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The following are the vie- ws of 8 S Nizamuddin

Ahmed, Managing Director of Rupa

li Rank on

various problems faced by the bnnkmg sector in
the country with probable remedies suggested.

Problem | While classifying
advances, in the list of iIItI'lbIE
securities, collaterals by way «
land and buildings are not
cousidered As a result huge

advances are getting classified
year afier year although such
advances are adequately secur-
ed

Suggested solution: Advan-
ces which are adequately se
cured by collaterals by way of
land and buildings should net
be classified.

Problem 2 . A large number

of bank borrowers do not repay
their overdues in the hope that
in the future, Government may
write off their outstanding
loans like agricultural credits.
Soegested solution: Govern-
ment should clearly declare
that there shall be no further
remission of principal and
interest like agri-credit and in
case the Goverrnment extends
such remission, individual
bank should be given 100 per
cent cover as the banks do not
have income t0 cover even a
part of it. No defaulting borro-

The following are the views of M Aminuzzaman,
General Manager, Pubali Bank Limited

There are problems in each

sector of the eco-nomy  and
banks have their own. The
problems the banks face are
detailed below:

Lack of courage, leadership
and viston in chiel executives
and lack of professionalism
and (ransparency in senior
management for running
banking operation.

Tendency to maintain sta-
tusquo and not willing to take
difficult decistions by the man-
agement.

Tendency te run the bank
in old-style and failure to im-
press and motivate subordi-
nates.

Tendency to manage bank's
affair by appeasement to dif-
ferent pressure groups.

Capital inadequaocy and
inadequate provisions [or cla-
ssified loans and advances.

Surplus liquidity and poor
fund management. This area is
neglected by most of the
banks.

Poor quality lending due (o
improper assessment of credif
proposals. In many cases ref-
erences and recommendations
are important than the merit
of case

Tendency towards collater-
alised lending without consid-
ering econotnic vihbility of
business /projects.

Poor net interest earning
for the banks due to high per-
centage of classilied loans.

Unfair practices and pres-
sure tactics by trade unions.
There are undue interference
by employees union in day o
day administration and unwill-
ingness of bank's management
to face the situation and han-

dle union activities in straight
forward ——
Poor customer services
Traditional banking psac-
tices without offering new
products in the market.
Absence of MIS and negligi-
ble use of computers.

Poor management of human
resources and lack of training

facilities in banks.

Absence of proper perfor-
mance evaluation and recogni-
tion of performers. Non per-
formers are allowed to con-
tinue and as a result banks are
burdened with surplus staff.

Too many branches in rural
areas by commercial banks
which are non profitable and
poorly managed and super-
vised.

Role of Head Office is not
supportive to the branches
rather it is administrative in
nature.

Field units seldom get
prompt decisions. Too much of
hierarchy and lack of co-ordi-
nation in interdepartments in
Head Office.

Conflict at the top manage-
ment and conflict between
chief executive and the Board
[mostly on personal ground,
not on professional issues).

Government should take
the 'Inllnwlng steps to help re-
store enabling environment in
banks for better performance
and overall progress in na-

tional economy:

In nationalised banks,
chairman and members to the
Board be appointed from peo-
ple in the field of trade and
comm . not of the basis of

wers should be permitted to
contest in any election or hold

any public office without adjus-
tment of their overdues.

political affiliation.
Govt nominee on private

banksg should also be appointed

from reputed professional
people. not necessarily from
the ministry who normally re-
mains preoccupiéd with offi-
cial works and can give very
little time and ntt:nuun to the
Board meeting.

The role of the Board and
the management should be
clearly defined so that conge-
nial atmosphere exists (s
banks.

Board of directors should
deal in policy planning, review
in implementation of its pol-
icy, and formulate lending cri-
teria, suggest human resources
development, bank's expansion
programme and areas of other
operation on the basis of man-
agement's recommendation.

The Board should formulate
promotion policy and avoid di-
rect involvement below the
rank of DGMs. However, they

should approve all promotions.

recommended by  the man-
agement if the same is pro-
posed within the framcwurk of
the guidline.

The Board should apprnve
credit proposals of big amount
and” delegate Chief Executive

- lation,
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Names of the borrowers having
overdues of Tk 1.00 cr and
above for more than one year,
may be published in the

newspapers.

Problem 3. Banks at present
cannot foreclose mortgaged
properties without the inter-
vention of the court which Is a

long drawn complicated pro-
cess.

may be M the
right to foreclose securities
without going through the
court.

Problem 4: While the banks
need peaceful atmosphere for
vigorous recovery activities and
growth, oftem unhealthy trade
union activities hamper such

working atmosphere.

