21/10/ 1999
Banks now free to choose their own nerger partners

Zurai m Abdul | ah

KUALA LUMPUR, Wed. - Banks are now al |l owed to choose their own nerger
partners and they have until the end of January to do so and up to
Decenber 2000 to conpl ete the exercise, Bank Negara announced today.

"Al'l banking institutions will nowbe given the flexibility to form
their own nmerger groups and to choose their own | eader in each group,"
Governor Tan Sri Ali Abul Hassan Sul ai man said in a statenent.

He said they were required to revert to Bank Negara by the end of
January next year on their nmerger partners and to secure an agreenment in
principle fromthe najor sharehol ders of banks in their group

Once the central bank approves t he new groupi ngs, the banks woul d be
allowed to termnate their earlier menoranduns of understandi ng si gned
with others

"They shoul d then proceed to conplete all aspects of the nerger exercise
by the end of Decenber 2000," he said.

Al'i Abul Hassan noted that a separate circular would be issued to al
banks tonmorrow outlining the operational details of the nmerger exerci se.

Bank Negara first announced t he consolidati on programre for the donestic
banki ng sector on July 29.

The central bank said there had since been some strong objections on
certain aspects of the progranme especially pertainingto the nunber and
conposi tion of the banking groups and the tine frane.

Bank Negara's original plan for the country's 55 banking institutions
was to nmerge into six groups, each | ed by an anchor bank identified by
Bank Negar a.

The si x anchor banks are Ml ayan Banki ng Bhd, Bumi putra- Conmerce Bank
Bhd, Public Bank Bhd, Southern Bank Bhd, Milti-Purpose Bank Bhd and
Perwira Affin Bank Bhd.

The 55 donestic banking institutions are made up of 20 commerci al banks,
23 finance conpani es and 12 nerchant banks.

Prime M nister Datuk Seri Dr Mahat hir Mohanad had repeat edl y descri bed
t he si x anchor banks as an arbitrary nunber thus giving indications that
there coul d be nore.

On the flexibility announced today, Ali Abul Hassan said it did not in
any way reduce the i nportance of bank consolidati on which was i nevitable
given "the inpending |iberalisation and gl obalisation of the banking
sector".

"A fragnented banking systemw || only increase the vulnerability of the
fi nanci al systemand i ndeed the vul nerability of the econony as a whol e, "
he said.

Al'i Abul Hassan said given the need to have a strong and resilient
banki ng system the policy to consolidate donestic banks would therefore
continue to remai n Bank Negara's priority.

The only difference was that under the new approach, greater
responsi bility was nowwi th the sharehol ders of the banks to initiate and
drive the nerger process. Bank Negara, however, would directly intervene
to sel ect the nerger partners should the banks not nmake full use of the
flexibility accorded.

Al'i said the consolidation "should not result in an increase inthe
| evel of unenpl oynment in the country".

Citing an exanple, he said: "The recent nerger of Bank Bum putra
Mal aysi a Bhd and Bank of Comrmerce (M Bhd did not result in any staff |ay-



off and this clearly shows that bank nergers need not | ead to any
retrenchnent.

"Even if there was a need to redeploy sone staff, particularly at the
senior level, the fast recovering Mal aysi an econony woul d provi de anpl e
opportunities for alternative enpl oyment."

He sai d such staff woul d al so be conpensated fully through vol untary
separation schenes, adding that there should be no forced retrenchment.

Bank Negara al so rem nded all banks that the merger exercise shoul d not
inany way di srupt their normal operations and that they shoul d conti nue
to place particul ar enphasis on | oan growth which is vital in the economc
recovery process.
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