditions, the following provision was
made. "dith a view to rectifying the economic conditions of the
country, the Minister, wpon recommendation of the Bank of Thailand
shall be empowered to prescribe maximum rates of interest chzargeahle
by financial institutions over and ahove 15 per cent per annum".gg/
Effective January 15, 1980, the maximum rates of interest or discount
chargeable was adjusted to not exceeding 18 per cent and effective

July 1, 1881, it was raised further to 19 per cent per annum.

These  adjustments were made in view of the changing
financial conditions particularly in the international markets. Tt
was felt that restricting the rates to the previous legally permitted
limit would impinge on the economic development of the country and
would adversely affect the flexibility of the monetary authority in
using interest rate as an instrument of monetary policy to respond to

the economic situation of the country.

19/ The Laws and Acts include the Civil and Commercial Code,
Commercial Banking Act, Firmances and Credit Foncier Act,
Financial Institution Loan Interest Act and Central Bank
Regulations.

20/ Commercial Banking Act B.E. 2505, Section 14. (As amended by
Section 14 the Commercial Ranking Act {(Mo.2), B.E. 2522.

21/ Civil and Commercial Code, Section 654.

22/ Financial Institution Loan Interest Act, B.E. 2523, Section 4.
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INTEREST RATE PATTERNS ANMD TRENDS
Introduction

This section attempts to present in a uniform and comparable
manner the pattern and trends of interest rates in the SEACEM
countries. Attention 1is focussed on the deposit and lending rates.
The pattern of adjustment of the rates and the circumstances in which
the adjustment took place are discussed. The analysis considers
both the level and the structure of inferest rates on deposits in real
and nominal terms. While the prevailing levels interest rates are
compared, an analysis of the differential between deposits and lending
rates across countries are a2lso considered. Loan rate structure
according to type of activity is also examined. In particular, a
comparison is made of the spread for priority amd non-priority sectors

across countries.
Depaosit Rates

In reviewing the deposit rates in the fimancial systems of
the SEACEM countries, distinbt patterns can he chserved. While in
many of the SEACEM countries interest rates are fixed, different
degrees of rigidity in the rates can be ohserved. ~ In certain
countries, the rates were adjusted fairly freguently responding to
market conditions and the economic environment while in others the
rates remained fairly rigid. Changes in interest rate patterns can
also be observed in the deposit rates of the three countries in which
the interest rates have been deregulated. = This section will examine
the pattern and trends regarding the levels, structure and variability

of the deposit rates.

In most SEACEM countries, commercial banks accept time
deposits with a maturity of 3 months, 6 months, 12 months and 24
months. In certain countries, the commercial banks provided shorter
and longer term maturities. For example, deposits of less than 3

months maturity are accepted by commercial hanks in Indonesia and
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Thailand. In Singapore and Malaysia, banks also accepted one-month
deposits but this was abandoned in 1975 and 1982 respectively. The
nine-months deposit maturities is also accepted in Malaysia and
Singapore hut was discontinuerd in Singapore in 1975, Deposits of
longer term maturities, that is, deposits exceeding two years, were
offered in Burma, Malaysia, MNepal and Sri Lanka but were discontinued
after 1974 in Mepzl and in 1977 in Sri Lanka. The 24 months maturity
which was initially offered by banks in S5ri Lanka was also eliminated
in 1997 but was reintroduced in 1980.

In Thailand, however, the loncer-term maturities of 12
months to three years, three to five years and five years were only
introduced in 13980. In Indonesia, the 18 months and 24 months
maturity deposits were alsoc only introduced in 1974. The 18 months
deposit was however subsequently eliminated in 1977, Longer-term
maturity deposits of 18 months is also accepted by banks in
Philippines. In Malaysia, the longer-term maturities of 24 months and
36 months were introduced in 1971. It can thus be ohserved that
differences exist among the SEACEM countries in the maturity structure
of time deposits. The commercial banks also accept savings deposits,
lzrgely in the form of passhook savings accounts. In Indonesia, a
saving scheme was introduced in Bugust 20, 1971. Tabanas is a saving
scheme which is not restricted by maturity, amounts deposited or
withdrawn. Taska, on the other hand, constitutes a saving scheme that

is related to life insurance.1/

The series on time and savings deposit rates for the
individual SEACEM countries are presented in Table A 1.1 to A 1.8 in
the Appendix. Certain general ohservations can be made. In countries
in which interest rates have been relatively more flexihle, the
savings deposit rate represent the lowest return in the interest rate

structure. On the other hand, in countries such as Burma, Mepal and

' l/ For further details on Tabanas and Taska, please see Bank
Indonesia Report for Fimancial Year 1971/72, p.21-23.
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Indonesia, where interest rates have been relatively less flexible the
saving deposit rates tend to be higher. In Burma; the savings deposit
rate was equivalent to the rate on the 1-5 years maturity time deposit
for the period up to 1975. After 1975, the savings deposit rate
exceeded the rate of return on time deposits.' Rs a consequence, time
deposit have hecome reduced in importance. In Indonesia, the saving
deposit rate, taken to be the rate paid on Tahanas has also been
relatively high. Prior to 1977, it was ecu2l to the return on 12-
months time deposits, thereafter, it exceerled the rate. In MNepal, the
savings deposit rate =lso exceeded the 3-months deposit rate although

it was less than the rate on the B-months maturity.

With the dereqgulation of interest rates in Malaysia and the
Philippines in 1976 and 1971 respectively, the differential between
the savings and three-months time reposit rate became greater
resulting in the return on savings deposits to be at the lowest end of,
the term structure. In Singapore, on the other hand, with the
deregulation of interest rates in 1975, the pattern moved in the
opposite direction. That is, the differential between the savings and
time deposit rates became less and, in 1281 and 1962 the séuings
deposit‘ rate exceeded the 3-months time deprsit rate. In Thailand,
the savings deposit rate represents the louwest end of the term

structure of deposit rates.

In a rnumber of countries there also exist competing
financial institutions that accept saving deposits. In falaysisa,
Philippines, Singapore, Sri Lanka and Thailand, there exist a Mational
Savings "anlk that operates through a wide network of branches and Post
Offices. In Malaysia, Philippines, Singapore, and Thailand, the
finance companies also sccept deposits. In Indonesia, Tabanas and
Taska are also accepted hy Local Development Ranks. Tahle 1 shows the
interest rate series on savings deposits by type of institutions. As
can be ohserved, with the exception of Sri Lanka, the savings deposit
rate of the Mational Savings Bank followed closely to the rates at the
commercial hanl. In Sri Lanka, the savings deposit rate at the

Mational Savings Bank far exceeded the rate at the commercial banks
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Interest Rates on Savings Deposits by Institutions
in SEACEN countries
1968-1982
1969 1870 197 1972 1873 1974 1875 1976 1977 1978 1979 1980 1881 1982
Burma CB 3.5 6.0 8.0
Indonesia  Tabanasa/ 18.0 18.0b/ 5.0 18.0bb/ 15.0
(12.0) (9.09 (9.0) 6.0)
Taskaa/ 15.0 8.0
Malaysia [ =] 3.5 5.5 6.5 5.5 5.0 6.0 7.0 7.5
S8 4.0 4.5 6.5
FCc/ 4,5 5.0 7.0 7.5
Nepal c8 4.5 5.0 6.5 8.0 . 8.5
Philippines CBd/ 6.0 . 7.0 8.0 S.73 9.88
58 6.0 6.5 7.0 7.5 3.0 8.5
Singapore CB 3.5 4.0 5.5 3.5 3.52 3.68 4.2 6.38 8.52 7.8 6.43
SBe/ 4.0 6.0 5.5 5.0 5.25 6.00 8,50 9.50 7.00
4.0 6.0 5.5 5.086 3.50 4.25 6.00. 7.00 5.50
FC 5.8 7.1 5.6 5.5 5.40 5.0 7.00 9.50 9.52 7.21
Sri Lanka CB 3.25 4.5 5.5 7.20 9.00 14.00
58 3.00 3.6 7.2 8.40 12.00
Thailand CB 3.50 4.5 5.0 8.00 9.00
SB 3.00 3.50 4.5 5.50 8.00 9.00
FC . 9.34 8.4 7.46  8.24 8.98 10.48 12.27 13.90

14.10

Notation CB - commercial banks, SB - National Savings Bank, FC - fimance companies.

a/ Tabanas refers to the Development Saving SchemE. Taska refers to the Insurance Saving Scheme.

b/ From May 1972 to April 1974, the rate refers to interest payable on the first Rp100,000 of
deposits. The rate in brackets is payable on deposits exceeding Rp200,000.

c/ Prior to february 1, 1971, deposit rates at finance companies were not regulated. With effect
from August 1, 1873, finance companies were free to cuote interest rates payable on deposits.

d/ Data from October 1881 to June 1982, refers to the actual weighted average interest rates of
10 selected banks, thereafter data are based on 8 selected banks.

e/ A two-tier interest rate system was introduced in September 1978 for deposits amounting to
5$100,000 and those exceeding 5$100,000.
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over the period 1971-1978. Finance companies provided the most

attractive rate of return on savings deposits.

In  order to encourage savings in financial form,
particularly inm savings deposits a number of countries have given
fiscal incentives. This would affect the relative attractiveness of
the deposits. In Burma, tax exemption is given on interest income on
saving deposits and saving certificates. In Indonesia, Tabanas and
Taska are exempt from income tax for interest earned and from stamp-
duty. Also, no investigation for taxation purposes is made as to the
origin of the funds deposited. Previously only interest earmed on
savings deposits at the Mational Savings Bank was exempt from tax in.
flalaysia. 'In January 1279, this was extended to savingldeDosits with
commercial banks and finance companies. In January 1981, the limit on
deposits on which interest earmed could be exempt from tax was rzised.
In Sri Lanka, only interest earmed on déposits at the National Savings
Bank is tax exempt. Interest earned on deposits with the commercial
hbanks are subject to taxation. In Thailand, all income earned from
deposits apart from savings deposits, the withdrawal of which must be
done through passbook is subject to tax. In MNepal and Singapofe, all

interest income earned is subject to tax.

The rate -of interest on 'savings deposit is of particular
interest since the demand for such form of savings is generally by the
lower income group who have less access to higher yielding
instruments. It is.widely recognised that there is a rneed to offer
an adequate real rate of return in order to encourage financial
savings. As can be observed from Tahle 1, the interest rate on
savings deposit was generally low for all countries during the early
‘seventies. There has been however, a general tendency for the rates
to increase over the period under review. Most countries adjusted the
rates during the period 1973/74 in response to the acceleration
inflation. During this period, all SEACEM countries experienced sharp
increases in prices; Table 2 shows the rate of interest on savings
deposit at the commercial banks adjusted by the actual rate of

inflation. Despite the interest rate adjustment in 1973/74, =2all
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Table 2
Real Rate of Interest on Savings Deposits at
Commercial Barnks, 1970-1982

Burmaa/ Indonesia Malaysia Nepal Philippines Singapore Sri Lanka Thailand

1970 3.47

1871 1.17 15.23 0.68 4.7 -6.02 0.96 -1.42 2.17
1972 -11.3 6.20 g.10 -8.38 1.53 2.17 0.48 -4.87
1973 -20.63 -9.73 -10.74 -11.08 -16.79 -22.68 -8.73 -13.89
1974 -18.25 -11.41 -4.91 -9.44 -17.27 -6.88 -5.52 -11.29
1975 ~-26.24 ~1.42 4,35 -0.92 5.06 4.33 4.35 0.10
1976 8.96 3.33 1.64 2.75 0.38 5.10 2.93 1.06
1977 14.53 2.06 -0.28 ~3.75 -2.46 -2.56 5.51 -4.04
1978 1.83 7.68 0.96 6411 -0.93 1.56 -8.38 -3.06
1979 6.19 -9.45 g.1s -6.14 -13.88 0.95 - -4.97 -8.18
1980 8.32 -1.79 ~1.03 -2.40 -6.49 3.32 -6.51 ~-B6.36
1881 4.20 7.12 -1.56 -2.65 -1.06 -2.28 n.a. -2.94
1882b/ n.a. 8.94 5.72 16.63 -5.94 5.36 n.a. 3.7

Note: The following formula was used to compute the real rate of interest:

Ry = (rt -2P) / (1 +4P) . 100
P P
where r, = nominal rate of interest (end of period)
4P = the rate of change in Consumer Price Index (CPI)
P

a/ Figures are based on fiscal year covering April to fMarch. 1970 refers
to fiscal year 1970/71, etc.

b/~ The CPI and nominal rates of interest of all countries for 1982 are as
at the end of June 1282 except for Nepal, Indonesia where the CPI is at
the end of May 1982 and the Philippines where CPI is at the end of
January 1983.
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countries experienced negative rate of return during this period.
This 2lso was true for most countries for the period 1879/80. Buring
this period, with the exception of Burma, MNepal and Indonesia, the
savings deposit rates were revised upwards in response to the sharp
increase in inflation. MNevertheless, all countries with the exception
of Burma experienced negative real rates of return. Burma experienced
a low rate of inflation during this period. Also, the savings deposit
rate had previcusly been adjusted upwards by two percentage points in
1977.

The structure of time deposit rates can be observed from
Tables A 1.1 to A 1.8. The degree to uwhich the rates are
differentiated according to maturity varies across countries. In
certain countries, there has been some attempt to widen the
differential across meturities. This is primarily to induce savers
into longer-term maturities. That is, to encourage savings into
longer-term maturities, savers need to be appropirately compensated.
In 1Irdonesia and Mepal, the longer-term maturities were adjusted
relatively more frequently, thus resulting in a more highly
differentiated term structure. In the case of Indonesia, with effect
of April 8, 1874, the Government paid a subsidy of 8 per cent and 15
per cent on time deposits with a maturity of 18 and 24 months,
respectively. This subsidy, however, was gradually reduced. Effective
January 13, 1877, the subsidy on the 24-months maturity deposit was
reduced to 8 per cent and the 18-months deposit was discontinued. On
January 1, 1878, the subsidy on the reduced further to 4 1/2 per cent
per annum for amounts up to Rp2.5 million and 1 1/2 per cent per annum
on amounts in excess of Rp2.5 million. This was adjusted to a monthly
basis, that is, 1 1/4 per month for amounts up to Rp2.5 million and 1
per cent per month for amounts in excess of Rp2.5. Also in 1978,
deposit rates of time deposits with maturities of less than 3-months

and 3-months were freed. In Mepal, the spread hetween maturities also
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increased as the one and the one-year to two-years time deposit rates
were adjusted upwards relatively more frequently. In Thailand, while
the term structure of interest rates on time deposits is relatively
less steep, after 1979, it increased slightly as the rate on the 12
months to 3 year time deposit was revised upwards. In Sri Lanka, with
the interest rate reform in 1977, there was an increase in the
interest rate differential =across maturities. This pattern continued

for most of the period up to 1982.

In the Philippines, interest rate policy has also been
designed to increase the proportion of longer-term maturity deposits.
In 1974, when the interest rates on time deposits was revised upwards,

~there was also a simultaneous increase in the spread across
maturities. Also, the 730 maturity was introduced. The rates were
revised upwards again in 1976. As a conseqUence, the term structure
of time deposits lengthened considerably. During the period 1975 to
1978, the growth rate of time deposits of a maturity of more than two
years grew at a compound rate of growth of approximately 65 per cent
as compared to a rate of 21 per cent for time deposits with a maturity

of less than two years.2/

Nith the deregulation of ‘interest rates in the Philippines
in 1981, the yield curve flattened. For certain periods a U-shaped
yield curve could be observed. This pattefn could also be ophserved
for OSipgapore and Malaysia following the deregulation of interest
rates in 1975 and 1978 respectively. In Singapore, an inverted yield
curve was observed in 1980 when short-term interest rates rose
considerably in the face of uncertainties experienced in world
financial . In Malaysia with the deregulation of interest rates, the

yield curve flattened for most of the period.

2/ lorlgd Bank, The Philippines, Aspects of the Financial Sector, A
Uorld Bank Country Study, May 1980. p.B3.
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In most of the SEACEN countries, the adjustment in the time
deposit rates by the monetary authorities were largely in response to
a deterioration or an improueﬁent in the rate of inflation. The
interest rate on 12-months deposits adjusted by the rate of inflation
is presented in Tahle 3. It can be observed, that as in the case of
savings deposits, negative real rates of return was experienced in the
inflationary period 1973/74 and during the period 1979/80 despite
upward revisions in the rate during this period. However, the
negative rates are less pronounced in the case of the rate on the 1-2

months deposits.
Lending Rates

This section analyses the pattern of the structure and
trends of lending rates of the commercial banks. The lending rates of
the commercial banks in the SEACEN countries largely reflect domestic
money market conditions, institutionzl factors, external factors as
well as policy measures undertaken hy the monetary authorities to
achieve both short and long run objectives. The commercial bank
lending rates of the individual SEACEN countries are presented in
table 7 1.1 to B B.1 in the Appendix. It can be ohserved that lending
rates are classified differently among the individual countries. In
Burma it is by economic agency, in Indonesia, WNepal, Malaysia,
Singapore and Thailand hy activity or by economic sectors, in Sri
Lanka according to security and in the Philippines according to
maturity. 1In Mepal and Indonesia, the lending rates are descrihbed in

great detail according to type of activity.

The influence by the monetary authorities on the lending
rates in the SEACEM countries has largely been either hy setting a
maximum ceiling on the rates of by adjustment of the Bank rate. In
certain countries, the prime rate, that is the minimum lending rate is
set. Certain similarities can be observed in the trend and pattern of
adjustment of the lending rates. In the early seventies, lending rates
in most countries were low the series showed 2 general upward trend

during the period under review. However, in a numher of countries,
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Table 3
Real Rate of Interest on 12-months Time Deposits

at Commercial Banks, 1970-1982

Burmaa/ Indonesia Malaysia Nepal Philippines Singapore Sri Lanka Thailand

1970 1.05

19M -1.03 21.09 3.1 7.22 -5.13 3.4 -1.18 5.63
1972 13.24 -B6.20 2.08 -6.20 2.48 -0.05 0.72 -1.65
1973 -22.35 -9.73 -B8.83 ~8.98 -16.0% -20.26 -8.52 -10.98
1974 -20.02 -11.41 -2.68 -6.89 -14.53 -3.80 -5.29 -B.32
1975 -23.54 -3.93 6.33 5.50 8.53 6.64 B.33 3.45
1976 5.03 0.70 3.56 9.05 3.20 6.91 4.688 4.45
1977 8.70 g.18 1.14 -0.19 0.27 -0.82 13.19 -0.83
1978 -3.30 2.06 2.40 10.04 1.85 3.32 -1.7M 0.19
1979 0.79 -14.17 1.7 -2.67 -9.85 0.23 0.26 -5.13
1880 2.81 -5.92 1.77 1.21 -2.12 4.29 -3.69 -2.92
1961 -1.11 . 1.53 2.12 0.96 0.18 -1.31 Ned. 0.62
19820/ n.a. - 3.26 7.66 21.00 =3.47 10.00 Neda 7.52

Note: The following formula was used to compute the real rate of interest:

Re= (5, -AP) / (1 +4R) .100
P P

where T, = nominal rate of interest (end of period)

AP = the rate of change in Consumer Price Index (CPI)

F
a/ Figures are based pn fiscal year covering April to March 1970 refers to
fiscal year 1970/71, etc.
b/ The CPI and nominal rates of interest of all countries for 1982 are as at
the end of Junme, 1982 except for Nepal, Indonesia, where CPI is at the
end of May, 1982 and the Philippines where CPI is at the end of January, 1982.
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there was a lowering of loan rates for certain brief periods
reflecting both domestic and foreign ecomomic and monetary

developments.

