03/ 06/ 1998

M xed reaction on AMC fundi ng source

THERE were m xed reactions fromfinancial market and anal ysts on the
fundi ng source of the proposed Asset Managenent Conpany (AMC), whi ch was
formed to take over troubl ed | oans and assets in the banking sector.

Sone anal yst said there nust be foreign fund injection to help the
conmpany to buy up | oans of f commerci al banks, others seens to think that
t he sources of the funding will not determi ne the success of AMC.

Gol dman Sachs Asi a regi onal econom st Donal d Hanna said the
participation of the foreign funds and the private sector is to denostrate
that AMCis "truly market oriented progranme and not a bailout".

Yesterday, Prinme M nister Datuk Seri Dr Mahat hir Mohanad had sai d t hat
the Government may finance up to 60 per cent of the capital needs of AMC
whil e the private sector will fork out the bal ance.

The funds, Dr Mahathir had added will be drawn fromthe Government's
consol i dat ed accounts, and not through taxation or the central bank

Hong Kong-based Hana is quick to add that AMCis part of the sol utions
to Mal aysi an economi ¢ probl emas banks will be able to concentrate on
| endi ng and injects nmuch-needed liquidity into the systemto finance
productive sector activities and not the collection of |oans.

The AMC wi | | acquire non-perform ng | oans and assets of |ocal financia
institutions at market prices with a viewto revive and then sell themat
a profit.

The objective is to free the banks to concentrate on financi ng econom c
activities.

"The idea of pulling problemloans off the books of the banks is crucial
inthe solution for the credit novenent in Ml aysi an banki ng system

"AMC is part of the solution but problemwi |l arise when | oans ri ses
rapidly as the economy sl ows down, making it difficult to sell problem
| oans at a market price,"” he said adding that the sl owdown is fromthe
i mpression given by the negative 1.8 per cent growh in the gross domestic
product .

However, he said the Governnent has given an inpressive guarantee and
guestion arise on the nechani smof the guarantee, especially during a
peri od when asset quality deteriorates naking it difficult for banks to
book | oans.

However question arise on the capitalistion of the banks and mechani sm
of the guarantee.

When asked on the non-perform ng | oan, Hanna said, that he expects it to
peak over 25 per cent in 1999

"There are other steps to be taken if our feel onthe NPL ratio is
correct. These includes greater clarity on deposit guarantee in order to
ensure that people continue to hold deposits in banks," he said.

Anal ysts had expect the Governnent to provide the start-up funds
i ncluding a bond i ssue with a governnent guarant ee.

However, there were no specul ation on the anobunt to be raised as it wll
only be determ ned only after AMC has assessed t he situation.

M Mhamed Aznman Yahya, who has been appoi nted as chi ef executive of AMC
had said earlier that full disclosure and transparency in the agency's
operati ons.

The operational structure of the agency is currently bei ng worked out
toget her wi th Bank Negara and ot her consul tants.

The AMC has al so been given a tinetable by the Finance Mnistry.
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