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editorial

Sirajuddin Aziz
Editor-in-Chief

 

s the banking sector closed its respective 
books on the 31st of  December, 2012, it 
did so with a pinch of  salt. And the pinch 
was not just restricted to that, as the effect 
of  the downward revised interest regime 

and enhancement of  minimum return on savings accounts 
translated into stunted earnings and reduced net interest 
margins by constricting interest yield and swelling cost of  
deposits.

 Meanwhile, deposits continued their growth trajec-
tory, and risk-cautious banking funds were subsequently 
channeled more towards investments – particularly govern-
ment paper – than advances. Going forward, anticipations 
of  monetary expansion are expected to further boost the 
deposit base of  the banking sector; this, along with mainte-
nance of  current interest levels and lower provisioning are 
projected to alleviate the pressures of  the SBP directives to 
pay profit on saving/term deposits based on average 
monthly balance rather than minimum account balance 
and the minimum rates, thereof. 

 As banks gear up for amplifying profitability in the 
current year, functional ambits which will be of  critical 
importance in this year of  growth are: internal controls, 
compliance and audit. Effective internal controls are the 
foundation of  prudent and sound banking. A structure of  
operational and financial internal control that is 
well-framed and consistently enforced facilitates a bank’s 
Board of  Directors and management to safeguard the 
bank’s resources. It assures them that the bank’s operations 
are efficient, effective, and that its risk management 
systems are robust. 

 Moreover, robust internal controls provide assurance 
that the bank complies with banking laws & regulations, in 
addition to internal guidelines particularized by the 
Management and the Board. They also diminish the 
probability of  the occurrence of  any irregularities and 
ensure their timely detection when they do occur.

 It is imperative to understand that - though closely 
related - the functions of  internal control and internal 

audit are fundamentally different in nature, objective and 
purpose. Internal control entails the systems, policies, 
procedures, and processes that are affected by a bank’s 
Board of  Directors and management to safeguard its 
assets, eliminate or control risks, and achieve objectives. 
Internal audit, on the other hand, provides an objective 
and independent review of  the bank’s activities, internal 
controls, and management information systems to assist 
the Board and management in assessing internal control 
adequacy and soundness.

 A bank’s management should design a sound system 
of  policies, controls and procedures that ought to be 
institutionalized through top-down communication of  a 
strong and integrated culture of  compliance; this compli-
ance culture should be further strengthened by being 
embraced and practiced more diligently by the whole 
human resource body of  the institution. The compliance 
function is of  crucial importance as it liaises with regula-
tors, ensures regulations are adhered to, assists with 
training employees on regulatory matters and makes 
certain that policies and procedures stay aligned with 
regulations and any changes therein.  

 However, while the Management can design, delineate 
and communicate an internal control environment, in 
addition to a strategy, objectives and business initiatives, it 
cannot implement the same without the support of  its 
human capital muscle – that is, each and all of  its valued 
employees. Hence, banks’ efficacy, the all-important and 
distinctive dynamic of  competition and its financial perfor-
mance is contingent upon the dedicated efforts of  its team. 
Banks’ bottom line and efficacy, 
the all-important and distinc-
tive dynamics of  competition 
and financial performance, 
therefore, are architected and 
supported by their human 
resource bodies – which makes 
developing and empowering 
the employees a critical strate-
gic functional arena to focus 
upon in 2013.

A
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Financial
Performance

Financial
Performance

of Banks
A look at 2012 numbers

By Saad Hashemy BANKING SECTOR EARNINGS GROWTH 
TAPERING OFF

Banks’ profitability growth slowed down in the outgoing 
year, as evidenced by net income growth of  7.1% 
year-on-year during 2012 compared to 43.6% a year ago 
(based on our sample of  13 large and mid-size banks).  
“Big 5” Banks* collectively posted year-on-year profit 
growth of  4.9% to PKR89bn during 2012 compared to 
PKR85bn in 2011.  While “Mid-Tier” Banks** registered 

earnings growth of  23.3% to 
PKR14bn over the same period.  
UBL reported the highest year-on-
year growth of  16.2% in net 
income among Big 5 banks, while 
SNBL led the Mid-Tier group with 
year-on-year earnings growth of  
40.9% in during 2012.  

 Aggregate deposits of  banking 
sector increased by 16.9% year-on-
year to PKR5,884bn in 2012 with 
most of  the growth coming from 
Big 5 banks both in percentage and 
absolute terms.  Total advances 
went up by 13.2% year-on-year to 
PKR3,038bn over the same period.  
Investments exhibited growth of  
30.6% to amount to PKR3,188bn 
during 2012 from PKR2,441bn a 
year ago, as banks continued to 
channel more funds to the govern-
ment than to the private sector.

DEPOSITS UP BY 19% FOR 
BIG BANKS

Big 5 banks increased their deposit 
base by 19.2% to PKR4,012 on 
aggregate basis during 2012, while 
Mid-Tier banks’ total deposits 
increased by 12.1% to PKR1,872bn 
over the stated period.  HBL stood 
out among the Big 5 banks with 
year-on-year deposit growth rate of  
30.1%, with deposit base increasing 
to PKR1,215bn at year-end 2012, 

while SNBL led the Mid-Tier banks 
with deposit growth of  21.2% and 
deposit size of  PKR121bn.  BAFL 
had the largest deposit base of  
PKR457bn among Mid-Tier banks.  
Within the deposit mix, the high 
cost fixed deposits of  Big 5 banks 
grew at 16% to PKR1,059bn, while 
Mid-Tier banks’ fixed deposits 
witnessed decline of  5.8% to 
PKR561bn during 2012.  ABL and 
HMBL experienced year-on-year 
increase of  43.8% and 13.9% 
respectively in fixed deposits, 
leading other banks in their respec-
tive groups.

 Lower cost current accounts and 
savings accounts (CASA) displayed 
year-on-year growth of  20.9% and 
22.9% for Big 5 and Mid-Tier banks 
respectively.  During 2012, MCB 
had CASA-to-total deposits ratio 
of  83.6% while AKBL had CASA-
to-total deposits ratio of  72%, 
highest among Big 5 and Mid-Tier 
banks respectively.  The recent 
move by State Bank of  Pakistan 
(SBP) to set a minimum return of  
6% on saving deposits on the basis 
of  average monthly balance, instead 
of  minimum balance, will increase 
cost of  funds for banks, putting 
pressure on interest margins 
(NIMs) and banking sector’s profit-
ability.
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(PKR Millions)              Big 5 Banks*                        Mid-Tier Banks** 
  2012   YoY Change 2012 YoY Change 
Net Interest Income 199,211  -6.2% 68,468  3.6% 
Non-Interest Income 79,888  29.1% 30,762  23.0% 
Provision & Charges 24,059  -31.3% 12,648  -29.4% 
Profit After Tax 89,142  4.9% 14,492  23.3% 
Return on Equity 18.2% -1.6% 10.0% 0.8% 
Net Interest Margin 4.9% -1.3% 3.7% -0.4% 
Advances/Deposits Ratio 50.6% -2.2% 53.7% -0.4% 
Non-Performing Loans (NPL) 248,555  2.3% 163,944  7.2% 
NPL Coverage (Specific) 79.2% 2.1% 65.9% 0.5% 
Portfolio Infection Rate 11.1% -1.2% 14.7% -0.5% 
Investments/Deposits Ratio 53.8% 7.9% 54.9% 1.3% 
Cost/Income Ratio 43.7% 4.3% 63.5% 0.2% 
 

Figure 2: Pro�tability Snapshot of Big 5 & Mid-Tier Banks

Source: Banks’ Financial Statements

   UBL REPORTED 
THE HIGHEST 
YEAR-ON-YEAR 
GROWTH OF 16.2% 
IN NET INCOME 
AMONG BIG 5 
BANKS

“

”
Figure 1: Pro�t After Tax

Source: Banks’ Financial Statements

Source: Banks’ Financial Statements

Figure 3: Deposits
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   LOWER 
COST CURRENT 
ACCOUNTS 
AND SAVINGS 
ACCOUNTS 
(CASA) DISPLAYED 
YEAR-ON-YEAR 
GROWTH OF 
20.9% AND 22.9% 
FOR BIG 5 AND 
MID-TIER BANKS 
RESPECTIVELY. 

“

”

BOTH ADVANCES AND 
INVESTMENTS INCREASE 

Total advances of  Big 5 banks 
increased to PKR2,032bn, exhibit-
ing year-on-year growth rate of  
14.2% during 2012, meanwhile the 
group’s total investments displayed 
growth of  39.8% to PKR2,160bn.  
Mid-Tier banks’ advances increased 
by 11.2% to PKR1,006bn and the 
group’s investments escalated by 
14.8% to PKR1,028bn respectively.  
NBP and BAHL had the largest 
percentage growth of  25.2% and 
28.7% in advances among Big 5 and 
Mid-Tier banks respectively, while 
HBL and NIB boasted the highest 
percentage growth of  90.4% and 
72.2% respectively in investments, 
among their peers.

 Advances-to-deposits ratio (ADR) 
of  Big 5 and Mid-Tier banks 
dropped to 50.6% and 53.7% 
respectively during 2012, from 
52.9% and 54.1% respectively last 
year.  NBP and NIB had the highest 
ADRs among their respective 
groups at 63.3% and 78.4% respec-
tively during 2012.  Investments-
to-deposits ratio of  Big 5 and 
Mid-Tier banks increased to 53.8% 
and 54.9% respectively during 2012 
from 45.9% and 53.6% respectively 
a year ago.  

and dividend income) remained pivotal 
to banking sector’s profitability as growth 
in advances remained constrained and 
good quality high earning assets were 
difficult to find.  Non-interest income of  
Big 5 and Mid-Tier banks surged by 
29.1% and 23% year-on-year to 
PKR80bn and PKR31bn respectively 
during 2012.  Non-interest income of  
ABL and SMBL stood at PKR13.8bn 
and PKR1.4bn, exhibiting the highest 
year-on-year growth of  98.5% and 
88.2% respectively, outperforming other 
banks in their respective groups.  The 
extra-ordinary growth in non-interest 
income of  Big 5 and Mid-Tier banks was 
primarily driven by dividend income, 
which increased to PKR16.4bn and 
PKR3.6bn respectively, registering 
year-on-year growth rate of  146.7% and 
1.2% respectively during 2012.

NON-PERFORMING LOANS 
INCREASE

Non-performing loans (NPLs) of  
Big 5 and Mid-Tier banks increased 
by 2.3% and 7.2% year-on-year to 
PKR249bn and PKR164bn respec-
tively during 2012.  MCB registered 
the largest percentage reduction in 
NPLs of  4.1% during 2012, while 
NBP had the highest NPLs to the 
tune of  PKR89bn among Big 5 
banks despite its ongoing efforts to 
make recoveries.  Among Mid-Tier 
banks, NIB posted the largest 
percentage decline of  3.7% in 
NPLs to PKR33bn, which 
remained highest in size among the 
group.

 Portfolio infection rate (as meas-
ured by NPLs/Gross Loans) of  Big 
5 and Mid-Tier banks decreased to 
11.1% and 14.7% during 2012 from 
12.3% and 15.2% respectively a year 
ago.  ABL and BAHL had the 
lowest portfolio infection rates of  
7.2% and 2.4% respectively during 
2012, among their respective 
categories.

INTEREST YIELD AND NIMS 
SHRINK

Interest rate reduction of  450 basis 
points since Aug’11 coupled with 
increase in minimum profit rate on 
savings account from 5% to 6% 
(effective May’12) have put pressure 
on banking sector spreads by 
compressing interest yield and 
increasing cost of  deposits, which 
translated into reduced net interest 
margins (NIMs as measured by 
Interest Yield minus Cost of  
Funds).  NIMs of  Big 5 and 
Mid-Tier banks had dropped to 
4.9% and 3.7% during 2012 from 
6.2% and 4.1% respectively a year 
ago.

NON-INTEREST INCOME 
CONTINUE UPWARD TREND

Non-interest income (including 
fee/commission income, income 
from dealing in foreign exchange 

COST-TO-INCOME RATIO 
INCREASE SLIGHTLY

Cost/Income ratio (as measured by 
Operating Expenses/Sum of  Net 
Interest Income & Non-Interest Income) 
of  Big 5 and Mid-Tier banks had 
increased to 43.7% and 63.5% during 
2012 from 39.4% and 63.3% in 2011.  
MCB and HMBL had the lowest cost-to-
income ratios of  34.1% and 41.8% 
respectively among their respective group 
during 2012.

SECTOR OUTLOOK

Interest rate reductions together with 
increase in minimum profit rate on 
savings accounts did not bode well with 
banking sector, which has experienced 

margin compression and reduction in 
profitability growth during 2012.  The 
sector’s bottom line will take further hit 
due to recent SBP directive to pay profit 
on saving/term deposits based on 
average monthly balance rather than 
minimum account balance (effective 1st 
April, 2013).  However, high monetary 
expansion of  over 15% during the 
current fiscal year will likely lead to 
another year of  double digit deposit 
growth for the industry, shoring up the 
sector’s bottom line this year.  Further, 
with the likely end of  the monetary 
easing cycle and relatively lower levels of  
provisions, banking sector profits are 
likely to remain firm in the medium term.

Figure 6: Net Interest Margins (NIMs)

Figure 4: Earning Assets Composition

Source: Banks’ Financial Statements

Figure 5: NPLs and Portfolio Infection Rates

Source: Banks’ Financial Statements

Source: Banks’ Financial Statements

Figure 7: Non - Interest Income

Source: Banks’ Financial Statements
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* Big 5 Banks ** Mid-Tier Banks 

• Allied Bank Limited (ABL) 

• Habib Bank Limited (HBL) 

• MCB Bank Limited (MCB) 

• National Bank of Pakistan (NBP) 

• United Bank Limited (UBL) 

• Askari Bank Limited (AKBL) 

• Bank Al Habib Limited (BAHL) 

• Bank Alfalah Limited (BAFL) 

• Faysal Bank Limited (FABL) 

• Habib Metropolitan Bank Limited 
(HMBL) 

• NIB Bank Limited (NIB) 

• Soneri Bank Limited (SNBL) 

• Summit Bank Limited (SMBL) 

Key:

*Mid-Tier Banks list was subject to availability of detailed �nancial accounts by March 19, 2013.

COST-TO-INCOME RATIO 
INCREASE SLIGHTLY

Cost/Income ratio (as measured by 
Operating Expenses/Sum of  Net 
Interest Income & Non-Interest Income) 
of  Big 5 and Mid-Tier banks had 
increased to 43.7% and 63.5% during 
2012 from 39.4% and 63.3% in 2011.  
MCB and HMBL had the lowest cost-to-
income ratios of  34.1% and 41.8% 
respectively among their respective group 
during 2012.

SECTOR OUTLOOK

Interest rate reductions together with 
increase in minimum profit rate on 
savings accounts did not bode well with 
banking sector, which has experienced 

margin compression and reduction in 
profitability growth during 2012.  The 
sector’s bottom line will take further hit 
due to recent SBP directive to pay profit 
on saving/term deposits based on 
average monthly balance rather than 
minimum account balance (effective 1st 
April, 2013).  However, high monetary 
expansion of  over 15% during the 
current fiscal year will likely lead to 
another year of  double digit deposit 
growth for the industry, shoring up the 
sector’s bottom line this year.  Further, 
with the likely end of  the monetary 
easing cycle and relatively lower levels of  
provisions, banking sector profits are 
likely to remain firm in the medium term.

