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SECRETS TO REGIONAL SUCCESS

THE YEAR 2015 is set to usher in a whole new era of integration
and liberalisation for the ASEAN (Association of Southeast
Asian Nations) region as the ASEAN Economic Community
(AEQ) officially clocks in. While 2015 is a notable milestone,
regionalisation and liberalisation will continue to be an arduous
work in progress as ASEAN strives to overcome teething
problems and learn from the precedents of European Union (EU)
integration.

Among the goals of AEC are the integration of ten highly
disparate markets into a colossal single market of over 600
million people and the dismantling of trade and economic
cross-border barriers, resulting in tremendous opportunities for
economic and business growth.

In particular, the financial services sector stands to benefit
immensely from ASEAN’s unfolding markets as barriers tumble
down. But while prospects are bright, risks abound too, as we
report in our cover story on ‘ASEAN Banks’ on Cross-border
Opportunities. In short, well-capitalised local banking giants
based in the more developed markets of Singapore and Malaysia
- such as OCBC, DBS, Maybank and CIMB - could spread their
wings regionally, unencumbered by rivals from the developed
EU and US markets as the latter retreat to lick their wounds from
the numerous banking crises and scandals post-2007. There is
also ample opportunity to develop Shariah banking models in
the ASEAN blue ocean for Islamic finance.

Bear in mind though that there is no one-size-fits-all formula
for success. The ultimate winners will be those banks and financial
institutions which are open to change and tailor their strategies
to fit the quirks of individual markets and segments. Innovation
and reinvention will be the core ingredients for regional success.

Regulatory efforts to strengthen banks and manage risks are
critical to support regionalisation efforts. Bank Negara Malaysia
(BNM) - headed by GovernorTan Sri Dr. Zeti Akhtar Aziz (ranked by
Global Finance magazine as one of three Grade A central bankers
for 2013) - has introduced new legislation effective 30 June 2013.
The Financial Services Act 2013 (FSA) and the Islamic Financial
Services Act 2013 (IFSA) are carefully planned to develop the
conventional and Islamic financial sectors, enhance financial

stability and regulatory oversight, and ensure good governance.
These are essential to place Malaysia and its financial institutions
on a stronger footing in a more competitive and integrated
landscape. In this issue, we assess the most salient and impactful
regulations in the FSA and IFSA.

Another factor that drives success is people. The Malaysian,
ASEAN and Asian banking sectors currently suffer numerous
talent challenges. How do we get people of the right calibre
and competencies to fill the evolving banking roles of the 21st
century? How do we develop a sustainable talent pipeline? The
upcoming Asian Banking School proposes a solution which will
fuse innovative pedagogies and technology with professional
standards and blended learning cultures and systems to develop
the needed talent. To be officially launched in December 2013,
the School aims to help banks rethink their education and
training agenda to compete and succeed in a borderless market,
says IBBM CEO Tay Kay Luan.

Last but not least, banks should pay attention to mitigating
the risks of money laundering and terrorism financing which
are heightened with liberalisation and borderless markets. Dr.
R. Bhaskaran, Chief Executive Officer of the Indian Institute of
Banking and Finance, advises banks to emphasise customer due
diligence and comply with Know Your Customer (KYC) norms
in order to meet the increasingly stringent challenges of AML
(anti-money laundering) and CFT (combating the financing of
terrorism). Collaboration between banks and regulators is also
vital to ingrain AML/CFT principles and ensure the AML/CFT
regime is implemented and enforced effectively.

While it is hardly exhaustive, we hope that this issue of
‘Banking Insight’ offers ample food for thought as you and
your organisation navigate the thrilling yet challenging waters
of the upcoming ASEAN regionalisation. Do write in to us with
bouquets or brickbats at oili@ibbm.org.my. We welcome your
feedback! %
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ADB revised
down its 2013
gross domestic
product (GDP)
growth forecast
for the region to
6% from 6.6%
seen in April.

ASIAN GROWTH
SOFTENING

economic activity in China and India
and jitters over the US quantitative easing (QE) programme will
weigh on Asia and the Pacific’s growth prospects in the near term,
noted a recent Asian Development Bank (ADB) report.

“Asia and the Pacific 2013 growth will come in below earlier
projections due to more moderate activity in the region’s two
largest economies and effects of QE nervousness,” said ADB
Chief Economist Changyong Rhee. “While economic activity will
edge back up in 2014, current conditions highlight the need for
the region to exercise vigilance to safeguard financial stability in
the short term while accelerating structural reforms to sustain
economic growth in the longer term.”

In an update of its flagship annual economic publication, ‘Asian
Development Outlook 2013; the ADB revised down its 2013 gross
domestic product (GDP) growth forecast for the region to 6% from
6.6% seen in April. For 2014, growth is now projected at 6.2% from
6.7% in April. In 2012, growth came in at 6.1%.

The ADB said that Southeast Asia’s growth will be crimped by the
soft performances of its three biggest economies with lacklustre
exports .and- moderating investment weighing on Indonesia,
Thailand and Malaysia. By contrast, the Philippines is expected
to continue to perform strongly. The sub-region will grow 4.9% in
2013, with the pace set to quicken to 5.3% in 2014, as it benefits
from an investment recovery and firmer exports, supported by
improved global trade and recent currency depreciations. %

World Bank sets interim poverty
target at 9% in 2020

WORLD BANK GROUP President Jim Yong Kim has
called for urgency in tackling poverty and in October 2013
announced that the World Bank has set an interim target to
reduce global poverty to 9% in 2020. If achieved, this would
mark the first time the rate has fallen into the single digits.

The milestone was based on a World Bank economic
analysis of global poverty trends towards reaching a goal of
ending extreme poverty by 2030. Living in extreme poverty
is defined as below USD1.25 a day.

World Bank Group economists found if developing
countries continued their strong growth rates in the coming
seven years — far from a given - the global rate would dip

below 10% for the first time since such figures were first
reported in the World Development Report in 1990. Since
1990, when 43% of the people living in developing countries
lived in poverty, global poverty has been in a steady retreat.
An estimated 1.9 billion people lived in poverty in 1990, and
that number fell to 1.2 billion in 2010.

Reaching 9% in 2020 would mean an estimated 690 million
people would still be living in extreme poverty. If achieved, the
world would have 510 million fewer people living in poverty
in 2020, compared to a decade earlier. That would be the
equivalent of half of the population of the continent of Africa,
or more than double the population of Indonesia. %



GOVERNANCE
KEY TO
ASIA-PACIFIC

ASIA AND THE PACIFIC'S ECONOMIC
GAINS must be matched by stepped-
up efforts on governance so that growth
benefits can be more evenly shared
and development progress locked in,
according to the ‘Asian Development
Outlook 2013!

“Progress on good governance has
lagged well behind the region’s eco-
nomic achievements and there has been
little headway in closing the governance
gap with advanced economies,” said ADB
Chief Economist Changyong Rhee.“There
is abundant global evidence to show
that governance improvements correlate
strongly with faster and more inclusive

growth, higher in-

Political vestment, and more
stability rapid poverty reduc-
an d tion.

On a sub-regional
regulatory basis, Central Asia is
quality are weak on all govern-

the key ance indicators while

issues in East Asia shows
strong government

South Asia. effectiveness, regu-

latory quality and
rule of law, but lags in controlling cor-
ruption. Southeast Asia also struggles
with controlling corruption and giving a
voice to all its citizens. Political stability
and regulatory quality are the key issues
in South Asia.

Since individual countries are at
different stages of development, there
is no one-size-fits-all approach to
governance improvements, the report
says. However as a general rule of thumb,
low-income countries should look to
improve government effectiveness, the
quality of regulation and rule of law,
and to scale up corruption controls
to support growth. Middle-income
countries, meanwhile, need to respond
to the aspirations of increasingly affluent
citizens who want to have a greater say in
the development process. %

REMITTANCES

BOOM

REMITTANCES CONTINUE to
be a major source of income for
the developing world, which is
expected to receive USD414bn
in migrant remittancesin 2013,
an increase of 6.3% over the
previous year. This is projected
to rise to USD540bn by 2016.

Globally, the world’s 232
million international migrants
are expected to remit earnings
worth USD550bn this year,
and over USD700bn by 2016,
according to the latest issue of
the World Bank’s Migration and
Development Brief.

Thetop recipients of officially
recorded remittances for 2013
are India (with an estimated
USD71bn), China (USD60bn),
the Philippines (USD26bn),
Mexico (USD22bn), Nigeria
(USD21bn),and Egypt (USD20bn).
Other large recipients include
Bangladesh, Pakistan, Ukraine
and Vietnam.

Growth of remittances has
been robust in all regions of
the world, except for Latin
America and the Caribbean,
where growth decelerated due

to economic weakness in the
United States.

However, the high cost
of remittances is a burden.
The World Bank highlighted
that the high cost of sending
money  through  official
channels continues to be an
obstacle to the utilisation of
remittances for development
purposes, as people seek out
informal channels as their
preferred means for sending
money home. The global
average cost for sending
remittances is 9%, broadly
unchanged from 2012.

While remittance costs seem
to have stabilised, banks in
many countries have begun
imposing additional ‘lifting’
fees on incoming transfers,
including remittances. Such
fees can be as high as 5% of
the transaction value. Some
international banks are also
closing down the accounts
of money transfer operators
because of money laundering
and  terrorism  financing
concerns. %
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sian banks are facing

a convergence of

opportunity, one where

the future could see

the local players and
not the beleaguered internationals
emerging as winners in the
regionalisation battle. Western banks
have long looked to the booming
Asian markets to boost sluggish
growth in their home countries,
but concern over the future of the
Euro has put pressure on funding
and distracted European banks
from their foreign expansion plans.
Consequently, according to data
from Morgan Stanley, European
banks have seen their share of large
Asian trade deals slumping to just
8% from the 2010 level of 43%.

While Western banks are still
struggling with the aftermath of
the recession, Asian banks have
largely been spared, and they are
stepping up to take advantage of
this situation. Asian cross-border
banking merger and acquisition
(M&A) deals from 2006-2010 had
more than doubled from the five
years prior, according to the Oliver
Wyman consultancy’s ‘Future of
Asian Banking’ report, and the
trend has persisted. In further
evidence of strength, Asian banks
have seen an average revenue
growth rate of 9%; Singapore has
become a global hub for wealth
management; while return on
investment in developed markets

such as Malaysia.jg,&c')w over 15%.

e &
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IN FURTHER EVIDENCE
OF STRENGTH, Asian
banks have seen an
average revenue growth
rate of 9%; Singapore has
become a global hub for
wealth management; while
return on investment in
developed markets such as
Malaysia is now over 15%.
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PROSPECTS W ASEAN banks on cross-border opportunities

“Not only are Asian banks increasingly
important components in investors’ portfolios,
increasing the competition for capital that
Western banks face, but they now have their
own stock currency to finance acquisitions: a
new-found financial strength that they have
started to deploy overseas,” said Jason Ekberg,
Principal at Oliver Wyman.

