T

he end of Pakistan’s fiscal year 2013-2014 found the
economyposting a continued lackluster performance
that remained stunted by the plaguing energy crisis,
reduced flow of FDI, low revenue generation,
mounting domestic debt and falling investment and
savings. A dismal real GDP growth of 4.1% during FY14 remained
below the target of 4.4%, climbing only slightly over the previous
3-year average of 3.7%. This economic growth featured as one of
the lowest in the region.
The budget of FY15 was presented with an aggregate outlay of
PKR 4.3 trillion –this total budget outlay is 8% higher compared to
that of FY14. This ambitious budget envisages a relatively higher
economic growth of 5.1% to be attained by attracting higher investment.
The paucity of foreign direct investment flows in the past few
years had been a growing economic concern. However, revival of
the same is on the horizon with estimations of FDI marking at
approximately USD 1 billion in FY14. IMF’s Extended Fund
Facility (EFF) and other external foreign currency flows including
the auction of 3G/4G licenses and floatation of bonds in the
international market have contributed to the stabilization of PKR
/USD exchange rate. As a measure to attract FDI, Budget FY15
has reduced corporate tax rate to 20% if the investment is in a new
industrial undertaking or a construction or a housing project.The
Budget anticipates forex reserves to increase to USD 22 billion by
the end of the fiscal year.
All is not well in the other aspects of the external account. Trade
deficit is emerging as a considerable concern, with total imports
estimated to be around USD 41 billion in 2014, compared to total
exports of USD 26 billion. Workers’ remittances continue to
provide cushion in the external account; the growth trajectory of
remittances has significantly contributed in generating foreign
exchange inflows.
Meanwhile, domestic debt has been spiraling upward and
thereby exerting pressure on the domestic interest rates, in addition
to crowding out the private sector investment. Public debt has
witnessed a particular spike in April ’14 due to the USD 2 billion
raised through floating Euro Bonds at 7.25% &8.25% - rates that
are considerably higher than of comparable bonds floated internationally.
The growth in domestic debt has caused higher inflation and
a tightened monetary policy; interest rates have suffered an
upward pressure which has further crowded out the private
sector. Despite slow economic growth, the inflation rate
exceeded its target and emerged as one of the highest inflationary pressures among the economies in the region. In another
ambitious goal, Budget FY15 envisages containing the inflation
within 8%.
Investment, which was targeted to stand at 15.1% in FY14, has
continued to decline and has reduced from 19.3% of GDP in
FY06 to the present state of 14% of GDP. Despite a tightened
monetary and interest regime, the savings rate also remains low. As

editorial
per budget FY15, investment to GDP ratio will be increased to
15.7% (targeted at 14% in budget FY14) and savings to GDP ratio
is to be increased to 14.2% in FY15 (targeted at 12.9% in budget
FY14) .
Revenue generation in the form of taxation, the leading cause of
high fiscal deficit, has remained under 10% of the GDP for the past
few years, and is one of the lowest in the region. FY14 has
witnessed a slight improvement in this aspect, with tax to GDP
increasing marginally to 10.6%, which is only slightly lesser than the
budgeted target of 10.9%. Fiscal deficit, too, has also been
contained to 5.8% of GDP and is lower than budgetary target of
6.3%.
Budget FY15 has announced an aspiring FBR tax collection
target of PKR 2,810 billion to enhance Tax to GDP ratio to
11.5% by end of FY15 and contain the fiscal deficit at 4.9% of
GDP. There is an urgent need of structural reforms in taxation
as approximately 61% of the FBR’s tax revenue during FY14
emanated from indirect taxation. Fundamental reforms would
be more efficacious rather than the proposed taxation enhancement measures based on withholding taxes and other such
changes.
According to estimates, the energy crisis has cost Pakistan’s
economy a hefty 2% every year. The vital, yet stagnant power and
gas sectors, have registered a growth of 3.7% - which nonetheless
is an improvement compared to the previous year’s negative growth
of 16.3%. In a positive development, the resolution of power
sector’s circular debt has resulted in alleviation of power shortages
and has contributed to the growth in the industrial sector. Budget
FY15 has proposed subsidies for power sector to be reduced to
PKR 229 billion.
PSDP budget has been enhanced to PKR 525 billion, up from
PKR 425 billion in the previous year, while aggregate expenditure
for development projects (mostly comprising long term infrastructure projects by the Federal Government) is budgeted at PKR 839
billion.
Last but woefully not the least, education and health indicators
remain bleak in the face of declining public expenditure by the
provincial governments in these sectors. Cutting back on vital
investments such as education, healthcare and development to fund
stop-gap measures of fiscal deficit control reflects poor vision and
policy. Pakistan ranks 164th out of 173 countries in terms of
expenditure on education and the future of the nation deserves
better than what budget FY15 has laid
out for it.
On a concluding note, despite all
the economic challenges detailed
above, the foremost challenge that
the Government will face in FY15
and the years to follow is: consistent
policy design and efficient implementation.