Following the eésing of f in the internmational money markets
and the decline in foreign interest rates as well as the slowdown in
demand for credit lending rates were adjusted downwards in a number of
SEACEN countries. In Indonesia, the downward adjustment of the
lending rate of State Banks in May 31, 1972 was across the categories
according to economic activity. In Malaysia, in order to stimulate
demand for credit by the private sector and to bring interest rates in
lire with declining foreign interest rates the minimum lending rate
was reduced. In 3Singapore, the minimum lending rate was also adjusted
downwards in view of a highly liquid system during the period owing to
considerable inflow of funds into the banking system. However this
resulted in only a slight change in the average rate of interest on

loans.

In Thailand, in the face of slow credit expansion, the Bank
of  Thailand reduced its loan rate to commercial banks from 9 to B8
percent in April 1972, in order to stimulate investment in the private
sector and to keep it in line with those shroad. There was also a

marginal downward adjustment in lending rates in the Philippires.

In Nepal, the adjustment which was made in April 1971, was
adjusted selectively according to type of activity. The new lending
rates ranged from 7 to 13 percent compared to 7.50 to 13 percent in
the previcus period. The rates for priority purposes were fixed at a
lower level ranging from 7 to 10 percent, while for non-priority
purposes at a higher 1evel-ranging from 12 to 13 percent. In Burma,
and Sri Lanka there was no adjustment in the rates during this

period.

Against a background of inflationary pressures and - high
interest rates abroad in 1973/74, all countries with the exception of

Burma adjusted the loan rates upwards. In Burma, the loan rates were
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revised upwards in 1975. The measure was primarily in response to
the rapid rate of inflation and the consequent expansion of credit to
the private sector as well as the increases in interest rates abroad.
For many of the countries the rates were raised substantially. In
Singapore, particularly affected by internationzl monetary conditions,
the prime lending rate was raised by 2 percentage points. However in
a number of countries, the revision was made selectively. In Nepal,
for example, the loan rates for essential commodities were not
increased and for certain items it was lowered. On the other hand,
loans rates for unproductive purposes was raised by between 2 toc 3
percentage points. In Malaysia, in respanse to increased inflation
and bhigh liquidity of the banking system policy was also directed to
affect selective lending. That is interest rates were adjusted to
allow for expansion of productive capacity of priority sectors of the
economy on the one hand and to moderate the expansionary impact of

bank credit on the growth of money supply on the other.

in Indonesia, the increase in interest rates during the
period 1973/74 was part of an overall stabilisation policy package.
The significant increase in money supply in 1973/74 was an important
factor contributing to the sharp rise in the rate of inflation.
However, the increase was made selectively leaving unchanged the rates
on loans to high priority sectors. Similarly, in the Philippines,
while interest rates were revised as part of the monetary and credit
measures directed at containing inflation the structure of the lending
rates was set specifically to affect credit allocation. That is, to
affect the allocation of credit on a selective basis. Uhile there
were marginal adjustment of interest rates in Sri Lanks it was
negligible. The relatively stable rates were maintained because of
rising production costs. However, to restrain commercial bark lending
a ceiling was imposed in May 1974. Commercial banks were also only

permitted to lend for the purpose of producticn and export financing.

The Central Bark thus resorted to affecting the availability of"cregrt™ ="

rather than to increase the cost of credit as a2 measure to deter

borrowing.

:

>
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While interest rate as an instrument of policy is important
for affecting aggregate lending, it is also an important allocative
instrument. Low maximum lending rates are set to ensure that certain
sectors have credit at preferential rates. In Table 4, we can
observe that countries in which this policy is intensively applied,
the spread between the lending rate ancd the weighted average deposit
rate is negative or louw. This is particularly true for Burma,
Indonesia, Mepal and the Philippines. In Malaysia and Sri Lanka, the
spread has declined during the latter half of the seventies as the

emphasis on the allocation of credit took on importance.

The purpose or activity for which the lowest rates were
charged varied across countries. In Burma, the lowest rates were for
term loans granted for Uork Capital of State Corporatiors. In
Indonesia it was for working capital credit for production of rice and
secondary crops. In Malaysia it was for agriculture and small scale
enterprises. In Mepal, the lowest rates were for agricultural loans.
Finally, in Thailand it was for the export sector and industrial
enterprises. However, after 1975 the rates were no  longer
differentiated. The differential between the highest lending rate
and the weighted average deposit rate is also shown in Tahle 4. For
most countries, lending rates for person2l loans germerally tend to be
the highest. As at the end of 1980, the spread hetueen the highest
lending rate and the weighterd average deposit rate ranged from 16 per
cent for Burma to 2.94 per cent for Malaysia. It can be observed that
the differential tends to be highest in countries where the interest
rates are relatively more rigid and lowest in countries uhere the
rztes are relatively more flexible. The spread tends to be low in

countries in which the rates have heen derequlated.
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Table 4

Interest Rate Differential Between Deposit and Lending Rates at Commercial Banks

Burma Indonesia Malaysia Nepal Philippines Singapore Sri Lanka Thailand

Period

DMAX  DMIN  DMAX DMIN DMAX DMIN OMAX DMIN DMAX OMIN DMAX DMIN DMAX OMIN DMAX DMIN
1969 20,50 -0.50 12.97 -11.03 4.45 2.82 1.85 -0.65 7.68 -1.81 3.41 2.51 7.10 1.85 7.49 2.49
1970 20.s0 -0.50 15.84 -8.06 4.38 2.75 5.38 -0.38 7.66 -1.84 3.46 2.56 7.37 1.B7 7.43 2.43
197 20.50 -0.50 16.31 -7.69 4.37 2.72 5.87 0.37 7.69 -1.81 3.7 2.61 7.38 1.88 7.39 2.39
1972 20.50 -0.50 8.84 -3.16 4.7 2.57 5.85 0.35 7.71 -1.79 3.74 2.44 7.39 1.88 7.38 1.88
1973 20,50 -0.50 5.84 -3.18 3.70 2.25 5,92 -0.58.-7.78 -1.72 3.58 2.68 7.40 1.80 7.39 1.89
1974 20.50 -D.50 .24 -13.76 3.95 2.21 B.14 -2.368 7.15 -2.35 3.8 2.36 8.90 1.90 V.39 4.89
1975 18,00 -3.00 5.02 -9.98 4.20 1.92 3.66 -8.34 7.14 -2.36 4.0v 2.08 7.72 0.22 7.38 4.88
1976 18,00 -3.00 3.83 -11.17 4.3¢ 1.86 4.33 -7.67 5.87 -3.63 4.28 2.46 7.77 0.27 7.38 4.88
1977 16.00 -3.00 8.5 -B.44 4,53 1.63 3.98 -6.01 5.5 -3.91 3.83 2.25 8.94 -1.06 7.35 4.85
1978 16.00 -3.00 7.52 -4.48 64.47 1.67 4.12 -5.88 5.58 -3.91 3.64 2.28 8.2t -1.79 7.39 4.B9
1979 16.00 -3.00 7.52 -4.34 a.03' 1.38 4.18 -5.82 4,92 -4.58 3.30 2.28 8.02 -2.98 6.43 6.43
1980 16.00 -3.00 7.85 -4.15 2.94 0.52 4.17 -5.83 3.84 -5.66 3.35 2.75 11.59 -7.41 E.61 6.61
1981 6.35 -5.65 -0.88 1.67 -7.83 3.84 11.72 -9.28 6.74
Notatiom: DMAX refers to the differential between the maximum lending rate charged by the

DMIN

commercial banks and the weighted average deposit rates.

refers to the differential between the minimum lending rate charged by the

commercial banks and weighted average deposit rates.
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DOMESTIC AND FOREIGN INTEREST RATES

Interest rate adjustments in a number of SEACEN countries
have been influenced in varying degrees hy foreign interest rate
movements, depending on the interest systems operating in the
respective financial systems of the individuzal SEACEM countries. Such
interest rate adjustments either reflect the reaction of the monetary
authorities to the changes in the foreign interest rates or the
response of the market resulting from international capital flows.
Certain factors exist that allow for interest rate differentials
between foreign and domestic rates to continue. At .one extreme,
controls on foreign capital movements permit countries autonomy over
their domestic interest rate policies. Even in unrequlated systems,
other factors may contrihute to reducing the degree of capital
mobility which would also generate differentials between foreign and

domestic rates.

Under a fleocatino exchange rate system, an important factor
generating interest rate differentials is expectations of future
changes in the exchange rate and the risk premium related to the
fluctuation in the exchange rate. For these reasons, it is expected
that very short-term interest rates may he less likely to be affected
by foreign rates. Such factors may however account for the
differentials experienced for the relatively longer-term rates, It
should be noted also that the demand for foreign instruments may not
only be influenced by rate of return or exchange rate consideratians
alone but also due to other factors. Such factors includes, for
example, the development of the domestic money market and the
availability of domestic instruments. In the second part of this
study, an investigation will be made as to the responsiveness of
economic units +to generating capital flows in response to interest

rate differentials,

The increased access to international momey markets hy
economic units in the domestic economy would restrict the scope for

monetary policy. For example, commercial banks could respond to
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monetary policy by adjusting their foreign portfolio either by the
purchase or sale of foreign assets or by borrowing from external money
markets and therby leave their domestic liguidity position unchanged.
In such circumstances domestic rates cannot be determined without
regard to interest rates prevailing abroad. Any significant interest
rate differentials would result in an outflow of funds. Under these
circumstances, the ability of the Monmetary Authorities to carry out

independent policies is reduced.

In comparing domestic and foreign interest rates, adjustment
needs to be made of the rate of change in the exchange rate. That is,
foreign rates need to be adjusted by the expected change in the
exchange rate. Since expectations of future exchange rates are not
observable, it is necessary to formulate some indirect representation
of the variable. There is however, no general agreement on the form
of expectations to use. Furthermore, the evidence seems to indicate
that it is difficult to accurately forecast exchange rates. However,
despite this, it is likely that any portfolio investor would attempt
to use all the available information to forecast future exchange rates
in order to avoid losses. For purposes of our empirical analysis, uwe
have made the assumption of perfect foresight and used the actual

change in the exchange rate.

From Table 5, it can observed that the differential between
domestic and foreign rates largely vary on account of changes in the
exchange rates as well as movements in the foreign rates. In
comparing the three-months adjusted Eurodollar rates and the domestic
deposit rates it can be seen that domestic rates genmerally tend to be
lower. This differentizl is particularly marked towards the end of
the period with the strengthening of the dollar and the high interest
rates abroad during the period. The ‘interest rate differentizal
between the domestic deposit rate and the rate adjusted for actual
changes in the exchange rate is thus affected hy the levels of
domestic interest rates but also the relative strength of the domestic
currency against the foreign currency. In countries where there were

controls on capital flows and where interest rates were less flexible,
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the differential was very pronounced. However, in certain countries,
the changes in exchange rates accounted for the marked differential.
A similar pattern can also be found when a comparison is made with the
US three-months deposit rate and the UK three-months deposit rate

adjusted for exchange rate changes.

In the case of lending rates, the pattern is less distinct.
However, this may largely be influenced hy fhe domestic rate chosen in
the comparison. In view of the importance of selective credit
policies in certain of the SEACEM countries, the minimum interest
rates tend to be particularly low and therefore the differential in
favour of the domestic rates is more pronounced. In Table 6, a
comparison 1is made between the US Commercial Bank Prime Lending Rate
adjusted for the exchange rate changes and the domestic prime or
minimum lending rate. In certain SEACEN countries where the rate on
certain priority sectors are kept particularly low, the differential
tends to be wide. For certain countries, however, the domestic rate
was higher. In comparing other instruments including the US and UK
three-months Treasury Bill rate, adjusted for exchange rate changes,
with the domestic three-months Treasury Pill rate, the figures
indicate a widespread prevalence of interest rate differentials in
favour of_ the foreign rate. For certain countries, these

differentials were particularly wide.
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PART II

EFFECT OF INTEREST RATES
ON FINANCIAL VARIABLES
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FRAMEWORK OF ANALYSIS

The approach adopted by this study to examine the relative
significance of interest rates in the financial system is to analyse
sectoral financial bebaviour within a flow of funds data basel/.
Flow of fundé modelling is essentially concerned with the study of
6ehavioural relationship of entries in the accounts. Fipancial
transactions undertaken are categorised according to sectors and the
various types aof financial instruments used in the transactions. The
sectors and markets to be analysed are determined by the objective of
the study and hased on the data available. This study considers tuwo
main sectors, the non-bank private sector and the commercial banking
sector. The non-bank private sector and commercial banking sector are
the fundamental sectors in most of the SEACEN countries. The main
objective is to examine the relative significance of interest rate
versus non-interest rate factors in explaining the elements in the
balance sheet of the respective sectors.  This basically involves

estimating sectoral asset demand and supply functions.

The primary objective of this part of the study is to
empirically investigate the sectoral financial behaviour. Modelling
portfolio adjustment by different economic units is a subject that has
been extensively written on. An approach that has been extensively

applied to the study of portfolio behaviour is the partial stock

1/ See for example,  Hendershott, P.H., Understanding Capital Markets

Vol. 1: A Flow-of-Funds Financial Model (Toronto, Lexington

Books, (1977) for comprehensive study based on a Flow-of-Funds
Model
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ad justment modelg/. In theory, it assummed that funds should flow
into areas that have the highest rate of return. | Funds should move
with relatively small inducement as a result of changes in interest
rate. It is hoped that the analysis of demand for financial
instruments by the non-bank private sector would shed some 1light on
the role of interest rates in the mdbilisation of fimancial saving.
This study also intends to examine the extent tc which alternative
forms of financial saving are substitutes. flore specifically, the
analysis aims to examine, in the context of the demand functions, the
own iterest rate elasticities as well as the cross elasticities. The
study also' intends to examine the extent to which relative costs of
borrowing effecfs demand for commercial loans by the non-bank private
sector. For the case of the commercial banking sector, an attempt is
made to analyse the role of interest rates in explaining the portfolio
allocation of funds into alternmative forms of finmancial instruments.
The interest rate responsiveness of commercial bank demand and
supply of fipancial instruments bhas important implications for
monetary policy. 0Of particular interest is whether domestic and
foreign interest rates are important in explaining the demand for
domestic versus foreign instruments. An investigation of the role of
interest rates in explaining the demand for domestic assets,
especially government instruments, would provide empirical evidence as
to whether interest rate incentives would unable increased
mobilisation of funds for the public sector through the commercial

banks. This includes the demand for assets and liabilities. This

g/ Early studies based on this approach include Goldfeld, S.M.,

Commercial Bank Behaviour and Economic Activity: A Structural

Study of Monetary Policy in Post War United States, Amsterdam,
North-Holland Publishing Co., 1966 and Silber, W.L.,Portfolio

Behaviour of Financial Institutions, An Empirical Study with

Implications for Monetary Policy, Interest Rate Determination,
and Finmancial Model Building, New York, Holt, Rinehart and
Winston, Inc, 1970.



39

study 1intends to examine the role of interest rates in explaining the

behaviour of commercial banks in generating capital flows abroad.

The non-bank private sector which includes the household and
business sector tends to be a diverse group. As noted earlier, this
study only considers the effect of interest rates on the demand of the
non-bank private sector for financial instruments. Non-financial
saving and investments items will not be included in the analysis. It
is noted that for most of the SEACEN countries the spectrum of asset
choice is relatively narrow due to the absence of a well developed
capital market. Holdings of foreign instruments by the non-bank
private sector are also not included in the analysis. This is largely
due to data availability. However, it should be noted that access
to foreign instruments is generally open only to large savers.
Further, such transactions involve high information and transacticn
tosts.

The identity of the non-bahk private sector can be defined

as follows:

NwP = CP + G5B + TODP ~ LP
NWP - nret claims of the private sector against the

monetary authorities and the commercial bénking

sector

CP - monetary base held by the non-bank private sector

G5B - Government securities held by the nonm-bank private
sector

TODP - commercial bank deposits held by the non-bank
private sector

LP - commercial bank loans held by the non-bank private

sector

The identity can be said to define net claims of the non-bank private
sector against the monetary authorities and banking sectors. It does
not represent the balance sheet of the sector since it does not

include the entire spectrum of financial assets held by the sector.
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In this study, the following fimancial assets held by the non-bank
private sector are estimated. That is, demand for currency, demand
deposits, time deposits, savings deposits at commercial banks as well
as time deposits at finance companies. Only one category of
liabilities is considered, that is, the demand by the non-bank private
sector for commercial bank loans. Short-term securities, bonds,

equities are excluded from the analysis.

While the commercial banking sector is a more homogenous
group as a unit, the composition of their portfolio is relatively more
diverse than other sectors. The identity of the commercial banking

private sector can be defined as follows:

CRB + LRB + G5B + TL + FAB = TODB + BCB + FLB + CARB
where
CRB - cash reserves of the commercial banks including

balances at the Central Banks

LRB - 1liguid reserves at the commercial bhanks

GSB - Govermment Security holdings by the commercial banks
TL - total loams at the commercial banks

PAB - foreign assets held by the commercial banks

TODB - total deposits at the commercial banks

BCB - borrowing from Central Bank by the commercial banks
FLB - Foreign Liabilities held by the Central Bank
CAB - capital and reserves of the commercial banks

It should be noted that certain items in the commercial
banks balance sheet are items that are determined independently of
portfolio considerations. Such items may for example be held due to

legal reguirements.

The hanks are likely however to pay attention to movements
in such exogenously determined balances since such balances will
affect the funds available to the banks for allocation intc other

assets and liabilities. Vhile certain items can be clearly classified
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as exogenously determined independent of portfolio considerations,
others are less obvious. Exogencus items can he classified into two
types, those determined by the monetary authorities and those
determined hy cdemand from the non-bank private sector to which the
banks accommodate. The former includes legal reserve and liquidity
requirements while the latter includes deposit. The volume of total

deposits are assumed to be determined by preferences of depositors.

Five categories of assets are considered for the commercial
banking sector. They include excess cash reserves which includes cash
balances and balances at the Central Banks net of reserve requiréments
(ECR). Excess ligquid reserves (ELR) comprising of short-term money
market instrument and Treasury Bills, Government Securities (GSB), and
Foreign Assets (FAB). For certain countries, for which data is
available, the individual components of liquid reserves are also
estimated. Two categories of liahilities are considered. They
include borrowing from the Central Bank (BCB) and horrowing from

international money market (FLR).

The study applied the standard type portfolio demand

equation:
Xt = _dD + d1 + d1Rt + dzxt_1
+dﬁ%'+Et
where Xt 1s the demand for the finmancial instrument
Rt is an n vector of interest rates
G¢ is an m vector of exogenous and dummy variables
mt _is the total portfolio size at time t or the scale
variables
In the asbove equation, the variables enter linearly. The equations

were estimated using ordinary least squares. The estimaticn of most
of the equations is based on quarterly data for the period 1971.1 to
1881.4. It 1is acknowledged that while there are limitations to the
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use of the single equations method, it is nevertheless felt that the
method 1is useful in that it does shed some light on the issues which

is of concern in this study.
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NON-BANK PRIVATE SECTOR
Introduction

There has been substantial work donme on demand for financial
instruments by the non-bank private sector for the SEACEMN countries.
A large part of this work is concentrated on the aggregate demand for
money.l/ There are studies however that disaggregated the demand for
money into its respective components, that is, into the demand for
currency, demand deposits, time and savings deposits.g/ For the main
part, these specifications have generally treated the demand for money
and 1its respective demand components as a transactions demand rather
than a portfolio demand. The main explanatory variables heing income
and the expeéted rate of inflation - the latter variahle reflecting
the opportunity cdst of holding the financial halances. In most
specifications, no role was given to interest rates. At most, the

equation includes a single interest rate variabhle.