Figure 8: Cost-to-Income Ratio

Source: Banks’ Financial Statements

   NON-
INTEREST 
INCOME  
REMAINED 
PIVOTAL TO 
BANKING SECTOR’S 
PROFITABILITY AS 
GROWTH IN ADVANCES 
REMAINED CONSTRAINED 

“

”
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Global Perspective

CORPORATE GOVERNANCE  AND 
DEREGULATION

 Corporate governance is concerned 
with the actions that shareholders 
(owners of the business) may take to 
in�uence and discipline managers’ 
decisions. This �nance view of corpo-
rate governance is integral to the 
so-called ‘free market model’ of share-
holder wealth maximisation.  

 In many banking systems across the 
globe, banks have been increasingly 
liberalised and deregulated during 
recent years in order that their respec-
tive economies may bene�t from the 
e�ciencies that can arise from greater 
competition and more innovation – 
these are the policy-targeted bene�ts 
of the freer market model. This model, 

in turn, requires that bank corporate 
governance ‘works’ and is e�ective.

 Despite the many banking and 
�nancial crises of the modern era, this 
deregulation model has remained a 
generally favoured economic policy.  
Although the latest and most severe 
�nancial crisis has prompted much 
debate and re-thinking about supervi-
sory and other kinds of bank regula-
tion, corporate governance remains an 
unresolved problem.

REGULATORY RESPONSE

 There has been a post-crisis prolif-
eration of studies and reports on bank 
corporate governance. Two main 
schools of thought can be identi�ed.  
A shareholder-dominant approach 

(typi�ed by the UK Walker study) and a 
stakeholder-based one (typi�ed by the 
Basel Committee and the EU).  In this 
latter model, multiple stakeholders 
(not just shareholders) and their 
respective objectives are more 
strongly emphasised.

 At one level, there has been a major 
bank regulatory response to the 
lessons of the global �nancial crisis.  In 
the vanguard is the new Basel 3 super-
visory proposals for prudential capital 
adequacy and liquidity.  More and 
stronger legislation (like the US Dodd-
Frank Act of 2010) also typify an 
important policy response.  Another 
important move in the US and UK is to 
separate or ‘ring-fence’ retail (or 
‘utility’) from investment (so-called 
‘casino’) banking.  

 Improved banking regulation and 
better legislation may be necessary 

but are they su�cient in themselves?  
Many would argue that they are not.  

BANKS ARE DIFFERENT

An important line of thinking and 
respective policy development must 
start from the reality that banks are 
‘di�erent’ compared with non-banking 
�rms.  If these important di�erences 
are recognised and addressed, the 
deregulation model may be applied 
more con�dently and successfully 
(that is with a reduced probability of 
systemic risk events occurring).

 These di�erences are de facto 
‘market failures’ in applying the free 
market, deregulation model.  A 
‘market failure’ in this context means 
simply that a completely free 
market approach 

by itself for incentivising the best kind 
of resource allocation by banks is 
constrained or impeded.

 These kinds of ‘market failure’ typify 
modern banking but many of them 
are also necessary for banks to carry 
out their main economic role of 
borrowing short and lending longer 
(so-called maturity intermediation).  
This key banking function is important 
for sustaining real economic develop

    Despite the many 
banking and �nancial 
crises of the modern era, 
the deregulation model 
has remained a 
generally favoured 
economic policy.   

“

”

By Professor Ted Gardener

Unfinished Business

BANK CORPORATE
GOVERNANCE

The global �nancial crisis that began in 2007 has challenged strongly held views on how banks 
should be regulated, organised and run.  Central to this continuing debate is the question of 

bank corporate governance. Weak corporate governance did not cause the crisis but it was an 
important contributory factor. 

Journal of  The Institute of  Bankers Pakistan20



CORPORATE GOVERNANCE  AND 
DEREGULATION

 Corporate governance is concerned 
with the actions that shareholders 
(owners of the business) may take to 
in�uence and discipline managers’ 
decisions. This �nance view of corpo-
rate governance is integral to the 
so-called ‘free market model’ of share-
holder wealth maximisation.  

 In many banking systems across the 
globe, banks have been increasingly 
liberalised and deregulated during 
recent years in order that their respec-
tive economies may bene�t from the 
e�ciencies that can arise from greater 
competition and more innovation – 
these are the policy-targeted bene�ts 
of the freer market model. This model, 

in turn, requires that bank corporate 
governance ‘works’ and is e�ective.

 Despite the many banking and 
�nancial crises of the modern era, this 
deregulation model has remained a 
generally favoured economic policy.  
Although the latest and most severe 
�nancial crisis has prompted much 
debate and re-thinking about supervi-
sory and other kinds of bank regula-
tion, corporate governance remains an 
unresolved problem.

REGULATORY RESPONSE

 There has been a post-crisis prolif-
eration of studies and reports on bank 
corporate governance. Two main 
schools of thought can be identi�ed.  
A shareholder-dominant approach 

(typi�ed by the UK Walker study) and a 
stakeholder-based one (typi�ed by the 
Basel Committee and the EU).  In this 
latter model, multiple stakeholders 
(not just shareholders) and their 
respective objectives are more 
strongly emphasised.

 At one level, there has been a major 
bank regulatory response to the 
lessons of the global �nancial crisis.  In 
the vanguard is the new Basel 3 super-
visory proposals for prudential capital 
adequacy and liquidity.  More and 
stronger legislation (like the US Dodd-
Frank Act of 2010) also typify an 
important policy response.  Another 
important move in the US and UK is to 
separate or ‘ring-fence’ retail (or 
‘utility’) from investment (so-called 
‘casino’) banking.  

 Improved banking regulation and 
better legislation may be necessary 

but are they su�cient in themselves?  
Many would argue that they are not.  

BANKS ARE DIFFERENT

An important line of thinking and 
respective policy development must 
start from the reality that banks are 
‘di�erent’ compared with non-banking 
�rms.  If these important di�erences 
are recognised and addressed, the 
deregulation model may be applied 
more con�dently and successfully 
(that is with a reduced probability of 
systemic risk events occurring).

 These di�erences are de facto 
‘market failures’ in applying the free 
market, deregulation model.  A 
‘market failure’ in this context means 
simply that a completely free 
market approach 

by itself for incentivising the best kind 
of resource allocation by banks is 
constrained or impeded.

 These kinds of ‘market failure’ typify 
modern banking but many of them 
are also necessary for banks to carry 
out their main economic role of 
borrowing short and lending longer 
(so-called maturity intermediation).  
This key banking function is important 
for sustaining real economic develop

    Improved banking 
regulation and 
better legislation may 
be necessary, but are 
they suf�cient in 
themselves?

“

”
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ment.  Important examples of  these 
kinds of  necessary ‘market failures’ in 
banking systems include the central 
bank lender of  last resort function, 
deposit insurance and ‘too big to fail’ 
regulatory interventions.

 The ‘costs’ of  these kinds of  
banking-unique regulatory interven-
tions are borne ultimately by govern-
ment and taxpayers.  These costs can 
be high (especially in a crisis).

WHERE DOES THIS LEAD?

These kinds of  necessary regulatory 
interventions enable banks to operate 
with higher levels of  leverage and risk 
than would otherwise be possible in a 
completely free market (where banks 
are treated like any other non-bank 
company).  There has to be a price and 
a required level of  professional respon-
sibility assumed for these economic 
privileges and responsibilities. In the 

context of  required, post-crisis bank 
corporate governance, these considera-
tions lead to a number of  important 
conclusions.  

 More effective risk governance by 
banks and respective regulatory 
controls to ensure this are important 
lessons from the crisis.  Basel 3 and 
national regulators address some of  
the important challenges but an exces-
sively strict regulatory response has its 
own problems.  For example, banks 
may attempt to innovate around exces-
sively tight regulations and move into 
more risky areas. Therefore, ever 
tighter banking regulations may 
ultimately be self-defeating and even 
risk-producing.

 The standard corporate finance 
model of  corporate finance also needs 
to be expanded in order to recognise 
the ‘market failures’ associated with 
banking.  In particular, senior bankers 
should have fiduciary responsibilities 

to their depositors as well as sharehold-
ers.  This means in practice that there 
may be legal consequences if  they 
engaged in acts that are imprudent 
enough to increase the chances of  a 
systemic risk event.  There is also a 
strong argument that senior bank 
supervisors should also have similar 
‘fiduciary duties’ to depositors.

 There is no ‘quick fix’ or easy 
solution to the fundamental challenge 
of  bank corporate governance.  
Another important lesson from the 
crisis is that there needs to be a 
renewed emphasis on professionalism 
in banking and the internal develop-
ment of  more responsible banking 
cultures. There has to be a return to 
seeing banking as a profession with 
attendant economic and social respon-
sibilities. Ultimately, this is likely to be 
the single, most important contribu-
tion to the post-crisis challenge of  
bank corporate governance.

    AN EXCESSIVELY 
STRICT REGULATORY 
RESPONSE HAS 
ITS OWN PROBLEMS.  
BANKS MAY AT-
TEMPT TO INNOVATE 
AROUND EXCES-
SIVELY TIGHT 
REGULATIONS AND 
MOVE INTO MORE 
RISKY AREAS. 

“

”
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The issue of how whistleblowers are treated and what support they are 
o�ered by regulators and lawmakers has never been more timely, as 

whistleblower
he tale of the 

ndrew Stone reports. A

   And as the UK’s Financial Services Authority consults on 
the exact nature of the role and remit of the incoming 
Financial Conduct Authority (FCA), which comes into being 
on April 1, whistleblowing is one of the issues it is looking 
at, as part of the wider ongoing shake-up of the UK’s 
�nancial regulation that aims to make �nance cleaner and 
safer.

    If the FCA (headed by former Chairman of Hong Kong’s 
Securities and Futures Commission, Martin Wheatley) does 

hope to make it easier for whistleblowers to expose wrong-
doing within the �nancial sector, it is likely to have its work 
cut out, says anthropologist and business journalist Joris 
Luyendijk.

  The factors deterring whistleblowers are consider-
able, says Luyendijk, who has been speaking exten-
sively to employees in the banking sector for his 
Guardian banking blog. There are strong cultural, 
legal, psychological and �nancial reasons why public 

whistleblowing is such a rarity, he says.

 The great emphasis on performance and 
performance-related reward in sections of the �nancial 
world is one of the biggest factors preventing the 
exposure of wrongdoing, says Luyendijk. “If you look at 
the incentive structure of many people, particularly 
those in the front o�ce in �nance, there’s no job 

security, zero trust and zero loyalty. If you know everyone 
around you can be �red in �ve minutes, it’s not a nurturing 
environment for whistleblowing.”

 Banks are, by their nature, divided  organisations locked in a 
kind of continual struggle between the money makers and the 
compliance people, he adds. “You could best see the banks as 
nations in a permanent state of civil war. Inside them there are 
people tasked with �nding  fraudulent activity, while others are 
tasked with making money. ”

 ”Seen in this light, it’s possible to argue that the tougher regula-
tion being imposed by national, European and other interna

Global Perspective

eing a whistleblower isn’t easy. Just ask Paul 
Moore, sacked as HBOS Head of Group Regulatory 
Risk in 2004 after warning his employers that they 
were taking excessive risks. He turned whistle-

blower in the aftermath of the crisis, exposing the 
aggressive and reckless lending culture to Parliament in 
2009, and he has su�ered for it ever since.

 “I know to my own detriment what happens as a result 
of becoming a public whistleblower,” says Moore, whose 
career was left in ruins. “As a whistleblower you become 
like a leper, a pariah. I had an impeccable reputation in 
my profession, but since I went public I have not been 
o�ered a single consulting job or been approached by 
any headhunters. Even people who have worked with 
me and know I know what I’m talking about can’t 
touch me because they feel it will impact on their 
career.”

 The resulting professional and �nancial pain has 
only been part of the di�culties he has endured, 
which he is writing about for a forthcoming book. 
There is nothing so wounding to a person, observes 
Moore, than being punished for doing the right thing. 
“It’s a hard thing to live with personally. I’ve spoken to 
other whistleblowers and I know that there are lots of 
mental health issues.”

 Moore is not alone in having had a tough time following 
the decision to become a whistleblower. When UBS employee 
Brad Birken�eld exposed tax evasion at the Swiss bank in the US, 
he was jailed, although ultimately he received a record $104m IRS 
reward for his trouble. 

 The issue of how whistleblowers are treated and what support 
they are o�ered by regulators and lawmakers when they seek to 
expose wrongdoing is an especially timely one following a slew of 
fraud and misselling scandals, including alleged wrongdoing 
relating to LIBOR manipulation, money laundering, PPI misselling 
and the reckless (and sometimes criminal) lending that led to the 
�nancial crisis.
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“THE TENDENCY FOR COMPANIES
TO GAG WHISTLEBLOWERS WITH BIG
PAYOFFS IS ALL TOO COMMON, NOT
JUST IN THE FINANCIAL SECTOR, AND
LEADS TO MUCH WRONGDOING
NEVER SEEING THE LIGHT OF DAY.”
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tional regulators on banks may, paradoxi-
cally, only widen this divide, he adds. “You 
could say that more regulation on banks 
forces them, in an indirect way, to take 
more risks to pay for the compliance.”

 Chris Skinner, industry commentator 
and Chairman of networking group the 
Financial Services Club, sees a lack of 
support for whistleblowers from regula-
tors, together with weak corporate law as 
further impediments to potential whistle-
blowers. 

 “In the US under Dodd Frank, you have 
to take the bank to court yourself and 
only if the Feds believe you have a good 
case, will they join your case and if you 
win you get a percentage,” says Skinner.

 “That says to me right now there is not 
really the will to help whistleblowers and 
there’s even less structure and chance of 
getting the authorities on your side in 
Europe and the UK.”

 As a result, the career risks of whistle-
blowing are still too high, says Skinner. 
“There should be an independent third 
party you can go to con�dentially and get 
due diligence done without your name 
being associated and also with the under-
standing that you will be supported by 
the authorities if you have a case. 

 ”Moore adds that the tendency for 
companies to gag whistleblowers with 
big payo�s is all too common, not just in 
the �nancial sector, and leads to much 
wrongdoing never seeing the light of day. 

 Although it is very early days, the FCA is 
promising to help whistleblowers in the 
UK �nancial sector once it comes into 
being, including a dedicated phone and 
email contact speci�cally for whistleblow-
ers. In its document Journey to the FCA, it 
sets out its aim to “improve the way we 
gather intelligence...including listening to 
comments from consumer organisations 
and whistleblowers… creating a bolder 
organisational culture, and adopting a 
new style of supervision.”

It promises that the information 
received will be analysed and 

investigated and adds 

 Corporate law, which was not designed 
for balance sheets the size of countries, 
also needs to be amended. The huge 
potential rewards resulting from the scale 
of these balance sheets can be corrosive 
for the moral judgement of the individuals 
in charge of them, says Moore. 

 “We need to �nd a way of changing the 
way company law works to recognise that 
if pro�t becomes a person’s exclusive goal 
they will become morally and legally 
relative if they can get away with it. Where 
pro�t is the sole measuring stick of every-
thing, you are bound to end up with 
people doing bad things or losing 
perspective about right and wrong.”

 Another fact of human nature makes 
the act of whistleblowing a risky option – 
the tendency to shoot the messenger and 
to shun the insider who goes against the 
prevailing culture even though they speak 
the truth, says Moore. 

 Despite the di�culties, however, he 
refuses to accept that the di�culties 
should prevent employees, banks, 
investors or regulators from the vital task 
of trying to improve transparency, 
openness and honesty. “The banks are 
vital to the economy and we have not got 
the checks and balances right yet,” says 
Moore.

 He is philosophical about his own 
bruising experiences, believing he is the 
better for it, despite the �nancial and 
emotional damage he has su�ered. “It has 
been an intensely painful experience but 
on the other hand we get transformed by 
trouble and so it has been a very graceful 
experience too.