Sirajuddin Aziz
Editor-in-Chief
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ASIA’S

By Arthur Allan

When it comes to innovation, Asian banks often steal a march on
their western counterparts. Their appetite for change mirrors that of
their customers – but it’s also driven by the fear of hungry new challengers in the region’s own banking sector. Arthur Allan reports.
busy retail centre. Young
shoppers cluster round the
colourful touch screens that
line the walls of a shop unit.
The place has the look and feel of a
fashion or technology store; in fact, it’s
a bank. A remote village. A local strolls
up to an ATM. But this is no ordinary
“hole in the wall”. Here the villager is
able to open an account, have a debit
card dispensed on the spot, or even
buy and sell gold.
street.

A

customer

approaches.

identity. She goes on to complete a
transaction she’s already begun on her
mobile phone. If she needs help, she
can see and speak directly to a
customer adviser, using the machine’s
video-conferencing capability.
These scenarios might or might not
provide a glimpse into the future of
banking. But each of them is a reality
now. And each can be found in Asia:
the village ATM is located in rural
Turkey, while the other two examples
are from Singapore.
Unfettered by traditional thinking,
and relatively unscathed by the aftermath
taking the opportunity to innovate.
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“BANKS IN THE REGION
RE-INVEST 5 PER CENT
TO 20 PER CENT OF
THEIR REVENUES IN
INNOVATION.”
Banks in the region re-invest 5 per
cent to 20 per cent of their revenues in
innovation – and tend to exempt these
investments from any budget- cutting
exercises, according to research by the
business intelligence service, The
Asian Banker.
But it found that the innovators do
so out of “dire necessity”: “It is not a
fancy engagement, but a response to
severe market challenges and regulatory constraints and pressures.”
Kenny Lam, Partner, Head of Retail
and Digital Banking Asia, works with
private banking clients across Asia. He
sees two primary reasons for the
region’s capacity to break new ground.
“Asian banks don’t have a lot of
legacy issues with their IT systems,” he
says. “In fact, in countries such as China
and Taiwan, the IT systems they do
have are so outdated that they might
just as well discard them entirely and

jump two or three steps ahead. That
they get out of taking it.
“Secondly, a lot of markets in the
region are keen to adopt new things.
People have stopped the sequential
process of evolving into new technology: they just jump right into it.
“In China, for example, 800 million
people are now using smartphones. In
markets such as Taiwan, South Korea
and even India there is now widespread acceptance of smartphones.
Consumers are changing rapidly, so
their banks are more willing to take
the plunge than in other markets.”
He cites the example of a local
Hong Kong branch which has just set
up a digital branch, allowing customers to open an account in 15 minutes
without any paper involved, or to
complete a mortgage application
remotely.
“It was a big thing for this bank to
change not only the look and feel of
processes,” Lam points out. “It would
have been unthinkable for the bank
just a year or two ago.”
The continent’s retail banking
revenue will touch $900 billion by

2020, according to a recent McKinsey
study - that’s growth of 14 per cent
every year from 2010.
By then, the region is also expected
to have become larger than Europe in

To do so, Lam believes, they must
become customer-centric in a way
that balances the hunger for digital
services with the growing tendency
of consumers across Asia to use
multiple channels when buying

will be second only to the US in terms
of wealth management services.

banks are striving to become what he
calls “multi-channel
integrators”,

The burgeoning middle classes in
these economies represent huge
opportunities for Asian banks. The drive
to carve themselves a big slice of this
market is the prime incentive for the
creation of new, personalised services.

into the
networks.

physical branch networks than their
counterparts elsewhere. But they are
rising to the challenge.
“Banks have changed a lot even in
the past nine months,” Lam notes.
“They are spending a lot less money
on traditional media, and a lot more

branch-based

product purchases through social
media, post-service transactions, ATMs
and mobile phones.”

That’s not an easy step for most
Asian banks, many of which have long
depended even more heavily on vast

An example is Citibank’s introduction of machines that link its physical
and digital banking channels, allowing

existing
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EXTREME MACHINES
ATMs that act as branches are being
introduced by Turkey’s KuveytTürk Bank
as a way of reaching potential customers in remote locations. The bank has
dubbed them “extreme ATMs”, or XTMs.

tain bike” – and see a graphic representation
of how close they are to their target.

TECH EXCHANGE
Asian banks may be able to innovate
free of the vast legacy IT systems that
weigh down their western counterparts.
The experimental network is But the gulf between frontline employdesigned as a low-cost way to reach
people without bank accounts. They problems. OCBC takes the unusual step
of obliging its IT experts to get to know
bricks-and-mortar branches, from
opening an account to handling spend up to a year working as part of
cheques and issuing cards.
the business team. Besides a better
understanding of the needs of the
teller machines”, which it claims as a relationships with their non-techie
colleagues, aiding IT-based innovation.
customer-service representatives by Some Asian banks now adopt the
video conference in a booth, as well as reverse approach, sending business
carrying out a range of transactions.
YOUTH APPEAL
Singapore’s OCBC Bank has targeted the
youth market with its FRANK brand. Its
distinguishing feature is a network of
attractive shop units kitted out with
touchscreens – closer in style to an Apple
store than a traditional branch. Customers can choose their debit and credit
cards from a range of designs “to suit their
personalities”, according to the bank.