It is the intention of this study to specifically examine
the role of interest rates in the demand for financial instruments hy
the non-bank private sector. In particular, the study aims to provide
empirical evidence on the relative importace of the own-rate of return
as well as competing rates of return in explaining alternative forms

of savings channelled through the financial interemediaries. This

1/ See for example Aghevli, B.B., Khan, M.S., Narvekar P.R. and
Short, B.K., "Monetary Policy in Selected Asian Counries, IMF
Staff Papers and Chung, T.F., The Money Supply Process and the
Stahility of Money Demand, SEACEN Centre Research Report, SEACEN

Research and Training Centre, Decemher 1981.

g/ See for example, The Relationship of Money and Credit to Economic

Activity, The South-East Asian Central Ranks (SEACEN) Research

and Training Centre, December 1980.
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disaggregated analysis of the components of money demand is made on
the argument that the non-bank private sector regards these as
distinct instruments.é/ The relative importance of the components of
money demand (M2) for the individual SEACEM countries is shown in
Table 1. The role of interest rates in explaining commercial loan

demand by the non-hank private sector is also examined.
Demand for Currency (CP)

The demand for currency by the non-bank private sector
represents the most liquid form of financial saving. The demand for
currency is generally viewed as arising for the purposes of making
transactions. Therefore, the greater the volume of transactions, the
larger the demand for cash balances. The existence of alternative
interest earning of financial instruments suggests that there is an
opportunity cost in holding cash balances. The higher the rate of
return on the alternative forms of financial saving, the lower the
cash balances held. In most SEACEM countries the proportion of
currency balances in relation to other forms of financial instrument
is high. That is, currency is an important repository of wealth. As
can be observed in Tahle 7, the average currency-money (M2) ratioc for
the SEACEN countries was 37.2 in 1970 ranging from 18 per cent for
Singapore and 69.6 per cent for Burma. The average ratio declined to
28.4 per cent in 1980.

Tt is widely recognised that savings need to be in financial

form so that funds from surplus sectors can he efficiently channelled

3/ See Goldfeld, M.S., Commercial Bank Behavior and Fconomic

Activity. A Structural Study of Monetary Policy in Post-war
United States, North-Holland Publishing Company, Amsterdam
(1966), p.78-82 and Modigliani, Rashe and Cooper, "Central Bank
Policy, the Momey Supply and Short-Term Rate of Interest"”,
Journal of Money, Credit and Banking, May 1970, p. 166-180.




45

Table 7
Ratic of Currency, Demand Deposits, Quasi-Money to

.Broad Money Supply, M2

c/m2 bD/Mm2 am/m2

Country

1970 1980 1970 1980 1970 1980
Burma 63.6 73.4 12.2 6.3 18.2 20.3
Indonesia 47.0 28.0 29.1 37.0 24.2 35.0
Malaysia 24.3 17.2 25.0 18.1 50.7 B4.7
Nepal 57.4 32.8 18.5 13.0 24.1 48,2
Philippines 25.7 18.4 24.4 22.3 50.0 59.3
Singapore TB.D 19.5 23.6 18.7 58.3 61.8
Sri Lanka 30.0 21 .1 33.1 26.4 36.8 52.5
Thailand 25.7 16.8 16.4 - 8.8 57.9 4.4
Average 37.2 28.4 22.8 19.6 40.0 52.0
Notation: C - Currency held by non-bank private sector.

00 - Demand deposits at commercial banks held by the

non-bank private sector.

QM - Quasi-money (includes time and saving deposits at
commercial banks held hy the non-hank private
sector. For Indonesia, it also includes time and
savings deposits as well as foreign currency deposits
held by domestic private sector. For Malaysia, it
also includes Bank Megara Malaysia Certificates and
Negotiable Certificates of Deposits. For Singapore,
1980 figures include Sinmgapore dollar Certificates
of Deposits. | For Thailand, Quasi-money includes
time and saving deposits of govermment savings bank.,

M - Money supply defirmed to include currency plus demand
deposits held by the non-bank private sector.

M2 - M plus Quasi-money.
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to deficit sectors to finmance investment. Thus, financial assets
other than currency needs to be mobilised if savings are to be used
for financing investment. This is particularly important for the
household sector since in most developing countries the household
sector is primarily the surplus sector while the corporate and
government sectors are the deficit sectors.4/ It is the intention
here to provide empirical evidence on the relative bimportance of
interest rates in explaining currency demand. It is also hypothesised
that currency balances are likely to decline as the mon-bank private
sector is given increased access to the banking facilities. The
effect of increased hanking facilities is measured hy the number of
banking offices (MBD). The inflation rate (5) is included in the
equation to reflect the opportunity cost of not consuming. Dummy
variables were also included to take into account seasonal factors.
The inclusion of the lagged dependent variahle is to reflect the
assumption that the non-bank private sector is not ahle to adjust

actual currency balances to desired levels immediately.
The following equation was estimated in nominal terms:

P = 910 + 2,

. a
1Y + 3121d + 813p + a14NBD + 31569_1

Based on the above specification, currency demand is to be positively
related to income (Y) and negatively related to the rate of interest

on deposit (ig), the rate of inflation () and number of banking offices

(NBO).

The result of the estimation for the demand for currenmcy in
nominal terms by the non-hank private sector for the eight individual

SEACEN countries are reported in Table B, The demand for currency

4/  See Khatkhate, D.R., Analytical Pasis of the llorking of Monetary
Policy in Less Developed Countries, IMF Staff Papers, Vol.XIX,
Mo.3, p.533-538.
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Table 8

Non-Bank Private Sector Demand for Currency

BURMA - ESTIMATION PERIOD: 1972 (IV) TO 1980 (I)
CP = 200.85 + 0.722CP_;+ 0.205Y - 28.92i_ + 420.030DUMS1
(1.55) (4.18) (1.93)  (-0.85) (5.07)
- 12.36DUMS2 + 36.56DUMS3
(-0.13) (0.42)
RZ = 0.985 DU = 1.87

INDONESIA - ESTIMATION PERIOD: 1971 (IV) TO 1978 (1v)
CP = -127.25 + 0.96CP_; + 0.09Y - 1.20 B_,
(-1.75)(20.14) (1.775))(-1.586)
+ 24.33DUMST + 27.75DUMS2 + 16.15DUMS3
(1.05) (1.74) (0.733)
R = 0.996 DU = 2.0

MALAYSIA - ESTIMATION PERIOD: 1972 (T) T0 1980 (1IV)
' CP = 87.97 + 0.91CP_q+ 0.04Y - 17.031 5 + 8.62P

(2.17)(28.14) (3.98) (-2.08) (1.68)
- 18.26DUMST - 52.360UMS2 + 30.65DUMS3
(-0.77) (-2.22) (1.4)

RZ = 0.999 DU = 2.24

NEPAL - ESTIMATION PERIOD: 1970 (III) TO 1981 (II)
CP = -14.98 + 0.90CP_q + 0.05Y - 8.13ig + 1.98

(-0.36)(11.75) (2.05) (-0.99) (0.89)
+ 101.42DUMS1 - 30.49DUMS2 - 122.54DUMS3
(4.52) (-1.39) (-5.06)

R = 0.999 DW = 2.24
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PHILIPPINES - ESTIMATION PERIOD: 1970 (III) 7O 1981 (III)
CP = 2033.21 + 0.41CP_, + 0.08Y - 178.98i

(6.21) (4.37) (6.69) (-3.17)td

- 53B8.48NUMST - 476.68DUMS2 - 502.900DUMS3
(-3.80) (-3.75) (-4.14)

RZ = 0.99 DU = 1.77

SINGAPORE - ESTIMATION PERIOD: 1971 (IV) TO 1981 (IV)
CP = 115.21 + 0.94CP_4 + 0.07Y - 27.53i

(6.40)(35.77) (4.06) (-B.11)

- 104.07DUMS1 - 119.480DUMS2 - 67.52DUMS3
(-7.81) (-8.74) (-5.08)

- 86.001DUMC
(-2.70)

R? = 0.999 DU = 1.58

SRI LANKA - ESTIMATION PERIOD: 1971 (II) TO 1979 {(IV)
CP = -32.15 + 0.85CP_q + D.0BY - 0.0BNBO

(-0.62) (9.94) (2.21) (-0.29)

+ 106.07DUMS1 + 33.27DUMS2 -~ 40.RANUMS3
(2.17) (0.52) - (-0.83)

R = 0.988 Duw = 1.89

THAILAND - ESTIMATION PERIOD: 1870 (II) T0O 1981 (IV)
CP = 4796.56 + 0.B63CP_q + 0.10Y - 555.28ig

(6.44) (5.93) (4.06) (-2.82)

- 497.65DUMST - 2898.41DUMS2 - 2137.97DUMS3
(-1.11) (-5.24) (-5.42)

R = 0.993 DY = 1.52

Note: For the Philippines, itg is the 6-month time deposit rate at
commercial banks. For Malaysia and Singapore, iyutg is the
weighted average interest rate on 3-month time deposit and

savings deposit at commercial banks.
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equation for most of the SEACEN countries performed reasonably well.
The results show that currency demand is essentially a transactions
demand. The income variable had the expected sign and was significant

in all countries.

The performance of the interest rate variable varied amongst
the SEACEN countries. In countries where the deposit rates tended to
be more flexible, interest rates were found to be significant in
explaining the equation. That is, in Malaysia, the Pﬁilippines,
Singapore and Thailand where the deposit rates uere ad justed
relatively to change in interest rates. On the other band, in
countries where interest rates have remained relatively rigid, the
variable was not an important explapatory variahle. Thus, in Burma,
Indonesia, Nepal and Sri Lanka, currency demand is basically a
transactions demand. Uhile interest rates had the expected sign, the
variable was insignificant. The relevant interest rate in most of the
estimations was the savings deposit rate. It can be assumed that in
the case of the household sector the relevant substitute may bhe
savings deposits while in the case of large firms and corporations,
the relevant suhstitute is demand and time deposits. Thus, in certain
countries a weighted interest rate on savings and time deposits was

used.

With the exception of Indonesia, the rate of inflation was
found to be insignificant in explainino currency holdings. In
Malaysia, the relationship was found to be positive implying that
larger balances were held as the rate of inflation increased.
Seasonal factors were found to be important explanatory variables in
Nepal, Singapore and Thailand in affecting the demsnd for currency.
Seasonal factors for the other countries are not reported as the
variables were found to he insignificant explanatory variahbles. The
coefficient of the lagged dependant variahle showed slow adjustment in

most countries.
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Demand Depaosits

" Demand deposits are non-interest bearing deposit accounts.
Regulations with respect to demand deposits vary according to
countries, In Mepal, the Philippines and Thailand, no charges are
imposed. In Burma, Malaysia, Sincapore and Sri Lanka, service charges
are imposed generally if the halances fall below a certain minimum.
With the exception of Indonesia and Mepal, the proportion of demand
deposits to total deposits is declining. At the end of 1880, the
average ratio df demand deposits to money supply (M2) ranged from 6.3

per cent for Burma to 37.0 per cent for Indonesis.

The equation for the demand for demand deposits at the
commercial banks by the non-bank private sector is specified to he a
function of nominal income (Y) as measured hy GDP, interest rates on
competing instruments, ij, the rate of inflation (5), the number of
banking offices and the laoged dependant variahle. The interest rates
included 1in the eguation are of those financial instruments that are
the closest substitute to demand deposits. As the non-bank private
sector includes corporations as well as individuals, the relevant
instruments. for hoth have to be considered. For large corporations
and high income groups, time deposits and other short-term money
market instruments are relevant, while in the case of households the

savinos deposit rate is relevant. The equation is specified as:

[
bR = 320 + 821 Y + 5221j + 323p + azaNBn + 5250E1 + AZBDUMS1
+ 827DUMS2 + aZBDUM53

where ij 1is the vector of relevant rates of return on suhstitute

instruments.

The estimation results for the individual countries are
presented in Tahle 9. As in the demand for currency, the demand for

demand deposits is largely explainmed hy the income variable. The
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Table 9
Non-Bank Private Sector Demand for Demand Deposits

BURMA - ESTIMATIOM PERIOD: 1970 (ITI) TO 1980 (III)
DD = 21.95 + 0.8600_4 + 0.01Y + 16.51DUMST + 26.25DUMS2

(0.95) (8.37) (1.568)  (0.75) (1.20)
- 9.92D1MS3

(-0.46)

RZ = 0.9R9 DY = 1.83

INDONESIA - ESTIMATION PERIOD: 1971 (ITI) T0O 1979 (Iv)
DD = -282.53 + 0.8300_4 + 0.17Y - 0.93i
(-1.16)(11.01) (1.74) (-0.12)
+ 3.46 B_, + 0.008M80
(1.19) (0.45)
R? = 0.983 DY = 2.08

MALAYSIA - ESTIMATION PERIOD: 1970 (II) T0 1981 (IV)
DP = 1R38.95 + 0.490P_; + 0.15Y - 308.33i4

(3.85) (3.33) (3.12)  (-3.75)
+ 165.630UMST + 248,80DUMS2 + 194.94DUMS3
(1.18) (1.78) (1.39)
R2 = 0.88 D = 1.89

MEPAL - ESTIMATION PERIOD: 1970 (IIT) 7O 1981 (I1I)
DD = -104.41 + 0.290D_4 + 0.02Y - 5.A%9ig

(-3.85) (2.13) (2.85) (-0.97)
+ 2.47NBD - 5.34DUMST - 1,79DUMS2 - 25.2RDUMS3
(4.85) (-0.35) (-0.11) (=1.85)

RZ = 0.991 D = 2.04
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PHILIPPINES - ESTIMATIOM PERIOD: 1971 (I) TO 1981 (III)
DD = 1667.05 + 0.6700_q + 0.05Y - 168.17ig - 488.26DUMST

(2.37) (6.04) (2.89) (-1.20) (-2.59)
- 454,48DUMS2 - 5R0.00DUMS3

(-2.52) (-3.03)
2

R = 0.980 D = 1.96
SINGAPORE - ESTIMATION PERIOD: 1971 (IV) TO 18981 (Iv)
DD = 124.01 + 0.210D_q + 0.41Y - 19.8i
(2.97) (2.086) (8.32) (-2.28)
RZ = 0.988 oW = 0.92

SRI LANKA - ESTIMATIOM PERIND: 1970 (III) TO 1979 (T1V)
DD = -60.77 + 0.80800_4 + 0.05Y - 9.330

(-1.20)(11.68)  (2.82) (-1.9)

+ 95.9770UMS1 - S4.35NUMS2 + 31.8901MS3
(1.35) (-1.08) (0.48)

RZ = 0.99 DY = 1.95

THAILAND - ESTIMATION PERIOD: 1970 (II) TO 1980 (TV)
DP = 1534.61 + 0.4505_1 + 0.04Y - 54.60i , + 2.71NBO
(1.23) (3.94) (3.02) (-0.43) (1.50)
+ 47.410UMST - 508.210UMS2 - 779.96DUMS3
R® = 0.99 oW = 1.73

Note: For Indonesia, MBO is the number of commercial, development
rural and savings banks and iS is the savings deposit
(Taska) rate at State banks. itgq is the 3-months time

deposit rate at State hanks. For Singapore, 1 is the

wts
weighted average interest rate on 3-months time and savings
deposits at commercial banks. For Thailand, it 1is the
weighted average interest rate on 12-months time and savings

deposits at commercial hanks.
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income variable was found to be significant in all countries. On the
other hand, while the interest rate coefficient had the expected sign
in 8ll countries it was only significant for Malaysia and Singapore.
In order to test for the substitutability between assets various
alternative deposit rates were included in the eguation. In most
countries, the weighted average time deposit rate performed hest.
Unlike the demand for savings deposits, which is largely held hy small
savers, time deposit holders are likely to comprise higher income
groups including business firms, Such deposit holders are likely to
hold their liquid funds in terms of demand deposits. The results thus
conform to a priori expectation that the relevant rate in the equation
should be the weighted average of the time deposit according to

maturity.

With the exception of Sri Lanka, the rate of inflation was
found not to be significant in explaining demand for demand deposit.
Seasonal factors were found to be significant for Malaysia, the
Philippines, Sri Lanka and Thailand. An attempt was also made to
evaluate the effect of institutional changes on the demand for demand
debosits. These include the expansion of the network of banks, the
introduction of new savings instruments and exemption from taxes on
interest earnings. Such shifts in demand due to structural change was
generally introduced using a shift parameter. The variables however
did not improve the explanatory power of the equation, and therefore
not reported. However, the number of banking offices were found to be

a significant explanatory variable in Sri Lanka and Thailand.
Demand for Time Deposits (TP)

As noted in Part I of the study, the commercial banks in
most of the SEACEN countries offer a wide range of maturities for time
deposits. A weighted average rate of return (itm ) is used to
represent the own rate. The rate of return on time deposits in
competing financial institutions (ij) is included as the interest rate

on substitute instruments. For certain countries, a foreign rate of



54

return adjusted for expected change in the exchange rate (i; ) was
introduced in the equation. However, it is noted that not all savers
have access to foreign instruments. Usually the minimum denominations
of  such form of savings are high. Furthérmore, such transactions
generally involve high costs. As in the above demand equations, the
demand for time deposits is also assumed to be a function of income
(Y), the rate of inflation (5) and the lagged dependent variable TP.

The eguation is given belouw:

TP = azg +.a31Y + a3zij + 333ij + az,ie
+ 335P + a TP36+ a3TINC
In most cases, ij represented a weighted average rate of return on
time deposits at fipance companies. Alternative foreign rates
adjusted for exchange rate changes were attempted. The rates includec
the Eurodollar rate and the ACU rate. A shift parameter was also
included for certain countries to take into account institutional
changes. Tax incentives introduced such as tax exemption on interest
earned on such deposits and the introduction of new alternative
maturities are assumed to induce an increase in savings in time
deposits. The introduction of new competing instruments such as
negotiable certificate of deposits and deposit substitutes are alsc

assumed to affect the demand for time deposits.

