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Overview
According to preliminary estimates released by the 
National Bureau of Statistics, the pace of real Gross 
Domestic Product (GDP) growth decelerated to 
3.1% in Q1-2019 from 4.7% in Q4-2018. Meanwhile, 
available economic indicators for H1-2019 point to a 
continued moderation in economic activity, despite 
the strong growth of the tourism sector during the 
period. The slowdown in activity largely stems 
from the weakening of value-added in construction 
sector, which registered a significant decline in Q1-
2019, while high frequency indicators for the sector, 
such as construction related imports, suggest a 
continuation of this growth trend in Q2-2019 as 
well. Meanwhile, indicators for the wholesale 
and retail trade sector for H1-2019 also point to 
sluggishness, as depicted by the annual decline in 
credit to the sector and muted imports growth. 

The rate of inflation accelerated to 0.03% in H1-
2019, after recording -0.4% in H1-2018. Average 
inflation was negative for most of 2018 and fell 
further during Q1-2019. This reflected the base 
effect of changes to administered prices in March 
2018 and April 2018, namely the harmonization of 
utility rates across the country and reduction in 
administered prices of staple food items. However, 
the rate of inflation turned positive in Q2-2019 
and recorded 0.7% reflecting the dissipation of 
these base effects. During the quarter inflationary 
pressure was exerted primarily by rental prices, 
fruit prices and cost of medical and dental services.

On the fiscal side, total revenue observed an 
increase during H1-2019, on the back of higher 
tax revenues, which offset the decline in non-tax 
revenues. The growth in tax revenue was bolstered 
by an upward base effect of extensions given in 
2018 as well as higher earnings from tourism sector. 
Meanwhile, total expenditure recorded a decline in 

annual terms, on account of a marked decline in 
capital expenditure, which completely offset the 
rise in current expenditure. The decline in capital 
expenditure during the period mainly reflected the 
completion of major infrastructure projects, as well 
as the winding down of other major projects.

As for the latest monetary developments, broad 
money growth accelerated in H1-2019, largely 
contributed by a significant increase in both other 
deposits and transferable deposits of the banking 
system. While the growth in demand deposits 
during the period was due to the increase in such 
deposits denominated in foreign currency, this 
reflected the increase in such deposits by the private 
sector and public non-financial corporations. On 
the sources side, the upsurge in both net domestic 
assets and net foreign assets were the main drivers 
behind the growth in broad money. 

With regard to external sector developments, total 
merchandise exports grew markedly, owing to 
significant growth in re-exports, while domestic 
export recorded a marginal increase. In contrast, 
total merchandise imports observed a decrease 
during H1-2019, contributed by the considerable 
fall in import expenditure on construction-related 
items; and machinery and mechanical parts. As for 
the sources of imports, Asia remained as the major 
continental source of imports. 
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International 
Economic 
Developments

Global Output
Global economic growth momentum continued 
to remain subdued during the first half of 2019, 
on the back of weakened global trade arising 
from bilateral trade disputes and prolonged 
uncertainties surrounding Brexit. However, 
the pace of slowdown remains uneven and less 
synchronized across countries amid the mounting 
global uncertainties. Growth momentum in most 
of the advanced economies as well as emerging 
markets and developing economies hinted towards 
slowdown during the period, albeit the positive 
surprises in some of the advanced economies. 
Hence, risks to the outlook are tilted towards the 
downside with growth1 estimated at 3.2% for 2019–
0.1 percentage point lower than the April 2019 
forecast.

Looking at the advanced economies (Figure 1), in 
the United States (US) growth decelerated to 2.3% 
in Q2-2019 down from 2.7% in Q1-2019. This was 
largely contributed by the fall in private inventory 
investment (non-farm), weakening exports of goods 
and services; and decline in fixed non-residential 
private investment, particularly in structures and 
transportation equipment amid policy concerns. 
Meanwhile, robust personal consumption 
expenditure in both goods and services, followed by 
strong federal government nondefense spending; 
and state and local government spending partly 
contained the deceleration in real GDP growth 
during Q2-2019. Further, unemployment in the 

1International Monetary Fund (IMF), ’World Economic Outlook 
(WEO) Update July 2018’.

economy fell during the first half of 2019 when 
compared to H1-2018 (Figure 2). Looking forward, 
growth outlook of the economy remains sluggish, 
partly owing to subdued domestic demand with 
weaker imports, on the back of heightened trade 
tensions. 

Based on the preliminary Eurostat flash estimates, 
growth momentum remained largely unchanged as 
reflected by annual real GDP growth of 1.1% in Q2-
2019, down from 1.2% in Q1-2019 (Figure 3).  This 
was mainly contributed by contraction of economies 
in the euro area due to temporary factors, although 
growth is anticipated to regain momentum during 
the rest of the year, aided by improved external 
demand and waning of temporary factors in the 
region. Growth in the region continued to be 
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underpinned by improvements in labour market–
rising employment and wages, followed by robust 
performance in the services and construction 
sector; while worsening of economic sentiments, 
particularly in the manufacturing sector and weak 
international trade limited economic activity during 
the review period. Looking at the main economies, 
Germany’s economic performance observed a 
decline as a result of weaker than expected external 
demand and lower investments amid declined 
global trade when compared with Q1-2019. Growth 
in France remained broadly unchanged in Q2-
2019, underpinned by government consumption 
expenditure and gross fixed capital formation, 
while changes in inventories and stronger imports 
negatively impacted growth. Similarly, economic 
activity in Italy remained unchanged in Q2-2019, 
when compared to Q2-2018 and Q1-2019, as the 
growth in value-added in services sector was offset 
by the decline in value-added in primary industry. 
Meanwhile, growth in Spain registered a modest 
slowdown, stemming from weakened private and 
government consumption expenditure during Q2-
2019.

In Japan, economic growth observed a moderate 
slowdown during Q2-2019, after a strong 
performance in Q1-2019–buoyed by robust 
inventory accumulation and hike in net exports. 
Growth decelerated in Q2-2019, primarily 
contributed by reduced net exports, reflecting the 
better-than-expected domestic import demand 
during the period. Meanwhile, the economy 
witnessed better employment levels during the 
first half of 2019, as against H1-2018. Looking 
ahead, growth is expected to decline, owing to 
an anticipated rise in consumption tax in October 
2019 which in turn is expected to stabilise economic 
growth during the year.

Meanwhile, the United Kingdom (UK) economy 
observed real GDP growth of 0.5% during the 
first half of 2019, despite the volatility in GDP 
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subdued domestic demand. This was largely due 
to the slowdown in manufacturing, such as the 
declined crude oil extraction–partly owing to the 
limitations resulting from the Organization for 
Petroleum Exporting Countries (OPEC) agreement, 
while the decrease in retail trade and market 
services added to the slowdown during the first half 
of 2019. Meanwhile, the outlook for the economy 
was downgraded, reflecting weak performance in 
the first quarter of 2019, partly contributed by lower 
disposable income and weaker domestic demand.

In India, economic activity slowed towards the 
latter months of H1-2019, after recording a growth 
of 5.8% in Q1-2019. During the review period, 
activity was subdued as a result of weakened 
private consumption, particularly the decline in 
domestic vehicle sales reflecting muted rural and 
urban demand. In addition, industrial activity 
moderated, resulting from the downhill in 
manufacturing and mining towards the end of the 
review period, despite the positive contribution 
from electricity production. The outlook for the 
economy has been revised down, to reflect weaker 
than expected domestic and external demand. 

components, stemming from the originally planned 
exit from European Union (EU) in March 2019. 
However, the economy contracted in the second 
quarter when compared to Q1-2019, resulting from 
the deterioration in production output–the largest 
decline since Q4-2012. The main contributor to this 
deterioration–fall in manufacturing output reflected 
the shutdown of car production for maintenance 
purposes in April 2019 as well as decline in 
construction output. Meanwhile, the only positive 
contribution emerged from the services sector–the 
main driver of the economy; although the growth in 
services output slowed during the review quarter. 
Additionally, an increase in unemployment rate 
was observed for H1-2019 when compared to H1-
2018. Reflecting the expectation of a well-ordered 
Brexit followed by smooth transition, the growth 
projections have been revised up for the economy, 
although uncertainties regarding Brexit hiked up 
by the end of H1-2019. 

Looking at the emerging markets and developing 
economies (Figure 4), the Chinese economy 
remained stable with growth rate of 6.3% during 
the first half of 2019 and an annual growth rate 
of 6.2% in Q2-2019, down from 6.4% in Q1-2019. 
Activity in the economy was primarily supported 
by increase in value-added of the primary industry 
and construction industry while growth in the 
services sector was the lowest when compared to 
Q1-2019. While the positive contributions from 
transportation facilities and real estate supported 
the growth of services sector, downturn in 
hospitality and banking sector hampered these 
positive growth contributions during the review 
quarter. However, the economy is expected to 
maintain growth at 6.2% in 2019, despite the 
downward pressures due to weakening external 
demand arising from increasing tariffs. 

The Russian economy slowed down towards May 
2019, reflecting lower industrial production and 
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Global Inflation
Against the backdrop of subdued global activity, 
global inflation remained muted during the first half 
of 2019, with headline and core inflation softening 
across most advanced economies, thus registering a 
rate of inflation well below the central banks’ target 
level of inflation. Meanwhile, emerging markets 
and developing economies observed a marginal 
annual upturn in the headline and core inflation on 
account of supply-side disruptions. 

Looking at the price developments in the advanced 
economies (Figure 5), inflation in the US decelerated 
to 1.7% during H1-2019, in annual terms, mostly 
reflecting suppressed global energy prices and 
subdued economic growth on the back of re-
intensified trade tensions and geopolitical risks. 
As such, prices of gasoline observed a significant 
decline during the period. Additional downward 
contributions were driven by fall in prices of 
medical care commodities, apparel and natural 
gas along with decline in prices of electricity. 
Meanwhile, slight upward trend in prices of new 
vehicles, education and communication; and food, 
somewhat curbed the further decline of prices 
during the period. 

