8 Whe Dudly Btar
mleature

The Banking Sector in Disarray

Lid (BCI) has raised various
in the public mind

regarding the existence,
authority and future of
financial in-

stitutions of the country. What
went wrong, whe is to blame
for this, what is the future of
banking and financial institu
tions in the country ? All this
are important gquestions.
Qenerally. the BCL, as an in-
vestment , has been

cial nstitution. While authoris-
ing In 1985, the central bank

acted n the light of the
Security and Exchange ordi
nance 1969 and the

Bangladesh Bank Order 1972.
It functions of were defined as
(1) making advances or loans
either from equity or by bor-
rowing within the country or

syndication of foreign ex-
c loan, (2) purchase and
sale of shares, stocks and
debentures cic, (3) underwrit
ing stocks and shares etc, (4)
undertaki technical eco-
nomic and financial feasibility
studies of the projects on be-
half of fts clients, (5] providing
managerial, technical, admin-
istrative personnel and ser-
vices, [6) hire purchase trans-
actions or financing of such
transactions through lease or
otherwise.

The Bangladesh Bank cate-
gorically stated that the In-
vestment companies like BCI
and NCL (a) would neot be al-
lowed to accept any deposits,
(b) would not be allowed to
handle L/C business or wage
earners’ remittance, (c) would
nol open investors account or
issue unit trust.

Since they are not allowed
to mpecepl any customers' de-
posit, as the banking institu-
tions do, it was stipulated that
they should have a minimum
authorised capital of Tk 15
crore out of h Tk 10 crore
should be paid up. This was
done to give adequate leverage
to loan operations as well as
maintenance of liquidity.

These investment compa-
nies, however, failed to main-
tain their operational and ethi-

cal standard in a limited in
vestment and financial market
The BCl and NCL were ol
fering better rates on deposits,
at least two to three per centl
higher than what was offered
the commercial banks

le banks were olflering 12
per cent on term deposits, BCI
and NCL were offering 14 to
15 cent. They could only
dulﬂlllnutheymmtrt-
quired to maintain any cash
and security deposit with the
desh Bank's statulory
deposits, while commercial
banks are to maintain
21 per cent o 25 per cent
cash and security deposit. So
the cost of fund for a term de-
posit accepted at the rate ol
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But nothing was done. The
BC| continued with its rregu
larities. Out of Taka 190 crore
deposit, Tk 180 crore was lent
out, mostly among the direc-
tors. That pus BCl o a
tight liquidity pesition. They
falled to mifet the day-to-day
requirement of their deposi-
tors (lenders, as defined by the
Bangladesh Bank). Moreover,
due to lack of security docu-
mentation and weak credit
administration, a large portion
of its loans were heading to-
wards bad debt or awaiting
decision in the court
Excessive profit motive and
milching of money did not al-

coming? —the
inevitably follows.
One feels and firmly be

Ieves that the situation could
easily be avoided by the con

cerned authorities. Nobody is
re to accept thal our cen-
tral was not aware of the
situation. It is now revealed
that the Bangladesh Bank au-
thorities reprimanded but not
served serious warnings in
order to stop the said invest-
menl com les from illegal
activities. arc reasons o
believe that the central bank's
signal s more too gentle 1o
have any eflect on the opera-
tions and motive of these insti-
tuttons. Observers are reluc-
tant to believe that there was

any political pressure in taking

question

But nothing was done. The BCI continued with its irregularities. Out of Taka 190
crore deposit, Tk 180 crore was lent out, mostly among the directors. That pushed

BCI to a tight liquidity position. They failed to meet the day-to-day requirement of
their depositors (lenders, as defined by the Bangladesh Bank). :

12 per cent is around 14.5 per
cent for the commercial banks
while BCI's or NCL's fund was
costing the face value ol inter-
est rate offered. That gave
them the highest leverage.
Morcover, instead of going to
agriculture and industrial sec-
tors, they were mostly invest-
ing in the trading portfolios
with higher rate of interest as
well as risk. So their earning
gave them a more or less
sound footing in the market.
But they were not going as per
the terms of the Bangladesh
Bank. They were accepting
deposit, investing In shares,
stocks and so on. Bangladesh
Bank in its intensive inspec-
tion on the operations of the
investment companies de-
tected gross {rregularitics and
warned them to abide by the
guidelines. It was observed by
the Bangladesh Bank and
Ministry of Finance that the
NCL was gradually improving
while BCl was not. It was de-

cided at a meeting at the
Ministry of Finance in April 89
that the h Bank shall

prepare a report on the above
institutions and measures to be
taken for the frregularities.

low them to do a little bit
homework to ensure smooth
running in future; rather
prompted other investment
companics to come up with an
intention to earn quick profit
They failed to understand the
difference between trading
and banking. The Bangladesh
Bank or the concerned min-
istry also did not ask them for
required homework or give
them adequate guidance for
strengthening their position as
expected.

