DHAKA WEDNESDAY JANUARY 23, 2019, MAGH 10, 1425 BS

OPINION

@he Daily Star | 7

Loan default increases because
of bad management

The new finance minister, Mustafa Kamal, has vowed to address the longstanding concerns regarding increasing non-performing loans in banks.
Khondkar Ibrahim Khaled, a noted banker and former deputy governor of Bangladesh Bank, talks to The Daily Star's Nazmul Ahasan about the issue.

The newly appointed finance minister has
promised that non-performing loans (NPL)
will not increase by “a penny” from now on.
Better even, he vowed to reduce the NPL
ratio. How much confidence, if any, do you
have in his assurance?

Whether a minister's tough words will
suffice to fend off the increase of bad loans is
yet to be tested. But we cannot take his
assurance at face value.

[t is because of bad management or lack of
proper management that loan default
increases. Those who are responsible for
sanctioning loans—that is to say, bank
officials—aren't being able to exercise their
discretion or take a decision based on their
experience. Yes, at times, the officers
themselves may have failed to apply proper
discretion while taking a decision to sanction
a loan. But mostly, when it comes to
disbursing a large loan, certain powerful
quarters severely influence them. If this
practice continues unabated, the minister's
promise will not materialise. There have to be
serious will and effort by bank owners and
the political leadership to impede the
malpractice. Only then will his optimism be
reflected in reality.

Speaking of owners, aren't they liable for
the current mess to some extent? It's a well-
known fact in our banking sector that bank
owners or directors act in connivance with
each other to take loan from other banks.
Should it be permissible?

In Bangladesh, it is generally businessmen
and industrialists who own banks as
shareholders or directors. It is only normal that
they, too, may need loans. True, as per the
central bank's regulation, they cannot take
loans from their own banks. But there are no
other rules that restrict them from taking
loans from other banks.

However, as you mentioned, “swapping”
does take place: I'm giving you loans from my
bank, so in return, you'll also sanction loans
for me, Under an unwritten understanding,
they are unethically colluding with each other.

The collective amount of loans taken by
bank directors stands at approximately Tk 900
billion, as far as I can remember. Even when
they do not make the scheduled payment for
the prescribed period, their loans are

rescheduled or regularised through shady
means.

You once compared the NPL ratio exceeding
10 percent with the disaster signal number
10. The finance minister, however, accused
the media of exaggerating the crisis. He
argued that the current NPL ratio—now
around 11-12 percent—is nothing
extraordinary compared to other countries
in the world and that it's still “manageable”,
How do you view such a notion?

What the minister said is tantamount to
sweeping the crisis under the carpet. [ do not
agree with the view, In Europe, if the NPL
ratio reaches two percent of the disbursed
loan, they get worried. In our context,
however, given the culture of bad
management, [ believe the manageable ratio
should be below five percent.

Even worse, the current figure, while
statistically accurate, also doesn't paint how
bad the situation is. It doesn't indentify the
real culprits—that is to say, some state-owned
banks where bad loans amount to 30 percent
of the entire disbursed loan. By averaging the
NPL ratios of all banks, the crisis in the state-
owned banks is intentionally underestimated.

One of the reasons you cited for the
condition of some state-owned banks is
that the central bank doesn't have any
regulatory power over these banks. But
unlike other countries like India—where
the governor of the central bank recently
resigned in protest of the government's
attempt to interfere in its affairs—our
government enjoys much sway over the
central bank. Would handing over the
power to regulate state-owned banks to the
central bank be really helpful?

In India, the central government has
always tried to uphold the independence of
the central bank since the country's
independence. The law prohibits the
government to interfere with the central
bank's policies, except for “public interest”.
The central government has not invoked the
exception clause until recently when the
Modi government pressurised the bank to
release reserves to it. When the governor
resigned in protest, the government backed
off from pursuing it any further and came to
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a compromise deal.

On the other hand, our former finance
minister, Abul Maal Abdul Muhith, had
summoned the central bank governor, and
arranged a meeting with the owners of private
banks—an act perhaps unprecedented in
modern banking history. It was a clear case of
conflict of interest.