In the euro area, the rate of inflation as measured 
by the annual change in the Harmonised Index of 
Consumer Prices stood at 1.4% during H1-2019, a 
marginal decrease from the rate of inflation at the 
end of H1-2018. Inflation in the region was driven 
down by decline in prices of communication and 
transport, followed by fall in alcoholic beverages 
and tobacco prices. Meanwhile, annual increase 
in education; and housing and utilities aided in 
restricting the downward pressures in prices during 
the period. Additionally, these movements kept the 
rate of inflation below the European Central Bank’s 
target inflation of 2%, during H1-2019. 

In Japan, the inflation rate slightly dropped in annual 
terms and stood at 0.5% during H1-2019, despite 
the positive economic situation and firm labour 
market conditions. This downhill in inflation was 
partly induced by downward pressure from fresh 
food and imputed rent that have a large weight 
in Consumer Price Index (CPI). Similarly, fall in 
prices of vegetables and seaweeds; communication, 
expenses for information and communication 
together with lowered prices of alcoholic beverages 
further pushed prices down. Conversely, increase 
in prices of household durable goods, energy; and 
fuel, gas and utilities sustained prices during the 
period. 

The annual rate of inflation2 in the UK softened 
to 1.9% during H1-2019, down from 2.4% in the 
corresponding period of 2018. As such, the decline 
in the rate of inflation was mainly contributed by 
fall in prices of clothing and footwear, reflecting 
lowered prices due to the summer sales promotions. 

2Measured by Consumer Prices Index Including Owner 
Occupiers’ Housing Costs.
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However, increases were observed in prices of 
alcoholic beverages and tobacco, communication 
prices, air transport prices and education prices 
which facilitated to curb the downward trend in 
prices.

Turning to the emerging markets and developing 
economies (Figure 6), the rate of inflation in China 
slightly increased in annual terms and averaged 
2.2% during H1-2019. The modest increase in 
inflation stemmed mainly from rise in prices of 
food and tobacco, reflecting the elevated food price 
index as a result of high pork and fruit prices arising 
from supply disruptions. However, deterioration 
in prices of healthcare services, transport and 
communication as well as household goods and 
services subdued the overall rise in inflation during 
the period. 

In India, rate of inflation elevated to 2.1% during 
H1-2019, when compared to same period of 
the preceding year. The overall rise in inflation 
reflected rise in prices of food and beverages; and 
miscellaneous item group, classifications having 
large CPI weights. However, the Consumer Food 
Price Index (CFPI) moderately declined in annual 
terms, although it depicted an increasing pattern 
during the review period, mirroring the upward 
trend in the prices of vegetable combined with the 
negative impact of substandard spread of monsoon 
rainfall on yield and food prices. 

Meanwhile, inflation in Russia eased towards the 
end of H1-2019 and stood at 5.1% in H1-2019, after 
reporting highest rate of inflation since December 
2016, during the month of March (5.3%). In addition, 
inflation in Russia accelerated in annual terms, up 
from 2.3% in H1-2018, reflecting the continued rise 
in inflation due to the increase in the value-added 
tax (VAT). However, slowdown in inflation began 
towards the end of H1-2019, reflecting short-lived 
disinflationary forces such as appreciation of ruble 

observed since start of 2019. Additionally, drop in 
prices of fruit and vegetables as well as consumer 
demand trends restricted inflation during the 
period.

Commodity Prices
According to the World Bank Commodity Price 
Index, the global commodity prices moderately 
decreased in annual terms during H1-2019. This was 
entirely due to the decline in both energy and non-
energy prices, against the backdrop of heightened 
trade tensions, geo-political uncertainties and 
natural calamities. Subsequently, prices of food, 
metal and minerals; and beverages marked modest 
declines over the period (Figure 7).

Prices of crude oil weakened by 8% in annual 
terms and averaged US$62.8 per barrel3 in H1-
2019 compared with US$68.0 per barrel during the 
corresponding period of 2018 (Figure 8). In H1-
2019, crude oil prices continued to be supported 
by both supply-side factors and demand-side 

3Average of Brent, West Texas Intermediate and the Dubai Fateh 
during H1-2019.
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factors. On the supply-front, the upward trend in 
prices during the earlier part of the year chiefly 
reflected the supply constraints arising from the 
high compliance of OPEC and non-OPEC countries 
participating in the “Declaration of Cooperation” as 
well as increased planned and unplanned outages. 
Conversely, oil prices eased towards the end of Q2-
2019 as a spill-over effect of growing uncertainty 
relating to trade disputes between the US and China 
and prevalent geo-political tensions. Meanwhile, on 
the demand-side, crude oil prices were pushed by 
strong demand from Asia-Pacific during Q1-2019, 
particularly from the efforts to meet import quotas 
by Chinese independent refiners, contributing to a 
more balanced oil market. However, oil prices took 
a downturn towards the end of H1-2019, due to 
prolonged uncertainties over growth in economic 
activity and oil demand.

Looking at the major commodities in the non-
energy group, metal and mineral prices dropped 
by 9% in annual terms during H1-2019. The 
annualised downturn in the metal and mineral 
prices was mainly contributed by downward 
pressure in prices of all metals and minerals in the 
group except for the prices of iron ore. Similar to 
crude oil prices, base metal prices moved towards 
recovery till the end of Q1-2019 owing to the 
stimulus measures by the Chinese government 
combined with the anticipation of a positive end to 
the existing trade tensions. Within the base metals 
group, the recovery of copper prices until May 2019 
was determined by the aforementioned factors 
coupled with rising inventory levels at the London 
Metal Exchange. However, prices turned around 
by May 2019 as a result of the re-intensification of 
trade disputes between the US and China, followed 
by supressed global manufacturing activity and 
mining disruptions in Peru (the second-largest 
copper ore producer) towards the end of H1-2019. 
Meanwhile, removal of sanctions by the US on 
RUSAL Plc (a Russian company) and higher stock 
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levels pushed aluminium prices down. On the 
other hand, iron-ore prices rose in annual terms 
due to disruptions in supplies as a result of the 
Brumadinho Dam accident in Brazil and weather-
related disruptions, causing temporary suspension 
of several mines.

With regard to global food prices, the World Bank 
food price index showed an annual decline of 8% 
during H1-2019. In this regard, a notable drop in 
prices was observed for oils and meals, particularly 
for palm kernel oil, reflecting better harvests as a 
result of favourable weather conditions experienced 
by major producers – Indonesia and Malaysia (palm 
oil); Argentina and US (soybeans and soybeans oil); 
and Ukraine and Russia (sunflower oil). However, 
this downturn was somewhat offset by rallying 
grain prices in H1-2019, particularly prices of maize 
and wheat due to lower production levels and 
weather-related yield losses. Meanwhile, prices of 
beverages observed an annualised drop of 9%, as 
reflected by substantial falls in coffee, cocoa and tea 
prices. Large crop harvests in Brazil and Vietnam, 
coupled with weaker consumption moderated 
prices of coffee – Arabica and Robusta while cocoa 
prices improved amidst balanced global supplies. 
Meanwhile, average auction prices of tea stabilised 
during H1-2019. 

Global Trade
Against the backdrop of subdued economic 
activity, heightened trade disputes and geopolitical 
uncertainties; global trade (intensive in machinery 
and consumer durables) remained sluggish and 
the annualised growth in global exports stood at 
2.3% during the first half of the year (Figure 9). 
Accordingly, total exports of US and Japan slightly 
declined in Q2-2019 when compared to Q1-2019, 
mainly reflecting the lowered investments arising 
from the uncertainties surrounding bilateral trade 
agreements. Similarly, the total exports fell in some 
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of the emerging markets and developing economies 
(Figure 10) – particularly India and Russia, during 
Q2-2019 while the total exports of China reported 
a significant increase during the review quarter. 
Meanwhile, the merchandise trade declined as 
reflected by below trend indices for international 
air freight, automobile production and sales; and 
agricultural raw materials. Consequently, the 
growth in volume of world merchandise trade for 
2019 is projected4 0.4 percentage points lower than 
the growth of 3.0% recorded for the preceding year.

Turning to the Purchasing Manager’s Index (PMI), 
most countries in both advanced economies; and 
emerging markets and developing economies 
registered a fall in Q2-2019, when compared to 
the preceding quarter. In the advanced economies, 
even though UK and US signalled slight expansion, 
the PMI fell during Q2-2019 when compared to 
the preceding quarter. Conversely, PMI for euro 
area and Japan signalled contraction during Q2-
2019. Meanwhile, in the emerging markets and 
developing economies, China registered a slight 
increase in the PMI, while the PMI for both India 
and Russia declined. Consistent with the weakened 
global exports and deteriorating PMIs for most 
advanced economies; and emerging markets and 
developing economies, the outlook for global trade 
remains sluggish. However, the resilient services 
sector is expected to improve global trade by 
fostering employment and consumer confidence. 

