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New banks go for

~ COMMODITIES

risky lending

SAJJADUR RAHMAN

New banks are lending out
heavily -- 70 to 80 percent of
their total loans -- to corpo-
rate clients instead of small
and medium enterprises and
retail consumers, insiders
and analysts said.

The risk is: if a big client fails
to pay back in time, the bank
may suffer as it may not be able
to make adequate provision
from its small profit.

“Directors want quick
profits, which is very unlikely E
for a new bank,” said the chief
executive of a new bank,
seeking anonymity. “It takes
at least three to five years to
generate sustainable profits
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and pay dividends.” Nine new banks that came to the market
amid political unrest in the second half of 2013 are struggling
to do business at present, facing intense competition from 47

old banks in lending and attracting deposits.

Lending out is the biggest challenge for a new bank, as
borrowers demand the lowest interest rate without consid-

ering the banks' cost of funds.

NEW GENERATION BANKS' COMPARATIVE between 11 percent and 12
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According to these banks, the cost of their funds is

ongoing anti-business climate, Islam added. SBAC has lent
out Tk 1,363 crore in 2014, coming in third among the new
banks, after Union Bank with Tk 2,828 crore and NRB
Commercial Bank with Tk 1,441 crore.

SBAC booked Tk 32 crore in operating profit and the net
profit would be less than Tk 20 crore, which is a tiny figure to
pay dividends against Tk 400 crore in capital.
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Banks' capital
base widens
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The capital base of the

banking sector widened
10.51 percent to Tk
71,754 crore in the
fourth quarter last year
from a quarter ago.

In the third quarter of
July-September, it was Tk
64,933 crore, according
to data from the central

percent, which is well within
a single digit for many old
banks. In terms of lending, if
a new bank offers a borrower

Deposits at banks dipped 1.07 percent in
January from a month ago as savers rush to

11 percent, an old bank offers bank. government savings schemes that offer

10.5 percent. Bangladesh Bank said higher interest rates compared to the bank-
“Depositors have high the capital base of the ing system,

expectations from us, while banking sector has Total deposit at the country's 56 banks

borrowers want the lowest expanded vastly in the was Tk 702,814 crore as of January 29 this

rate in the market. We are in a last five years. year, down by Tk 7,658 crore from Tk

double bind,” said Rafiqul
Islam, managing director of
South Bangla Agriculture and
Commerce Bank (SBAC).
Moreover, businesses are
passing bad times and it has
become impossible to get a
good client, who wants to set
up new factories or expand
the existing ones amid an
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The capital rose as a
big portion of the profit
was transferred to capi-
tal, and provision short-
fall came down, among
other factors. "As a
result, the banking sys-
tem has become stron-
ger,” it said in a state-
ment yesterday.

As per international
standards, a capital
adequacy ratio (CAR) of
10 percent is required,
but the CAR of
Bangladeshi banks stood
at 11.35 percent at the
end of December, which
was 10.57 percent three
months earlier.

710,472 crore in December 31 last year.

Bankers said banks have been lowering
interest rates on deposits for nearly two
years due to dull investment situation.

The weighted average interest rate on
bank deposits was 7.32 percent in
November last year, which was 8.45 per-
cent in the same month a year ago.

Interest rates on term deposits at private
banks are as high as 9.50 percent while it is
8.50 percent at state banks.

On the other hand, interest incomes on
savings certificates range between 11 per-
centand 13.50 percent.

"So, the savers are now getting more
interested in savings certificates rather than
putting money in banks,” said Anis A Khan,
managing director of Mutual Trust Bank.

In the five months to November of the

The CAR is the ratio current fiscal year, gross sales of saving instru-
of a bank's capital to its ments went up by a staggering 82 percent

l - k risk weighted assets. compared to the same period ayear ago.
1 e us In December, banks Banks have been sitting idle on huge
had a surplus capital of piles of cash for a long time, as they could
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Tk 4,069 crore, reversing
from a deficit of Tk 1,096
crore in September.

not make new investments.

Their investment situation worsened
further in January because of the blockades
and strikes as businesses and companies
have put their borrowing plan on hold.

READ MORE ON B3

Banks' deposits
fall as savers rush
to savings tools

REJAUL KARIM BYRON
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As a result, banks now have more
liquidity in their hands and are not inter-
ested to take costly deposits, bankers said.

Khondkar Ibrahim Khaled, a former
deputy governor of Bangladesh Bank,
blamed the decline in banks' deposits on
the seasonal effect. He said sometimes bank
branches collect “hot deposits” from their
existing clients in December to reach their
collection target set by their head offices.

“These hot depositors can withdraw
their money after December 31," he said.

In the absence of social safety nets, the
government offers higher yields on savings
certificates in order to provide an income
to limited-income people and elderly
citizens, who are highly dependent on
such sources of earning.

A number of bankers say the ongoing
political unrest, which began on January 6,
also hit the deposit growth,

A section of savers are withdrawing
their deposits from banks to buy things, in
bulk, whose prices might go up in the
coming weeks amid growing uncertainty
that the present situation, which has dis-
rupted the supply chain, might linger.