Suggested soldtion:
Measures may be taken by the
Labour Directorate to bring
about desired discipline and
healthy union activities in the
banking sector.

Suggestion for Possible
Policy Change

(A) Bankruptcy Act should
be passed to deal with the re-
lated problems.

(B) Good borrowers may be
given various incentives by way
of making available to them
prime rates of interest on
lending and reduced rates of
interest who pay loans before
maturity .

(C)] General Managers
should ordinarily be posted at
their parent banks as far as
practicabie.

adeguate authority in sanction-
ing loans and advances and
loreign exchange related
transactions. However, CEO
should exercise his authority
through credit committee for
big loans so that proper eval-
uation is made to minimise the
risk.

Most of the directors of the

. private banks are potential in-

vestors, [t has been observed,
many serious and successful
investors are unwilling to dis-
close their financial and pro-
ject profiles for fear of disclo-
sure to their competitors.

Removal of the Managing
Director or CEO by the Board
should have concurrence of
Bangladesh Bank.

Routine monthly confiden-
tial meeting between Governor
of Bangladesh Bank and Chief
Executives of the Banks be
held where major problems
are discussed and solutions
found.

To recapitalise banks as per
regulatory requirement, Govt.
should take immediate steps
to force the existing share-

holders to inject fresh capital
failing which new investors be
invited to take up shares. If
necessary foreign banks be al-
lowed to acquire substantial
shares and participate in the

nagement jointly to improve

e quality of operation.

Eanglnd:ah Bank should
perform its supervisory role in
a very positive manner to help
the banks overcome their
problems. The attitude of the
officials of the central bank
have to be changed from con-
trolling role to a supportive
role. Both offsite and onsite in-
spection should be objective in
nature and irregularities de-
tected must be dealt with
firmly in total disregard of in-
fluence and pressure.

Bank should not be pressur-
ized for quick lending. Ne
bhank could be comfortable
with surplus fund and com-
mercial bank will be forced to
lend for attaining profitability.
Default culture should not be
encouraged and refinancing of
sick industries should be left
to the judgement of bank's
management,

To strengthen banks, if
necebdsary. merger should be
encouraged.

New banks may be allowed
to enhance competitiveness
and introduce more of modern
banking.

In a market economy envi-
ronment, the bank should
survive on competence and
profitability. Non-performing
bank should not be allowed to
continue and new banks
should be allowed to function
by fulfilling regulatory re-
quirement. Undue protection
to nationalized banks should be
withdrawn te create competi-
tiveness in the market.

Selection of Senior
Management official should be

absolutely on merit.

Government should set ex-
amples by appointing dynamic
CEOs, departing from existing
system of selecting people on
seniority basis from NCBs. If
necessary, CEOs may be ap-
pointed from outside NCBs on
contract basis. All incapable
and non-productive midlevel
executives be made redundant
either through golden hand-
shake or retirement ~ om-
pleting 25 years ervice.
Regular recruitmen of fresh
graduates as management
trainees in irious banks
should be maae to create a ca-
pable cadre for future man-
agement of the banks

The writer (s General
Manager, Pubali Bank Limited.

Development of Forex

Contmued from page 13
market is emerging gradually,
due to the competitive atmo-
sphere that came in the wake
of reforms_ Previously. the ex-
change rate committee sel up
by the Bangladesh Bank used
to fix the exchange rates to be
eftective on the following day
on the basis of previous day's
New York closing: for example,
Monday s New York closing
was applieable on Wednesday
in the local market. Now banks

are setting exchange rates on
the basis of latest quotes avail-
able in the market. An active
trading has started on the U5
dollar-Taka deals. Where the
central bank buying rate for
on¢ US dollar is Tk 40. 15 and
selling rate is Tk 40.35, inter-
bank rate for one US dollar
ranges between Tk 40.1550
and Tk 40.1650. That means
dealers are being compelled to
take market position consider-
ing the demand and supply si-

Market in Bangladesh

tuation. Though net much,
clients are also geiting benefit
out of this competition. Once
the passbook systemn is with-
drawn. clients will have access
to foreign exchange from any
bank at competitive price.

Forward rates are also being .

gquoted with very thin
premium. However, due to
very stable position of the
Taka. clients are not inter-
ested to take forward cover

against imports. Daily Yurnover
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in the market would be around
US$10 million (mostly in
USD/BDT). Market mostly de-

pends on the nationalized
banks like Sonali and Agrani
for US dollar and foreign banks
like Standard Chartered and
American Express for all major
crosses. But the foreign banks
have the edge over their local
counterparts due to their
technical know-how of and ac-
cess to global networking.