SOCIAL BANKING
In 2012 Turkey’s DenizBank became the
deposit and credit card accounts
through Facebook.
Users can use the bank’s Facebook
“branch”, or app, to send money to their
Facebook friends as well as making
bank transactions and applications.

The facility is now used by 10 per
concept that allows customers to name cent of the bank’s online customers.
their savings goals – such as “My new moun-

customers to do almost all their banking outside a traditional branch.
Customers in Singapore, Manila
and Kuala Lumpur can use “Citibank
Express” machines to open accounts
and to apply for loans and cards. The
machines are equipped with online
banking
connections,
videoconferencing and biometric customer
recognition. A customer can start a
transaction on a computer or mobile
and complete it on Citibank Express,
or vice versa.

“IN CHINA, 800 MILLION
PEOPLE ARE NOW USING
SMARTPH ONES.”

12
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Chris Kay, Global Head of
Ventures and Incubation for Citi
Ventures, says the ability to rapidly
set up the machines and add new
features is key to the bank’s strategy.
“We don’t expect it to replace
branches, but it will simplify our
customers’ lives, generate new value
for Citi and help to transform the
But the established Asian banks
don’t have it all their own way. They
face many challenges as they attempt
to turn huge populations – including
millions who don’t yet have a bank
account – into customers.

Unlike western banks, they face
real and aggressive competition from
outside the banking sector.
Jack Ma, founder of the
e-commerce platform Alibaba, has
made good on his warning that he
planned to “stir things up” in the
conservative Chinese banking sector.
Alibaba’s online investment product,
launched last year, quickly became the
biggest in the country.
Since then, Tencent, another
internet service portal, has further
shaken the banking industry with its
own investment product, linked to the
popular messaging app WeChat.
Lam says the challengers have an
unassailable weapon: data. “Banks lack
of millions of pieces of data on a daily
basis, giving it an instant connection
with its clients”.
“It’s very hard for the banks. They
can’t compete on pricing; they have to
compete on service”.
“But the jury is still out on whether
the Alibaba model is sustainable. Right
now they have investment products
that are giving out very high yields –
they are losing money on it.”
Arthur Allan is a business journalist.

This article was first published in Chartered Banker,
the magazine of the Chartered Banker Institute
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ver the last couple of years, the
three Rs – risk, regulation and
reputation – have been driving a
shift in how the banking sector
responds to its consumer, corporate and
wider stakeholder base.
High-profile scandals such as PPI, the
sale of interest-rate hedging products to
SMEs and LIBOR, have also helped focus
attention on how customers are treated, how
firms behave towards each other and how
they operate in the market. And it’s not just
banks – it’s actually quite difficult to spot a
sector where there hasn’t been a scandal or
crisis that isn’t linked to culture and conduct.
Health, energy and the car industry are just a
few to have been affected recently.
As a result many boardrooms up and
down the country are now much more
focused on how the conduct agenda applies
to their day-to-day business.
Conduct is a big mountain to climb and
while most banks have started the ascent,
others in the financial services industry, such
as insurers and asset managers, for example,
are only now beginning to arrive at base
camp. So what can your business do to get on
top of the conduct agenda?

PICKING UP THE PACE
The first priority is to analyse where your
products and offerings could be vulnerable.
Simply following historical compliance
routines isn’t enough – this needs to be taken
up a level, with thematic reviews into all
aspects of the business.
With new competition powers, the Financial Conduct Authority (FCA) is now taking a
much more in-depth and holistic view of
businesses. Considering what constitutes a
good outcome and demonstrating that
enough has been done to deliver it will be
crucial, ideally before any issues bubble to
the surface. Did the product provide the
customer with the service and facilities they
actually needed? Are practices harming

More could be
made of social
media to analyse and
address issues before
they escalate.”
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competitiveness in the banking sector or
preventing individuals from moving?

GET CLOSER TO THE CUSTOMER
As part of a business health check, it’s vital to
engage with customers to gauge their needs,
ensuring this is reflected in design, marketing
and sales practices and monitoring outcomes
through the product lifecycle.
As well as using more traditional-based
customer surveys and studies to get a better
idea of how customers feel and what they
want, in this digital age – and with increasing
numbers of people using digital banking –
more could be made of social media to
analyse and address issues before they escalate.
Within the board, we’re seeing the
emergence of chief customer officers, with
conduct and other customer protection
regulation forming a key part of their remit.
This focus on outcomes and how they’re
being achieved reaches beyond sales and
marketing. Outsourcing is a clear case in
point. Are incentives to lower administration
costs compatible with the service expectations of customers, for example?