Singapore’s DBS Bank and Malaysia’s
CIMB and Maybank are among the financial
players stepping up where European banks are
retreating, often using their agility to compensate
for comparatively less sturdy balance sheets.
Last year, CIMB acquired part of the Asian
businesses of the Royal Bank of Scotland, to
name one example. Meanwhile, DBS pledged
to stick to its plans to expand in Indonesia even
though its plans to buy Bank Danamon recently
stumbled at a regulatory hurdle.

ASEAN banks:

Leaders and followers

“The centre of economic gravity is shifting to
East Asia, and ASEAN is an important market
within that,” said Iwan Azis, Head of the Office
of Regional Economic Integration at the Asian
Development Bank. Azis told the ‘Wall Street
Journal’: “Asian integration is happening even

without deliberate policies or initiatives.
It’s market-driven.”

Established in 1967, the Association
of Southeast Asian Nations (ASEAN)
is made up of ten countries: Brunei,
Cambodia, Indonesia, Laos, Malaysia,
Myanmar, the Philippines, Singapore,
Thailand and Vietnam. Over 600 million
people live in the region, or around 9% of
the world’s total. The group’s combined
gross domestic product (GDP) stood
at USD2.3 trillion in 2012, or 3% of the
world’s total, according to data collected
by Deutsche Bank. Income levels among
ASEAN member countries are however
hugely diverse: GDP per capita in
Singapore stands at around USD49,000
at the one end, while Myanmar and
Cambodia have a GDP per capita of just
below USD900.

The three biggest banks in ASEAN
ranked by Tier-1 capital and profitability
are all found in Singapore. DBS Bank
tops the rankings among ASEAN banks,
making it the 58th largest lender in the
world. Otherleading Singapore banks are
Overseas Chinese Banking Corporation
(OCBC) and United Overseas Bank.
Singapore-based banks account for 28%
of all assets in the ASEAN region, but
aggregated pre-tax profits only account
for 19% of the total profits in the region.

“The centre of economic gravity is
shifting to East Asia, and ASEAN is an
important market within that.”

Iwan Azis, Head of the Office of Regional Economic Integration at

the Asian Development Bank

A more even balance between assets
and profits is found in Malaysia, whose
banks account for 28% of the total assets
in ASEAN and 27% of profits. Looking at
just Tier-1 capital, Singapore’s lead on
its neighbours is shrinking: Malaysia’s
Maybank and Thailand’s Bangkok Bank
are gaining on the leaders. Public Bank,
CIMB Group, Siam Commercial Bank
and Kasikornbank also feature among
the top ten ASEAN banks.
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The 43rd ASEAN Banking
Council meeting takes place this
November in Myanmar, a country
whose  underdeveloped financial
sector stands in stark contrast to the
leading ASEAN nations. In the past
year, Myanmar has taken a number of
steps to overhaul its banking system,
including floating the currency and
implementing a foreign investment
law. At last year’s Banking Council
meeting in Kuala Lumpur, participants
were urged to focus on areas of
mutual collaboration in order to stand
up to the challenges and risks in the
region. In her keynote speech, Bank
Negara Malaysia Governor Tan Sri
Dr. Zeti Akhtar Aziz pointed out how
much diversity remains between the
economies within ASEAN. This means
efforts should be focused on increased
financial integration, higher levels of
intra-regional trade, and greater two-
way cross-border investment flows.

National and

international growth

As ASEAN banks enjoy the
convergence of growing local markets
and a partial retreat of international
players, regionalisation remains a hot
topic. “Everybody is trying to increase
economic scale, and focusing in the
Asian region. We see the Asian banks

trying to increase their economic
scale, not just in their respective home
markets but regionally,” Winang
Budoyo, Chief Economist at CIMB
Niaga, said at the Sydney ‘Bellwether’
Summit arranged by ‘The Economist’.
Anton Gunawan, Chief Economist at
Bank Danamon Indonesia, identified
three ‘pull factors’ encouraging
ASEAN banks to look outside their
home markets: the growing influence
of under-penetrated markets for
financial products and services; the
need to finance infrastructure projects;
and the attraction of high yields in
mining-related business activities.
Having said that, banks looking to
expand beyond their national borders
should not underestimate cultural
factors, both those within their own
company as well as in the country
of destination. At the ‘Bellwether’
Summit, Graham Hodges, Deputy
Chief Executive Officer of the Australia
and New Zealand Banking Group,
said: “As you enter new markets,
you really have to state your sense

greater regional and international
participation as key themes for the
country’s financial institutions. “The
central bank appears to be encouraging
Malaysian financial institutions to go
beyond the Malaysian market, to have
a broader base of clients and assets,
and not just lending to Malaysian
clients,” Munir Abdul Aziz, Partner
at law firm Wong & Partners in Kuala
Lumpur, told ‘Thomson Reuters’.
Smaller banks also look likely to follow
in the footsteps of CIMB and Maybank
to become more integrated in the
regional economy.

ASEAN Juniors

While Singapore and Malaysia are in
the lead among the ASEAN banking
peer group, other countries are
starting to close the gap. “There is
a window of opportunity over the
next few years to make Bangkok
a financial services centre in Asia,
through the right regulatory regime,
the right government response, and
the right response from the Thai

“As you enter new markets, you really have
to state your sense of permanency to the new

markets.”

Graham Hodges, Deputy Chief Executive Officer of the Australia

and New Zealand Banking Group,

of permanency to the new markets.
That’s part of the value of setting up
a retail franchise in a market. Go into
Hong Kong, Vietnam or Singapore
and you need to show people you are
committed to the market for the long
term. That requires you to have (a) full
service bank franchise, even if you're
picking the niches and trying to find
selective ways of building your brand
within that market.”

Regulatory support is also vital to
expansion. For instance Bank Negara
Malaysia’s Financial Sector Blueprint
for the decade to 2020 highlights

banks,” said Richard Lumb, Group
Chief Executive for Financial Services
at Accenture. Speaking at a Bangkok
news conference earlier this year,
Lumb noted that Thai commercial
banks, which so far have focused
mostly on their home market, would
have to move away from their strategy
of being takeover targets for banks
from Singapore and Malaysia. Instead,
they should look for opportunities to
take over other banks in the region
themselves.

In Vietnam, bank lending has
expanded by 33% per year over the

11
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PROSPECTS W ASEAN banks on cross-border opportunities

past decade, the strongest growth rate recorded
by any ASEAN country. “While the reported
level of Vietnam’s non-performing loans appears
to be under control, their true volume is likely
to be much higher than reported figures,” said
Richard Dobbs, Director at McKinsey Global
Institute in Seoul, following the research report
‘Sustaining Vietnam’s Growth’. The Vietnamese
government has launched a number of measures
to combat this potential problem, including a
20% cap on credit growth and limits on loans to
non-productive activities. “Yet these measures
are unlikely to suffice, notably because new caps
on interest rates, which are significantly below
underlying inflation, are likely to counteract
the intention of policy and spur more demand
for loans,” said Dobbs. While Vietnam’s growth
has caught the attention of foreign investors, the
country lags behind many of its Asian peers in
competitiveness. The government’s efforts to
remedy this include simplification of start-up
processes, improving permitting processes, and
reducing tax rates. Still, a key problem remains
that Vietnam has a large share of state banks,
some of which may lend on grounds of politics
rather than finance. Plus, cross-holdings are
prevalent and weaken corporate governance.
While a less developed banking system
means countries like Vietnam have a bigger
job ahead when it comes to getting it right on
regionalisation, a somewhat blank slate may
also be a potential advantage. This may be the
case for Myanmar, according to McKinsey
Global Institute’s research report ‘Myanmar’s
Moment’. The risks are high, but international

goodwill is significant after decades of
authoritarianism as the government has
been pushing forward with numerous
economic reforms. The currency has
been floated, the central bank has been
made largely independent, fiscal policy
has been decentralised, and tax reform
has been introduced. “With little legacy

“With little legacy infrastructure in place,
Myanmar can use digital technology

to avoid some of the cost of a more
conventional brick-and-mortar approach
to such sectors as banking, retail,
education, healthcare, and agriculture.”

Richard Dobbs, Director at McKinsey Global Institute

infrastructure in place, Myanmar can
use digital technology to avoid some of
the cost of a more conventional brick-
and-mortar approach to such sectors as
banking, retail, education, healthcare,
and agriculture,” said Dobbs. Foreign
banks will be allowed to operate in
Myanmar after the integration of
ASEAN in 2015. However, by April 2013,
17 foreign banks already established
offices in the country in anticipation of
the change. In other words, the moment
to get in on the ground in Myanmar is
now.

Opportunity and challenge

While ASEAN’s banks as well as its
governments demonstrate a desire
and intent to push forward with
regionalisation, the opportunity is not
without its challenges. One of these
is the complexity of local markets, as
ASEAN countries remain significantly
different from each other in terms
of customer behaviour and product
preferences, regulations, the role of the
public sector, and the type of competition
prevalent in each area. “This need for
local customisation of banking business
models makes it harder to generate
cross-border synergies than in industries
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that are less regulated, or ones where
product and service needs are largely
uniform across markets,” said Oliver
Wyman’s Ekberg. “This is exacerbated
by the importance of trusted brands in
the banking industry, particularly when
one considers that the local brands
have had many years to establish their
reputation in the market.”

Ekberg pointed out how international
banks with significant presence in
Asia, such as Citibank, HSBC and
Standard Chartered, spent decades
finding their feet in terms of presence,
culture, management, brand and client
relationships. By that logic, banks from
less-developed banking markets may
face a battle that is possibly even harder.
“On the other hand,” countered Ekberg,
“the top-performing internationally-active
Asian banks perform as well or better than
their domestic counterparts, suggesting
that while these challenges are great,
the opportunities are also significant and
attainable for those banks that get both
the strategy and execution right.”

More than a decade later, the 1997-
1998 Asian financial crisis is now
starting to be sufficiently far away
in memory for the ASEAN region to
reclaim its place along global growth
markets such as Brazil, Russia, India
and China (BRICs) and Mexico,
Indonesia, Korea and Turkey (MIKTS).
According to the World Bank’s ‘Ease of
Doing Business’ index, Singapore and
Thailand rank on par with advanced
countries, while Vietnam and Indonesia
are at similar levels to the BRICs.
Malaysia particularly has gone to
notable lengths to provide incentives
for foreign investors to facilitate job
creation and establish industries.