The suspension ol opera-
tions of BCI, the issuance of
warrants against its directors,
decision to audit the accounts
of the branches are all long
overdue moves to have been
taken by our central bank. The
delay in taking these moves —

due one year before as con-
firmed by a Bangladesh Bank
source has greatly damaged
the reputation of the central
bank and raised new doubts
about the credibility of the
banking system in the country
as well as created a fresh
shock among the clients of
our banks and financial institu-
tions.

Are more such disasters
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scrious sieps against these In-
stitutions, specially BCl The
concerned ministry, 1| e,
Ministry of Finance also cannot
avoid its share of responsility
in the debacle. Reports con

firm its inability to judge the
sftuation and pass on neces

sary Iinstruction in time lo
Hangladesh Bank. Bureaucratic
redtapism as well as our insti
tutional drawbacks to adjust to
the changed situation and on

the-spot decision has again
been proved. Since the central
bank is preparing report on
the activittes and crunch In
BCI, it is expected that the re
port will cover the activities of
other deposit taking invest-
ment companies and fts future
course of action in averting
such a situation. All that is
required now is a diagnosis of
the crisis as well as homework
on the part of the central bank
Homework also needs to be
done by all other financial in
stitutions.

The commercial banks as
well as other financial institu-
tions, specially the private
ones have gone into free-style
exercise in the absence of
monitoring of credit operation.

Before enacting the Banking
Companies Ordinance 1991,
they were very much crippled
in the hands of the sponsoring
directors. The situation has
now begun to change Bankers
now have 1o improve the per
formance of the banks Now
they have to be cautious about
the quality of their porticlios,
Habilities and asset manage-
ment. In a country like

. where there is ex-
cess liquidity in the financial
sector, an investmen! comparny

or a bank was not at all ex-
pected to fafl iIn meeting cus-
tomer labilities if they were
Mttle concerned about liquidity
and gap nt. In the
entire cycle of activities from
attracting and maintenance of
deposits, paying interests to
depositors, making advances
to commercial and Industrial
ventures, supervision of the
business or in the use
of loan and repayment of loans
plus interest there of, con
cerned should prac
tice to work within rules and
bindings. Creativity and new
thoughts are of course not
contradictory to rules and
regulations. Banks run or trust
and goodwill. If they [ail w
create confidence among the
cltenta, everything is lost A

disruption in confidence has !

already occurred in the case
of BCC] all over and here In
Bangladesh. Then came the
BC| deback. So mo more. No
one should be allowed to un
dermine the trust in Banking

The central bank as well as
the Minis
unders that the publica
tion of a defaulters’ list, rou-
tine inspection and withdraw-
ing the ceiling on rate of In
terest in lending will not im
prove the investment scenario

of a problem -ridden
country like h. Little
more is requ for control-

ling the standard of credit,
realisations of debts as well as
ensuring the avaflability of de-
posits and advances. Only the
role of a watch-deg is not ade-
quate. The central bank and
the ministry should also share
and feel the pain of a financial
sector undergoing trahsition

and a development process.

Reichmann Landed in

NE of the worlds bigg
est linancial empires is
in crisis. Olympia and

York Development, a rcal
eslate and natural resources
conglomcrate owned by the
Reichmann family, is trying to
restructure $20 billion in
debts it cannolt pay.

The empire, known as O&Y,
is based in Toronto, Canada's
financial capital. [t owns mosl
of the gigantic office towcers in
that city's financial district.
and is the biggest landlord in
New York as well

Its most massive projcct is
a 87 billion oflice complex in
the old docklands of East
London. The project, called
Canary Wharf, is the biggest in
FEurope and has so [ar cosl the
company $3.5 billion.