Global Financial Markets
The recovery of global financial markets halted 
towards the end of H1-2019, as a consequence of 
the deepening bilateral trade tensions, weakening 
global economic activity and lower consumer 
confidence. Reflecting the implications of the 

4World Trade Organization, ‘Report of the TPRB from the 
Director-General on Trade-Related Developments July 2019’
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aforementioned conditions, the monetary policy 
stances of some central banks in the advanced; 
and emerging markets and developing economies 
indicated a dovish shift towards the end of the first 
half of 2019. The Reserve Bank of India and the 
Bank of Russia have shifted down their respective 
policy rates while policy rates of euro area, UK and 
China remained unchanged during the first half of 
2019 (Figure 11 & 12). Accordingly, this had led to 
further review of the expected path of monetary 
policy rates, with investors expecting reduced 
policy rates in the near future. Subsequently, share 
prices in both advanced economies (Figure 13); 
and emerging and market economies recovered in 
Q2-2019, as reflected by the significant growth in 
the share prices across most of the countries, when 
compared to the preceding quarter. In addition, the 
implied volatility of US stock, as measured by VIX 
weakened significantly during the review quarter 
when compared to Q1-2019 (Figure 14). Conversely, 
the sovereign bond yields registered an annualised 
fall in most advanced (Figure 15); and emerging 
markets and developing economies (Figure 16) 
during the first half of 2019. In the advanced 
economies, government bond yields moderately 
declined for the US and UK while the bond yields 
of Japanese bonds remained largely unchanged 
in Q2-2019. Similarly, the yields on government 
bonds of India and Russia fell, although the yields 
on Chinese government bonds slightly increased 
during the same period.
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In the foreign exchange markets, the performance 
of the US dollar strengthened against the currencies 
of all Maldives’ major trading partners among 
the advanced economies (except for the Japanese 
yen); and the emerging markets and developing 
economies during Q2-2019, when compared with 
Q2-2018, although, the performance of the US dollar 
showed mixed developments during Q2-2019 when 
compared with Q1-2019. Meanwhile, the US dollar 
recorded appreciation against pound sterling, 
Chinese yuan, followed by modest strengthening 
of the US dollar against Singapore dollar and euro 
during the review quarter when compared with 
Q1-2019. Conversely, US dollar depreciated against 
Japanese yen, Sri Lankan rupee and Indian rupee 
during Q2-2019, indicating the weakening of US 
dollar against these currencies (Figure 17).
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Economic 
Developments in 
the Maldives

Real Economy

Gross Domestic Product
According to preliminary Quarterly National 
Accounts (QNA) estimates released by the National 
Bureau of Statistics5, the annual rate of real GDP 
growth in Q1-2018 was 3.1%, lower than the growth 
rate of 4.7% recorded in Q4-2018 (Figure 18). 

As for the contribution by economic sectors for real 
GDP growth in Q1-2019, tourism sector contributed 
the highest with 2.4%, followed by transport 
and communication (0.7%), fisheries (0.6%) and 
financial services (0.4%). According to percentage 
share by sector to GDP, tourism sector has the 
highest share with 27.9%, followed by transport 
and communication (13.1%), wholesale and retail 
trade (8.2%), public administration (6.7%) and 
construction sector (5.1%). 

On the production side, the fisheries sector 
recorded the fastest growth in Q1-2019 with an 
annual growth rate of 16.9%, higher than the 
11.8% annual growth recorded in Q4-2018. This 
was followed by electricity and water generation, 
recording an annual growth of 9.5%, and tourism 
which registered a growth of 9.1%. As for the 
developments in other main sectors of the economy, 
after years of consecutive growth, construction 
sector made a turnaround as indicated by the 23.1% 
annual decline in Q1-2019. It is noteworthy that this 
is the first time the construction sector growth has 
declined since Q3-2013. Meanwhile, wholesale and 

5Quarterly National Accounts data was available up until Q1-
2019 at the time of this publication.

retail trade sector declined by 3.0% in Q1-2019 after 
six consecutive quarters of positive growth.

Tourism
The tourism sector continued to depict a robust 
performance during the first half of 2019 as indicated 
by the key indicators to gauge the performance 
of the sector. The sector growth was bolstered 
by strong demand from the European and; the 
Asia and the Pacific region as well as the growth 
in flight movements and improved connectivity. 
The number of scheduled flights to the Maldives 
recorded an annual growth of 18% when compared 
with the corresponding period of 2018. This was 



Quarterly Economic Bulletin - June 2019 13

an increase of over 1000 flights which was largely 
contributed by the new airlines–Indigo and GoAir–
which commenced their operations in late 2018. 
In addition, increased flight movements by the 
existing long-haul airlines such as Qatar Airways 
and Etihad, as well as the recommencement of 
Oman Air contributed to the growth in flight 
movements.

Total tourist arrivals during H1-2019 observed an 
upsurge of 19% and totalled 862,589 tourists (Figure 
19). This was an impressive growth when compared 
with the total tourist arrivals of 726,515 recorded 
in H1-2018. This growth was largely attributed 
to the higher European arrivals–accounting for 
50% of total tourist arrivals–followed by the 
increase in arrivals from the Asia and the Pacific 
region–accounting for 40% of total tourist arrivals. 
Accordingly, European arrivals grew by 17% in 
annual terms, bolstered by the growth in arrivals 
from the main source markets, Italy (34%), Germany 
(20%), UK (13%), France (23%) and Russia (12%) 
(Figure 20). Meanwhile, arrivals from the Asia 
and the Pacific region increased by 20% during the 
period which stemmed predominantly from the 
significant growth of almost 100% in arrivals from 
India. In addition, arrivals from China–the single 
largest source market accounting for 16% of total 
tourist arrivals–maintained its growth trajectory 
since the beginning of this year and increased by 
10%. Meanwhile, tourist arrivals from emerging 
markets of Japan and Australia also contributed 
to the growth in tourist arrivals from this region. 
Moreover, other markets which induced growth 
in tourist arrivals in H1-2019 include the rise in 
arrivals from US (34%) and Saudi Arabia (15%).

The growth in tourist arrivals to the country also 
mirrored the international trends in tourism. 
According to the May 2019 issue of the United 
Nations World Tourism Organization’s World 
Tourism Barometer and Statistical Annex, 
international tourist arrivals increased annually 
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growth of the sector remained weak. For example, 
import expenditure on construction sector-related 
imports observed a decline while bank credit to the 
sector increased during the period.

Construction sector-related imports, which 
includes wood, metal, cement and aggregates, 
together with other construction-related items, 
declined substantially by 19% in H1-2019 when 
compared with H1-2018. Such imports have 
continued to decline since Q4-2018 which mirrors 
the completion of major public infrastructure 
projects during the final quarter of 2018. This 
decline stemmed largely from the fall in import 
expenditure of other construction-related items, 
followed by cement and aggregates. With regard 
to the composition, construction-related imports 
by the tourism sector (which accounted for 45% 
of total construction-related imports) was the only 
sector which recorded an annual growth (US$4.1 
million). Meanwhile, imports by the private sector 
which carried the second highest share (43%), 
witnessed the largest drop in import expenditure 
with a decline of US$45.7 million in H1-2019. 
Meanwhile, the government sector (8%) and the 

by 4% during the first quarter of the year. In 
comparison, tourist arrivals to the Maldives 
performed better during the same period with a 
growth of 15% annual terms.

With regard to other key indicators of the sector, 
total tourist bednights posted a significant growth 
of 15% (Figure 21), predominantly driven by the rise 
in bednights from resorts, followed by guesthouses. 
This growth was reflected by the remarkable 
growth in tourist arrivals as average stay declined 
during the period. The average duration of stay in 
H1-2019 was 6.3 days down from 6.5 days in H1-
2018. Reflecting these developments, receipts from 
the tourism sector are estimated at US$1.7 billion6 
in H1-2019, a growth of 7% (US$117.6 million).

Looking at the supply side, the number of resorts 
in operation increased from 129 in H1-2018 to 
142 in H1-2019. Similarly, 542 guesthouses were 
in operation during H1-2019, up from 477 in 
the corresponding period of 2018. The average 
operational bed capacity of the sector also grew 
by 11% and totalled 45,772 beds. Meanwhile, the 
average occupancy rate of the sector increased to 
66% in H1-2019, up from 63% in H1-2018. Despite 
this expansion in the operational bed capacity, the 
growth in the average occupancy rate of the sector 
mirrored the rise in bednights during the period. 

Construction
During H1-2019, available short-term indicators for 
the construction sector, namely construction-related 
imports and commercial bank credit to the sector7, 
showed mixed developments suggesting that 

6Travel receipts include actuals for January-May 2019 and a 
forecasted estimate for June 2019. 
7Construction sector-related loans include loans to the 
construction sector, real estate sector and tourism sector (new 
resort development, resort renovation and construction of 
guesthouses). Hence, this figure will differ from the loans to the 
construction sector reported under Monetary Developments 
(Credit to Private Sector). 
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public sector (5%), observed annual declines in 
import expenditure by US$15.7 million and US$9.1 
million, respectively. 

In contrast, bank credit to the sector grew by 12% 
in the first half of 2019 when compared with the 
corresponding period of 2018. This growth was 
mainly on the back of the upsurge in credit lent 
to the construction and purchase of residential 
housing, new resort development and renovation 
of resorts.

Fisheries
Activity in the fisheries sector showed mixed 
developments during the first half of the year, as 
indicated by the increase in fish purchases by fish 
processing companies while a marginal decline 
was recorded for the volume of fish exports.

During H1-2019, fish purchases by fish processing 
companies observed a growth of 11% in annual 
terms and totalled 45.0 thousand metric tons 
(Figure 22). This was in comparison with 
the marginal decline of 1% recorded in the 
corresponding period of 2018. The growth in fish 
purchases stemmed largely from the rebound in 
yellowfin tuna purchases, followed by the increase 
in the purchases of skipjack tuna. Yellowfin tuna 
purchases grew by 29%, while skipjack tuna 
purchases posted a growth of 5%. Yellowfin tuna 
and skipjack tuna collectively accounted for 98% 
of the total fish purchases made by fish processing 
companies during H1-2019.

With regard to the domestic price developments, 
local fish processing companies continued to 
maintain their purchasing prices for both fresh and 
iced skipjack tuna at MVR18.0 per kilogram and 
MVR20.0 per kilogram, respectively (Figure 23). 
The last upward revisions for these prices were 
made during the third quarter of 2017. Yellowfin 
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tuna prices remained volatile throughout the first 
half of 2019 and averaged MVR54.8 per kilogram, 
down from the average of MVR65.8 per kilogram 
recorded in H1-2018. This constituted an annual 
decline of 17%. The average price of yellowfin tuna 
declined until March to MVR49.9, after having 
started the year at MVR75.0 per kilogram. The 
price made a slight rebound in April 2019 and rose 
to MVR55.5 per kilogram by the end of May 2019 
before declining to MVR44.6 per kilogram at the 
end of June 2019. 

