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Monetary Policy and Financial Stability Statement August, 2010
EXECUTIVE SUMMARY

During the current Year 2010, Rwandan economy is evolving in a better
international and national economic and financial environment compared to 2009.
The recovery in the world economy is continuing to expand significantly, driven
by developed and emerging economies, as well as developing countries. Rwanda is
benefiting from this favorable environment in terms of external trade and capital
inflows.

Rwanda’s economic recovery during the firs t half of the current year has been
marked by good performance in all production sectors and considering the
improving dynamism in economic activities, the 2010 outlook could lead to a real
GDP growth in range of 7-10% against 6. 0% recorded in 2009. Indeed, in
agriculture sector, the performance record ed during the last 2 y ears main tained
momentum during this year 2010, achieving 8.2% increase in volume of foodstuffs
production. As shown by the Composite Indi cator of Economic Activities (CIEA)
and the total turnovers registered by large companies in the industry and service
sectors w hich are two key indicators of economic performance, non agricultural
economic activities also performed we 1l during the first half of 2010, showing a
significant recovery from the 2009 low perfo rmance. The Composite Indicator of
Economic Activity (CIEA) increased on  annual basis by 9.2% in June 2010,
against 3% in March 2010 and -0.7% in December 2009 while the total turnovers
registered by companies in the industry and service sectors rose by 20.9% on
annual basis during the first half of 2010.

In addition to good performance of agriculture production, significant
improvement in banking system liqu 1dity con ditions and regained confidence in
business activities constitute the ma jor factors of overall econo  mic reco very.
Furthermore, the business climate has been stimulated by continuing low and quite
stable inflation as well as a relative ly stable RWF, despite a slight depreciation
recorded against USD during the second quarter.

On money supply, after a declining trend  during the first quarter of the current
year, a rapid recovery during the second quarter has been recorded in Broad
Money, following important improvement  in net foreign assets and credit to
private sector. The volume of new authori zed loans by banks in first half of 2010
amounted to RWF 121.9 billions, representing an increase of 45.5% compare d
with the same period of 2009 where an amount of RFW 83.8 billion was
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authorized. The outstanding credit to privat e sector show s a moderate increase of
3.9% against 6.7% projected, reflecting simultaneous efforts by banks to recover
non performing loans distributed before e nd 2009. Overall, a current increase in
monetary aggregates remains moderate, giving room for further credit expansion
for the second half of 2010.

To this end, the Central Bank has b een conducting an accommodating monetary
policy, by reducing its policy rate from 7.5% in force during the first quarter 2010
to 7% for the second, and keeping it unchanged for the third quarter. This policy
rate maintains the cost of fu nds for b anks at re asonable level, while keepin g the
banking system interest rates positive in r eal terms and thus, stimulates domestic
saving mobilization.

Financial Sector soundness has been si  gnificantly improved as well, from the
liquidity crunch and tightened credits conditions experienced in 2009. The
consolidated balance sheet of the banking industry expanded by 8.3% during the
first half of the year 2010 compared to the same period of 2009. As of June 2010
net loans and advances of commercial banks recorded 5.7 % of growth over the
year to June 2010.

Commercial banks registered an increase of 8.7% in deposits base from 425.4
billion RWF in D ecember 2009 to 462.7  billion RWF in June 2010. After a
decrease during the first quarter of year 2009, deposits, being the dominant sources
of financing the banks’ assets, grew ¢ ontinuously since April 2010 indicating
public confidence in the banking sector. During the first semester of 2010, stress
testing showed a resilience of banks’ capital to shocks in terms of increase in
NPLs. NPL stood at 12.2% at end June 2010 compared to 13.1% in D ecember
2009. The net NPL ratio stood at 10.4% if the interest in suspense is not taken into
account.

With regard to microfinance sector, efforts have been focused on overcoming
financial exclusion due to various barriers as evidenced by Rwanda Finscope 2008
survey. Licensing new MFIs, off-site surv eillance and on-site examinations have
been performed on ongoing basis. Considering the consolidated financial position
of MFIs, total assets in the sector increased by 13.2% from December 31, 2009 to
June 30™, 2010 while equity has increased by 16.3%. Gross loans and deposits
increased by 22.1% and 15.2%, respectively. However, the performance of saving
and credit cooperatives has been very poor and the trend of non performing loans
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within this category of microfinance institutions is very worrying and requires a
Government intervention to rebuild the credit culture.

In line with Government strategy to increase access to financial services while
boosting domestic saving mobilisation, ~ Umurenge SACCO Program is being
implemented as planned. The first step of licensing has been completed where 416
SACCOs created in all sectors are author 1zed to open accounts for their members
to receive deposits and withdraw funds when necessary. The full licensing process
which will allow these SACCOs to distribute  credits is on-goin g. It requires to
produce a clear business plan and operational procedures to manage credit risk.
We do expect this second step of licensing to be completed in the next 6 months.

Regarding the Capital Market Developmen t, a number of achievements have been
registered during the first half of 2010. Those include legal framework, capacity
Building, securitie s Listed on ROTC, capital Marke t Incentiv es and regional
Integration. The Rwanda Diaspora Mutu al Fund was licensed and launched in
December 2009. Of recent, a number of Rw andese in the Diaspora has expressed
their desire to invest in the Government Securities. Process is underway to
facilitate them participate in the Octobe r 2010 Bond issuance. It is expected that
the number of securities traded to the RO TC market will increase before end 2010,
including listing of Government shares in BRALIRWA.

Given that an efficient and smooth operating national payment system is a
necessary precondition for business development and economic growth, in 2010,
BNR and stakeholders continued to work on the payment system modernization
program to ensure that payment systems are efficient and reliable. This program
involves introduction of new payment inst ruments, mechanisms (systems) and
improving the legal environment. Concerted effort was put in laying a robust legal
framework so as to raise public co nfidence in Payme nt Syste ms. The BNR
together with the World Bank carried out an assessment of the present legal
framework with a view to identify ing all the gaps and be able to work towards
filling them in order to have a holistic legal framework that can support modern
payment systems.

Concerning the retail payment systems, the banks continued to issue payment
cards and using SIMTEL as a common platform ensures that the infrastructure is
interoperable. On the other hand, SIMTEL started to issue to banks a proprietary
card, which is personalised at SIMTEL and delivered to banks in not more than 48
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hours. The year 2010, also saw several initiatives in mobile payments and
remittances companies bein g license d. MT N Rwanda has been fully licensed to
operate the “MTN Mobile Money” service as a mobile payment service. In the
three months that MTN money has been in operation, there are 133 337
subscribers, and about 2 500 transactions per day.

The National Bank of Rwanda will continue to participate and play a leading role
in all ac tivities related to the establishment of the East African Mo netary Union.
These include the negotiation of the Mone  tary Union Protocol expected to be
signed by 2012 as well as different priori ty activities identified by the last MAC
that would be undertaken in the transition to East African Monetary Union
(EAMU).
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I. OVERVIEW OF ECONOMIC ENVIRONMENT IN 2010

.1 INTERNATIONAL ECONOMY
1.1.1 Economic growth

The recovery in the world economy which started w  ith the third quarter 2009
continued to expand during the first half of 2010 helped by concerted, stimulus
and encouraging policy measures and improving financial conditions. According
to the IMF world economic outlook of Ju ly 2010, global economic activity would
recover by 4.6% in 2010 after a decline of 0.6% in 2009.

In developed economies, economic activity continued to improve, mainly driven
by the USA where the real GDP increased by 2.7% in the first quarter and 3. 2% in
the second quarter 2010. In the Euro zone economy expanded by only 0.2% in the
first quarter of 2010 and recent new auster ity measures in many member countries
to fight fiscal deficit may continue to  limit the economic recovery in 2010 at a
lower rate than 1% as projected by Eur ostat. In Japan, the real GDP increased by
5% in th e first qu arter 201 0 and is estimated to grow by 1.7% for the second
quarter of 2010. This performance is expl ained by the improvement in business
sentiment among major manufacturers and improving consumption spending and
external demand.

The economic activity in emerging and developing economies shows signs of
recovery drawn by the increase in commodity prices, stimulus policy measures and
improving global trade and financial conditions. The economic activity is expected
to increase by 6.8% in 2010 after 2.5% in 2009. In China, the growth rate stood at
10.7% 1n the last quarter 2009 and 8.7% throughout the year and reached
11.9%and 10.5% respectively in the first and second quarter 2010. In Sub-Saharan
Africa, the economic growth is projected at 5.0% in 2010 after 2.2% in 2009.

In EAC member countries, the economic recovery strengthened during the first
half of this year 2010, as evidenced by good performance achieved so far.
Available statistics show that economic activities are strongly improving. The real
GDP growth for the first quarter of 2010 1s estimated in the range of 4-7% and the
expectations for the rest of the year indicate good performance as well.
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1.1.2 Inflation and Commaodity prices

Concerning price developments, with the beginning of 2010, inflationary pressures
increased as the recovery in the economic activity beca me world wide. In USA,
the annual inflation stood at 2.2% in May 2010, against 1.6% in Euro zone during
the same period. In Japan, annual inflat ion remained negative in May (-0.9%),
April (-1.2%) and March (-1.1%)).

With regard to commodity markets, oil prices continued to decline in June
standing at $US 74.84 per barrel after $US 76.25 in May and $US 84. 98 in April
2010, recording respective declines of 10. 3% and 1.9%, due to new tensions on
financial markets. When compared with  the beginning of the year, oil prices
declined by 2.0% in June.