The demand for time deposit equatioﬁ was estimated for seven
of the SEACEN countries. The estimation results of the equation are
presented in Tahle 10. The demand for time deposit for Burma was not
estimated as the demand for this instrument over the decade has
decreased suhstantially and is currently negligible. In the case of
Sri Lanka, the demand for time deposit at the Mational Savings Bank
was also estimated in view of its significance and implications. In
contrast with the demand for currency and demand ceposits, income is
not a significant explanatory veriable in the demand for time deposits
for most of the countries with the exception of Malaysia and

Singapare.
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Table 10

Non-Bank Private Sector Demand for Time Deposits

INDONESIA - ESTIMATION PERIOD: 1971 (Iv) TO 1980 (IIT)
TP = -109.12 + 0.89TP_q+ 0.05Y + 3.69iy, -2.15 b
(-0.79)(13.37) (1.70) (1.40) (-1.23)
- D0.62i
(-0.07)
RZ = 0.960 D = 1.78

MALAYSIA - ESTIMATION PERIOD: 1971 (I) TO 1981 (1V)
TP = -1094.04 + 0.92TP_q + 0.11Y + 147.18i4,
(-3.53)(16.29) (2.40) (3.08)
~4.12i¢ - 47.29P
(-1.229) (-1.54)
RZ = 0.993 DU = 1.43

NEPAL - ESTIMATION PERIOD: 1973 (III) 70 1981 (II)
TD = 16.32 + 1.05 TD_q+ 11.38i4g- 1.01 B_,

(0.90) (124.15) (3.83) (-1.11)
-18.37ig

(~1.48)
RZ = 0.999 D = 2.086

PHILIPPINES - ESTIMATION PERIOD: 1971 (I) TO 1980 (IV)
TP = 1076.17 + 0.92TP_q+ 0.006Y + 150.0i4,
(-2.33)(16.00) (0.35) (1.83)
-247.77 DUMDS
(-1.56)
RZ = 0.99 Dw = 2.59

SINGAPORE - ESTIMATIOM PERIOD: 1971 (IV) TO 1981 (Tv)
D = -552.16 + 0.91TD_q + 0.17Y + 68.42i4,
(-3.85) (14.086) (2.15)  (3.08)
R = 0.892 DW = 1.59
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SRI LANKA - ESTIMATION PERIOD: 1971 (II) TO 1979 (IV)

TD = -354.96 + 1.05TD_;+ 0.003Y + 61.5i 4
(-2.48) (21.07) (0.12) (1.54)
RZ = 0.984 DU = 2.47
- ESTIMATION PERIOD: 1972 (III) TO 1979 (IV)
TND = 0.42 + 0.95TND_q + 25.1Bi4, - 22.5igy+ 125.42DUMTXI

(0.002) (26.58) (6.22) (-0.76) (3.72)
R = 0.998 oW = 2.59

THAILAND - ESTIMATION PERIOD: 1974 (III) TO 1981 (IV)
TP = 391.70 + 1.007P_; + 0.01Y + 1775.26i,
(0.21) (22.42) (0.14). (3.96)
-1296.581,+ 44.49 B - 1699.87 DUMT
(-3.01) (0.34) (-1.32)

2 _ 0.999 DU = 2.27

R

Note: For Malaysia, if is the 3-months ACYU deposit rate. For

Indonesia, iS is the savings deposit (Tabanas) rate at State
50 is the savings deposit rate at the
National Savings Bank. For Nepal, itd is the 12-months time

_banks. For Sri Lanka, i

deposit rate at commercial barmks while for Sri Lanka, it is
the 3-months time deposit rate at commercial banks. For
Thailand, itn is the 3-months time deposit rate at finance
companies while it is the 12-month time deposit rate at

National‘Sauings Bank for Sri Lanka.
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On the other hand, interest rates on time deposits at the
commeréial banks were found to be sighificant for all countries except
Indonesia. The coefficient for Indonesia, however, had the expected
sign and was significant at the 80 per cent level. In most SERCEN
countries, interest rates have heen used as an instrument to mobilise
savings in financial form. In particular, efforts have been made to
lengthen the maturity structure of time deposits to induce hanks into

longer term financing.

Major steps were taken in the Philippines in 1974 to provide
incentives particulasrly for longer-term savingé. Not only were the
rates of return on deposits increased hut there was also a
simultaneous increase in the differential between the short and longer
term maturities. In 1976, there was a further adjustment in the
interest rates. This policy had the effect of lengthening the term
structure of time deposits indicating the fésponsiueness of the non-
bank private sector to hoth changes in the level as well as the term

structure of interest rates.

_ A shift wvariable was introduced to take into account the
introduction of deposit substitutes in the Philippines in 1973. Over
the period 1973 up to 1875, there was a rapid increase of cleposit
suhstitutes. During this period, the rate of growth of time deposit
wvas affected. In 1976, as a consequence of a palicy package
introduced in seven circulars, the relztive attractiveness of deposit
substitutes was reduced, This resulted in a distinct shift in the
form of fimancial savings in the Philippires. A celling was imposed
on interest rates of deposit substitutes with a maturity of 730 days
or less.5/ In addition, effective July 1, 1976, the minimum
denomination of the cdeposit substitute was also increasedﬂﬁ/ The

interest rates on time and savings deposits were also incressed

5/ Circular No. 493.
6/ Circular Mo. 495,
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effective  January 2, 1976.7/ The introduction of a reserve
requirement on deposit substitutes of 20 per cent for commercial banks
also increased the cost of such deposits. Thus, after 1975 deposit
substitutes bhecame a relatively less attractive form of savings in
relation to time deposits. This is confirmed by the significance of

the shift variable introduced in the equation.

In Indonesia, the introduction of 18 and 24 months maturity
in April, 1974 and the widening of the spread of interest rates also
had an effect on the demand for time deposits, In order to induce
higher rates, Bank Indonesia subsidised the rates on the 18 and 24
months maturities. During the year 1975/76, the 24 months maturity
comprised 80 to 88 per cent of total time deposits. Also no tax
exemption was given for short-term maturities. In Mepal, interest
rates on deposits which had heen maintajined ot a low level prior to
1966 have been adjusted and revised on a number of cccasions. One of
the main aims of the policy has heen to increase the rate at which
savings 1is mobilised. In April 1975, the rate on the 12-manth
maturity, was revised by 5.5 percentage points. It was reduced
marginally, however, in July 1976 and February 1977. As in the case
of the Philippines the spread of the rate of return according to
maturity was also increased substantially after 1974, As can be
observed in the equation estimated for Nepal, the coefficient for the
interest rate on the 12-month time deposit was found to he

statistically significant.

In Sri Lanka, the monetary authorities influence the deposit
rates through its influence on the deposit rates of the WNational
Savings bank. As part of an overall stabilisation and liberalisation
program in 1977, the interest rates were adjusted in September 1977.

The major objective of the interest rate reform was to provide an

Z/ Circular No. 495.



a9

incentive to increase financial savings.8/ In MNovember 1978, tax
concessions were also granted to interest-earned on time deposits.
Interest payments were also paid monthly. The commercial banks, to
remain competitive followed the adjustment in interest rates. This
substantially increased the demand for time deposits. This is
confirmed by the relative significance of the interest rate wvariable
in both the demand equations for time deposits at commercial banks and
at the Mational Savings Bank. In addition, the shift wvariabhle
-introduced for the period when tax concessions were granted for
interest rates earned at The Mational Savings Bank was alsc found to
be statistically significant. However, the introduction of new
instruments, namely, Premium Savings Bond in February 1979, Save as
You Earn Scheme in April 1878 and the Regular fonthly Income Savings
Plan in May 1979 was found to have no appreciable effect on the demand

for time deposits.

In Thailand, the relatively high interest rates which are
tax exempt have been an important factor accounting for increases in
the demand for time deposits. The estimation results confirm the
importance of the deposit rate in explaining the demand for time
deposits. While the interest rates according to maturity is less
highly differentiated in Malaysia and Singapore the interest rates
have been relatively more flexible. The statistically significant
coefficient of the interest rate varishle implies demand for time

deposits are responsive to adjustment in interest rates.

8/ See Uirasinghe, A.D., Mobilisation of Personal Savings in Sri
Lanka Behavior of Savers and its policy complications in Savings
for Development, Report of the International Symposium of
Mobilisation of Personal Savings in Developing Countries. United

Nations, Fehruary 1980 for detail discussion.
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Demand for Savings Deposits (SP)

The demand for savings deposits at commercial banks are
largely held by small savers. Commercial banks compete with the
Mational Savings Bank and finance companies for such savings deposits.
The independent variables explaining the demand for savings deposits
at commercial banks include income (Y), the own rate that is the
interest rate on savings deposits (iS), the competing rates (ij), the
actual rate of inflation (5); the number of banking offices (MRN) and
the lagged dependent variable (SP_q). The equation estimated is given

below:

SP = aa[]+ aale + aazis + aaalj + aaab
+ Ela_sNBﬂ + SZIBSD

The competing rates considered were the savings cdeposit rate =t
finance companies and the national savings banks as well as the

weighted time deposit rates.

‘ The estimation results for the asbove equation is presented
in Table 11. In most countries with the exception of Thailand and
MNepal income was found to be an important explanatory variable. This
is in contrast to the demand for time deposits where the coefficient
of the income variable was found to be less significant. As noted
earlier, the demand for savings deposits is largely by the lower
income groups. In many countries, the choice of savings instruments

for such income groups tend to be limited.

In view of the limited choice of instruments for such
savers, interest rate considerations may not he an important factor.
Gn the other hand, in certain countries particular attention has heen
paid to the rate of return on such savings due to income distribution
considerations. The rate was only found to bhe significent in
Indonesia and Thailand. In Malaysia the sion of the coefficient on
the own-rate of return was negative. In many of the SEACEN countries,

the rates on savings deposits were low particularly during the early
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Table 11

Non-Bank Private Sector Demand for Savings Deposits

IMDOMESIA - ESTIMATIOM PERIOD: 1977 (II) TO 1977 (Iv)
SP = -40.B44 + 1,045P_4 + 0.01Y + 1.97ig - 0.08P
(-2.71) (28.53) (1.83) (2.88) . (-0.42)
-0 .§l¢itw
(-2.24)
R2 = 0.996 DY = 1,99

MALAYSIA - ESTIMATION PERIOD: 1971 (II) TO 1981 (Iv)
SP = -752.66 + 0.8NSP_q+ 0.02Y - 9.85i,
(-3.08) (15.86)  (2.53) (-1.07)
~19.50ig,+ 2.77NBO - 117.89DLMASY
(-1.18)  (3.75) (-3.47)

rR? = 0.999 D = 2.00

MEPAL - ESTIMATION PERIOD: 18970 (III) TO 1981 (IT)
SD = 9.54 + 0.9995D.9- 0.00094Y + 2.93ig
(1.62) (598.4) (-0.49) (1.45)
-3.52ig, - 1.02P + 1.18T
(-5.22) (-4.05) (4.73)

rRZ = p.ogg DU = 2,12

PHILIPPINES - ESTIMATION PERIND: 1970 (III) TO 1981 (Iv)
SD = 2692.82 + 0.725D_q + 0.11Y + 14.26ig - 493.04i4n
(3.35)(11.69) (6.62) (D.08) (-1.71)
-467.93DUMDS
(-2.86)
rR? = 0.996 DU = 1.74

SIMGAPORE - ESTIMATION PERIND: 1971 (IV) TO 1881 (Tv)
" SP = 0.03 + 0.595P.1+ 0.014Y + 211415 - 27,294y
(0.001) (6.82) (6.77) (1.40) (-2.42)
RZ = 0.941 D = 1.79
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SRI LANKA - ESTIMATION PERIND: 1971 (11) T0 1979 (1v)
SP = -117.74 + 0.975P_ + 37.86i_ - 5.798
(-1.49) (17.18) (1.56) (-2.02)
R = 0.99 DY = 2.06 o
- ESTIMATION PERIOD: 1870 (TI) TO 1979 (Iv)
SND = 92.41 + 0.80SM)_, + 0.02Y + 0.71i_ - 11.87i + 0.30NRQ
(1.60) (6.43) (2.90) (0.07) (-2.96) (1.38))
R - 0.99 OU=2.22 N

THATLAND - ESTIMATION PERIOD: 1974 (II1) 7O 1981 (1IvV) |
SF = -2081.36 + 0.92SP_4+ 0.01Y + S08.69i,
(-2.47) (9.22)  (0.96)  (2.13)
R = 0.989 OU = 2.64 o

Mote: For Indonesia, i_ is the savings deposit (Tabanas) rate at
State banks. For Sri Larka, isn is the savings deposit rate
at the Nat_ionél Savings Bank and i, is the 12-months time

deposit rate at the Mational Savings Bank.
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rates on savings deposits were low particularly during the early
seventies. Adjustment of the rates were also only made more
frequently towards the second half of the seventies. In Indonesia,
savings refers to the savings deposits under the Tabanas Savings
Scheme. The rate for such deposits are high in view of the priority
on the mobilisation of savings in this form. The demand for such
deposits was found to be particularly responsive to the interest rate

adjustments,

For the competing rate both the rates on savings deposits at
alternative financial institutions as well as short-term time deposit
rates were used. The wvariable was found to be statistically
significant in Indonesia, MNepal, the Philippines, Singapore and Sri
Lanka. For Sri Lanka, it was the case only for the demand for savings
deposits at the National Savings Bank. This implies substitution
between instruments based on interest rate considerations. The
introduction of rew savings instruments have different impact on the

demand for savings deposits.

In Malaysia, a new savings instrument under the Mational
Unit Trust Scheme was introduced in April 1981. The introduction of
this npew instrument in the equation using a shift variable was found
to be statistically significant. This variable was found to be
statistically insignificant in the demand for time deposits. linder
this scheme a minimum dividend rate of 10 per cent per annum is
guaranteed. In addition, bonus is issued from time to time. In Sri
Lanka, the coefficient of the shift variable for the introduction of
the savings instruments in 1879, that is the Prime Savings Bond, the
Savings As You earn scheme and the regular monthly income savings plan
was not found to be statistically significant. In the Philippines,
the importance of deposit substitutes over the period 1973 to 1975
also had a significant effect on demand for savings deposits. The
variable was introduced as a shift variable taking on a value of one
over the period of its relative importance prior to the monetary

measures  implemented in 1976 was found to be statistically
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significant. Other non-interest rate variables found to be

significant were the numher of banmking offices for certain countries.
Demand for Commercial Loans (LP)

The .demand for commercial loans by the non-bank private
sector 1is assumed to be positively related to economic activity and
negatively related to the loan rate (ic). For a number of the
countries exports plus imports (EM) was used as an indicator of
geconomic activity, in others Gross Domestic Product was used. For
countries for which data is available, the average commercial bank
lending rate is used to represent the cost of borrowing. In certain
countries, the rate against the main category of loans is used. In
principle, a domestic rate on a cempeting source of funds should be
included as an explanatory variable. This may even include the
corporate bond rate. However, in most SEACEMN countries, this series
is not availahle. A foreign borrowing rate acdjusted for exchange rate
changes is also included as an explanatory variable. A high foreign
rate would make domestic bank financing relatively attractive. The
demand for loans is also assumed to be positively related to the rate

of inflation. The eguation estimated is given belouw:

LP = agpt agq EM + aszic + aSLl-ijd + aSSijf + aSBE’
+ 3571_13_1

where ijd and ijf refer to domestic and foreign competing loan rates

respectively.

The estimation results of the eguation for the demand for
commercial loans for the individual SEACEM countries is presented in
Table 12. The equation for the demand for commercial loans'pefformed
fairly well for all SEARCEN countries. An examination of the interest
rate coefficient suggests that the own rate is an  important

explanatory wvarlable in this eguation. With the exception of the
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Table 12

Non-Bank Private Sector Demand for Commercial Loans

INDONESIA - ESTIMATION PERIOD: 1974 (II) 70 1980 (I)
LP = 128.93 + 0.87LP_ + 0.39Y - 50.64i, + 10.97 D

(0.26) (20.88) (2.98} (1.58) (1.86)
R = 0.8995 DY = 2.46

MALAYSIA - ESTIMATION PERIOD: 1970 (III) TO 1880 (IV)
LP = 928.21 + 0.96LP.q - 132.04i. + 15.04if
(2.09) (21.15) (-2.81) (2.43)
+35.35P + D.13EM '
(1.68) (2.48)
R - 0.898 DU = 2.03

NEPAL - ESTIMATION PERIOD: 1870 (IV) TO 1980 (I)
LP =91.18 + 0.74 - 24.34i_ + 0.19Y
(1.72) (6.33) (-3.30) (5.14)
R = 0.948 DU = 1.47

PHILIPPINES - ESTIMATION PERICD: 1970 (III) 7O 1981 (III)
LP = -4154.96 + 0.86LP_; + 0.20Y + 219.68i_
(-1.34)  (9.14) (4.20) (0.84)
26,408, + 77.13 B
(3.24) {1.52)
RZ = 0.998 DW= 1.57

SINGAPORE - E£STIMATION PERIOD: 1870 (II) TO 1980 (I)
LP = 416.10 + 0.88LP_;+ 0.10EM - 43.06i
(1.29) (14.80) (2.84) (-1.25)
+33.17 B
(3.62)
RZ = 0.995 DW= 2.11
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THAILAND - ESTIMATION PERIOD: 1970 (II) TO 1980 (IV)
LP = 20988.0 + 0.89LP_; + 0.27Y - 2697.17i_ + 618.35i,
(3.42) (14.10) (2.86) (-4.64) (3.01)

R = 0.997 DY = 1.52

Note: For Indonesia, ic is the State hank lending rate while it
is the average lending rate at commercial banks for
Malaysia, the Philippines and Singapore. For MNepal, it is
the lending rate of commercial banks for export bills  while
it is the loan rate for industrial enterprises for Thailand.
For Malaysia, if is the Singapore prime lending rate and for
the Philippines, it is the United Kingdom prime lending rate

while for Thailand, it is the Euro prime lending rate.
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Philippines, own rate had a priori expected sign. It was particularly
significant in the case of Indonesia, Malaysia, Nepal and Thailand.
The series for a domestic competing rate is not available for most of
the SEACEN countries. In the case of Singapore, the average lending
rate of the finance company was attempted but was found to be

statistically insignificant.

In the three countries for which the foreign interest rate
on altermatives sources of funds was an explanatory variable the
coefficient of the foreign rate also had the expected sign in all
equtions. That 1is in the case of Malaysia, the Philippines and
Thailand. The variable was also statistically significant for all
countries. This suggests that as foreign interest rates increase, the
demand for loans from domestic commercial banks increases. This
implies some degree of substitutability between domestic and foreign °
borrowing by the non-bank private sector. Economic activity was also
an important explanatory variable in the demand for loan equation in
all SEACEN countries. Exports plus imports was used for Malaysia and
Singapore while GDP was used for Indonesia, Mepal, the Philippines and
Thailand. .The variables were particularly significant for Malaysia,

Mepal, Singapore and Thailand.

The rate of inflation was only a significant explanatory
variahle in Indonesia. The coefficient however had the expected
priori sign but was insignificant for the remaining countries. As the
experience with most empirical work on the demand for 1loan equation

the lagged adjustment shows slow adjustment for all SFACEN countries.
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LIST OF VARIABLES

Currency held by non-bank private sector.

Total cemand deposits at commercial hanks.

Demand deposits held by non-bank private sector.
Dummy variable for the Amanah Saham Masional in [Malaysia.
Dummy variahle for termination of Currency Inter-
Changeahility Agreement in May 1973 for Singspore.
Dummy variahle for the introduction of new monetary
instruments in Sri Lanka.

Dummy variable for deposit suhstitutes.

Dummy variable for institutional change in Burms.
Dummy variable for tax concession in Sri Lanka,
Dummy variable for tax amnesty in Sri Lanka.

Exports plus imports.

Commercial banks loan rate.

Foreign interest rate.

Interest rate on savings deposit at commercial banks.
Interest rate con savings deposit at finance companies.
Interest rate on time deposits at commercial hanks.
Interest rate on time deposits at finance companies.
lleighted average interest rate on time deposits at
commercial banks.

lleighted average interest rate on time plus savings
deposit. ' '

Number of bank offices.

Actual current inflation.

Actual lag in inflation.

Total savings deposits at commercizl harks.

Total savings deposits at the Mational Savings Bank.
Savings deposits held by non-bank private sector.
Total time deposits at commercial banks.

Total time deposits at National Savings Bank.

Time deposits held by non-hank private sector

Nominal income.
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COMMERCIAL BANKINMG SECTOR
Introduction

Most empirical work done on commercial bank behaviour in the
SEACEN countries has been concentrated on the analysis of their excess
or total reserve position. This is in large part due to the fact that
policy is often directed to affecting the reserve position of . the
commercial banks. Very often the equation has not performed well.
This could partially reflect the fact that the hanks regard a large
part of this as residual and not systematically responsive to =
specific set of variables. The excess reserve pasition may passively

adjust to temporary movements in deposits or-loan demand.