“The firstmover member states,
including Indonesia and Thailand, have
the potential to become the next BRICs,
and their vast domestic demand market
should be targeted,” Kim Kyung-Hoon,
Research Associate at the Samsung
Economic Research Institute (SERI),
wrote in the ‘SERI Quarterly’. Drilling
down, Islamic finance and Generation
Y are sub-segments with high potential.
“By promptly responding to the

“The first-mover member states, including
Indonesia and Thailand, have the potential

to become the next BRICs, and their vast
domestic demand market should be targeted.”

Kim Kyung-Hoon, Research Associate at the Samsung Economic
Research Institute (SERI)

consumption trends of younger generations and
Muslims, new markets should be explored while
expanding advancement into industrial and social
infrastructure, which are expected to see fast
growth.”

Alliances between players would significantly aid
ASEAN’s banks as they capitalise on this growth,
as the region currently has a vast number of small
banks which may be ripe for consolidation. “Bigger
banks in the sector will become better capitalised and
more consolidated,” Fauzi Ichsan, Senior Economist
at Standard Chartered Bank in Jakarta, Indonesia
told the ‘Wall Street Journal’. “The consumer will
be happier with a more solid banking system, as it
would provide them with cheaper financing.” %

B Jessica Furseth is a freelance journalist based in
London.
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In 2007, the leaders
of ASEAN affirmed
their commitment to
creating the AEC, in
an effort “to transform
ASEAN into a region
with free movement
of goods, services,
investment, skilled
labour, and freer flow
of capital.”

THE ASEAN ECONOMIC COMMUNITY IS AN
AMAZING OPPORTUNITY FOR SOUTHEAST ASIAN
NATIONS TO POOL THEIR RESOURCES AND POTENTIALLY
BECOME A GLOBAL POWER BLOC. BUT CREATING THE
AEC IS A MAMMOTH CHALLENGE, ONE WHICH WILL
CONTINUE LONG AFTER THE 2015 DEADLINE. ULTIMATELY,
THE KEY TO THE SUCCESS OF THE AEC IS FULL AND
COMPLETE CAPITAL ACCOUNT AND FINANCIAL SERVICES
LIBERALISATION, WITH EVENTUAL ELIMINATION OF ALL
RESTRICTIONS ON CROSS-BORDER CAPITAL FLOWS AND

FINANCIAL SERVICES.

B ANNA PERRY

he ASEAN Eco-
nomic Community
(AEC) is a potential
game changer for
its members, the
ten countries mak-
ing up the Association of Southeast
Asian Nations (ASEAN). In 2007, the
leaders of ASEAN affirmed their
commitment to creating the AEC,
in an effort “to transform ASEAN
into a region with free movement of
goods, services, investment, skilled
labour, and freer flow of capital”” It is
a mammoth task and the deadline at
the end of 2015 is approaching fast.
Understandably, critical voices are
arguing the goal looks unrealistic
in the time allotted, at least for the
less-developed ASEAN economies.
Recent events since 2007,
particularly the global financial crisis
of that year and the subsequent
recession — have somewhat affected
ASEAN development. Banks local
to the Eurozone have struggled
to maintain their Asian expansion
programmes, leaving room for

ASEAN players to step up their
regionalisation efforts. For the AEC,
the struggles in the European Union
(EU) may provide a valuable case
study for its own union, which also
attempts to tie together a group of
similar but different nations.

“There is a fundamental re-
thinking of banking by the
international community in the
aftermath of the recent global
crisis. These are both driving and
shaping the raft of reforms at the
global level” said Tan Sri Dr. Zeti
Akhtar Aziz, the Governor of Bank

Negara Malaysia, in her keynote
speech at last year’s ASEAN Banking
Council. In light of how the EU has
initiated changes following the
crisis, she described four elements
necessary for developing a more
sustainable banking sector in the
ASEAN region: reduced complexity
and increased transparency in the
banking sector; stronger focus on
more responsible and sustainable
financial business practices; sound
governance of financial institutions;
and reinforcing buffers to withstand
future shocks.

“This is a timely juncture for
the industry to reflect and take
charge of the efforts to rebuild
and strengthen the foundations
for more sustainable finance,” she
concluded. “Financial institutions
with a regional footprint in ASEAN
have the potential to contribute to
the development of the financial
systems in countries where they
operate. There will be tremendous
payoffs to be reaped from pursuing
such sustainable strategies.”
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PROSPECTS M assessing the AEC

Capitalising on diversity

The diversity between the ten ASEAN countries could
lead to positive synergies for the AEC, with advanced
economies such as Singapore providing capital and
knowledge while less-developed countries such as
Myanmar contribute competitive costs. Companies with
already developed regional networks do however stand
to benefit the most, as the union will ease the movement
of capital, goods and labour. Similarly, a surge in trade
and investment will be a boon for the banking sector.
A potential negative may be intensified competition or
salary constraints for low-skilled workers, while smaller
countries may run the risk of inflation surges due to
sudden surges in capital inflows.

There will undoubtedly be winners and losers among
members of the AEC, which will remain a work in progress
long after the 2015 kick-off. Different countries will
experience various effects, but the European example
suggests the overall impact of the AEC should be positive;
the formation of the EU Single Market led to the gradual
increase in its share of global foreign direct investment
(FDI) inflows, to 41% in 1993-2007 up from 34% in 1980-

1992, according to data from Deutsche Bank. Back in
2003, McKinsey estimated that an integrated ASEAN
would increase regional gross domestic product (GDP)
by at least 10%, or nominally USD50bn, while reducing
the operational costs by up to 20%. According to the
International Monetary Fund (IMF), ASEAN should see
5.5% in annual growth until 2015, raising the average per
capita income to USD10,603.

In an effort to monitor members’ readiness as they
work towards the union, ASEAN publishes the AEC
Scorecard; the overall score stands at 77.5 out of 100 as
of April 2013. Most progress has taken place in the area of
global economic integration, with work still remaining on
creating a single market and production base, establishing
a competitive economic region, and securing equitable
economic development. “The score appears to suggest
that challenges with regard to non-trade barriers remain
considerable, and have yet to be tackled to create a
smooth-functioning single market and production base,’
said Syetarn Hansakul, Senior Economist at Deutsche
Bank.
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“It is now less than three years before
the expected AEC launch at the end of
2015. A lot of work remains to be done
to achieve a credible and meaningful
start,” said Hansakul, pointing to issues
around non-tariff measures, streamlining
systems around customs and logistics,
and development of the small business
sector. “Thus far, the public impression
of AEC is that it is driven by the
government sector, which needs to
be corrected,” said Hansakul. “AEC’s
success depends crucially on private
sector involvement and public support.
Greater efforts should be made to raise
awareness of AEC among the business
community to bring it on board.”

ASEAN, namely Thailand, Malaysia,
Singapore,  Indonesia  and  the
Philippines. Efforts have been made to
ease trading between these countries,
but significant gaps remain between
them and the lesser developed countries,
which remain sensitive in both political
and economic terms. Having said that,
the core members continue to maintain
certain restrictions on trade and foreign
investment in order to protect local
industry.

“Among the things we want to do is to
remove import duties between ASEAN
countries. Whereas some countries
like Singapore, even Malaysia, do not
depend on import duties for revenue,

“AEC’s success depends crucially on private
sector involvement and public support. Greater
efforts should be made to raise awareness of
AEC among the business community to bring it

on board.”

Syetarn Hansakul, Senior Economist at Deutsche Bank

Country differences
Progress towards the AEC has come
the furthest for the core members of

the other countries still depend on
this,” Tun Dr. Mahathir Mohamad,
former Prime Minister of Malaysia,
said in an interview with ‘The Nation’ in
September. Asked how poorer countries
in the union will manage, Mahathir
pointed to how the AEC should consider
the lessons of the EU, where a common
currency for domestic use and not just
for trading created problems when the
value of goods and services was not
the same in every country. “Before we
come together in a single community,
we must understand what happened
to Europe and avoid the mistakes they
made. We have to understand the reality
and position of the countries when we
come together: which one is poor, which
one is rich, what is the cause of poverty,”
said Mabhathir, suggesting allowances
should be made for Myanmar, Laos
and Cambodia for them, to an extent, to
protect their economies.
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PROSPECTS M assessing the AEC

While the lesser developed AEC
nations may look the most vulnerable
ahead of integration, nervousness can
be found among also the core nations.
“Discussions inevitably boil down to
one point: the need to strengthen the
Philippines domestic economy before
the floodgates of trade are thrown
open,” said Junie del Mundo, Chair
of the ASEAN Integration Committee
in the Management Association of
the Philippines. Writing in ‘Inquirer
Business’, Mundo said: “At the
minimum, policy changes at the
macroeconomic and microeconomic
levels will be necessary to strengthen
industries and companies ahead of
the AEC. Each firm would need to
identify its strengths and comparative
advantages in order to stay ahead of the
competition in this new and immensely
more challenging environment.”

Anwar Nasution, Professor at the
University of Indonesia and former
Senior Deputy Governor of Bank
Indonesia, was even more frank in his
concerns: “The Indonesian banking
system needs to be reformed to survive
in the coming ASEAN community in
2015. Reforms must improve market
competition to lower interest rates,
improve banking services and increase
the competitiveness of domestic banks
both domestically and internationally.”
Writing in ‘Jakarta Post’, Nasution
issued a call for a deeper money
market and more competitive banks
as necessary to make the present
monetary policy work: “Foreign banks
are still needed to supplement the poor
capability of domestic banks and to raise
long-term foreign currency funds in the
international market to finance risky or
long-term projects such as mining.”

Lessons from the EU

With the European crisis continuing to
affect EU sovereign debts and banking
markets, ASEAN leaders are paying
close attention to how this could provide
a valuable lesson for the AEC. While
other regional integration projects have
been attempted, such as the African
Union, Gulf Cooperation Council, and

Mercosur in South America, the EU is a
vastly more successful example of along-
term collaboration where discussions
have resulted in real change.

The beginnings of what later became
the EU first started back in 1957,
meaning the region has had a long
time to develop the current system.
In comparison, the AEC’s roots reach
back only to 2003. EU leaders have
spent significant time and resources to
try and harmonise conditions between
the member countries. Despite this,
the wealthier states were called upon
to financially bail out the weaker in the
recent crisis; Greece, Portugal, Ireland
and Cyprus still remain dependent on
rescue loans from the EU and the IMFE.

While the vast differences in the
financial status of the ASEAN countries
could suggest a similar risk in the
event of a future crisis, Asia’s push for
greater integration still makes sense,
said Iwan Azis, Head of the Office
of Regional Economic Integration at
the Asian Development Bank. “The
differences between ASEAN and the
EU are stark. Integration in ASEAN
and in Asia has been market-driven,
outward-oriented, and institution-light.
Conversely, the European project was

conceived and driven by politicians, and
is internally oriented and institution-
heavy. Asia consists of a highly
disparate set of economies in terms of
size, natural resources, human capital,
and governance. Against this backdrop,
its remarkable progress in building
consensus on enhanced cooperation
during the past two decades has
occurred because nations have been
realistic about what is achievable.”