Previously, banks used to
settle all their payments in US
dollar though the LCs were
opened for import from Japan.
Germany, Singapore or the UK.
Now they are getting more ac-
customed to the volatility of
currency market and depen-
dent on their treasury depart-
ments for settlement of pay-
ments in the eriginal curren-
cies in which payments have to
be settled. Almost 14 banks
have taken Reuters money line
service to keep themselves in
touch with every-moment
change in the global market.
while six banks including Lhe
Sonali Bank have set up deal-
ing rooms. Banks are thinking
of taking Reuters dealing sys-
tem, having wider access 1o in-
ternational market and pricing
by the Banks. They are also
preparing to install SWIFT to
smoothen payments and re-
ceipts of funds. Now the
branches as well as clients can
directly contact their respec-

tive dealing rooms for finer
rates.

Though the world market
runs of spot basis (i.e. effective
on second’ working day),
Dhaka's interbank market runs
on mostly cash basis, i.e. same
day value. However, there are
some deals done on spot basis,
mostly by the foreign banks.
[nterbank forward market is
also picking' up gradually.
Forward premium is the inter-
est differential] between Taka
borrowing and FCY deposits.

Most of the deals done in
Dhaka are cover deals, that is,
to cover buying selling of the
clients or banks. Having been
in touch with the market
changes, a dealer may keep his
position open during the day
and made best use of market
changes. However, the dealer
covers the position at the end
of the day. But banks here al-

ways tend to take a conserva-
tive stance and keep their po-
sition within the prescribed
limit set by the Bangladesh
Bank. Here the scope for run-
ning a log or short position is
rather limited due to the lim

its set by Bangladesh Bank on
the open position and ex-
change position. Nevertheless,

banks have developed a dis-
tinct preference to maintain-
ing a long position in Dollar-
Taka due to apprehension of
any-moment downward ad-
justment of the Taka against
US dollar. In other currencies
they mostly maintain a square
position. Due to lack of proper
knowledge and access to global
information. dealers are yet to
do any ferex trading, bul
eventually it might start on a
limited scale. as is the case
with neighbouring countries
while one leg of the forex deal
should be in the home country.

Al present, exchange posi-
tion limit is being set on the
basis of the LC/outstanding.
Usually 30 per cent of the ex-
change or holding limit is be-
ing taken as the open position.
However, efforts are on to re-
late the open position with the
capital base of the bank.

individual banks, specially the
foreign banks. looking at the

volatility of the maior crosses.

arc also setting separate
Dollar-Tak - ...u Dollar-crosses
lirmtit for their treasuries. All
these are set within the limit
prescribed by the central bank.

Most of the deals effected
in the local market are spot or
lorward by nature. However,
swaps are being done to bridge
the forward payments. To
match the customz needs in
future, the dealers are also try-
ing lo prepare themselves to
deal with the derivative prod-
ucts.

Bangladesh's forex market
is vet to take a shape. The
Bangladesh Bank was prudent
to liberalise the market gradu-
ally. However, bankers are yet
to cope up with the changed
scenario. Foreign banks have
se! up independent treasury
divisions to manage their as-
sets and liabilities, both in lo-
cal and foreign currencies,
Local banks are yet to do it.

Dealers are yet to be trained

- and developed to match the

changed market condition.
However, one good indications
18 that the managements of the
banks have started to realize
that. The Bangladesh Bank is
doing everything to develop a
competitive market (including
full convertibility of Taka in
the near future). But it is
essentially related to the
overall economic scenario of
the country. Once the economy
starts picking up. investment
will also pick up, which will
necessitate better fundsaman-

agement by the corporate sec- .

tor as well as the the banks.
That will bring in finer prod-
uels for better service.,

The writer is Treasurer of
Standard Chartered Bank,
Bangladesh.
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Managing Director, Bank of Small Industries

and Commerce

The current problems of
banks In Bangladesh both in
private and nationalized sector
are clearly hang-over of the
past. Despite commenality in
the nature of problems how-
ever the remedy shall be dif-
ferent in private banks and na-
tionalized banks and again it
may vary bank to bank. Major
problems faced by banks at
present are said to be (a) huge
unemployed funds (b) large
overdue and stuckup loans (c)
falling incomes and (d) stagna-
tion in management. These
problems have been known to
exist for sometime now and
reforms undertaken for several
years are still on. The progno-
sis are vdried and disputable in
many areas. The doom is not
imminent as few pessimists
say. However, it might be in-
teresting for readers il the
problems are a bit elaborated.

