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VWHEN Tan Sri Azman Hashim the chairman of the Arab- Ml aysian banki ng
group, joined Prinme M nister Datuk Seri Dr Mahat hir Mohamad' s entourage to
the United States and later to London in | ate Septenmber, he was on the
brink of being marginalised inthe local financial sector.

Ar ab- Mal aysi an Merchant Bank Bhd, which Azman had nurtured into the top
mer chant bank in the country, his fledgling finance conpany and a
commercial bank still inits infancy, were to be absorbed by the Affin
Hol di ngs Group under Bank Negara's radical consolidation programre.

Under the Bank Negara initiative outlined on June 29, all 58 | oca
financial institutions are to be merged i nto six anchor bank groupi ngs. By
virtue of not being chosen as an anchor bank, the Arab-Mal aysi an group and
Azman were in a precarious position of being reduced to a mnority player.
However, his trip to the United States appears to mark a turni ng poi nt

for Azman as he was greeted by sone delightful news upon his return. In
essence, they point to one thing - his Arab-Ml aysi an group has a good
chance of getting anchor bank status.

Anot her financial institutionthat islikely to get anchor bank status

i s Hong Leong Bank. The bank, controlled by Tan Sri Quek Leng Chan, is
keeping its cards close to the chest on its next nove.

The RHB banki ng group i s another |ikely candidate for anchor bank

status. However, its chances are vi ewed as not that bright conpared to the
Ar ab- Mal aysi an group or Hong Leong.

Under the original plan, all the financial outfits headed by Tan Sr

Rashi d Hussain were to be nmerged i nt o an anchor bank groupi ng headed by
Mul ti-Purpose Bank. In total, the Milti-Purpose Bank was to merge with 11
financial institutions.

But an official of the Milti-Purpose Bank managenent teamtells

Mal aysi an Busi ness that two of the financial institutions had already

i ndi cated that they were | ooki ng at other options in viewof the | atest
devel opnent .

" About 60 per cent of the financial institutions have stated that they

will stick with Milti-Purpose Bank,' says the official. "Only two parties
have i ndi cated that they are | ooking at other options. At the end of day,
Miul ti-Purpose Bank would still remain an anchor bank wi th sharehol ders
funds of nore than RM2 billion.

The official declines to name the two parties but they are widely
believed to be the financial institutions under the RHB group and Phil eo
Al'li ed Bank. Rashi d, even when si gni ng t he menorandumof under st andi ng
with Miulti-Purpose Bank, had stated his di sappoi ntnent at his group not
bei ng accorded anchor bank status. As for Phileo Al lied Bank, says an
analyst, it should find itself not short of suitors should it decideto
break away.

" Many bi gger banks woul d not hesitate to court Phileo Allied Bank,' says
C K Ngu of TA Securities.

The bank, which is known for its innovation in |IT banking, is owned by
Tong Kooi Ong. But market tal k i s that Tongkah Hol di ngs Bhd may energe as
a substantial shareholder with a 20 per cent interest in the bank.

Am dst the runblings in the banking sector, the softening of Bank
Negara's stand has been well received, although it has stirred sone
provocative suggestions.

Bank Negara's statenment, which came 18 days after Dr Mahathir first



i ndi cat ed that the nunber of anchor banks was arbitrary, gave rise to two
el ements. (Dr Mahat hir first announced i n London on Cct 2 that the nunber
of anchor banks were arbitrary and not fixed at si x. Bank Negara cane out
with a statement on Cct 20).

| medi ately there was specul ation that the policy shift signalled arift
bet ween Dr Mahat hir and First Finance M nister Tun Dai mZai nuddi n. But
observers famliar with both men sinply burst into | aughter when asked
about a possible rift.

"On hindsight, it is avictory of sorts for both Bank Negara and Dr

Mahat hir,' says an observer. "By willing to backtrack fromits previous
stand, Bank Negara has cone out of a potentially sticky situation. If the
central bank had carried out withits original plan, it would have
resulted in alot of unhappy marriages and i neffici ent banks.

At the sane tine, Dr Mahathir is seen as someone who i s sensitive to

t he concerns of the business and finance comunity as he has responded
well to their cries of protest,' he says.

Secondly, by changing its hardline stance, it has gi ven a nuch wel coned
breat hi ng space for snmall as well as big banks on the | ookout for friendly
part ners or seeking anchor bank status. "It is for the better,' says
Franklin Lim the head of research in OCBC Securities. "At least it gives
banks a chance to chose their partners.'

On the surface, the consolidation process seenms to be noving at a
snail's pace. But in the background there are a | ot of nobvenments and
overtures being made. Many snal |l banks are | ooking for friendly partners
to keep their operations intact as far as possi ble. The snall er banks are
hopi ng to play a neaningful role,' says an anal yst.

For instance, the anal yst says that under Bank Negara's origi nal nmerger

pl an, one anchor bank with a | arge nunber of branches throughout the
country, was only interested in the small peninsul a-based acqui ree bank's
busi ness.