Regional financial integration has
accelerated across Asia since the 2008
financial crisis, and intra-regional and
South-South trade is growing faster
than trade with Europe and the US. But,
noted Azis, integration is not the same
as cooperation, which will be necessary
for the AEC to withstand future crises:
“The belief that Asia has unlimited
resilience is bravado and naiveté. We
must use Asia’s resilience to prepare
the safety nets to protect against
future shocks. As Asian integration
strengthens, we must, unlike Europe,
allow markets to drive the process,
with the region’s governments and
institutions cooperating to smoothen
the process and manage potential future
contagion in a region where economic
and financial ties are growing.”
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Overall, the Eurozone crisis has done
little to dissuade commentators that the
AEC should go ahead, with the general
consensus being that the two regions are
fundamentally different. “The process
or approach to integration in Asia has
never been and will never be the same as
in Europe,” said Ramesh Subramaniam,
Deputy  Director-General of the
Southeast Asia Regional Department
of the Asian Development Bank. The
differences across the region mean Asia
has needed to evolve its own model to
integration, one that is more bottom-
up, marketled and institution-light in
relation to Europe, said Subramaniam.
He added: “In the aftermath of the global
financial crisis, Asia’s contribution in
sustaining global economic growth has
become far more critical.”

Where Asia is similar to Europe is that
the region has more arguments in favour
of greater cooperation and integration
than it has arguments that detract.
Subramaniam pointed to how ASEAN’s
growth has been driven largely by trade:
“Regional production networks have
been the mainstay of trade in the region
for more than two decades now. Since
the onset of the global crisis in 2008, the
shifting trade patterns have led to an
increase in intra-regional trade, in final
goods. All major economies in that sub-
region are now looking to boost trade.”

As the AEC is not considering
establishing a common currency, the
EU’s handling of the Eurozone crisis
may not be all that applicable to the
AEC right now. Still, the progress of the
monetary union will be closely studied,
as it is not unlikely that the AEC may
consider going down a comparative
route in future. “There is much that can
be learned from the EU and its responses
to various crises, including that of spring
2010,” said Fraser Cameron, Adjunct
Professor at the Hertie School of
Governance in Berlin and Senior Adviser
at the European Policy Centre. The
EU is however a unique organisation,
and how its members deal with a crisis
may not be relevant to less-advanced
groupings, noted Cameron. In a paper
for the Council on Foreign Relations,

immediate domestic priorities. More
importantly, if integration is to succeed,
governments and publics should believe
that it is in their vital national interest.
Without such commitment, regional
groupings will crumble at the first bump
in the long road to integration.”

For ASEAN members, much work
remains before the AEC can take
shape in 2015, and even beyond this
date the union would need to continue
developing and changing in decades
to come. The commitment and intent
of the leadership will remain vital
to its success, as concluded by the
Asian Development Bank in its 2013
study ‘The road to ASEAN financial

“More importantly, if integration is to succeed,
governments and publics should believe that

it is in their vital national interest. Without such
commitment, regional groupings will crumble at
the first bump in the long road to integration.”

Fraser Cameron, Adjunct Professor at the Hertie School of Governance in
Berlin and Senior Adviser at the European Policy Centre

Cameron wrote: “If one were to take
monetary union as an objective, then
it would seem clear in hindsight that a
more integrated political and economic
structure would be necessary to monitor
public debt and help prevent speculation.
But no other grouping is anywhere close
to a customs union or single market, let
alone a common currency.”

Integration is a difficult process for
any grouping, resulting in setbacks and
crises as the members grapple with their
unique combination of circumstances.
While the EU has had its fair share of
critics, the group’s record of recovering
from crises and moving ahead is strong,
largely due to firm political will. “The
resounding lesson of the EU model is
the necessity of genuine investment by
member states in the goal of regional
integration,” said Cameron. “National
governments would be wise to put the
long-term goal of cooperation above more

integration’: “The process of integration
and consolidation will continue to be an
inescapable reality as long as member
states wish to remain part of the global
economy. As not to be left out, the
ASEAN member states must commit
anew to creating a single market and
production base. Full and complete
capital account and financial services
liberalisation is ultimately key to the
success of the AEC.”

The report concluded by acknow-
ledging the long-term commitment of
the AEC project to its ambitious end-goal:
“Though a gradual and judicious approach
is the only pragmatic and feasible option
at the present, this must be considered as
a step towards the eventual elimination
of all restrictions on cross-border capital
flows and financial services.” %

B Anna Perry is a freelance journalist
based in London.
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Case Study

__Prospects _|______________________

REGIONALISATION CASE
STUDY: MAYBANK

MAYBANK IS IN THE MIDST OF A BIG EXPANSION PUSHTHAT FOCUSES
INTENSIVELY ON PENETRATING REGIONAL ASEAN MARKETS. THE MALAYSIAN
BANKIS CAPITALISING ONTHE WINDOW OF LIBERALISATION AND INTEGRATION,
NOT JUST BY BOOSTING ITS PRESENCE IN NEIGHBOURING COUNTRIES BUT ALSO
BY STEPPING UP ON TECHNOLOGY AND ISLAMIC BANKING.

egional expansion is the big push
for Abdul Farid Alias, the new Chief
Executive Officer of Malayan Banking
Berhad or Maybank, Malaysia’s largest
banking group. As his predecessor

Abdul Wahid Omar was named Head of
the Prime Minister’s Economic Planning Unit, Maybank
wanted its next leader to be someone with “the courage
to take some very bold decisions on how to move ahead
of the competition,” Maybank Chairman Tan Sri Dato’
Megat Zaharuddin Megat Mohd Nor said at August’s
announcement.

“We believe greater regionalisation in our other
businesses, in retail, community finance, insurance and
asset management are the way forward,” said Zaharuddin,
as Maybank aspires to be a leading financial services
group in the Association of Southeast Asian Nations
(ASEAN) region. The company vowed to grow its pre-
tax profits from international operations to about 40% by
2015, a notable jump up from the 30.2% level at the end of
last year. In order to achieve this, Maybank will need to
make at least one acquisition, meaning the hunt is on for a
suitable takeover target.

Maybank expects its regionalisation to be primarily
driven by its key markets of Indonesia and Singapore.
However, the bank is also keen to grow its presence in
the Philippines, Cambodia, Vietnam and China. Farid has
expressed particular interest in pushing ahead in Thailand,
deeming it an ‘attractive’ market. Having been Maybank’s
Deputy President and Head of Global Banking Business
since July 2010, Farid needs little time to become familiar
with his new charge, meaning an announcement that brings
his intentions to life could come sooner rather than later.

Ambitious expansion plans

Maybank is Malaysia’s biggest bank by assets and
Southeast Asia’s fourth largest lender. Maybank’s
last major push into ASEAN came in 2011, with the
USD1.4bn acquisition of Kim Eng Holdings, a leading
brokerage outfit in Singapore and the Philippines.
Maybank Islamic is the largest provider of Islamic
financial services in the region, not to mention being
the world’s 17th largest Islamic financial institution
in terms of Shariah-compliant assets. Maybank also
operates wholly-owned investment banking and
insurance businesses, and holds a majority stake in
Bank Internasional Indonesia (BII). The group is
currently working to reduce its holding in BII from 97%
to 80% to comply with regulatory requirements for free
float of stock in the Jakarta-listed bank. Maybank also
has interests in operations in locations further afield,
including Pakistan and Papua New Guinea.

While Farid’s appointment has given the
regionalisation drive a shot in the arm, the bank’s
expansion plans do however pre-date the change in
leadership; Maybank initiated its current transformation
programme in July 2010. The bank has a five-point plan
for becoming a ‘regional financial services leader’ by
2015, which reassuringly starts with ensuring a strong
base in the Malaysian home market. That means
continuing to push on with retail financing products
such as home loans, car loans, credit cards, unit trust
financing, and deposits for all types of individual
customers, smaller businesses, and corporations.
Goals include building an emerging regional insurance
champion, as well as a regional investment bank with
eventual expansion also to the Middle East, China



and India. Lastly, Maybank intends to
ensure a third of its domestic financing
is backed by Islamic financial assets by
2015: “Our Islamic banking operations
will focus on delivering innovative and
globally accepted products and services
that differentiate us from other Islamic
financial institutions.”

The bank progressed significantly
with its global banking efforts last year,
including delivering business platforms
for seamless cash management and
trade finance for corporate clients.
The Regional Trade Finance Platform
enables real-time trade processing for
clients, having so far been rolled out
to ten countries in Asia. The Regional
Cash Management Platform has been
deployed in Singapore and Malaysia,
ensuring a standard approach to the cash
management market, an area projected
to be worth more than USD162bn
by 2014, according to McKinsey. As
the platform was launched, then-
Head of Global Wholesale Banking
Farid said it came in response to the
needs of Maybank’s regional clients,
particularly in cash management and
transaction banking. “In Malaysia,
we have market share of over 40% of
transaction volume and 37% transaction
value,” said Farid. “In Singapore and
Indonesia, now we have the ability
through this new system, to offer them
comprehensive management of all their
cash management and trade finance
needs through one single platform for
the region.”

Progress was further illustrated
when ‘The Banker’ issued its latest
Top 100 rankings: Maybank made its
first entry this year. The current 95th
position is a significant jump from 134th
last year. Maybank’s Tier-1 capital
stands at USD12.61bn, according
to the rankings, along with an asset
size of USD161.827bn, pre-tax profits
of USD2.582bn, and a capital assets
ratio of 7.97%. Asia-Pacific banks have
been increasing their presence on the
extended list, reaching 350 in numbers
this year, compared to 321 in 2010. This
is a significant lead on the 231 Western
European banks on the list.

O

@) Maybank

Maybank announced a USD100 million cash
injection for its Philippines unit in October, in an
effort to strengthen the local operations as they

are benefiting from increased regional trade and
investment flows. Present in the Philippines since
1997, Maybank has steadily boosted its operations in
the country by streamlining its networks, investing
in technology, and adding resources in terms of

infrastructure and staff.

Indonesia, Singapore and
beyond

As the region prepares for the ASEAN
Economic Community (AEC) in 2015,
Maybank wants to ensure it is one of
the union’s financial leaders: a well-
connected and capitalised banking
services provider, and a strong
representative for Malaysia. The
performance and progress of Maybank
is a matter of national pride, as the bank
is nearly 70% owned by public funds.

