17/ 02/ 1998

Medi ati ng bank mergers

THE Prime M ni ster's suggestion that banks whi ch coul d not agree on nerger
terns seek arbitrationis aninteresting one. In making t he proposal

Dat uk Seri Dr Mahat hir Mhanmad said that if the banks cannot make an
assessment because of a di spute over the value of banks, perhaps
arbitration shoul d be consi dered. Since he was respondi ng to questi ons on
t he i npasse between RHB Bank Bhd and Bank of Commerce Bhd, perhaps the
bankers invol ved shoul d heed the advice of the Prime Mnister. But before
that, all invol ved shoul d not overl ook his other advice that the parties

i nvol ved in such nmerger tal ks be "reasonabl e".

Certainly the calling of f of tal ks between the two banks i s a drawback
inthe Government's attenpt to get the financial institutions inthis
country to merge. There are too nmany around - 37 conmercial banks, 40
fi nance conpani es and 12 nerchant banks. Wth the openi ng up of financi al
servi ces markets under the World Trade Organi sation |iberalisation rules,
the smal | er banks will not have much of a chance agai nst forei gn banking
giants which will definitely make their way i nto our market. The | essons
of Thail and, | ndonesi a and South Korea i n recent nonths shoul d al so be
| earnt. The economny needs strong financial institutions to support growth
and devel opnent. By merging, it is hoped that | ocal banks will becone
stronger and nore able to conpete with forei gn banks. Even the world's
| ar gest banks have nerged or are thinking of nerging as a preparation for
the financial services sector |iberalisation.

The necessity to merge during the current econonic situationis even
nmore pressing. This is why the Governnent does not wi sh to see any bank
taking its time to merge; hence, the March 31 deadline. Dr Mahathir feels
that | ocal banks risk the danger of being taken over by foreigners if they
do not nmerge. Because of theringgit's depreciation, foreigners now hold
an advant age as they can buy shares in | ocal banks at a cheaper price. In
fact, sone banks are effectively foreign-owned already. The same could
happen to | ocal finance conpani es, insurance firnms, and tel ecommuni cati on
conmpanies. If they are small and weak, they can be taken over easily.

The good thing is that Dr Mahathir has said the Governnent is not going
to force banks to merge. This is a wel come assurance, indeed. Banks shoul d
take this as a sign of confidence on the part of the Governnent in their
ability to do as they think best for themand the i ndustry. Any form of
excessive participation by the Governnent in the effort to get banks to
merge will be construed as intervention, or an attenpt to bail out sonme
parties by allowing themto nmerge with ot hers.

In this context, Dr Mahathir's suggestion for arbitration nust not be
al | oned to be m sconstrued as a veiled formof intervention, either by the
banks i nvol ved or by outside parties who call thensel ves observers and
anal ysts. If, say, either party in the case of the proposed nerger between
Bank of Commerce and RHB Bank is unwilling to pursue negotiations, that
deci si on nmust be respected. But if both parties arewillingtogiveit a
shot because t hey see synergy and nmutual benefits, then an arbitrator can
be called in to assist in the negotiations.

The question now, of course, is who should arbitrate? Certainly, there
is no shortage of authorities that could fit the role. The Foreign
I nvest ment Committee and the Securities Comm ssion have experi enced peopl e
who have dealt with countl ess corporate proposals, including nmergers. An
anal yst who spoke to thi s newspaper sai d perhaps what is needed i s an



extension to the rol es of bodi es such as these i n making the final
arbitration concl usion based on their reviews. Perhaps the Nati onal
Economi ¢ Action Council could fill this role. Since the proposed nerger of
banks can be consi dered part of neasures to help with the economc
recovery, the NEACis suited for this job, although its job scope says
not hi ng about acting as an arbitrator in merger negotiations. But some
things call for imedi ate action, and t he NEAC was est abl i shed
specifically for such a situation.
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