 “Mother Theresa once said, ‘If I lose my 
reputation, at least that’s one less thing to 
worry about.’ It has been cathartic in that 
way and I’m glad I did it. I think I’ve been 
doing some good and there’s more good 
still to be done.” 
This article was first published in Chartered Banker, the 
magazine of  the Chartered Banker Institute.

that “we will place signi�cant value on 
whistleblowing alerts and seek to provide 
as much useful feedback to the whistle-
blower as possible”. 

 An FSA spokesperson said the existing 
whistleblowing hotline had more than 
3,000 calls last year, although it does not 
track directly what proportion or type of 
calls resulted in exposure of wrongdoing. 
He added that the FCA will be open to all 
relevant sources of information into 
wrongdoing: “In speeches Martin Wheat-
ley has said we are open to using a wider 
range of sources in future for information 
from whatever source is appropriate.”

 Much more needs to be done, however, 
to create a more open culture and a legal 
approach both inside and outside of 
banks and other regulated �nancial 
businesses if whistleblowing is to be truly 
encouraged, says Moore.

 “There should be additional protec-
tions for those in control functions. They 
should report to a specialist oversight and 
assurance non-exec who represents them 
on the board and spends two to three 
days a week there. If there is a desire to 
dismiss someone from the control 
function, there has to be a proper 
hearing.

 “I think we also have to phase in proper 
competence and credibility of the control 
function. We need to have a proper, 
chartered, professional quali�cation for 
these people.”
  
 It should also be incumbent on compa-
nies to carry out thorough and robust 
investigations when wrongdoing is 
alleged, he adds. “There is a big risk if you 
take the statements of the manager, who 
tells you everything is �ne, at face value 
without calling in the auditor or compli-

ance o�cer to check. Self-serving 
statements without 

corroboration 
should bear 
no weight.”

“WHERE PROFIT IS THE 
SOLE MEASURING STICK OF 

EVERYTHING YOU ARE 
BOUND TO END UP WITH 

PEOPLE DOING BAD THINGS.”
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The banker-customer relationship, essentially a contractual one, 
is traditionally expressed as a ‘Debtor-Creditor’ relationship. In 
reality, it is more than that as in certain cases such contracts may 
be overlapped by justice, tort to a lesser extent and other stat-
utes including consumer protection legislation.

By M.A. Khan
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n the ordinary course of  business, 
fiduciary relationship (Trustee/ 
Beneficiary or Agent/ Principal) 
arises when a bank undertakes 
to perform duties in a manner 

to protect the best interests of  the 
customer, only with regards to matters 
within the scope of  the fiduciary 
relationship, or is obliged to act so and 
the customer reposes its confidence in 
the bank to do so. 

 Unlike law of  contract or Tort, rules 
governing Banker-Customer relationship 
are not a discrete area as they are built 
around a collection of  legal principles 
which impact banking transactions and 
the banker-customer relationship. For 
banks, this relationship is built around 
the underlying principle to avoid conflict 

from exploiting the relationship for the 
fiduciary’s personal benefit.

 The criterion is that a banker acting in 
accordance with accepted current 
practices shall not divulge any informa-
tion relating to the affairs of  its custom-
ers except in circumstances in which it is, 
in accordance with law and practice of  
banking, necessary or appropriate for a 
bank to divulge such information. Such a 
duty may, in limited circumstances, 
include duty such as questioning an 
otherwise valid mandate, e.g. a cheque 
validly drawn and signed by an author-
ized signatory.

 This gives rise to more specific duties 
of  banks, such as prohibition against 
self-dealing, conflicts of  interest and the 
duty to disclose material information and 

sensitive, is then the standard of  behavior.... 
Unquote. 

 Considering that fiduciary duty may 
arise either expressly or impliedly, banks, 
besides loyalty, also owe a duty to carry 
out their responsibilities in an informed 
and considered manner and to act in a 
manner becoming of  a prudent manage-
ment. If  the fiduciary has special skills, or 
becomes a fiduciary on the basis of  
representations of  special skills or exper-
tise, the fiduciary is under a duty to use 
those skills. 

 In spite of  the unrelenting emphasis 
on fiduciary role of  the banks, it is not 
uncommon to read about instances 
where certain financial instructions 
ostensibly over-stepped their fiduciary 
line of  duty. In the not too distant past, 

   FUNDAMENTAL RESPONSIBILITY OF A FIDUCIARY IS 
DUTY OF LOYALTY, WHICH OBLIGATES THE FIDUCIARY TO 
PUT THE INTERESTS OF THE BENEFICIARY FIRST, AHEAD 
OF THE FIDUCIARY’S SELF-INTEREST AND TO REFRAIN 

FROM EXPLOITING THE RELATIONSHIP FOR THE 
FIDUCIARY’S PERSONAL BENEFIT.

“

”
of  interest. Their duty, amongst others, 
includes maintaining secrecy and confi-
dentiality about the information and 
operations of  customer’s accounts.

 Banking activity is a point where a 
diverse range of  legal principles drawn 
from a range of  sources intersect. In case 
of  Pakistan, they are embodied in The 
Banking Companies Ordinance (BCO) 
1962, amended in April 2011, according 
to which the contractual duty of  banks 
or financial institutions is ‘to exercise 
reasonable care and act in good faith 
while carrying out the bank’s part of  the 
contract’ (BCO - section 33- A).

 Fundamental responsibility of  a 
fiduciary is duty of  loyalty, which 
obligates the fiduciary to put the interests 
of  the beneficiary first, ahead of  the 
fiduciary’s self-interest and to refrain 

facts only under certain specific 
situations as listed hereunder:
i.  Disclosure made under express 
  consent of  the customer.
ii.  Disclosure warranted under 
  compulsion of  law.
iii. If  it is a duty to the public to 
  disclose.

iv.  Disclosure is in the interest of  
  bank.

 Perhaps the most famous description 
of  the duty of  loyalty is by Chief  Judge 
Benjamin Cardozo in Meinhard v. Salmon, 
164 N.E. 545, 546 (N.Y.1928).

 Quote... Many forms of  conduct permissible 
in a work-a-day world for those acting at arm’s 
length are forbidden to those bound by fiduciary 
ties. A trustee is held to something stricter than 
the morals of  the market place. Not honesty 
alone, but the punctilio of  an honor the most 

in USA Goldman Sachs were taken to 
task for their purported misdemeanors 
by lawmakers who were outraged at the 
idea that Goldman sold someone a 
security and then took a position on the 
other side of  the trade.

 CEO of  Goldman Sachs later stated 
that acting as middleman for a trade; the 
so called market-making is distinct from 
managing assets on behalf  of  a 
client.Market-makers simply facilitate 
trades and as such, they are not fiduciar-
ies. Many people on Wall Street agreed 
with this but lawmakers were not entirely 
convinced. One could argue that this is a 
debatable issue as there is a fine line 
between the roles played by banks as 
fiduciary and market players. However, 
this gray area on fiduciary duty will 
continue to be contested in lawsuits for 
years to come.
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TOP 10
OPERATIONAL RISKS

FOR 2013

!
THE RISK UNIVERSE, AN ONLINE MAGAZINE 
AND VOICE OF THE OPERATIONAL RISK 
COMMUNITY, COLLECTED ITS READERS’ 
OPINIONS ON THE 10 BIGGEST OPERA-
TIONAL RISKS CHALLENGING US IN 2013. 

BY HANSRUEDI SCHÜTTER

Banking
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   BY OUTSOURCING, 
OPERATIONAL RISKS 
ARE NOT REDUCED; 
THEY ARE ONLY 
SHIFTED TO ANOTHER 
BOX – AND ALL TOO 
OFTEN INCREASED BY 
DOING SO. IT SHOULD 
NOT TAKE LONG 
BEFORE REGULATORS 
TAKE A CLOSER LOOK 
AT OUTSOURCING 
RISK

“

”

When I was in charge of  operational risk 
at Credit Suisse Group, I only had one 
thing in the back of  my mind: I never 
wanted to find myself  in the situation 
where I had to learn of  an operational 
event hitting the bank from the press. 
And most certainly I did not want to 
have to report such an unexpected event 
to my board. No surprises, please! 

The operational risk manager does not 
manage risks – that’s the job of  the line 
manager. In his monitoring and coordi-
nation function, it should also be the 
operational risk manager’s implicit task to 
analyse the industry and the bank’s activi-
ties and warn of  dangers before they 
become apparent. 

The industry’s top 10 operational risks 
are as follows:

10 CORPORATE GOVERNANCE
High on the agenda now 
with regulators for good 
reasons, corporate govern-

ance took a back seat during the boom 
years of  early 2000’s. The Olympus 
scandal in Japan and last year’s arrest of  
the Chairman of  Vietnam’s Asia 
Commercial Bank demonstrated that the 
issue is universal and not confined to 
Western investment banks. As we expect 
increased regulatory scrutiny, banks 
should look at various guidelines 
published. The British Standard in 
Governance (BS13500) might be a good 
start.

9 OUTSOURCING RISK
With budgets being cut left and 
right, outsourcing is booming. 
But make no mistake: it is still 

the bank that the customer holds respon-
sible when things go wrong. By outsourc-
ing, operational risks are not reduced; 
they are only shifted to another box – 
and all too often increased by doing so. It 
should not take long before regulators 
take a closer look at outsourcing risk, so 
do make sure your service provider is 
fully capable and has a tested business 
continuity plan. Reserve the right to 
inspect the provider’s operation at any 
point in time.

8 REGULATORY CHANGE
In some areas, it is hard to keep 
track with all the new regula-
tions issued by different bodies, 

especially if  they are not exactly asking 
for the same thing. Basel III is definitely 
the big one which nearly every country 
with a developed financial system plans 
to implement while other guidelines and 
regulations are being published at an ever 
increasing pace. Banks should meet 
regularly with their regulators to ensure a 
constructive dialogue and avoid surprises.

7 IT SYSTEM TRANSFORMATION 
OF REPLACEMENT
Embarrassing and costly system 
failures in the UK and Australia 

exposed the limitations of  outgrown IT 
systems. Upgrading or replacing is expen-
sive but what makes it critical is the fact 
that you need to replace a live system. We 
have seen well tested change releases that 
caused havoc due to a minor oversight, 
mistake or incompatibility. 

6 MONEY LAUNDERING
HSBC and Standard Chartered’s 
fines implicating them in 
facilitating money laundering or 

Coutts’ failure in effectively monitoring 
money laundering activities should be a 
wake-up call for all of  us. It may be time 
to review regulations and procedures and 
organise refresher trainings for staff. 
Maybe anti-money laundering awareness 
should be introduced to the office staff  
as well.

5 INSIDER TRADING
A number of  high profile 
insider trading cases catapulted 
the issue into the top ten. Staff  

having access to sensitive information 
should be made aware that even innocent 
comments can be the spark for a new 
fire.

4 REGULATORY NON-COMPLIANCE
Regulatory fines in major finan-
cial centres reached an all time 
high in 2012 – roughly three 

times the previous record number. Some 
disgruntled banker was reported as 
uttering that regulators finish off  what 
the crisis did not do – bankrupt the 
industry. Even while legacy issues still 
lead to additional fines, banks need to 
rebuild their badly battered brand. 
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CYBERCRIME AND 
IT SECURITY
Isn’t it frightening to see how 
easily hackers penetrate even 

the presumably most secure servers? And 
isn’t it shocking to see the negligence 
with which IT security is being managed 
in many places? When breaches reveal 
unencrypted sensitive data, we under-
stand why it is estimated that every third 
American’s identity has been compro-
mised. Sony’s Playstation hacks were a 
nice example of  how badly firewalls were 
configured and customer data, including 
credit card numbers, were put at risk. 

 Distributed denial of  service (DDoS) 
attacks have disrupted banking services 
at an ever increasing pace and frequency. 
Many of  these attacks were blamed on 
foreign governments waging cyber war. 
In 2012 alone, the RiskBusiness News-
flash service logged as many as 17 banks 
(including 3 central banks), 10 stock 
exchanges, 3 payment providers, 2 
airlines and 3 merchandisers that 
reported DDoS attacks and most likely 
these numbers are an understatement. 
Real-time attack mitigation solution 
provider Radware estimates that DDoS 
attacks cost victimised companies some 
$3.5 million a year.

 Earlier this year, also the 
World Economic Forum 
recognised the threat to the 
global economy by cyber-
crime. And as if  to prove it, 
the latest statistics show the top 
100 arms makers’ sales in 2011 fell 
for the first time since the mid-90s 
whereas a strong recent diversification 
trend into cyber-security was noted 
among big arms makers. 

 Operational risk management has 
become more challenging than ever. 
Where this is not yet the case, banks 
should segregate the operational risk 
management and the operational risk 
capital function. As the top ten risks 
above show, managing operational risks is 
a full time job. Let the quantitative 
analysts in the CFO’s area deal with 
capital models. 

   THE LATEST STATIS-
TICS SHOW THE TOP 
100 ARMS MAKER’S 
SALES IN 2011 FELL 
FOR THE FIRST TIME 
SINCE THE MID-90s, 
WHEREAS A STRONG 
RECENT DIVERSIFICA-
TION TREND INTO 
CYBER-SECURITY WAS 
NOTED AMONG BIG 
ARMS MAKERS

“

”

   FROM EMBEZZLE-
MENT TO ROGUE 
TRADING AND AC-
COUNTING FRAUD – 
THE SPECTRUM IS 
DIVERSE AND WIDE. 

“

”
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3 MISSELLING
From CDOs to inappropriate 
derivatives and payment protec-
tion insurance (PPI) sales – 

banks have been fined massive amounts 
for misselling and are required to make 
restitution to their clients. Amidst all this 
we receive news of  call centre workers 
being pressurised and bullied to achieve 
increased sales numbers. Does the one 
who pays the fine talk to the one who 
pushes those sales?

2 FRAUD
White collar fraud is on the rise 
and its weight has gradually 
been shifting away from 

common employees to managers. 
Females are catching up too. The average 
fraud amount increases and so does the 
detection time lag. There are conflicting 
reports on whether internal or external 
fraud is more prevalent. Costly it is in any 
case and not necessarily beneficial to the 
bank’s reputation. Major fraud cases 
made headlines in 2012 and regrettably, 
we will see more in 2013. From embez-
zlement to rogue trading and accounting 
fraud – the spectrum is diverse and wide. 

 Top managers operate in a position of  
trust and authority. Challenging their 
actions often means making a choice of  
opening your mouth or keeping your job. 
Whistle blowing channels are not 
available in all cases and not all of  them 
provide sufficient protection for the 
righteous. Internal fraud is closely 
connected with our no.10, Corporate 
Governance. 

 Whether or not you have been affected 
by fraud recently, it is high time to get 
those fraud awareness programmes in 
place. He who has never seen a fraud will 
never recognise one.
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FINANCIAL INSTITUTIONS
Ratings Models to Evaluate 

Banking

 

Rating models are tools which asses an institution’s risks and provide a score 
depicting its overall credit risk. They are a combination of factors which in�uence an 
institution’s credit worthiness. Each of these factors can have multiple sub-factors. 

Eventually, scores of these major factors culminate into the institution’s credit rating.  

R“ ating models are flawed. The financial 
crisis has proved this. You cannot expect 
these new generation gimmicks to under-
stand intricacies and throw correct 
opinions.” Not the sort of  response you 

would be expecting out of  your supervisor after putting in 
days of  hard work to develop a rating model. But unfortu-
nately, these are the exact words a friend of  mine 
confronted. I won’t be surprised if  there were more people 
thinking along the same lines. After all, rating models did 
fail to capture impending crisis in 2008. So this begs a very 
important question, if  models are that useless, then why do 
we use them? My answer is: “models are not useless; they 

are GIGO (garbage in, garbage out). You fail to incorporate 
the correct factors, the results will be futile.” But I do agree 
to some extent with my friend’s supervisor, not all intrica-
cies can be covered in a single model and you do need 
certain degree of  subjectivity. Maybe, I am part of  the 
generation which has not yet graduated completely to smart 
phones, but cannot quite remember how life before Google 
was either. 

