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Banks step out of the shadows

DCES t he average Mal aysi an bel i eve that the banki ng systemof this country
isintact? After Sime Bank, the downward revisions by the rating agenci es,
and the results of Bank Negara's recent stress-test on banks, the sceptics
wi Il have grown in nunmber. WII the neasures introduced this week to
strengt hen t he banki ng systembe enough to prove themw ong?

Undoubt edl y, the banki ng systemis going through atrying tinme. The
attention it has been given this week reflects this. First, Deputy Prine
M ni ster and Fi nance M ni ster Datuk Seri Anwar | brahim in his mnisterial
st at ement on Tuesday, announced new neasures to further strengthen the
econony, the bul k of which were ai ned at banki ng and fi nanci al
institutions. Terns |i ke greater transparency, better governance, and
tighter surveillance resonated in the Parlianent as Anwar spelt out
neasures to ensure that the banking systemof this country remai ns strong
in the face of the continued regional financial turnoil.

Prime M nister Datuk Seri Dr Mahat hir Mohamad al so outl i ned on Tuesday,
t he proposal s by the National Econom ¢ Action Council (NEAC), the agency
formed in January to hel p the Governnment chart the econony's coneback.
Mbst of these neasures were al so ai med at further strengthening the
banki ng sector, including an all owance for Tier-1 banks to exceed the 15
per cent lending growh linmit and a suggestion that Bank Negara reduces
the Statutory Reserves Requirenent further.

Yest erday, Bank Negara governer Tan Sri Ahmad Mohd Don brought out nore
detail s on what the central bank woul d be doing to i nprove transparency,
governance and surveillance, which will include requiring banks to go
through stress-tests every three nonths, publish financial statements as
regularly and for finance conpanies to drastically raise their paid-up
capital to RM0OO million fromRVb mllion now These are just a few of the
tough nmeasures that the central bank is adopting to ensure that any threat
agai nst the systemw ||l be detected early. He al so announced that the
nmer ger of finance conpanies - once said to be a tenporary cause for
danpeni ng sentinents on the hyper-sensitive Kual a Lunmpur Stock Exchange -
is progressing well. By next Tuesday, the deadline given to finance
conmpani es to come up with their nerger plans, 28 of the 35 | ocal conpanies
woul d have agreed in principle to nmerge or, in the case of bank-owned
finance compani es, be absorbed by their parent banks.

These are strong reasons to keep faith in the banking system In
addi ti on, according to the Bank Negara annual report issued yesterday,
banki ng system| oans grew by 26.5 per cent as at the end of |ast year,
narromy mssing the Governnent's target tolimt | ending growth to 25 per
cent. The peopl e at Bank Negara said this coul d be brought down to 12 per
cent this year, even if Tier-1 banks are allowed to exceed their limt.
Non- perform ng | oans are under control and the Governnent has ensured t hat
there will be enough liquidity in the systemfor financing productive
sectors, including export-oriented sectors. The real econony has al so
shown si gns of stability, which al ways augurs wel | for banking. Although
the Gross Domestic Product (GDP) growt h projection has been brought down
to 2-3 per cent (Wrld Bank has projected a 3.5 per cent growth for
Mal aysia in 1998), unenploynment will remain | owand the country is
expected to bring down its current account deficit to below 1l per cent of
the GNP, al though inflation and production costs are expected to i ncrease.

Wth these devel opnments, the outl ook for banks, on the whole, is



certainly nore positive nowthan it probably was earlier this year or sone
nont hs ago. Sine Bank's RML. 8 billion hal f-year | osses has shaken a | ot of
confidence but the Bank Negara governor's assurance that no ot her banks
are in troubl e shoul d cal mnerves. The tightest nonetary regi ne, though,
i s not enough. The onus i s al ways on banks and fi nance conpani es to ensure
they put the right people and the right systemin place. Failing this, the
sceptics deserve to be proven right.
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