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Mergers seen futile if banks mai ntain status quo

Adel i ne Ong

MERGERS i n t he banki ng i ndustry woul d prove to be futile if the new nerged
entities continue to operate as they were before, thus maki ng themno | ess
conpetitive than they are now agai nst their foreign counterparts.

Economi sts sai d | ocal banks, too, do not have enough provisions for
financial services. "Intermnms of financial services, thelocal banks are
| aggi ng behi nd. They need to buck up. If they do not do so, it will be
very difficult to keep up with the foreign banks," an econom st told
Busi ness Ti nes.

"In ternms of nonetary policy, it really does not natter how many banks
we have since Bank Negara Mal aysi a keeps a tight rein on the nonetary
policy.

"Local banks need to be outward | ooking and nust find a way to re-
engi neer the way t hey do busi ness. They need to be technol ogical ly driven,
know edge based and provi de a high service l evel to their custoners," he
sai d.

On Tuesday, Prime Mnister Datuk Seri Dr Mahat hir Mohamad said he has
hi s doubts as to whether | ocal banks, even after their nergers, can
conpete with forei gn banks.

"I have ny doubts because even as we nerge, the foreign banks are
mer gi ng al so. They are beconi ng bi gger and bigger and there is no way we
can conpete with them" Dr Mahathir said.

Anot her econoni st sai d that banks should viewthe entire progranme of
consol idating as an opportunity to expand their operations beyond
Mal aysi an shores.

"Now t hat the banks are allowed to choose their own partners under the
central bank's new gui delines, they shoul d engage in the process with a
view to positioning for expansion

"However, it will be difficult to open up, say a Maybank in New York, if
there isn't the client base there. It will be difficult to conpete with
t he Anerican banks in their hone ground,” the econom st said.

He added that the case is different in Ml aysia because there is a broad
client base for the forei gn banks (HSBC, Standard Charted and Citi bank,
for instance) with the exi stence of nmultinationals such as Mtorol a,

Hewl ett Packard and Intel

"These nmul tinationals will use the services of the foreign banks or at
| east give a bigger chunk of their business tothem That is the fact and
we cannot run away fromthat."

Anot her area where banks will have to | ook at is the culture of the
merged entity, he said, adding that certai n banks (since they have beenin
exi stence for along time) tend to be very set and entrenched in their
ways and banki ng cul ture.

"That will be sonething difficult to address during the merger process
because it woul d mean two or nore institutions conmi ng together and finding
a common ground

"W al so see, especially during the recession, that risk nanagenment is
not a strong point of |ocal banks.

"I't sinmply neans that | ocal banks are not stringent enough in their
credit control, does not have a set of clientele as strong as that of the
foreign banks, and credit eval uation and controls not up to mark.

"Whay should it be that | ocal banks have a nore risky appetite conpared
to that of foreign banks? These things shoul d be | ooked into since it does



not mean with the nerger process ... all these things will disappear,” the
econoni st sai d.

He added that the strategi es undertaken by the Government is to ensure
t hat banks become nore conpetitive.

The econom st al so questioned if a fewsmall banks should remain in the
mar ket since there will be a need for smaller banks to finance snall- and
nmedi um si zed entreprises

"There is certainly a need for small banks in the market. If there are
only bi g banks, what woul d happen to SM s? Were woul d they get their

fundi ng?
"It would not | ook good on the central bank if they find a need to i ssue
new |l icences for smaller banks ... it would reflect that their policies

are not well-thought of. Therefore, this is sonething which the centra
bank shoul d al so consi der," he said.
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