 To substantiate this argument, let’s try to see how rating 
models work, and then identify factors which should be 
included in a rating model to evaluate financial institutions 
– specifically commercial banks. 

By: Ali Eeman
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RATING MODELS – A SNAPSHOT

 The relative importance of  each factor 
and sub-factor of  a rating model is 
accounted for by providing different 
weights to each. It is important to note 
that models are not all-encompassing. 
Entities face both, qualitative and quanti-
tative risks. Since, models are based on 
objective criteria; they struggle to capture 
the subjective elements, such as owner-
ship, governance, management and risk 
management, which are otherwise critical 
for sustainability of  institutions.

FINANCIAL INSTITUTIONS (FIS)

Financial Institutions are backbone of  an 
economy. Acting as intermediaries, FIs 
mobilize money from general public and 
institutions and make investments 
and/or lend to those in need of  funds. In 
this way, they provide impetus to savings 

and investments, and in turn, propel 
growth and development. The model is 
simple. As long as borrowers honor their 
commitments, and FIs ensure proper 
matching of  assets and liabilities, risk 
remains low. However, in reality, things 
are far from ideal. FIs face variety of  
risks in their day-to-day operations. 

The key ingredient for developing a 
successful rating model is understanding 
the risks faced by an underlying industry, 
in this case, commercial banks. For ease 
of  discussion, I have divided these risks 
into four categories, (i) generic, (ii) 
performance, (iii) asset risk, and (iv) 
capital & funding

GENERIC RISKS

has even more significance when 
evaluating FIs, such as banks. The 
reason is simple. Banks’ customers – 
depositors and borrowers – belong 
to all type of  sectors. Any sector 
that is impacted due to economy 
will have a trickledown effect on 
bank’s performance. In order to 
quantify the economic condition, 
factors such as GDP per capita 
growth, interest rate scenario, 
exchange rate and fiscal position are 
considered in the rating model.

Credit analysis of  banks cannot be 
completed without gauging the 
bank’s relative standing in the indus-
try. Banks operate in a dynamic and 
competitive environment, where 
bargaining power of  borrowers and 
depositors is high as they have the 
flexibility to move from one bank to 
other. Customers will be more 
inclined to transact with banks with 
a larger branch outreach, greater 
product range, better brand recogni-
tion and superior customer service.

Although assessment of  economic 
environment is an important 
component of  any rating model, it 
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Figure 2 a)  Credit Risk

PERFORMANCE

No matter how qualified the manage-
ment is, or how fancy a bank’s ambience, 
if  its financial results are not strong 
enough, the bank is likely to fail. Hence, 
the foremost quantitative element 
considered in rating model is a bank’s 
performance. It constitutes profitability, 
stability of  earnings and efficiency. 
(See Figure 1) 

ASSET RISK

Banks have sizeable balance sheets. Their 
assets are dominated by loans made to 
borrowers followed by investments. 
Unlike other businesses, banks run a 
significant risk on their asset base. Loans 
may not be returned (credit risk), while 
investments may fall in value (market 
risk), or duration of  assets may exceed 
that of  liabilities (liquidity risk). Hence, 
asset risk is usually given considerable 
weightage in rating models for banks. 
One of  the most important mantras for 
banks is to avoid concentration, or the 
“C” word, as I like to call it. However, it 
is important to diversify in superior 
avenues. 

a.

b.

Banking
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Figure 2 b) Market & Liquidity Risks
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Figure 3 a) Capital

a)   Credit Risk:
  (See Figure 2a)
  
b) Market & Liquidity Risks:

Remember, CASH IS KING! 
Banks fail because they do not have 
requisite liquidity. They make 
ill-liquid investments, put all their 
eggs in one basket (which breaks) 
or end up committing funds for 
longer duration than their liabilities.
(See Figure 2b)

CAPITAL & FUNDING

a)  Capital:

A bank’s capital provides it with 
risk absorption capacity to 
withstand losses. When assessing 
bank’s capitalization, it is important 
to gauge the current and expected 
quantum and quality of  the bank’s 
capital. The rule is straightforward; 
higher the quantum, larger the 
capacity to bear downturns.
(See Figure 3a)

The principle source of  funding for 
banks is deposit mobilization. 
Banks use deposits to finance their 
business and generate revenues and 
pay interest to depositors in return. 
In their absence, banks will struggle 
to build an asset base. Hence, it is 
critical for banks to have a stable 
deposit base.(See Figure 3b) 

b) Funding:

validate its results is an important 
exercise. 

 We operate in a dynamic environment 
and our models should not become 
obsolete. This was one of  the major 
mistakes made by institutions assessing 
credit quality, during the financial crisis. 
Their rating models were developed years 
ago. The economic environment 
worsened and it was not reflected in the 
models.

 Models should be used only as a 
guiding tool. We should be prepared to 
override the results, if  analytically 
justified. But any such deviations should 
be properly documented. Models are not 
entity-specific. They deal with generic 

factors that impact the whole industry. 
Individual institutions may have certain 
idiosyncratic risks which are not captured 
adequately by the model. In such cases, 
model-driven ratings may be superseded. 
At times, certain trends may emerge out 
of  the subjective input which may 
mandate revision of  the rating model. 
This will ensure that the same analytical 
process is followed across all rated 
entities.

 The world is evolving fast, so don’t 
think smart phones are here to under-
mine your wisdom. Use them to your 
advantage. Remember, it is better to use 
Google maps than to rely on memory. 
Maybe it is time for me as well to jump on 
the smart phones bandwagon.

 These for me are the more critical 
factors which capture a bank’s major 
risks. It is important to consider all these 
in conjunction with each other and not 
on a stand-alone basis. The respective 
importance of  each factor varies accord-
ing to situation. Hence, weightages 
should not be static. We need to under-
stand the overall economy and then 
decide on which factors should be given 
more consideration. This is where users 
of  the model have to act smartly. 

 Remember, if  the model has been 
designed carefully and it incorporates the 
requisite factors, it will provide a reason-
able estimate of  credit worthiness. So, 
put in the hard yards at the beginning 
and remain open to challenge your own 
assumptions. Back-testing of  models to 



accordingly. Since the balance remain-
ing in the account will be sufficient to 
meet the cheque for Rs. 35,000, it will 
be paid if  otherwise in order.

(i) In this situation, the cheque of Rs. 45,000 
will not be paid as the balance in the 
account aftersatisfying the garnishee 
order will be insufficient, provided that 
the customer does not have any 
overdraft arrangement.

(ii)If  the garnishee order is for the 
entire balance, the entire sum of  Rs. 
110,000 should be attached and the 
account stopped for all transactions. A 
new account may be opened for future 
transactions.

Q.4   The manager of  a branch of  an 
NCB receives a telephone call from 
a well-known conglomerate firm’s 
retail outlet situated in the vicinity 
of  that branch, saying that one of  its 
(bank’s) customers, namely, Sadruddin 
Jahagiri (a fictitious name) has done 
shopping for an aggregate amount 
of  Rs. 16,700/- and wants to make 
payment by cheque and requesting 
the branch manager to confirm that 
the cheque would be honored. 
Sadruddin Jahangir is a valued 
customer of  the branch, considered 
good for the amount and is person-
ally known to the manager. How 
should the manager deal with this 
query?

Ans. The bank manager should call Mr. 
Jahangiri and after his identity is estab-
lished beyond doubt and to the utmost 
satisfaction of  the manager and Mr. 
Jahangiri’s consent to pay the cheque is 
obtained in unequivocal terms, and the 
balance in the account has been verified 
to be sufficient to meet the cheque, the 
confirmation sought by the shopkeeper 
may be extended subject to the condi-
tions explained to him in no uncertain 
terms, that the cheque is otherwise in 
order  if  the position does not alter by 
any reason at the time of  the present-
ment of  the cheque, and  payment of  
the cheque is not withheld under any 
valid authority.

Q.5 Usually “either or survivor” 
operational instructions are obtained 
in case of  accounts of  ‘two persons 
only’ and in English language/ 
literature, the word is usually 
denoted by each of  two, one of  the 
two and one or the other.

 During the course of  a recent 
audit, it was observed that branch 
had obtained E/O/S operational 
instructions in case of  account 
being run by more than two persons 
as well. In such a situation, can the 
branch’s action be considered 
lawful/valid?

Ans. Yes, the branch’s action can be 
considered lawful/valid.   When two or 
more persons, other than as partners/ 
trustees, open an account in their 
personal names, the account is said to 
be a joint account. This reconciles with 
the principle of  Devolution of  Joint 
Rights, which is covered under section 
45 of  the Contract Act, 1872. This 
section reads as under:

 “When a person has made a promise 
to two or more persons jointly, then 
unless a contrary intention appears 
from the contract, the right to claim 
performance rests, as between him and 
them, with them during their lives and 
after the death of  any of  them. With 
the representative of  each deceased 
person jointly with the survivor of  
survivors and after the death of  the last 
survivor with the representatives of  all 
jointly.”

 The provision of  this section is 
crystal clear which depicts in unam-
biguous terms that the joint rights and 
obligations refer to “two or more” joint 
stake holders. Hence, a joint account 
holder is not restricted to two joint 
accountholders only. The concept of  
several liability- which suggests that the 
banker can bring as many actions as 
there are debtors- also supports this 
connection.

Q.6 Can an open cheque issued in 
favour of  a company, without the 
crossing stamp be cashed at the 
counters of  the bank?

Ans. Before dealing with the question, 
it needs to be clarified that ‘open 
cheque’ and ‘cheque without crossing’ 
mean the same thing. Often but most 
erroneously, the term ‘open cheque’ is 
regarded as synonymous with ‘bearer 
cheque’. The questioner also seems to 
be suffering from this delusion.

 An open cheque may be ‘bearer’ or 
‘order’. Both types of  cheques can be 
paid in cash on the counter, if  other-
wise in order. However, a bearer cheque 
can be paid to anybody who presents it 
at the counter, whereas the order 
cheque can be paid only to the payee 
named thereon, or to the endorsee. The 
underlying principle is that the negotia-
tion of  bearer instrument is completed 
by delivery while that if  the order 
instrument is completed by endorse-
ment and delivery. (Sec 46 of  the Nego-
tiable Instruments Act, 1881)

 Identically, a crossed cheque may also 
be payable to the bearer, or to the order 
of  a certain person. The principle 
regarding payment is the same as in the 
case of  open cheque with the differ-
ence that a crossed cheque can be paid 
only to a bank.

 It can be safely contended that there 
is no legal bar on paying of  a cheque 
drawn in favor of  a limited company in 
cash on the counter of  the drawer bank. 
However, the difference is between 
“can” and “shall”, which means that, 
“Yes, it can be paid; but no, it shall not 
be paid”.
 
 A company invariably has a bank 
account and according to the estab-
lished practice, it makes all payments 
through cheques and all cheques 
received by it are deposited into its 
bank account for collection. Hence, 
presentment of  a cheque on the bank’s 
counter for cash payment will not be in 
line with the established practice and 
will, therefore not meet the require-
ments of  payment in due course, (S.10 
of  the N.I.A). This means that by making 
such payments, the paying bank shall be 
deprived of  legal protection. The 
banks, therefore, abstain from making 
such payments.

Banking

Problems and Possible Solutions
By: Syed Sabir Ali Ja�ery

Some of  the common branch banking 
problems and solutions are given 
below: 

Q.1 Mr. Shahryar Ali and Mr. Vaqar 
Ahmed have a joint account at your 
branch. Instructions to operate the 
account are “by either or survivor”. 
Mr. Shahryar Ali requests you to add 
Mr. Iqbal Khan as his agent to operate 
the account and has executed a power 
of  attorney in favor of  Mr. Iqbal 
Khan. How would you proceed with 
this request?

Ans.  One signatory of  a joint account 
cannot delegate his powers to operate the 
account to any third person. This 
requires an authority signed by all the 
joint account holders. Hence, Mr. Shahr-
yar Ali‘s request cannot be acceded to 
unless it is also signed by Mr. Vaqar 
Ahmed.

Q.2    An attachment order issued by 
an Income Tax Officer against Mr. 
Nadeem Usman for the sum of  Rs. 
50,000/- is received at your branch. 

There is no such account at the 
branch. However, an account in the 
joint names of  Nadeem Usman and 
Waseem Usman does exist with a 
credit balance Rs. 145,379.28. The 
account is required to be operated 
jointly by both the joint accounthold-
ers. How would you act upon the 
attachment order?

Ans.   As provided under Section 226 of  
the Income Tax Act, share of  the two 
joint account holders, as it pertains to the 
balance of  the account, is presumed to be 
equal unless it is explicitly stated other-
wise. Hence, if  the account is bound to 
pay half  of  the amount to Nadeem 
Usman, the bank can attach up to half  of  
the amount or the amount of  the order, 
whichever is less, in compliance of  the 
order.

 In the given situation, the bank shall be 
committed to pay Rs.50,000/- to the ITO 
concerned to the debit of  the account. 
The bank shall stand fully discharged 
from its liability towards the account 
holders to the extent of  Rs.50, 000/- thus 
paid.

Q.3    An order nisi is served on the 
bank attaching a sum of  Rs. 71,000 
only in the account of  Messrs. ABC 
Trading Co. maintained at one of  its 
branches. The account then has a 
credit balance of  Rs. 110,000. Simulta-
neously, a cheque for Rs. 35,000 is 
presented for payment. How can the 
situation be handled? 

What action will be taken in the 
instance? 
(i)The cheque presented for payment 
was for Rs. 45,000 and
(ii)The order was to attach the entire 
balance available in the account?

Ans.  If  the garnishee order specifies the 
amount to be attached, any amount in 
excess of  such specified amount remains 
available to the accountholder to use at 
his discretion (Plunker v. Barclays Bank 
Ltd. (1936)2 K.B. 107). 

 In the given situation, Rs. 71,000 shall 
be transferred to Sundry Deposit 
Account (certain banks transfer the 
amount to Suspense Account) and the 
accountholder should be informed 
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accordingly. Since the balance remain-
ing in the account will be sufficient to 
meet the cheque for Rs. 35,000, it will 
be paid if  otherwise in order.

(i) In this situation, the cheque of Rs. 45,000 
will not be paid as the balance in the 
account aftersatisfying the garnishee 
order will be insufficient, provided that 
the customer does not have any 
overdraft arrangement.

(ii)If  the garnishee order is for the 
entire balance, the entire sum of  Rs. 
110,000 should be attached and the 
account stopped for all transactions. A 
new account may be opened for future 
transactions.

Q.4   The manager of  a branch of  an 
NCB receives a telephone call from 
a well-known conglomerate firm’s 
retail outlet situated in the vicinity 
of  that branch, saying that one of  its 
(bank’s) customers, namely, Sadruddin 
Jahagiri (a fictitious name) has done 
shopping for an aggregate amount 
of  Rs. 16,700/- and wants to make 
payment by cheque and requesting 
the branch manager to confirm that 
the cheque would be honored. 
Sadruddin Jahangir is a valued 
customer of  the branch, considered 
good for the amount and is person-
ally known to the manager. How 
should the manager deal with this 
query?

Ans. The bank manager should call Mr. 
Jahangiri and after his identity is estab-
lished beyond doubt and to the utmost 
satisfaction of  the manager and Mr. 
Jahangiri’s consent to pay the cheque is 
obtained in unequivocal terms, and the 
balance in the account has been verified 
to be sufficient to meet the cheque, the 
confirmation sought by the shopkeeper 
may be extended subject to the condi-
tions explained to him in no uncertain 
terms, that the cheque is otherwise in 
order  if  the position does not alter by 
any reason at the time of  the present-
ment of  the cheque, and  payment of  
the cheque is not withheld under any 
valid authority.