For non energy commodities, world prices almo st stabilized, but slightly higher in
June 2010. When compared with the begi nning of 2010, they increased by about
5% in early June. However, metal an d mineral prices continued to decline in June
as well as food prices mostly driven by grains and cereals following ample supply.
For low and middle income countries, prices dropped by 0.6% in June for energy
and by 1.7% in non energy after respectiv e increase of 9.0% and 4.8% in May
2010.

1.1.3 Financial Markets

In the financial markets, money market interest rates slightly increased in April, in
major economies due to tensions on fina ncial markets resulting from sov ereign
risk in some euro member countries. The USA Federal Reserve three months
interest rates increased to 0.54% in June from 0.27% in March. However, a ten
year government bond yield continued falling in June (3.13%) from 4.01% in
March, 2010.

The European Central Bank (ECB) maintained its policy rate unchanged at 1.0%,
and the three mon ths interest rate rose to 0.73% in June after 0.64% in March,
while ten year interest rate slightly dec lined to 3.03% against 3.40% in April. In
Japan the policy rate is still at 0.1%, while three months interest rates stabilized at
0.24% in June, May and April after 0.25% in March. In parallel, a ten year interest
rate dropped to 1.18% in June while constant at 1.37% in May and April 2010.
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Long term interest rates declined not b ecause of the increasing economic activity
but following the risk aversion related to Greek fiscal crisis and the possibility that
policy rates would remain too low in the medium term.

With regard to exchange markets, the US dollar has been appreciating vis-a-vis the
euro since Decem ber 2009. After an appreci ation of 6.3% in May, the US dollar
also appreciated by 2.8% in June, a con tinued trend observed during the first half
of 2010, resulting from the rising uncertainty on the European financial market
and the flight in to safe assets which mainly be nefit to US dollar. However, since
the beginning of the second half 2010, the trend is reversing, whereby risk-driven
trades that benefited the Dollar were giving way to trades driven by fundamentals,
which conceivably favor the Euro. Equally, China, via its sovereign wealth fund,
which is charged with investing its foreign exchange reserves (diversifying its
reserves), contributed to reverse the trend.

Similarly, in June, the euro depreciated also by 3.4% compared to the pound
sterling and by 4.2% in relation to the Japanese yen after a depreciation of 1.1%
and 7.6% in May 2010, respectively.

1.2 NATIONAL ECONOMIC PERFORMANCE
1.2.1 Economic growth

Following low economic performance in 2009 compared to previous years due to
credit squeeze resulting from important liqui dity crunch as well as well as to the
global economic recession, the Rwandan economy is showing a recovery in 2010.
Considering trend in key indicators of ec onomic activity such as composite index
and total turnovers registered by large co mpanies in industry and service sectors
on one hand and estimation of economic growth by the Natio nal Institute of
Statistics of Rwanda on other hand, real GDP growth in 2010 is expected to be in
the range of 7-10% against 6-7% projected at the beginning of this year. This high
growth 1s driven by cont  inuing performance in agriculture production and
significant recovery in services and industry. It is worth to note that the 2010 high
growth rate is achieved with low and stab le inflation prospected at 6.4% by end
2010.
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1. Agriculture Sector

In agriculture sector, the performance reco rded during the last 2 yea rs maintained
momentum during this year 2010. The 2010 season A and B harvests recorded an
increase of 8.2% compared to 2009, driven by cereals and roots & tubers
production which increased by 18.7% and 18.8% respectively. This sustained
good performance of agriculture is attributed to the Government Crop
Intensification Program and favorable climatic conditions. Following a particular
focus made on cereals production, Rwanda 1s currently recording a boom in maize
production with an increase of 53.7% in 2010, compared to 2009. This
performance is currently leading to a dynamic trade activity of this crop especially
between Rwanda and its neighboring countries.

Table 1: Food crop production (in thousand tons)

2008 2009 2010 Annual % change
Total crops 8234 9269 10028 8.2
Cereals 461 629 747 18.7
Sorghum 144 175 148 -15.3
Maize 167 287 441 53.7
Wheat 68 72 86 19.1
Paddy 82 95 72 -24.7
Legumes 392 431 449 4.2
Beans 309 328 342 4.5
Peas 17 34 37 9.6
Groundnuts 24 15 13 -12.7
Soya 42 54 57 44
Roots & Tubers 3815 4265 5065 18.8
Irish potatoes 1162 1290 1794 39.1
Sweet potatoes 826 803 832 3.5
Taro 145 152 160 4.9
Cassava 1682 2020 2279 12.8
Bananas 2604 2993 2780 -7.1
Fruits and Vegetables 962 950 987 3.9

Source: MINAGRI

Regarding the export crops, a noticeabl e increase in coffee production during the
2010 coffee season is being recorded, when compared to previous year. Indeed, the
production of tradable coffee is estimated to reach 26 thousand tons according to
OCIR café projection, from 14.25 thousand tons in 2009 as a result of more use of
fertilizers, recently renewe d plantations and expansion of cultivated area under
coffee and to seasonal factor such as favorable coffee cycle and conducive clima te
conditions.

Concerning tea, the production increased fro m 11246 tons in the first half 2009 to
13306 during the corresponding period of 2010, which is an increase of 18.3%.
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This performance is attribute d to the p rivatization of some tea factories leading to
improvement of their production.

2. Non-Agricultural Economic Activities

As shown by the Composite Indicator of Economic Activities (CIEA) and the total
turnovers registered by large companies in the industry and service sectors which
are two key indicators of economic pe rformance, non agricultural economic
activities performed well during th e first half of 2010, showing a significant
recovery from the 2009 low performance due to credit squeeze as well as to the
global economic recession. In nominal terms, the Composite Indicator of
Economic Activity (CIEA) increased on  annual basis by 9.2% in June 2010,
against 3% in March 2010 and -0.7% in December 2009.

Important economic recovery is explai  ned by total turnovers registered by
companies in the industry and service sectors which rose by 20.9% on annual basis
during the first half of 2010. The industry sector turnovers rose by 17.4% due to
the high increase in the mining sector (+37.0%) and construction sector (+28.7%).
The recovery was moderate in manufacturing and energy sectors, as their
turnovers increased by 11.6% and 7.1% re  spectively. However, this growth in
manufacturing industry is in the normal trend of the sector when we exclude two
particular years 2008 and 2009 ( 2008 was characterized by a very high economic
growth in the recent period and 2009 regist ered a negative growth linked to the
credit squeeze and global economic recession). The annual change in
manufacturing turnovers in the corresponding period of 2006-2007 was 8.7%.

The nominal growth of total turnovers in service sector was 22.4%, driven by
turnovers recorded by transport and storage services (+33.7%), banks & insurance
services (+22.3%), petroleum compan ies (+28.1%), post & telecommunication
(+22.5%) and trade (+19.7%).
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Table 2: Monthly and annual % changes for the Industry and Services sector’s total turnovers

Monthly change Annual change
Jan. Feb. | Mar. April May June ‘]ag(']‘c])léne Jagc-)\(])gne Jan-June 2010

INDUSTRIES -36.5 12.1 7.4 11.8 10.3 18.7 38.9 7.5 17.4
Manufacturing -27.0 15.8 544Q. 4 23.5 12.5 42.7 4.6 11.6
Energy 1.0 5.4 -13.1 37. 7 9.1 -12.7 30.0 36.4 7.1
Mining 11.0 -27.8 13.1 21. 6 3.9 9.3 15.0 2.9 37.0
Construction -68.1 385 21.0 1. 7 -9.3 34. 3 452 4.4 28.7
SERVICES -22.9 7.3 9.6 -5.8 2.8 7.1 41.2 4.3 22.4
Trade Services -25.0 2.6 15.9 - 12.0 9.7 22 39.5 5.9 19.7
Banks & Insurance 21.2 -10.7 33.8 - 14.1 2.0 154 47.6 7.8 223
Transport and Storage -42.7 51.7 -20.9 - 2.3 0.1 7.9 21.6 2.7 33.7
Garage Services -39.7 46.1 -10.6 Q. 6 16.4 5. 8 208.9 12.5 -42.4
Petroleum Companies -18.7 34 11.37. 3 -6.1 14.4 23.9 36.2 28.1
Posts & Telecom. -6.7 64.3 -14.8 - 1.8 2.8 0.8 23.9 36.2 22.5
Other Services -19.9 -12.9 0.5 16. 3 -12.4 1l6. 0 39.5 24.6 24.6
TOTAL SALES -26.9 8.5 6.4 1.2 5.0 10.7 40.5 553 20.9

Source: RRA, Department of Large Tax Payers

1.2.2 External Sector

Concerning the formal external trade durin gt he first half of 2010, export s value
increased by 26% in the first half of 2010 compared to the same period of 2009, while its
volume declined by 7.5%. Despite the upward trend of im ports during the last years,
their value declined by 4.2% during the first half of 2010 due to price effect, while the
volume increased by 17.6%. Fort he period u nder review, exports covered 17.3% of
imports. This coverage rate of im ports by exports is around 20% when inform al cross
border trade is included.

1. Exports

Rwandan exports remained dom inated by traditi onal export product su ch as coffee, tea
and minerals constituting 64.2% of the total export earnings in the first half of 2010. Tea
exports have continued to pe rform better in both value a nd volume increasing by 35.6%
and 19.3% respectively, resulting mainly from high international prices, from an average
of 2.33 USD/kg in the first half of 2009 to an average of 2.65 USD/Kg in the first half of
2010.