Surplus Funds

Problem of unemployed
funds in the banks are growing
with the enlargement of same
each quarier. Despite [reedom
of lending available to the
banks the disbursements in
commercial and industrial
sectors lagged and as a result
surplus continued to pile up.
The surplus, however, was
caused mainly for Govt's un-
willingness to borrow from
banks. Central Bank stopped
issuing Treasury Bonds for
over a year now and banks car-
ried cash without any earning.
As per statistics available. in-
vestments in the year ended
on 30th June, 1994 is said to
be to higher than previous year
and yet the employable funds
in the banks are growing.
Banks are said to find low de-
mand for credit. Such situation
,need not unnecessarily worry
us. After many years of high
level loan deposit ratio at above
90 per cent. the present level
at 75 to 80 per cent is not a
back-step. Banks iIn many
countries are said to have
faced this situation at times. in
this type of situation banks are
required to resort to discipline
the cost in one hand and
pushing up services in the
nither whith help improve
banking in general. Only pri-
vale sector borrowlng cannot
absorb such large amount at
the moment. Government
must have to borrow directly
or back borrowings by private
secior corporate bodies in vital

sectors to solve the problem of
excess fund in banking system.

Unpaid Loans

Overdue and stuck-up loans
in our banks are said to be a
major problem. There is no
need to find the causes as
these are already known.
There are disagreement over
the figures and methods of
classification of loans sug-
gested by reforms quite for-
eign to our age-old system.
Even if there is sagacity in re-
formist ways ol classification,
our banks are not prepared to
handle this immediately. The
popularly advocated views of

reforms making provisions for
all classified accounts in a year
or two through re-capitaliza-
tion may not be feasible at all
by private sector banks.
Government banks did have
partial exercise of this nature
which, however,

their balance-sheet but net
their coffers.

While private banks must
also begin the capital restruc-
turing through fresh cash infu-
sion for making provision of
loan losses, must
make more c in the le-
gﬂm for recovery of bank

8. If modern classification
system is to be adopted mod-
ern loan recovery system also
must be introduced. The pre-
sent system does not help len-
ders. Besides this in-house
lending capabilities of the
banks must alse be gauged. It
may not be unwise to limit
lending of banks matching
with their capability. Manage-
ments must affirm to the
central bank that their ability
to supervise credit is upto the
set standard. It is common
knowledge that still many
lendings are made by banks
without possessing enough
capability to manage these loan
portfolios, The fate of such
loans in most cases s
predestined. Lending ceiling
should not only be related to
individual bank’s resources but
also their capability to manage
credit. Meanwhile, measures
to stop inside lending in pri-
vate banks must be
ened and money taken by d1-
rectors and their allles must
be repaid to restore the health
of private banks.

Falling Income in Banks

Income of banks during last
two years are showing down-
ward trends. This followed

massive classification of loans
and stopping interest thereon.

Besides, undisposed funds
taken at higher rate of interest
by way of deposits also are af-
fecting bank's earning. This
obviously signals shrinking of
bank's ability to take care of
contingencies and future de-
velopments. Staff incentives
similarly shall suffer leading to
inefficiency.The [all in income
is seen as fall in management
in many ways.

Stagnation in Banks
After a brief period of im
proved services in private
banks the overall situvation of
services in bank remain same
as before. Nationalized banks
despite introduction of com-
puters at the Head Office level
cannot be said to have made
any improvement in their de-
livery system. Private banks,
which in the beginning started
off well. got stagnated. Except
for their counter services
which are still considered to
be good credit delivery system
is not what was feared to be.
Two or three private banks
have regularly trained their of-
ficers whose job knowledge
can be said to be satisfactory. If
the top management are seri-

general clients. Yet, -ul"llrlo-
ingly. the large privale sector
borrowers who would get

princely treatment ip private

banks all flocked to NCBs.

From the brief discussions
on the

undertaking development
fojtt'll and or back private

for genuine
prl:ljt(:l‘l of great public inter-

b) Lepl remedy of lending
"[El.l'lhl must be further im-

c¢) Lending limit of banks
should be set by the central
bank not only in relation to
their resources but also in re-
lation to their capability to
manage credits;

Freedom of professional
management team (Chief
Executive and others)] must be
ensured by clear tion of
power between the Board of
Directors and Chief Executives
in the private banks. *

e) Misapplication and mis-
interpretation of accou
must be avoided to establish

accountability in banks.
Bank unions must not be
allowed to interfere with the
management. Ministry must
have separate cells to deal with
union demands. As little bar-
caining scope is left with man-
agement, the unions must be
allowed to approach the own-
ers rather than the chief exec-
utives of a bank

.'r'.-

The Writer (s Managing
Director, Bank of Small Indus-
tries and Commerce.
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