Q.5 Usually “either or survivor” 
operational instructions are obtained 
in case of  accounts of  ‘two persons 
only’ and in English language/ 
literature, the word is usually 
denoted by each of  two, one of  the 
two and one or the other.

 During the course of  a recent 
audit, it was observed that branch 
had obtained E/O/S operational 
instructions in case of  account 
being run by more than two persons 
as well. In such a situation, can the 
branch’s action be considered 
lawful/valid?

Ans. Yes, the branch’s action can be 
considered lawful/valid.   When two or 
more persons, other than as partners/ 
trustees, open an account in their 
personal names, the account is said to 
be a joint account. This reconciles with 
the principle of  Devolution of  Joint 
Rights, which is covered under section 
45 of  the Contract Act, 1872. This 
section reads as under:

 “When a person has made a promise 
to two or more persons jointly, then 
unless a contrary intention appears 
from the contract, the right to claim 
performance rests, as between him and 
them, with them during their lives and 
after the death of  any of  them. With 
the representative of  each deceased 
person jointly with the survivor of  
survivors and after the death of  the last 
survivor with the representatives of  all 
jointly.”

 The provision of  this section is 
crystal clear which depicts in unam-
biguous terms that the joint rights and 
obligations refer to “two or more” joint 
stake holders. Hence, a joint account 
holder is not restricted to two joint 
accountholders only. The concept of  
several liability- which suggests that the 
banker can bring as many actions as 
there are debtors- also supports this 
connection.

Q.6 Can an open cheque issued in 
favour of  a company, without the 
crossing stamp be cashed at the 
counters of  the bank?

Ans. Before dealing with the question, 
it needs to be clarified that ‘open 
cheque’ and ‘cheque without crossing’ 
mean the same thing. Often but most 
erroneously, the term ‘open cheque’ is 
regarded as synonymous with ‘bearer 
cheque’. The questioner also seems to 
be suffering from this delusion.

 An open cheque may be ‘bearer’ or 
‘order’. Both types of  cheques can be 
paid in cash on the counter, if  other-
wise in order. However, a bearer cheque 
can be paid to anybody who presents it 
at the counter, whereas the order 
cheque can be paid only to the payee 
named thereon, or to the endorsee. The 
underlying principle is that the negotia-
tion of  bearer instrument is completed 
by delivery while that if  the order 
instrument is completed by endorse-
ment and delivery. (Sec 46 of  the Nego-
tiable Instruments Act, 1881)

 Identically, a crossed cheque may also 
be payable to the bearer, or to the order 
of  a certain person. The principle 
regarding payment is the same as in the 
case of  open cheque with the differ-
ence that a crossed cheque can be paid 
only to a bank.

 It can be safely contended that there 
is no legal bar on paying of  a cheque 
drawn in favor of  a limited company in 
cash on the counter of  the drawer bank. 
However, the difference is between 
“can” and “shall”, which means that, 
“Yes, it can be paid; but no, it shall not 
be paid”.
 
 A company invariably has a bank 
account and according to the estab-
lished practice, it makes all payments 
through cheques and all cheques 
received by it are deposited into its 
bank account for collection. Hence, 
presentment of  a cheque on the bank’s 
counter for cash payment will not be in 
line with the established practice and 
will, therefore not meet the require-
ments of  payment in due course, (S.10 
of  the N.I.A). This means that by making 
such payments, the paying bank shall be 
deprived of  legal protection. The 
banks, therefore, abstain from making 
such payments.

Some of  the common branch banking 
problems and solutions are given 
below: 

Q.1 Mr. Shahryar Ali and Mr. Vaqar 
Ahmed have a joint account at your 
branch. Instructions to operate the 
account are “by either or survivor”. 
Mr. Shahryar Ali requests you to add 
Mr. Iqbal Khan as his agent to operate 
the account and has executed a power 
of  attorney in favor of  Mr. Iqbal 
Khan. How would you proceed with 
this request?

Ans.  One signatory of  a joint account 
cannot delegate his powers to operate the 
account to any third person. This 
requires an authority signed by all the 
joint account holders. Hence, Mr. Shahr-
yar Ali‘s request cannot be acceded to 
unless it is also signed by Mr. Vaqar 
Ahmed.

Q.2    An attachment order issued by 
an Income Tax Officer against Mr. 
Nadeem Usman for the sum of  Rs. 
50,000/- is received at your branch. 

There is no such account at the 
branch. However, an account in the 
joint names of  Nadeem Usman and 
Waseem Usman does exist with a 
credit balance Rs. 145,379.28. The 
account is required to be operated 
jointly by both the joint accounthold-
ers. How would you act upon the 
attachment order?

Ans.   As provided under Section 226 of  
the Income Tax Act, share of  the two 
joint account holders, as it pertains to the 
balance of  the account, is presumed to be 
equal unless it is explicitly stated other-
wise. Hence, if  the account is bound to 
pay half  of  the amount to Nadeem 
Usman, the bank can attach up to half  of  
the amount or the amount of  the order, 
whichever is less, in compliance of  the 
order.

 In the given situation, the bank shall be 
committed to pay Rs.50,000/- to the ITO 
concerned to the debit of  the account. 
The bank shall stand fully discharged 
from its liability towards the account 
holders to the extent of  Rs.50, 000/- thus 
paid.

Q.3    An order nisi is served on the 
bank attaching a sum of  Rs. 71,000 
only in the account of  Messrs. ABC 
Trading Co. maintained at one of  its 
branches. The account then has a 
credit balance of  Rs. 110,000. Simulta-
neously, a cheque for Rs. 35,000 is 
presented for payment. How can the 
situation be handled? 

What action will be taken in the 
instance? 
(i)The cheque presented for payment 
was for Rs. 45,000 and
(ii)The order was to attach the entire 
balance available in the account?

Ans.  If  the garnishee order specifies the 
amount to be attached, any amount in 
excess of  such specified amount remains 
available to the accountholder to use at 
his discretion (Plunker v. Barclays Bank 
Ltd. (1936)2 K.B. 107). 

 In the given situation, Rs. 71,000 shall 
be transferred to Sundry Deposit 
Account (certain banks transfer the 
amount to Suspense Account) and the 
accountholder should be informed 

Journal of  The Institute of  Bankers Pakistan 35



Journal of  The Institute of  Bankers Pakistan36

Banking

 This is an impressive performance for 
a sector which only became a focus of  
policy around 2001, but to become a 
vibrant part of  the financial landscape 
there is much that remains to be done. 
The industry faces a number of  challenges 
that need to be addressed while at the 
same time there are many opportunities 
which need to be fully utilized to achieve 
the aim of  inclusive finance for all.

 Obviously, external challenges like 
adverse security situation in KPK & 
Balochistan, floods for consecutive years 
and energy woes have resulted in damp-
ening the growth of  the sector. However, 
the sector is working to address these 
risks through exploring the possibility of  
setting up a risk mitigation fund for the 
sector that can help institutions secure 
themselves against losses from natural 
disasters or terrorism related incidents. 

 There are also several internal 
challenges. Funding to fuel the required 
expansion remains a key concern. MFPs 
are moving from grant based and subsi-
dized loans for on-lending towards 
commercial loans. Guarantee funds by 
SBP and the Pakistan Poverty Alleviation 
Fund (PPAF) have played a crucial role in 
promoting commercial lending to the 
industry. However, heavy public sector 
borrowing by the government from 
commercial banks in recent years has 
made it harder for microfinance provid-
ers (MFPs) to access these sources. 
MFPs have thus tried to diversify their 
funding sources by exploring money 
markets, debt capital markets and internat- 
ional sources. Despite low investment in 
the overall economy, the microfinance 
industry in Pakistan continues to attract 
investor attention, both local and 
international. Recent acquisitions of  
Khushhali Bank Limited (KBL), Apna 
MFB, U-MFB and launch of  green field 
institutes like Advans MFB and Waseela 
MFB are reflections of  this trend. Inves-
tors include high net worth individuals, 
mobile network operators, commercial 
banks and international development 
institutions. 

 Another challenge lies in the relatively 
high operating costs due to rising 
inflation and reliance on conventional 
delivery channels. It is hoped that wide-
spread adoption of  branchless banking 
will lead to development of  alternate 
delivery channels resulting in cost reduc-
tion and increased outreach. With over 
120 million mobile connections and only 
2.4 million active microfinance borrow-
ers, this area offers an opportunity for 
the industry to expand its outreach and at 
the same time reduce costs. At present, 
over four branchless banking models 
have been deployed and another six have 
obtained licenses and are at the pilot 
stages. Also, the G2P payments worth 

formed a steering committee to draft 
regulations for the sector. It is hoped that 
this will lead to the improvement in the 
standards of  corporate governance, 
strengthen institutes, provide legal 
recourse for the non-bank MFPs and 
institutionalize client protection. 
Increase investor confidence, provide 
political cover, regulatory guidance and 
increase in financial transparency for the 
industry. Moreover, with the progress on 
regulations for micro-insurance by SECP 
it is hoped that insurance segment of  
microfinance will also move beyond the 
infancy stage. Studies have shown that 
there is great need and demand for 
micro-insurance products particularly in 

USD 9.3 billion can now be channelized 
through the branchless banking network. 
In addition, the development of  a 
nation-wide credit information bureau 
for the microfinance sector currently 
underway will also lead not only to reduc-
tion in credit risk, induce credit 
discipline, avoid over indebtedness, but 
also make it possible to reward borrow-
ers with good credit history by up-scaling 
their loan sizes. SBP’s decision to allow 
microenterprise lending and extending 
SME Guarantee Facility to MFBs has 
opened up whole new market strata for 
these institutes. MFBs can now signifi-
cantly upscale their loans to cover micro 
enterprises and also the lower end of  
small and medium enterprises.

 At the policy level, a key challenge is 
the absence of  regulatory and legal cover 
for the non-bank MFPs (such as NGO-
MFIs and RSPs). The microfinance 
industry has grown to a stage where it is 
important that the regulatory umbrella 
extends beyond MFBs. SECP has 

the most vulnerable segments of  the 
population. It is anticipated that regula-
tions will be followed by product diversi-
fication covering health, livestock and 
agriculture insurance and also create 
space for establishment of  specialized 
micro insurance organizations. 

 It is acknowledged that better access to 
finance not only increases overall 
economic growth, but also helps fight 
poverty and reduce income gaps between 
rich and poor people¹.The microfinance 
revolution has provided an opportunity 
to provide access to finance to the previ-
ously marginalized. Like any develop-
ment intervention, it alone is not the 
silver bullet for poverty reduction or 
social development, but remains a key 
pillar in Pakistan’s development strategy. 
Overcoming the challenges and recog-
nizing the opportunities is important if  
the sector is to play the key role in the 
country’s development.

¹AsliDemirgüç-Kunt, TheWorld Bank. 

 

Microfinance in Pakistan has come 
a long way since being pioneered by Orangi 

Pilot Project (OPP) and Aga Khan Rural 
Support Program (AKRSP) nearly three 

decades ago. Currently, the sector 
stands at 2.4 million active borrowers, total 
outstanding loan portfolio at PKR 38 billion 
and savings at PKR 25 billion. In a country, 

where only 10 percent of the adult population 
has bank accounts and only 2 percent have 

obtained loans from financial institutions, the 
industry has a great opportunity to contribute 

towards the vision of financial inclusion. 

he microfinance industry is made up of  more than 
50 organizations, large and small. The organiza-
tions include microfinance banks (MFBs), special-
ized NGO- Microfinance Institutes (MFIs) and 

organizations running microfinance operations as part of  
multi-dimensional services. The potential market for the micro-
finance in the country is estimated to be over 27 million out of  
which only 9 percent has yet been tapped. 

 The enabling environment created by the policymakers and 
regulators, especially State Bank of  Pakistan, led to Pakistan’s 
overall microfinance business environment being ranked at 
number three globally (by the Economic Intelligence Unit of  
The Economist). The impressive growth in branchless banking 
has led Consultative Group to Assist the Poor (CGAP) of  The 
World Bank to call Pakistan ‘a laboratory of  innovation’.
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   STUDIES SHOW THAT THERE IS 
GREAT NEED AND DEMAND FOR MICRO-
INSURANCE PRODUCTS PARTICULARLY 
IN THE MOST VULNERABLE SEGMENTS 
OF THE POPULATION.
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50 organizations, large and small. The organiza-
tions include microfinance banks (MFBs), special-
ized NGO- Microfinance Institutes (MFIs) and 
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multi-dimensional services. The potential market for the micro-
finance in the country is estimated to be over 27 million out of  
which only 9 percent has yet been tapped. 

 The enabling environment created by the policymakers and 
regulators, especially State Bank of  Pakistan, led to Pakistan’s 
overall microfinance business environment being ranked at 
number three globally (by the Economic Intelligence Unit of  
The Economist). The impressive growth in branchless banking 
has led Consultative Group to Assist the Poor (CGAP) of  The 
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The Karachi Stock Exchange has outperformed majority 
of the stock markets around the world in the year 2012, up 
almost 50 percent from a low of 12,213 points on February 9th 
2012 to a high of 17,408 points on February 6th 2013. Total 
capitalization of the market, which includes some 650 compa-
nies, exceeded USD $ 43 Billion Dollars. Stellar corporate earn-
ings and one of the lowest overall market multiples in the 
region, the Pakistani markets, in the writer’s view, are still the 
cheapest markets to invest in when it comes to developing 
countries within the region.     

Opinion

millions of  new jobs, create a much larger 
tax base and in many cases, enhance a 
country’s exports and bring in financial 
stability, all of  which Pakistan badly 
needs.  NASDAQ (National  Association 
of  Securities Dealers Automated Quota-
tion) Stock market within its past 42 years 
of  history has become the primary 
market for raising funds for new ideas. 
Along the way, it has created a Market 
Capitalization of  USD $4.5 Trillion 
dollars just by listing little over 2784 
companies.  The more mature and well 
established companies go to NYSE (New 
York Stock Exchange) for listing.  
NASDAQ is the backbone of  corporate 

America, not to mention the products 
these companies export to the rest of  the 
world and create a larger corporate tax 
base for their nation through the profits 
they earn.

 We do not have to go that far away 
from Pakistan to look at the benefits of  
less stringent listing requirements by a 
stock exchange and its positive effects on 
the New Economy.  The Bombay Stock 
Exchange was founded in 1875 and as of  
2012, it had 5163 listed companies with a 
total market capitalization of  USD $ 1.2 
Trillion Dollars. It took BSE 137 years to 
create $ 1.2 Trillion in market capitaliza

By Mir Mohammad Alikhan

ver $15 Billion worth of  wealth was created through the stock markets 
of  Pakistan within the last year alone. Looking at this phenomenal 
number, a simple question comes to my mind- how has it benefited the 
younger generation of  our country? Another question that goes hand in 
hand with capital markets and its growth is, how many young people 

were able to get financing for their ideas through this platform? Stock markets are not 
only a vehicle to raise equity by listing shares after the company has matured or to raise 

additional funding for expansion or 
corporate takeovers, it should primar-
ily be the place where younger, less 
capitalized companies can also come 
and raise funds for their ideas. The 
most important role of  any stock 
market is to fund those ideas which 
commercial banks will not entertain 
because usually a startup company may 

PAKISTAN 

MARKET

not have assets to pledge to a bank 
and get the financing.  As an 
investment banker, your true 
talent lies in the ability to gauge 
the pros and cons between a 
company with almost no assets 
and a company with millions of  
dollars in tangible assets. After all, 
almost all the innovations of  the 
past 100 years have been by 
companies which had great ideas 
and little or no initial funding.   