Coffee exports performed poorly, decreasing by 7.3% in value and 20.5% in vol ume, as
the coffee season started relatively later. Considering the 1m portance of the 2010
harvests, coffee exports are expected to pick up in the second half of the year.

The m ining sector underperformed as its €  xports value declined by 2. 4%, while the
volume fell by 20% during t he first half of 2010 com pared to the same period of 2009.
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This poor performance is attributed to declin ing trend of prices on international markets
for most of minerals.

The value of re- exports and other export products representing 33.4% of the total export
earnings i1 n the first half of 2010 has si  gnificantly increased by 60. 9% and 53.6%
respectively. Other export products are dom inated by a set of products includi  ng
flowers, banana, other fruits, gold, texti le, shoes, cassava flour , Water tank, personal
effect representing 37.2% of the total export earnings of other exports in the first half of
2010; Wheat flour (14%), bovin e cattle (10.9%), m inerals other than tin, coltan and
wolfram (7.3%). Globally t hese products are exportedt o DRC and EAC countries;
except for minerals and hand crafts expor ted to UK, China, Ho ng Kong, USA, Belgium
and Japan.

Re-exported products are dom inated by cassiter ite, exported to Swit zerland as its value
represents 75.5% of t he total export earni ngs of re-exported products in the first half of
2010. Its exported value increased by 61% dur ing the period under review. Other re-
exported products include petroleum  produc ts and vehicles exported to DRC and
Burundi and machines & engines exported to EAC countries.

Table 3: Export developments (Value in million of USD, Volume in tons)

Jan.— June 2009 Jan.—June 2010 % change
Volume Value Volume Value Volume Value
EXPORTS 51419 84.27 47 559 106.16 -7.5 26.0
Coffee 4275 9.50 3400 8.81 -20.5 -7.3
Tea 10 624 24.80 12 675 33.63 19.3 35.6
Tin 2 064 12.58 1683 15.26 -18.4 21.3
Coltan 418 10.00 390 8.08 -6.8 -19.2
Wolfram 530 3.76 338 2.38 -36.3 -36.9
Hides and Skins 503 0.81 1327 1.35 164.0 67.0
Pyrethrum 2 0.34 6 1.27 214.4 275.2
Re-exports 2454 11.79 3980 18.97 62.2 60.9
Other export products 30 550 10.69 23 760 16.43 -22.2 53.6

Source: NBR, Statistics Department

2.Imports

During the first half of 2010, imports  increased by 17.6% in volume while its
value declined by 4.2% due to price effect. This trend is mainly due to the increase
in volume of import of consumer goods (39.9%) accounting for 42%%of the total
volume of imports. While the import of  consumer goods slightly increased by
0.5% in value, the import of intermedia  te goods declined by 10.2% in value.
Construction materials declined by 17.3% in  value and slightly rose by 2.2% in
volume, a situation mainly attributed to cement and other similar products. The
industrial products, slightly declined by 2. 0% in value, despite high growth in
volume (+41.4%), due to the raw materi als for food industries whose importation
declined by 25% in value.
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The sensitive decline in both value and volume in fertilizers with respective falling
rates of 8 0.4% and 73.6% was main ly due to the less importation of fertilize rs
recorded during the first half of 2010 compared to the same period of 2009.
Imports of energy and lubricants, of which fuel accounts for 97.2% increased by
56.2% in value and only by 1.1% in volume, due to prices effect during the period.
Thus, the imported fuel in the first half of 2010 rose by 64.1% in value and slightly
increased by 2.7% in volume.

Table 4: Imports Developments (Value CIF in million of USD, Volume in thousands of tons)

Jan—Jun. 2009 Jan-Jun. 2010 % change
Volume Value Volume Value Volume Value
TOTAL IMPORTS 461 620 639.0 542 716 612.2 17.6 -4.2
Consumer aoods 163 158 175.8 228 246 176.6 39.9 0.5
Of which: Food products 123 477 60.5 186 850 68.6 51.3 13.5
Health and care 11 605 51.0 12 643 36.0 8.9 -29.5
Capital goods 21 760 211.0 19 166 152.6 -11.9 -27.7
Of which: Transport materials 5152 31.3 3228 25.5 -37.4 -18.5
Machines, devices and tools 10 140 141.9 8998 97.8 -11.3 -31.1
Intermediate goods 181 792 167.1 199 343 150.0 9.7 -10.2
Of which: Construction materials 105 935 70.0 108 233 579 2.2 -17.3
Industrial products 56 584 70.1 79 988 68.6 414 -2.0
Fertilizers 13 734 11.1 3620 2.2 -73.6 -80.4
Energy and lubricants 94 909 85.2 95961 133.0 1.1 56.2

Source: NBR, Statistics Department

Concerning the cross-border trade which 1s becoming quite significant in Rwandan
external trade, the results of a survey conducted in 2009-2010 by Ministry of
Commerce, National Bank of Rwanda, and Na tional Institute of Statistics sh ow a
country’s positive trade balance with neighboring countries. This trade 1s
dominated by crop products and live animals.

The amount of total transactions is 40,058,147,666 RWF between May 2009 and
April 2010, dominated by DRC with a share of 63%. Rwanda total export to the
four neighboring countries amounted 27,680,139,149 RWF for which DRC
accounted for 80% against 12,378,008,517 RWF for imports to which Uganda and
DRC accounted for 42.3% and 26.7% respect ively. For the period January-April

2010, the trade balance amounted to RWF 5.8 billion, equivalent to around USD
10 millions.

Table 5: Rwanda cross border trade transactions (in RWF billions) by country

Imports Exports Trade balance
Burundi 1066 1450 384
DRC 721 7396 6675
Tanzania 46 8 -38
Uganda 1962 696 -1265
Total 3794 9550 5756
Source: BNR, Statistics Department.
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II. MONETARY SECTOR DEVELOPMENTS IN 2010

Following the credit contraction in 2009 due to liquidity problem in the banking system,
the key objective of the 2010 m onetary policy for the National Ba nk of Rwanda was
aiming at keeping a co mfortable level of liquidi ty in the banking system to support the
gradual economic recovery as announced in the Monetary Policy and Financial Stability
statement of February 26 " 2010, while keeping infl ation in single digit and stim ulating
domestic saving m obilization through maintaining positi ve interest ra tes in real term s.
The credit to private sector is projected to growth by 19.8% in 2010. In addition to the
Government and Central Bank deposit and liquidity facilities introduced in 2009,
reforms of different Financi ng Facilities managed by the BNR are planned this year to
facilitate access to finance by SMEs including agri-business.

1.1 MONETARY POLICY FRAMEWORK

The current BNR Monetary Program is desi gned within the Policy Support Instrum ent
(PSI) supported by the IMF. Indeed, after significant achievements of Poverty Reduction
and Growth Facility (PRGF) arrangem ents, Rwanda has shifted to PSIby m  1d-2010
aiming at addressing im portant key challenges in the count ry’s economic development.
The program supports the authori ties’ poverty reduction strate gy while preserving
macroeconomic stability and fiscal sustainab ility, strengthening monetary and exchange
rate policies, and implementing growth enhancing structural reforms.

Monetary and exchange rate policies within PSI framework are underpinned by m ore
effective use of m onetary policy instrum ents and a greater ex change rate flexibility, to
achieve lo w and stable inflation rate. To this end, the Central Bank continues to
implement a m onetary aggregates targeti ng regime and thus, quantita tive targets are
continued to be set for Reserve Money and Ne t Foreign Assets, as well as a nu mber of
indicative targets and st ructural benchmarks for the short and medium term period.
Hence end Decem ber 2010, m onetary targets have been set at RWF 130.9 billion for
reserve money and RWF 356.6 b illion for Net Foreign A ssets, while inflation is
expected to be 7%.

Furthermore, form  ore transparency and effectiveness of m onetary policy
implementation, BNR has enhanced its communication strategy by regularly releasing to
the public the key Monetary Policy Comm ittee decisions, through direct communication
to stakeholders such as banks CEOs, pr ess conferences and publication on the BNR
website. This enhanced m onetary policy co mmunication strategy is aimed at further
improvement of the transm ission mechanism of undertaken m onetary policy measures
and in long term to shape expectations of economic actors.
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1.2 INFLATION

The overall inflation is m aintained at low leve Is compared to the la st two years. After
recording a quite stable consumer price leve 1 during the first quarter of 2010, Rwanda
experienced a slight increase in inflatio n during t he second quarter 2010 explained
mainly by the seasonal shortage of fresh  food products, while low prices of 1 mported
goods have been playing an important stabilizing role on domestic market.

On annual basis, 1 nflation rose to 5.0% 1 n June 2010 from 4.2% in M ay, while it was

2.7% in April, 2.1% in March, 2.5% in Fe bruary and 4.5% in January 2010. On monthly
basis, after quite stable consumer prices le vel during the first quart er 2010, since March
2010, it slightly increased by 0.5% in April, 0.5% in May and 0.3% in June, attributed to
housing, water, electricity, gas and ot her fuels (+1.6% ), comm unication (+0.5%),

miscellaneous goods and servi ces (+0.4%) and health (+0. 2%). Inflation development

for July shows continued im provement with the overall infla tion standing at 3% in July

as a result of falls recorded in local ~ goods, im ported goods and fresh food products

prices which stood at 3.7%, 0.3% and 12.9% against 5.9%, 1.5% and 14.7% respectively
recorded the previous month.