In  August, Maybank  Asset
Management expanded operations to
Indonesia by acquiring local peer PT
GMT Aset Manajemen. “Despite the
current volatile market conditions,
we are here for the long-term as we
are confident Indonesia will continue
to outperform due to its strong
domestically focused economy,” said
Nor’ Azamin Salleh, Managing Director
of Maybank Asset Management,
following the announcement. He pointed
to Indonesia being the region’s largest
economy and one of the fastest growing
countries in ASEAN. “Our strategy is to
first build our foundations in ASEAN, as
we are familiar with its culture, business

ethics and economy. Additionally, the
formation of the ASEAN trading link
platform would be an excellent conduit
to tap the region’s growth opportunities,
as it allows investors easy access to
a wider investment selection across
connected markets.”

Maybank announced a USD100
million cash injection for its Philippines
unit in October, in an effort to
strengthen the local operations as they
are benefiting from increased regional
trade and investment flows. Present in
the Philippines since 1997, Maybank
has steadily boosted its operations in the
country by streamlining its networks,
investing in technology, and adding
resources in terms of infrastructure
and staff. Furthermore, the bank is
investing in electronic payments, cash
management, investment banking and
consumer banking.

Following on from 2011’s acquisition
of Kim Eng Holdings, Maybank is now
planning to further develop its presence
in the Philippines. One way the bank
will be expanding in the country is by
doubling its branch network to 100
in 2014, and then doubling again to
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200 by 2016. In September, Maybank
Philippines declared its intent to further
expand its footprint on Mindanao Island,
where the bank has nine branches and
has planned a total of 25 branches.
Following the announcement, Eric
Montelibano, Head of Corporate Affairs
at Maybank Philippines, Inc., said the
revenue contribution of five of the
branches in Mindanao already equalled
the contribution of the operations in
Visayas, which has more branches;
the implication being that the area has
significant growth potential.

Laos and Cambodia are among
emerging ASEAN  markets  of
particular interest for Maybank Asset
Management, as these countries could
represent significant  opportunities
as they are opening up their capital
markets. Maybank has focused mostly
on retail banking in these countries
until now, but had voiced intent to roll
out potential broking and capital market
operations.

Push for services and
Shariah

Earlier this autumn, Maybank Singapore
announced a USD43 million IT contract
with NTT Communication and Dimension
Data, in a departure from the previous

In customer-facing innovation, Maybank’s new
mobile banking application suite is said to be
among the first to deliver personalisation features
and connection to social media platforms to users.
Interestingly, the app lets customers carry out
transactions across regional borders, for example
transferring funds from Singapore to Malaysia, or
paying a bill in another country.

USD404 million IT deal covering the past
decade. The decision will see a major
infrastructure upgrade for the Singapore
operations, in a move encouraged by
regulators as it will reduce compliance
and operational risk. The upgrade will
also result in efficiencies in terms of
cost and procedures, said Lim Kuo
Siong, Head of IT and Virtual Banking at
Maybank Singapore. The move leads up
to Maybank’s plans to launch a private
cloud, which will also lead to better
control over the group’s data as it will
be managed by Maybank staff instead
of third parties. As the new IT contract
covers only Singapore, not Malaysia, the
bank is expected to announce a separate
deal for the home market. However,
the Singapore deal does support a
move towards transforming business
applications also in Maybank’s home
market.

In customer-facing innovation, Maybank’s
new mobile banking application suite
is said to be among the first to deliver
personalisation features and connection
to social media platforms to users.
Interestingly, the app lets customers
carry out transactions across regional
borders, for example transferring funds
from Singapore to Malaysia, or paying
a bill in another country. Personal
features include the ability to add
photos of savings goals, while location-
based features help users locate nearby
branches, cash machines and allied
network services.

Maybank continues to push ahead
in the field of Islamic finance, an area
where the bank has already established
itself as a leader, not just in the ASEAN
region but globally. Singapore and

Indonesia are first on the list for
Maybank Islamic’s internationalisation
drive; the goal is to solidify its presence
throughout the AEC area. Muzaffar
Hisham, Chief Executive Officer of
Maybank Islamic, saw the 2013 World
Islamic Economic Forum in London
as an opportunity to put on a ‘charm
offensive’ and tell the ‘real story’ of
Islamic banking. “There is still a lot of
misconception about Islamic banking
in the West. Some think it is only for
Muslims and not as an alternative to
conventional banking,” Muzaffar told
‘Business Times’.

As a case in point, Singapore is among
countries having embraced Shariah-
compliant banking despite not being
a Muslim country. “Since 2010, our
Islamic deposits have risen to SS1bn,
mostly from non-Muslim customers.
It’s not only about Sukuk [Islamic bond]
issuance, but other products too, such
as financing for property purchases,”
said Muzaffar, adding how customers
in Singapore are drawn to the
humanising aspect of Islamic banking.
Maybank Islamic is now interested
in partnering with financial groups in
Europe, appealing to customers either
as a provider of alternatives for ethics-
conscious investors, or simply as a
sound economic investment regardless
of religious considerations.

Time will tell how Maybank’s
ambitious expansion plans play out as
it attempts to become not just the tiger
of Malaya, but the top dog of ASEAN’s
financial services sector. %

B Reporting by the Banking Insight
Editorial Team.
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value to your profession. Our next intake is February 2014, so visit us af
www.ibbm.org.my and sign up today.
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THE FINANCIAL LANDSCAPE

THE FINANCIAL SERVICES ACT 2013 (FSA) IS AN
UNPRECEDENTED AND WIDE-RANGING LEGISLATION DESIGNED
TO ENHANCE FINANCIAL STABILITY AND EMPOWER BANK
NEGARA MALAYSIA WITH INCREASED OVERSIGHT. THESE ARE
QUALITIES WHICH WILL PLACE THE COUNTRY ON A STRONGER
FOOTING EVEN AS IMPENDING INTEGRATION HEIGHTENS

REGIONAL COMPETITION.

M SAFIAH ASHEDOFF

ide-by-side with the new
Islamic Financial Services
Act 2013 (FSA), the
Financial Services Act 2013
(FSA) came into force on 30
June 2013.

The FSA is an omnibus legislation which
consolidates the Banking and Financial Services
Act 1989, Insurance Act 1996, Payment Systems
Act 2003 and Exchange Control Act 1953. This
extensive legislation gives unprecedented
and wide-ranging regulatory and supervisory
powers to Bank Negara Malaysia. Quality
and competency are also cornerstones of the
legislation which raises standards on prudential
matters ranging from capital adequacy, risk
management, liquidity, corporate governance,
related party transactions to insurance funds
amongst others as stipulated in Section 46 of the
FSA.

With the FSA, Bank Negara Malaysia seeks
to regulate all financial business including
“banking  business, investment banking
business, financial intermediation business,
factoring business and leasing business”
as stated in Section 3 of the FSA; at the
recommendation of Bank Negara Malaysia,
the Minister may add any other business to this
category. Minister within the meaning of the
FSA is a Minister “for the time being charged
with the responsibility for finance.”

In a recent press statement, Bank Negara
Malaysia stated that “the FSA and IFSA are
the culmination of efforts to modernise the
laws that govern the conduct and supervision
of financial institutions in Malaysia to ensure
that these laws continue to be relevant and
effective to maintain financial stability,
support inclusive growth in the financial
system and the economy, as well as to
provide adequate protection for consumers.
The laws also provide Bank Negara
Malaysia with the necessary regulatory
and supervisory oversight powers to fulfil
its broad mandate within a more complex
and interconnected environment, given the
regional and international nature of financial
developments. This includes an increased
focus on pre-emptive measures to address
issues of concern within financial institutions
that may affect the interests of depositors and
policyholders, and the effective and efficient
functioning of financial intermediation.”

Section 6 of the FSA states that the
“principal objective of this Act is to
foster safety and soundness of financial
institutions; the integrity and orderly
functioning of the money market and
foreign exchange market; safe, efficient
and reliable payment systems and payment
instruments; and fair, responsible and
professional business conduct of financial




institutions; and strive to protect the
rights and interests of consumers of
financial services and products”.
Note that failure by financial
institutions to comply with the
provisions of the FSA will result in a
hefty fine, a penal sentence or both.
The new legislation is also
anticipated to converge Malaysia with
global best practice and standards.
Writing in “The Financial Services
Act 2013”, former Bank Negara
Malaysia Assistant Governor Gopal
Sundaram stated that “An important
development which began in the 80s,
is the global convergence of capital

FSA

The FSA is an
omnibus legislation
which consolidates

the Banking and
Financial Services
Act 1989, Insurance
Act 1996, Payment
Systems Act 2003

and Exchange
Control Act 1953.

requirements, followed by supervisory
standards, payment system standards,
anti-money laundering and counter
terrorist financing standards, accounting
standards, and lately Basel III on liquidity
management standards. The proliferation
of international soft legislation has
necessitated a legislative framework
which would enable a convenient means
of reception and application of such
international standards in Malaysia.”

Impact of FSA’s new
measures

The FSA introduces key new measures
that will have far-reaching implications
on the banking and financial sector in
Malaysia. These include:

¢ The “Fit and Proper”

requirement
A financial institution shall only appoint
a person to the position of “...chairman,
director, chief executive officer, or senior
officer...” if they qualify under the fit and
proper requirement as provided under
Section 60 of the FSA. These criteria
relate to probity, personal integrity and
reputation of the candidate, competency
and capability and financial integrity.
The FSA further gives power to Bank
Negara Malaysia to decide on whether
the person is “fit and proper” in the event
of issues relating to this requirement.

It is imperative that the financial
institution “removes or terminates” any
member of the senior management and/
or directors ifthey no longer qualify under
the “fit and proper” requirement under
the FSA and the terminated individual is
not allowed to claim for any compensation
pursuant to that termination.
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GOVERNANCE B maturing the financial landscape

This is a welcome move as removals
or terminations in this regard will
not expose a financial institution to
industrial action and the associated
impact on reputational risk.

¢ Acquisition and interest in
shares of a financial institution
The new legislation seeks to streamline
the approval process for acquisition by
persons in a financial institution and
ensure uniformity between financial
institutions and insurance providers.

As with previous legislation, the prior
approval of Bank Negara Malaysia
is required before commencing any
negotiations for acquiring a stake of
5% or more in the shares of a financial
institution. However, any further
acquisition does not require the
approval of Bank Negara Malaysia as
long as it does not exceed a multiple
of 5% or the percentage holding for a
mandatory offer as stipulated under
the Malaysian Code on Take-Overs and
Mergers as prescribed under Section
217 of the Capital Markets and Services
Act 2007.

Notwithstanding the above legislative
requirement, the FSA stipulates that
no person may acquire more than a
50% interest in shares of a financial
institution without prior approval of
the Minister, after obtaining Bank
Negara Malaysia’s recommendation.
Consequently, any further acquisition
of shares above the 50% threshold does
not require the approval of Bank Negara
Malaysia or the Minister.

