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Local banks take long-termviews (HL)

Must apha Kami |

LOCAL banks will make a margin call on, or dispose of, shares used as
col | atoral agai nst | oans only when absolutely sure a borrower cannot
repay, banking sources say.

They said to shelve making margin calls indefinitely will affect banks
bottom!lines and may al so create a crisis of confidence anong the
international comunity with regard to the [ evel of prudence in the
domesti ¢ banki ng sector.

However, while this is so, the traditional practice of local banks is to
take long-termviews on their association with custoners, the sources
sai d.

"Mai ntai ning good relations with their custoners is of primary
i nportance for banks here. In Malaysia, custoners renenber whatever their
bankers do to themin good and bad tines," one banker said.

Responding to a call to banks to use their wi sdom when naki ng margin
calls and to give priority to national interest, the sources said | oca
banks are expected to ride the current economc stormwith their
custoners

They went on to explain that there are primarily two types of share
financing instrunents in the Ml aysi an banki ng system

The first is an off-the-shelf type of share financi ng packages, where
banks i npose nininumrequirenents to be net by the borrowers. These are
nmostly used by retail and individual investors.

The nechanics of the loan is fairly sinple. If the share prices rise,
the borrower profits while servicing the debts. On the other hand, if they
decline, the investors would have to top up the value of the collatera
shares as soon as possible | est the banks di spose of them

The second type of financing collateralised by shares are those for
corporations and | arge investors, usually either for purchases of |arge
bl ocks of shares or for other strategic i nvestnents by the corporations.

In this type of facility, the banks would scrutinise the | oan
application, the profitability of the venture proposed and the credit-
standi ng of the applicant.

The sources said probably the margin calls nmade by Mal aysi an banks t hus
far are those on the first type of financing.

They said this too would explain the continuation of selling activities
on the Kual a Lunmpur Stock Exchange (KLSE). Another probabl e expl anation
for the selling pressure on the KLSE could be the disposal of pledged
securities by of fshore banks in Singapore, fromwhom i ndividuals or
corporations could have borrowed.

In the second type of financing, |ocal banks have been known to continue
to assisttheir clients in weathering any narket setbacks. This is also the
practice of foreign banks incorporated in Ml aysi a.

On Wednesday, Bank Negara said the |ocal banking systemis capable of
absorbing the effects of the setback on the stock market as | oans using
shares as collateral nmake up only 10 per cent of total lending. In
addition, the ratio of the value of shares pledged as collateral renai ned
favourabl e, at 146 per cent, as at the end of Cctober.

Earlier in the week, Prine Mnister Datuk Seri Dr Mhat hir Mhanmad had
urged banks to use their w sdomwhen nmaking margin calls and to adhere to
governnent directives in the face of the current econom ¢ probl ens.

The sources said banking practice in Malaysia are unlike those in the



devel oped markets where banks are quick to di spose of pledged shares in
times of weak prices, even at a | oss.

For banks in the devel oped world, having to address problens such as
di mi ni shing values in pledged shares and the inability of custoners to top
up their margin financing is considered a waste of managenent ti ne.

These banks woul d prefer to close the chapter, by disposing of the
pl edged shares and concentrati ng on new busi ness.

On the tightening of loan facilities am d the weaker econonic
sentinments, it is only natural for banks to do so, as within an
envi ronment of increased business risks, banks would not want to continue
i ncreasing their exposure to | oans, the sources said.

This, however, would not affect on-going projects and those consi dered
strategic and of inmediate need to the country. Banks will not want to
stop financing projects half-way as they - buildings, for exanple - would
have been charged as security for the loans. It is in the banks' interest
to have t hem conpl et ed.
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