By origin, in July 2010, price level for locally produced consum er goods increased by
3.7% on annual basis, while it increased  only by 0.3% for im ported goods. Due to

seasonal factor, prices were relatively hi gher for fresh food products during the second

quarter 2010 and reached 12.9% in July on annual basis.

Table 6: Annual average inflation developments in % change

Weight Annual inflation Monthly inflation

2009 2010 2009 2010

Dec Mar | Apr | May | June | July | Dec | Mar | Apr. May June July
Overall inflation 10000 5.7 21 2.7 4.2 5.0 3.0 -1.1 0.4 0.5 0.5 0.3 -0.8
Local Goods 7947 6.3 2.73. 3 5.05. 9 3.7 -1.6 0. 5 0.6 0.6 0.4 -0.9
Imported Goods 2053 1.4 -0.4 0.5 1.0 1.5 0.3 0.90. 2 0.6 0.1 -0.2 -0.4
Fresh Food Products 1403 20.5 4.6 6.8 12.7 14.7 12.9 -7.3 3. 0 2.6 2.2 -0.1 -0.6
Energy 767 1.3 1.6 4. 1 6.0 6. 8 4.5 -2.8 0. 9 2.9 1.9 0.8 2.3
Underlying inflation 7829 35 1.6 1.8 25 3.1 11 0.4 -0.1 -0.1 0.1 0.4 -0.7

Source: NBR, Statistics Department

According to BNR forecasts for the third  Quarter 2010, the overa 11 forecasted annual
headline 1 nflation is expect ed to be main tained at a low lev el, rounding 6% in
September. The ex pected low inflatio n would be explained by ¢ ontinuing good
performance in food producti on, the m ain dr iver of inflati on i n Rwanda, im ported
inflation e xpected to be maintained low and stable according to Worl d Bank global
outlook of June 2010 projecti ng inflation in leading economies (G-7) at 1.5% in 2010,

15
B.P 531 Kigali — Rwanda Tél. : (00250) 59 14 2200 / 59 14 2231/ 08 17 2200 / 08 17 2231 Fax : (00250) 57 25 51/ 51 13 \——I

E-mail : info @BNR.rw Site Web : www.BNR.xw



Monetary Policy and Financial Stability Statement August, 2010
while the manufacturing unit export val ue w ould rem ain unchanged, and stable RFW
real exchange rate.

Fig 1: Forecasting annual headline inflation
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Source: Research and Policy analysis Department

1.3 MONETARY AGGREGATES AND LIQUIDITY CONDITIONS

11.3.1 Money supply

After a declining t rend in Broad Money (-4 .2%) due mainly to the reduction in Net
Foreign Assets between Decem ber 2009 a nd March 2010, the second quarter of 2010
has recorded a rapid recovery of Money Supply. By end June 2010, Broad Money
increased by 10.3% co mpared to its end Marc h 1 evel. This strong increas e in Broad
Money during the second quarter 2010 has been driven by the Net Foreign assets which
increased by 16.4%, allowing the Central Gove rnment to increase its net position with
the banking system ( Net Cred it to Govern ment improved by 6.2%) and therefore, its
spending. Indeed, it is worth to notice that th e fiscal net injection of liquidity in the
domestic banking system reached RWF 74.9 billion duri ng the second quarter, from
RWF 43.9 billion during the first Quarter.

Table 7: Key monetary aggregates (in RWF billion

2009 2010 % changes
Dec Mar Apr May June Mar10/ Jun/Mar June 10/Dec 2009
Dec 09 2010

Net foreign assets 441.8 407.8 | 4059 | 401.6 474.8 -7.7 16.4 75
Net domestic assets 85.3 96.6 1158 | 1283 84.3 13.3 -12.7 -11
Domestic credit 217.0 246.8 | 257.8 | 270.6 246.5 13.7 -0.1 13.6
Central government -141.3 -1199 | -112.3 | -98.8 -127.4 15.1 6.2 -9.8
Autonomous Agencies -1.9 -1.9 -2.0 -1.9 -0.2 24 -90.2 -90.0

Public enterprises 3.0 2.8 2.9 2.8 2.9 -7.1 4.5 -2.9

Private sector 357.3 365.9 | 369.2 | 368.5 3712 2.4 1.4 3.9

Other items net (Assets: +) -131.8 | -150.2 | -142.1 | -1423 -162.1 14.0 7.9 23.0
Broad money M3 526.6 504.4 | 521.6 | 530.0 556.2 -4.2 10.3 5.6
Currency in circulation 77.0 68.4 72.5 75.0 83.1 -11.2 21.6 8.0
Deposits 450.1 436.0 | 449.2 | 455.0 473.1 -3.1 85 5.1

of which: Transferable 190.1 181.0 198.7 197.2 208.7 -4.8 15.3 9.8
Non Transferable 162.4 160.2 158.7 166.4 171.4 -1.4 7.0 5.5

In foreign currency 97.0 94.8 91.8 91.3 92.9 -2.3 -2.0 -4.3

Source: Statistics Department
16
B.P 531 Kigali — Rwanda Tél. : (00250) 59 14 2200 / 59 14 2231/ 08 17 2200 / 08 17 2231 Fax : (00250) 57 25 51/ 57 13

E-mail : info@BNR.xw Site Web : www.BNR.xw




Monetary Policy and Financial Stability Statement August, 2010

Compared to projected increase in Money suppl y, curre nt monetary developm ents are
still moderate as Broad Money has increa sed by 5.6% between end December 2009 and
end June 2010, against 8.4% projected in th e Monetary Program. The trend of credit t o
private sector during the first half of 2 010 has reflected a m oderate increase of 3.9%
against 6.7% projected despit e a strong r ecovery observed in the credit markets duri ng
the same period.

Indeed, the new authorized loans by banks during thi s year 2010 indicate a strong
recovery process from the liquidi ty crunch experienced in 2009. During the second
Quarter 2010, t he new authori zed loans stood at RWF 69.33 bill ion by end June 2010,
against RWF 52.6 billion authorized during the previous quarter, that is a total of RWF
121.93 bil lion authorized duri ng the first half of the year, representing an increase of
45.5% compared with the same period of 2009 where an amount of R WF 83.8 billion
was authorized.

The moderate growth of the outstanding credit to private sector while the volume of new
authorized loans significantly increased simply reflect si multaneous efforts by ba nks in
recovering non-perform ing loans distributed before 2009 as evidenced by the size of
non- performing loans which is coming down in 2010.

Banks reported an am ount of RWF 5 billions of recoveries during the first half of 2010
from loans in arrears at end Decem  ber 2009. Furtherm ore an am ount of RWF 6.3
billions of Non Perform ing lo ans have been written off the  balance sheet of ba nks,
explaining why the growth of outstanding credit to private sector looks to be moderate.

Fig 2: New authorized loans by banks to Private sector (in RWF billion)
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Source: Financial Stability Directorate, Credit Reference Bureau.

11.3.2 Money demand

Currency in circulation recorded an overa 1l increase of 8.0% between Decem ber 2009
and June 2010, foll owing im portant decline (-11. 2%) during the fi rst quarter and a
strong growth during the second (+21.6%). This increase of the currency in circulation is
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boosted by an im portant coffee cam paign financing, good harvest in food production
which is usually followed by im provement in trade activities requiring more use of cash
and a recovery in cons truction activities as well . Also, important fi scal injection has
been driving up t he level of ¢ urrency in ci rculation, particul arly through spendi ng for
goods and services on domestic market. The Government spending and credit to private
sector also pushed upward the deposits w  ith the banking system increasing by 5.1%
during the first half of 2010, attributed to demand depos its (+9.8%) and term deposits
(+5.5%), while Foreign Currency deposits declined by 4.3%.

Within the current m onetary policy framework, Reserve money remains the operati onal
target and the National Bank of Rwanda consistently monitors developments on a daily
basis. It takes required actions and measures to maintain it within the targeted levels.

11.3.3 Liquidity Management

Recent changes in banking system liquidity level show a continuing i mprovement as
evidenced by the dynamism in Money and Interbank Market activity. Excess liquidity in
the banking system considerably increased since the second half of 2009. In 2010, the
banking system liquidity situation continued to improve and significant excess reserves
emerged, so that BNR regularly intervenes to absorb excess liquidity in order to keep the
Monetary aggregates consiste nt with quantitative targets defined by the 2010 Monetary
Program.

The net BNR credit to commercial banks resulting from m opping up operations of
excess liquidity has been increasing duri ng the whole first half of 2010, in addit ion to
important outstanding short term investment in Government T-bills. The total amount of
both instruments has been fluctuating be tween RWF 74.2 billion in December 2009 and
RWF 121.8billion as of June 30 , 2010, a very high level which should give confidence
to banks to more extend their 1 ending operations to the economy. Considering the fiscal
net injection projected at RWF 75.0 bil lion for the second quarter 2010 followi ng the
Government spending program, the liquidity level within the banking system is likely to
continue to increase in coming months.