Now many arc asking how
whal was once considered onc
of the stronges!t companics in
the world got into so much
trouble

Aflter months ol rumours,
O&Y finally admitted in late
March it could nol pay Iils
debts. Family member Paul
Reichmann, long considercd
chiel company sliralcgist, was
replaced as President by a New
York banker brought in to
oversee the debt restructuring
which will Iinvolve dozens of
banks around the world.

How did it all happen?
"Nobody is impervious to the
times,” sald Edward MinskolT,
the New York rcal cstlalc cn-
treprencur who worked with
the Reichmanns for many
years. “The international real
estate industry is a victim of
this decline ... and because of
their size, Lthey arc, on a much
larger scale, no dillerent than
most other people.”

The Reichmanns werc sup-
posed to be different. Their
story is legendary. The Vienna-
born brothers — Paul, 63,
Albert, 61, and Ralph, 58 —
emigrated to Canada in the
Fifties from the International
city of Tangier. where their
family had cnded up in the
Fortics aflter moving across
Europe just ahcad of the Nazis.

The tile-importing busincss
they started in Toronlo

branched into rcal estate when

the brothers discovered they

could put up a warchouse for
much less Lhan any of the
buflders they had approached.
Their first big success —
turning 500 acres of farmland
on the Toronto outskirts into a
sprawling office park in 1965
— followed the pattern that
would become their trademark
: buy land when it is cheap,
bufld big. high-quality bufid-
ings that others could not or
would not dare, and do 1t
quicker than anyone else.

in the next decade the
Reichmanns built a
empire in Toronto a

F‘Ir_ﬂ Canadian Place, at 72

ropecriy
Ottawa
and in 1974, started work on

storcys, the tallest ofTice build-
ing in the Commonwcalth.

While others had not
figured out whether First
Canadian Place was a good
thing, the Recichmanns
plunged into the United Stales
markel, buying cight
Manhattan Skyscrapcrs al a
time when New York was lee
tering on Bankruptcy

New York turmmed around

by Allan Thompson

estimates of the value of their
intenscly-private conglomerate
ranged [rom $10-830 billion.
They were building Europe’'s
biggest commercial complex at
Canary Wharl, owned 50
million squarec [eet of oflice
spact on (wo conlinents,
controlled Lthe world's biggest

of Finance should |

20 Billion Debt

71-acre project is a cily
within-a-cily being built on the
Isle of Dags in East London.
With 10 buildings — one of
them the tallest in Europe —
and 5.5 millon square feet ol
olfice space in its [irst phase
alone, Canary Whar{ was part of
prime minister Margarel
Thathcer's grand scheme to
revitalise London's derelict
docklands.
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In many parts of the western world tycoons are in deep

trouble. None more so than

the Reichmann brothers of Canada, who own large chunks of New York, Toronto
and London. Their empire is in debt to the tune of $20 billion and a massive
development in London has been thrown into crisis. Gemini News Service
examines why this came about.

and the buildings thcy paid
$320 millfon for were soon
worth more than $1 billion
and saw their rent revenues
quadruple. It was dubbed the
deal of the century.

Later they took the contract
to develop Battery Park, a run-
down corner of |lower
Manhattan on which they pro-
poscd a st ring cight-mil-
lton-square-foot complex of
office tewers to be called the
World Financial Centcer.

Along the way Llhe
Reichmanns had becgun
diversifying their millions in
properly carnings, buying
control of Canada's ncwsprint
and paper glant Abitibi-Price
in 1981 and Gull Canada oil
and gas company in 1985.
Heading into the Ninclies,

Office to rent

- or 20%- of office
space in London is

empty

Canary Whart i1s

biggest office

development In

Europe

Olympia and York
also owns 6 other
blocks in Canary
Wharf with

1,855,000 sq ft empty

papcr company, had a stock
portfolio worth § 6 billion and
employcd thousands ol people.

[chind the sprawling em-
pirc were the brothers — dour,
devout, Orthodox Jews who
shunned the limelight with as
much vigour as others of their
stature sought it.

At the centre was the tall,
stooping figure of Paul
Reichmann, considered the
chicl strategist and brilliant,
sofl-spoken wonder kid of real
estate, so much the apex of
authorily at O&Y that Canadian
business author Peter Fosler
compared him to the Wizard of
Oz, behind the curtain at the
end of the yellow brick road.

So what happened? Among
other things, Canary Wharl
happened. The 87.5 billion,

I'he Reichmanns came on
board in 1987 and took over
Canary Wharl. It is miles from
London's financial district, but
the land was cheap and fits
buildings, while of far superior
quality to anything available in
London, offered lower rents.