As for exports, fish exports posted a marginal 
decline of 1% in annual terms and totalled 33.0 
thousand metric tons in H1-2019 (Figure 24). This 
decline stemmed mainly from the significant drop 
in the export volume of frozen skipjack tuna which 
fully curbed the growth in export volume of frozen 
yellowfin tuna and fresh or chilled yellowfin tuna. 
Additionally, exports of fresh, chilled or frozen 
fish (excluding tuna) declined notably in H1-2019. 
In contrast, canned or pouched tuna recorded a 
considerable growth in the volume of exports, while 
the export volume of processed tuna (especially 
dried tuna) also increased during the period. 

Wholesale and Retail Trade
Looking at the developments in the wholesale 
and retail trade sector, they key indicators of the 
sector, such as private sector imports (excluding 
tourism) and loans to the sector, pointed towards a 
slowdown in the performance of the sector. During 
the first half of the year, private sector imports 
(excluding tourism) posted a negligible growth 
when compared with the corresponding period of 
2018. Accordingly, such imports totalled US$719.3 
million in H1-2019 compared with the US$719.1 
million in H1-2018. Meanwhile, commercial bank 
credit to the sector recorded an annual decline of 
9% when compared with H1-2018. The pace of 
decline in bank credit to the sector accelerated in 

the first half of 2019, as the annual decline in H1-
2018 was recorded at 3%. 

Inflation
The rate of inflation, as measured by the annual 
percentage change in the CPI at the national level, 
picked up to 0.03% in H1-2019 from -0.4% in H1-
2018 (Figure 25). This reflects a turnaround in the 
rate of inflation in Q2-2019 to 0.7% after having 
registered negative inflation rates for the most of 
2018 and in Q1-2019.The upturn in inflation during 
H1-2019 was largely contributed by the rise in 
rental prices, together with fruit prices and the 
price of medical and dental services. The decline 
in average price level during 2018 and at the 
beginning of 2019 largely mirrored the base effect 
of policy changes–harmonization of utility rates 
across the country and reduction in administered 
prices of staple food items–that came into effect in 
March 2018 and April 2018, respectively.

With regard to major categories of CPI, food prices 
which accounts for 26% of the CPI basket, recorded 
an annual decrease of 1.9% during the first half 
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of the year (Figure 26). This decline was largely 
contributed by the reduction in staple food items 
(rice, sugar and flour) which can be attributed to the 
base effect from the reduction of wholesale prices 
in April 2018 by the State Trading Organization 
(STO) coupled with the subsequent revision of 
the controlled prices of staple food items by the 
Ministry of Economic Development. However, the 
decline in food prices attributed to this base effect 
has decelerated in H1-2019 as the base effect would 
have dissipated in April 2019. Fish prices which 
accounts for 33% of the food category and generally 
the most volatile component of the CPI basket also 
declined, largely due to the decrease in prices of 
skipjack tuna and smoked fish. Similarly, vegetable 
prices recorded a substantial decline during the 
period which stemmed from the fall in root crop 
prices (notably onions and carrots). However, 
this decline was partly offset by the annual rise in 
prices of other vegetable items such as green chilli, 
pumpkin, cabbage and potato.

Similarly, electricity prices fell by 10.5% in H1-
2019 when compared with H1-2018. This decline 
reflected the base effect of the reduction of electricity 
and water tariffs in the atolls to harmonise utility 
rates across the country. Moreover, the annual fall 
in global oil prices during H1-2019 contributed 
negatively to the inflation rate. However, the 
pace of decline in electricity prices has slowed 
down when compared with the annual decline 
of 18.9% and 28.4% recorded in Q1-2019 and H1-
2018, which can be attributed to the dissipation of 
the base effect of the policy change. As for other 
categories which contributed negatively to the 
inflation rate, clothing prices fell during the period 
which was mainly contributed by the decline in 
prices of men’s garments, while the category of 
recreation and culture declined on the back of the 
fall in television prices. 
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on by higher tourist arrivals which resulted in 
higher tourism sector-related revenues. During 
this period, tax revenues accounted for 78% of the 
total revenue and amounted to MVR8.7 billion, 
registering a remarkable growth of MVR511.7 
million in annual terms when compared with the 
corresponding period of 2018.

The growth in tax revenues was led by an increase 
in import duties, which rose by MVR172.8 million 
in annual terms. This was followed closely by 
the increases in both BPT and goods and services 
tax (GST), which rose by MVR158.5 million 
and MVR135.6 million, respectively. As for the 
increase in GST, both tourism goods and services 
tax (T-GST) and general goods and service tax 
(G-GST) contributed to this growth as–T-GST 
which is the single largest source of tax revenue–
rose by MVR94.3 million while G-GST increased by 
MVR41.3 million. This mirrored the buoyancy in 
tourism sector as well as robust economic activity 
in the domestic economy. The buoyancy of tourism 
sector was further reflected in the growth in revenue 
from airport service charge, which posted a growth 
of MVR46.9 million in annual terms (Figure 28).

In contrast, rental prices increased by 4.7% and 
was the main contributor to the growth in inflation 
rate during the period. Meanwhile, fruit prices 
increased by 16.8% broadly due to the increase in 
the price of dried fruits. However, price of fresh 
citrus fruits and apples observed a decrease when 
compared with the corresponding period of 2018. 
As for the health category, prices increased by 1.6% 
which stemmed mainly from the 2.9% and 27.6% 
increase in the price of medical services and dental 
services, respectively. Similarly, reflecting the price 
growth in mobile phones, the communication 
prices rose by 1.4% in H1-2019. Despite the 
decline in air transport prices amid the reduction 
in airfare by the national carrier–Maldivian–the 
price of transport also contributed positively to 
inflation rate on the back of the rise in the price of 
maintenance and repair services of motorcycles. 
With regard to other components of the CPI which 
made upward pressure to the inflation rate in H1-
2019 include the increase in prices of furniture and 
furnishings; and restaurants and hotels. 

Public Finance

Revenue
Total government revenue (excluding grants) 
increased by MVR329.8 million during H1-2019 
when compared to the corresponding period of the 
previous year, totalling MVR11.1 billion at the end 
of the period (Figure 27). As a result, 50% of the 
total revenue envisaged under the national budget 
for 2019 was realised by the end of June 2019. This 
increase was entirely driven by a significant growth 
in tax revenues which fully offset the decline in non-
tax revenues. Tax revenue growth was primarily 
higher due to an upward base effect as extensions 
were given in 2018 for deadlines which fell into 
June 2018. In 2018, BPT deadline originally fell to 
a public holiday, thus, the deadline was extended 
to July 2018. In addition, growth was spurred 
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Non-tax revenues, which comprised 22% of the 
total revenue, observed a decline of MVR220.6 
million in annual terms and totalled MVR2.4 billion 
at the end of H1-2019. This reflected significant 
falls in revenue from state-owned enterprises’ 
dividends; and land acquisition and conversion 
fee, which fell by MVR194.8 million and MVR114.3 
million, respectively. However, these falls were 
partly offset by increased revenue from resort 
rent as well as increased revenue through fees and 
charges, most notably airport development fee. As 
such, resort rent grew by MVR72.9 million while 
revenue from fees and charges rose by MVR63.9 
million during the period. Meanwhile, interest 
and profits also registered a growth which curbed 
further dampening of non-tax revenues.

Expenditure
Total expenditure (excluding debt amortisation) 
recorded a decline of MVR1.0 billion in annual 
terms and amounted to MVR11.8 billion during 
H1-2019. This was entirely on account of a 
significant drop in capital expenditure, which 
completely offset the rise in the government’s 
current expenditure. Hence, less than half (43%) of 
the approved budget for the year was spent during 
H1-2019. Looking at the major contributors to 
this decline, the fall in capital expenditure largely 
mirrored the MVR2.3 billion decline in spending 
on the Public Sector Investment Programme (PSIP) 
projects. This largely reflected the fall in spending 
on roads, bridges and airports. This was on the 
back of major completion of large infrastructure 
projects in the preceding year such as the Sinamale’ 
Bridge, Male’ re-development project, expansion of 
Velana International Airport and the construction 
of Dharumavantha Hospital. 

Contrastingly, current expenditure grew by 
MVR735.4 million (Figure 29) during the first half 
of the year, driven by the increased expenditure on 
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salaries and wages–the largest component of current 
expenditure–which rose by MVR334.7 million 
in annual terms, reflecting the increase in both 
expenditure on salaries and wages; and allowances 
during the period. Similarly, administrative and 
operational expenses rose by MVR120.2 million 
largely owing to increased expenditure on grants 
and contributions; and subsidies despite an 
MVR192.9 million fall in expenditure on Aasandha, 
with continued measures to curb such expenditure 
during the period. Increase in expenditure 
on subsidies can be attributed to higher costs 
associated with the reinstatement of subsidy on 
staple food items as well as fuel subsidies.

Financing
During the first half of the year, the fiscal deficit was 
mostly financed through domestic sources while 
borrowing through foreign sources also registered 
a considerable increase over the period.

Domestic borrowing by the government–consisting 
of both short-term and long-term loans and debt 
securities– represented a net borrowing of MVR2.0 
billion in H1-2019, after recording a net repayment 
of MVR195.0 million in H1-2018. The growth in 
domestic borrowing over the review period mostly 
stemmed from the net issuance of treasury bills, 
which recorded a net borrowing of MVR2.0 billion 
despite the marginal decline in net borrowing of 
treasury bonds during the period (Figure 30).

External financing includes borrowings as loans–
contracted from buyer’s credit, bilateral and 
multilateral sources and commercial banks–
and debt securities issued in the international 
market. Likewise, external financing recorded a 
net borrowing of MVR920.5 million down from a 
net borrowing of MVR3.2 billion when compared 
to the corresponding period of 2018. During this 

period, borrowings as external financing was 
largely driven by loan proceeds acquired through 
buyer’s credit.