11.3.4 Interest rates developments

Aiming at easing credit condi tions whi le keeping interest rates positi ve in real term s,
BNR reduced two times its Key Repo Rate (K RR) from 9% to 7.5% in Decem ber 2009
and to 7.0% in March 2010. These measures have significantly contri buted to the
increase o f new aut horized loans by banks as expected while, at the same time, th e
banking li quidity remained at com fortable levels. In this context, the Monetary Polic y
Committee meeting held in July decided to keep the Key Repo Rate unchanged at 7 %
during the third quarter of this year.
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In line with the short term  liquidity devel opments in the ba nking system, the interest
rates on Money Market have been signifi cantly fluctuating during th e first half of 2010.
From 5.3% in January, average Repo rate fell to 4.4% in March and 3.4% in April before
increasing to 3.9%; 5.2% and 5.4% respectiv  ely in May, June and July following an
increase in BNR m opping up operati ons to regulate the banking system liquidit y.
Average Treasury bills rate dec lined also from 8.4% in March to 7.2% in June 2010. In
addition, t he interbank rate ha s been dec lining since the beginni ng of this year from
7.1% in January to 6.1% in May 2010, before a sli ght increase to 6.6% in June 2010, to
decrease again to 5.7% in July.

However, regarding the commercial bank’s rates, the im pact of the KRR reviews is not
yet significant on lending rates, while the de posit rates considerably declined. Following
the important increase in 2009 in view of a ttracting deposits to reach 9.4% in June, the
average deposit rate has been declining and stood at 8.5% in December and 6.9% in June
2010. But, on the other side, the average lending interest rate rem ained high at 16-17%.
As inflation rate in Rwanda remains lo w from 5.7% to 5.0% between Decem ber 2009
and June 2010, banks real deposit and lending rates have been maintained positive.

Table 8: Interest rates (in percentage)

2009 2010

Jan | Mar | June | Sept | Dec | Jan Feb Mar Apr May June July
BNR Policy Rates
Key Repo rate 8.0 9.0 9.0 9.0 9.0 7.5 7.5 7.5 7.0 7.0 7.0 7.0
Discount rate 12.8 | 12.0 | 12.0 | 12.5 | 12.5 | 11.5 11.5 11.5 11.0 11.0 11.0 11.0
Money Market rates
Repo rate 7.3 5.0 5.5 43 44 53 4.6 4.4 3.5 3.9 5.2 5,4
Refinancing Facility rate - - - 10.5 10.5 - - 9.0 9.2 - 9.2 9.2
Treasury Bills rate 7.6 7.6 9.1 9.97J7 9.1 8.8 8.4 7.9 7.4 7.2 7,1
Commercial Banks rates
Interbank rate 8.7 9.0 9.0 9.0 7.5 7.1 7.3 6.8 6.3 6.1 6.6 5,7
Deposit rate 5.5 6.6 9.4 8.9 8.5 7.6 7.1 7.2 6.9 6.9 6.9
Lending rate 16.3 | 15.7 16.9 17.6 | 158 | 17.3 16.1 16.9 16.6 16.7 16.8

Source: Statistics Department

Considering the sustained im provement in the banking liquidity, BN R will continue to
implement a proactive m onetary policy during the second half of 2010 by keeping the
central bank policy at levels that give st rong confidence to banks to gi ve more loans to
private sector without jeopardizing the achievement of price stability. As inflation rate in
Rwanda is expected to be maintained stab le and low for the remaining of this year,
banks real deposit rates will be kept positive to stimulate domestic savings. It is in this
line that the Monetary policy co mmittee decided on 16 ™ July, to m aintain unchanged
the BNR policy rate at 7.0% for the third Quarter 2010.
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1.4 EXCHANGE RATE AND FOREX MARKET
11.4.1 Exchange rate

During the first half of 2010, Rwandan Franc has recorded a d epreciation of 3% against
the USD, from RWF 571.24 per 1 USD by end 2009 to RWF 588.58 by e nd June 2010.
Aiming at safeguarding the Rwandan expor  t sector com petitiveness, the BNR has
deliberately accommodated this slightly higher RWF depreciation against USD to offset
the effect of the appreciation of the USD on international market.

Fig.3: Exchange rate of RWF against major foreign currencies
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Against EURO and GBP, RWF considerably  appreciated duringt he same period,
respectively by 12. 3% and  2.2%. Moreover, against ~ regional currencies, RWF
appreciated during the first quarter 2010. Indeed, it appreciated by 8.7%, 1.7% and 0.1%
against Ugandan, Kenyan and Tanzanian Sh illings and depreciated by 2.1% against
Burundi Franc. This trend ha s reversed since April 2010  and the Real Effective
Exchange Rate slightly depreciated.

Fig 4: RWF Real Effective Exchange Rate trend (Base 100:2005)
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Source: Research and Policy Analysis Department

I1.4.2 BNR intervention on Forex Market

As part of an ongoi ng program to im prove operations in foreign exchange market, the
existing foreign exchange rates mechanism us ed as the framework for BNR intervention

20
B.P 531 Kigali — Rwanda Tél. : (00250) 59 14 2200 / 59 14 2231/ 08 17 2200 / 08 17 2231 Fax : (00250) 57 25 51/ 51 13 ‘j

E-mail : info@BNR.rw  Site Web : www.BNR.xw



Monetary Policy and Financial Stability Statement August, 2010

has been adjusted from July 2 ™, 2010 aim ing at further enha ncing the exchange rate
flexibility. It is designed to ease the unpred ictability characterizing the timing of current
intervention and is expected to help stim ulating interbank foreign exchange market and
improving m arket efficiency. During the se cond half of 2010, BN R will continue to
closely monitor the behavior of the RWF exch ange rate versus the currencies of trade
partners to maintain stable the REER.
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I1l. FINANCIALSECTOR DEVELOPMENT

[11.1 BANKING SYSTEM

I111.1.1 Financial soundness

The banking system continued to dem onstrate evidence of general good health in the
year to June 2010. In gene ral the sect or experienced some 1im proved fi nancial
intermediation and increased competition in the mobilization of deposits and a generally
steady banking system.

The consolidated balance sheet of the  banking industry expande d by 8.3% to 627.1
billion RWF over the year to June 2010 com pared with 578.6 billion RWF in Decem ber
2009. The significant growth 1 n the bankin g industry asset size was funded m ainly by
deposits, which amounted to 462.7 billion RWF com pared with 425.4 billion RWF in
December 2009. As of June 2010 net loans and advances  of commercial banks ha d
reached 305.3 billion RWF, recording 5.7 % of growth over the year to June 2010.

Commercial banks registered an increase of 8.7% in deposits base from 425.4 billion
RWF in December 2009 to 462.7 billion RWF in June 2010. After a decrease during the
first quarter of year 2010, deposits, being the dominant sources of financing the banks’
assets, grew continuously sinc e April 2010 indicating public confidence in t he banking
sector.

As at June 2010 paid up capital (not incl uding reserves) had reached 56.1 billion RWF
and regist ered an annual growth of 9. 6% (June 2009 to June 2010). Sim ilarly,
shareholders funds reached 81. 1 billion RWF recording an annual growth of 9.7%. All
banks are now compliant with the m  inimum cap ital required of 5 billion RWF. The
capital adequacy ratio (CAR) on a consolidated basis decreased to 17.6% against 19.0%
in December 2009. The decrease in capital ad equacy ratios was due to the increase of
risk weighted assets upgrade. Generally, th e banking system 1s well capitalized and all
banks are in compliance with t he required mi nimum capital adequacy ratio of 10% for
Tier 1 capital and 15% for total capital (Tier 1 + Tier 2).

A slight upgrade in asset quality was obs erved through a decrease in Non Perform ing
Loans (NPL) with a ratio (i.e., NPL/ total  loan portfolio) of 12.2% at end June 2010
compared to 13.1% in December 2009. The net NPL ratio stood at 10.4% if the interest
in suspense (Interest on NPL) is not taken into account. To address this issue, the Central
Bank continues to reinforce its m onitoring of bank’s NPL recovery plans in order to
reach the threshold of 7% for each ban ~ k by end 2010. For the first half of 2010,
commercial bank has recovered about 5 billion RWF on non performing loans.
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The profitability upgraded and at end June 2010 consolidated net profit after ta x was
RWF 4.1 billion RWF com pared to 2.3 billion in June 2009. As a result, the annualized
June 2010 Return on Assets (RoA) increased to 1.3% from 0.7% in Decem ber 2009
while Return on Equity (RoE) also increase d to 10.3% at the end of June 2010 from 5%
in December 2009.

The table below gives the consolidated fi nancial soundness indi cators of commercial
banks (in %) as at June 2010.

Table 9: Consolidated financial soundness indicators of commercial banks (in %)

Indicators 2009 2010

June September December March June
Solvency ratio (core and total) 19.3 20.5 19.0 18.1 17.6
NPLs / Gross Loans 13.4 13.6 13.1 12.5 12.2
NPLS net/Net loans 11.1 11.7 11.4 11.0 10.4
Provisions / NPLs 70.9 66.0 55.2 57.2 56.8
Earning Assets / Total Assets 71.3 77.1 81.7 78.2 81.1
Large Exposures / Gross Loans 17.8 16.9 13.9 18.5 20.4
Return on Average Assets 0.9 0.9 0.7 -0.2 1.3
Return on Average Equity 6.4 6.4 5.0 -1.4 10.3
Cost of deposits 2.1 23 24 2.8 2.7
Liquid assets/total deposits 59.3 61.7 65.3 54.7 58.4
Forex exposure/core capital 59 0.8 1.9 4.9 1.5

Source: Banking Supervision Department

In order to continue the m onitoring of banking system soundness, for t his year, on-site
inspection will be conducted in 7 banks.