WALK THE TALK
It’s not just about the products and collateral.
Your people and how they conduct
themselves plays a crucial role in how your
organisation is perceived in the market – and
by the regulators.
People don’t tend to act on the spur of
the moment or in isolation. Their behaviour
is usually influenced by the environment in
the organisation, so the tone needs to be set
– and demonstrated – from the top.
You need to be able to clearly articulate
what you’re in business to do and why it’s
important. Do your policies, processes and
procedures drive the behaviours needed to
propel the business forward? Are your staff
really putting customers first or are other
priorities such as sales and cost-control targets
still winning out?
It’s hard to examine all behaviours all the
time, so focus on those “moments that
matter” – explicit interactions and decision
points where there is a risk that behaviours
could have a disproportionate impact on
outcomes.
Reshaping your culture may seem like a
huge undertaking and there’s always the
temptation to put it in the “too difficult” pile

or wait until other pressing priorities are out
of the way. But culture change can provide a
useful catalyst for tackling the other challenges
from market perception to sharpening
customer targeting and product tailoring.

MEASURING CHANGE –
AND SUCCESS
So how do you know you’re doing the right
thing?
Lag indicators such as complaints
monitoring aren’t enough to make sure you’re
delivering the right outcomes, as by then it
will be too late. In contrast, lead indicators
such as staff engagement can provide a good
indication of whether employees buy into the
need to put the customer first and are doing
this in their day-to-day work.
Don’t wait for a disaster before addressing conduct head on. Fines are growing but
these are only part of the cost. The expense
of remediation can be even greater and
there’s the risk of negative publicity at a time
when customer trust is already challenged.

It’s actually quite
difficult to spot a
sector where there
hasn’t been a scandal
or crisis that isn’t linked
to culture and conduct.”
There are competitive as well as compliance
benefits. In particular, conduct could provide
a valuable catalyst for closer customer understanding and engagement and developing a
genuinely customer-centric culture at a time
when these are emerging as crucial market
differentiators.
Clearly, embedding conduct risk and the
associated cultural behaviours with a business
can’t be achieved overnight. It’s a journey –
and being clear about your destination is just
as important as the steps you take to get
there. You could say it’s a bit like moving to a
foreign country – you may know a few
phrases but it’s only with time and effort that
the language becomes second nature.
David Kenmir will be speaking at the next PwC
Banking Insights event, to be held on 23 April, on
the subject of Conduct Risk and Consumer Credit.
For more details, visit www.charteredbanker.com

This article was first published in Chartered Banker,
the magazine of the Chartered Banker Institute
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By Muhammad Ahmed Khan

Like many professionals with little time to
spare, I also prefer using online banking
services. Just a few clicks and I am done with
moving my funds from one account to
another or pay my bills, however it is a convenience that comes with some risks. Getting
robbed at ATMs may be a case of being at the
wrong place at the wrong time, but today
online banking activities are also a point of
vulnerability as it can affect you while sitting
inside your home or offices.
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By Aijaz Ahmed Shaikh

Famous mobile
banking (m Banking) models such as
M-Pesa (Kenya), Wizzit
(South Africa), Easypaisa/Omni
(Pakistan) and GloFirst card (Nigeria),
developed during the last two decades,
have allowed both banked and underbanked population to access traditional
banking services such as transfer money,
make purchases, and even pay utility bills
using a portable device such as cell phone.
These successful models have provided
numerous benefits to consumers. Consequently, m-Banking has been considered a
‘digital disruption’ by the industry based on
the fact that, sooner or later, the mobile
will become mainstream; its growth has
been predicted phenomenal; and its usage
inevitable.
20
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The m-Banking initiative in Pakistan provides a classical
example. While retaining alternative delivery
channels (ADCs) network (such as ATMS,
internet banking, phone
banking) and after recognizing the strategic
significance

Famous m-Banking Models
S. No.

When Started

m-Banking Model

taking place that, apparently, may not
initially meet the needs of their
existing customers. Perhaps, the
business in this case could reinforce
the notion of marketing competence
and could also explore whether the
business leaders with stronger
marketing capabilities are more
adept at taking advantage of the
opportunities offered by disruptive
technologies. After all, the disruptive
innovations help redefine the market
place and they bring to the market a
very different value proposition than
had been available previously.
It is believed that the companies
that have tried to manage mainstream and disruptive business within
a single organization or product

The capacity to
survive a technological shift may be
a function of the
firm’s marketing
competence, but
the management
must beware of ignoring innovation
and technological
developments
taking place
22
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Where Started

usually
fail. Nonetheless, the
m-Banking initiative in Pakistan
provides a classic example. While
retaining alternative delivery channels (ADCs) network (such as ATMS,
internet banking, phone banking) and
after recognizing the strategic significance of mobile technology, the banking industry in Pakistan introduced
m-Banking as a new banking channel.
Initially, SMS or text banking is dominating the m-banking services but
with the passage of time, the service
providers and software developers
were involved in this initiative. As a
result, few dedicated, safe and downloadable applications were developed
and offered to consumers to facilitate
faster and safe m-Banking largely on
smartphones and tablet PCs. These

corresponding developments, on the
one hand, lessen the effect of disruption on other e-banking channels and,
on the other hand, help the banking
industry to expand the consumer
base by bringing a huge untapped
under-banked population under the
banking portfolio.
Along all these disruptions which
have changed the banking culture
and consumer mind-set, one question
strikes my mind that how fast these
developments will make the bank
branch network obsolete? In this
reference, Anthony Browne, the chief
executive of the British Bankers’
Association, admitted his lack of bank
branch attendance and said “I realize
this is a strange confession from the