Public Debt
The total outstanding stock of public debt increased 
to MVR50.9 billion at the end of June 2019 from 
MVR48.0 billion recorded the end of December 
2018, largely owing to an increase in domestic debt 
(Figure 31). With regard to the composition of debt, 
domestic debt remained as the largest component, 
with a share of 58%, while the share of external 
debt stood at 42%.

Domestic debt totalled MVR29.7 billion at the end 
of June 2019, up from MVR27.7 billion in December 
2018. The primary source of domestic borrowing 
during the review period has been the issuance of 
government securities8 (treasury bills and treasury 
bonds). As such, the increase in domestic debt 
largely reflected an increase in treasury bills issued 

8The pension recognition bond is not classified as a treasury 
bond as it is non-tradable.
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to both commercial banks and other financial 
corporations, which rose by MVR1.1 billion and 
MVR819.2 million, respectively. In contrast, the 
outstanding stock of treasury bonds decreased 
slightly at the end of H1-2019. Meanwhile, external 
debt rose to MVR21.3 billion at the end of June 
2019 from MVR20.4 billion at the end of December 
2018. This increase in external debt largely reflected 
increase in external loans as buyer’s credit which 
registered a growth of MVR733.5 million.

Turning to the outstanding stock of treasury bills 
by holder, commercial banks remained the main 
investor in terms of holdings, with a share of 63% 
of the total outstanding treasury bills, followed by 
the other financial corporations (34%) (Figure 32).

Monetary Developments

Broad Money
The annual growth in broad money (M2 or money 
supply) stood at 7% at the end of June 2019, a 
significant acceleration when compared to the 3% 
annual growth in money supply recorded at the 
end of 2018. On the components side, this was 
largely contributed by a significant increase in both 
other deposits (savings and time deposits) and 
transferable deposit base (demand deposits) of the 
banking system. As such, demand deposits–which 
accounted for 72% of the money supply during the 
period–grew by 5%, after recording a 1% annual 
growth at the end of 2018. The growth in demand 
deposits during the period entirely stemmed 
from the increase in such deposits denominated 
in foreign currency as local currency demand 
deposits observed a decline during the period. The 
growth in foreign currency deposits was primarily 
due to the increase in such deposits by the private 
sector and public non-financial corporations while 
the decline in local currency deposits was broadly 
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attributed to the decline in deposits of private non-
financial corporations.

Other deposits which accounted for 19% of money 
supply, posted a significant annual growth of 21% 
at the end of June 2019, after registering a growth of 
11% at the end of December 2018. This improvement 
reflected the rise in both foreign currency savings 
and time deposits as local currency savings and 
time deposits also observed an increase during the 
period. Meanwhile, currency outside depository 
corporations–which accounted for 9% of money 
supply–grew by 2% in annual terms, a deceleration 
in comparison to the 5% recorded at the end of 
December 2018 (Figure 33).

On the sources side, the growth in broad money 
was driven by the upsurge in both net domestic 
assets (NDA) and net foreign assets (NFA) of the 
banking sector, which recorded an annual growth 
of 6% and 10% at the end of June 2019, respectively 
(Figure 34). The growth in NDA was mainly on 
the account of the increase in commercial banks’ 
NDA together with the growth in NDA of MMA 
during the period. The domestic sources of broad 
money growth were contributed predominantly 
by growth in net claims on central government, 
followed by the growth in commercial banks credit 
to the private sector. Net claims on government of 
the total banking system grew significantly by 19% 
and amounted to MVR13.3 billion at the end of June 
2019, largely reflecting the 22% annual expansion 
in government securities. Meanwhile, the NDA 
of the MMA also increased during the period, 
owing to the decline in Overnight Deposit Facility 
investments made by commercial banks. Looking 
at the developments in NFA, the increase in NFA 
stemmed from the rise in NFA of commercial banks 
which fully offset the decline in NFA of the MMA. 
As such, the growth in NFA of the commercial 
banks was primarily due to the increase in foreign 
currency deposits held abroad.
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Credit to Private Sector
Credit to the private sector continued to grow and 
stood at MVR23.6 billion at the end of June 2019. 
This marked an annual growth rate of 8% (MVR1.7 
billion), albeit a slight deceleration when compared 
to December 2018. Similar to the previous year, 
credit extended to tourism, construction and 
commerce sector accounted for the highest share 
of credit over the period. Credit extended for 
tourism sector (which accounted for 37% of total 
private sector credit) registered a 7% annual 
growth, largely due to the significant rise in credit 
extended for new resort development combined 
with the credit extended to renovation of resorts, 
while credit to the construction sector rose by 13%. 
The growth in credit extended to the construction 
sector was largely driven by the growth in credit 
lent for the construction of residential housing. 
Meanwhile, a decline in credit was observed in the 
commerce sector, stemming from the fall in credit 
for wholesale and retail together with a slight 
decrease in credit extended to restaurant and cafes 
(Figure 35). In contrast, credit extended as personal 
loans recorded an annual growth of 18% at the end 
of the period, reflecting the rise in credit for credit 
cards and consumer durables.

Interest Rates
As for interest rates, the rates on both local and 
foreign currency demand deposits registered an 
annual increase at the end of June 2019, while rates 
on both local and foreign currency time deposits 
(maturity of six months to one year) decreased 
during the period. As for savings deposits, interest 
rates on local currency denominated savings 
deposits remained largely unchanged by the end of 
June 2019, while foreign currency savings deposits 
decreased over the period (Figure 36 and 37).
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With regard to private sector loans, interest rates 
on local currency denominated private sector 
loans increased during the period while the rates 
on foreign currency denominated private loans 
declined (Figure 38).

Financial Sector

Banking Sector
The banking sector remained healthy during the 
quarter, with key prudential indicators being well 
above the regulatory minimum requirements.

The capital adequacy ratios of the banking sector 
remained strong, with the total capital to risk-
weighted assets at 47% against the minimum 
requirement of 12%, on account of the significant 
portion of low risk assets in the portfolio. The 
leverage capital ratio measured by equity (Tier 
1 Capital) to net assets stood at 23% (against 
minimum requirement of 5%). 

The profitability of the banking industry remained 
strong as indicated by return on equity of 15% 
during the quarter. The pre-tax profit for the 
quarter reported a growth of 22% and is recorded 
at MVR1.3 billion compared to the same period 
a year ago. This growth is on account of increase 
in net-income from lending by 26% amounting to 
MVR247.4 million, compared to the same period a 
year ago.

Absolute value of Non-Performing Loans (NPLs) 
increased by 14% (MVR302.8 million) compared 
to the same period from a year ago mainly due 
to a few large loans going to NPL, and compared 
to previous quarter the figure increased by 5% 
(MVR119.9 million). Percentage of NPLs over total 
loans is at 10%, and banks have made loan loss 
provisions which covers 91% of the NPLs. 
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Loans continue to dominate the asset portfolio 
of the banking sectors which make up 48% of the 
asset portfolio amounting to MVR25.7 billion at the 
end of this quarter (Figure 39). The loan portfolio 
increased by 5% (MVR1.4 billion) when compared 
to same period from a year ago.

At the end of the review period, investments in 
debt securities consists 20% of the banking sectors 
gross assets, and amounting to MVR10.8 billion. 
Investment in debt securities increased by 3% 
compared to quarter ago and 19% compared to the 
same period from a year ago.

Liquid asset remain a high proportion of deposits 
and borrowings at 63%. Deposit base recorded a 
growth of 6% (MVR2.0 billion) when compared to 
the same period a year ago amounting to MVR34.7 
billion. The growth in deposits was mainly due to 
an increase in demand deposits by 3% (MVR812.5 
million) and increase in term deposits by 25% 
(MVR1.1 billion).

Finance Companies
A new finance company, SME Development 
Finance Corporation Pvt. Ltd. (SDFC), was licensed 
in Feb-19. SDFC is a specialized financial institution 
providing financing products and ancillary 
services to Micro, Small and Medium Enterprises 
and entrepreneurial start-ups. With this license, 
the number of finance companies in the Maldivian 
financial sector totals to three, including Housing 
Development Finance Corporation PLC and the 
Maldives Finance Leasing Company Pvt. Ltd. 

During H1-2019, finance companies grew in terms 
of assets and showed an annual growth of 17% 
to reach MVR2.4 billion.  Lending of the industry 
showed steady improvement of 14% when 
compared with the same period of 2018. Overall 
performance of the industry improved with 

increase in net profits, and maintaining satisfactory 
asset quality over the first six months of 2019. 

Capital strength of the finance companies is strong, 
with the total capital to risk weighted assets ratio 
being 41%, representing a comfortable level to 
absorb risks in the sector. The asset quality of finance 
companies remains satisfactory, with NPL ratio 
(NPLs to Total Loans) of 1.8% in H1-2019, a slight 
increase from 1.7% at the end of 2018.  Earnings 
are satisfactory, with the industry recorded net 
profits of MVR58.3 million, an increase of 16% 
compared to same period of 2018. This was mainly 
contributed by 18% increase of interest income and 
a fall in loan loss provisions.   

Money Remittance Companies
Currently, there are four money remittance 
businesses providing remittance services. 
Outward remittances done through the remittance 
companies remains similar in value during H1-
2019, compared with the first half of 2018, while 
inward remittances has increased by 12%.
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Outward remittance through money remittance 
companies showed a slight decrease of 0.1% and 
summed to MVR562.8 million in H1-2019. While 
the amount remitted by foreigners increased by 
3% in H1-2019 compared with the corresponding 
period of 2018, the amount remitted by Maldivians 
decreased by 3% during the referred period. 
However, outward remittances by Maldivians still 
amounted to 50% of the total outward remittances.

Most of the outward remittances were made mainly 
for family maintenance and savings. Bangladesh 
remained the most popular outward remittance 
destination representing 40% of the total outward 
remittance, a decrease from the 48% remitted to 
Bangladesh in 2018.

