11/11/ 1998

Banks must prove it by deeds

AFTER t he many conpl aints of difficulty in securing funding, the banks'
assurance yesterday that they will dotheir part tolend nore to help
revive the country's econony is heartening. But this is not the first tine
inrecent nonths that the banks have gi ven such an assurance.

In early Septenber when Bank Negara announced t hat financi al
institutions are required to have a m ni rumannual | oan growt h of ei ght
per cent by the end of the year to counter the sharp deterioration seen in
the first half, the Associ ati on of Banks was swift in giving a positive
response. Judgi ng by t he subsequent fl ood of grouses to the authorities,
evi dently banks have not matched their words with deeds. Ironically, after
t he easy | endi ng spree of the past decade, banks have now swung to t he
ot her extrene.

The reluctance to | end despite the authorities' consistent noral suasion
has incurred their ire. For instance, Prine M nister and First Fi nance
M ni ster Datuk Seri Dr Mahathir Mhanmad tol d the Associ ati on of Merchant
Banks on Saturday: "I hope what | amhearing is just afairy tale." He
once agai n expressed t he hope that banks will be nore positive in |oan
approval s. Second Fi nance M ni st er Dat uk Must apa Mohaned said after
meeti ng t he banks' representatives on Monday: "W hope we are getting
somewhere. "

It is nowleft to be seen whet her the banks will continue to pay |ip-
service to their all-inmportant role, being the life-blood to the nation's
growh. Time will no doubt be given to themas requested to intensify
their effort leading to an inmprovenent in credit growth. Aside from
conpl aints acting as an indicator, an effective way to nobnitor progress is
to ask banks to give regular reports of |oan applications received and the
nunber approved.

The current econoni ¢ downturn has reveal ed several weaknesses in our
banki ng system as aptly pointed out by an MP in Parlianent recently. He
hit the nail on the head in saying that a maj or shortcomi ng was the non-
practice of prudent managenent and ri sk managenent when gi vi ng out | oans.
Certai n banks, he | anented, gave out | oans whi ch exposed themto hi gh
ri sks shoul d the borrowers face probl ens. There were many snal | -tine
applicants with | esser risks and even viabl e projects which had been
si del i ned.

Anot her is the "pawn-shop” mentality of certain banks which in a
nutshell tells clients, especially the small-tiners, "no collateral, no
tal k". Thus, regrettably, especially in these difficult tines when slow
debt collection has affected all busi nesses and urgent bridgi ng fi nanci ng
fromthe financial institutions provides an essential |ifebuoy to keep the
conpani es fromgoi ng under, such facility is not forthcom ng. Needl ess to
say, the small and nediumsized i ndustries are the hardest hit.

Prudence is an ever-green virtue and especially pertinent at a tine when
t he Governnent i s enphasi si ng good corporate governance in all sectors,
includinginits reformof the banking system To play their effective
role, it is hightinme banks changed their m ndset and becane nore hel pful
to the business conmmunity. Gventhe will, there is much they can do.
Speedi ng up approvals will be a tremendous hel p.

Wth liquidity no |l onger an issue, banks with the funds have no cogent
reason not to lend to viabl e projects henceforth. After tal ki ng about the
problemfor nmonths, the authorities appear to have sent out a warning this



time that they will likely wield the big stick if conpliance is not
fort hcomi ng.
( END)
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