It is the intention of this section to examine the
relative  importance of interest rates versus non-interest rate
variables in affecting the portfolio behaviour of the commercial
banks. This study examines the factors that explain the allocation of
funds to a spectrum of instruments in the portfolic of the commercial
barks. More specifically, an analysis will be made of the degree to
which the alternative instruments are substitutes for each other. The
sensitivity of commercial bank 1lishility management to interest
movements will also he examined, Finally, the role of interest rates
in affecting the extent to which commercial banks generate inflows and
outflows of funds abroad will also he analysed. The specifications of
behavioural equations for the commercial banking sector and the

estimation results are discussed helow.
Demand for Excess Reserves

The excess reserve position of thercommertial banks provides
an indication of the liquidity of the banking system. This is
generally measured in terms -of the excess cash position of the banks.
Excess cash reserves represents the most liguid item in the banks
portfolio. Cash reserves generally comprise of cash and balances held

at the Central Bank. As banks do not earn interest on such funds, it
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is  likely that banks will attempt to minimise such balances.
Commercial banks howéver also rely on short-term money  market
instruments to meet their liquidity needs. These include instruments
that can be converted into cash within a short period of time without
appreciable loss. This would depend on the existence of such
marketable instruments in the financial system.  Such funds are also
regarded as liquid since bhanks may also use such: short-term govermment
instruments to .secure advances from the Central Bark to meet their

liguidity needs.

The definition of excess reserves varies amongst the SEACEM
countries. The cdefinition is. dependant on the reserve reauirement
imposed on the, commercial- banks. In Indonesia and Sri Lanka, there is
only a cash reserve requirement comprised of cash and balances held =zt
the Central Bank. In Mep2l, the Philippines and Thailand, the reserve
requirement includes other shert-term money market instruments. In
Malaysia -and Singapore,. the commercial hanks are suhject to both. a-.
cash as well as a liguid reserve reguirement, In the latter two
groups of countries, it is generally required that a2 minimum

proportion of the liguid fumds be held in the form of cash,

In' order toc facilitate analysié, it is desirable to
disaggregate - the banks liguid reserves into a non-interest earning
component and an interest earning component. Thus for the first group
of countries, . excess cash reserves (ECR) will comprise of total cash

reserves (TCR) less cash required reserves (CRR), that is,
ECR = TCR - CRR

In the second group of countries, the total excess (TER) reserves will
be disaggregated into a non-interest earning component (MER) and an

interest earning component, (IER}, that is,

TER = MER +.IER
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In this case, the non-interest earning comporent of excess reserves
(NER) is equivalent to the excess cash reserves (ECR). The same
disaggregation is also made for the group of countries where the
reserve requirement does not distinguish hetween the cash and liouid
compenents. However, since it is not possible to identify the
composition of excess reserves, the following assumption is made.
That is, commercial banks hold their total cash reserves as part of
their excess reserves. This assumption is hasically made on the hasis
of data considerations. As the cash comporent of the total reserves,
that is, (TCR), is generally known from the balance sheet of the
commercial banks, it can be substracted from totzl excess reserves

(TER) to give interest earning excess reserves (IFR).
Demand for Excess Cash Reserves (ECR)

By active reserve management the commercial hanks can
maximise their returns. For the demand for excess cash reserves
(ECR), the opportunity cost of not reducing these balances is the rate
of return foregone on interest earning instruments. Any excess cash
balances at the end of the day may be lent in the interbank money
market or placed at the discount house or used to purchase Treasury
Bills. Higher interest rates on these instruments will thus lead
banks to reduce their excess cash holdings. In the event the hanks
are short of reserves, the hanks may borrow from the Central Bank or
the domestic money market. Tt is assumed that a higher cost of

horrowing will induce hanks to maintain larger cash balances.

The level of total deposits is included as a scale variahle.
It is assumed that excess reserves will increase as the banking system
expands as indicated hy total deposits. The deposit structure of
the bank can also be an important factor affecting the cash position
of the barks. In contrast to demand deposits, time deposits are less
volatile and are thus more predictable. Moreover, time deposits incur
a higher cost to banks. Thus, it is likely that with a higher
proportion of time deposits banks would reduce their cash holdings in

favour of income earning instruments.
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The equation estimated is -given below:

+ b, TODB + b QTCL + b1

ECR = by + bygdp + byody + 0,4 1

+ B1GT/D

ECR_

5 1

~ The explanzatory variables include alternative rate of return on money
market instruments (im), interest rate on borrowing (ib ), total
deposits (TODR), - the relative importance of time deposit relative to
demand deposits measured by the ratio of time deposits to total demand
deposits T/D and the lagged cependant variable. For certain countries
it is also necessary to capture the effects of developments in the
domestic  money market. This would for example include the
introduction of new alternative liquid instruments,  improved
efficiency in which financial transactions can take place as well as
improvement in accounting information, It is hypothesised that these
developments will induce banks to economise on their cash balances.
If the period -of the institutional change is specific,” it can bhe
introduced in - the equation using a shift parameter. Finally, in
certain countries, the cash reserve position is also effected hy

seasonal factors.

For Sri Lanka, - Indonesia, MMalaysia and Singapore for which
there was a cash reserve requirement, the demand for excess cash
reserves by the commercial banks was estimated. For Thailand and the
Philippines where cash balances represents a component of the reserve
requirement, the demand for total cash holdings was estimated. That
is the reserves were disaggregated into an interest earning and a non-
interest earning component. The estimation results are presented in
Table 13.
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TABLE 13

Commercial Bank Demand for Excess Cash Reserves

INDONESIA - ESTIMATIOM PERIOD: 1974 (IIT) T0 1980 (Tv)

ECR

= -213.86 - 0.31 ECR_, - 10.25 ic + 38.81 ibc

1

(-4.57) - (-1.94) (-4.38) (4.81)
+0.21 TODB
(8.41)

RZ = 0.4 MW = 2.17

MALAYSIA - ESTIMATION PERION: 1971 (I) TO 1981 (IV)

ECR

= 227.99 + 0.29 ECR.q+ 24.75ipk - 29.63igg
(4.02) (2.19) (3.19) (-3.17)
+0.01 TODB - 88,22 TDR - 13.11 DUMSS1
(4.60) (-2.57) (-0.77)
-23.79 DUMSS2 - 25.40 DUMSS3
(-1.38) (-1.52)
RZ = 0,90 DW= 1.92

PHILIPPINES - ESTIMATIOM PERIOD: 1870 (II) TN 1980 (IV)

ECR

= 684.06 + 0.21 ECR_q+ 45.055 .~ 76,57,

(1.28) (1.49) (1.62)  (-1.87)
-174.,68 DUMSS1 - 339.15 DUMSS2 - 315.55 DUMSS3
(-1.31) (-2.50) (-2.50)-
+0.10 TODB -
(6.08)

R = 0.96 -DW = 1.63
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SINGAPORE - ESTIMATION PERIOD: 1872 (I) TO 1980 (IV)
ECR = - 15.58 -+:0.25: ECR_1 - 1.7 ibk+ 2.77imd

(1.86) (1.52) (-1.72)  (1.14)
+0.01 TODB - 16.10 DUMSS1 - 16.80 DUMSS2 - 12.42 DUMSS3
(4.11) (-2.34) (-2.66) (-2.03)

RZ= 0.93 DW = 1.93 -

SRI LANKA - ESTIMATION PERIOD: 1973 (II) TO 1980 (IV)

ECR = -73.38 + 0.55 ECR-1 - 2.58ipk
(-0.88) (2.96) (-0.34)
+18.04ipe + 0.02 TODB - 97.42 DUMSST

(1.53) (1.50) (-2.48)
-66.BA DIMSS2 - B83.52 DUMSS3
(-1.84) - (=2.32)

R® = 0.92 DW= 1.09

THAILAND - ESTIMATION PERIOD: 1970 (II) TO 1980 (IV)

MNote:

ECR = 290.84 + 0.45 ECR_4-151.541, + 218.51ibC

(0.43) (3.23) (-1.70) ~ (1.7M)
+0.02 TODE
(3.31)

R¢ =0.96 DW=2.1

For the Philippines and Thailand, the total cash reserves
eguation was estimated instead of the excess cash reserves.
For Indonesia, ibcis the' Central Bank refimance rate against
permanent working capital while iC is the State Bank lencding
rate for small investment capital. For Malaysia and
Singapore, ibkis the overnight interbank rate while it is the
interbank call money rate for Thailand. imd is the discount
house rate for Malaysia and Singapore and itb is the 6-month

treasury bill rate for the Philippines.
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The results showed that the commercizl banks tended to economise on
their excess cash holdings in response to changes in. money market
rates. Any excess cash at the end of the day may be lent in the
inter-bank = money market or placed at the discount house or
alternatively used to purchase Treasury Bills. Alternatively funds
may also be placed in foreign inter-bank money markets. The relevant
rates that entered relatively significantly are the Treasury Rill rate
for Malaysia and the Philippines, the inter-hank rate for Singapore,
Thailand and Sri Lanka and the money at call rate for Malaysia. For
Indonesia, the commercial loan rate was used. In Malaysia, the

Singapore inter-banmk rate was also an important explanatory variable.

. In some countries, the cost of borrowing by the commercial
banks was also an important explanatory varishle. That is, the higher
cost of borrowing will induce banks to increase their holdings of cash
reserves. The rates used were the Central Bank lending rate and the
Central Bank rediscount rate. In Malaysia, and Sinpapore the discount
house rate is used to represent cost of funds as this rate moves
closely to the rate at which the Central Bank rediscounts Treasury
Bills,

Only a small proportion of the increase in deposits resulted
in an increase in cash holdings. The wvariahle was  however
statistically significant for all countries. The deposit mix was not
found to be an important explanatory variahle. Seasonal factors were
important explanatory variabhles in Sri Lanka, Singapore and the

Philippines.
Nemand for Excess Liquid Reserves

The holding of liguid reserves are largely to allow banrks to
adjust to unforseen outflow of funds. To facilitate analysis, liguid
reserves are defined according to the official definition of the
respective member banks. As a conseguence, the definition wvaries
across countries. It 'is arqued that this is the aggregate that is

monitored and to which monetary policy is directed. Furthermore, the



76

instruments included are either marketable or eligible for collateral
for securing funds from the Central Bank. - They can thus be viewed as
liguid in the sense that they can be easily converted into cash. The .
demand for such liguid reserves would he positively related to  the
rate of return of assets included in the definition and negatively:
related to alternative competing instruments. Higher borrowing costs

would also induce banks to hold larger liguid reserves.
The equation estimated is specified as follows:

ELR = b20+ b21ir + b221jt+ b23ib + hzaTDDB + 825ElF\‘_1
where ir represents interest on the major instrument included in
ligquid reserves, ijt represents the rate on competing instruments. In

certain countries, the rate on commercial loans was used - while in-
others, the commercial bills rate or money at call rate was used. In
the above eguation 'ib represented the cost of borrowing.

The equation was estimated for five of the SEACEN countries. In 2all
countries, it represented the interest earning component of 1liquid

reserves.

©+ In all countries, interest rates were found to be =an
important explanatory-variable. That 1is the own rate, taken to be"
the Treasury bill rate was found to be significant in most equations.
In Nepal, the govermnment securities rate was used and the coefficient
was found to be statistically significant. The cost of borrowing was
also important in most countries. The variable was found to be-
statistically significant. In Malaysia, the various competing rates
user! were also statistically significant that is, the more attractive’
the rate of return on alternative assets, the less the liguicd reserves
will he held. Finally, in Malaysia, foreign competing rates were also
found: to be significant. The estimation results are presented in
Tahle 14.
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TABLE 14
COMMERCIAL BANK DEMAND FOR EXCESS LIQUID RESFRVES

MALAYSIA - ESTIMATION PERIOD: 1971 (II) TO 1981 (IV)
ELR = 11.12 + D.90ELR_; + 147.60ipy - 154.32ip,
(0.11) (4.47) (2.73) (-3 41)
+ 0.0170DB - 5.50ig,
(3.01) (-2.99)
R = 0.87 DU = 1.33

NEPAL - ESTIMATION PERIOD: 1975 (IV) TO 1980 (IV)
ELR = 726.47 + D.4BELR_4 + 72.65ig + 51.89ipc
(2.84) (2.87) (2.84) (2.84)
-125.04i_ - 0.16T0DB
(-2.59) (-2.49)
RZ = 0.65 oW = 1.81

PHILIPPINES - ESTIMATION PERIOD: 1970 (II) TO 1980 (IV)
ELR = 1672.24 + 0.38ELR; - 174,731 _ + 37.35i

(1.96) (2.24) (-2.27) (1.93)
+ 0.03TODB - 4B82.25TOR
(2.96) (-1.90)

R? = 0.28 oW = 1.82

SINGAPORE - ESTIMATION PERIOD: 1972 (I) TO 1980 (III)
ELR = 552.07 - 0.01ELR_q + B63.08i. - 44.91ipc
(2.59)(-0.05) (2.18) (-1.80)
=21.174y, - 0.14ig, - 0.02T0DB
(-3.11)  (-0.13) (-2.12)
RZ = 0.52 DW = 2.12
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THARILAND - ESTIMATION PERIOD: 1973 (IV) T0D 1980 (IV)

Note:

ELR = - 1667.16 - 0.13ELR_, - 376.941  + 483.4Bi_
(-0.86)(-0.63) (-2.48) (2.88)
+ 1992.70LOR
(0.74)
R = 0.14 DU = 1.88

For Malaysia and Singapore, i, is the overnight interbank rate
while it is the interbank call money rate for Thailand. For

the Philippines and Singapore, 1i. is the commercial bank

C
average lending rate while for Nepal, it is the commercial bank
lending rate export bills. ip for Malaysia and Singapore is
the London overnight interbank rate. 1,4 is the discount house
rate for Malaysia while iy, is the 91-days treasury bill rate

for Singapore.
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In Malaysia and the Philippines, total deposits was used as
the constraint variable. An increase in total deposits was assumed to
result in an increase in reserve holdings. In Nepal, the variahle was
found to be statistically insignificant. In Sinpapore and Thailand,
the loan deposit ratio was used. That is, an increase in loans
relative to the increase in deposits is assumed to lead to a decline
in reserve holds.

Demand for Treasury Nills (TAR)

Treasury Bills represent a liquid adjustment instrument for
the commercial banks. The explanatory variahles inm the demand
equation includes ifts own rate of return, competing rates of return,
portfolio constraint variables and the lacged dependant variable. Rs
an alternative to holding Treasury Bills, commercial banks may place
funds with other hanks, or at the discount house or alternatively in
longer term instruments such as govermnment securities. In many SEACEN
countries, a certain portion of the demand for Treasury Bills is
captive. That. is, it is reqguired to be held to meet the 1liguidity
Ieserve requirement, However, other money market  instruments
permitted in the requirement may he regarded as substitutes. In
countries where the domestic market is not developed or alternatively
where the rate of return on government instruments are kept low,
commercial hanks may place funds in internatiocnal money markets. In
such cases, a foreign rate adjusted for éxchange rate changes is
included in the eguation. Finally, it should be noted that the demand
for Treasury Rills may be a residual demand in the sense that it may
absorh the adjustment in excess funds by the hank, In this case, the
portfolio constraint variables would be significant  explanatory
variables. An. increase 1in deposits would lead to an increase in
demand for Treasury Bills while an increase in the demand for loans
would be fipanced in the shortrun hy running down Treasury Bill

hdldings.
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The following equations was estimated for the demand for

Treasury Bills:

BB = DSD + b31it + b32im + b331g + b3aif + b35TDDB

+ banTL + berTBB_

36 37 1

where it represents the own rate of return, %ﬂ money market rate of
return and ig the government bond rate. For most countries the three
month Treasury ©ill rate was taken as the representative rate. For
certain countries a weighted average rate was used. The interbank
rate and money at call rate were included to represent the meney
market rate. Preliminary estimation results for the above eguation are

reported in Table 15 for Malaysia and Singpore.
Demand for Govermment Securities (GSB)

As in the case of Treasury Bills, in a number of SEACEN
countries, a portion of the demand for govermnment securities hy
commercial banks is assured by the liguidity requirements. While the
banks may to some extent substitute between instruments permitted in
the requirement it is expected that, the gnvermment securities rate
may not be a significant explanatory variable in most countries. In a
number of countries, the rate of three year government securities rate
is 1less than the rate paid on the one year time deposit. In view of
the change in the structure of deposits in most countries towards an
increase in the proportion of time deposits, the relative cost to the
banks  would have increased thus increasing the relative

unattractiveness of the bonds.

In addition to the own rate of return and competing rates of
returns, the independent variables include the portfolio constraint
variables ancd lagged dependent variahles. The general demand eguation

estimated is given below:

GSB = baD + hLL'I ig + b&zit + ba:()if + haaTﬂDB + b45TL
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TRBLE 15
COMMERCIAL BANK DEMAND FOR TREASURY BILLS

MALAYSIA - ESTIMATION PERIOD: 1972 (I) TD 1981 (Iv)

TBB = 76.04 + 0.77TBB_, + 33.751,, - 3.50i,
(0.51) (7.49) (1.33)  (-1.34)
+ 0.0170DB
(2.47)
RZ = 0.91 D = 2.01
SINGAPORE - ESTIMATION PERIOD: 1972 (I) TO 1980 (Iv)
T8B = -237.32 + D.72TBB_; + 103.34i,,
(-2.07) (9.356) (4.68)
-54.011 4 - 2.33i¢, + 0.117008
(-3.79)  (-1.11) (2.46)
-0.10t1
(-2.34)
RZ = 0.91 D = 2.44
Note: For Malaysia, iFk is the Singapore overnight international rate

which for Singapore, it is the Malaysian 7-days interbank rate.

For Singapore, 1 is the discount hourse rate, itb for

md
Malaysia is the B-months treasury bill rate uwhile for

Singapore, it is the 91-days treasury bill rate.
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The demand for government securities is expected to be positively
related to its own rate, ig and total deposits TODB and negatively
related to the Treasury Pill rate it, the foreign competing rate ip
and total loans. Prelimipary estimation results for the ahove
eguation are reported in Table 16 for [%alaysia, the Philippines,

Singapore and Thailand.
Demand for Borrowing from the Central Bank (BCR)

Commercial banks may borrow from three a2lternative sources,
from the Central Bank, from other hanks in the domestic money market
and from hanks ahbroad in the international money market. For certain
countries, this constitute an important source of funds. Borrowing
from the Central Banmk may be directly or may he in the form of
rediscounting eligible bills. The demand for horrowing is necatively
related to the borrowing rate anc positively related to alternative
sources of borrowing. An increase in the rate at which baniks may
borrow on the inter-bank money market or international money markets
may result in increased borrowing from the Centrzl Bank. An increase
in total deposits may result in repayments of borrowing, while an

increase in the demand for loans leads to inmcreased horrowing.
The equation estimated is qiven below:

where ibC is the Central Bank rate taken to be the bank rate or
rediscount rate, ibd is the horrowing rate in the domestic money
market and ibf is the representative rate on borrouing from

international sources.