I11.1.2 Access to banking services and credit information systems

1. Development of the banks’ branches network

In response to the 2008 Rwanda Finscope survey which called on im proving the access
to financial services, BNR has registered  a marked expansion of the current banks
branches network. During 2009, 22 additio nal branches were opened by commercial
banks and in 2010, BNR has given a non- ob jection to start preparations of ope ning 7
branches in Kigali City, 6 branches in up- country and 3 Desks Offices. The total
number of banks’ branches is now 105 acr oss the country. Banque Populaire du
Rwanda has also 102 sub-branches and 80 counters. During the same period the number
of deposit accounts operated by the commerc 1ial banks (including BPR) increased by
11% from 1,270,654 at end 2009 to 1,412,528 as at June 2010.
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2. Access to finance by SMEs

In accordance with the vision to become a middle-income country, the Government of
Rwanda (GoR) recently adopted a cl ear SME Policy in order to strengthen Rwanda’s
approach to dealing with m any challenge s faced during the pa st SME developm ent
initiatives. This policy aims to promote a culture of entrepreneurship among Rwandans;
facilitate SME access to development services including putting in place mechanisms for
SME:s to access ap propriate business financi ng; sim plifying the fiscal and regulatory
framework for SM E growth and developing an appropriate institutional fram ework for
SME development.

As regard m echanisms for SMEs to access appropriate business financing, it has been
decided to consolida te all scattered SME support funds into one “SME Development
Fund” to be m anaged by professional fund m anagers under an independent new BRD
subsidiary. This will resolve the issue of co mplications in accessing the fund, since it
will operate under a “one stop shop” management mechanism.

3. Credit Information System

The Central Bank has continued to enhance cr edit growth t o private sector by laying
conducive infrastructures to enable credit pr oviding institutions m ake faster decisions
through credit reference services. The ex isting public registry has been modified to meet
all the cri teria of the Doing Business anal ysis as well as provi ding a com prehensive
credit report for use by financial institutions.

Regarding the establishment of a private cr  edit bureau in Rwanda, the law on credit
bureau industry is already in effect and  a credit bureau known as Credit Reference
Bureau Africa (CRB Africa) established in May 2010 and was launched in July 2010.
The Central Bank in its m andate will oversee th e operations of the duly licensed credit
bureau and will continue to sensitize the p ublic on the importance of the credit reference
agencies, and legal rights of the consumers.

111.1.3 Legal and regulatory framework reforms

In the effort to strengthen and im prove the efficient functioning and financial soundness
of t he banking system , BNR updated the pr udential regulations t o im plement the
banking law. In this respect, the 6 regulat ions already published on the BNR website in
2009 and the 3 m ore regulations approved by th e Board in the first half of 2010 will all
be translated and subm itted for publication in the Official Gazette. In addition, 2 m ore
regulations will be d rafted and circularized to stakeholders for co mments. Furthermore,
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a feasibility study to establish a deposit gua  rantee scheme in the Rwandan banking
system will be conducted by a consultant in September 2010.

111.2 MICROFINANCE SECTOR

111.2.1 Supervision and capacity building activities

During the first semester 2010, the deve ~ lopment of MFIs focused on overcom  ing
financial exclusion due to  various barriers as evidenced by Rwanda Finscope 2008
survey. Licensing new MFIs, off-site surveilla nce and on-site exam inations have been
performed on ongoing basis. In order to im prove the effici ency of MFI’s operations,
during the first semester of year 2010, on-si te inspections were conducted in 19 MFIs
including the 10 biggest ones . Licensing of SACCOs es  tablished in line with
UMURENGE SACCO program has been performed with more intensity during the first
semester of the year 2010.

In order t o professi onalize the m icrofinance sector and t o i mprove the Management
Information System (MIS) of MFIs, the Association of Mi crofinance Institutions in
Rwanda (AMIR) has put in place a co mputerization strategy for the MFIs. This strategy
has been sent to CGAP for comments and CGAP  agreed to finance t he services of an
expert who is supporting MFIs to im plement the strategy during the pilot phase. The
consultant from CGAP working with AMIR developed management tools which will be
tested in five MFIs for the harm onization and for the purpose of having a strong manual
system prior to any computerized system.

In the first half of 2010, AMIR provi ded various trainings courses including accounting
and financial analysis; corporate governance and internal control, preparation of
business plan and financial projections, risk management and management of portfolio
at risk.

BNR also builds capacity of MFIs through of f-site and on-site examinations where BNR
provides skills to M FIs on m icrofinance regulations and com pliance, especially in the
regular prudential meetings.

111.2.2. MFIs consolidated financial situation

Considering the consolidated financial position of MFIs, total assets increased by 13.2%
from December 31st, 2009 to J une 30th, 2010 moving from Rwf77, 963 million to Rwf
88,253 million while equity has increased by 16.3%. Gross loans and deposits increased
by 22.1% and 15.2%, respectively.
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The loan portfolio i n the whole sector perfo rmed with a slight decrease of delinquency
rate moving from 9.2% at the end of Decem ber 2009 to 8.5% at the end of June 2010.
However, the tendency 1s di  fferent if SA CCOs are considered without CSS and are
separated with MFIs having the legal status of im  ited com pany. Indeed, the non
performing loans (N PL) of SA CCOs increased by 56.4% from December 31st, 2009 to
June 30th, 2010 moving from Rwf 709.2 million to Rwf 1.110 billion with an increase of
delinquency rate from 8.4% to 11.2% at the end of the two periods, respectively.

Considering the MFIs operating with a lega 1 status of lim ited co mpany, the loan
portfolio perform ed witha decrease of NPL by 18.5% a  nd a sl ight decrease of
delinquency rate from 13.3% to 10.8% from December 2009 to end June 2010.

It should be stressed that the problem of NPLs occurs with m ore acuity in the sector of
SACCOs and leads to a very high bankruptcy  rate. This problem is related to poor
governance, m ismanagement, lack of owners hip in the context of high financial
illiteracy. A signific ant num ber of SACCOs ar e in self liquidation  process. In this
regard, the Government should take adequate measures to eradicate the bad culture of
non repayment of loans in the microfinance sector.

Table 10: MFIs Consolidated financial situation (in millions RWF)

31-Dec-09 ‘ Variation % | 30-Jun-10 31-Dec-09 | Variation % 30-Jun-10
ALL MFIs MFils; CSS Excluded

Total Assets 77,963.20 13.2% 88,254.72 36,055.68 7.9% 38,891.59
Cash and Cash Equivalent 16,936.90 25.5% 21,253.63 8,581.85 8.1% 9,280.72
Gross Loans (Before Provisions) 50,143.93 22.1% 61,225.77 24,718.24 10.0% 27,179.23
Non Performing Loans 4,608.74 13.3% 5,220.31 2,872.24 3.8% 2,982.59
Provisions 2,110.65 37.9% 2,910.42 1,282.38 26.5% 1,621.97
Loans (Net of Provisions) 48,033.28 21.4% 58,315.35 23,435.87 9.1% 25,557.26
Deposits 48,929.83 15.2% 56,356.44 19,099.64 9.3% 20,881.49
Equity 22,180.23 16.3% 25,785.41 11,955.35 16.0% 13,872.31
Non Performing LoansNPL Rate 9.2% 8.5% 11.6% 11.0%
Liquidity Rate 69.1% 84.2% 69.4% 66.9%
Capital adequacy (Solvency) 28.4% 29.2% 33.2% 35.7%

Source: Microfinance Institutions Supervision Department

111.2.3. LIQUIDATION PROCESS OF MFIs CLOSED IN 2006

The liquidation process of the 9 closed MFIs in June 2006 is ongoing. End of July 2009
has been set as the final deadline for depos itors to declare th eir deposits. The objective
of the year 2010 is to close this operation and distribute the liquidation proceeds to th e
depositors. At the end of June 2010, m ore than Rwf 1 billion was spent to com pensate
depositors for 50% of their deposits.
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111.2.4. IMPLEMENTATION OF UMURENGE SACCO PROGRAM

In line with the Government’s strategy of domestic savings mobilization and building an
inclusive financial system in Rwa nda, the “UMURENGE SACCO progra m” was
adopted. The main objective of the program is to allow unbanked but bankable people
have access to financial services at low transaction costs.

To accelerate the process of licensing UM URENGE SACCOs, the BNR decided to offer
provisional licenses. For the first phase each created SACCO and having obtained the
legal status granted by the Rwanda Coopera tive Agency (RCA) is only allowed to open
accounts for members and coll ect their deposits, which can be withdrawn on requesta s
well as to continue t o collect shares from ne w members. It is worth to recognize that all
the 416 SACCOs have com pleted the first stage of licensing and got approved by the
National Bank of Rwanda.

For the se cond phase and in order to obt ain the permanent license, the SACCO has six
months, starting at the date of their licensing, to fulfil t he rem aining require ments
including the subm ission tot he Central Bank of a busine ss plan and a manual of
procedures for its main activities. It is worth to mention that only four SACCOs are fully
licensed as of today. Below are some pe  rformance indicators of Umurenge SACCO
program at end of June 2010.

- Number of members : 966 831 ;

- Capital pledged : Rwf 3 550 167 900 ;

- Paid up capital : Rwf 1449 876 283, whic  h represents 40.8% of the capital
pledged ;

- Amount of deposits: Rwf 1 449 876 283.

