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Central Bank of Sri Lanka relaxes restrictions on standing facility for LCBs

Key highlights Report date: 09.02.2024

The Central Bank of Sri Lanka has relaxed restrictions on Licensed Commercial Banks (LCBs) on the Standing Facilities under Open
Market Operations (OMOs) in an effort to bring down market interest rates. Despite previous reductions in the central bank's policy
rates, market rates have not fallen proportionally. The relaxation is aimed at accelerating the decline in market interest rates. The
changes involve removing restrictions on the Standing Lending Facility (SLF) and easing restrictions on the Standing Deposit Facility
(SDF) from five times (5x) to ten times (10x) per calendar month, starting from February 16, 2024.

The Central Bank's assessment indicates positive outcomes from the restrictions, such as reactivating the domestic money market,
curbing excessive competition for deposit mobilization, and moderating the market interest rate structure. Overall, the move is
expected to align with the Central Bank's monetary policy direction and contribute to the stability of financial institutions and the
financial system in Sri Lanka. See below the impact of this decision on various economic aspects.

Increased Access to Standing Facilities

LCBs will now have increased access to the Standing Facilities, specifically the Standing Lending Facility (SLF) and the Standing
Deposit Facility (SDF). The removal of restrictions on SLF and the easing of limits on SDF mean that LCBs can engage more freely in
these facilities, providing them with additional liquidity support from the Central Bank.

Cost of Funds

With easier access to the Standing Facilities, LCBs may experience a reduction in their cost of funds. This can positively impact their
profitability as they can obtain funds at a lower cost, which may, in turn, influence the interest rates they offer to customers.

Market Interest Rates to Decline

The central objective of the relaxation is to accelerate the fall of market interest rates. LCBs are likely to benefit from lower market
interest rates, which can positively impact their borrowing and lending activities. This, in turn, can stimulate economic activities and
credit expansion.

Downward Pressure on Bond Yields

The primary aim of the relaxation is to accelerate the fall of market interest rates. As LCBs gain easier access to the Standing Facilities,
particularly the Standing Lending Facility (SLF), they may have increased liquidity. This influx of liquidity, combined with the overall
policy direction to lower market rates, could exert downward pressure on bond yields.

Increased Liquidity for LCBs

The eased restrictions provide LCBs with greater access to Standing Facilities, such as the Standing Lending Facility (SLF). This
increased liquidity can enable LCBs to expand their lending activities, including providing more credit to private borrowers.

Private sector credit growth

The combination of increased liquidity and lower interest rates creates a more favorable environment for borrowers. This could lead
to a higher demand for credit from private individuals and businesses looking to finance various activities, such as investments,
expansions, or working capital needs.

Enhanced Market Participation

The increased flexibility in accessing Standing Facilities may encourage LCBs to actively participate in the market, contributing to the
overall liquidity and efficiency of the domestic money market.

Investor Confidence

A more accommodative monetary policy, as reflected in the relaxation of restrictions, could enhance investor confidence in the
domestic market. Positive investor sentiment may attract foreign capital, potentially affecting the exchange rate.

Source: CBSL, Press Releases
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DISCLAIMER

Ambeon Securities has taken reasonable steps to ensure the accuracy and reliability of the information presented in this Report. While
we strive for accuracy, we do not guarantee the completeness or correctness of the information. The information may be subject to
change without notice, and Ambeon Securities is not obligated to update or revise the Report after its initial publication. Any updates or
revisions will be made at the sole discretion of Ambeon Securities.

Ambeon Securities, its employees, and affiliates shall not be held liable for any direct or indirect loss or damage that may arise from the
use of the information contained in this Report. This includes, but is not limited to, financial losses, lost profits, direct, indirect, incidental,
punitive or any other consequential damages.

The information and opinions presented in this Report are for informational purposes only and should not be construed as any offer,
investment advice, a recommendation to buy or sell any securities, or an endorsement of any investment strategy. Ambeon Securities
does not provide personalized investment advice, and you should consult with a qualified financial advisor before making any investment
decisions. This Report may contain forward-looking statements that involve risks and uncertainties. These statements are based on our
current expectations and assumptions and are subject to various factors that may cause actual results to differ materially from those
expressed or implied in the Report.

This report does not take into account the specific financial situation, investment objectives, or risk tolerance of individual readers.
Consequently, investments discussed in this report may not be suitable for all investors. Each reader is responsible for determining the
suitability of any investment based on their own circumstances.

Ambeon Securities, its employees, and affiliates may have financial interests in the securities mentioned in this Report. These interests
may change without notice, and such positions may have an impact on the opinions expressed in the Report.

This Report is intended solely for the use of the recipient and may not be reproduced, redistributed, or otherwise disseminated to any
other person or entity without the express written consent of Ambeon Securities. All rights, including copyright, are reserved.

Investing in securities involves risks, including the risk of loss of principal. Past performance is not indicative of future results, and the
value of investments may go up or down. These risks may include, but are not limited to, market risk, liquidity risk, credit risk, geopolitical
risk, and other factors that can impact the performance of investments.

By accessing and reading this Report or downloading the report electronically, you acknowledge and agree to the terms and conditions
outlined above. If you do not agree with these terms, please refrain from using this Report. Ambeon Securities assumes no responsibility
for any unauthorized use of this Report or its contents.
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