Transportation links to the
isolated docklands are weak
but will improve in January
when a tunnel-road connection
comes through and in 1996
with the proposed extension of
London's subway system to
Canary.

But the $3.5 billion the
Reichmann's have sunk into
Canary has been compounded
by the most severe downturn
ever in the British property
market. Canary, while vision-
ary, has become a cash drain.

Roger Parsons, of the dock-
lands oflice of leasing agent
Knight Frank and Rutley in
London, says : “It's a stunning
scheme and it will succeed.
The question is if O&Y will be
there to enjoy it.”

O&Y called its situation a
“liquidity crisis,” that began to
unfold in mid-February when a
major bond rating service In

Canada downgraded {ts opinion
of some of O&Y's short-term
loans. Investors stampeded to
cash in their loans because
they had lost confidence in

O&Y .

Forced to come up with
hundreds of millions of dollars
to pay out a failed borrowing

programme, the company
could no longer keep up with
its debt payments and to

admit it. It brought in New
York banker Thomas Johnson
as president to head the re-
structuring.

The real estate downturn
and the general reccssion in
North America and Britain had
been taking its toll since the
late Eighties. Like many suc-
cessful builders O&Y borrowsp
heavily against the value of its
properties to raise moncy for

other projects.

Canary Wharf, while 60 per
cent full,- was taking much
longer to fill than anticipated,

and was not providing enough
cash to cover its debts.

With [alling rents, the same
was ha in New York
and Toronto. Many of O&Y's
prestigious buildings are par-
tially empty. And an innovative
O&Y technique for attracting
new tenants to its projects
could also be proving dear in a
slump : to get American
Express into the World
Financial Centre, O&Y bought
its old office. .

To lure the Daily Telegraph
to Canary Wharf O&Y bought
the newspaper's hulking head-
quarters across the river, and
now must lease it out in the
worst market ever. It has also
taken over many of its chents’
leases over the ycars to gel
them into new buildings.

To add to the cash crunch,
Paul Reichmann's dream of
building a resource empire had
failed. His companies Abitibi
and Gulf Canada have been
losing millions.

Experts disagree on how
much trouble the company is
in. Certainly enough to make
the Bank of Canada and Bank of
England scramble to help find
emergency loans. Enough to
prompt Canadian finance
Minister Don Mazankowski to
say the government would help
to stabilisc the situation, if
neccssary, by providing loan
guarantces to O&Y. DBul nol
enough to sink them, analysts
Sty
"It think everything is prob-
ably cxaggcrated, il's nol as
bad as it scems,” say one finan-
cial analyst who would not be
namecd.

Former associale Minskoll
said: "The media have been
looking for 10 years to Llry lo
find an excuse Lo wrile nega-
live articles about O&Y. Most of
the real estale they own is in
good locations and of good
quality — sand as Mark Twain
said, 'they ain't making the
stull anymore.”

British analyst Soamcs said :
"Onc can't afford to let them
go down because the ramilica-
tions of that would be enor-
mous.”

Most likely O&Y will re-
structure its debts with bank-
ing partners who have as much
to lose as it does in the event
of faflure, borrow more moncy
and delay debt payments until
the offtce bufldings start
bringing in more cash.

But the l'.'ﬂ.r:rany'a cher-
ished name, a the reputa-
tion of its owners for financial
wizardry, will be [orever
tarnished. ~ — Gemini News

Allan Thompson (s on the
staff of the Toronto Star. lle
held the Gemini Fellowship
from IDRC Canada for 1990
9]. In 1991 he spent [lve
months in North Africa and
[frequently visits Lebanon.
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protectionism is estimated to cost the poor
world a further 350 billion o year in lost exports

New Zealand_WOOS

EW ZFALANI), which
admits it 18 well behind
neighbouring Australtan
in attracting investmentl [rom

Asian has scnl lwo scnilor
cabinct ministers o Asian
couniries in a bid lo woo
invesilors there

Finance Ministcr RKulh

[ichardson wenl to Singapon
Hong Kong, South Korea and
Japan, while Trade Nego-
tatjons Minister Philip Burdon
visited Southecast Asian
capitals.

Mcmbers of a 14-member
privale sector mission travel-
ling with Miss Richardson also
visited Taiwan which,does not
have diplomalic relations with
New Zealand

‘Our objective quite stimply

is to [oster grealer awarcncss
of opportunitics for investment
in New Zecaland,”~ Ms

Richardson says.