[ can cite my own experience as the deputy
governor when Mohammed Farashuddin was
the governor. In 1996, when Awami League
came to power, the party's Chattogram unit
chief was also the chairman of LUCB bank.
When we found out several irregularities in
the bank, we silently removed the entire
board including him, without having
consulted with the government.

Expectedly, the decision created many hues
and cries. Shah AMS Kibria, the then finance
minister, privately supported our move but
maintained that the decision was politically
damaging for the government. Politics was
not our concern; we shot back, and he did
appreciate us.

So, the political leadership has to respect
the integrity and independence of the
central bank?

That is a given. In addition, those
responsible for regulating the financial sector
should not only have banking knowledge but

also the guts to speak truth to power. If
Bangladesh Bank could take a hard stance
against the bank during our time, why did the
governor fail to decline the finance minister's
invitation to attend the meeting with bank
owners? So, it also depends on those at the
helm.

The government has given tens of billions
of taka to salvage ailing banks. It argues
that it cannot let a bank fail because it will
seriously erode the public's trust in the
financial sector. But even then, is bailing
out badly managed banks with taxpayers'
money justifiable?

From a legal perspective, there's nothing
wrong about bailing out banks. But it's a very
highly unethical act. Our banks are relatively
small.

India's largest lender is a state-owned
bank, State Bank of India. The bank has never
taken a penny as capital infusion from the

The current figure,
while statistically
accurate, also doesn't
paint how bad the
situation is. It doesn't
indentify the real
culprits—that is to say,
some state-owned banks
where bad loans
amount to 30 percent of
the entire disbursed
loans. By averaging the
NPL ratios of all banks,
the crisis in the state-
owned banks is
intentionally
underestimated.

government. Rather, it generates billions of
dollars as revenue every year. The
government's finance department never
interferes with matters involving these banks.
Moreover, unlike us, you'll not find any joint
secretaries in the board of these banks. They
employ only experienced and skilled bankers
in the board.

If Indian state-owned banks can generate
profits, why do ours fail so terribly? If private
banks in Bangladesh are profitable, why are
Sonali Bank or Janata Bank among the loss-
making banks? It is because money is
plundered in collusion with unscrupulous
individuals in the government.

Lastly, you have criticised how Bangladesh
handled the 81-million-dollar heist.
Bangladesh withheld a report, while the
Philippines have already indicted a person
over the matter. But some argue that
withholding investigation reports is a
strategic decision since it may have legal
ramifications. Does such a view hold water?

Yes, there may be some negative
consequences. Mohammed Farashuddin led
the investigation, and what is said to have been
recommended in the report, it seems to me,
was the outcome of a purely administrative
mindset. It is said to have pinpointed to a
group of individuals who allegedly committed
the crime. But I can say with absolute
guarantee that it was not the case.

The Federal Bureau of Investigation (FBI)
in the US also investigated the matter. It
blamed Park Jin Hyok, a North Korean
national and a sophisticated hacker, for the
heist. It was investigating cyber crimes
targeting US institutions and companies and
concluded that Hyok was also responsible for
the Bangladesh Bank heist. The FBI also
mentioned some Chinese individuals as his
accomplices but found no involvement of
any Bangladeshi.

If the report actually says that Bangladeshis
carried out the act, I wholeheartedly would
disagree with the finding. In that case, 1
would say there was a justification for the
report being suppressed because it would
have handed the Philippines' attorneys a legal
weapon. But I do question why a case is yet to
be filed even after such a decision was taken
two years ago.

A final
prerequisite for a
tranquil year is
a limited
outcome for US
Special Counsel
Robert Mueller's
investigation
into misdeeds by
Russia's
government and
the Trump
family circle.

HAT would have
to happen for
this to be a

tranquil year economically,
financially, and politically?
Answer: a short list of
threats to stability would
have to be averted.

First, the trade war
between the United States
and China would have to
be placed on hold. In
November and December, financial markets
reacted positively to each hint of a negotiated
settlement and negatively to each mention of
renewed hostilities—and for good reason: tariffs
that disrupt trade flows and supply chains do
global growth no good. And, as we know, what
happens in financial markets doesn't stay in
financial markets: outcomes there powerfully
affect consumer confidence and business
sentiment.

