


k%

H* 3k

e

* %k

ok

ok

ok

* ok

k%

ok

HIGHLIGHTS

The following are the highlights of the wide-ranging bank reforms,
unced by the Finance Minister, Dr, Mubashir Hasan.

Control of the State Bank of Pakistan over the scheduled banks
will be strengthene in order 1o end banking malpractices.
The State Bank is empowered 1o disband hoard of directors of
any bank, indulging in malpractices o misusing bank funds
and credit for their own benefit.

Steps have been taken 1o break the interlocking system prevail-
ing among the big industrial business magnates and the banjs.
Collusion of banks with big business will be detected and made
difficult.

The capital base of the banks will progressively be enlarged 10
len per cent of their deposits.

To check banks lendencies to giye large advances 1o 4 select
few, it has beey, decided to introduce q System of ceilings on
borrowings from banks.

The banks have beey prohibited from making advances against
stocks and shares to their directors and their family members,
and from undertaking any transactions with them for sale and
purchase of shares.

Banks will not pe allowed to write off big credits, without per-
mission from the State Bank.

A Credit Information Bureau will pe established to coilect
information on indebtedness of individual parties.

A National Credi Consultative Council will be created 1o
ration credit for various sectors.

The Agricultural Development Banj will be asked 10 expaiid
and establish its branches at aiy tehsil headquarters.

will be asked 1o provide large amoyny of credit to smail

farmers who il acquire land under the recently announced
Land Reforms.







known to all of us. Unbridled capitalism fed on it. In March ig971,
over 30 per cent of the total scheduled bank advances were given in
the account brackets of Rs. 5o lakhs and above. In December 19771,
the two cities of Karachi and Lahore had 673 branches out of a total
of 2,397 branches in West Pakistan. These two cities also accounted
for 52 per cent of the total deposits and 69 per cent of the total advances
of scheduled banks. Cruel distortions existed in the distribution of
credit. [t tended to concentrate in the manufacturing and commercial
sector, though 43 per cent of the national income is contributed by
agriculture it receives only 10 per cent of the total bank credit.

Large scale malpractices exist in the banking system. Underkand
methods used by the banks to capture deposits took several forms, such
as bestowing of undue favours on those in control through gifts—con-
structing houses for them and giving tnem unsecured advances and even
financing holiday trips abroad. Malpractices include charging of com-
mission by the bank managers on loans advanced. Banks also provided
capital finance to their favoured customers without an unbiased appraisal
of the project. In many cases, bank resources have been used by bank
directors, executives and employees for personal ends. Banks are also
known to have issued indiscriminate guarantees to their favoured cus-
tomers without readily realisable security. While their business ex-
panded very rapidly, adequate attention was not paid to the need for

augmenting their capital and reserves commensurate with the expan-
sion of their business. The banks have also been reluctant to step-up
their deposit rates while they have steadily increased their advance
rates, thereby widening their profit margin.

Another aspect of unhealthy development in the banking system
is its ostentation in complete contrast to the poverty in the country.
Banks are known to offer salaries and expansive perquisites to officials
quite out of proportion with their qualifications and experience. In
addition large sums of money that should benefit the bark customers
are wasted on palatial buildings, lavish enteriainment, ceremonial func-
tions and maintaining a fleet of luxury cars.
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The failure of the banking system in these arcas has remained a
cause of concern for the whole nation. Although State Bank of Pakistan
was supposed to exercise a certain degree of control over the banking
system, the efforts did not yield the desired results. The concentration
of economic power in the hands of a few kept on growing. Banking
in the country is characterised by the interlocking of ownership. A
few big family groups own and control a large share not only of the
industrial and commercial undertakings but also of financial assets in
the country. It makes collusion of banks with big clients easy to
occur and difficult to detect.

It is clear that far reaching changes are needed in the organisa-
tional and management systems of the banks in order to enable them to
serve the needs of the economy better than in the past. Efficiency and
soundness of the banking system badly needs improvement. The system
‘must be purged of the malpractices. The powers currently available
to the State Bank under the Banking Companies Ordinance to control
the management of the banks are insufficient and do not lend themselves
to effective use. It has, therefore, been decided that suitable amend-
ments should be made in the Banking Companies Ordinance to strengthen
the control of the State Bank on banks’ management,

The State Bank would be empowered, under the new regulations,
to remove, directors or other managerial persons and to supersede the
Board of Directors of a banking company and appoint administrators
during the period of such supersession. Action under this provision
~may be taken, in case of mismanagement, by the Governor on the report
of a Standing Committee to be specially appointed by the State Bank
for the purpcse.  Appeal against orders of the Governor will lie with
the Board of Directors of the State Bank. The State Bank would also
be empowered to nominate a director on the Board of Directors of
every private bank. The nominated directors would not be having any
connection with a banking company or a cooperative bank. It would
also be specified that no person can serve as director of a bank for more

:



7

than six years at a stretch, and any director of a bank who defaults in
meeting his obligations to the bank would forfeit his directorship.

