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Banking sector

CONTINUED FROM PAGE 14

The results, however, are yet to show up
in the performance indicators of these
banks.

Profitability, measured by return on
asset and return on equity, has been
negative for the state-owned banks
(SCBs).For private commercial banks,
though these indicators are positive,
but very low. In case of non-performing
loans (NPL) similar performance is
observed. Though the share of NPL to
total loans in SCBs has slightly declined
in September 2015 from June 2014, the
rate is still as high as 21.82%. On the
other hand, NPL in private commercial
banks (PCBs) and foreign commercial
banks (FCBs) have increased. Because
of high NPL, state-owned banks have to
make larger provisions. The govern-
ment has to inject capital into these
banks to keep them going. Clearly,
implementation of BASEL III require-
ments that call for capital adequacy
ratio to be raised to 12.5% of their risk-
weighted assets by 2019 will be chal-
lenging for the SCBs. As of September
2015, capital adequacy ratio of SCBs
was only 6.2%.

Lower profits in SCBs are mainly due
to bad assets, inefficiency and political
interference. In case of PCBs, stricter
compliance requirements by the central
bank and low appetite for credit by the
private sector due to sluggish business
environment are the major reasons for
lower profits. This is reflected through
high volume of liquidity in banks. The
advance-deposit ratio has been little
over 70% in November 2015 even
though banks are allowed to lend up to
80% of their total deposit.

embezzlement of money from banks.
The Hallmark group has not returned
any money to the bank till now. More
frustrating is that bank authorities do
not even expect to get back the misap-
propriated money. These incidences
have affected the effectiveness of vari-
ous measures taken to improve the
governance of the banking sector.
Flexible measures, including loan
rescheduling policy favouring powerful
people and lack of punishment for
fraudulence in banks have worsened
the situation. The oversight mechanism
has clearly been less effective.

Shocks in the banking sector and
emerging challenges require further
reforms for improvement of governance
in the sector. In view of this there is a
need for setting up a commission for

ShocRs in the banRing sector and emerging
challenges require further reforms for
improvement of governance in the sector.
In view of this there s a need for setting
up a commission for the financial sector.

Despite anaemic performance of the
sector, governance in banks still
remains a distant reality. Concerned
authorities have been slow to take
action against the identified people for
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the financial sector. The commission
will scrutinise the overall performance
of the sector, assess the need of custom-
ers and the economy, identify the cur-
rent problems and emerging challenges
and suggest concrete recommendations
for prudential banking to be imple-
mented in the short to medium terms.
Considering the emerging need and in
order to build up more transparent and
responsible banking sector the commis-
sion can also include non-bank finan-
cial institutions, such as insurance
companies and capital market under its
jurisdiction as they are interconnected.
Recently, there has been some dis-
cussion at the policy level as regards
setting up a 'Financial Sector
Commission' for the improvement of
the sector. Hopefully, this will take off

soon. The broad terms of reference of
the commission should be to critically
assess the problems and weaknesses of
the banking industry in order to find
whether there is any disconnect
between demand of the growing econ-
omy and the realities of a back dated
financial system that is failing to meet
the emerging need. On the basis of a
comprehensive scrutiny, the commis-
sion will prepare guidelines and make
recommendations as regards automa-
tion, risk management, internal con-
trol, the role of various players in banks
and other financial institutions. In
1998, a Commission on Banking and
in 2002, a Banking Reform Committee
were formed to make recommenda-
tions for the improvement of the per-
formance of banks.
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The banking sector has achieved
considerable success due to the reforms
in the 1990s, 2000s and afterwards.
However, the sector will have to prepare
for the next generation of global regula-
tory framework and meet emerging
clients' needs. In the coming days, the
banking industry will have to achieve
the ability to absorb shocks arising
from financial and economic stress,
improve risk management and gover-
nance, and strengthen banks' transpar-
ency and disclosures. And if the sector
has to play the larger role of contribut-
ing towards a stable and sound macro-
economic situation, the banking sector
has to go through the painful path of
stricter policy and legal measures.

The writer is Research Director, Centre for Policy
Dialogue (CPD).
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My home is not a building
but an extension of my soul

Prime Bank Swapnashaj loan now offers maximum
Taka One Crore to renovate your home. Let your dream
home get more beautiful.

Swapnashaj Loan
Call: +88 01730 333774
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