New Zecaland has no in-
vestment promotion board and
busincss organisations have for
long complained that there
was no body responsible for
sceking investment [rom over-
scas. The country's Ovcrscas
Investment Commission is only
a rcgulatory body with no re
sponsibility lor actively secking
lorcign invesiment,

The inflluential Japan-New
Zealand Business Council,
which includes top busincss
lcaders and bankers, has becen
urging the government to do
more to help bring in badly-
nceded investment capital

Prime Minister Jim Bolger
has appointed a foreign direct
investment advisory commit-
tce headed by Andrew
Meehan, a young merchant
bankcr who had chaired the
Japan-New Zealand DBusiness
Council's investment task force
which reported on the lack of

Asian Investors

by Derek Round

lorcign Invesimenl (wo ycars
Apn

The government has also
adopted the Lask foree's ree-

ommundalion o appoinl an in-
vesiment counscllor al the
New Zcealand Embassy In
Tokyo. the first time onc has

been appointed Lo any New
Zealand diplomatic pest. Philip
Ashcenden, 48, who has been
Japan adviser to Fleicher
Challenge, New Zealand's
biggest public company, was
picked for the job. He speaks
Japancsc.

Mr Ashenden has noted
that Ja csc invesiment was
US $274 a head of population
in Australta but just US 831 in
New Zealand. "We're not gel-
ting our fair share of that capi-
tal flow,” he said.

Japan's Ambassador to New
Zealand, Takeo Iguchi, has
proposed an investment pact
between the (wo counlries
similar to the Nara Treaty with
Australia signed in 1977.

Australia has since become
Japan's sccond largest foreign
investment destination aller
the United Stats. New Zealand
and Japancse oflicials are now
studying Ambassador Iguchi’s
proposal.

Japanesc investors have be-
come more caulious, according
to businessman Susumu Naito,
president of appliange manu-
[acturer Rinnai Cérporation
which has a subsidiary in New
Zealand

“For the lasl few vears there
has been the so-called bubble
economy and a lot ol spare
cash foating around Japan,” he
says. “1 think we are now at the
stage of the deflation of that
bubble phenomenon. Japanese
investors arc cssentially going

be much more cautious
about which investments they
gel invalved in, bul that's not
ncecossarily a bad thing.”

Countries like New Zealand
sceking loreign investment in
sound, well-rescarched pro-
posals would not be allfected,
Mr Nailo said ‘

[(lut a reeent confidential
survey of foreign investors by
the New Zealand Forest
Industries Council found New
Zealand is still seen as suller-
ing from “cultural immaturity.”

Foreign investors still be-
licve New Zealanders think lo-
cally rather than globally.
Investors see the country
negatively in terms ol size, lo-
cation and labour conditions,
according to the survey.

The New Zealand govern-
menl's case is that. with only 1
per cent inflation, deregulation
and privatisation swecping
port and industrial reforms,
liberal [oreign investment
rulcs, cxtensive forest re-
sources and a big potential for
the growth of tourism, the
country is anm attractive place
to invesL

Mr Ashenden says some
governments offer tax breaks
and other Incentives for
Japanese companies.

Where New Zealand could
provide investment potential
was in forestry, horti-culture,
pastoral farming, tourism and
selected manufacturing indus-
tries; all areas where poteritial
advantage was being height-
ened by low domestic inflation
and greater efficiency in ports
and other service industries,

It is this message that New
Zealand ministers and business
leaders are sccking lo get
through to Asian inveslors.

— Depthnews Asia.

More Than DM 30
Billion Spent On
Welfare Assistance

ORE and more rcopl:
are becoming depen-

dant on welfare assis-
tance. In western Germany,
1990 saw expenditure on
welfare assistance the DM
30 billon mark for the first
time, which was around ten
times higher than the annual

Over the same period, the
number of recipients rose
from 1.8 to 4 million, althou
the figures include peop
who only received short-term

support.

ment to welfare assistance are
long-term unemployment or
an inadequate pension; moth-
ers bringing up children on
their own are looked after

welfare offices, as are peo-

| ple who need nursing care but

cannot afford a place in a nurs-
ing home.

— (INP/GLOBUS)

Welfare assistance in Germany
Expenditure in the old federal states In DM billions
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