Second, the US economy will have to grow by
at least two percent, the consensus forecast
incorporated into investor expectations. If growth
comes in significantly lower—whether because the
sugar high from the December 2017 tax cuts wears
off, the Federal Reserve chokes off the expansion,
or for some other reason—{financial markets will
move sharply downward, with negative
implications for confidence and stability.

Third, China will have to avoid a significant
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intensification of its financial problems.
Successfully managing a corporate-debt load of
160 percent of GDP requires not just selectively
restructuring bad loans, but also increasing the
denominator of the debt-to-GDP ratio. With
infrastructure investment weak and manufacturing
production declining, China is increasingly
unlikely to achieve the authorities' 2019 target of
at least six percent growth. In that case, slow
growth and mounting debt problems will feed on
one another, dragging down economic
performance in China and much of the emerging-
market world.

Fourth, voters in the European Parliament
election in May will have to prevent the victory of a
right-wing nationalist majority hostile to European
integration. Europe needs to move forward in order
to avoid falling back; the existence of the euro
leaves it no choice. For now, moving forward means
creating a common deposit insurance scheme for its
banks, introducing at least a modest euro-area
budget, and augmenting the resources of its rescue
fund, the European Stability Mechanism. But if the
common currency's travails during the past decade
have taught us one thing, it is that such measures
cannot be force-fed to the European public by the
elites. Durable integration requires grassroots
support. And that support must be evident at the
polls.

All of these happy outcomes are of course far
from assured. But if some of them materialise,
they will increase the likelihood of others. For

example, if US President Donald Trump ends his
trade war, the growth outlook in the US and
China will brighten. Robust growth there would
create a more favourable external environment for
Europe, brightening its own economic outlook
and bolstering the electoral prospects of
mainstream parties and politicians.

Conversely, a poor outcome on one front will
dim the prospects on others, Disappointing
growth in the US, for example, would cause
Trump to seek a scapegoat. If not Fed Chair
Jerome Powell and his colleagues, that someone
will likely be Chinese President Xi Jinping. In that
case, the trade war will be back on, and growth
and financial stability in China would suffer
accordingly. This combination of US and Chinese
economic woes would then drag down growth in
other parts of the world, fanning the populist
backlash against the political establishment in
Europe and elsewhere,

Similarly, if the negative shock is slower growth
in China, the authorities in Beijing will almost
certainly respond by depreciating the renminbi.
This, too, would incite further trade conflict, with
negative repercussions all around.

A final prerequisite for a tranquil year is a
limited outcome for US Special Counsel Robert
Mueller's investigation into misdeeds by Russia's
povernment and the Trump family circle. This
conclusion might seem odd. If the US president's
erratic personality, disruptive tweets, and
counterproductive policies pose such a serious

threat to stability, then surely a scathing
indictment by Mueller and his team, leading the
House of Representatives to draft articles of
impeachment, is the most direct route to
removing this danger.

But if the Mueller report implicates Trump's
children—Donald Trump, Jr, Eric Trump, and
Ivanka Trump and her husband, Jared
Kushner—or the president himself, Trump will
lash out, as he does whenever he feels the need to
defend himself. The likely targets include not just
Mueller and the Democratic majority in the US
House of Representatives, but also the Fed, China,
Mexico, and the countries of Central America and
Europe, as Trump lays down an economic
smokescreen to cover his political misdeeds. This
will roil financial markets and depress investor
confidence. And there will be no obvious end to
the disruption, given the low likelihood that the
Republican-controlled Senate will vote to convict
Trump.

Rather than pursuing impeachment, the
Democrats should focus on how to beat Trump in
the next presidential election. That means crafting
an agenda and agreeing on a candidate. In the
meantime, we can only cross our fingers and hope
for the best. November 2020 is still a long way off.

Barry Eichengreen is a professor at the University of California,
Berkeley. His latest book Is The Populist Temptation: Economic
Grievance and Political Reaction in the Modern Era.
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was a Muslim Andalusian philosopher
and thinker who wrote about
philosophy, theology, medicine,
astronomy, physics, Islamic jurisprudence

and law, and linguistics.

(Ignorance leads to

R}éﬂr, fear leads to

hatred, and hatred
leads to violence. This
is the equatidn.
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Often Latinized as Averroes, Rushd
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