111.2.5. Priorities for the remainder 2010

During the second half of the year 2010, ap  art from its ordinary m ission of off-site
surveillance and on-site exam ination of MFIs, the arcas where the National Bank of
Rwanda will focus on in the microfinance sector are:
- Complete the second phase of the licensing process of UMURENGA SACCO;
- Organize the workshop ont he harm onization of m icrofinance regulation in the
EAC countries (8th- 10th September 2010);
- Produce a cabinet paper on the culture of non repay ment of loans received from
MFIs and its negati ve impact on t he UMURENGE SACCO Program and other
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Government initiatives related to the pr  omotion of financial inclusiveness in
Rwanda;

- Keep the dialogue with liqui dators of 9 cl osed MFIs to discuss on the progress of
the liquidation and the way forward;

- Streamline the interventions of th e Government entities in SACCO' S
establishment;

- Carry out a feasibility study of deposit insurance for MFIs and its establishment;

- Monitor the merging process of some existing SACCOs with SACCOs creat ed in
line with UMURENGE SACCO Program:;

- License some existing Union of SACCOs not yet licensed, after assessment;

- Follow up of the evolution of NPL in the microfinance sector.

111.3 NON- BANK FINANCIAL SECTOR

111.3.1 Introduction

Insurance co mpanies and p ension schem es co mmonly referred to as “institutional
investors” are the main non-bank financial institutions that BNR is currently supervising.
Like banks they pl ay an int ermediary ro le of savings m obilizations, allocation of
resources by investing in different financial and non financial asse ts. BNR the regulator
set up a departm ent with a core m ission to en sure that these institutions are financially
sound in order to meet their present and future financial obligations.

1. Insurance Sector

Reference to the previous mo netary policy statement of February 2010, BNR had to
accomplish a number of activitiesra  nging from strengthening NBFI secto  r legal
infrastructure and supervisory fram ework. In the first semester 2010 anum  ber of
activities were accomplished, including:
1. Drafting of the insurance  contract law was compl eted and presented to all
stakeholders in a workshop;
2. More insurance regulations (regulations on liquidation and dissolution, regulations
on mergers and closure of insurers) are in drafting stage;
3. Licensing of insurance intermediaries (about 126 insurance agents)
4. Off-site surveillance for all insurers and production of off-site analysis reports.

In the second half of 2010, BNR will com plete drafting of the two regulations
(regulations on 1 iquidation a nd dissol ution, regulations on mergers and closure of
insurers) and commence on drafting the insura nce mandatory law. Off-site surveillance
will continue to be done and On-site inspection of at least two insurers will be carried in
the second semester of 2010.
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According to insurance sector statistics available, the indus try growth has continued to
be positive in term s of assets and premium s written. The s ector i1s com prised of: six
private insurers, (1. e., two are foreign a nd four are locally owned) and two public
insurers- making a total of e1 ght insurance companies, four licensed insurance brokers
and 126 insurance agents (all licensed in 2~ 010). With the existin g legal reform and
supervisory framework, it is anticipated to see m ore inflow of foreign com panies and
private investors.

Table 11: Evolution of insurance players

Year Number of competitors(cumulative figures)
1975-1980 1
1981-1995 2
1996-2005 5
2006-to date 8

Source: Non Bank Financial Institutions department

Insurance sector penetration measured by the ratio of gross premiums written to GDP is
showing a positive trend as indicated in the table below. Ho wever, this ratio is still far
below that of middle income econo mies like South Africa (10%). BNR’s target is to
have 10% penetration ratio by 2020 and with the curre nt reform s going on and
minimization of the existing challenges, it is hoped the target will be attained.

Table 12: Insurance: Premiums/GDP (in billions Rwf)

2005 2006 2007 2008 2009 2010 Projections
Gross Premium 137 19.8 27.6 35.9 47.9 62.4
GDP (nominal) 1,440 1,716 1,811 2,014 2,187 *2,515
% G.P/GDP 1.0% 1.2% 1. 5% 1.8% 2. 2% 2. 5%

Source: Non Bank Financial Institutions department

*2010 GDP estimate is based on 15% nominal increase

The insurance industry size has grown over the past years as demonstrated by the
industry asset in the table below. The asset growth trend is remarkable.

Table 13: Insurance: Assets/GDP (in billions Rwf)

2005 2006 2007 2008 2009 2010 Projections
Assets 31.8 443 61.7 80.1 102.9 132.9
GDP (nominal) 1,440 1,716 1,811 2,014 2,187 *2,515
% G.P/GDP 2.2% 2.6% 3. 4% 4.0% 4. 7% 5.3%

Source: Non Bank Financial Institutions department

*2010 GDP estimate is based on 15% nominal increase

2. Pension Sector

During the first half of 2010, som e activities were performed to im  prove the legal
framework relating to regulation and supervision of the pens ion sector. BNR assisted by
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USAID expert drafted pension core re gulations (i.e., regulations governing
establishment of pe nsion schemes and serv ice provi ders and regul ations governing
pension fund m anagement). Additionally, Off-site surveillance of Social Security fund
of Rwanda (CSR) was carried out and analysis report pro duced. In the same period,
BNR continued to re ceive questionnaires on Private pension scheme census survey that
is still ongoing. A mini report on the progress of the survey was produced and the final
report will be produced in the second half  of 2010 after col lecting all questionnaires.
Similarly, on-site inspection for CSR will be carried out.

Rwanda’s pension sector coverage ratio for active population is approximately 5.7% and
Rwanda’s target is to increase the ratio to 25% by 2020. The pension sector performance
indicators such as Asset/GDP and Contribution/GDP show a positive trend.

Table 14: Pension: Assets/GDP (in billions)

2007 2008 2009 2010 projection
Assets 100.6 129.0 142.4 161.0
GDP (nominal) 1,811 2,014 2,187 2,515
% Assets/GDP 5.5% 6.9% 6.5% 6.40%

Source: Non Bank Financial Institutions department

*2010 GDP estimate is based on 15% nominal increase

Table 15: Pension: Contribution/GDP (in billions)

2007 2008 2009 2010 projection
Contribution 15.8 20.7 23.9 25.0
GDP (nominal) 1,811 2,014 2,187 2,515
% Contribution/GDP 0.9% 1. 0% 1. 1% 1.0%

Source: Non Bank Financial Institutions department

*2010 GDP estimate is based on 15% nominal increase

In addition to strengthen the legal and re gulatory framework, BNR provided training to
its inspectors (insurance and pension). The pursued trainings include; study t  ours,
workshops, attach ments to other supervisor y authorities in the region a nd professional
courses.

The National Bank of Rwanda (BNR) will also undertake an on-site inspection for the
Social Security Fund of Rwanda (CSR) with the help of a consultant. At the same time,
the law governing pe nsion schemes and accounts is expected to be enacted before end
2010. The bank will also ensure that all the  core pension regulations are provided to
support the implementation of the pension law. In the second semester 2010, the pension
survey will be finalized. BNR will also con tinue to pursue intens ive trainings to build
capacity for NBFI supervisors through attach ments, in-house training, study tours and
professional courses.
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111.3.2 Financial Systems Stability

The estab lishment of the Financial Stab  ility U nit within the Financial Stability
Directorate was created in order to identify, analyze and research potential threats to and
weaknesses of the financial system and make proposals a nd encourage changes to
promote the safety and effectiv eness of the financial system s. In the next sem ester of
2010, the unit will e mbark on collection of da ta from banks, m icrofinance, insurance,
and pension to assess robustness of financ 1al system s, develop key macro prudential
analysis indicators, and write both fourth  quarter report and 2010 annual financial
stability report.

111.4 CAPITAL MARKET

The Rwanda over the Counter (ROTC) Market has been in existence since early 2008. A
number of achievements have been registered within the fra mework of Capital Market
Development, including:

Legal framework: The law establishing the Capita 1 Market Authority, the law
regulating the Capital Markets in Rwanda and the law regulating the Collective
Investment Schemes are in p arliament for adoption and publication. In addition, the
Trust Law was draft ed and in the process  of the Cabinet approval. National public
Education and awareness cam paigns have been organized for Government, Private
Institutions, and general public. A total of 7861people were sensitized on Capital
Markets.

Capacity Building: Training for market practitione rs and general public under the
Securities Industry Training Institute (SIT I) program was conducted at the prem ises of
CMAC and a total of 165 parti cipants received certificates of participation. The CMAC
staff attended different training programs.

Securities Listed on ROTC: Currently, the secu rities liste d on the Capital Market
include the Government three year 5 Billion Rwanda Francs issued i n February 2008
with a coupon rate of 8.25%. Tw o more Government Bonds of 2.5 billion (Two years)
and 1.5 billion (Three years) were issued in January and Ap ril 2010 and their respe ctive
coupon rates are 9.5% and 9.75%. Before the end of t his year, two more Government
Bonds will be issued and listed on the ROTC Market. A two year 2.5 Billion and a five
year 2.5 Billion Bonds are expected to be issued in August and October 2010
respectively.

Besides, s ince the first half of 2009, the e  quity m arket was activ ated with the cross-
listing of the Kenya Co mmercial Bank on the Rwanda OTC M arket. In addition, the
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Government of Rwanda has approved the privatization program of its shares through the
Rwanda Capital Markets. The privatization of BRALIRWA is at advanced stage and the
government has nominated its team of advisors. This will mark the first domestic public
offering in Rwanda. More do mestic co mpanies are expect ed to be listed on Rwanda
OTC market after Bralirwa.

