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HE country's banking

sector is siill going

through a period of
stagnation. banking experts
feel

"The problem of the sector
is that of the economy.” ob-
serves one government bank-
i ex . “the economy Iis
not growing. so is the banking
sector. When there is a shug-
gish demand in the economy,
the banks can nol expand their
credit operation.”

And if their credit expan-
sion is stymied. their prol-
itability erodes and their bal-
ance sheets are bulged wilth
excess liquidity. The banks,
according to concerned sou-
rces, are now stuffed with at
least Tk 1750 crore excess
hiquidity .

The other problem of the
banking sector is that of the
law. the same expert feels. In
fact, banking is totally depen-
dent on contractual guidelines.
And if the law is not 'strict and
fierce’ enough to make cus-
tomers and banks abide by the
contacts. banking is sure to be
mismanaged. The banks had
tried to combat their excess
liquidity situation by cutting
their deposit and lending rates
without any visible results. In
fact. some banks are even try-
ing to avoid high Iinterest
hearing fixed deposits while
the foreign banks are even shy
of accepting short terms de-
posits.

However., in recent times,
the government have laken
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wise decision of taking advan-
tage of this excess liquidity si-
luation is implementing some
of its projects by foating
bhonds. The T & T had recently
floated Tk 375 crore bonds for
its 1.30 lakh telephone lines

expansion programme and will
be able to manage fund at

cheaper rates.

However the private and
foreign banks are faring much
better than the NCBs' both in
terms of operational efficiency
and amount of debt-default.
According to the world bank
figures. deposits and loans per
employee at private banks are
almost twice than that of NCBs.
Private banks mobilise almost
three tiimes more deposits and
loans per branch than do the
NCBs.

A comparison between the
NCBs and private banks' gross
intermediation margin also
shows that the private banks
are doing far better than the
nationalised banks.

Margins at NCBs have been
consistently lower than private
banks and have been even de-
clining since 1989.

From 2.45 per cent, in
1989 the gross margin of the
NCBs slowly declined to 1.38
per cent in 1992. On the other
hand, the private banks' mar-
gin increased from 2.74 to
3.76 per cent during the same
period. These differences be-
tween the NCBs and private
banks have been atl.r1hutrﬂ.1n

the formers uncommercial ap-
proach to pricing loans, their
higher share of non-earning
asseis and their lower income
[ee.

It is commonly known that
the banks have huge bad debits.
But the exact amoum of bad
debt is yet to be disclosed.
Even a recent world bank re-
port says “while the extent of
bad debts in the nationalised
commercial banks is not
known with accuracy, they are
believed to be substantial.”

Not only the NCBs, some
names of private banks have
also cropped up recently in
the list of having huge bad
debits. Recently, two such
banks had also entangled
themselves with financial ir-
regularities.

As stated In the beginning
of this report, the framework
of business laws and legal pro-
cedures need td be more
stringent to deal with loan de-
faulting.

While the government
should make micro and macro
adjustments to enable the en.
trepreneurs use their capital
efficiently. the banks need le-
gal help to realise their bad
debts.

Banks have to be able to
foreclose and  liquidate collat-
eral in the event of borrower
default. For this, the bankr-
uptcy law, yet to be passed by
the government, is seen as a
major tool by the bankers.

Why Banghdéhisspecialforioreign investors ?
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Ideal investment opportunities
Liberalised industrial policy
Unlimited equity participation to

facilitate both joint ventures as well
as wholly owned foreign companies

market
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Easy access to work permits

Easy repatriation of foreign
investors' capital gain & profit

Liberalised import & export policy
Easy access to stock exchange

Cheap labour & low production cost
Easy Sonali Bank facilities
Tax Holidays ranging from 5-12

Foreign investors are welcome to avail of these opportunities and
share our efforts in industrialisation.

Sonali Bank offers its services with proven experitise through its
largest domestic branch network and seven overseas branches
(six in the UK and one in Calcutta).

Our strong financial base can cater to all your banking

requiremernts.
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Period of Stagnation — Not Over Yet

Bankers also point out to the
lengthy appeal process that
virtually halts any legal actions
against defaulters. They now
feel any appeal must have a
time limit and private foreé-
closure should be permitted to
expedite liquidation of collat-
eral. The jurisdiction of the fi-
nancial loan court should also
be extended by imcluding the
implementation of its decrees,
they say.

The profitability of the
NCBs and private banks have
been waning since 1990 after
the government had imposed
strict loan loss provision sys-
tem on the banks. The banks
are now maintaining provision
accounts from their profits
which have been reflected in
their balance sheets. This has
resulted in the drop in prol-
itability.

The NCBs showed a net
loss of Tk 44.1 crore in 1990
91 and it increased to 60.90
crore in 1992-94. Private
banks made a profit of Tk 1.98
in 1990-91, but the figures re-
versed the following years and
the private banks incurred a
net loss of Tk 7.61 crore in
1992-93. '

However, the foreign banks
maintamed a steady profit
which increased from Tk
17.65 crore in 1990-91 lo Tk
38.36 crore in 1992.-93

Analysing the commercial
bank lending from 1987 to
1993. one gets Lhe idea Lhat
the lending in industry had
stagnated completely at 27 per
cent of the total lending since
1989. Agricultural credit also
stagnated at around 18 and 19
per cent since 1991.