     Just look at the past 35 years of  
the world corporations coming up 
with the best of  innovations and 

KSE Index from Feb 2012- Feb 2013

Low 12,213

High

% Change

17,408

42.54%

you will get a clearer picture. Imagine if  
Netscape, the first internet browser 
company in the world never received any 
financing because it had no tangible 
assets, which it did not.  Would you be 
surfing the web today with the much 
better and improved versions of  the web 
browsers? If  Bill Gates (Microsoft), Jeff  
Bezos (Amazon.com), Mark Zuckerberg 
(Facebook) and hundreds of  founders of  
other companies in the world had to go 
to seek financing from a commercial 
bank, having no assets except a brilliant 
idea, instead of  the stock markets, the 
world would have lost out on the most 
recent technological wonders of  the past 
50 years.  New and young companies are 
the backbone of  an economy. They not 
only bring the best of  ideas to the 
market, keeping up with the need of  the 
ever changing times, they also generate 

SCOPE, CHALLENGES AND MUCH NEEDED REFORMS
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tion. On the other hand, The National 
Stock Exchange, also situated in Bombay, 
founded in 1992 with the aim to become 
a source of  funding for young and 
upcoming companies, has attracted some 
1652 new companies since its inception. 
The astonishing difference is that it also 
has a market capitalization of  about USD 
$ 1 Trillion dollars. What took BSE 137 
years to create a market cap with 5163 
companies, took NSM just 21 years with 
a mere 1652 companies. 

 In this day and age of  technology 
driven  economies, service industry 
companies have a much higher chance of  
faster growth than manufacturing 
companies. Manufacturers usually have 
tangible assets in the form of  land, 
equipment, machinery, etc. but service 
company’s main assets are its ideas and its 
human capital. The software industry of  
India was entirely financed through 
venture capital first and followed by 

Initial Public Offerings. India in the past 
25 years has created the most number of  
millionaires and just lags behind China in 
creating new billionaires.  Was India able 
to do this because it has better talent and 
better ideas than Pakistan? Absolutely 
NOT. It happened because the financial 
regulators of  the stock exchanges paved 
the way for companies to raise capital 
with ease. They allowed newly estab-
lished companies to come to the market 
and be judged by the investor response 
rather than the regulators themselves 
acting as judges of  the viability of  an 
idea. It is not the job of  the regulator to 
determine if  the idea is good or bad. In 
actuality, it is the talent of  an investment 
banker to pick a winner out of  all the 
companies which approach him for 
raising funds. In my 20 years of  experi-
ence on Wall Street, all the way from a 
stockbroker to the CEO of  an invest-
ment bank, I have been involved with 
over 150 initial public offerings.  Out of  

which in 60 IPO’s and above, I acted in 
the capacity of  an underwriter, 
co-underwriter or as a venture capitalist. I 
learnt from the best on Wall Street. If  I 
had to point out one thing which stands 
out in my learnings, it would be the fact 
that a great investment banker is not the 
one who can buy a winning stock after it 
has gone public; that would be the job of  
an analyst along with a stockbroker. A 
great investment banker is one who can 
identify the potential of  an idea in its 
inception stage, prior to it going public. 
Believing in that company to the point 
that he invests money right in the begin-
ning stages and usually gets out right 
after it goes public, making huge sums of  
money for his clients and repeating the 
same process throughout his career. 
Along the way as an investment banker, 
there will be deals that dont materialize 
or go south. What makes a great invest-
ment banker, is the ability to pick more 
companies that survive. 

 Better opportunities in the equity 
markets will also broaden the investor 
base in Pakistan. Currently, we have one 
of  the lowest stock market investor to 
population ratios in the region. We have 
an approximately 250,000 investor base 
out of  a population of  almost 200 
million people. Total number of  CDC 
account holders is 52,800, number of  
individual accounts with brokerage 
houses is 195,000 yet the number of  
active participants in the market is 
110,000. Another astonishing fact is that 

     WHAT TOOK BOMBAY 
STOCK EXCHANGE 137 
YEARS TO CREATE A 
MARKET CAP WITH 5163 
COMPANIES, TOOK 
NATIONAL STOCK 
EXCHANGE JUST 21 
YEARS WITH A MERE 1652 
COMPANIES. 

“

”
85% of  all registered UIN at Karachi 
Stock Exchange are from Karachi city. 
Newer listings from around the country 
will also broaden the investor base from 
other cities of  Pakistan as well.

 In comparison, India has approxi-
mately 18 million investors. Bangladesh 
3.5 million and even Iran with all the 
international sanctions and uncertainty, 
has about 3.2 million investors. When 
younger and new economy companies 
are given a chance to list their shares onto 
the equity exchanges, this will result in 
the younger generation of  Pakistan to 
enter the capital markets as well. 

 What we need in Pakistan capital 
markets are reforms. We need to give way 
to the new companies to raise funds 
through stock exchanges because the 
commercial banking environment of  our 
country does not favor new ideas to gain 
funding.  Commercial banks and asset 
leasing companies are busy funding the 
ideas of  people and entities who are 
already rich and have the initial capital to 
seek further financing. Gone are the days 
when money made money. We are living 
in the age where ideas make money.  The 
most important asset is an idea that you 
could capitalize on.  Stock exchange 
listing requirements should be relaxed. 
The regulator should be less concern 
about failure or success of  the company, 
as an over cautious approach may stifle 

growth. They should leave this worry to 
the professionals - the investment bankers. 
Either the stock exchange should be 
divided in three categories for listing, 
which could be small cap, mid cap and 
large cap, with different listing require-
ments for each category or it should 
create a new Stock exchange altogether 
for smaller companies to be listed upon.  
A new stock exchange, especially an 
electronic, non physical exchange like 
NASDAQ will cost less and will take the 
country towards a newer technologically 
advanced trading and listing platform 
with much greater transparency and 
efficiency.  

 There should also be a system of  
committed market makers in every 
security listed at the exchange. This is 
only possible with an electronic 
exchange. There should be a minimum 
of  4 market makers in every security 
applying for a listing. This will allow the 
investment bankers to thoroughly evalu-
ate the company they will commit to as 
its investment bankers and market 
makers. These market makers will not 
only provide liquidity at all times in a 
listed security but also give the investors a 
higher level of  confidence. Some of  the 
good companies listed on KSE are 
absolutely illiquid. A few thousand shares 
in buying will increase market capitaliza-
tion of  the company by millions of  
rupees and vice versa. From an interna-

tional fund manager or investor’s 
perspective, this is an absolute deterrence 
for participating in Pakistani equity 
markets. As the saying goes amongst 
traders on Wall Street, LIQUIDITY IS 
KING. It is absolutely against investment 
logic to enter even the greatest equity 
markets in the world if  there is no way of  
efficient and swift exit. Increased liquid-
ity in the markets will increase interna-
tional investor participation, thus result-
ing in a higher revenue base for the stock 
exchanges as well.  Higher market partici-
pation will also benefit the Government 
of  Pakistan as well since many of  the 
GOP owned companies (OGDC, PSO, 
PPL, PTC, etc) are also listed on the same 
exchanges.  

 It is about time that the financial 
leaders of  this country sit down with a 
higher goal of  benefitting the nation 
through capital markets reforms.  Think 
beyond immediate gains and prepare the 
nation for a long term sustainable growth 
in the markets. Pakistan CAN NOT 
afford to have another post 2008 debacle 
where the equity markets were closed 
down for over 90 days.  Pakistan does not 
need what is referred to locally in the 
markets as “PUNTERS”. Pakistan needs 
long term committed investors from 
within and outside Pakistan. This is only 
possible if  the market regulators make 
changes and adopt a more encouraging 
stance.
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tion. On the other hand, The National 
Stock Exchange, also situated in Bombay, 
founded in 1992 with the aim to become 
a source of  funding for young and 
upcoming companies, has attracted some 
1652 new companies since its inception. 
The astonishing difference is that it also 
has a market capitalization of  about USD 
$ 1 Trillion dollars. What took BSE 137 
years to create a market cap with 5163 
companies, took NSM just 21 years with 
a mere 1652 companies. 

 In this day and age of  technology 
driven  economies, service industry 
companies have a much higher chance of  
faster growth than manufacturing 
companies. Manufacturers usually have 
tangible assets in the form of  land, 
equipment, machinery, etc. but service 
company’s main assets are its ideas and its 
human capital. The software industry of  
India was entirely financed through 
venture capital first and followed by 

Initial Public Offerings. India in the past 
25 years has created the most number of  
millionaires and just lags behind China in 
creating new billionaires.  Was India able 
to do this because it has better talent and 
better ideas than Pakistan? Absolutely 
NOT. It happened because the financial 
regulators of  the stock exchanges paved 
the way for companies to raise capital 
with ease. They allowed newly estab-
lished companies to come to the market 
and be judged by the investor response 
rather than the regulators themselves 
acting as judges of  the viability of  an 
idea. It is not the job of  the regulator to 
determine if  the idea is good or bad. In 
actuality, it is the talent of  an investment 
banker to pick a winner out of  all the 
companies which approach him for 
raising funds. In my 20 years of  experi-
ence on Wall Street, all the way from a 
stockbroker to the CEO of  an invest-
ment bank, I have been involved with 
over 150 initial public offerings.  Out of  

which in 60 IPO’s and above, I acted in 
the capacity of  an underwriter, 
co-underwriter or as a venture capitalist. I 
learnt from the best on Wall Street. If  I 
had to point out one thing which stands 
out in my learnings, it would be the fact 
that a great investment banker is not the 
one who can buy a winning stock after it 
has gone public; that would be the job of  
an analyst along with a stockbroker. A 
great investment banker is one who can 
identify the potential of  an idea in its 
inception stage, prior to it going public. 
Believing in that company to the point 
that he invests money right in the begin-
ning stages and usually gets out right 
after it goes public, making huge sums of  
money for his clients and repeating the 
same process throughout his career. 
Along the way as an investment banker, 
there will be deals that dont materialize 
or go south. What makes a great invest-
ment banker, is the ability to pick more 
companies that survive. 

 Better opportunities in the equity 
markets will also broaden the investor 
base in Pakistan. Currently, we have one 
of  the lowest stock market investor to 
population ratios in the region. We have 
an approximately 250,000 investor base 
out of  a population of  almost 200 
million people. Total number of  CDC 
account holders is 52,800, number of  
individual accounts with brokerage 
houses is 195,000 yet the number of  
active participants in the market is 
110,000. Another astonishing fact is that 

     ALONG THE WAY AS AN 
INVESTOR BANKER THERE 
WILL BE DEALS THAT DON’T 
MATERIALIZE OR GO 
SOUTH. WHAT MAKES A 
GREAT INVESTOR 
BANKER, IS THE ABILITY 
TO PICK MORE COMPA-
NIES THAT SURVIVE 

“

”
85% of  all registered UIN at Karachi 
Stock Exchange are from Karachi city. 
Newer listings from around the country 
will also broaden the investor base from 
other cities of  Pakistan as well.

 In comparison, India has approxi-
mately 18 million investors. Bangladesh 
3.5 million and even Iran with all the 
international sanctions and uncertainty, 
has about 3.2 million investors. When 
younger and new economy companies 
are given a chance to list their shares onto 
the equity exchanges, this will result in 
the younger generation of  Pakistan to 
enter the capital markets as well. 

 What we need in Pakistan capital 
markets are reforms. We need to give way 
to the new companies to raise funds 
through stock exchanges because the 
commercial banking environment of  our 
country does not favor new ideas to gain 
funding.  Commercial banks and asset 
leasing companies are busy funding the 
ideas of  people and entities who are 
already rich and have the initial capital to 
seek further financing. Gone are the days 
when money made money. We are living 
in the age where ideas make money.  The 
most important asset is an idea that you 
could capitalize on.  Stock exchange 
listing requirements should be relaxed. 
The regulator should be less concern 
about failure or success of  the company, 
as an over cautious approach may stifle 

growth. They should leave this worry to 
the professionals - the investment bankers. 
Either the stock exchange should be 
divided in three categories for listing, 
which could be small cap, mid cap and 
large cap, with different listing require-
ments for each category or it should 
create a new Stock exchange altogether 
for smaller companies to be listed upon.  
A new stock exchange, especially an 
electronic, non physical exchange like 
NASDAQ will cost less and will take the 
country towards a newer technologically 
advanced trading and listing platform 
with much greater transparency and 
efficiency.  

 There should also be a system of  
committed market makers in every 
security listed at the exchange. This is 
only possible with an electronic 
exchange. There should be a minimum 
of  4 market makers in every security 
applying for a listing. This will allow the 
investment bankers to thoroughly evalu-
ate the company they will commit to as 
its investment bankers and market 
makers. These market makers will not 
only provide liquidity at all times in a 
listed security but also give the investors a 
higher level of  confidence. Some of  the 
good companies listed on KSE are 
absolutely illiquid. A few thousand shares 
in buying will increase market capitaliza-
tion of  the company by millions of  
rupees and vice versa. From an interna-

tional fund manager or investor’s 
perspective, this is an absolute deterrence 
for participating in Pakistani equity 
markets. As the saying goes amongst 
traders on Wall Street, LIQUIDITY IS 
KING. It is absolutely against investment 
logic to enter even the greatest equity 
markets in the world if  there is no way of  
efficient and swift exit. Increased liquid-
ity in the markets will increase interna-
tional investor participation, thus result-
ing in a higher revenue base for the stock 
exchanges as well.  Higher market partici-
pation will also benefit the Government 
of  Pakistan as well since many of  the 
GOP owned companies (OGDC, PSO, 
PPL, PTC, etc) are also listed on the same 
exchanges.  

 It is about time that the financial 
leaders of  this country sit down with a 
higher goal of  benefitting the nation 
through capital markets reforms.  Think 
beyond immediate gains and prepare the 
nation for a long term sustainable growth 
in the markets. Pakistan CAN NOT 
afford to have another post 2008 debacle 
where the equity markets were closed 
down for over 90 days.  Pakistan does not 
need what is referred to locally in the 
markets as “PUNTERS”. Pakistan needs 
long term committed investors from 
within and outside Pakistan. This is only 
possible if  the market regulators make 
changes and adopt a more encouraging 
stance. Th
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Opinion

and the undocumented shadow economy 
(which inhibits ultimate national growth) 
enlarges. 

 Thus, given the current status of  
Pakistan’s banking courts, it comes as no 
surprise that the NPL rate hovers at 16%, 
the net flow of  credit to the private 
sector is increasingly low (Rs. 18.3 
billion), the interest rate is incredibly 
high, and the undocumented “shadow” 
economy by some accounts comprises 
50% of  Pakistan’s total GDP. (“Policy 
rate cut by 150bps to 10.5 percent: 
private sector credit woes, improved 
inflation outlook,” Business Recorder, 
August 11, 2012; “The Secret Strength of  
Pakistan’s Economy, Naween A. Mangi, 
Bloomberg Businessweek, April 5, 2012).

 To get a snapshot of  the status of  
the banking courts – consider that in 
Lahore, as of   closing of  year 2012, over 
70 percent of  cases had not been heard. 
More significantly, four out of  five 
judges’ seats were vacant. The abysmal 
situation caused the Banking Courts 
Lawyers Forum (BCLF) to rally in 
protest, lead by BCLF President 
Chaudhry Tounas and District Bar 
Association President Chaudhry Zulfiqar 
Ali. (The Express Tribune, Banking 
Courts: Lawyers Protest Lack of  Judges, 
Nov 16 2012).  According to Shahzad 
Dada, CEO of  Barclay’s Pakistan, “the 
banking courts are severely 
understaffed…about half  of  all 
positions for judges in the banking 
courts are still vacant…due to such 

constraints, there is a lot of  backlog in 
banking court cases…the Pakistan Bank-
ing Association (PBA) is lobbying the 
Government at the highest level to 
ensure that these vacancies are filled.”
 The lack of  judges in the courts is 
only one issue – albeit a serious one. The 
entire system needs to be rehabilitated. 
According to the IMF, “the consensus is 
that enforcement of  financial contracts 
cannot take place unless the legal and 
judicial process is strengthened…the 
banking courts system need to be 
revamped and reoriented to facilitate loan 
recovery more expeditiously” (Pakistan 
Poverty Reduction Strategy Paper, IMF). 
The system has significant cracks but 
these can be addressed if  political will is 
present. The need to address these cracks 
is even more important in light of  the 
new, exciting developments in financial 
products in Pakistan over the past 
decade. 