10 Major Disruptive Innovations & Developments
Related to Banking Industry:
S. No.

Innovation/Development

I realize this is a strange confession from the head of the British
Bankers’ Association, but I haven’t
visited my branch since last year –
and I’m not alone

head of the British Bankers’ Association, but I haven’t visited my branch
since last year – and I’m not alone.”.
Although it may seem exaggerated,
but according to a market survey
conducted in October 2013 by GFT
Technologies, it has been predicted
that by 2025 there won't be any bank
branches. GFT market survey further
reported that by adopting m-Banking
behavior, customers are implicitly
stating that they either don’t have the
time or don’t want to spend the time
visiting branches or even ATMs.
Consequently, banks can reposition
themselves as partners in saving their
customers time and money when
they offer convenient and easily
accessible ways to bypass the physical banking environment.
To conclude, the future of banking is digital. It is imperative that the
banking industry and the service
providers should realize the full value
of m-Banking, nurture disruptive
innovations and their likely impact on
their operations, profitability and
branch network. The bank management may also keep themselves
informed that what it will take for
m-Banking
to
become
more
embraced and how it could offer a
different value proposition to the

consumer, who are the new and
emerging competitors in mobile
financial services, and how should
banks in Pakistan respond to them
–ignore, fight, challenge or adopt
their best practices?

(Note: For the convenience of readers,
this article has used the word ‘innovations’ & ‘developments’, ‘Business’ &
‘Industry’ interchangeably)

The banks that have answers to
these questions will reap the
benefits, become more stable and
quickly become the leaders of
mobile banking's future. Further,
McKinsey Global Institute, the
business and economics research
arm of McKinsey & Company, in one
of its market reports published in
May 2013 concluded that in addition
to business, policy makers and
societies need to prepare for future
technology, too. To do this well, they
will need a clear understanding of
how technology might shape the
economy and society in their country over the coming decade. They
will need to decide how to invest in
new forms of business, education
and infrastructure, and figure out
how disruptive economic change
will affect comparative advantages.
The government will need to create
an environment in which citizens
can continue to prosper, even as
emerging technologies ‘disrupt’ their
lives.
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P E N E T R AT I O N I N PA K I S TA N
By Samiya Mukhtar

opinion on a company’s relative
ability to honor its financial
obligations. History of credit
rating in Pakistan dates back to
1994 when the first credit rating
agency was established. In 1996,
the first rating was assigned to a
corporate TFC. Currently, rating
services are being offered by
two credit rating agencies (CRA).
CRAs assess overall risk profile
of the rated entity and assign
rating based on their standard
scale (Typical scale starts from
AAA: exceptional credit quality
ends at D: default). A company
may opt to have an entity credit
rating or instrument credit rating
or both. The debt issued by
companies in the form of any
specific instrument (TFC, Sukuk,
and Commercial Paper) is
generally rated separately.
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Figure 2: Snapshot of Big 5, Mid-Tier and Small Banks
(PKR Millions)
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highest percentage at 20.2%
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Among Small
Banks, CITI had
the largest percentage increase
of 52.7% in deposits, which
stood at
PKR54bn in
1Q’CY14, due to
significant
growth in Fixed
Accounts
28

Savings

Fixed

Fin. Inst.

PKR Billions

Current

1Q’CY13

1Q’CY14

1Q’CY13

Big 5 Banks

1Q’CY14

1Q’CY13

Mid-Tier Banks

1Q’CY14

Small Banks

Source: Banks’ Financial Statements
Figure 4: Earning Assets Composition

Non-Performing Loans
Decline Slightly

Figure 4: Earning Assets Composition
Investments
Advances

NBP underwent largest year-onyear increase of 31.9% to
PKR120bn in Non-Performing
Loans(NPL)among Big 5 Banks in
1Q’CY14.
AKBL
underwent
highest percentage increase of
20.6% to PKR32bn in NPL among
Mid-Tier Banks, while BOP had the
largest volume of NPL,which stood
at PKR58bn.Among Small Banks,
FWB experienced largest percentage increase of 33.5% in NPL to
PKR1bn, while KASB had the
highest NPL volume of PKR11bn
in the group.
ABL, BAHL and BARCLAYS
had the lowest Portfolio Infection
Rate (as measured by NPLs/Gross
Loans) of 7%, 2.5%and 3.8% in
their respective categories in
1Q’CY14. Although Public Sector
Banks had high NPL, SINDH had
Portfolio Infection Rate of only
0.2%.

