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When bigger is better

EVEN bef ore some econonies in the regi on knewwhat had hit them their
government s had al ready been tol d of the need to undertake banki ng reforns
as the only possible way to effect econonmic recovery. Inits prescription
for the crisis-hit economes that cane to it for assistance, the
Internati onal Monetary Fund (I MF) demanded banki ng reforns as a priority
pre-condition. In Indonesia, for exanple, 15 "bad" banks were ordered to
halt operations. In Thailand and South Korea, banking reformefforts began
in earnest. Banks were told to effect a credit squeeze, denyi ng t housands
of conpani es the funds needed to hel p themface the econoni ¢ downturn
crippling trade and increasi ng unenpl oynent.

In Mal aysia, after it was clear that the IM--inspired credit squeeze was
only hurting banks and busi nesses, the Governnment reversed sone deci si ons
and provi ded vi abl e conpani es and qual i fied i ndivi dual s wi th much-needed
bank | oans. Banks and financial institutions were given targets to

i ncrease | ending to productive sectors. At the sanme tine, aware of the

i mpact of the crisis on sone banks, the authorities established Danaharta
and Dananpdal to deal with non-perform ng | oans and recapitalisation
matters. The entire banking systemwas told to consolidate by way of
mergers and acqui sitions, a nove that was vi ewed by many anal ysts with
scepticism Alot of peopl e thought that the Mal aysi an Gover nment was out
to appease i nvestors and fund managers by buying their confidence in the
donesti ¢ banki ng systemt hrough t he promi ses of reforns. Yesterday's

si gni ng between Comrer ce- Asset Hol di ngs Bhd (CAHB) and Bank Bumi putra

Mal aysi a Bhd (BBMB) showed t he sceptics how serious the authorities have
been about consolidating the donestic banking sector - the reformmn nded
econom sts woul d understand t his as banki ng reforns.

Even before the CAHB- BBMB deal , however, Ml aysi a had been tal ki ng about
consol idation. Before the July 1997 crisis destroyed decades of hard work
in Thailand, Indonesia and South Korea, to nane a few of the crisis-hit
econom es, Prine Mnister Datuk Seri Dr Mahat hir Mohamad had spoken of the
need for conpanies to nerge and becone nore powerful in order to have a
chance of conpeting with the international giants come gl obalisation and
i beralisation. The crisis may have forced the sector to expedite the
process, but it was not the original reason for the consolidation of the
banki ng sector in Mal aysi a. Mal aysi a had seen several nergers before the
crisis and sone of the notabl e ones include the nergers between RHB Bank
with Kwong Yi k Bank and RHB Bank wi th Sinme Bank. The CAHB-BBMVB nerger is
i mportant, neverthel ess, because it reinforces not only the fact that
banki ng reforms are taking place in Malaysia but, nmore inportantly, the
fact that Malaysia is well ahead of many countries in the region

i ncl udi ng those under the | MF' s tutel age, i n undertaking reforns.

What needs to be acknow edged, though, is that a merger |ike the one

bet ween CAHB and BBMB i s not going to be a problemfor the giants out
there. The | atest Mal aysi an banki ng nerger will create a hone-grown
financial group with some RMBO billion in assets and RVM6 billion in

shar ehol ders' funds. Conpare that with the US$76.6 billion (US$1 = RVB. 80)
mer ger between Citicorp and Travel |l ers Group of the US. Consi der how huge
M t subi shi Bank and t he Bank of Tokyo becane after they announced their
merger in 1996. |If Mal aysi an conpani es are to survive the conpetition

whi ch involves the |ikes of Bank of Tokyo-M tsubishi and Citigroup, they
will need nore than just domestic reforns.



These smal | conpani es and small countries will need gl obal reforns in a
nunber of fundanental areas to be assured of atruly I evel playing field
in the century of globalisation whichis the 21st Century. They will need
the international community to really get noving on the agreed new
i nternational nonetary architecture. They will sorely need rul es and
regul ati ons to govern hedge funds and their short-term hot noney. They
wi Il require guidelines which all countries will adhere to cone
gl obal i sation. Ot herwi se, efforts by conpani es |i ke CAHB and BBMB and t he
efforts of small econonies |ike Malaysia will be to no avail.
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