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BANKING

Interv1ew with Governor of Bangladesh Bank Khorshed Alam

The Daily Star (DS): How s

There has been a Basic Change in the of Bankmg

the state of the country's
banking secior?
Korshed Alam (KA): a

straight question like this
makes me a little hesitant to
proceed. But | would definitely
say that it is not very healthy.
But what we are trying to aim
at is improving it. And | can
only say that it is true for both
NCBs and privaie banks. They
are more or less at par in
terms of their health. But ef-
forts are on to make them
healthier and better perform-

" DS: What has been the
trend in the banking sector
over the last 10 years or so?

KA: Well. you have noticed
that the banking sector has
been growing Iin terms of
number of banks and the
branches of the banking have
also Increased. The lotal net-
work has expanded and the
banks have now become more
market oriented. So, the major
changes that | see in the bank-
ing system is that the overall
size has expanded. the opera-
tion has definitely grown in a
growing economy and the vol-
ume of business has increased
along with increased deposits
and more lending. And with
the new reform measures,
which we will talk about later,
the banking system will be-
come more market oriented.
So, there has been a basic
philosophical change in the
area of banking.

DS: How serious is the bad
debt problem of the banks?

KA: Well. the bad debt prob-
lem is quite serious. | have no
doubt in that this is because of
the prevalent default culture
and bad lending by the banks
in the past. But 1 can assure
you that steps have been taken
to get out of this debt problem.
Continues monitoring by the
central bank about the perfor-
mance of the banks is going
on. We are now providing early
warnings to the various public
and private sector banks and
indications, both from the
Financial Sector Reform
Programme (FSRP) team and
my won colleagues at the cen-
tral bank, are that the moni-
toring has been strengthened.

And now the new lendings
of the banks are definitely
much better than the old ones
and if this tend can be main-
tained | hope that the problem
that had arisen in the past will
not recur again.s

DS: What changes have been
implemented in the area of
debt classification of the
banks? What has been the ef-
Ject of these changes on the
banking sector?

KA: Well, altogether new
classification rules have been
brought in under the FSRP.
Where previously it was all
subjective classification and no
objective criteria, now we have
made it very objective, de-
pending on the age of non-
performing loans. The banks
now have tg classify their
lending portiolios along with
more details and this has pro-
vided the debt problem more
transparency. We now know

the status of the portfolios of
vurious banks. Under the new
classification rules, il a loan is
non-performing for more than
one year then it is classified as
a sub-standard loan. If the loan
is non-performing for more
than three years then il is
called doubtful. and if it is non-
performing for more than five
years then it is considered as a
bad debt. | hope thal you un-
derstand that this standard is
still very lax and far short of
the international standards.
For restoration of the health of
the banks. you would feel that
this standard has to be raised
to the international level and
the sooner it is done the bet-
ter it is for the banking sys-
tem.

DS: What major changes
have betn initiated in the
banking sector under the
FSRP? What other changes are
in the offing?

KA: As | have already men-
tioned, the banks are becom-
ing more disciplined, and
more careful in their lending
programmes because their
portiolios are becoming trans-
parent. Now they are aware of
the quality of their invest-
ments. As a result they are be-
coming more careful, which I
hope will improve their health
in the future. The banks are
also making more efforts to
recover the outstanding debts.
Past debts have to be collected
and the banks are aware of this
requirement under the new
classification rules. As for the
changes under the FSRP it has
been widely discussed in the
public forums. But to recapitu-
late, the interest rates have
been liberalised and the banks
are now free to set their own
rates. And as | already men-
tioned, the new classification
rules and provisioning against
classified loans have been in-
troduced. And with the NCBs,
improvement in their perfor-
mance is being continuously
monitored. And this is a key
element of this reform pro-
gramme. Their accounting sys-
tem has already been mod-
ernised and management in-
formation systems and per-
formance planning has also
been introduced. The lending
risk analysis has been intro-
duced several months back

Another element is the Lrain.
ing of the personnel of the na-
tionalised banks and the
Bangladesh Institute of bank
Management is also being up-
graded. The (raining pro-

gramme is being supported by

a technical assistance pro-
gramme, the NCBs and
h Bank is also

computerised. So, there have
been improvements in the
management and operation of
the banking system as whole
and the supervision mecha-
nism of the central banks has
also been strengthened.