On the other hand, disposal of shares
does not require approval of Bank
Negara Malaysia or the Minister unless
it is by a person who holds more than
50% of the shares or holds less than
50% but has controlling interest in the
financial institution. The streamlining of
these pertinent sections as compared to
previous legislation will clearly make it
easier for “licensed persons” as defined
under the FSA and it is noteworthy
that the single presence rule which
had prohibited a “licensed person”
from holding shares in more than one
financial institution without having to

merge both has been done away with.

A licensed person is defined in
the FSA as “A person licensed under
Section 10 to carry on a licensed
business”. Section 10 outlines the
criteria required before a license is
granted by the Minister of Finance by
an applicant to be a “licensed business”.
The FSA defines a licensed business as
a banking business, insurance business
or investment banking business.

As such, a party may hold a substantial
stake in two financial institutions
without having to obtain prior approval
from Bank Negara Malaysia as was
the case for DBS Group in 2012 when
its shareholder, Temasek Holdings
sought to acquire shares in Alliance
Bank Berhad, thus allowing it to hold
stakes in both Alliance Bank Berhad
and Hwang-DBS (M) Berhad.

licensed person.”

Bank Negara Malaysia may also
choose to approve more than one
company within the Group to be listed
and defined as a financial holding
company for the purposes of the FSA.

Hitherto, the same  stringent
prudential requirement that applies to
the licensed person will similarly apply
to the financial holding company. Bank
Negara Malaysia is also equipped with
extensive power to direct the financial
holding company pursuant to Section
116(3) of the FSA to, amongst others,
dispose of its assets or investments, vary
or terminate any agreements entered by
the financial holding company or any of
its subsidiaries, and prohibit the financial
holding company from entering into any
transactions and/or agreements.

The chairman, chief executive

The bridge institution will be sheltered and not
liable for any past actions of the officers of the
financial institution and Bank Negara Malaysia
may choose to provide financial assistance to
the bridge institution as it deems fit.

¢ Financial groups and holding
companies

A new concept that will impact holding
companies is the requirement under
the FSA to apply to be a “Financial
Holding Company” to ensure the safety
and financial soundness of the financial
institutions under their control.

Any company holding more than
a 50% share in a licensed person as
defined under the FSA will be required
to obtain approval from Bank Negara
Malaysia to be approved as a financial
holding company. Interestingly, Bank
Negara Malaysia can approve another
company within the Group which is
in a better position to be the financial
holding company for the licensed
person for “the purposes of maintaining
effective regulation and supervision of a

officer (CEO), directors and senior
management will similarly be subject to
the “fit and proper test” as the licensed
person. These new legislative changes
will transform the financial landscape
in Malaysia and ensure that a robust
and stable financial environment exists
and thrives. Bank Negara Malaysia has
the unprecedented power to regulate
and monitor the activities of the
financial holding company so that risky
businesses and enterprises do not affect
the financial soundness and bottom line
of the licensed person.

° Assumption of control

Bank Negara Malaysia may take
control of a financial institution in
the event the latter is deemed to be
financially unstable, its asset quality is
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deteriorating or there are risk factors
that will result in the said financial
institution becoming insolvent or unable
to manage its affairs.

Upon taking control of the financial
institution, Bank Negara Malaysia will
take custody and manage the financial
institution until such a time that it
revokes this in writing. During this
crucial period, senior management as
determined by Bank Negara Malaysia,
the chairman, CEO and directors will be
suspended until further notice without
receiving any remuneration unless
specified by Bank Negara Malaysia for
services rendered at its request.

Bank Negara Malaysia may choose
to appoint a bridge institution that will
manage the running of the distressed
financial institution. During this period,
all legal proceedings, orders and/or
judgement will be stayed as long as
the bridge institution is in charge. The
bridge institution will be sheltered and
not liable for any past actions of the
officers of the financial institution and
Bank Negara Malaysia may choose
to provide financial assistance to the
bridge institution as it deems fit.

e Payment systems

Bank Negara Malaysia has the
discretionary  powers to  specify
standards for the operator of payment
systems in order to ensure and promote
the “safety, integrity, efficiency or
reliability of the designated payment
system” as specified under Section
32(1) of the FSA. The FSA further
stipulates under subsection 32(2) that
“an operator of a designated payment
system, an approved operator of a
payment system, a registered operator
of a payment system or an approved
issuer of a designated payment shall
at all times comply with the standards
specified by the Bank.”

Bank Negara Malaysia has also been
accorded the power to issue directions
to financial institutions to use a specific
payment systems operator in the event
there is a risk to the management
system.

An important change is the application

of prudential requirements and
appointment of the senior management
of the operator will be subject to approval
of Bank Negara Malaysia. As such,
appointments, reappointments, elections
and re-elections of the chairman and
CEO of the operator will similarly require
Bank Negara Malaysia’s approval.

Most importantly, operators must take
cognisance of Section 155 that specifies
that Bank Negara Malaysia “may issue
one or more of the directions specified in
Section 156 ifthe Bank is of the opinion that
an institution, its director, CEO or senior
officer has failed to ensure the safety,
efficiency and reliability of the payment
system or payment instrument, having
regard, inter alia, to the reasonableness
of admission criteria for participating in
the payment system and the overall cost
to the participants or users of, or any
other persons involved with, the payment
system or payment instrument.”

Section 156 allows Bank Negara
Malaysia to issue directions to the
institution, its director, CEO or senior
officer, to cease or refrain from
committing an act or pursuing a course
of conduct or to do any act, in relation to
its business, affairs or property if Bank
Negara Malaysia “is of the opinion that
it is necessary to remedy any of the
circumstances in Section 155.”

These stringent oversight powers
apply equally to financial institutions,
insurance providers and payment
systems operators.

¢ Directors’ duty to disclose

The FSA has increased by a notch
the level of scrutiny on the duties of
disclosure by directors in an institution.
A director of an institution will have to
disclose to the board of directors any
“interest” in a “material transaction”
or “material arrangement that the
institution is involved in”, whether
“directly or indirectly”. He will have
to then recuse himself from any board
meetings that deliberate, discuss and/
or decide on this material transaction or
arrangement.

Bank Negara Malaysia may specify
the definition of “material transaction”
or “material arrangement” and what it
constitutes.

Moving forward, it remains to be seen
how the FSA will be invoked and used. It
is useful and pertinent for institutions to
keep Section 156 in mind wherein Bank
Negara Malaysia has the power to issue
directions to the extent of directing
the affected institution to cease any
agreements and/or arrangements that
are viewed to contravene the stringent
prudential requirements under Section
155; to dispose of all or any of the
investments or assets held by the
institution in any body corporate; to
prohibit the institution from continuing
with any part of its business; to prohibit
the institution from entering into any
financial arrangement; or to impose
conditions thereto to ensure strict
compliance.

By placing intense emphasis on
compliance, prudential requirements,
integrity, quality, accountability, and
good corporate governance, the FSA
will serve to strengthen the industry
and place the country on a stronger
footing even as impending integration
heightens regional competition. %

B Safiah Ashedoff is a former legal
counsel with 15 years’ experience in
legal practice and banking and finance,
specialising in Islamic finance and
investment banking. She has a law
degree from the University of West
London, United Kingdom.
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Governance

The new Islamic Financial Services Act 2013 (IFSA)
is a timely piece of legislation that will modernise
the regulatory and compliance framework within
which Islamic financial institutions operate, and
equip them to cope effectively with the forces of
market liberalisation and development.

SAFIAH ASHEDOFF




eneric legislation and
enforcement  have
long been stumbling
blocks hindering
the expansion and
maturity of Islamic
finance.

In an effort to modernise the
regulatory and compliance framework
within ~ which  Islamic financial
institutions operate, Malaysia came up
with the new Islamic Financial Services
Act 2013 (IFSA) - an omnibus, extensive
and wide-reaching Act that will give the
Central Bank or Bank Negara Malaysia
greater regulatory and compliance
oversight. Replacing the Islamic
Banking Act 1983 and Takaful Act
1984 which have been repealed, IFSA
came into force on 30 June 2013 some
seven months following Parliamentary
approval.

IFSA is, arguably, one of the most
comprehensive pieces of legislation
governing Islamic finance in the world
today, and should advance Malaysia’s
standing in the global industry. It is
indeed timely that this legislation has
come into force now in response to the
rapid expansion and new developments
affecting the Islamic finance industry
in Malaysia and globally.

Governing both the regulatory and
legislative operations of the Islamic
banking business, Takaful operators,
payment systems operators, Islamic
financial advisors and Takaful brokers,
IFSA empowers Bank Negara Malaysia
with wider regulatory and supervisory
powers to ensure regulatory
compliance and good governance
among Islamic financial institutions,
while taking emerging risks and global
best practices into account.

In a press statement on IFSA,
Bank Negara Malaysia said: “It is
important that Malaysia’s regulatory
and supervisory system is adequately
equipped to respond effectively
to new and emerging risks so that
confidence in the financial system is
preserved and that the critical financial
intermediation activities which are vital
to the economy are not disrupted.”

What does IFSA do?

Perhaps the most striking feature
of IFSA is the emphasis on Shariah
compliance.

Bank Negara Malaysia states that
IFSA is designed to provide “a clear
focus on Shariah compliance and
governance in the Islamic financial
sector. In particular, IFSA provides a
comprehensive legal framework that
is fully consistent with Shariah in all
aspects of regulation and supervision,
from licensing to the winding-up of an
institution.”

Holistic in nature, IFSA addresses
diverse concerns impacting Islamic
finance. These range from Shariah

governance, audits on  Shariah
compliance, corporate governance,
transparency requirements, the

standards and conduct of Islamic banks
in the Islamic money and forex markets,
specific provisions on winding-up of
Islamic banks whether voluntary or
non-voluntary, right up to the absolute
power to remove senior management
including the chief executive officer and
assume control of the said Islamic bank.

Section 6 of IFSA spells out the

regulatory objectives whereby Bank

Negara Malaysia “shall foster:

¢ the safety and soundness of Islamic
financial institutions;

It is indeed timely that this legislation has
come into force now in response to the rapid
expansion and new developments affecting
the Islamic finance industry in Malaysia and

globally.

¢ the integrity and orderly functioning
of the Islamic money market and
Islamic foreign exchange market;
e safe, efficient and reliable payment
systems and Islamic payment
instruments; and
fair, responsible and professional
business conduct of Islamic financial
institutions and strive to protect the
rights and interests of consumers
of Islamic financial services and
products.”