 In their “Analysis of  Law Relating to 
Establishment of  Banking Courts in 
Pakistan,” Muhammad Naveed Chohan, 
and Muhammad Waheed Chohan, both 
Advocates, outline a helpful and rational 
set of  possible solutions. Shortage of  
judges is one fundamental issue, 
additionally, the target areas that need to 
be addressed are: forum, capacity, and the 
classification and appointment of  judges. 
The authors argue for one single judicial 
forum with all the powers to adjudicate 

banker-consumer disputes, instead of  the 
current system where certain matters are 
deferred to the High Courts. Capacity 
needs to be increased by establishing 
more courts; particularly in areas where 
no court exists (Islamabad and Sialkot are 
two examples). Judges should be classi-
fied according to their experience; and 
they should be appointed by the judiciary 
instead of  by the federal government 
(“Analysis of  Law Relating to Establish-
ment of  Banking Courts in Pakistan,” 
Muhammad Naveed Chohan, and 
Muhammad Waheed Chohan,” 
plijlawsite.com/2011/art5.htm). 

 At the end of  the day, the substance 
of  the reform can be and should be 
subject to debate but what remains 
priority is actually establishing momen-
tum towards change. Pakistan can look to 
other developing countries who have 
reformed their systems in order to follow 
by example. While there are certainly 
problems associated with even the most 
developed banking court systems in 
advanced countries, the point is that they 
have a forum in existence which can 
somewhat support the inflow of  
litigation. Pakistan’s situation is much 
worse. In the same way that crime will 
continue to flourish unless an effective 
criminal justice is in place, so too will the 
economy continue to suffer unless there 
is a proper forum for the resolution of  
financial disputes. 

Pakistan’s banking sector has several 
holes, and stopgap measures for certain 
issues will not fix the pipe. The approach 

must be holistic. Unfortunately, there is one 
single area of the sector that, for whatever 

reason, is largely ignored and vastly 
underestimated in terms of how it affects 

the entire system – the banking courts.

Save the
banking
courts

By Nida Naqvi

eforms, however well-intentioned they may 
be, are worth as much as the paper on which 
they are written – unless they are compre-
hensive. If  a pipe is broken in several differ-
ent places, then plugging one or two holes 

will not fix the leak; the water will push even more furiously 
from the remaining holes. Unless the problems gnawing 
away at the banking courts are addressed, there is no hope 
for any other proposed banking reforms – however practical 
they may be – to actually work. 

 Banking courts support the entire borrowing-lending 
system. A well-regulated court provides the necessary forum 
to manage disputes fairly, effectively, and efficiently. Banks 
need satisfactory alternative to the courts in order to, among 
other things, recover on non-performing loans – a recourse 
without which they simply will cut back on their lending to 
the private sector. The consumer base needs adequate court 
support because otherwise, economic activity is suspended 
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The entire system needs to be 
rehabilitated. The system has 
signi�cant cracks but these can be 
addressed if political will is present. 
The need to address these cracks is 
even more important in light of the 
new, exciting developments in 
�nancial products in Pakistan over 
the past decade.  
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and the undocumented shadow economy 
(which inhibits ultimate national growth) 
enlarges. 

 Thus, given the current status of  
Pakistan’s banking courts, it comes as no 
surprise that the NPL rate hovers at 16%, 
the net flow of  credit to the private 
sector is increasingly low (Rs. 18.3 
billion), the interest rate is incredibly 
high, and the undocumented “shadow” 
economy by some accounts comprises 
50% of  Pakistan’s total GDP. (“Policy 
rate cut by 150bps to 10.5 percent: 
private sector credit woes, improved 
inflation outlook,” Business Recorder, 
August 11, 2012; “The Secret Strength of  
Pakistan’s Economy, Naween A. Mangi, 
Bloomberg Businessweek, April 5, 2012).

 To get a snapshot of  the status of  
the banking courts – consider that in 
Lahore, as of   closing of  year 2012, over 
70 percent of  cases had not been heard. 
More significantly, four out of  five 
judges’ seats were vacant. The abysmal 
situation caused the Banking Courts 
Lawyers Forum (BCLF) to rally in 
protest, lead by BCLF President 
Chaudhry Tounas and District Bar 
Association President Chaudhry Zulfiqar 
Ali. (The Express Tribune, Banking 
Courts: Lawyers Protest Lack of  Judges, 
Nov 16 2012).  According to Shahzad 
Dada, CEO of  Barclay’s Pakistan, “the 
banking courts are severely 
understaffed…about half  of  all 
positions for judges in the banking 
courts are still vacant…due to such 

constraints, there is a lot of  backlog in 
banking court cases…the Pakistan Bank-
ing Association (PBA) is lobbying the 
Government at the highest level to 
ensure that these vacancies are filled.”
 The lack of  judges in the courts is 
only one issue – albeit a serious one. The 
entire system needs to be rehabilitated. 
According to the IMF, “the consensus is 
that enforcement of  financial contracts 
cannot take place unless the legal and 
judicial process is strengthened…the 
banking courts system need to be 
revamped and reoriented to facilitate loan 
recovery more expeditiously” (Pakistan 
Poverty Reduction Strategy Paper, IMF). 
The system has significant cracks but 
these can be addressed if  political will is 
present. The need to address these cracks 
is even more important in light of  the 
new, exciting developments in financial 
products in Pakistan over the past 
decade. 

 In their “Analysis of  Law Relating to 
Establishment of  Banking Courts in 
Pakistan,” Muhammad Naveed Chohan, 
and Muhammad Waheed Chohan, both 
Advocates, outline a helpful and rational 
set of  possible solutions. Shortage of  
judges is one fundamental issue, 
additionally, the target areas that need to 
be addressed are: forum, capacity, and the 
classification and appointment of  judges. 
The authors argue for one single judicial 
forum with all the powers to adjudicate 

banker-consumer disputes, instead of  the 
current system where certain matters are 
deferred to the High Courts. Capacity 
needs to be increased by establishing 
more courts; particularly in areas where 
no court exists (Islamabad and Sialkot are 
two examples). Judges should be classi-
fied according to their experience; and 
they should be appointed by the judiciary 
instead of  by the federal government 
(“Analysis of  Law Relating to Establish-
ment of  Banking Courts in Pakistan,” 
Muhammad Naveed Chohan, and 
Muhammad Waheed Chohan,” 
plijlawsite.com/2011/art5.htm). 

 At the end of  the day, the substance 
of  the reform can be and should be 
subject to debate but what remains 
priority is actually establishing momen-
tum towards change. Pakistan can look to 
other developing countries who have 
reformed their systems in order to follow 
by example. While there are certainly 
problems associated with even the most 
developed banking court systems in 
advanced countries, the point is that they 
have a forum in existence which can 
somewhat support the inflow of  
litigation. Pakistan’s situation is much 
worse. In the same way that crime will 
continue to flourish unless an effective 
criminal justice is in place, so too will the 
economy continue to suffer unless there 
is a proper forum for the resolution of  
financial disputes. 

eforms, however well-intentioned they may 
be, are worth as much as the paper on which 
they are written – unless they are compre-
hensive. If  a pipe is broken in several differ-
ent places, then plugging one or two holes 

will not fix the leak; the water will push even more furiously 
from the remaining holes. Unless the problems gnawing 
away at the banking courts are addressed, there is no hope 
for any other proposed banking reforms – however practical 
they may be – to actually work. 

 Banking courts support the entire borrowing-lending 
system. A well-regulated court provides the necessary forum 
to manage disputes fairly, effectively, and efficiently. Banks 
need satisfactory alternative to the courts in order to, among 
other things, recover on non-performing loans – a recourse 
without which they simply will cut back on their lending to 
the private sector. The consumer base needs adequate court 
support because otherwise, economic activity is suspended 

BANKS NEED 
SATISFACTORY 
ALTERNATIVE TO THE 
COURTS IN ORDER 
TO, AMONG OTHER 
THINGS, RECOVER ON 
NON-PERFORMING 
LOANS.
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“Be glad when 
today is over. 
Succession 
of customers 
driving me 
mad, including 
one dragon 
lady. Lol”.

Personal & Professional Development

“This bank
permits staff to
make personal
domestic calls

‘within reason and
at the discretion
of the manager’

but it has no
reference to social
networking at all.”

To tweet or not to tweet:
that is the question
The advent of social networking sites has created its own
particular ethical dilemma against the backdrop of the
professional environment, as BOB SOUSTER reports.

managers to question whether use of  
social networking, or even personal 
telephone calls, should be permitted at all 
during periods when staff  should be 
working. 

 One of  Ian’s colleagues pointed out that 
BBB Bank plc has a policy permitting staff  
to make personal domestic calls “within 
reason and at the discretion of  the 
manager”, but that the policy made no 
reference to social networking at all. She 
suggested that staff  did not know where 
they stood on this issue, nor would 
younger members of  staff  consider it to 
be a major issue as long as they did their 
jobs to the best of  their ability.

 Another manager at the meeting held 
stronger views and stated that Bernard 
should be disciplined, serving as an exam-
ple to his colleagues. A colleague 
responded that this would be an 
over-reaction, as it would be impossible to 
monitor the activities of  staff, which could 
lead to some incidents being punished and 
others overlooked. This could result in 
major problems under employment law if  
BBB Bank plc was found to be applying its 
policies inconsistently.

 The comparatively new medium of  
social networking presents both opportu-
nities and threats to all organisations.

 The positive aspects include the ability 
to spread positive messages far more 
quickly and with global reach, and many 
businesses have benefited from this. For 

ernard is a trainee manager who 
currently works in a customer-
facing role with BBB Bank plc. 
Towards the end of  a long, hard 
day at the office, he posted a 

note on a popular social networking site, 
“Be glad when today is over. Succession of  
customers driving me mad, including one 
dragon lady. Lol”.

Bernard’s pages were seen by Ian, a 
manager who works in his region. Ian 

happened to be in a hotel, and to 
pass the time that evening was 

idly surfing through various 
contacts. 

 It transpired that 
Bernard and Ian had 
mutual friends on the site.

 Ian raised his concerns 
at a regional management 
meeting. He was 
concerned that many users 
of  the social networking 

site would know that 
Bernard worked for BBB Bank plc, and 
that they would not be impressed with the 
attitude portrayed by the comment. More 
seriously, he believed that customers may 
also see the comment and react in a 
negative manner. Ian’s explanation opened 
a wider discussion among the managers 
present, who debated the extent to which 
staff  were using social networking sites in 
an indiscriminate manner. It was clear that 
Bernard’s comment had been posted 
during office hours, and this prompted the 

everyone would accept that a personal 
telephone call should be permitted if  a 
domestic emergency arises, but few would 
accept that a personal call should be 
allowed to be made to a dating site. 

 Both cases involve using the 
organisation’s resources for no sound 
business purpose, but the underlying 
context influences attitudes to it.
Some large companies have addressed this 
issue directly by blocking access to ISPs 
and selected external websites, and some 
of  these have made internet facilities 
available for use by staff  during rest 
periods, but away from workstations.
Inevitably, even if  members of  staff  
cannot use workstations for personal 
communications, there is little to stop 
them from using their own smartphones 
during office hours.

 Clearly, BBB Bank plc has an outdated 
policy, and its management has to decide 
where it stands on these issues and publish 
a policy so that employees know what is 
expected of  them.

 The bank cannot hope to avoid any 
exposure on social networking media, as 
staff  will inevitably post photographs, 
comments and even videos that suggest 
some link with the organisation. However, 
it is a comparatively easy task to explain 
how social networking media can endan-
ger the reputation of  the bank by associa-
tion, and to deter staff  from making 
comments such as those posted by 
Bernard. 

This article was first published in Chartered Banker, 
the magazine of  the Chartered Banker Institute.

example, marketing departments know 
the potency of  viral promotion, when an 
advertisement captures the imagination 
of  the public and is widely disseminated 
within hours.

 The scenario portrays some of  the 
negative features associated with the 
medium. There are several specific issues 
relating to individual use of  social 
networking and broader, more general 
issues relating to what individuals should 
be permitted to do during working hours.

Bernard’s message

Bernard is a trainee manager 
and should therefore be 
mindful of  the potential 
effect of  his posts on his 
social network pages. 
Media such as Facebook 
and Twitter are now used by 
millions of  people, and there are 
many examples of  people posting 
before they think about the implica-
tions of  their words. In the early 
days of  email, many people 
jeopardised their careers by drafting 
emails and clicking “Reply to all” by 
accident.

 In Bernard’s case, he was wrong to 
depict customers as a nuisance, and one in 
particular as a “dragon lady”, even if  the 
person concerned was unlikely to see the 
post. Customers indirectly pay the salaries 
of  those who serve them and they deserve 
a better attitude. If  Bernard is in the habit 
of  making similar statements on a regular 
basis, this should be a serious concern. If  
it was a frustrated, off-the-cuff  reaction to 
a bad day, perhaps the bank should be 
more forgiving just once.

 If  Bernard is a Chartered Banker, or 
indeed holds any class of  membership of  
the Institute, he has contravened the Code 
of  Professional Conduct:

•  Upholding the highest standards of  
 diligence, integrity, honesty and trust
•  Respecting myself, my colleagues and 
 my customers

 The key words here are “integrity”, 
which suggests that the banker should 
apply consistently high moral standards, 
and “respecting… customers”. Bernard’s 
post displays anything other than respect 
for customers.

 Bernard should definitely be instructed 
to avoid such indiscriminate posting in the 

future. The extent to which the bank 
should regard it as a discipli-

nary matter would depend 
on the extent to which 
Bernard’s actions would 
be consistent with his 
general attitude and 
behaviour. 

This incident should also 
prompt the bank to make 

some general policy statement to 
all personnel in relation to behav-
iours expected of  them.

Personal communications 
during working hours

This issue has been debated widely in the 
national media and featured as a discus-
sion topic on BBC Five Live recently. 
Contributors were divided on whether 
permitting staff  to make personal calls or 
send personal emails during working hours 
was a good or bad thing. Some felt that 
most people were reasonable and would 
set sensible boundaries for themselves, 
while others stated that work time is 
business time, and that personal communi-
cations should not be permitted at all.

 One pertinent concept here is moral 
intensity, in that the activity will be 
regarded as ethical or unethical depending 
on what is involved. For example, nearly 

By Bob Souster
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“It is a comparatively
easy task to explain

how social networking
media can endanger the

reputation of the bank
by association.”

managers to question whether use of  
social networking, or even personal 
telephone calls, should be permitted at all 
during periods when staff  should be 
working. 

 One of  Ian’s colleagues pointed out that 
BBB Bank plc has a policy permitting staff  
to make personal domestic calls “within 
reason and at the discretion of  the 
manager”, but that the policy made no 
reference to social networking at all. She 
suggested that staff  did not know where 
they stood on this issue, nor would 
younger members of  staff  consider it to 
be a major issue as long as they did their 
jobs to the best of  their ability.

 Another manager at the meeting held 
stronger views and stated that Bernard 
should be disciplined, serving as an exam-
ple to his colleagues. A colleague 
responded that this would be an 
over-reaction, as it would be impossible to 
monitor the activities of  staff, which could 
lead to some incidents being punished and 
others overlooked. This could result in 
major problems under employment law if  
BBB Bank plc was found to be applying its 
policies inconsistently.