“The smal | bank's branch network are to be closed and its staff
retrenched because there was no use for them' he says. "One small bank
from Sarawak al so faced the sane probl em

At thetine of witing, breakaway groups are al ready beginning to form
The Arab- Mal aysi an group and Ut ana Banki ng Group have al ready stated their
preference to break away fromthe origi nal anchor bank groupi ng headed by
Af fin Hol di ngs.

Af fin Hol di ngs had announced that the two groups were | ooki ng at ot her
options in light of the relaxation in Bank Negara's consolidation process.
Affin Hol di ngs' announcenent nerely adds fuel to w despread specul ati on
that the Arab Mal aysi an group i s seeki ng anchor bank status and i s vi ew ng
a nerger with the Utanma Banki ng G oup.

The nerger between the two - if it takes place - will give the Arab

Mal aysi an group a strong and i mredi ate presence in Sarawak which is the
forte of the Utama Banki ng G oup. The conbi ned assets of both financi al

institutions should exceed RVb5 billionwith total sharehol ders funds of
about RM2 billion.
The sharehol ders funds of RM2 billion will strengthen Aznman's case to

seek anchor bank status. Bank Negara has not given any definite figure on
t he number of anchor banks except that each of the anchor bank grouping
shoul d have sharehol ders funds of at |east RVM2 billion

At the time of witing, the Arab- Ml aysi an group and Aznan are stil

silent on their status.

Al t hough Azman has not sai d anyt hi ng, things have definitely been

| ooking up for himlately. It is no secret that the Azman had been
attenpting to get anchor bank status for the Arab- Ml aysi an group ever
since Bank Negara enbarked on its consolidation process.



The 60-year-ol d banker owns about 43 per cent in Arab Ml aysi an

Cor porati on Bhd (Antorp) which is the hol di ng conpany of the financi al
outfits under the Arab-Mal aysian group. Inits bid to gain anchor bank
status, the Arab-Mal aysi an group recently repaid RMO00 nillion that it

t ook from Dananodal Sdn Bhd.

“The noney taken fromDananbdal was actually to i ncrease the capital
adequacy ratio (CAR) to a confortable | evel of about 15 per cent. It was
just a precautionary nmeasure during the bad times early this year,' says
an executive fam liar with the group. "Wth the econony pi cking up, the
cashfl owof the group is strong, especially for the fi nance conpany. So
the noney was repaid. In fact, Azman was affected only because he expanded
hi s commercial bank too fast.'

Al so, Azman's personal liabilities whichis closeto RVM600 million has
been resol ved. Wth sone restructuring and “hair-cuts', the executive says
Azman's sharehol ding is nore than enough to cover his personal

liabilities.

As for Hong Leong Bank, the medi a-shy group has denied that it was

havi ng tal ks wi th t he RHB banki ng group. However, the bank i s expected to
| ead anot her breakaway group invol vi ng Pacific Bank and EON Bank.

Under the original consolidation plan, Pacific Bank and EON Bank were to
be absorbed by Mal ayan Banki ng Bhd ( Maybank). However, both t he banks are
likely to be margi nalised by the towering Maybank.

Maybank, one of the top banks in the region, has assets of RW8 billion,
shar ehol ders funds i n excess of RMLO billion and nore branches than any

ot her bank group in the country. "It has no need for the branch network of
bot h Paci fi ¢ Bank and EON Bank,' says an anal yst. " The only thi ng Maybank
will be interested in is the business of both banks.'

As for the RHB group, the outlook is still unclear. Led by Rashid, the
bank has gone through nore than its fair share of nmergers over the | ast
two years. Barely had Rashid conpl eted the acquisition of Kwong Yi k Bank,
he enmbarked on a nmerger with Sime Bank.

Bot h mergers have taken a toll on his financial strength.

But based on Bank Negara's RM2 billion sharehol ders criteria, the RHB
group can stand on its own as an anchor bank. But the questionis will the
authorities allow RHB to stand al one?

If that is the case, the nunmber of anchor banks wi |l be nine.

Besi des Maybank and RHB, ot her banks w th sharehol ders funds i n excess

of RM billion currently are Bum putra-Comerce Bank (RVb billion), Public
Bank (RMB.6 billion), Southern Bank (RM2 billion) and Affin Hol di ngs group
with RV2 billion. Affin Hol di ngs' sharehol ders funds i s taken i nt o account
after its nerger with Asia Cormerci al Fi nance and BSN Conmer ci al Bank.
Thus, it is safe to assune that the previous six that were given anchor
bank status woul d continue to enjoy the benefits. I n addition, at nost
anot her three may join the big | eague.

But that scenario will only hold for a fewyears. Come year 2003, when
the financial services sector is opened up, another round of consolidation
is likely.



	Break-away mania (NST 16/11/1999)