Net Interest Margins Remain
Stable
Banking
spreadswere
under
pressure in 2013 owing to increased
cost on saving deposits due to tight
regulatory
measures
Banking
spreads hit 9 year low of 6.02% in
1Q’CY14 compared to 6.21% in
corresponding period last year as
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HBL had the highest percentage
increase of 13.3% year-on-year to
PKR555bn in Advances among Big 5
Banks. However, NBP had the largest
volume of advances to the tune of
PKR608bn. NBP also had largest
year-on-year percentage increase of
35.9% in Investments, which stood at
PKR452bn in 1Q’CY14. Among
Mid-Tier Banks, NIB had the largest
percentage increase in Advances of
22.9% to PKR87bn while HMBL had
the largest percentage increase of
65.8% to PKR229bn in Investments.
With the exception of DB, which had
small Advances base of PKR7bn
(78.3% increase year-on-year), JSBL
had the largest percentage increase in
Advances of 59.8% to PKR35bn
among Small Banks, while CITI
underwent largest percentage increase
of 138.1% year-on-year to PKR46bn
in Investments.

Figure 3: Deposits

1Q’CY13

1Q’CY14

1Q’CY13

Big 5 Banks

1Q’CY14

1Q’CY13

Mid-Tier Banks

1Q’CY14

Small Banks

Source: Banks’ Financial Statements
Figure 5: NPL and Portfolio Infection Rates
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Advances Up 6.3%; Investments Increase by 14.6%

In 1Q’CY14, NBP had the
highest
Advances-to-Deposits
Ratio (ADR) of 59.7% (down from
70.4% in corresponding period last
year) among Big 5 Banks. MCB had
the
highest
Investments-toDeposits Ratio (IDR) of 73.7%, up
from 71.2% last year. Among
Mid-Tier Banks, NIB had the
largest ADR of 87.3% and HMBL
had the largest IDR of 84.8%.
While SILK had the highest ADR
of 77% and SAMBA had highest
IDR of 89.1% among Small Banks.

1Q’CY13

1Q’CY13

1Q’CY13

1Q’CY13

1Q’CY14

Big 5 Banks
Mid-Tier Banks
Small Banks
Industry - Inflation Rate (RHS)

Source: Banks’ Financial Statements
Figure 6: Net Interest Margins (NIMs)

PKR Billions

had the largest deposit base of
PKR83bn among Small Banks and
HSBC (Oman) had the largest
percentage of Current Accounts in
its total deposits, although it had the
smallest deposit base among Small
Banks.

1Q’CY13

1Q’CY13

1Q’CY13

1Q’CY13

1Q’CY14

Big 5 Banks
Mid-Tier Banks
Small Banks

Source: Banks’ Financial Statements

Among Big 5 Banks, MCB had the
highest Net Interest Margins (NIMs)
of 9.7% in 1Q’CY14 down from 10%
during 1Q’CY13.AKBL and SILK
had the highest NIMs to the tune of
5.7% and 5.6% respectively, compared
to 6% and 3.7% respectively, in their
respective groups.

Non-Interest Income Registers Strong Growth
HBL posted highest percentage
increase of 46.9% year-on-year to
PKR5.7bn in non-interest income
among Big 5 Banks in 1Q’CY14.
Fees, commission and brokerage
income comprised largest chunk of
HBL’s
non-interest
income,
whereas bank’s income from
foreign exchange dealing registered
largest year-on-year increase. NBP
had highest non-interest income of
PKR6.1bn in the group.

Ratio

is

Cost/Income ratio (as measured by
Operating Expenses/Sum of Net
Interest Income & Non-Interest
Income) of MCB increased from
33.5% in 1Q’CY13 to 37.7% in
1Q’CY14, which was lowest among
Big 5 Banks.
SCB and CITI had the lowest
Cost/Income ratios of 46.7% and
33.3% respectively in 1Q’CY14,
down from 56.8% and 64.1%
respectively a year ago, in their
respective groups.

Among Mid-Tier
Banks, HMBL posted the
highest percentage
increase of 31.6% to
PKR270bn in deposits
Figure 8: Cost-to-Income Ratio

PKR Billions

yields on outstanding loans fell.
However, higher asset growth
resulted in improved overall profitability and net interest incomefor
banks during 1Q’CY14.

Cost-to-Income
Maintained

1Q’CY13

Sector Outlook

1Q’CY13

1Q’CY13

1Q’CY13

1Q’CY14

Big 5 Banks

Banking margins will remain strong
as banks have invested heavily in
longer tenure government bonds
since beginning of CY14, locking in
higher rate of return, which is risk
free. Government’s fiscal borrowings from commercial banks had
been crowding out private sector
credit for the past many years.
Current Government stance to
contain fiscal deficit within 5% of
GDP in FY15 will likely free up
liquidity and lending to private
sector could pick up, albeit gradually as key growth sectors have
overcapacities and the country’s
economic growth remains anemic.