Section 7 further expands on this
whereby Bank Negara Malaysia has the
unfettered power to do what it deems fit
to ensure compliance of Section 6 above
by appointing members, committees
and competent persons to perform to
ensure stringent compliance by Islamic
banks. Take note that any breach of the
Act will result in a penal sentence or a
hefty fine.
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GOVERNANCE B IFSA: strengthening Islamic finance

The SAC’s role is also to advise Bank Negara
Malaysia and the Islamic bank concerned

on any Shariah issues relating to Islamic
financial business operations, activities and/or
transactions.

Historical

development of IFSA

It could be said that IFSA has come into
being specifically to address the needs
and concerns of the Islamic banking
sector.

While Malaysia did have legislation
for Islamic finance in the form of the
now-defunct Islamic Banking Act 1983,
the latter was essentially a mirror of the
Banking and Financial Institutions Act
1989 (BAFIA) in terms of regulatory
compliance and spelling out the code of
conduct and operations for an Islamic
bank. The only additional requirement
under the previous act was for an Islamic

bank to put in place a Shariah Committee
to ensure compliance and governance
of its business and/or operations
conformed with Shariah principles.

While earlier legislation was not
perfect, it paved the way for the
unfettered and rapid growth of the
Islamic finance industry which was
a boon for the Malaysian banking
industry as a whole. It cannot be denied
that Islamic finance in Malaysia has
been acknowledged for introducing
innovative and sometimes controversial
new ideas in the form of cutting-edge
financial structures and award-winning
deals, for example, in Sukuk.

Strengthening Shariah

The industry advanced further when
in May 1997, Bank Negara Malaysia’s
Shariah Advisory Council (SAC) was
set up and appointed as the highest
authority governing Islamic finance in
Malaysia. On its website, Bank Negara
Malaysia states that SAC is the final
authority that decides on Islamic law
matters governing Islamic banking,
Takaful and any other business and/
or industry that operates based on
Shariah principles and is regulated by
Bank Negara Malaysia.

The Central Bank of Malaysia Act
2009 accorded more authority to the
SAC by making it the sole authority for
resolution of all Skariah issues for the
Islamic finance and Takaful industry. If
different Shariah Committees differ and
issue contradictory pronouncements,
any decisions made by SAC pertaining
to the dispute shall be binding. In
addition, the SAC advises Bank
Negara Malaysia on any Shariah issue
relating to Islamic financial business or
transactions of Bank Negara Malaysia
as well as other related entities.

In 2011, Bank Negara Malaysia issued
Guidelines on Shariah Governance
Framework for Islamic Financial
Institutions (the Guidelines) whereby it
stated that “comprehensive compliance
with Shariah principles would bring
confidence to the general public and the
financial markets on the credibility of
Islamic finance operations.”

The Guidelines further espouse that
the mandates of the SAC, among others,
are to ascertain the relevant Islamic law
on any financial matter and issue a ruling
upon reference being made to it. The
SAC’s role is also to advise Bank Negara
Malaysia and the Islamic bank concerned
on any Shariah issues relating to Islamic
financial business operations, activities
and/or transactions.

The Guidelines further stressed
the need for Islamic banks to have “a
sound and robust Shariah governance
framework that is reflected by an
effective and responsible board and
management, an independent Shariah
Committee that is both competent and
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accountable, supported by a strong
internal Shariah research capacity,
and monitored through active Shariah
review, Shariah audit and Shariah risk
management process.”

These requirements to conduct
continuous reviews of  Shariah
compliance, Shariah audits and enhance
the risk management process proved
to further strengthen the existing
framework of Islamic banks in Malaysia.

Since Shariah compliance is so
integral to building the credibility
and confidence of Islamic finance,
it is hardly surprising that Shariah
governance is heavily stressed
in IFSA. Among the policies and
procedures related to Shariah which
are further expanded in the IFSA is
the competence and professionalism
of Shariah Committee members. Bank
Negara Malaysia can compel Islamic
banks to appoint competent Shariah
Committee members; however, these
members may be removed at any
time if they are deemed to be “not fit
and proper” under the definition of
IFSA. Any appointment of a Shariah
Committee member must obtain
Bank Negara Malaysia’s approval.
Conversely, an Islamic bank cannot
remove and/or terminate a Shariah
Committee member without prior
approval from Bank Negara Malaysia.
The only exception to this rule is if
the member resigns, is disqualified
pursuant to any requirements set out in
IFSA or fails the “fit and proper” test.

It is worth noting that competence is
not limited only to Shariah Committee
members. The “fit and proper” test
applies to the chairman, chief executive
officer, board of directors and senior
management of the Islamic bank as well.

In order to protect the independence
of Shariah Committee members
and enable them to discharge their
duties effectively, it is important to
note that Section 36 of IFSA accords
qualified privilege and confidentiality
on the member wherein “a member
...shall not be liable for a breach of
confidentiality between the member
and the institution in respect of -

It is worth noting that competence is not limited
only to Shariah Committee members. The “fit
and proper” test applies to the chairman, chief
executive officer, board of directors and senior
management of the Islamic bank as well.

a. any reporting to the Bank; or

b.the discharge of his duties and
performance of his functions,
pursuant to the standards specified
by the Bank ...which was done...in
good faith.” Here, the “institution”
refers to the Islamic bank and
“the Bank” refers to Bank Negara
Malaysia.

While the new legislation might be
more draconian, it strives to preserve
the independence and professional
scepticism of Shariah Committee
members. They cannot be sued for
defamation either for any statements
made without malice and in discharging
their duties as a Shariah Committee
member under IFSA.

This accords some comfort and relief
for Shariah Committee members in

ensuring thatthey are truly independent
in their duties and not obligated to
‘sweep anything under the carpet’, as
it were, for fear of repercussions from
their employers.

The onus for Shariah governance
lies on the banks. Section 28 of the
IFSA places express requirements on
all Islamic banks to notify Bank Negara
Malaysia or its Shariah Committee
members when the Islamic bank,
“becomes aware that it is carrying on
any of its business, affair or activity in a
manner which is not in compliance with
Shariah.”, cease the said non-Shariah
compliant activity and within thirty
days thereof, submit a plan to rectify
the Shariah non-compliant activity.
Thereafter, Bank Negara Malaysia
will conduct an assessment to ensure
rectification was carried out.
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GOVERNANCE B IFSA: strengthening Islamic finance

The penalty for breaching this provision is a jail
term not exceeding eight years or a fine not
exceeding RM25 million or both. Interestingly,
Section 11 (3) specifically states a banking
business and a Takaful operator must have a
professional indemnity cover whereby, the
quantum is specified by Bank Negara Malaysia. In
the event of failure thereof and upon conviction,
the bank or Takaful operator will be liable to
imprisonment for a term not exceeding five
years or to a fine not exceeding RM10 million or
to both.

By escalating the requirements for Shariah
governance, Bank Negara Malaysia aims to
ensure proper measures, operating procedures
and guidelines are put in place at every level of
the Islamic financial institution to improve risk
management and flag out risks early so they
can be rectified quickly without compromising
reputations and market confidence.

Assurance is also key to the revisions incorporated
into IFSA. The new legislation vests Bank Negara
Malaysia with new powers to ensure a proper Shariah
audit is conducted as specified in Section 37 and 38 of
IFSA. Failing this, Bank Negara Malaysia may appoint
a person to perform an audit on Shariah compliance
in the event the Islamic bank in question fails to do
so or Bank Negara Malaysia opines that an external
appointment is still required, over and above, the
internal appointment of an auditor by the Islamic
bank.

The IFSA further emphasises the importance of
assurance and strengthens the position of auditors.
The person appointed under Section 37 and 38 of the
IFSA to carry out an audit shall submit a report to Bank
Negara Malaysia on the audit carried out on the Islamic
bank being scrutinised. The person appointed shall
also not be liable for a breach of duty or confidentiality
to the Islamic bank being audited for any matters that
he or she may report to Bank Negara Malaysia pursuant
to the Shariah audit.
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Improving oversight

over financial holding
companies; protecting
stakeholders

Other than expanding Bank Negara
Malaysia’s regulatory and supervisory
powers, the IFSA incorporates new
stringent measures including the
introduction of oversight power over
financial holding companies. Pre-IFSA,
this regulatory oversight was limited to
financial institutions under the purview
of Bank Negara Malaysia and did not
extend to their holding companies.
Once the parallel and new Financial
Services Act 2013 (FSA) is in force,
all holding companies that own more
than 50% of any banks will come under
the purview of Bank Negara Malaysia.
This ruling is set to affect some of
Malaysia’s most powerful corporations.
For example, DRB-HICOM BHD which
owns more than 50% of Bank Muamalat
Bhd will fall within the ambit of this
legislation and will have to comply with
IFSA provisions.

IFSA also seeks to address operational
issues on payment system providers,
and as such financial intermediaries and
system providers too will come under
the purview of Bank Negara Malaysia.

In its press release pertaining to the
FSA and IFSA, Bank Negara Malaysia
said: “Provisions to regulate financial
holding companies and non-regulated
entities take account of systemic risks
that can emerge from the interaction
between regulated and unregulated
institutions, activities and markets.
The Minister of Finance may subject
an institution that engages in financial
intermediation activities to ongoing
regulation and supervision by Bank
Negara Malaysia if it poses or is likely to
pose a risk to overall financial stability.”

The supervisory and regulatory
powers governing these providers will
allow Bank Negara Malaysia to appoint
and choose a payment system with the
agreement of the Minister of Finance,
assuming Bank Negara Malaysia
thinks that there may be a disruption of
operation of a payment system that will
“affect public confidence in the overall

payment system in Malaysia or impact
the monetary or financial stability” of
the country.

Some final thoughts
While the full impact of IFSA can
hardly be encapsulated in these few
pages, it is safe to say that this far-
reaching legislation is comprehensive,
detailed and tailored to meet the unique
requirements of the Islamic finance
industry as it seeks further growth.
IFSA will govern virtually every aspect
of an Islamic financial institution
— whether operations, corporate
governance, prudential requirements
and risk management, to name a few -
and will provide legislative strength and
credence to the financial sector and the
Islamic finance industry.

The challenge here is for Islamic
finance players and the people involved

to accelerate their competencies and
competitiveness in order to heighten
compliance with regulatory policies
and procedures and achieve the
financial stability and maturity which
is the ultimate outcome desired by
IFSA. It is especially important for
Islamic finance to build up credibility
and good governance to compete with
conventional finance as both sides
seek to make inroads into the massive
regional markets opening up due to
ASEAN integration. %

B Safiah Ashedoff is a former legal
counsel with 15 years’ experience in
legal practice and banking and finance,
specialising in Islamic finance and
investment banking. She holds a law
degree from the University of West
London, United Kingdom.

IFSA also seeks to address operational issues
on payment system providers, and as such
financial intermediaries and system providers
too will come under the purview of Bank

Negara Malaysia.