The results for borrowine from the Central Banik are
presentecd in Tzhle 17. The results show the berrowing rate to he
significant wvarishles in the case of the Philippines, JIndonesia and

Thailand. In Mepal, the coefficient hard the expectecd a prieri sign
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TABLE 18
COMMERCIAL BANK DEMAND FOR GOVERNMEMT SECURITIES

- ESTIMATION PERIOD: 18971 (I) TO 1981 (IV)
= -1200.11 + 0.32658_, + 268.471,
(-2.25) (2.15) (2.50)
- 110.861,, - 3.441_ + 0.15T0DB - 0.08TL
(-1.49)  (-1.41) (3.07) (-1.59)
RZ = 0.95 DU = 1.58

NES - ESTIMATION PERIOD: 1971 (I) TO 1980 (IV)
= 593.80 + 0.48GSB_, - 22.86i,,
(2.56) (3.06) (-1.21)
- 3.93i; + 0.02T008
(-1.22)  (3.46)
R = 0.92 Dl = 2.12
E - ESTIMATION PERIOD: 1972 (I) TO 1980 (IV)
= 85.72 + 0.87GSB_; - 33.08i, + 0.027T0DB
(4.54)(18.04) (-3.94) (2.59)
RZ = 0.98 D = 1.93
- ESTIMATION PERIOD: 1970 (II) TO 1980 (IV)
= -1725.01 + 0.B8GSB_q + BB3.94iq - 378.01ity

(-0.90) (6.04) (3.39) (-2.73)
-152.84ic - 82.721% + 0.27TLR
(-1.79) (-1.48) (1.80)
+ 103.77T '
(1.25)
RZ = 0.99 D = 2.26

For Thailand, iC is the commergial banks discount rate on
export bills. For Malaysia, iF is the 3-months Eurndollar
deposit rate while for Thailand and the Philippines, it is the
United States treasury bhill rate. ig for Malaysia is the 3
years government security rate. For Malaysia and the
Philippines, i, is the 6-months treasury bill rate while for
Singapore, it is the 91-days treasury bill rate. For

Thailand, it is the weighted average treasury bill rate.
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TABLE 17 |
COMMERCIAL BAMK DEMAND FOR BORROWING FROM THE CENTRAL BANK

INDONESIA - ESTIMATION PERIOD: 1974 (III) TO 1980 (IIT1)

BCB =.68.44 + 0.B1BCB_, + 10.61i, - 29.131_
(0.32) (3.49) (3.73) (-0.68)
+1.36i, + 0.22T0DB - 0.14TL

(1.64) (2.70) (-1.76)
RZ = D.98 DW = 1.79

NEPAL - ESTIMATION PERIOD: 1975 {IV) TG 1980 (IV)

BCB = - 98.78 + 0.098CB_4 - 7.06i, + 451.71LOR
(-2.00) (0.4B) (-2.00) (2.76)
RZ = 0.3 DW= 1.87

PHILIPPINES - ESTIMATION PERIOD: 1973 (Tv) TO 1980 (I)

BCB = -3098.53 + 0.58BCB_, + 74.71i; - 173.581_
(-1.78) (4.05) (1.94) (-2.16)
- 101.07i,, + 4086.03L0R
(-1.83) (2.62)

RZ = 0.86 oW = 2.03

THAILAND - ESTIMATION PERIOD: 1970 (II) TO 1980 (IV)
BCB = -8267.32 + 0.62BCB_q - 395.33ip. + 607.92ip,
(-2.32) (7.36) (-1.09) (3.18)
+ 7482.77LDR
(1.58)
RZ = 0.91 D = 1.79

Note 3 ibC for Thailand is the Bank of Thailand rediscount rate
against agricultural bills while ip, is its interbank call
money rate. For Indonesia, iC is the central bark refinance

rate for small investment credit while i the

is
fk
London (3- months) interbank rate. For the Philippires,

i% is the Euro-prime rate.
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but was insignificant. The rate on borrowing from the inter-hank
money market represented by the inter-bank rate was a significant
variable in the case of Indonesia and Thailand. Foreign interest rate
is not significant explanatory variable in the demand for borrowing

from the Central Banmk with the exception of Indonesia.

The loan/ceposit ratio was statistically significeant for
Thailand and the Philippines. In the case of Indonesia the scale
variable did not have a priori expectec sign. The acjustment
coefficient shows more rapid adjustment except in the case of the

Philippines.
Demand for Foreign Assets (FAR)

In addition to the rate of return on foreign instrument
adjusted for exchange rate changes, tracde flows is also assumed to he
an important factor explaining internationzl financial transactions.
That 1is, an increase in exports would increase holdings of deposits
abroad as receipts from exports are deposited ahroad. Also loans to
foreigners would also increase with increase in exports. Ancther
variable introduced in the demand equation is to take -into account
structural developments in the financial system. These changes
include developments in the domestic money market that can explain the
increased demand for domestic instruments given interest rates.
Further, factors such as a change in the exchance rate system from
fixed to floating exbhangel rates introduce a greater cegree of
uncertainty due to exchange rate risk for foreion instruments thus
making domestic instruments relatively more attractive. It is thus
necessary to measure the effect of these exogenously produced changes
so that earning vyield effect can he separated from the effect of

structural changes.

It is 1likely that the effects of these developmernts on
demand for domestic instruments are gradual. Ideally, the effects of
these developments should be measured as they occur. However, because

of the diversity of these changes and difficulties with respect to
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some of the changes a more simplified approach will be adopted. As
has been done in previous studies, concerned with incorporating
technological or structural changes in a demand for asset eaquation, a

time trend variable is introﬁuced to measure these effects.
The eguation estimated is given below:

FAB = b80+ b51if + b52id + b63TUDB + BB‘LTL + bGSEX

where i% is the representatiive foreign rate adjusted for exchange
rate changes, id s, the vector of domestic competing rates, (EX)
exports and (T) the time trend. Preliminary estimation results for
the above eguation and reported in Table 18 for Indonesia, Malaysia,

Singapore and Sri Lanka.
Demand for Foreign Liabilities (FLB)

Foreign 1liabilities mainly comprise of balances with banks
abroad and borrowing from banks abroad. In this analysis, such funds
will be treated as being determined simultaneously with the other
instruments in the banks portfolio. Further, that barks are concerned
with their gross foreign position rather than their net. If banks
were concerned with the latter it would imply that foreign assets were
largely financed by foreign funds. In this study foreign liabilities
are treated as negative assets simultaneously determinmed with other

assets,

Rs in the case of assets, where banks maximise their
expected return, banks will also diversify their liabilities so as to
minimise expected costs. Foreign and domestic bhorrowing are
considered as a substitute. Increase in the borrowing rate from cone
source will lead to an increase in borrowing from the alternative

source. In other words, one form of bhorrowing should be negatively
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Table 18
COMMERCIAL BANK DEMAND FOR FOREIGN ASSETS

INDDONESIA - ESTIMATION PERIOD : 1974 (III) TO 1980 (III)

FAB = -1794.27 + 0.B8FAB_q + 22.80if
(-8.74) (4.86) (1.54)
R = 0.83 DW = 1.29

MALAYSIA - ESTIMATIOM PERIOD : 1971 (I) TO 1981 (Iv)
FAB = 120.29 + 0.36FAB_q - 35.15ipg + 0.91if

(1.37) (2.52) (-1.58) (0.49)
+ 0.03TODB + 0.11EX - 40.670UMEX
(1.70) (2.50) (-0.58)
R = 0.94 Du = 1.93

SINGAPORE - ESTIMATIOM PERIOD : 1972 (IV) TO 1982 (I)

FAB = - 707.28 + 0.23FAB_; + 2.48ip - 122.67ipg
(-4.15) (1.47) (0.90)  (-2.24)
+ 0.3470D8
(5.02)
R? = 0.98 DW = 1.5

SRI LANKA - ESTIMATION PERIOD : 1970 (II) TO 1980 (III)

FAB = - 73.27 + 0.64FAB_, + 0.63i. + 0.06TODB
(-2.39) (5.01) (2.33)  (3.10)
RZ = p.98 DW = 2.00

THAILAND - ESTIMATION PERION : 1970 (II) TO 1980 (IV)
FAB = 1047.99 + D.68BFAB_; + 14.17i - 111.23i_

(1.52) (7.81) (1.41) (-1.47)
+ 0.19EX
(3.57)
RZ = 0.96 Dy = 1.89
Note: i¢ for Indonesia, Sri Lanka and Thailand is the United Kingdom
treasury bill rate. For Malaysia, i is the 3-month ACU

deposit rate while it is the London overnight interbank

for Singapore. For Malaysia and Singapore,

1. 1S the

discount house rate. For Thailand, ic is the commercial bank

discount rate on export bills.,
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related to its own rate and positively related to the rate on an

alternative form of borrowing.

The other explanatory variables include imports (IM) total
deposits (TODB) and total loams (TL). An increase in imports (IM)
could lead to an increase in foreign borrowing or as payments for
imports are deposited by foreign banks with the commercial banks. An
increase in total deposits is assumed to lead to a declire in
borrowing as repayments are made while an increase in loan demand is
positively related to borrowing. The equation estimated is given

below:

_ . . .
FLB = b?D + b71lf + b?Zlbd + b?Slbc + b74TUDB

+ b75TL + b7EIM + b77FLB

where i is the foreign borrowing rate adjusted for exchange rate

t
‘F

changess q° the rate charged on domestic inter-bank borrowing; and

i
b
ibc ,» the rate on commercial bank borrowing from the Central Bank.
Preliminary estimation results for the above eguation are reported in

Tahle 19 for Singapore, Sri Lanka and Thailand.
Inter-bank Rate

Interest rates in this study have thus far been assumed to
be exogenous. That is, in view of the non-market determination of the
rates, they have been taken as exogenously given. This largely
reflects the control exercised by the monetary authorities over the
interest rate. In contrast to the rates that are administered by the
Central Bank the interest rates in the inter-bank money market are
determined by the market conditions. A number of models have been
developed to explain the determination of interest rates. It will be
assumed in the apalysis that the inter-bank rate is determined by the

equilibrium of the demand and supply of funds in the market.
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TABLE 19
COMMERCIAL BANK DEMAND FOR FOREIGN LIABILITIES

ESTIMATION PERIOD: "1972 (I) 70O 1981 (IV)

E -
= 139.22 + 0.BYFLB_; - 16.57i,
(0.49) (5.83)  (-2.01)
+ 0.38TL - 0.22T0DB '
(4.58) (-2.07)
RZ = 0.97 DU = 1.9
A - ESTIMATION PERIOD: 1970 (II) TO 1980 (III)
= -28.13 + 0.75FLB_, + 6.62i - 0.09i,
(-2.09) (6.26) (2.69) (-1.18)
CR% = 0.9 DU = 1.86
- ESTIMATION PERIOD: 1970 (II) TO 1980 (IV)
= 858.72 + 0.94FLB_, - 240.84i.
(2.24) (8.73) (-2.82)
+ 174,754, + 0.02TL
(2.24) (D.98)
R = p.98 DU = 1.41
For Thailand, ibc is the Bank of Thailand rediscount rate
against agriculture bills. For Singapore, i 1is the

Malaysian overnight interbank rate while it is the United
Kingdom representative money market rate for Sri Lanka. i

for Thailand is the one-month Euro loan‘rate.
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The demand for inter-bank funds is assumed to be a function
of the cost of such funds iy, the-cost of funds from competing

sources i and a scale variable, w. That is,

cm
IND = ‘F (imd’ icmo L)

where imd is the inter-bank money market and iCm is a vector of
interest rates on competing sources of funds. This may include
domestic and foreign competing rates assuming that hanks may also
borrow short-term funds from the international maney market. The
scale variable is represented by total loans, The demand for inter-
bank funds is assumed to be negatively related to its own rate, and

positively related to the competing rate and the scale variahle.

The supply of inter-bank funds by the commercial banks INS is
assumed to be positively related to the own rate imd and negatively
related to the rate on competing instruments ignh. The latter includes
the return of other short-term assets both domestic and foreign. The
supply of inter-bank funds is also assumed to be positively related to
the scale variahle, taken to be total deposits. That is,

i
md’ “sm

Solving for imd at equilibrium results in the following relation,

i =f (i, i, OTL, TODB)

In the above relation, it is assumed the inter-bank rate is positively
related to the interest rate on competing sources of funds, icm and on
is

competing suhstitute assets ism' Also, it is assumed that imd

positively related to total loans and negatively to total deposits.
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Thus, the following reduced form equation was estimated:

+ C,.1 + C

twd = C10 * C11lgem * Cratrem * C13tusm * C1atem
+ cqgTL + cqgTODB

where d and f in the subscript of the interest rate variables denotes
domestic and foreign rates respectively. In certain countries, the
interaction of demand and supply is modified by the monetary
authorities policy operations. On the commercial banks. For those
countries, the equation was augmented by a policy variable, that is,
it is assumed that the inter-bank rate is negatively related to open-
market operations. Preliminary estimation results are reported in
Table 20 for Indonesia, Malaysia, the Philippines, Singapore, Sri

Lanka and Thailand.
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TABLE 20
INTERBANK RATE

INDONESIA - ESTIMATION PERIOD: 1874 (III) TO (Iv)
INBR = -13.80 + 0.65i,4 + 0.006;¢+2.22ip
(-1.38) (2.10) (2.39) {(1.09)
RS = 0.37 DU = 0.62

MALAYSIA - ESTIMATION PERIOD: 1972 (I) TO 1980 (III)
INBR = -2.06 + 1.01i,4 + 0.06ig + 3.16LDR
(-1.36) (9.47) (2.89) (1.36)
R = 0.88 Dy = 1.52

- ESTIMATION PERIOD: 1979 (I) TOD 1982 (I)

INBR7 = -0.69 + 1.62i 4 + 0.03ig, + 0.08LOR
(-0.52) (5.92)  (1.70)  (0.27)
RS = 0.42 DU = 1.74

PHILIPPINES - ESTIMATION PERTOD: 1974 (Tv) TO 1980 (IV)
INBR = 3.66 + 1.19i,g + 0.14if¢ - 4.81LDR
(0.75) (4.76) (2.08) (-1.36)
RZ = 0.50 DU = 1.20

SINGAPORE - ESTIMATIOM PERIOD: 1972 (I) TO 1980 (IV)
INBR1 = 9.83 +1.73i_, + 0.07i, - 9.79LDR
(1.80) (4.19) (1.99) (-1.62)

RS = 0.48 DU = 1.45

- ESTIMATION PERIOD: 1875 (I) T0 1982 (I)

INBR3 = -7.81 + 1.38i 4 + 7.94LDR
(-2.13) (5.55) (2.31)
2

R™ = 0.66 Dy

2.06



93

SRI LANKA - ESTIMATION PERIOD: 1970 (III) T0O 1880 (III)

INBR = -6.71 + 0.93itb + D.?DibC + D.DUBif

(-2.27) (4.57) (2.20) (2.49)
+ 0.04LDR

(1.19)
R = 0.65 DW = 1.88

THAILAND - ESTIMATION PERIOD: 1970 (II) TO 1980 (Iv)

Notes

INBR = -3.14 + 0.86i,. + 0.28iy, + 0.11if
(-2.21) (4.00) (2.45) (1.92)
+ 4.14LDR
(1.84)

R = 0.90 DU = 1.58

For Indonesia, ibc is the Central Bank refinance rate for small
investment credit. if for Indonesia and the Philippines is the
3-months Eurodollar deposit rate while it is the United State
prime rate for Thailand. For Sri lLanka, it is the United
Kingdom representative money market rate. For Malaysia, ifk in
the interbank equation is the Singapore overnight interbank
rate while in the 7-days interbank equation, it is the
Singapore 1-month interbank rate. For Singapore, ig, is the
London overnight interbank rate. ipg is the discount house
rate for Malaysia and Singapore while it is the B-months MNCD
rate for Indonesia. For the Philippines, it is the promissory
note rate. itp for Thailand is the weighted average treasury
bill rate.
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LIST OF VARIABLES

Borrowing from the Central Bank by the commercial banks.
Dummy variable for exchange control.

Seasonal dummy variable.

Excess cash reserves held by commercial banks.

Excess liguid reserves held by commercial banks.
Exports.

Foreign assets held by commercial banks.

Foreign liabilities held by commercial banks.

Government securities held by commercial banks.

Interbank rate.

Interbank (overnight) rate.

Interbank (3 months) rate.

Interbank (7 days) rate.

Bank rate or Central Bank rediscount rate.
Interbank competing or borrowing rate.

Commercial banks loan rate.

-Foreign interest rate adjusted for exchange rate changes.

Foreign interbank interest rate.

Interest rate on govermment securities.

Domestic money market rates.

Treasury 'bill rate.

Loan to deposit ratio.

Jrend.

Treasury hills held by commercial hanks.

Time deposit to demand deposit ratio.

Total loans at commercial banks.

Excess liquid reserves held hy commercial banks.

Total deposits at commercial banks.
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Table A 1.1

Burma

Interest Rates on Deposits
at Commercial Banks

End of

Time deposits Savings
period Deposits
3-mths B-mths 12-mths 1-5 yrs

1969 0.50 0.75 1.25 3.25-3.00 3.5
1970 |
1971
1972 |
1973
1974
1975 BJ.'U
1976
1977 1Y00 1250 Y50 360 8'0
1978
1979
1980
1981

1982
1983 1700 150 2% .3%0 g0
1084 1.00 1.50  2.50 3.50 8.0
1985 1.00 1.50 . 2.50 3.50 8.0
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Table A 2.1
_ Indoresia
‘Interest Rates on Deposits
at State Banks '

" Time Deposits =~ Savings Deposits
End of . :
Period
less . o - . .
than 3-mths 6-mths 12-mths 18-mths 24-mths  Tabanas¥* Taska®*
J-mths
1969 12.0 18.0 24.0: 30.0 - -
1970 21.0 24.0 - -
1971 l $ $ - - 18.0 15.0
1972 - 9.0 12.0 15.0- 18.0 - - 18.0a
_ : _ - (12.0
1973 6.0 9.0 12.0 15.0 - - 15.0
- ( 8.0)
1974 18.0 24.0 30.0 18.0b
' ' ( 9.0
1975 15.0 21.0 24,0
1976 . | ) L .l v
1977 3.0 6.0 9.0 12.0 - 18.0 15.0 9.0
. . . ( 5.0)
1978 freed freed 6.0 - 9.0 - 15.0c/
: (12.0)
1979 -
1980
1981
1982 ¥ A4 hd 7
1983d/ freed freed freed freed 15.0 -
, (2.0)
1984
1985 l J v A 4 J L v
a/ From May 1972 to April 1974, the rate refers to interest payable on

the first Rp 100,000 of deposits. The rate in brackets is payable
on deposits exceeding Rp 100,000.

From April, 1974, the rate refers to interest‘péyable on the first
Rp 200,000 of deposits. .The. rate in brackets.is payable on deposits
exceeding Rp 200,000.

From 1978 1st quarter, the rate refers to interest payable on deposits
up to Rp 2.5 million. Rate in brackets refers to interest payable on
deposits exceeding Rp 2.5 million.

Since June 1, 1983, State Commercial banks and State Development banks are
free to determine the maturity and interest rate of time deposits.