 The comparatively new medium of  
social networking presents both opportu-
nities and threats to all organisations.

 The positive aspects include the ability 
to spread positive messages far more 
quickly and with global reach, and many 
businesses have benefited from this. For 

ernard is a trainee manager who 
currently works in a customer-
facing role with BBB Bank plc. 
Towards the end of  a long, hard 
day at the office, he posted a 

note on a popular social networking site, 
“Be glad when today is over. Succession of  
customers driving me mad, including one 
dragon lady. Lol”.

Bernard’s pages were seen by Ian, a 
manager who works in his region. Ian 

happened to be in a hotel, and to 
pass the time that evening was 

idly surfing through various 
contacts. 

 It transpired that 
Bernard and Ian had 
mutual friends on the site.

 Ian raised his concerns 
at a regional management 
meeting. He was 
concerned that many users 
of  the social networking 

site would know that 
Bernard worked for BBB Bank plc, and 
that they would not be impressed with the 
attitude portrayed by the comment. More 
seriously, he believed that customers may 
also see the comment and react in a 
negative manner. Ian’s explanation opened 
a wider discussion among the managers 
present, who debated the extent to which 
staff  were using social networking sites in 
an indiscriminate manner. It was clear that 
Bernard’s comment had been posted 
during office hours, and this prompted the 

 

 

The ethical challenges when
sta� use social networks –
and how to deal with them.

everyone would accept that a personal 
telephone call should be permitted if  a 
domestic emergency arises, but few would 
accept that a personal call should be 
allowed to be made to a dating site. 
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periods, but away from workstations.
Inevitably, even if  members of  staff  
cannot use workstations for personal 
communications, there is little to stop 
them from using their own smartphones 
during office hours.

 Clearly, BBB Bank plc has an outdated 
policy, and its management has to decide 
where it stands on these issues and publish 
a policy so that employees know what is 
expected of  them.

 The bank cannot hope to avoid any 
exposure on social networking media, as 
staff  will inevitably post photographs, 
comments and even videos that suggest 
some link with the organisation. However, 
it is a comparatively easy task to explain 
how social networking media can endan-
ger the reputation of  the bank by associa-
tion, and to deter staff  from making 
comments such as those posted by 
Bernard. 

This article was first published in Chartered Banker, 
the magazine of  the Chartered Banker Institute.
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jeopardised their careers by drafting 
emails and clicking “Reply to all” by 
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person concerned was unlikely to see the 
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of  those who serve them and they deserve 
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of  making similar statements on a regular 
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it was a frustrated, off-the-cuff  reaction to 
a bad day, perhaps the bank should be 
more forgiving just once.
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indeed holds any class of  membership of  
the Institute, he has contravened the Code 
of  Professional Conduct:

•  Upholding the highest standards of  
 diligence, integrity, honesty and trust
•  Respecting myself, my colleagues and 
 my customers

 The key words here are “integrity”, 
which suggests that the banker should 
apply consistently high moral standards, 
and “respecting… customers”. Bernard’s 
post displays anything other than respect 
for customers.

 Bernard should definitely be instructed 
to avoid such indiscriminate posting in the 

future. The extent to which the bank 
should regard it as a discipli-

nary matter would depend 
on the extent to which 
Bernard’s actions would 
be consistent with his 
general attitude and 
behaviour. 

This incident should also 
prompt the bank to make 

some general policy statement to 
all personnel in relation to behav-
iours expected of  them.

Personal communications 
during working hours

This issue has been debated widely in the 
national media and featured as a discus-
sion topic on BBC Five Live recently. 
Contributors were divided on whether 
permitting staff  to make personal calls or 
send personal emails during working hours 
was a good or bad thing. Some felt that 
most people were reasonable and would 
set sensible boundaries for themselves, 
while others stated that work time is 
business time, and that personal communi-
cations should not be permitted at all.

 One pertinent concept here is moral 
intensity, in that the activity will be 
regarded as ethical or unethical depending 
on what is involved. For example, nearly 



Through the course 
of your career, you will 
be extremely fortunate 
if you never have one 
of those bosses. You 
know the kind who 
�ies o� the handle 
for no reason, changes 
deadlines all the 
time, makes you work 
all kinds of crazy 
hours or is generally 
insu�erable. To top it 
all o�, here in Pakistan 
there is no great 
expectation that you 
should be anything but 
miserable at work. 

difficult
boss

By: Mansoor Murad

How to deal with a 

hen you talk about 
your boss to your 
friends over a cup of 
tea, they tell you 
that they are in the 

exact same situation and that you 
should stop complaining. However, 
that is no solution. Most of us spend 
majority of our waking hours at work, 
and if your boss is a source of stress 
then that can easily create a toxic work 
environment. However, many of the 
tips for dealing with such a situation 
that you may �nd on the internet are 
very heavily skewed towards the 
western world, where the o�ce culture 

and norms are sometimes signi�cantly 
di�erent from ours. Bearing that in 
mind, here are some tips for what to do 
when you �nd yourself working with a 
di�cult boss.

INTROSPECTION

 In my experience, supervisors who 
have a reputation for being di�cult are 
often just as frustrated as their teams. 
Take an honest look at your own job 
performance. Are there areas where 
there is genuine room for you to step 
up your game? If you are repeating the 
same mistakes or not catching things 

which you normally should, your 
supervisor may have lost faith in your 
ability to get things right first time. Put 
yourself  in his shoes, and you may see 
your boss’s behaviour improve faster 
than you would have thought possible. 
Also, look at the entire package being 
offered by your role. If  your boss is a 
difficult person to work with, but you 
love your work, your strategy should be 
completely different to a situation 
where you are not enjoying what you 
do. Another important thing to 
consider is whether your supervisor’s 
behaviour has changed recently; in 
which case, it is likely to be a temporary 
phase brought on by the pressures he is 
under.

 Finally, if  you are doing great work 
then you are not giving your boss any 
excuse to come after you. Although 
there are few things more frustrating 
than to feel that your boss is unfairly 
loading you with too much work, 
remember that this is always a great 
learning opportunity in the short term, 
and even if  your boss is not willing to 
give you the right credit, others in the 
organisation will notice; something 
that will not harm your prospects in 
the organisation in any way. 

COMMUNICATION

 Ideally, you should be able to have a 
conversation with your boss to voice 
your concerns and seek his help in 
addressing them. This will be a very 
tricky conversation, as you have to 
make sure that your supervisor under-
stands that you are not criticizing him, 
but are trying to share your discomfort 
with the working environment in an 
effort to improve it. Therefore, it is 
important to rehearse it in advance and 

make sure that you are clear on what 
areas you will focus upon. Sometimes, 
simply putting things on the table is 
sufficient to cause a significant 
improvement in the environment. 

ANTICIPATION

  There are often telltale signs that your 
boss is about to have an unpleasant 
episode. It is vital to gain an under-
standing of  these signs and have set 
responses prepared accordingly. If  
your boss is unpredictable, have a 
variety of  responses ready in advance, 
to be used depending on how he 
behaves at the time. If  you can tell the 
boss is in a bad mood, avoid him if  you 
can, so that he doesn’t use his bad day 
to give you one also.  

 If  your boss is a bully, remember 
that bullies only pick on the weak. Give 
the outward appearance of  strength by 
appearing confident, calm and composed. 
Simply not reacting negatively to bully-
ing can often mean that the bully will 
move on and look for an easier target. 
But remember that in Pakistan the 
power structure is different as compared 
to the west. So before standing up to a 
bully (and here I mean pushing back, 
rather than refusing to react), think 
through your options just in case if  
matters become worse. 

KEEP IT PROFESSIONAL

  The old adage of  apne kaam se kaam 
rakhna applies very well to such a 
situation. The less you interact with a 
difficult boss, the more you can keep 
such interactions focused squarely on 
the project at hand, the better the 
chance of  emerging from such a 
conversation unscathed. You cannot 

change your boss’ behaviour, but you 
can change the dynamics of  your 
interaction with him. Extremely 
important in this context is to keep 
your emotions under check. When you 
feel yourself  about to react emotionally 
to such a situation, take a break. Walk 
away from your desk for a cup of  tea, 
or just a short walk to allow yourself  
some time to calm down.

 It is also vital not to take this 
baggage home with you. If  you need to 
vent, do it to a trusted friend over a cup 
of  tea, get it out of  your system and 
move on. The worst thing you can do 
is let an unhappy situation at work 
make your home life unhappy as well. 

PLAN FOR THE WORST

Ultimately though, if  the situation does 
not change, you have to change the 
situation. No job is ever worth your 
mental health, and at the end of  the 
day, you need to take a call on whether 
the value you are extracting from your 
current position (whether financial or 
professional) is worth the added stress. 
If  you ask to shift to another depart-
ment and your work performance has 
been good, HR will generally sympa-
thise and help you out, even without 
formally stating a toxic boss as the 
reason for the move. 

 The economic situation is never so 
bad implying that it would be impossi-
ble for you to find another role. You 
may need to make some trade-offs in 
order to improve your stress levels but 
you may find that in the long term 
these are worth the short term pain. 
Not to mention having a golden 
opportunity to unburden yourself  fully 
in your exit interview.  

W
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   PUT YOURSELF IN HIS 
SHOES,AND YOU MAY SEE YOUR 
BOSS’S BEHAVIOUR IMPROVE 
FASTER THAN YOU WOULD HAVE 
THOUGHT POSSIBLE.  

“

”

hen you talk about 
your boss to your 
friends over a cup of 
tea, they tell you 
that they are in the 

exact same situation and that you 
should stop complaining. However, 
that is no solution. Most of us spend 
majority of our waking hours at work, 
and if your boss is a source of stress 
then that can easily create a toxic work 
environment. However, many of the 
tips for dealing with such a situation 
that you may �nd on the internet are 
very heavily skewed towards the 
western world, where the o�ce culture 

and norms are sometimes signi�cantly 
di�erent from ours. Bearing that in 
mind, here are some tips for what to do 
when you �nd yourself working with a 
di�cult boss.

INTROSPECTION

 In my experience, supervisors who 
have a reputation for being di�cult are 
often just as frustrated as their teams. 
Take an honest look at your own job 
performance. Are there areas where 
there is genuine room for you to step 
up your game? If you are repeating the 
same mistakes or not catching things 

which you normally should, your 
supervisor may have lost faith in your 
ability to get things right first time. Put 
yourself  in his shoes, and you may see 
your boss’s behaviour improve faster 
than you would have thought possible. 
Also, look at the entire package being 
offered by your role. If  your boss is a 
difficult person to work with, but you 
love your work, your strategy should be 
completely different to a situation 
where you are not enjoying what you 
do. Another important thing to 
consider is whether your supervisor’s 
behaviour has changed recently; in 
which case, it is likely to be a temporary 
phase brought on by the pressures he is 
under.

 Finally, if  you are doing great work 
then you are not giving your boss any 
excuse to come after you. Although 
there are few things more frustrating 
than to feel that your boss is unfairly 
loading you with too much work, 
remember that this is always a great 
learning opportunity in the short term, 
and even if  your boss is not willing to 
give you the right credit, others in the 
organisation will notice; something 
that will not harm your prospects in 
the organisation in any way. 

COMMUNICATION

 Ideally, you should be able to have a 
conversation with your boss to voice 
your concerns and seek his help in 
addressing them. This will be a very 
tricky conversation, as you have to 
make sure that your supervisor under-
stands that you are not criticizing him, 
but are trying to share your discomfort 
with the working environment in an 
effort to improve it. Therefore, it is 
important to rehearse it in advance and 

make sure that you are clear on what 
areas you will focus upon. Sometimes, 
simply putting things on the table is 
sufficient to cause a significant 
improvement in the environment. 

ANTICIPATION

  There are often telltale signs that your 
boss is about to have an unpleasant 
episode. It is vital to gain an under-
standing of  these signs and have set 
responses prepared accordingly. If  
your boss is unpredictable, have a 
variety of  responses ready in advance, 
to be used depending on how he 
behaves at the time. If  you can tell the 
boss is in a bad mood, avoid him if  you 
can, so that he doesn’t use his bad day 
to give you one also.  

 If  your boss is a bully, remember 
that bullies only pick on the weak. Give 
the outward appearance of  strength by 
appearing confident, calm and composed. 
Simply not reacting negatively to bully-
ing can often mean that the bully will 
move on and look for an easier target. 
But remember that in Pakistan the 
power structure is different as compared 
to the west. So before standing up to a 
bully (and here I mean pushing back, 
rather than refusing to react), think 
through your options just in case if  
matters become worse. 

KEEP IT PROFESSIONAL

  The old adage of  apne kaam se kaam 
rakhna applies very well to such a 
situation. The less you interact with a 
difficult boss, the more you can keep 
such interactions focused squarely on 
the project at hand, the better the 
chance of  emerging from such a 
conversation unscathed. You cannot 

change your boss’ behaviour, but you 
can change the dynamics of  your 
interaction with him. Extremely 
important in this context is to keep 
your emotions under check. When you 
feel yourself  about to react emotionally 
to such a situation, take a break. Walk 
away from your desk for a cup of  tea, 
or just a short walk to allow yourself  
some time to calm down.

 It is also vital not to take this 
baggage home with you. If  you need to 
vent, do it to a trusted friend over a cup 
of  tea, get it out of  your system and 
move on. The worst thing you can do 
is let an unhappy situation at work 
make your home life unhappy as well. 

PLAN FOR THE WORST

Ultimately though, if  the situation does 
not change, you have to change the 
situation. No job is ever worth your 
mental health, and at the end of  the 
day, you need to take a call on whether 
the value you are extracting from your 
current position (whether financial or 
professional) is worth the added stress. 
If  you ask to shift to another depart-
ment and your work performance has 
been good, HR will generally sympa-
thise and help you out, even without 
formally stating a toxic boss as the 
reason for the move. 

 The economic situation is never so 
bad implying that it would be impossi-
ble for you to find another role. You 
may need to make some trade-offs in 
order to improve your stress levels but 
you may find that in the long term 
these are worth the short term pain. 
Not to mention having a golden 
opportunity to unburden yourself  fully 
in your exit interview.  
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I am invited to go to Guncan-Gima, the state of a Zen 
Buddhist temple. When I get there, I’m surprised that 

the extraordinarily beautiful building, which is situated 
in the middle of a vast forest, is right next to a huge 

piece of waste ground.

I ask what the waste ground is for and the man in charge 
explains:

‘That is where we build the next temple. Every twenty 
years, we destroy the temple you seen before you and 
rebuild it again on the site next to it. This means that 

the monks who have trained as carpenters, stonemasons, 
and architects are always using their apprentices. It also 
shows them that nothing in this life is eternal, and that 

even temples are in need of constant improvement.’

DESTROYING & REBUILDING 

View on Ban kersView on Ban kers
on lighter side

The safe way to double your 
money is to fold it over once 
and put it in your pocket.  
~Frank Hubbard

If you lend someone $20, and 
never see that person again, 
it was probably worth it.  
~Author Unknown

A bank book makes good 
reading - better than some 
novels.  ~Harry Lauder

If all bank loans were 
paid...there would not be a 
dollar of coin or currency in 
circulation.
~Robert Hemphill

Bankers know that history is 
inflationary and that money 
is the last thing a wise man 
will hoard. 
~Will Durant

The job of the Central Bank is 
to worry. 
~Alice Rivlin 
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INTERESTING QUOTES Between two evils, I always pick the one I never tried 
before. Mae West 

Get your facts first, then you can distort them as you 
please. Mark Twain 

People who think they know everything are a great 
annoyance to those of  us who do. Isaac Asimov 

If  the facts don't fit the theory, change the facts. 
Albert Einstein 

It takes considerable knowledge just to realize the 
extent of  your own ignorance. Thomas Sowell

Paulo Coelho