As | have earlier said the
loan classification rules are to
be further strengthened up to
the international standard. And
we are all firms on this partic-
ular issue, both the Bangladesh
Bank and the government. The
supervision capacity of the

central bank, which has defi-
nitely improved recently. will
be further upgraded.

DS: How is the foreign ex:
change market behaving fol-
lowing the currency convert
ibility on current account in-
troduced last year? Is convert-
ibility on capital account being
contemplated?

KA: The currency was made
convertible form October last
year and it was made fully con-
vertible on current account by
removing all remaining re-
strictions in April. The banks
are now f[ree to set thelr own
exchange rates. Bangladesh
bank has an indicative buying
and selling rate only, where
previously all the rates all cur-
rencies were sel by the central
bank. But now individual banks
can set their won rates.

Secondly, the interbank
foreign exchange operations
have also . developed.
Previously, we used to find that
all the banks rushed to the
central bank to buy foreign ex-
change when they needed it.
But now we have set a limit be-
low which we will nol buy or
sell and then we expanded the
band within which the banks
can operate. And this has made
the banks to look for foreign
exchange dealings with other
banks. We monitor the market
daily and we find that the for-
eign exchange market has de-
veloped and it has room for
further growth. -

Thirdly, many people
thought that there will He
volatility in the exchange rate,
but there has been no volatility
in the foreign exchange mar-
ket. We prepared the banking
system f[or quite sometime.
they were educated, trained
and were told in advance what
was in the offing, what was
coming and what were the
ltkely possibilities. And the
market and the banks re-
sponded very eminently. I

would say the market is behav-
ing quite normally and con-
vertibiity on capital account
will definitely come in due
course depending on the fun-
damentals of the economy. It
takes different periods of time
for different economies. But
again | would like to mention
that the currency is signifi-
cantly convertible even now.
The foreign nationals can bring
i1 and take out any amount of
foreign exchange they want,
they can invest in the stock
market, they can have 100 per
cent ownership and investi-
ment. and they can repatriate
their profits without any re-
strictions, without any permis-
sion being necessary from the
government or form the cen-
tral bank. And for the non-
resident Bangladeshi they can
also open foreign exchange ac-
counts without having to clcse
it after their return, as previ-
ously required. And out of
these accounts they can take
out any amount they like for
expenditure in any country.
Previously, the country .hey
could spend the foreign ex-
change in was also restricted.
If you earned the money in
England then you could only
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spend it there. But now there
are no such restrictions and
the accounts are also interest
bearing.

DS: What is the reason for
having such a large foreign ex-
change reserve, which cur-
rently stands at around 2.8 bil-
lion US dollars or about eight
months worth of the county's
imports? What are the advan-
tages and disadvantages?

KA: Another very topical
and relevant question. 1 think
we do not realise in
Bangladesh that a reasonable
reserve is necessary. And if |

Interviewed by i
by S Y Bakht

can answer the first part of you
guestion, as Lo why the reserve
is growing. The exports have
been growing steadily for the
last couple of years. Import
growth, on the other hand,
have been less than the export
growth. The remittances have
been significantly increasing
also. Traditionally we have
been seeing a 10 to 11 per
cent growth in the volume of
remittance amount. but last
yvear it was more than 17 per
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EN years ago, long que-

I ues at any bank premi-

ses were a usual sight.

Busy people despised going to

bank. Almost nobody could

encash his cheque before half
an hour of swealy waiting.

To obtain a bank loan, one
would have had worn out his
shbes running from pillar to
post. A personal loan was oul of
question! There were no end
to complaints regarding bank
ing.

But in the recent years, the
scenario has changed, if not
drastically, through implemen-
tation of reforms.