READ MORE ON B3

Bengal Plastics to spend

Tk 50cr on expansion
Five banks come up with the funds

SUMAN SAHA

Bengal Plastics Ltd, a leading plastic goods
maker, is set to expand its production capac-
ity in a bid to enhance overseas sales, a top
official of the company said yesterday.

It is investing Tk 50 crore to expand its
existing factory in Savar within the next
two years, said Md Jashim Uddin, vice-
chairman of Bengal Group of Industries.

“We will produce mainly household
plastic items in the expanded unit exclu-
sively for export markets. Our expansion
work has already started,” he said.

Following expansion, Bengal Plastics
aims to grab an additional $20 million in
new export orders a year, from around $42
million in exports at present, and will
create 500 new jobs, said Jashim, also
president of the Bangladesh Plastic Goods
Manufacturers and Exporters Association.

The company will borrow the fund
through a commercial paper (CP), a short-
term debt instrument backed by Mutual
Trust Bank.

The tenure for the CP will be 180 days
and five financial institutions -- Bank Asia,
Commercial Bank of Ceylon, Habib Bank,
Jamuna Bank, Midland Bank -- will sub-
scribe to it. The formal announcement for
the CP was made yesterday.

“We are collecting funds through the
commercial paper mainly, as we are getting
a comparatively lower rate of interest,”
said the Bengal Group official.

Many companies use CP to raise cash
needed for current transactions, and
many find it attractive as a low-cost alter-
native, said Anis A Khan, managing direc-
tor of Mutual Trust Bank, the fund's lead
arranger.

A company can get funds at an interest
rate of 10-11 percent through a CP, while
the normal lending rate is now hovering
around 13 percent, he added.
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Since a CP is not backed by collateral,
only firms with excellent credit ratings from
a recognised credit rating agency will be able
to sell their CP at a reasonable price.

A CP is usually sold at a discount from
the face value, and carries higher interest
repayment rates than bonds. Typically, the
longer the maturity on a note, the higher the
interest rate the issuing institution pays.

On maturity, the investor presents the
notes and receives payment. Commercial
banks, in their role as issuing, paying, and
clearing agents, facilitate settling of a CP by
carrying out the exchanges between issuer,
investor, and dealer.

Jashim said the plastic industry has
grown enough to handle rising demand
from local and foreign markets.

The annual sales of plastic products are
estimated to be around Tk 20,000 crore in
the local market, which has been growing
at 15 percent a year in the last few years,
according to industry insiders.

Though the sector started small in the
1960s, it has now reached a self-sufficient
stage, according to Jashim.,

Around 5,000 small, medium and large
plastic goods manufacturing units employ
about 12 lakh people directly and indirectly:.

Value addition in plastic products hov-
ers between 51 and 70 percent, according
to data from the industry lobbying group.

READ MORE ON B3
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[talian SMEs may invest

in Bangladesh

Italian minister asks Bangladesh to explore domestic market

SARWAR A CHOWDHURY

Bangladesh should focus on explor-
ing its domestic market, in addition to
its export markets, while small and
medium Italian enterprises can invest
here in joint ventures to serve local
and regional markets, said an Italian
minister.

Bangladesh is maintaining eco-
nomic growth at 6-7 percent, and the
steady growth rate means the coun-
try needs a supply of good products
for its domestic market, said
Benedetto Della Vedova, deputy
foreign minister of Italy.

“We have a huge number of small
and medium enterprises that can
invest in your country and help trans-
fer technology,” he said in an inter-
view with The Daily Star during his
two-day visit to Dhaka last week.

Vedova said they will promote
investment and partnerships between
the Italian SMEs and businesses in
Bangladesh to serve the domestic
market, “Bangladesh can also become
a hub to serve the regional markets.”

In the coming years, the focus must

Benedetto Della Vedova

not be on exports alone, said the
deputy foreign minister, who came to
Dhaka to improve trade ties between
the two countries.

“You will export garments only,
while you will import everything else.
But, you have to be ready with domes-
tic production to serve the local mar-

fit both countries, he added.

kets that are growing fast with a grow-
ingdemand for quality products.”
Italy can cooperate in the areas of
energy and natural resources, transfer
of technology, heavy machinery for
textiles, fishing and tourism, to bene-

READ MORE ON B3

Lamudi raises
$18m to grow
In Asia, Latin
America

STAR BUSINESS REPORT
Lamudi, an emerging mar-
kets real estate network and
a leading property platform
in Bangladesh, has raised
$18 million in investment
to grow its operations in
Asia and Latin America.

The Berlin-based com-
pany received the multi-
million dollar investment
after merging its businesses
in the two regions to form
one company, Lamudi
Global.

Three investors have
backed the business: Asia
Pacific Internet Group
which is a joint venture of
Rocket Internet and
Qoredoo; Holtzbrinck
Ventures, the investment
arm of the German publish-
ing group; and current
investor Tengelmann
Ventures, a division of inter-
national multi-sector retailer
Tengelmann Group.

READ MORE ON B3
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