In some cases banks employ directors and other high executives
on fat salaries and lavish perquisites. It has been decided to direct the

banks not to employ their directors, except as chief executives. No
payment should be made or perquisites provided to directors other than

travelling and daily allowance for attending meetings.

It has been decided that banks should be required over a period
of time to have a paid up capital of not less than 5 per cent of their
deposits as against the present average ratio of less than 7 per cent. The
aim would be progressively to bring up the capital base of all banks to
10 per cent of their deposits. At present the banks do not have any
obligation to transfer profits to the reserve fund after the amount in the

reserve fund has equalled the paid up capital. It would be made
obligatory for the banks to transfer 10 per cent of the profits to their

reserve funds every year after the rcserves become equal to their paid
up capital.

Banks are known to provide preferential credit facilities, both in
respect of quantum and terms, to their directors and their business.
The banks’ resources have also been found to be misused by bank execu-
tives and employees. Some banks have also got excessively involved
in wrongly financing individual projects and parties. To remedy this
it has been decided to introduce a system of ceilings on borrowing from
banks. It will be related to their paid up capital and reserves. It will
cover individual borrowers, bank directors. and their concerris and bank
executives and employees. Officers and employees of banks will not
be permitted to borrow in excess of the limits which are being pres-
cribed. Unsecured loans to directors, their families, firms and com-
panies would not be permissible.

To check excessive credit facilities against stock and shares and to
reduce the concentration of economic power, it has been decided to

‘prohibit the banks from making advances against stocks and shares to
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their directors and their family members and from undertaking any
transactions with them for sale and purchase of shares. It is also being
laid down that the “ controlling groups ” of shareholders, other than
banks’ directors and their families, of any company shall not be entitled
to borrow against their shares beyond limits to be prescribed.

There are instances where private limited companies sponsored by
the directors of the banks are given advances out of proportion to the
credit worthiness of the companies. It is proposed to make the direc-
tors directly and personally responsible for such loans by directing the
banks not to give advances without a personal guarantee of the directors
of the companies. The guarantee will be in addition to other securi-
ties normally obtained.

The audit of banks at present serves a very limited purpose. It
is proposed to widen the scope of the responsibility of the auditors by
suitable amendments in the Banking Companies Ordinance. It will be
laid down that auditors should be -appointed by banks from a panel
on the approved list of the State Bank. It will be further provided that
the tenure of office of the auditors shall be for 3 years. No premature
retirement of the auditors without the prior approval of the State Bank
will be allowed. : '

Another form of malpractice indulged in by the banks is to give
unsecured loans to favoured parties at concessional rates without ever
expecting them to be repaid. It is proposed that the banks should be
directed not to write off any loans exceeding certain limits due from a
borrower without prior permission from the State Bank. The State Bank
will also set up a Credit Information Bureau to collect information about
the indebtedness of the individual parties. The Bureau will supply the
information to the banks and other credit institutions, on request, in a
consolidated form without disclosing the names of the lending institu-
tions. On the basis of the information thus supplied by the Bureau it
will be possible for the banks and other institutions to regulate their
lendings to individual parties or groups in order to avoid excessive

lending. -



.In order to bring about a more equitable and purposeful distribu-
tion of bank credit a number of measures are proposed. It has been
decided to set up a National Credit Consultative Council with represel-
tatives from the Government and the private sector. At the commence-
ment of each financial year the National Credit Consultative Council

-will draw up an integrated credit plan within the safe limits of monetary
and credit expansion. After the Annual Plan has been approved by
the National Economic Council, the National Credit Consultative Council
will sub-allocate the available credit to the various sectors and regions
in conformity with the priorities and targets set in the Annual Plan.
Additional measures would be taken to improve the flow of credit into
sectors such as (a) agriculture (b) small borrowers (c) non-traditional
exports and (d) housing which do not at present enjoy adequate credit
facilities. In particular, measures will be taken to bring greater parti-
cipation by the commercial banks in agricultural finance. The Agri-
cultural Devclopment Bank would be required to embark on various
expansion programmes to cover at least the tehsil headquarters within
a reasonablc period. The Agricultural Development Bank and co-
operative banks would be required to make special arrangements to meet
the credit requircments of the small farmers who will acquire the
ownership of land under the land reforms recently announced by the
Government. '

Public Demand Recovery Act is being amended to allow banks the
powers of having their agricultural loans recovered as arrears of land
revenue. To enlarge the flow of credit to the small man the credit plan
to be prepared by the National Credit Consultative Council would set
a specific target for the purpose and this will be distributed amongst
different banks. Any bank failing to fulfil the target will be required
to deposit the amount of shortfall in an account with the State Bank
free of interest. To cover the risks involved in small loans and agri-
cultural loans the State Bank would introduce a guarantee scheme to
provide guarantees to the commercial banks on 50—s0 basis for which
a Guarantee Fund would be created in the State Bank.
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