Nowadays, it takes one or
two minutes for a client to en
cash his cheque at the AB

Bank [l you are a good busi-
Messi. it would take about
an hou. to open a letler of

credit (LC) at the Agrani Bank.

Moreover, al ‘he Standard

Chartered Bank, anybody hav- -

ing savings certiflicate worth
over Tk 50,000, would get a
personal loan at simple inter-
est rate and at many other
flexible terms within a day. You
are sure to find one or two
plus points Iin custiomer
service with most banks in
three days.

Moreover, you may burhp
into one or two bankers who
actually smile — which is a
phenomenon previously un-
thinkable. "In the past the
bankers behaved with such an
attitude as if they were doing
us favours”, say many clients

- nowadays.

Bul in a scale of improve-
ment from 1 to 9, clients be-
lieve, most banks should be
ranked between 3 and 6.

During some queries, this
Daily Star correspondent found
out sdch instances which may
sound very frustrating in re-
gard to the improvement of
the banking services.

A couple of months”’ ago, a
client had to run from bank to

bank for over 20 days just (o |

encash a 300 pnund sterling
cheque sent from the UK.
During this process, he even
had to "influencé” managing
directors of two nationalised
banks.

But not everybody an
“influence” people on the top
in a bank. A banker presenting
such a case study told this cor-
respondent. one poor old man
[romn Baldderbazar, Narsingdi
sent his son to Saudt Arabla in
1991 with the money obtained
through mortgaging his prop-
erty. Before going to Saudi
Arabia. his son opened an ac-
count with a local branch of a
nationalised bank.

Alter few months. the son
seinl his needy father some
money from the Kingdom But
due Lo the complex nature of
our banking. the money
reached Baidderbazar after
several months. By that time,
the old man, who needed the
money for his treatment as
well as (o pay back his a debts.
died.

There are hundred other
problems in the customer
service which should be im-
mediately addressed to by the
banks.

During the first week of a
month, certain branches ol
banks which receive utility
bills, are sickeningly over-
crowded.

"l paid my electricity bill on
the second visit. On the first
visit, | waited in the queue for
a couple of hours but the
banking hour was over much
before my turn to pa]r came,
sald one Jaimsl describing his
experience

The Bank officials say. such
crowed is unavoildable because
the branch is under staffed.
But some of them agree. the
process of receiving the bills
should be made more dynamic

and easy.
Another problem faced by

cent because of increased
transfers through official
channels because of the cur-
rency convertibility. And finally
there is also increased capital
inflow, not only the aid money,
but, particularly last year, a
substantial amount has been
invested through the stock ex-
change. Se, all these factors
together contributed to the
accumulation of the reserve
level. 1 would say this is ‘a
healthy outcome of the foreign

—

~meet

exchange dr.rtgulauun that we
hive made for the foreign in-
vestors. They are bringing in
more money. It's not aid. All
these factors together have re-
sulted in the higher reserve
level. A comfortable level of re-
serve is needed in a country
like Bangladesh, which suffers
form natural calamities, to
emergency require-
ments. You never known. we
might .suddenly need the re-
serve in case of a cyclone or

The Butly Sbar 15

drought. | recently met my
counterpart from India and
they also have a large reserve.

They started with low reserves

and had to sell gold reserves a
few years ago, but now they
have a huge reserve.

And we both agreed that it
is better to have more than
less.

it is easier to manage plenty
than to manage shortage or
scarcity. In Our circumstances

it is a required level of reserve
and I will make a point that
this reserve is not being build
by denying investments or ex-
penditure. In fact, there has
been more private sector in-
vestments last year compared
to 1992-93.. S0, the reserve
level is not at the cost of in-
vestment.

DS: What, in you opinion,
are the major problems cur-
rently facing the banking sec-
tor?

KA: | have been here in Lhis
position for one and a halfl year.