The Kigali City Council Infrastructure Bond which was to be issued during t he Budget
year 2009/2010 did not take  place. Howeve r, t he idea is still on board and if the
scheduled preliminaries are respected, this B ond will be issued in the second half of the
fiscal year 2010/2011.

Capital Market Incentives: the tax incentives have been published in Official Gazette
of the Republic of 28th May 2010. The Rwa nda Law on dire ct taxes on income and the
code of value added tax m  odified t o in corporate the proposed capital markets tax
incentives.

Acquisition of the electronic trading system and display platform: the process to acquire
the electronic trading system and display is underway.

Regional Integration: The Capital Mar ket Advisory Council (CMAC) has signed a
Memorandum of Understanding with the East African Securities Regulatory Authorities
(EASRA), the regional body of capital market regulators. CM AC has also joined East
Africa Stock Exchange Association. Trading across the region is taking place.

The Rwanda Diaspora Mutual Fund was licensed and successfully launched during the
last Diaspora Convention whic h took place in December 2009. Of recent, a nu mber of
Rwandese in the Diaspora has expressed thei  r de sires to 1 nvest in the Government
Securities. Process is underway to facilita  te them participate in the October 2010
Issuance.

111.5 PAYMENT SYSTEM MODERNIZATION
1. Progress made in 2010

Given that an efficient and smooth operati ng national payment system is a necessary
precondition for business developm ent a nd econom ic growth, in 2010, BNR and
stakeholders continued to work on the payment system modernization program to ensure
that payment systems are efficient and relia ble. This progra m involves introduct ion of
new payment instruments, mechanisms (systems) and improving the legal environment.
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Concerted effort was put in laying a robust framework so as to raise public confidence in
Payment Systems. The BNR together with th e World Bank carried out an assessment of
the present legal framework with a view to identifying all the gaps and be able to work
towards filling them in order to have a robust legal framewo rk that can support m odern
payment system s. Consequentl y several laws in first quart er of 2010, notably; the
Payment system Law, the Electronic Transactions law, the Book entry securities holding
(CSD) Law as well as the regulation gove rning the Payment Service Providers were
published in the Official Gazette.

Modern pay ment sy stems is characteri zed by a real time settlem ent system. The BNR
has signed a contract with CMA to im plement the Rwanda Integrated Pay = ments
Processing System (RIPPS), which encompasses the Automated Clearing House (ACH),
the Real Time Gross Settlement (RTGS) and the Central Securitie s Depository (CSD),
all three running on the same platform . The implementation is earnestly under way and
is expected to be launched by end December 2010.

Concerning the retail payment system s, the banks continued to issue payment cards and
SIMTEL as a co mmon platform ensures that the infrastructure is interoperable. On th e
other hand, SIMTEL started to issue to banks a proprietary card, which is personalized at
SIMTEL and delivered to banks in not m ore than 48 hours. This will substantially cut
down the time it has been taking for bank ¢ lients to obtain cards and about 7 700 cards
were issued between February and A ugust 2010. The following table shows the
evolution of payment cards usage in Rwanda in 2010.

Table 17: Statistical data on payment cards

2009 June 2010
Total number of Automated Teller Machines (ATMs) in the country 2% 73
Total number of Point of Sale (POS) terminals in the country 04 98
Total number of debit cards 27 065 34 791
Total number of credit cards 453 458
Total number of transactions
Payments by local debit cards 212 568 106 391
Payments by international cards 29070 10980
Total value settled (Rwandan francs millions)
Payments by local debit card 4568 5428
Payments by international cards 6470 2736
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The year 2010, also saw several initiatives in  mobile payments a nd remittances being
licensed. MTN has been fully licensed to operate the “MTN Mobile Money” as a mobile
payment service. In the three m onths that MTN money has operate d, there are 133 337
subscribers, and about 2 500 transactions per day.

All over the developing world, remittances have become an important source of external
finance. Therefore to f acilitate, the Rwandan Diaspora send back home fund easily,
stand alone Rem ittance Services Provide rs (RSP) were licensed. Notable am ong are;
Dahabshill Money Transfer Ltd, Virunga Express, Speedex Rwanda Ltd, UAE
Exchange Rwanda Ltd and Ma dina Money Transfer Ltd. This will ensure that the
Rwandan Diaspora can easily rem it funds back hom e and will also enhance the
compilation of our rem ittances statistics. The figures have risen since after allowing the
RSPs to operate. Initially all RSPs had to use banks so as  to be able to send and/or
receive funds. More still, western union and  money gram got the banks in exclusive
contracts and bl ocked out other service providers. However, the new Paym ent Services
Regulation removes these ex clusive contracts and there has been a noted increase in the
remittance figures as the table below shows.

Table 18: Data on remittances from Diaspora using Remittance Service Providers (in USD million)

2005 2006 2007 2008 2009 June 2010

Total remittance inflows 42.85 63.87 103.03 139.89 172.43 117.75

2. Ongoing Projects

To further strengthen the legal and regul atory framework, several ru les and regul ations
are now being draft ed and will be passed to support the implem entation of the above
mentioned laws. Regarding retail payment systems, concerted effort are being put in the
following areas: International connectivity ; both acquiring- the ability to accept
international cards on our infrastructure a nd issui ng — giving local clients cards that
enable th em transact abroad, Massive  issuing cards and ATM (Automated Teller
Machine) and POS (Point Of Sale) de ployment based ont  he princi ple of
interoperability.

Concerning the Rwanda Integrated Pay ments Processing System (RIPPS), RTGS (Real
Time Gross Settlement) and some CSD ( Central Securities Depository) and ACH
(Automated Clearing House) functionalitie s will be ready by e nd December 2010 and
the whole system will be fully functional with all advanced features by March 2011.

34
B.P 531 Kigali — Rwanda Tél. : (00250) 59 14 2200 / 59 14 2231/ 08 17 2200 / 08 17 2231 Fax : (00250) 57 25 51/ 51 13 \——I

E-mail : info @BNR.rw Site Web : www.BNR.xw



Monetary Policy and Financial Stability Statement August, 2010

111.6. EAC MONETARY UNION

The National Bank of Rwand a will continue to participate and play a leading role in all
activities related to the establishment of the East African Monetary Union. These include
the negotiation of the Monetary Union Protocol expected to be signed by 2012 as well as
different priority activities identified by th e last Monetary Affairs Committee meeting
held in Arusha Tanzania that would be unde  rtaken in the trans ition to East African
Monetary Union (E AMU). These priorities fa 1l within the follow ing broad functional
areas: Econom ic policy, Fina ncial markets, Prudential supervision of financial
institutions and financial stability, Inform  ation technology, Paym ent infrastructure,
Capacity building, Legal Issues, Finance and Accounting and Banking and Currency.
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CONCLUSION

During the current Year 2010, Rwandan economy is evolving in a better international
and national economic and fina ncial environment compared to 2009. Rwanda econom ic
has experienced a significant recovery during the first half of 20101 n all production
sectors and the growth rate of the economy is expected in the range of 7-10%.

To support this econom ic development, the National Bank of Rwanda will continue to
implement a m onetary policy aiming at keepi ng a com fortable level of liquidity 1 n the
banking system, while keeping inflation in one digit number and stimulating domestic
saving mobilization through maintaining positi ve interest rates in real terms. In foreign
exchange market, BNR will continue to cl ~ osely m onitor the behavior of the = RWF
exchange rate versus the currencies of trade partners to maintain stable the REER.

With regard to financial sector development, the National Bank of Rwanda will continue
to strengt hen the legal and regulatory fram ework to enhance market confidence and
stability of the financial sector.

More efforts will be devoted to on-site insp ections and off-site surveillance analyses to
enforce compliance to prudential norm s in all subsectors of financial system . Initiatives
to eradicate poor loa n repayment culture w ill be undertaken through financial literacy
campaigns and other measures to check on misbehaviors. Financial inclusion remains
BNR’s top priority and as such Um urenge SACCO phase Il lic  ensing process is
expected to be advanced before the end of 2010.

Regarding capital market developm ent, some achievements have been registered. These
range from the leg al framework, capacity building and new securities listed on the
Rwanda over the Counter M arket. CMAC ha s also joined the East Africa Stock
Exchange Association. The Rwanda D1 aspora Mutual Fund was licens ed and launched
in December 2009. Of recent, a number of Rwandese in the Diaspora has expressed their
desires to invest in the Government Secu rities. Process is underway to facilitate them
participate in the October 2010 Issuance.

Payment Systems modernization has been taken on in earnest, the implementation of the
Rwanda I ntegrated Payments Processing Sy stem is well under way.  The Functional
specifications for the system have been signed off and customization of the system to the
Rwandan context is going on with the supplier. The remaining part of 2010 will include;
hardware acquisition, customi zation, software installation, training of the participant
banks and others like the Ministry of Finance and deployment of the system.
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Monetary Policy and Financial Stability Statement August, 2010
Banks substantially increased the deployment of ATMS, currently we have about 73

ATMs in the country, however, due to various issues, some are not yet connected. About
10 ATMs accept international cards and several Point of Sale (POS) are in the market.
We shall continue to work with banks to ensure that more ATMs are connected and full
interoperability occurs through SIMTEL and improve the system’s (SIMTEL) efficiency
as well.
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