Mid-Tier Banks
Small Banks

Source: Banks’ Financial Statements

Figure 7: Non-Interest Income

1Q’CY13
1Q’CY14

PKR Billions

ABL, BAHL
and BARCLAYS
had the lowest
Portfolio Infection Rate (as
measured by
NPLs

Big 5 Banks

Mid-Tier Banks

Small Banks

Source: Banks’ Financial Statements

In Mid-Tier category, AKBL
registered the highest percentage
increase of 86% to PKR1.5bn in
non-interest income, while SCB
posted
highest
non-interest
income of PKR2.3bn. SILK had
the highest non-interest income
of PKR0.45bn among Small
Banks.
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Personal & Professional Development

Reputation rules

By Bob Souster

BOB SOUSTER explains why, when it comes to professional life, it’s
critical that the correct support team of expert advisers is in place.
THE SCENARIO
avin works as a small
business adviser in a branch
of a retail bank. For the past
few months, he has kept in
touch via Linkedin with Sasha, a friend
from university. During this time they
have shared information on their respective careers to date and aspirations for the
future. Gavin has always admired Sasha,
who was a star student and one of the
brightest people he had ever met. It
transpired that they work in neighbouring
towns. Sasha now runs a successful
business advisory firm and is a qualified
accountant and tax practitioner.
Purely out of interest, Gavin had a look
at the website of the firm in which Sasha
was previously a partner. It looked very
impressive, with a client list that included
some well-respected local companies.
Sasha’s colleagues were all well qualified
and very experienced, and there was a
section of the site devoted to client
testimonials, all pronouncing a high degree
of satisfaction with the firm’s services.
During a review meeting with Beth, a
client of the bank, Beth mentioned that
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her tax adviser had retired and she now
needed advice on some urgent tax matters.
Anxious to be of help to his client, Gavin
put Beth in touch with Sasha, suggesting
that he had always found Sasha enthusiastic and capable. Thanking Gavin for his
help, Beth decided to contact Sasha in
order to seek advice.
Some weeks later, Beth telephoned
Gavin and informed him that Sasha had
let her down badly. Sasha was invariably
indecisive on many matters on which
advice was sought, and some of the
information received was clearly out of
date and sometimes plainly wrong. Sasha
rarely returned telephone calls, and made
excuses to put off appointments. The
business relationship deteriorated to the
point where Beth sought and paid for
alternative advice and decided not to
pursue any further business dealings with
Sasha. However, after hearing nothing for
several weeks, Beth received an invoice
demanding professional fees for advice
given and work carried out on Beth’s
behalf. The invoice was substantially
more than expected, and Beth doubted
whether some of the work itemised in

“Sasha was invariably
indecisive on many
matters and some of the
information received was
clearly out of date and
sometimes plainly wrong.”

the invoice had been carried out at all. In
the most recent communication between
them, Sasha informed Beth that if the
fees were not paid urgently, it would be
necessary to consider legal action for
monies due.
Beth pointed out that the whole unfortunate episode would leave her out of
pocket, as she feared she would have no
choice other than to pay Sasha for fear
that failure to do so would damage her
reputation. Beth made it clear that she
was very disappointed with Gavin’s
recommendation.

What are the ethical implications of
this scenario?

THE ANALYSIS
he case is relevant to numerous
concepts in business ethics,
including accountability, responsibility, diligence and technical competence. It also concerns reputation, that
most treasured asset that can take years to
build and yet be lost in minutes.

Accountability and responsibility

Gavin did not have to refer Beth to Sasha,
and did so of his own free will. In doing
so, he took on a responsibility that
extended beyond his duty as a representative of the bank. Though well intentioned,
he was wrong to do so, as he had no idea
of what service could be expected, or what
ultimately would be provided by Sasha.
Many of us have positive perceptions
of people we meet in academic, business
or private life, even though we have no
idea of their professional competence. In
this case, Gavin’s opinion of Sasha was
based on the Sasha he knew in a
completely different environment when
they were studying together.
Accountability in this case lies with the
bank, as it is the bank that employs Gavin
and may be judged by its customer on the
basis of advice given. In most similar
scenarios, it is the employer that takes
ultimate responsibility (that is, accountability) for the actions of its officials.

Diligence

In giving advice, an appropriate level of
diligence is essential. Even though the
advice was free in this case, it may not be
without consequence. The customer will
undoubtedly no longer trust Gavin, and
in turn may lose faith in the bank, as
Gavin acted as its proxy.
Before directing a customer to seek
specialist assistance from a third party, it is
necessary to be confident that the service
promised will have a reasonable prospect
of being delivered. Of course, Gavin had
no experience of what Sasha could deliver
in terms of technical competence or
customer service. Beth was failed on both

counts, as the advice received seemed to
be below the standard expected and the
level of customer commitment and
service was seriously deficient.

Technical competence

Technical competence is the foundation
stone of ethical behaviour in professional
life. This is underpinned by professional
qualifications, but also experience and
skills that cannot always be measured by
the ability to pass examinations. There
are plenty of examples of exemplary
students who are hopeless in business, as
well as brilliant businessmen and women
who are hopeless at examinations.
Gavin’s credentials may be reinforced by

“Many of us have positive perceptions
of people we meet in academic,
business or private life, even though
we have no idea of their professional
competence.”
letters after his name and testimonials,
but the ability to deliver results is how he
will be judged by the client.
In his naivety, Gavin believed the
“hype” on the website without taking the
trouble to validate what he had seen.