Inward remittance through money remittance 
companies increased by 12% compared with the 
corresponding period of 2018, and totalled MVR39.4 
million in H1-2019. Most of the inward remittances 
were received from China (representing 19% of 
the total inward remittance) and the United Arab 
Emirates (UAE) (representing 16%). 

Insurance Industry
Insurance industry recorded moderate growth 
during the first half of 2019. Gross Written Premium 
(GWP) was MVR542.5 million, an increase of 8% 
compared with the same period in 2018 (Figure 40). 
This increase in GWP was mainly due to the growth 
in fire, health and aviation Insurance classes. It is 
noteworthy that GWP is generally high during the 
first half of the year as most insurance contracts 
are renewed during this period. Fire, health and 
marine hull classes of insurance contributed to 71% 
of the GWP, with a share of 34%, 26% and 11% of 
the GWP, respectively (Figure 41). Gross claims 
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increased marginally from MVR110.2 million in the 
first half of 2018 to MVR110.6 million in the first 
half of 2019.

With regard to the retention ratio for the first half 
of 2019, it stood slightly lower at 36% of the GWP 
against 39% of GWP in the corresponding period 
of 2018 (Figure 42). While fire, aviation and marine 
insurance classes depend heavily on reinsurance, 
most of the premium generated from classes such 
as motor and health are retained by the companies.

Net Written Premiums during the first half of 
2019 totalled MVR195.5 million, while net claims 
amounted to MVR65.7 million which is an increase 
of 31% compared with the same period in 2018 
(Figure 43). Similar to GWP, net written premium 
generally remains high during the first half of the 
year. 
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Total investments of the industry stood at MVR449.7 
million at the end of June 2019. Out of the total 
investments, 38% was invested in treasury bills 
(which was a decrease of 6% when compared with 
the same period of 2018) while investment in debt 
securities accounted to 25% of total investments 
(Figure 44).

Profit of the insurance sector declined slightly 
during H1-2019 and totalled MVR82.5 million 
(Figure 45). This is mostly due to an increase in net 
claims during this period. The insurance companies 
operating in Maldives are currently retaining 30-
40 per cent of the premium underwritten, as the 
companies lack the capacity to absorb substantial 
risks. The industry received MVR53.6 million as 
reinsurance commission during this period, which 
made a significant contribution to the profits 
generated by the industry.

External Trade

Merchandise Exports
The total merchandise exports–sum of domestic 
exports and re-exports–amounted to US$205.2 
million in H1-2019, a significant growth of 29% 
(US$45.8 million) when compared with the 
preceding period of 2018 (Figure 46). This growth 
was almost entirely attributed to the increase in 
re-exports which posted an annual growth of 68% 
during H1-2019. As re-exports mainly comprise 
the jet fuel sold to airlines at international airports, 
the growth in re-exports largely reflected the 
considerable growth in jet fuel sold to international 
carriers during the first half of 2019.

As for domestic exports, a marginal growth of 1% 
(US$0.7 million) was observed in H1-2019 which 
broadly mirrored the minimal growth in fish exports 
during the period. This was due to the significant 
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drop in earnings from frozen skipjack tuna by 16% 
(US$5.4 million) and fresh or chilled yellowfin tuna 
by 5% (US$1.3 million) which largely curbed the 
increase in earnings from canned or pouched tuna 
by 26% (US$4.6 million) and frozen yellowfin tuna 
by 49% (US$3.5 million). The decrease in earnings 
from frozen skipjack tuna reflected the decline 
in the volume of such exports, coupled with the 
annual decrease in skipjack tuna prices in the 
international market9. As for the decline in fresh 
or chilled yellowfin tuna earnings, this was largely 
contributed by the fall in yellowfin tuna prices in 
the international market10, despite the increase in 
the volume of such exports during the first half of 
the year. Meanwhile, the increase in earnings from 
frozen yellowfin tuna can be largely attributed to 
the growth in the volume of such exports during 
the period (Figure 47).

Asia and Europe remained the two major 
continental destinations of exports, accounting 
for 51% and 38% of domestic exports in H1-2019, 
respectively. Thailand continued to be the main 
export market and accounted for 38% of domestic 
exports, followed by Germany (14%) (Figure 48).

Merchandise Imports
Total merchandise imports posted a marginal 
decline of 2% (US$32.6 million) in annual terms 
and totalled US$1.4 billion during H1-2019. This 
decline was largely contributed by the significant 
fall in import value of construction-related items 
(wood; metal; cement and aggregates; and other 
construction related items) by 19% (US$66.5 million) 
(Figure 49). The decline in imports of construction-
related items broadly mirrors the conclusion of 

9Skipjack prices are based on Bangkok frozen market prices.
10According to the European Price Report for June 2019, 
published by the Food and Agriculture Organization of the 
United Nations. 
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several large public infrastructure projects coupled 
with the moderate fall in global commodity prices 
during the first half of 2019. In addition, imports 
of machinery and mechanical appliances dropped 
by 39% (US$58.2 million) and contributed to the 
decline in total merchandise imports in H1-2019. 
As for other imports, plastics and articles of plastic 
posted a noticeable decline during the period.

However, the decline in total merchandise imports 
was curbed to an extent by the growth in import 
expenditure on various import categories in H1-
2019. Accordingly, imports of furniture, fixtures 
and fittings increased by 57% (US$28.3 million) 
when compared with the first half of the preceding 
year, followed by the growth in import of food 
items, which posted a growth of 11% (US$27.3 
million). Meanwhile, despite the annual decline in 
global oil prices in H1-2019, import expenditure 
on petroleum products grew by 10% (US$22.2 
million). This growth was broadly contributed by 
the growth in import of diesel (marine gas oil). 
Additionally, imports of transport equipment and 
parts increased by 17% (US$14.0 million) during 
H1-2019.

As for the direction of trade of imports, Asia 
remained as the major continental source of 
imports, accounting for 81% of total merchandise 
imports in H1-2019. Meanwhile, imports from 
Europe accounted for 13% of total merchandise 
imports. UAE was the main import market and 
accounted for 20% of total merchandise imports, 
while China was the second largest import market 
(16%) in the first half of 2019 (Figure 50).
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Gross International Reserves
Gross International Reserves (GIR)11 stood at 
US$677.4 million at the end of June 2019, an annual 
decline of 7% (Figure 51). This was a decline of 5% 
when compared with the end of 2018. GIR trended 
upwards during the start of the year and peaked 
at US$938.6 million in February 2019 before the 
growth slowed down and began to decline from 
May 2019 onwards. The annual decline in GIR 
stemmed mainly from the fall in commercial banks’ 
foreign currency deposits held at the MMA.

11GIR comprises of foreign currency deposits of the MMA and 
the government, commercial banks’ US dollar reserve accounts 
and Maldives’ reserve position at the IMF.
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Outlook
Based on the performance of the economy during the first six months of 2019, real GDP growth for 2019 is 
expected to remain more or less at the same levels as 2018 on the back of strong tourism sector growth–in turn 
boosting the growth of related sectors such as transport, communication and also wholesale and retail trade. 
Growth of the tourism sector is to be driven by better than expected growth in arrivals from emerging markets, 
in particular India, and the major European source markets, mirroring improved air connectivity and capacity 
expansion stemming from opening of new resorts. Meanwhile, construction sector growth is now expected 
to slow markedly in 2019 largely due to the sharp fall in public sector infrastructure projects reflecting the 
completion of major public infrastructure projects in 2018, namely the China-Maldives Friendship Bridge 
project, runway development project of Velana International Airport and the Dharumavantha Hospital project. 

Following low and stable rates of inflation throughout 2018, further downward pressure on inflation was 
anticipated in 2019 with the new domestic policy developments in 2019, such as the harmonisation of staple 
food prices12 and electricity tariff rates13 throughout the country; and the provision of a fuel discount on 
electricity tariff rates14. However, the effects of these policy changes on inflation have been observed to be 
minimal. Hence, with the dissipation of base effects from past changes to administered prices, a positive 
and moderate rate of inflation is now expected for the year 2019, mirroring mainly the moderation in global 
commodity prices outlook. 

With regard to government finances, according to the budget for 2019 approved by the People’s Majlis in 
November 2018, the overall fiscal deficit is projected to decline to 4.4% of GDP in 2019, down from 4.7% in 
2018. However, under the supplementary budget for the year, approved by the People’s Majlis on 27 August 
2019, in order to increase expenditure by an additional 1.7 billion, the fiscal deficit is now projected to increase 
by around 1.1% percentage points of GDP to 5.6% in 2019. With the increase in expenditure to be mainly 
financed by the domestic market, the public debt is projected to increase to 61.6 % of GDP at the end of 2019. 

On the external front, according to estimates made in April 2019 the current account deficit is projected to 
narrow to 21% of GDP in 2019, largely reflecting the slowdown in import growth mirroring the winding 
down of key public infrastructure projects and the decline in global oil prices, along with the strong growth 
in tourism receipts. The current account deficit is to be financed mainly from higher debt inflows and Foreign 
Direct Investments. Reflecting these developments, GIR is projected to remain at moderate levels in 2019. 

12The government subsidizes the cost of transporting staple food items to all other inhabited islands, ensuring the price remains the same 
as the Greater Male’ region.
13Electricity tariff rates charged for all bands above 400 units, for domestic consumers was equalised between the Greater Male’ region 
and all other inhabited islands.
14Fuel discount of MVR0.12 per unit is given to all categories of electricity tariff rates, from March 2019 onwards.
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Risks to Outlook
The overall risks to growth outlook will largely depend on the anticipated developments in the tourism sector 
which is the key driver of economic growth, offsetting a sharper than expected slowdown to construction 
sector growth. Risks to the tourism outlook are now tilted to the upside due to stronger than expected growth 
in arrivals, mainly from India. 