Tabanas refers to the Development Saving Scheme.
Taska refers to the Insurance Saving Scheme.
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Table A 3.1
Malaysia
Interest Rates on Deposits
at Commercial Banks

End of Time Deposits Savings
Period Deposits
1-mth 3-mths 6-mths 9-mths 12-mths 24-mths 36-mths

1968 3.00 5.50 5.75 6,00  6.00 - - 3.50
1970

1971 .25  B.75

1972 5.00 5.25 5.50  5.75 6.00  6.50

1973 4.00 6.00 6.25 7.00  8.00 neg.  neg. 5.50
1974  4.50 6.5 7.00 8.00  9.00 6.50
1975  3.50 5.50 6.00 6.50  7.50 5.50
SLrTrn

1977  3.00 S.00 5.50 5.75 6950 5%
1978  5.00 5.50 5.75 6.00  6.50

1979 5.25 l l l 7.00

1980 8.50 8.50 8.50  9.00 9.00 6v00
1981 9.00 10.00 10.50 10.50  11.00 7.00
1982  8.00 9.00 9.25 9.25  10.00 6.50
1983  8.25 8.50 B8.50 8.75  9.00 5.00
1984  10.00 10.50 10.50 10.50  10.75 7.50
1985  8.00 8.50 8.75 9.00  9.00 N 6.75

a/ Data for 1985, refers to those at the end of September, 13985.
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Table R 3.2
Malaysia .
Interest Rates on Deposits
‘at Finance Companies

End of X _ ) Time Deposits , o o Savings

Period

3-mths B-mths 9-mths 12-mths 24-mths 36-mths 48-mths 60-mths

Deposits

19Ma/ 6.50 6.75 7.00 7.00 7.25 7.50  7.75  8.00
1972 5.75 6.00 6.25 6.50 6.75 7.25  neg. neg.
19738/ 6.25 6.50 6.75 7.00 neg.  neg.
1974
1975
1976
1977
1978  5.30 6.00 7.00  7.30
1979  6.50 7.00 7.50  8.00
1980 9.50 9.50 10.00 10.00
1981 10.50 11.00 11.00 12.00
1982 9.00 9.25 8.50 10.00
1983  9.00 9.50 9.50 - 9.75

1984 10.75 11.00 11.00 11.00

1985¢/ 9.00 9.00 8.25  8.50 ¥ - v { v

4.50

5.00

7.00

8.00

8.00

8.00

a/ Prior to February 1, 1971, deposit rates at finance companies not
regulated.

g/ With effect from August 1, 1873, the finance companies were free to
guote interest rates payable on deposits.

¢/ Data for 1985 refers to those at the end of September, 1985.
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Tahle A 4.1
Nepal
Interest Rates on Deposits
at Commercial Barks

End of Time Deposits Savings
Period Deposits
3-mths B-mths 1-yr 1-2 yrs 2-3 yrs 3-5 yrs 5-7 yrs

1970 5.00 5.50 6.00 6.00 6.50 6.75 7.00 4,50
1971 4.00 7.50  7.75 8.00 B.25 8.50 5.00
1972

1973

1974 o¥s0  a7s  10%0  10¥2s  10%o 650
1975 10.00 15.00 16.00 - - - 8.00
1976 14.00 15.00 - - -

1977 Yoo 12.00  13.00 - - -

1978 - - -

1979 - - -

1980 - - -

1981 | - - -

1982 4¥50 é?%o 12¥50 1§fsu - - - éﬁgo
1983

1984a/ W \Z WV N7 - - - W

a/ Data for 1984 refers to those at the end of October 1984,
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Table A 5.1
Philippines
Interest Rates on Deposits
at Commercial Banks

End of Time Depositsil/ Savings2/
Period _ Deposits
90 days 180 days 360 days 540 days 730 days
1969 6,00 6.50 - 7.00 - - 6.00

1970 é | 8.00 -

1971 I -

1972 ‘ -

1973 -

19743/ B\.{]D 8\./50 9\/50 11.00

1975 ‘

1976 BVSU 9\/00 1 [j\.ﬁo 1 1?60 1 2\./00 '?\.60
1977

1978 | |
1979 %0 1Yo 12 0 13%0 14V
1980 ; ? é\%ﬂ
1981 13\65 15?59 1;?60 E/ ' 1%9q3 8.79
1982 14.10 14.09  14.16 - 17.08 9.78
1983b/ 12.72 13.51 14.41 - 15.14 9.78

g/ Starting from the third quarter of 1874, banks could accept time
deposits with maturities of 2 years and more and the rates are
negotiable,

b/ Data for 1983 refers to those at the end of July, 1983.

1/ Starting October 1981, data refers to the actual weighted average
interest average interest rates of 8 selected banks.

g/ Data from October 1881 to June 1882 refer to the actual weighted
average interest rates of 10 selected banks, thereafter, data are
based on 8 selected banks.
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Table A 5.2
Philippines
Interest Rate on Deposits
at Fimance Companies

End of
Period

Time Deposits

80 days

180 days

360 days

540 days

730 days

Savings
Deposits

1969

1870

197

1972

1973

1974

1975

1976

1977

1878

1879

1980

1981

1882

1983

g.00

11.00

no
ceiling

Y

9.50

11.50

no
ceiling
\

10.50

12¥50

no
ceiling

11.50

13250

12.50

7.50

no
ceiling

l

a/ Data for 1983 refers to those at the end of June, 1983.
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Table A 6.1
Singapore
Interest Rates on Deposits
at Commercial Banks

End of .. Time Depositsa/ Savings
Pericd . Deposits
1-mth 3-mths B-mths . 9-mths 12-mths
1969 3.00 5.50 5.75 6.00 6.00 3.50
1970 |
1971
1972 5¥00 s¥s0 %75, |
1973 AYED 6.50 6.75 7.00 7.25 ﬁ\%ﬂ
1974 6.00 7.50 8.00 8.50 9.00 5.50
1975 - 4.3 4,96 - 5.79 3,50
1976 - 376 4.36 - 5. 31 3.52
1977 - 4.54 4,98 - 5.53 3.68
1978 - 5.29 5.55 - 6.01 . 4.20 |
1979 - 7.15 7.40 - 7.65 6.38
1980 - 11.22 10.92 - . 10.55 9.52
1981 - T.43 8.40 - 8.95 7.90
1982 - 6.16 5.55 - 7.08 6.43
1983 - - B.53 6.55 - B.75 E 6.30
1984 - 6.00 =~ 6.35 - 6.80 6.53
1985 - K88 4. - 4.88 5.18

a/ Prior to 15 July, 1975, banks' interest rates were fixed by the
Association of Barnks in Singapore in consultation with the Monetary
Authority of Singapore. From 15 July, 1875 when banks were permitted
to guote their own rates, the rates refer to the average quoted by 1(]
leading hanks,
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Tabhle A 6.2
Singapore
. Interest Rates on Deposits
at Finance: Companies

End of Time Deposits - Savings
Period _Deposits
. Up to N More- than o

3-months ~  3-months to 12-months . = =

1969 - - | - .’ o

" he70 - . "- -
1971 - - -
1972 . - .
1973 6.70 7.50 5.80
1974 8.30 | 9.80 _:7.10
1975 - 5.00 o 6.80 ) 5.60
1976 4.90 5570 oy .5.50
1977 5.30 6.50 : 1 5.40
1978 6.40 5.80 '5.50
1979 } 8.10 . 7.80 - .7.00
l{ééO n.a; _ : nté. H. | H:a.
1981a/ n.a. : n.a. | . nea
1982 6.60 . 7.q3£1 7.58 B 7.21
1983 ) 6.90 f  7.08 5 7.38 iA" 721
1984 5.48 875 -7.48 | '8;93
q98sh/ 488 503-530 54

g/ The series was discontinued after September 1981. After this
period, a new series is compiled hased on average rates quoted
by 10 leading finance companies.

b/ The data for 1985 refers to those at the end of November, 1985,
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Table A 7.1
Sri Lanka
Interest Rates on Deposits
at Commercial Banks

End of Time Deposits Savings
Period Deposits
3-mths 6-mths 12-mths 24-mths 36-mths 48-mths

1969 4.00  4.00 4.00 4.25 4.50 4,75 3.75
1970 4,75 4.75 4.75 5.00 5.25 5.50 4.50
1971

1972

1973

1974

1975 5\,/75 2Yon 2'50 7.50 7.50 7.50 5.50
1976 |

1977 g0 12¥m  1vo - - - 7.20
1978 - - - -
1978 | - - - 9.00 "
1980 %0 oo 20%0 2.0 - - 14.00
1981 20.00 21.50  22.00  23.00 - -

1982 17.00  18.50 | - - 14.50
1983  22.00 25.00 2500  20%00 - - 15.00
1984  18.00  18.00  22.00  22.00 - - \L
1985 17.00 18.00  18.00 - - 13¥%0

in
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Tahle A 7.2

Sri Lanka
Interest Rates on Deposits
at National Savings Bank

End of Time Deposits Savings
Period Deposits
3-6 mths 6-9 mths 98-11 mths 12-mths  18-mths

1969 6.0 6.5 4.5 - 3.5
1970 \L 4.0
1971 7'5 - 7.0
1972a/ - - - 7.5 - 7.2
1973 - - - - |
1974 - - - | -

1975 - - - | -

1976 - - - : -

1977 12.0 - - 15%0 18.0 8\./11
1978 | - -

1979 - }

1980 15% - - 20%0 1 2{/ 0
1981 | - - |
1982 - -

1083 10¥6 - - 18¥0 12%0
1984 14.0 - - 20.0 20% 12.0
1985 13.0 - - 16.0 3 12.0

a/ The National Savings Bank took over the assets and liahilities of the
Ceylon Savings Bark with effect from 1st April, 1972.
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Table A 7.3

Sri Lanka
Interest Rates on Deposits

at Finance Companies

End of Time Deposits
Period

1-mth B-mths 12-mths 3-yrs
1870
1971
1972
1972
1973
1974
1975
1@75
1877
1978
1879 6.0 10.0-16.0 12.0-19.0 16.0-20.0
1980 10.0 15.0-18.0 17.0-24.0 20.0-30.0
1981 - 20.0-25.0 22.0-30.0 -
1982 - 15.0-19.0 20.0-26.0 21.0-30.0
1983 - 17.0-19.0 19.0-23.0 - 21.0-28.0
1984 - 17.0-21.0 21.0-24.0 -
1985a/ - 15.0-18.0 17.0-21.0 -

a/ Data for 1985 refers to those at the end of August, 1985.
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Table A B.1
Thailand
Interest Rates on Deposits
at Commercial Ranks

Time Deposits

End of Savings
Period less ' mare Deposits
than J-mths 6-mths 12-mths 3-yrs than
3-mths -B-mths -12-mths - 3-yrs -5-yrs S-yrs
1969 0.01 5.00 6.00 7.00 - - 3.50
1970 - -
1971 - -
1972 - -
1973 = =
1974 8\./00 7\-/11}0, B\../DD - | ‘- 4\ 50
1975 - -
1976 - -
1977 - -
1978 - - |
1979 ¥ o¥00 - - 5\./50
1980 - Qyﬁﬂ 10¥60 12.00 13.00 14.00 8.00
1981 - 10.00 11.00 13.00 14.00 14.00 9.00
1882 . -
1983 -
1984 - 13,00 13.00 13.00 14.00 - 9.00
1985a/ - 13.00 13.00 13.00 . 14,00 = - 9.00
1985 refers to thase ét the end of August, 1982.

a/ Data for



110

Table A 8.2
Thailand
Interest Rates on Promissory Motes
paid by Finance Companies

End of

Period at call T-mth J-mths 6-mths 12-mths
1969

1970

1971

1972

1973

1974 9.34 9.82 10.12 10.45 10.89
1975 9.40 9.37 9.70 10.03 10.77
1976 7.44 8.01 8.45 8.97 9.97
1977 8.24 8.40 8.84 9.30 10.05
1978 8.98 9.40 9.73 10.04 10.65
1979 10.48 10.73 11.08 11.46 11.90
1980 12.27 12.57 13.12 13.38 13.59
1981 14.10 14.20 14.60 14.90 15.40
1982 11.90 12.60 13.10 13.40 13.70
1983a/ 11.80 12.10 12.30 12.60 12.80

a/ Data for 1983 refers to those at the end of October, 1883.
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Table A 8.3
Thailand
Interest Rates on Deposits
at Govermment Savings Bank

End of Time Deposits | Demand Savings
Period Deposits Deposits
6-months 12-months

1069 5.00 0.50 3.00
1870

1971

1972 6¥00 7.00 3¥s0
1973

1974

W

1975 8.00

1976 |
1977 Y50
1978

1979 oo 5¥60
1980 10.00 12¥00 B.00
1981 \L 11.00 9.00
1982 11Y00 J;
1983 11.00 12Y50 | 8¥60
1984 11.00 12.50 | 3.00

_ \'%
1985a/ 10.00 11.00 g.00

g/ Data for 1985 refers to those at the end of August, 1985.
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Table B 2.1
Indonesia
State Bark Lending Rate by Economic Sectors
(In percentage per annum)

Categoryl/

10 Jul 12 Sep
1959 1969

31 May
1972

12 Apr

1973 1874

9 Apr 28 Dec
1974

1 Apr
1976

1 Jan 18 Jan

1978

1982

1 Jun
1983

I.
II.

IiT.

Iv.

IT.1.

Investment Credit2/
Up to Rp 75 million
Above Rp 75 million-
Rp 200 million
Above Rp 200 million-
Rp 500 million
Above Rp 500 million
Small Investment Credit
(KIK)
Permanent Working
Capital Credit (KMKP)
Working Capital Credit
Supply and distribution
of rice/paddy and corn
by BUUDs/KUDs
Bimas and Inmas credit
for rice and secend-
ary crops
Collection and distri-
bution of smallholders
salt by BUUDs/KUDs dan
PN Garam
Operation of wheat flour
mills
Export and production
of export good
Production, import and
distribution fertilizer
and insecticides for
use by smallholders
Aid financed import
and distribution of
non food commodities
Collection and distri-
bution of agricul-
tural products
animal husbandary
and fishery by BUUDs/
KUDs & Cooperative
Smallholders agricul-
ture and handicraft
Smallbolder animal
husbandary, poultry
farming and fishery

12-48Bs/d

- - 12 12 15
- - 12 12 15

15

- - 12 12-15 12 1

12

12

15
15

12

15

2

2

36 36 24 18 12 12

27-36 27-30  1B-21-24 15 18-21 1

12 12 12 12 12 1

12-36s/d 60 12 12-18s/d 24 12-18 12-

5

2

18

- - - - 15 15

27-30 27-30 24 18 18

27 27 15-24 18 15-18-21

15-18

15-18

12

12

15
15

12

15

12

12

12

12

12

12-18

15

15-18

15-18

10.5

12

13.5
13.5

10.5

12

12

12

12

12

12

12

12

12

12

10.5
12

13.5
13.5

10.5

12

12

12
12
12

12

12

12

12

12

12

12

12
12

12

12

12

12

12

12

12

12
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Table 8 2.1 {contd)
Indonesia
State Bank Lending Rate by Economic Sectors
(In percentage per annum)

1) " 10 Jul 12Sep 31 May 12 Apr 9 Apr 28Dec 1 Apr 1 Jan 18 Jan 1 Jun
Category 1969 1969 1972 1973 1974 1974 1976 1978 1982 1983

I1I 1. Manufacturing and
service rendering-

industries

a. Rice mills/hullers 36 36 24 18 18 15 15 13.5 13.5
b. Sugar mills 38 36 24 18 18 15 15 13.5 13.5
c. Coconut oil/palm oil 36 36 24 18 21 18 18 13.5 13.5
d. Textile 27 27 24 18 18 15 15 13.5 13.5
e. Agriculture eguipment 36 36 24 18 21 18 18 13.5 13.5
f. Paper 30 30 24 18 21 18 18 13.5 13.5
9. Cement 36 . 36 24 18 21 18 18 13.5 13.5
h. Public transportation 30 30 24 15 18 15 15 13.5 13.5
i, Printing and publishing 36 36 24 18 21 18 18 13.5 13.5
js Tourism 30 30 24s/d 36 18s/d 24 24 24 24 13.5 13.5

2. Other production acti-
vities 30-36 36 18-24 18 21 18 18 13.5. 13.5

3. Import and distribution
of supervised goods 48s/d 72 36s/d 60 24s/d 36 18 18 18 18 13.5 13.5
4. Sugar stock - - 24 18 18 18 18 13.5 13.5
5. Domestic trade 48s/d 72 36s/d B0 24s/d 36 18s/d 24 21 18 18 13.5 13.5

6. Contractors of DIP,
INPRES and local
government financed
projects and con-
tractors of low cost
housing projects 48s/d 72 36s/d B0 24s/d 36 18s/d 24 24 21 21 13.5 13.5
IV. Other contractors 48s/d 72 36s/c B0 24s/d 36 18s/d 24 24 21 21 13 15.0
V. Imports and distri-
bution of others
import goods 48s/d 72 38s/d 60 24s/d 36 1B8s/d 24 24 24 24 13 18
VI. Others n.i.e. 48s/d 72 36s/d B0 24s/d 36 1Bs/d 24 24 24 24 21 21

1/ Category as defimed in January 1, 1978 regulation
2/ Before January 1, 1978 the maximum amount for each category is as follows:-
I. Up to Rp 25 million
II. Above Rp 25 million - 100 million
ITII. Above Rp 100 million - 300 million
IV. Above Rp 300 million
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Table B 3.1
Malaysia
Lending Rates at Commercial Banks and Finance Companies
{per cent per annum)

Commercial Banks

Finance
Lending Rates by Economic Sectors Companies
End of Prime Average Average
Period Lending Lending Agricul- Mining & Manufac- Construc- Genmeral Miscel- Lending
Rate Rate ture Quarrying turing tion Commerce laneous Rate
1970 B.D 9.1 9.13 8.0 B.81 9.47 g.m 9.63
187 8.0 9.09 g9.19 9.18 8.63 9.65 9.04 9.58
1972 7.5 8.80 8.58 9.0 B.38 9.64 8.70 9.27
1973 9.0 9.92 9.85 9.99 9.68 10.45 8.82 10.01
1974 10.0 11.29 11.35 11.44 11.09 11.74 11.24 11.32
1975 8.5 10.32 10.48 10.41 10.22 10.78 10,13 10.38
1976 7.5 10.18 10.14 10.27 10.05 10.98 10.23 10.00
1977 7.5 9.60 9.57 9.97 9.33 10.40 9.61 9.57
1978 7.5 9.47 9.41 9.67 9.19 10.30 9.55 9.38
1979 7.5 8.53 8,52 10.15 9.20 10.15 9.58 9.48 10.23
1980 B.5 10.58 10.51 10.61 10.14 10.92 10.48 10.07 10.39
1981 8.5 11.98 12.46 12.47 12.02 12.88 11.98 11.23 11.76
1982 8.5 12.30 12.56 - 12.30 12.12 13.22 12.20 11.41 12433
1983 8.5 11.80 11.85 11.20 11.15 12.3 11.58 11,16 12.01
1984 8.5 12.81 12.23
1885a/ 11.25 12.25 11.80

a/ Data for 1985 refers to those at the end of September, 1985.
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Table B 4.1

Nepal

Commercial Banks' Loan Rates
(per cent per anrum)

Existing
SECURITY:
1. Jute Manufacturers 9
2. Textiles 9
3. Gold and Silver 8
4, Foodgrains 9
5., House and Land 10
6. Miscellaneous Import (Except industrial
credit 9
7. Imports 10
8. A. B. C. 7
9. Overdrafts 1
10. Export Bills
{a) Indian 8
(b) Other than Indian 7
11. Hire Purchase 12
12. Fixed Deposit Receipts per cent more than
corresponding deposit rate 1

1/2
1/2
1/2
1/2

1/2

1/2

1/2
1/2

Effective 14th April, 1971

PURPOSE £
1. Jute Manufactuers g
2. Raw Jute 91/2
3. Synthetic Textiles and Stainless Steel Utensils 12
4, Other Textiles 10
5. Gold and Silver 91/2
6. Foodgrains i0
7. Export Bills K
B. A. B. C.
(a) Exports Documents 71/2
(b) Others 10
9. Overdrafts 12
10, Hire Purchase :
(a) Domestic Products 9

11.
12.
13.
14.
15.
16.

17.