1 started off with my percep-
tion of the role of the central
bank and the role of the gov-
ernor. The normal traditional
responsibility is to monitor
monetary policies, exchange
rate, and interest rate policies,
and closely observing the infla-

tion rates. But in our circum- .

stances today, after one and a
halfl year, as we all will agree,
that dealing with the past bad
loans that means recovery of

‘past stuck up loans is the

Serve wiTh a Smile

many people is that one can
not send money from one
place to another via most of
the branches of the banks if
one dqges not hold an account
with those branches.

Getting loan for personal
purpose from nationalised
banks is unimaginable. But
even if you want to borrow
some many for vour business,
which is thriving. it is not easy.
According to a managegpol na-
tionalised bank branch in a
commercial area, the bank
does not look at the business
prospect of the borrower — but
at his land! "If you are in a good
business, which may grow big-
ger il given new investment.
but you don't own a piece of
land, you don't get any loan.

" Now :fyouareabadhusiness-

by Sharier Khan

man having a plece of land. you
will get the loan, " the man-
ager told The Daily Star bit-

terly.

"The Agrani Bank and the
Islami Bank get some plus
points regarding opening dil-
ferent types of LC. It takes only
three days, to open a wage LC
there. To open back to back
LC. it takes about an hour,
ideally.

The customer service of
Agrani Bank is also very much
appreciated by different clie-
nis, even by bankers working
in other institutions. it also has
credit schemes for the
unemployed. doctors, foreign
bound workers and others. But
the credit terms are not very
encouraging and need flexi-
bility.

52N & Grindlays Bank plc
Operating through

13 offices in Bangladesh
dating back 89 years

The Agrani Bank has intro-
duced computers for better
service in some 10 branches in
the city and will install and au-
tomatic  machine teller (ATM)
at its press club branch seon.

The Standard Chartered
Bank follows an aggressive
customer service policy. Fast
delivery and modern technol-
ogy have made a positive im-
pression in the minds of cus-
tomers. Its liberal credit policy
is drawing the business crowd
at an astonishing pace, banking
SOUrces say.

The Grindlays Bank is also
building a positive reputation
in personal loan. Due to in-
crease of banking hours, busi-
nessman and commonmen
find a relief. Nowadays. sweaty-
crowds are limited to branches

number one priority. The
banking system is in the prob-
lem of having a healthy well
performing banking system '
and they have to recover their
past loans by all possible
means by direct persuasion,
through legal actions and in
that respect, they find that
there are short comings in the
legal system itself. The banks
can go to the court, they get
degrees that take months and
alter having a decree, bank has
to find another court for exe-
cution that takes another 2 to
3 years,

S0. this is a very lengthy le-
gal process. This has to be
shortened and the ment
is fully aware of this and is
trying to bring and amend-
ment to bring the execution
also within the purview of the
same court. This will bring in a
legal strength in the banking

system. And secondly, the ma-
jor problem is dealing with the
overall lack of efficiency and
competitiveniess of the banking
system. This is another area
we have to tackle very quickly.

DS: Is the regulatory power
of the central bank adequate?

KA: We have full powers [or
supervision and even for taking
actions. The inspection author-
ity is fully given to the Bangla-
desh Bank. They are free to
exercise it. There is no lack of
authority in supervising the
banking system and also taking
corrective measures.

where people pay bills Alth-
ough, the banking hour has
been extended to 3pm. the
Bangladesh Bank cheque clea-
ring house sits only once a day
whereas in India, similar clea-
ring house sits twice a day
accommeodating more business
deals.

‘But, we don’'t need clearing
houses twice a day. Let the in-
vestment scenario gear up
first. then we will go for
elearing house lwice a day,’
says an experienced banker

The couniry's economy now
stands at the crossroads of
transition according to clients
and bankers. There is a re-
markable amount of foreign
currency and Taka reserves.
But the investment ratio is not
up to the mark. Here is where
the banks play a vital role

They can encourage small in-
vestors. They should create an
environment at their branches
so that people feel comfortable
dealing with them They
should promote consumerism
And above all. they should
learn 1o smile
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