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Purpose of our research

*This study seeks to:

1. establish the nexus between the loan to deposit
ratio and profitability within the credit union
movement and,

2. to ascertain whether there is an optimal range
for the loan-to-deposit ratio.



Contribution to existing literature

* With the onset of the Covid-19 pandemic, the question of credit
union liquidity became more pertinent as there was much discussions
on various types of forbearance for institutions and customers alike.

* This reality triggered a closer look from the regulators in simulating
the potential impact of the increased liquidity demands on the credit
union sector.

* The existing framework target commercial banks

* It would therefore be prudent to determine optimal levels for the LTD
in Credit Unions



Structure of Credit Union Sector
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Credit Union Performance
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Commercial Bank Minimum Interest Rates vs
Credit Union Rates
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Observations During Covid-19

Initial concerns: ‘ Key Stats ‘
+ Signifcant layoff e o arzon
jgec:i”e n 'Oilquidi_ty Total Assets 2,654.3 2,836.4
— Decline In deposits Total Loans 1,774.5 1,786.7
—>lncreases in NPLs
—Decline in profitability Total
Deposits 2,314.4 2,472.0
Response: LTD 76.7% 72.3%
* Loan Moratorium (by entities) NPLs 9.6% 13.8%
* Regulatory Forbearance ROA 0.9% 0.6%
* Ongoing dialogue on stability Lig Assets%
of Deposits 23% 28%
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boundaries in which liquidity ratios should
be managed




Methodology
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Estimation Results

Variable Coefficient Std. Error | t-Statistic Prob.

Constant -2.4522 0.8044 -3.0483 0.0024
LTD 0.0663 0.0210 3.1546 0.0017
LTD? -0.0003 0.0001 -2.0661 0.0391
ROA 4 0.1667 0.0339 4.9140 0.0000
Y 0.0370 0.0124 2.9893 0.0029
IRD 0.1907 0.0263 7.2380 0.0000




Estimating the Frontier
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Conclusion