The overall commercial
hbank advances actually de-
clined in real terms in 1991 to
Tk 131924 millilon from the
previous year's Tk 133160
milion. Then it picked up a’
little to 144815 millon in
1992 .

This stagnation of credit
expansion had surely had its
impact on the economic
growth of the country which
always eluded the target.

The banks had become
prudent in their lending when
the Bangladesh Bank had
clamped strict regulations on
their bad loan provisioning
that exposed their financial
weakness. On the otherhand,
the banks could not develop
new areas of investment for
their clients because of lack of
expertise.

On the demand side also.
the ‘unchanged poverty situa-
tion resulting in low domestic
demand of goods., and the

country’s smaller export mar- |

ket base had discouraged en-
trepreneur from going for
[resh credit. Entrepreneurs
also blame the governmernt's
slowness in implementing its
policies which has stagnated
any real demand for credit.

The 12 domestic private
bhanks which include two dena-
lionalised banks, are slowly
making their foothold in the
market that previously was the
oligopoly of the NCBs.

Their share in deposil in-
creased from 20 per cent to
27 per cent during 1986 and
1993 and from 14 per cent to
25 per cent in advances.
However, their performance
could have been more impres-
sive if the two denationalised
banks were excluded as these

two banks — Pubali and Uttara -

still inherit the same kinds of
problems of the NCBs.
According 1o .the Bangla-
desh Bank figures, the bank
deposit excluding the gov-
ernment's deposit as on June
30, 1994 was Tk 31265 crore
which is Tk 4462 crore higher
than last year showing an

increase by 1685 per cent On i
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the otherhand. the bank credit
including advances and inland
and import bills stood at
24428 crore which is only Tk
347 crore higher than last
year's corresponding period
showing only a 2.30 per cent
increase.

These figures clearly show
that the banks had not been so
active in their advances as they

were in their deposits,

The nationalised and dena-
tionalised banks are said to be
undercapitalised even under
the current stanglard of loan
classification according to a
World Bank report. However,

the government's recapitalisa-
tion programme has improved
the situation largely, the
Central bank sources said.

However, some private
banks are still facing capital
shortfall to the tune of Tk 300
crore.”
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Co-operatives

Conrttnued from page 19
tive Societies Ordinance 1984
s concerned i is clearly writ-
len A co-eperalive society
shall receive deposits and
loans from persons who are
not members only to such ex-
tent and under such condi-
tions as may be prescribed by
the rules or bye-laws; and shall
in respect of such deposits pr
loans make such provision for
Lhe maintenance of (luid re-

sources as may be prescribed.”

So far gquite a number of
these Co-operative Credit/
Savings and Loans Societies
are functioning in Dhaka,
Chittagong and Bogra in the
nature and style of formal
banking. All of these are being
managed by bankers. Sur-
prisingly, all of them are
functioning well despite re-
source constraints. and

I although they have no system

of getting financial assesiance
from any quarter as in the case

of formal systern banking

These institutions are
needed in the society. Most of
the economrically mid-level and
low-level persons are shy to go
to the formal system banks.
often because of formality re-
quirements. This also deprives
the nation of a large amount of
savings. They can be served by
the Co-operaltive Credit/
Savings and Loans Societies
and amount of savings utilised
for the benefit of the society.
But unfortunately neither the
society nor the authorities
seem concerned about such
necessity. For a steady growth
of cooperative banking a bond
should be established between
th€ir operations and the
operations of formal system
Banking. This can happen if
the Co-operative Credil/
Savings and Loans S5Societies
are allowed to use the facilities

ol clearing house. Also they
may be allowed to operale in

_ the call loan market. A system

should alse be developed so
that these institutions become
as worthy as to be allowed
sysiems. Any loan allowed by
Co-operative Credit/Savings
and Loans Societies is
recoverable since Public
Demand Recovery Act is
applicable on the borrowers of
a Co-operative Credit/Savings A
We feel that Co-operative
Credit/Savings and Loans
Societies should be treated as
mini-banks and facilities
should be created In such a
way that they can function like
trusted banks. It is
the present democratic gov-
ernment (o boost up the ac-
tivities of these organizations,
The  writer is Managing
Director. Federal Samabaya

Sanchay O Rindan Samity Lid.

- THE CARING BANK

Throughout the world money market

15 undergoing constant changes.
You have to cope with this change.

And sccure your assets

| through skilled diversification.
At ADB Bank we have designed our banking

around people hike you.

The chients who seck personahized care,

expert advice and Premium  service,
Our managers are dedicated to
culavating long-term chient relationships,

moulding solutions to your particular needs.

Backed by decade of expenence,

a world-wide network of contacts
and the finanaal strength of A B Bank,
they can offer you a strategy

to optimize your performance

whether you opt tor rapid growth

or long-term sccurity.
Why not call on us.

We are always ready to

secrve you through our 47 branches

all over the country

and 259 correspondents around the globe.

ARAB BANGLADESH BANK LIMITED

a new generation bank

MITSUBISHI LANCER

You can even stop for a cup of coffee
when your car can out-power

& out accelerate others
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