(b) Fareign Products
(i) Machineries for Agriculture, Industry

and Cottage Industry 10
(ii) Truck, Bus and Lorry 10
{iii) Luxury Goods 13
Industrial Requisites 8
Agricultural Requisites 71/2
Development Requisites ki
Essential Consumables {Other than Textiles) 9
Other Imports 12

Priority Industries

{a) Against the security of raw materials, and
finished goods; against security of house
and land for machineries and spare parts;
and against security of house and land for

working capital needs of industries 7172
(b) Overdrafts 10
Stainless Steel Utensils and Synthetic Textile
Industries 12

Fixed Deposit Receipt:

One per cent higher than deposit rates in the

case of receipts upto twp years. Ome and a half

per cent higher than deposit rates in the case

of teceipts for more than two years

Others 13
{Minimum)

Source: Nepal Rastra Bank

Quarterly Economic Bulletin - Mid-April 1971



8. Commercial Bark's Loan Rates
Per cent per annum

Effective April

28, 1975
Small Sector 15
Agricultural Loan 1S
Export Bills 15
HMG Development
Bonds 15
Fixed Deposit 2 per cent
Receipts more than
fixed deposit
rates

Other Loans 18 {minimum}

Overdue Loans 2 per cent
more than
specified
rates
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Table 8 4.1 (contd.)
Nepal
Commercial Banks' Loan Rates
{per cent per anmum)

Effective July

1. Industrial Loan

1.1 For Fixed
Capital
{a) Basic Indus-

(b

tries, Import
Substituting
Industries,
Export promating
industries,
Forest and Agri-
culture-based
Industries and
Tourism Indus-
tries

Luxury Goods
Producing Indus-
tries

1.2 For Working Capital

1.3 Cottage and Village

Industriesl/

Agricultural Loans2/

(a) Cardamom, Horticul-
ture, Tea and Cotton
Cultivation

(b) Livestock, Poultry,
Fishery, Sericuiture
and Bee-keeping

(c) Irrigation

(d) Other Agriculture
Loans

Services Sector

Export 8ills

HMG Development Bonds3/

Fixed Deposit

Receipts

2.

3.
S.
6.

=

Other toans
Overdue Loans4/

18, 1978

1

85/

115/
14

14

14

12

14
2 per cent
more than
fixed depo-
sit rates
18 (minimum)6/
2 per cent
more than
specified
rates

Effective February
12, 1977

16
14

1
14

14

14

12

14
2 per cent
more than
fixed depo-
sit rates
16 {minimum)B/
2 per cent
more than
specified
Tates

Effective April
10, 1978

18
14

1
1"

14

14

12

14
2 per cent
more than
fixed depo-
sit rates
16 {minimum)G/
2 per cent
more than
specified
rates

Effective June
15, 1982

12
12

15

15
13

17 (minimum})

i/ Industries with fixed assets valued at Rs 200 thousands and less.
2/ * For both fixed and working capital. -

§/ Development bonds issued after April 28, 1875.

4/

Overdue loans are those loans which are not paid back within the due date as stipulated in the loan agreement.

Penal rates (2 per cent more than specified rates) will be charged from the date of expiry of loan repayment till

the loan is repaid.
8/ For fixed capital only.
&/

fixed by the Rastra Bank.
Source:

Commercial banks may charge higher rates at their discretion.

Penal rates will also be charged on theloans renewsd or extended.

Commercial barks can fix the margin rates if not

Nepal Rastra Bank Quarterly Economic Bulletin, mid-April, 1983.
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Table B 4.1 (Contd)
fNepal
Commercial Banks' Loan Rates
(per cent per annum)

Before July 18, 1974 Effective July 16, 1874
PURPOSE «
1. Jute Manufacturers 9 1. Foodgrains, pulses and cil-seeds
2. Raw Jute 91/2 2. Claths and Yarnst
3. Coarse and Medium Type of Cotton Textiles 10 (a) Cotton {medium and coarse)
4. Other Textiles 13 (b) Others
5. Gold and Silver 9 1/2 3. Essential Consumer goods (other than foodgrains,
6. Foodgrains and 0il Seeds 10 cloths) and development requisites
7. Export Bills 6 1/2 4. Export 8ill Credit:
8, A. B, T, {a) Against L/c
{a) Export Documents 8 {t) Against documents for collection
{b) Others 10 S, Other bills except export bills
9. Pre-Export Credit 9 6. Gold and Silver :
10. Overdrafts {except to priority industries 12 {a} Rural area
11. Hire Purchase : {b) Urban area
(a) Domestic Products 9 7. Fully secured documents :
(b) Foreign Products : (a) HMG Bonds
(i) Machineries for Agriculture Industry
and Cottage Industry 10
(ii) Trucks, Bus and Lorry 10
{iii) Other Gonds 13
12. Industrial Reguisites 8 (b) Fixed Deposit Receipts etc.

13. Agricultural Requisites 71/2
14. Development Requisites 71/2
15, Essential Consumables {other than Textiles) 2] 8
16. Exportable Goods 9

Hire Purchase:
(a) Domestic products, foreign made agricul-

17. Priority Industries: tural and industrial machiperies and
(a) Against the security of rauw materials transport vehicles
and finished goods; against security of (o) Others
house and land for machineries and spare 9. Exportables
parts; and against security of house and 10, Production Loans :
land for working capital needs of {a) Agricultural Credit for farmers
industries ?1/2 (b) Credit against the security of agricul-
(b) Overdrafts 10 tural goods
18. Stainless Steel Utensils and Synthetic (c) Credit to priority industries, including
Textiles Industries 12 working capital
19, Fixed Deposit Receipts: (d) Credit to industries, other than priority
One per cent higher than depasit rates in the industries, inmcluding working capital
case of receipts upto two years. One and a 11. Pre-export credit
half per cent higher than deposit rstes in 12. Supervised credit to small sector
the case of receipts for more than two years 13. All Others
20. Others 13
(Minimum)

13

10
14

w

10
"

1/2 te 1 1/2
per cent
above bond
rate fixed
by NRB

2 per cent
higher than
depasit rate

12

10

10

15
(Minimum)

Note : {a) The rate of interest on loans to the institutions entrusted by HMG with the task of supplying foodgrains
and other goods to the population at reasonmable prices will be only 9 per cent.
{b) The importers other than these institutions which are entitled to the loans at concessionary rates, are
to be given one per cent rebate on regular rate of interest on import credit, if the import is under
AR-% Form.
(c) The Commercial Banks may impose Penal rates on overdue Loans according to their own regulations.
Source: Nepal Rastra Bank Quarterly fconomic Bulletin Mid-January 1975.
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Table B 5.1
Philippines
- Lending Rates of Commercial Ranks
{per cent per annum)

End of Period - Weighted Average Lending
Rate
1970 ) 11.41
1971 11.83
1972 11.58
1973 12.13
1974 . 11.76
1975 11.82
1976 12.25
1977 12.08
1978 12.10
1979 11.96

1980 12.01
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Table B 6.1
Singapore
Lending Rates of Financial Institutions
. (per cent per annum)

Commercial Banks Finance Asian Currency
Eng of = Companies Units Average
Period Prime Average Average Lending Rates2/
' Rate  ~ Rate Rates1/
1970 g.0 - 8.9 - 9.8
197M B.0 - 9.0 - 7.8
1872 7.5 . 8.8 - 7.5
1973 9.0 9.9 10.4 10.6
1974 10.25  11.7 12.6 12.3
1975 7.08 - 9.0 11.5 9.5
1976 6.78 8.6 10.8 *
1977 7.02 8.6 10.2
1978 7.65 9.0 9.8
1979 9.48 - 10.5 9.9
1980 13.6 a2 » 11.8
1981 11.83 # #
1982 9.33
1983 B.QB
1884 9.40
1985 7.20

#* series of data discontinued

1/ These rates are weighted by loans or deposits outstanding
as at the end of every period.

2/ These average lending rates are weighted by outstanding loans.

Source: MAS Quarterly Bulletins.
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Table B 7.1
Sri Lanka
Lending Rates of Commercial Banks Classified
by type of Securitya/~*
(per cent per annum

Loans and Cverdrafts secured by

Shares of
End of Government Jjeint Stock in  Immovable Secured
Period Securities stocg . Trade Property Others Loans
companies
1870 9.5 11.0 12.0 11.0 12.9 12.0
1971 9.5 11.0 12.0 11.0 12.0  12.0
1972 9.5 11.0 12.0 11.0 12.0 12.0
1973 9.5 1.0 12.0 11.0 12.0 12.0
1974 10.0 12.0 12.5 12.0 12.5 13.5
1975 11.0 12.0 13.0 12.0 13.0 14.0
1976 14.0 13.0 14.0 14.0 14.0 14.0
1977 18.0 19.0 19.0 19.0 20.0 20.0
1978 18.0 19.0 19.0 19.C 20.0 20.0
1879 18.0 19.0 20.0 19.0 20.0 21.0
1980 28.0 28.0 28.0 28.0 28.0 30.0
1981 28.0 28.0 28.0 28.0 28.0 30.0
1982 30.0 30.0 30.0 30.0 30.0 30.0
1983 30.0 30.0 30.0 28.0 28.0 30.0
1984 30.0 30.0 30.0 30.0 30.0 33.0
1985 - 29.0 29.0 30.0 30.0 30.0 33.0

a/ Rates refer to the maximum rates. These rates relate only to
the larger commercial banks in Sri Lanka.
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Table B 7.2
Sri tanka
Lending Rates of Non-Bank Financial Institutions
(per cent per annum)

Agricultural & Industrial Credit Corporation
State Mortgage

End of Development loans Mon-Development and
Period Secured by Loans Secured by Investment
Banka/
Immovable  Movahle Immovable  Movable
Property Property Property Property
1970 a.o 10.0 10.0 12.0
1971 9.0 10.0 10.0 12.0
1972 9.0 10.0 10.0 12.0
1973 5.0 10.0 10.0 12.0
1974 e.0 10.0 10.0 12.0
1975 9.0 10.0 10.0 12.0
1876 8.0 10.0 10.0 12.0
1977 9.0 10.0 12.0 12-14
1978 11.0 11-14.0 12.0 f2-14
1978 5-18
1980 5-20
1981 12-24
1982 12-24
1983 12-2al
1984 12-14
1985 10-24

8/ The State Mortgage Bank and Agricultural and Industrial Credit

Corporation were amalgamated from Japuary 1st, 1979 to form the
State Mortgage and Investment Bank. The rates for 1981 are as
follows:-

1. Construction of houses and agricultural development: 12%-18%
2. Purchase of property ¢ 18%-22%
3. Other loans s 249
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Table B 8.1
Thailand
Lending Rates at Commercial Banks -
and Finance Companies
(per cent per annum)

Commercial Banks Finance
End of Loans to Loan for Others Companies
Period Industrial Exports ‘ Loan Rates
Enterprises#

1870 12.0 9.0 14.0

1971 12.0 9.0 14.0

1972 11.5 8.5 14.0

1973 1.5 8.5 14.0

1974 ' 12.5 15.0 15.0

1975 12.5 15.0 15.0

1976 12.5 15.0 15.0

1977 12.5 15.0 15.0

1978 12.5 15.0 15.0 20.0
1979 15.0 15.0 15.0 20.0
1980 18.0 18.0 18.0 20.0
1981 19.0 18.0 19.0 21.0
1982 19.0 19.0 18.0 21.0
1983 7 17.5 17.5 17.5 19.5
1984 17.5-19.0 17.5-19.0 17.5-19.0  21.0
1985a/ 17.5-19.0 17.5-19.0 17.5-19.0 21.0

gy Data for 1985 refers to those at the end of August, 1885
# PAgainst collateral for immovables and movables

Source: Bank of Thailand Monthly Culletin
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Table C 2.1

Indonesia
Money Market Rates
(Per Cent Per Annum)

Interbank Call Money

Lowest Highest
1977 T 6.00 24,00
11 28.80
111
TV 6.50
1978 I 5.0
I 25%20
111 :
Y}
1979 I 11%50 28\80
I 12,50
111
v
\
1980 T 12¥25 28@0
II 11.00 25.20
III 8.50 28.80
IV 10.50 28.50
1981 I 14,00 . 28.80
I1 12.00 23.40
I1I 14.00 22.50
TV 10.00 25.00
1982 I - 14.00 28.80
II 16.00 ' 28.80
111 14,75 24.00
IV 14.50 22.50
1983 I 15.00 36.00
IT 7.00 28.80
I1I 3.50 19,00
IV 10.00 20.50
1884 I 12.00 31.00
II 11.75 25.00
III 13.00 90.00
IV 6.00 45.00
1985 1 8.00 24,50
II 7.50 16.75
III 7.50 15.75

IV 10.00 14.50
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Tahle D 3.1
Malaysia
Interest Rates on Govermment Securities
(Per Cent Per Annum)

Coupon Rate on Federal Govermment Securities

3yrs 5yrs 10 yrs 11 yrs 15 yrs 18 yrs 20 yrs 15-20 yrs

1972 5.75 6.0 6.5 7.0

1973 6.5 6.75  7.25 7.75

1974 6.75 7.0 7.5 - 8.0

1975 6.75 7.0 7.5 8.0 8.0
1976 - - - 8.0
1977 6.125 6.375 7.625 -
1978 - 6.375 - 7.625 -
1979 - - 7.150 - 7.7 - -
1980 - - - - 8.0 - 8.5

1981 - - - - 8.0 8.3 8.5

1982 6.500 7.000 @ - - 8.0 - 8.6 -
1983 - - 7.7a/ - - - 8.6 -
1984 - - - - - - - 8.6
1985 - - - - - - - B.6

a/ Refers to 12 years
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Table D 4.1
Nepal .
Interest Rates on Treasury Bills and Government Bonds
(Per Cent Per Annum)

Treasury Bill
End of Period . (3 months) - Development Bonds

1970 3,0 7.25-
1971 7.50
1972 . 8,50
1973
1974 A
1975

1976

o
.
O

1977

1978

1979

1880

1981

1982

1983

1984 v J,
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Table D 5.1
Philippines

Interest Rates on Government Instruments
(per cent per annum)

Repurchase Certificate Certificate Development Other
Rgreements of ) of Bank of Government
Assignment Participation Philippines Securities
Bonds
1974 11.308 - - 15.607 -
1975 17.529 - - 13.957 26.00
1976 15.255 - - 13.803 5.027
1977 13.235 11.666 - 11.00 11.359
1978 13.139 - - - 13.448
1979 15.459 - - 10.152 -
1980 15.111 - - 17.760 9.000
1981 15.488 - - 17.814 9.058
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Table D 8.1
Thailand
Interest Rates on Goverrment Securities
(Per Cent Per Annum)

End of Period Government Securities
1970° | . 7.9
1971 o ©7.5-9.5
1872 - 7.5-8.5
1973 7.5-8.5
1974 8.5
1875 B.5
1976 8.5
1977 8.5-9.0
1978 8.5-9.25
1979 7 9.5-10.25
1980 9.5-13.25
1981 13.0-13.5
1982 12.5-14.0
1983 11.0-11.75
1984 : 12.5
1985a/ 11.25-12.00

a/ Data for 1885 refers to those at the end of August, 1985
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Table E 4.1

Nepal

Rastra Banks Refipance Rate to Commercial Banks
(Per Cent Per Annum)

Before
April 14, 1971

Effective
April 14, 197

. Export Bills

A.B.C. (Against Export Documents)
Industrial Reguisites
Agricultural quuisites
Development Requisites

Credit to Priority Industries
(Export Overdrafts)

51/2

51/2

51/2

4 1/2




142

Table E 4.1 (Contd.)
_ Nepal
Rastra Banks Refinance Rate to Commercial Banks
(Per Cent Per Annum)

Before Effective Effective
July 16, 1974  July 16, 1974 June 15,1982

Export bill credit:

(a) Against L/C 4 61/2 : 12

(b) Against documents for 6 71/2 , 13
collection

Development Requisites » 51/2 71/2

Specified institutions1/ - 71/2

Production loan:
(a) Agricultural credit for farmers - 6
(b) Credit against the security of

agricultural goods 51/2 7
(c) Credit priority industries,
including working capital 4 1/2 7
Pre-Export Credit 6 1/2 8
Credit provided against the guarantee
of HMG - One per cent
less than
commercial
banks' lending
rates.
Supervised credit to small secto:g/ - 5]

|_\
S~

N

Specified by HMG with the task of supplying foodgrains and other
essential goods at reasonable prices.

Only on loans in excess of 5 per cent of total deposit liabilities
of commercial banks.
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Tahle E 5.1
Philippines
Interest Marqin Betuween Central Bank Rediscount Rates
and lending Rates of Banks*

Max imum
Discount Lending Interest

Type of Paper/Loan Rate Rate Margin
1. Masagana 99 and Agrarian Reform

a. Supervised 1a/ 12 1

b. MNon-Supervised 5 - 12 .7
2. Gold and copper b 6 2
3. Export activities

a. Small Scale 4 9 5

b. Other 5 9 4
4. MNEDA and BOI/DOI listed

small scale industries S 12 7
5. Basic

Group A 6 17-19b/ 11-13b/

Group B 7 17-10b/ 10-12b/

Group C 8 17-18b/ 9-11b/
6. Emergency c/ b/ c/
7. CB/IBRD (6)ad/ 12 (B)3d/
8. IGLF Loans 7 12 5
9. Long-Term Financing

i)

Institutions 12-14e/ 6-8e/

Source: Central Pank.

a/
b/

#

For unsecured loans without guarantee coverage the rate is 5 per
cent.

No administrative ceiling, but under Circular 494 interest rate
per annum shall not exceed 17 per cent for loans with maturity of
730 days or less and 19 per cent for loans with maturities of
over 730 days. Mo administrative ceiling exists for the purchase
of receivahles with maturities of longer thamn 730 days.

Rate is determinmed on the case-by-case basis.

Rural banks obtain loans at 6 per cent, other banks at 9 per
cent.

Rate for secured papers is 12 per cent and for unsecured papers
14 per cent.

Note: Mot all of the above listed categories are quantitatively

equally important. The most important categories are
Items 1 and 3.

-y~
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Table E 5.2
Philippines

Maximum Maturities of Discounts and Advances

Commercial Thrift
banks banks Other a/
1. Production credits b/ 3R0 days 360 days
2. Commercial credits 180 days 180 days
3. Advances against eligible
government securities other
than Treasury Bills 180 days 180 days
4. Advances against Treasury Bills 60 days B0 days
5. Export credits 180 days
6. Negotiated sight or time export
bills 30 days
7. IGLF loans
a. For working capital 3 years 3 years 3 years
b. For fixed assets 5-10 yrs 5-10 yrs 5-10 yrs
8. Credit extended by long-term
financing institutions 3 years

a/
b/

Monbank financial intermediaries and

institutions.

Industrial and agricultural credits.

Source: Central Bank

other long-term financing
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Table E 8.1 '
Thailand s
Official Rates »
(Per Cent Per Annum) _
1
Rediscount Rates on
Bills arising
Bank of Bills arising from
Thailand from purchase of
Loan Rate Industrial Agricultural Agricultural
Export Bills Undertakings Products Bills
1970 9.0 5.0 5.0 5.0 7.0
1971 9.0 7.0
1972 8.0 5.0
1973 10.0
1974 11.0
[
1975 10.0
1976 9.0 s
"‘
1977 9.0
1978 12.5
1979 12.50
15.0
1980 13.5
15.0
1981 14.5
1.0
1982 12.5
1983 13.0
v/ WV W v
1984 12.0 5.0-7.0 5.0-7.0 - .
1
19852/ 11-0 5.0-700 5-0-700 - :

a/ Data for 1985 refers to those at the end of August, 1985.
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