In conclusion

So what are the lessons of the case? In
banking we rely on our own expertise and
that of our colleagues, but also the
support that can be provided by other
professionals. Banking depends on
forging relationships with experts in
other related fields. Just as the customer
looking for a mortgage needs to make
contact with an estate agent, a solicitor,
perhaps a surveyor and others, a business
client like Beth may need to be referred to
accountants, tax advisers and other
professionals. This is actually supported
by legislation and rules – for example, the

Mortgage Conduct of Business (MCOB)
rules relating to lifetime mortgages and
home reversion plans acknowledge that
the adviser need not be an expert on tax
or state benefits, but should direct the
customer to seek appropriate advice. The
key word here is “appropriate”.
It is a long-standing practice in many
financial institutions that where a
customer needs specialist advice, referrals
can be made to a panel of providers
rather than one specific provider. In this
way, the customer makes the choice and
takes responsibility for selecting the
adviser.
In the words of a famous song, “The
best things in life are free...”.but free
advice is dangerous, both to the giver and
the recipient.
This article was first published in Chartered Banker,
the magazine of the Chartered Banker Institute
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When is the Lemon Dry?

Pressure at the workplace is unavoidable due to the demands of the
contemporary work environment.
Pressure perceived as acceptable by
an individual may even keep him or
her alert, motivated, able to work and
learn, depending on the available
resources and personal characteristics.
On the other hand, work-related stress is
the response people may have when
presented with demands and pressures that are not matched to their
knowledge and abilities and which challenge their ability to cope. Such
stress may damage an employee’s health and his business performance.
What drives a reasonably intelligent person to take his or her own life?
How much stress must a person endure before all nerves snap?
36
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Such was the pressure on the
interns who so desperately were
eyeing those lucrative investment
banking jobs that one of them con-
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Stress occurs in a wide
range of work circumstances but is often made
worse when employees feel
they have little support from
supervisors and colleagues,
and little control over the work process.
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By Dr. Sabir Ali Jaffery
Q.1 Ahsan Saleem, a prestigious
customer of your bank, countermanded
payment of his cheque for Rs.3.5
million issued in favour of m/s
Durables (pvt.) Ltd. He, being out of
station, telephoned the branch to note
his instructions which would be
made late in the evening on 23rd. April
2014 when no authorized person was
received by the dispatcher who advised
the caller to send the instructions in
writing. Mr. Saleem instructed his
accountant on telephone to write the
letter and deliver it at the branch forthwith, who complied with the instruc-

40

Journal of The Institute of Bankers Pakistan

tions promptly. But, as no one was
available at the branch, the letter was
dropped in the mailbox installed there
for this purpose.
Next morning, i.e. on 24th April, the
mail was collected from the box as usual.
Incidentally, the letter of Mr. Saleem’s
accountant remained stuck up in the
mailbox and could not be taken out with
clearing that very day and paid in due
course. Later in the day, Mr. Ahsan
Saleem turned up at the branch to
authenticate it with his authorized
signature when he was informed that the

cheque had already been paid. Mr.
Saleem sued the bank for damages on
tion to countermand the cheque the
banker should have been on alert and
deferred the payment in the interest of
his customer.
What would be the bank’s defense?
Ans. The bank would take the defense
on the ground that the cheque was not
effectively countermanded. Its dropping
into the mailbox could at the most
constitute constructive delivery, which
has no legal validity in respect of
commercial transactions. The view is
upheld in the judgment in Curtice v.
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Warrior of Light
A warrior of light knows that certain moments repeat themselves.
He often finds himself faced by the same problems and situations, and
seeing these difficult situations return, he grows depressed, thinking that he is
incapable of making any progress in life.
‘I’ve been through all this before, ‘he says to his heart.
‘Yes, you have been through all this before, ‘replies his heart.
‘But you have never been beyond it.’
Then the warrior realizes that these repeated experiences have but one aim:
to teach him what he does not want to learn.
• "The whole problem with the world is that fools and fanatics are always so
certain of themselves, and wiser people so full of doubts." Bertrand Russell
• “Don't cry because it's over, smile because it happened.”

Dr. Seuss

• “I have learned that sometimes "sorry" is not enough.
Sometimes you actually have to change.” A. Meredith Walters
• "People demand freedom of speech to make up for the freedom of
thought which they avoid." Soren Aabye Kierkegaard
• "A lie gets halfway around the world before the truth has a chance to get its
pants on." Sir Winston Churchill
• "I do not feel obliged to believe that the same God who has endowed us with
sense, reason, and intellect has intended us to forgo their use." Galileo Galilei
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• "I'm living so far beyond my income that we may almost be
said to be living apart." e e cummings
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• “Every day is a bank account, and time is our currency. No one
is rich, no one is poor, we've got 24 hours each.” ― Christopher
Rice
• “Money plays the largest part in determining the course of
history.” Karl Marx
• Bank failures are caused by depositors who don't deposit enough
money to cover losses due to mismanagement – Dan Quayle
• A bank is a place that promises you to keep your money safe
and then lends it to somebody else in order to make money for
itself. – Anonymous

