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anklslami’s potential
acquisition  of
Citibank ~ N.A
Pakistan's mortgage
and ato loan portfo
lio can help the bark deploy its
dormant deposits to more

ing its size in Pakistan — with
plans to reduce its branch net-
work from 23 10 17 whil
scaling down its consu
SME barking businesse:

For BIPL, this sounds like a
great opportunity to ersb Cifi's

BIPL: Btore and after Citl deal
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Analyses&Comments by BR Research
Citi-BIPL talks augur well for Islamic consumer r banking
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Fertilizer firms makmg fertile gains W

| sillion, which is currently in
| Jue diligence stage, in addition
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lucrative earting asscts. And if’ old portfolio at the time of
the deals go through, it can dearth in private sector eredit
potentially add roads to Islamic off-take, cspecially in the con-
consumer banking in Pakistan sumer scgment. Besides, it is in
amid global recognition of accordance with ifs expansion-
Islamic mode of financing a5 ary plans as evident by its ris-
an alternative to conventional ing number of branches which
!evemgmg in the new financial rose by 66 to 102 in 200.

Al the end of March 2009,
BIPL had kept 25 percent of its
assets in cash and balances

EIFI_ has shown its interest
in buying Citi’s auto loans with
n estimated worth of Rs2.3
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with other banks against the
indusiry average of 10 percent.
If the bank re-positions its
assets 10 the tune of Rs3.6 bil-

lion, assuming that it buys
Citi’s portfolios at par, it will
still be adequately liquid (9%
10 total assets). This can heip
th

pricing of consumer portfolio

However, on the flip side,
this could also add risk to
BIPL's assets consideting the
infectious nature of consumer
portfolio. Although, all those
risks should be priced in the
deal; even if it’s not, BIPL has

margins in the upcoming

against any inherited definquen-

<y as its non-performing
(NPLs) are at mere 2,
of gross advances versus indus-
ry's NPLs 0f 7.3 percent
Bank’s total exposure o cor-
sumer portfolio was RsL.1 bil-
Tion (17% of total advances) as

e bank capitaize on premium_enough space to cushion tself of March cnd and the propeced

acquisition can increase that
number to Rs4.8 billion (47%
of total advances).
Nonetheless, excess liquidity in
the system, which must have
increased BIPL’s deposit base,
can be converted to relatvely
casily available corporate loans
that might reduce its exposure

10 consumer segment.

Interestingly, the deal will be
one of a kind, with the conver-
sion of canventional portfolio
into [slamic — the only prece-
dent being that of Meezan
Bank’s acquisition of Societe
Generale's Pakistant operations
at the time ofits inception.

IF this acquisition is success-
fully completed, it will spen
doors for more conversian of
conventional assets into
Islamic, which has grown by
heaps and bounds to hold 4.3
percent of banking assets s
against mere 0.3 percent at the
end of 2003

(o Citi's already scrutinized
mortgage portfolio, worth near-
ly Rs1.3 billion.

These deals can increase the
bank’s advance-to-deposits
ratio (ADR) from a meager 41
percent to 64 percent
Although, that would still be
lower than- the hanking indus-
try average of 77 percent, it
will at least be at par with the
Islamic banking average of 66
percent.

litibank's mative is 1o ratio-
nalize its Pakistani operations
in fine with its global strategy
and has already tarted squeez-

he central bank’s recent
Tnmi to pump Rs82 billion
in Tameer Microfinance
Bank as a part of its instituion
strengthening  programme
revives the debate on a long.
lstanding issue:  the viability of
imicrofinance in Pakistan. The
lack of attention on this subject
has been a result of the odd
combination of intrinsic issues
with money lending in Pakistan,
coupl
cial

s

with microfinance in

d with the problems asso- cfi

Small entrepreneurs’ haven

Conventionally, barks have
tended to focus on loaning large
amounts of money to a relative-
Iy concentrated market, which
makes its business cost effi-
cient. On the flipside, microfi-
nance, with its focus on lending
small sums o a huge customer
base, has had the inherent prob-
lem of disparity between the
cost of processing a client ver
sus the return t'rom the said
nt. Banks have also found it
difficult to hedize themselves
from losses as people from

poverty siricken or underprivi-
leged arcas rarely have assets
that they ean use as collateral
Furthermore, the pervasive
nature of the informal money
lending system is proving to be
a hindrance in the adoption of
microfinance. This system,
completely unregufated with no
authoritative agency to enforce

debt. Despite the obvious disal-
vantages, the system is easy 0
aceess with litle or no cond
tions tor fulfill prior to borrow-
ing — giving tough competition
to commercial banks and other
formal micro lenders which typ-
ically require extensive know-

have limited themselves to
urban or semi-urban societies,
where the risk is much lower. In
order to coax commercial bastks
into stepping out of their com-
fort zone, an approach must be
devised that mitigates the risks
faced in rural areas and lowers

both operatiens and client infor-
mation to banks at a certain fee,
Such bureau - either run by the
govemment or under public-pri-
vate ip forrmuia - would
ot just collect pertnent informa-
tion about potential borrowers
but 50 onng together “groups”

before any transaction is con-

consumer rights, allows money firmed.

lenders to charge the desperate
borrowers, sky high interest
rates lcading to further
entrenchment in ever-rising

These issues, therfore, have
kept a wide majority ¢ s at
bay from microfimance business
while those that have ventured

the cost of acus-
touner buse: in.a given area

One way o solve this probkin
1510 Set up burcau that will do
much of the grunt work involved
in developing a client base in
rural areas and then handover

of interested in
obtaining a microfnance facility
and create awareness in scciety,
While micro-finance may not
be the sole solution o climinate
povrty. itis indeed a key ingre

dienr. Evidence suggests lha:

active houscholds|

with access to microfinance
facilities and complimentary)
resources have been able to bet-
fer themselves in many ways|
and have ultimately achieved |
higher standard of living,
Microfinance should, thus, not)
be considered just a charitablef
activity with no chance for

its; Instead concrete steps|
should be taken to ensure ils|
sustainability to boost national]
oulpu! by lifting those stuck|

e poverty line.
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