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the Global Financial and Economic Crisis on 

the Domestic Banking System1

1 This article is prepared by Hossein Jalilian and 

Glenda Reyes contains excerpts from the draft report 

prepared for the Overseas Development Institute’s 

Global Financial Series Discussion Papers. The 

and substantiate assessments of the impact of the 

crisis on the banking system.

consultations.
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Introduction

expected to experience one of the steepest 

round effects of the shock due to its lack 

the domestic banking system eventually 

real economy soured and global liquidity and credit Impact on Domestic Banking System

underpinned the clear tightening in broad money 

improvements have been tracked in the past months 

The National Bank of Cambodia, main regulator for the banking sector
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percent in August 2009 (Figure 1).

problematic loans (Jalilian et al.

11 percentage points over the same period (National 

become evident as banks confronted heightened 

liquidity and credit risks. About 70 percent back 

later (Figure 1). Some major foreign currency 

infusions of emergency funds from overseas parent 

reliant on foreign capital.2

prompting assessments that the liquidity threat had 

year on year rose to 11 percent by August. Liquidity 

overturn the situation (stakeholder consultations). 

has not yet dissipated although sentiments vary as 

to the gravity of such risks. Private sector credit 

month of the second quarter of 2008 and remained 

year.

on the back of some problems that the National Bank 

to help shield the domestic banking system from 

(NPL) in total loans rose to 5.9 percent by August 

considering the past rapid expansion of credit. 

Figure 1: Broad Money Growth 
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2 Foreign capital constituted about 67 percent of the 
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according to its earlier toughened regulation on 

consultations).

The portfolio share of bank lending to real estate 

to the domestic real estate bust and the pinch of the 

not be completely accurate because part of personal 

construction and real estate development in the 

continue to mask NPL problems.4 The NPL ratio is 

expected to reach 10 percent at the maximum by 

the end of this year (Phnom Penh Post, 27 August 

2009).

to a mere 4 percent by August 2009. Bank lending 

to the real estate sector in particular dropped to 

6.4 percent in the same month from 7.6 percent a 

prudential indicators such as the liquidity ratio 

cited above and capital adequacy ratio suggestthat 

the banking system may have adequate cushion to 

cover potential credit and other risks. 

Not only commercial and specialised banks but 

appearing unperturbed earlier on. Due to their 

proximity to rural clients and extension of loans to 

small and medium enterprises and the agricultural 

Figure 2: Bank Prudential Ratios* (%)
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*

total assets) indicates the bank’s ability to cover any potential loss. The debt to total assets ratio indicates the share 

proportion of bank loans that are unpaid or close to being unpaid.

Provisioning in Banking and Financial Institutions  

to the expansion of the banking sector in 2008 

return on assets dropped from 2.88 percent to 0.82 

be occurring. Some very problematic loans may be 

amortisation payments. This practice may only postpone 

the problem for those banks implementing it. 
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over the years although the sector remains small 

compared to the commercial banking system 

(Jalilian et al.

nonetheless experienced greater strain as the crisis 

deepened. The sector is heavily reliant on foreign 

capital5 and eventually felt the effects of the global 

and augmenting the burden on their clients as 

2009).

impact of the crisis. Their NPL ratio climbed to 2.7 

percent in August 2009 from 0.4 percent at the end 

Part of the increase is also attributable to the loan 

adequacy ratios also climbed from 20.4 percent 

stakeholder consultations).

a possibility that the impact on the banking sector 

Policy Responses 

sector can be credited for the country’s immunity to 

underdevelopment also acted as a constraint on the 

the central bank to do more has been restrained by 

regulatory constraints are other important factors in 

this context. 

Figure 3: Bank Lending Shares (% of total loans)
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off in the past decade and the underdevelopment of 

the central bank’s ability to act as lender of last 

of macroeconomic stability emerging from the 

the seignorage loss

greater liquidity and solvency risks associated 

monetary institutions are also facing credibility 

dollarisation’s role as commitment device (see for 

et al. 1999).

crisis coming on the heels of exceptionally high 

slashed the reserve requirement from 16 percent 

to 12 percent to inject more liquidity into the 

system. It removed the cap on real estate lending 

to stem the effects of the bubble burst. It created an 

overdraft facility (though backed by a limited initial 

shortages. It issued a tougher regulation on asset 

accurately the NPL situation and ensure that banks 

are in a better position to cover potential losses. 

It toughened regulation on reporting of major 

exposures to better assess credit risk concentration. 

et al. 

index.asp).

further steps should be taken. Potential loopholes 

on NPL monitoring must be sealed because misled 

shock or avoid the system itself being the source of 

and limited credit information sharing (Pak et al.

the pros and cons of possible remedies and the 

given the resources available to it (stakeholder 

consultations).

lacks equity markets. While this shielded the 

country from some major direct and contagion 

the generation of additional funds for stimulating 

the sour economy and stale bank balance sheets. 

While the exploration of this topic is also beyond 

2001–2010 and Financial Sector Development 

and regulations and establishment of the Securities 

for the successful operation of a bourse are still 

missing. A basic aim of capital market development 
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intermediaries.

Outlook and Risks

concerns remain about the robustness of the 

external risks such as a potential global double dip 
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