With regard to risks to inflation outlook, any new domestic policy developments may add to the forecast 
uncertainty. Meanwhile, external risks to inflation outlook are modest, as crude oil prices are expected to 
decline during the year and global food prices are expected to grow modestly. 
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Abstract
This paper is motivated on analysing one of the main determinants of money supply in Maldives – private 
sector credit growth. Using quarterly time series data from the Q1-2010 till the Q2-2018, an Ordinary Least 
Squares (OLS) regression was conducted to identify the significant factors influencing the private sector credit 
growth in Maldives. Results indicate that the theoretical propositions on the factors determining private sector 
credit growth hold in the context of Maldives. In particular, the availability of necessary funds; both local 
and foreign currency, allows commercial banks to increase their lending to the general public. Moreover, the 
investigation also illustrates the degree to which the central bank can influence private sector credit through 
various policy tools; tightening of policy can hinder the lending capacity of commercial banks. 

Introduction
The key objectives of Maldives Monetary Authority (MMA) are, to achieve price stability within the local 
economy, and, to maintain the foreign exchange reserves of Maldives at an adequate level. To achieve this 
objective, one of the operational targets of MMA is to manage the liquidity position of the banking system. 
This liquidity of the banking system, which primarily consists of commercial banks balances (excess reserves 
together with the minimum reserve requirements (MRR)) at the central bank, and bank notes, is determined on 
the basis of the supply and demand for the central bank money1. As such, it is crucial to identify and determine 
the underlying factors affecting the money supply of Maldives to maintain the domestic money supply at 
a level which does not exert additional pressure on the exchange rate and in turn the domestic inflation of 
Maldives. The components which affect the money supply in general are currency or cash outside depository 
corporations, deposits held in depository corporations, debt securities, and money market fund shares.

While changes to money supply can be attributed to observed changes in the aforementioned components, 
a thorough analysis on the underlying factors affecting these components is important to formulate policies 
to maintain the exchange rate at the desired target. As such, this paper will focus on understanding one of 
the main determinants of money supply; the effect of private sector credit on changes in money supply in 
Maldives. 

The rest of the paper is structured as follows. Section 2 will briefly explain the theoretical aspects of the main 
determinants of money supply, as well as, private sector lending, while section 3 will describe the models 

1https://www.suomenpankki.fi/en/monetary-policy/implementation-of-monetary-policy/liquidity-of-the-banking-system/
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utilised for the investigation. Section 4 will present the results obtained from the analysis. Lastly, section 5 will 
provide the conclusion and the policy recommendations based on these results. 

Theory
Money supply is defined to be the entire stock of currency and other liquid instruments circulating in a 
country’s economy as of a particular time. While there are various types of monetary aggregates, money 
supply is generally classified as either narrow money or broad money. For instance, narrow money consists 
of coins, notes in circulation, and other money equivalents that can be converted easily into cash while broad 
money is defined as the sum of narrow money, short term time deposits and/or long-term deposits. Since 
broad money is considered to be the most inclusive method of calculating a country’s money supply, most 
central banks focus on monitoring and managing the broad money in the economy. 

However, analysing the factors affecting the money supply in a country requires examining the underlying 
counterparts of the aforementioned components. This is because the impact of policies formulated by the 
central government and the central bank, affect counterparts more directly than the components. Hence 
understanding the behaviour of these counterparts will shed light on how to develop policies, to maintain 
the money supply at the optimal level. The counterparts of money supply can be broadly classified into two 
categories2:

a.   Net foreign assets

b.   Net domestic claims

Monthly and quarterly analysis of the monetary data of Maldives indicate, the majority of the money supply 
(M2) is composed of net domestic claims. For instance, net domestic claims account for an average (from Q4-
2002 to Q2-2018) of 74% of total M2 in the local economy. Key factors which affect the net domestic claims are, 
the amount of credit supplied by the commercial banks to the private sector, and the issuances of Treasury 
bills (T-bills), Treasury Bonds (T-bonds) and loans by the central government. As such, McLeay et al (2014) 
emphasizes on the significance of loans provided by commercial banks on determining the level of money 
supply in the modern economy. Given the importance of private sector credit in determining the changes in 
money supply, the focus of this paper will be evaluating the fundamental determinants of private sector credit, 
including the impact of various policy tools of MMA. 

Analysing the evolution of private sector credit in Maldives from Q1-2005 till Q2-2018 (Figure 1) indicates that 
growth in credit extension to the private sector peaked before the financial crisis – culminating at 64% in Q2-
2007. The examination also illustrates the profound impact of the global financial crisis of 2008/2009; private 
lending decelerated between Q3-2009 till Q4-2010. Following an extensive period of stagnated growth, credit 
to the private sector has been experiencing a burgeoning trend since Q4-2015. This increase in growth may 

2Per the International Monetary Fund’s guideline; “Monetary and Financial Statistics Manual and Compilation Guide”, 2018
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be attributed to the reduction in MRR brought about in August 2015, which could have led to an increase in 
the funds available for lending. Given the substantial growth the Maldivian economy has been experiencing, 
coupled with the constantly evolving financial sector of Maldives, this steady growth in credit lend to the 
private sector could be present in the near future. 

Historically, increases in money supply has been directly tied with an increase in credit extension to private 
sector (Figure 2). Only 8% of the analysed sample consists of times at which a positive change in private sector 
credit is not associated with a positive change in money supply (highlighted periods in Figure 2). 
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Given this linkage between private sector credit and M2 change in Maldives, analysing the variables impacting 
the credit expansion will be crucial to understand the changes in the domestic money supply. Based on theory 
(Stepanyan and Guo, 2011), the variables impacting private sector lending can be characterised as either supply 
side determinants or demand side determinants. Following is a brief description of the main determinants of 
credit expansion:

a.     Deposits: One of the classical theories of money creation is - money is created as a result of commercial 
banks using deposits for their lending purposes. However, the extent to which commercial banks can 
use the deposit funds are restricted, mainly due to prudential regulations. As the deposit base of the 
commercial banks increase, more funds can be utilised to provide credit to the private sector.  

b.   Foreign Liabilities: Similar to the deposits, foreign liabilities are an alternative source of funding 
for commercial banks to support their lending behaviour. The magnitude and the proportion of 
foreign liabilities or deposits to be used as funds to extend credit, depends on the commercial banks 
strategies, as well as, on the stringent banking regulations set by the central bank. In general, when 
foreign liabilities increase, it may result in more lending to the private sector. 

c.    Economic growth and income: The economic growth illustrates the overall health of the economy. 
As income level in a country increases, the demand for credit will increase as citizens have a higher 
borrowing capacity with better collateral value and better ability to repay.

d.    Inflation: Nominal credit will be affected by the domestic price level; an inflationary episode will in 
general deteriorate the value of nominal credit.

e.     Non-performing loans (NPLs): As the number of NPLs increase, the commercial banks will be limited 
in their ability to cater to the credit demand of individuals and businesses. As per the latest (January 
2019) Bank Credit Survey conducted by the MMA, banks alluded to the high rate of NPLs as the main 
reason for tightening of credit terms. 

f.    Regulatory requirements (MRR): As regulatory requirements become more stringent; if the banks 
are required to deposit a higher proportion of their deposits as MRR, it will decrease the banks 
willingness and ability to lend. 

g.   Exchange Rate: Appreciation or depreciation of the domestic currency against foreign currencies, 
may influence the investment or portfolio strategies of commercial banks. For instance, a potential 
appreciation of dollar may result in commercial banks investing in foreign (non-resident) assets 
rather than increase their domestic lending to the private sector. 

h.  Investment in domestic assets and foreign assets: Given the diversified portfolio of commercial 
banks, the substitutable investment options will have a significant effect on the amount of lending 
to private sector. For instance, domestic investments; investments in T-bills or T-bonds of the central 
government, will have a negative impact on the credit provided to the private sector.  
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Model
Given the main aim of this paper is to identify the significance of the aforementioned variables in determining 
the growth3 of private sector credit, we estimate the following baseline quarterly model from Q1-20104 to Q2-
2018, based on the methodology used by Stepanyan and Guo (2011). 

where 

•	 β1: measures the impact of total deposit growth excluding the deposits of non-residents5. The variable 
is weighted by the share of deposits in total credit to private sector four quarters ago, to account for 
changes in bank strategies in determining the main sources of funding for their lending behaviour.

•	 β2: measures the impact of total foreign liabilities growth. The variable is weighted by the share of 
liabilities to non-residents in total credit to private sector four quarters ago, to account for changes in 
bank strategies in determining the main sources of funding for their lending behaviour.

•	 β3:  measures the impact of economic (Gross domestic product (GDP)) growth,

•	 β4: measures the effect of growth in NPLs,

•	 β5: measures the impact of domestic inflation

•	 β6: measures the effect of changes in MRR ratio,

•	 β7: measures the effect of changes in exchange rate.

While the economic growth variable was lagged to account for the endogeneity bias (Stepanyan and Guo, 
2011) which arises when credit growth and economic growth of the same period is used, NPL variable was 
also lagged to account for the timing of events, i.e. banks will decrease their lending behaviour, once they 
realise the extent of NPLs. 

3Unless otherwise specified, all growth rates are year-on-year growth rates.
4The starting point of the estimation sample was chosen to exclude the impact of large shock events such as the Global Financial Crisis of 
2008.
5The deposits of non-residents were excluded as they were already incorporated into the total foreign liabilities of commercial banks. 
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Given the lack of variation in the exchange rate before the devaluation of MVR in April 2011, and the low 
volatility in exchange rate afterwards, the analysis considered a dummy variable – to account for the base 
effect persisting within one year, following the devaluation. Hence this dummy variable (Devaluation) will be 
equal to one between Q2-2011 and Q1-2012, while it will be zero otherwise. 

Given the variety of investment options available for commercial banks, the substitutability of portfolio 
choices will have an impact on the extent to which commercial banks provide credit to the private sector. To 
account for this substitutability, the aforementioned baseline model is augmented by including two alternative 
investment options; total domestic investments excluding private sector credit, and total foreign investments. 
This is a major innovation to the model prescribed by Stepanyan and Guo (2011). The augmented model is 
presented below.

where 

•	 β8: measures the impact of growth in investments in substitutable local investment options such as 
T-Bills and T-Bonds issued by the central government. 

•	 Β9: measures the impact of growth in investments in substitutable foreign investment options such as 
purchase of non-residential assets. 

Furthermore, given the non-stationarity of most macroeconomic variables, all the variables were initially tested 
for unit roots. This study employs the Augmented Dickey Fuller (ADF) unit root test and Table 1 illustrates the 
results of these stationary tests on the aforementioned variables. 
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Table 1: Augmented Dickey Fuller (ADF) Unit Root Test Results

Since almost all variables used are in year-on-year growth rates, the results from the unit root tests are as 
anticipated; all growth variables are stationary. Hence, we can proceed with our estimation procedure of the 
models mentioned above. 

In addition to the baseline and augmented models, a number of variant models were estimated as robustness 
checks. These include, replacing the Devaluation dummy variable by the change6 in nominal exchange rate, 
inclusion of the change in weighted interest rates of loans and advances (both foreign and local currency 
denominated) and, replacing the NPL variable by the growth of provision for loans. The results of these 
estimations will be discussed in the next section.

6As the Maldivian economy is highly reliant on imports, any sudden changes to the exchange rate will have an immediate and profound 
impact on the inflation, evident by the inflationary episode experienced in the local economy following the devaluation of Rufiyaa in April 
2011.
7Unless otherwise specified, all changes are four quarter differences.

7
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Results
Table 2 presents the results from the baseline specification and the augmented specification, indicating 
relationships between the dependent variable and the independent variables as identified by the theory.

Table 2: Results for Baseline Specification and Augmented Model Regressions 

The baseline specification illustrates the importance of MRR ratio in determining the growth in private sector 
credit; implying the policy tool of MRR has the desired economic impact. A unit increase in MRR ratio is 
associated with a significant (at all significance levels) -0.748 unit change in the growth rate of private sector 
credit; a negative relationship. In addition to the MRR ratio, the Devaluation dummy is positive and also 
highly significant, indicating how the devaluation episode resulted in an increase in the growth of private 
sector lending from commercial banks. Apart from the MRR ratio, Devaluation dummy and inflation, the other 
economic variable are individually insignificant in their explanatory power (though the model specification 
is significant), indicating the presence of possible omitted variables bias. The augmented model accounts for 
this misspecification by the inclusion of substitutable portfolio options for private sector credit; other domestic 
investments and foreign investments. 
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Results from the augmented model shows a marked improvement in explanatory power compared to the 
baseline specification. Although, MRR ratio loses its significance, the Devaluation Dummy is still positive and 
significant. Contrasting to the previous results, the augmented model illustrates the importance of funding 
sources in determining the growth rate of private sector credit. For instance, both the deposit growth rate 
and the foreign liabilities growth rate have a positive and significant (at 5% significance level) impact on the 
growth rate of private sector lending of commercial banks. Furthermore, while private sector credit remains 
part of the domestic investment portfolio of commercial banks, the alternative investment choices in the 
domestic market seem to have a negative impact on the growth of credit to private sector; as indicated by 
theory given its substitutability; banks prioritise options which are more profitable and riskless. The next 
alternative investment option – foreign investments – is also negatively correlated with private sector credit 
growth, though it is not significant. 

One striking result from both the baseline and augmented specification is the insignificance of the growth 
in NPLs, as well as, the estimated sign; positive. Despite, theory (McGuire and Tarashev, 2008)), illustrating 
how a less healthy banking sector supplies less credit to the private sector, and commercial banks of Maldives 
indicating the significance of NPLs in determining their lending behaviour, the estimation points to an 
opposite linkage between NPLs and private sector credit. However, this maybe a result driven by the usage of 
NPLs which is a stock variable, hence robustness checks replaced this variable by the Provisions of Loans by 
commercial banks. 

As auspicious economic conditions facilitate a boom in private sector credit, the estimations also find a 
positive impact of lagged real economic growth on private sector credit growth. In spite of the correct sign, the 
estimated coefficients are insignificant in both the estimations. In both the baseline and augmented models, the 
coefficient of inflation indicates a significant negative linkage between price level and nominal credit growth. 
This indicates how an inflationary episode may deteriorate the nominal value of credit available for the private 
sector.

To factor in for other factors which could determine the growth rate of private sector credit, as well as, to check 
alternative variables for the ones estimated in the baseline and augmented scenario, different models were 
estimated. These alternative models include, replacement of the Devaluation dummy variable by the change 
in exchange rates, replacement of the NPLs variable by growth rates of loan provisions, and examining the 
impact of loan interest rates. Higher interest rates may dissuade the private sector from demanding for credit, 
as this will increase the cost of borrowing. Nevertheless, the interest rate channel might be less significant in 
the context of Maldives, given the inelastic demand for private sector credit. The results from these alternative 
specifications are illustrated in Table 3. 
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Table 3: Results for Alternative Specifications 

In the first alternative specification, the NPL variable was replaced by the flow variable; the growth in the 
provisions for loans by commercial banks. Despite the replacement, the coefficient for this variable is still 
insignificant and is also positive in direction. 

The second different scenario examines the interest rate as a determinant of private sector credit growth. 
While the estimated coefficient indicates the presence of a negative relationship between interest rates and 
the lending behaviour of commercial banks, this coefficient is not significant. Furthermore, the inclusion of 
weighted interest rates of loans, results in the coefficient of NPLs to become significant whilst it is positive, 
contradicting the academia with regards to behaviour of NPLs and private sector credit. 
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The third alternative model, investigates the replacement of Devaluation dummy by changes in exchange 
rates – an increase in exchange rate in this study denotes a depreciation of domestic currency. While the sign 
of this coefficient is positive, indicating a depreciation of domestic currency leads to an increase in the credit 
growth of private sector, the coefficient is not significant. Moreover, similar to the alternative scenario 2, the 
NPL variable becomes positive and significant in this specification. However, unlike other estimations, the 
economic growth variable has a significant impact on the private sector credit growth; a unit increase in the 
growth in real GDP last quarter results in a 0.325 unit increase in the growth in private sector credit. 

The last two alternative specifications tests different combinations of robustness checks. The first case replaces 
NPLs by provisions for loans by commercial banks and replaces the Devaluation dummy by the change in 
exchange rates. Contrasting to the other specifications, the coefficient of provisions for loans is negative, 
pointing towards a more theoretical linkage between loan losses and private sector lending. However, this 
variable is not significant. 

Lastly, in alternative specification 5, the change in interest rates is added to the model estimated in equation 
4, for completion and does not produce strikingly different results from the previous specifications. While the 
substitute domestic investments, provisions for loans, and MRR ratio is negatively (insignificantly) correlated 
with the dependent variable, the funding sources; deposits and foreign liabilities, together with inflation are 
positively (significantly) correlated with private sector credit growth. 

All in all, the different specifications estimated illustrates the main determinants of private sector credit to 
be the funding sources for commercial banks. Both deposits and foreign liabilities as funding sources are 
essential for commercial banks to increase their lending to the private sector. Interest rate channel does not 
have as significant impact as intuition suggests, and this might be a result stemming from the characteristics 
of the market for credit which is inelastic. While the MRR ratio was significant in the baseline specification, 
the alternative scenarios illustrate an insignificant coefficient for this variable. One potential reason for this 
decrease in significance might be multicollinearity between MRR ratio, and investments in substitute domestic 
instruments; the available funds resulting from a decrease in MRR might be invested in risk-free assets. Despite 
the multicollinearity, the coefficient of MRR is still negative indicating an inverse relationship between credit 
growth and policy tool of MRR, as theory implies. A similar argument can be proposed for the insignificance 
of NPLs or provisions for loans; an increase in losses may result in commercial banks to divert their funds 
to risk-free assets such as government securities. As this study has included the variable substitute domestic 
investments which comprises of investments in government securities, multicollinearity could be a potential 
issue in the alternative specifications. This partially explains the insignificant coefficient for NPLs. Furthermore, 
estimation also indicates, the availability of alternative portfolio options will encourage commercial banks to 
invest in the most profitable and/or less risky options. 
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Conclusion and Recommendations 
Analysis conducted to understand the underlying factors influencing the private sector credit growth, 
illustrates the existence of theoretically assumed linkages between the dependent variable; private sector 
claims and independent variables such as funding sources, and alternative investment options. 

While private sector credit depends positively on the domestic economic conditions, the extent of various 
financing available for commercial banks (deposits and foreign liabilities), it is inversely related to other 
sources of portfolio investments available for commercial banks and MRR of MMA. Despite establishing these 
linkages, the most significant component impacting the willingness of commercial banks to lend to private 
sector is the magnitude of funding available for the these banks. Nevertheless, this investigation provides 
valuable insights for policy makers with regards to the channels via which they can influence the money 
supply. For instance, estimation indicates how stringent reserve requirements may discourage banks from 
lending to the private sector. Furthermore, the analysis also indicates the lack of stimulus originating from 
changes to interest rates in determining private sector credit due to the inelastic demand for credit in the 
market.  

This paper should be viewed as an initial step towards understanding the determinants of money supply in 
Maldives. Though the analysis conducted in this paper highlights the significant channels affecting private 
sector credit growth, the analysis could be further strengthened by considering the dynamic nature of private 
sector credit and the endogeneity between the dependent variable and independent variables such as economic 
growth – exploring vector autoregression (VARs). 

Subsequent studies can be focused on analysing the impact of currency in circulation in Maldives, as well as on 
understanding the determinants of fiscal deficit which also influences the domestic money supply. In addition, 
understanding the role of money supply in determining the local inflation level, as well as, estimating the 
optimal level of money supply for the effective development of the local economy should also be considered 
in future potential research. 
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