33

€102 439IN303a + LHOISNI ONIMNVE



w
S

€102 43dIN323d + LHOISNI ONIMNVE

oug eaaersnip

EXPORTING

ISLAMIC FINANCE -
Risks and Rewards

WHAT DOES ASEAN INTEGRATION HOLD FOR ISLAMIC FINANCE (IF)?LEADING PLAYERS IN
THE MALAYSIAN IF SECTOR SHARE THEIR THOUGHTS ON THE PROSPECTS AND CHALLENGES
OF EXPORTING ISLAMIC FINANCE SERVICES ACROSS THE BORDER.

I DALILA ABU BAKAR

he prospective establishment of the ASEAN Economic
Community (AEC) by 2015 heralds the emergence of a regional
integrated market comprising over 600 million people and
offering ample economic opportunities. Financial services in
particular, such as Islamic finance (IF), look poised to shine in
this new borderless market. Indeed, IF’s increasing regional
participation is in sync with Bank Negara Malaysia’s vision as proposed in its 10-
Year Financial Sector Blueprint 2011-2020.

For some players, regionalisation is a chance to export new ideas and ethical
principles, and to sustain rapid growth. Dato’ Mohd Redza Shah Abdul Wahid, Chief
Executive Officer of Bank Muamalat Malaysia Bhd said: “Over the last few years,
Islamic banking has been growing at a faster rate than conventional banking and
is increasingly becoming an attractive form of financial intermediation. Positive
developments towards greater integration with the broader financial system will
not only allow Islamic banks to attract people who have not been exposed to this
kind of services before but also provide a platform to generate greater trade and
wealth creation and at the same time allow for greater distribution of risk and
contribute towards greater flexibility.”

“Regionalisation offers huge oppor-
tunities to Islamic banking. Obviously,
regionalisation will offer access to a
broader client and asset base besides
promoting ethical banking among
ASEAN members, hopefully with more
relaxed regulations and policies imposed
by the countries’ regulators. And as these
markets develop, more corporates will
have growing banking needs that could
be served via the Islamic capital markets
and investment banking, such as Sukuk
financing,” he continued.

Disparate markets

for Islamic finance

Apart from the AEC, another
regionalisation initiative which could prove
beneficial for Islamic finance is the Trans-
Pacific Partnership Agreement (TPPA),
which has a bigger footprint. At the time
of writing, the TPPA is set to include the
United States, Australia, Brunei, Chile,
Malaysia, New Zealand, Peru, Singapore,
Vietnam, Mexico and Canada. “Together
with the AEC countries, this could result
in a vastly expanded market for Islamic
banking. We foresee North America as
an important regional market. Nearer
to Malaysia, opportunities still abound
in some countries in ASEAN especially
Indonesia, Thailand and Vietnam,” said
Prof. Dr. Saiful Azhar Rosly, Head of
Consulting and Executive Programmes
at INCEIF or the International Centre For
Education In Islamic Finance.



Six of the ten ASEAN countries have already
started developing their Islamic banking and
finance sectors, while the other four - Cambodia,
Laos, Myanmar and Vietnam have expressed
their interest in Islamic finance.

Indonesia, given its large Muslim population
with low penetration in Islamic finance
could be the most attractive market, mused
Saiful. “But overall, ASEAN could also offer
potential for financing, capital raising or even
Waqgf development towards development in
infrastructure, education and health as these
sectors are crucial for economic development
and still lacking in some of the ASEAN
countries.”

Under the TPPA, Malaysia should become an
integral part of the greater economic integration
and will have more access to products and
services as well as bigger markets. The TPPA
is also anticipated to pave the way for more
structured trade arrangements expected to take
place between Malaysian companies and their
counterparts in the United States, Australia and
Canada.

Shine

Financial services in
particular, such as
Islamic finance (IF),
look poised to shine
in this new borderless
market.

Six of the ten ASEAN
countries have already
started developing their
Islamic banking and finance
sectors, while the other four
- Cambodia, Laos, Myanmar
and Vietnam have expressed
their interest in Islamic
finance.
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But all is not plain sailing with the
TPPA, which has come under fire
from many quarters. “Malaysia has not
made its stance on the TPPA and we
are worried about whether the Shariah
structure will be acceptable within the
member countries of TPPA. We are
worried about the restricted governance
that will not allow the free flow of Islamic
banking services, because we are a bit
cautious about conventional banking
which dominates the current market,”
explained Datuk Mohamed Azahari
Kamil, Chief Executive Officer of Asian
Finance Bank Bhd.

Within the TPPA footprint, Brunei,
Singapore, Malaysia and Vietnam are
considered Islamic banking markets.
Meanwhile, enforcement and legislation
to support Islamic finance are not yet in
place in developed markets such as the
United States and Australia.

Regionalisation risks

‘While regionalisation offers opportunities
such as the building of market bases and
new distribution channels and testing
of new products, there are definitely
risks such as credit risk, market risk,
operational risk, Shariah risk, ownership
risk, investment risk and liquidity risk, to
name just some.

Among the key challenges of
regionalisation is “Shariah structure
uniformity as we want to make sure
that we talk the same language. An
example is the Swukuk problem and
Accounting and Auditing Organisation for
Islamic Financial Institutions (AAOIFI)
accreditation as some of the Sukuk are not
accredited; hence, we can’t tap the Middle
East markets,” remarked Azahari.

Legislation and enforcement were
pinpointed as fundamental areas for
improvement. “Without legislation,
there will be cowboy management,”
said Azahari. “Bridging regulatory
and supervisory gaps as well as
interpretations of Shariahlawis essential
at this juncture before we can truly
realise the objective of regionalisation,”
said Mohd Redza Shah.

Although the industry is maturing,
legislation still lags and there is market

It is not only essential
to have up-to-date
integrated systems,
but these systems must
also be able to support
Shariah requirements
and the complexity

of Islamic banking
products while
satisfying the enlarged
customer bases from
expansion.

disparity. “Even in countries where
Islamic banking has been accepted as
part of the financial landscape, there
remain legislative/jurisdictional issues
that need attending to,” said Saiful.
This is particularly true of cross-border
legislation and jurisdiction which is an
enlarged area of concern for Islamic
banks. Furthermore, the regulatory
framework is complicated by the various
bodies supervising Islamic banking like
the central banks, Islamic Financial
Services Board (IFSB) and accounting
bodies like AAOIFI. Interpretation,
understanding and implementation of
the rules, guidelines and procedures
governing  Islamic  finance are
conditioned by the local environment,
culture, economic systems and
available institutional frameworks.
To address these, said Saiful, Islamic
finance needs a holistic approach to
legislation, jurisdiction and supervisory
challenges. “Engagement of the
relevant stakeholders, e.g. central
banks, regulators, government and
market players are required to address
challenges of regionalisation.”

Like other segments of the banking
sector, IF faces technology risk. It is
not only essential to have up-to-date
integrated systems, but these systems
must also be able to support Shariah
requirements and the complexity
of Islamic banking products while
satisfying the enlarged customer bases

from expansion.

The inherent complexity of Islamic
banking products and services
meanwhile require special skill sets
and knowledge to market and explain
them to clients. Islamic banking
products are inherently more complex
than their conventional counterparts;
having to avoid Riba (interest), Gharar
(uncertainty), and Maisir (gambling)
will carry significantly different types
of risks. In an environment where risk
management rules are being elevated,
Islamic banks will require much more
detailed risk profiles to ensure that
they can absorb any internal or external
shocks in the process of going regional.

Islamic financial institutions also need
to strengthen their capital. “Any form of
expansion including regionalisation will
require an expanded capital base for
Islamic banks. Although most Islamic
banks are currently well-capitalised
within the environment in which they
are doing business, there is a great
need to establish mega Islamic banks
that can compete with the likes of
Barclays, Citibank and HSBC. This is
critical especially in the area of Sukuk
IPOs and Islamic infrastructure project
financing,” Saiful said.

Liquidity management remains a
stumbling block even in the more
matured Islamic markets. Financial
and economic crises have often
created liquidity problems to Islamic
banks, but the sector is working
to improve liquidity. ~The Bahrain-
based International Islamic Financial
Market (IIFM) and International Swaps
and Derivatives Association (ISDA)
have been instrumental in providing
the infrastructure for derivatives
to be utilised by Islamic financial
institutions for hedging purposes.
For instance, ISDA in conjunction
with IIFM announced the creation of
the Mubadalatul Arbaah or profit rate
swap, product standard to be used
for Islamic hedging purposes in 2012.
The International Islamic Liquidity
Management Corporation (IILM) is also
playing a role in providing liquidity to
Islamic financial institutions and issued
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its maiden USD490 million 3-month
Sukuk in Kuala Lumpur recently.

The bankers also zeroed in on
the talent challenge for the Islamic
finance sector. Talent at certain levels,
especially at the mid-to-senior level of
management, is still lacking. Similarly,
certain key areas in Islamic finance
such as Islamic capital markets,
corporate banking, risk management,
and actuarial in Takaful continue to rely
on talent supplied by the conventional
finance sector. IF must have access to “a
high breed of talent management which
can integrate talent and culture” in
order to succeed, commented Azahari.

Beyond profit

At the end of the day, do the rewards
outweigh the risks? It is also worth
considering that Islamic finance
institutions are not merely committed to
the mandate of increasing shareholder
returns, but may also want to do good
in line with Islamic principles of giving
back to society.

Financial inclusion - which is an
objective for ASEAN regulators in
harmonising markets which are
currently disparate - could be a positive
offshoot of expanding Islamic finance
services. Islamic banking could
be a catalyst for expanding wealth

distribution via Zakat (tithe), Waqgf
(endowment) and corporate social
responsibility activities, noted Mohd
Redza Shah of Muamalat.

“These are the ‘ethical’ elements
that Islamic banks can offer. Yes, we
may experience a small loss in profit
especially when the landscape is very
competitive but it is more of getting the
‘Barakah’ or blessing by being involved
in regionalisation activities.”%

M Dalila Abu Bakar is a freelance writer
based in Kuala Lumpur specialising in
Islamic finance.

Industry Insights

Muzaffar Hisham, Chief Executive Officer of Maybank Islamic Bhd

“Maybank Islamic, the leading regional Islamic
financial services provider, is very much at the heart
of ASEAN by virtue of our core market reach in
Malaysia, Indonesia and Singapore.

With our asset size now above RM100bn and
pre-tax profit breaching the RM1bn mark last year
(RM1.19bn in 2012), Maybank Islamic has benefited
from regulatory stability
and progress within our
ASEAN core markets. We
note that regulators have
embarked on dynamic
and pro-active strategies
to ensure that the Islamic
banking industry is at a
level playing field especially
within the taxation treatment of an Islamic
transaction. This will of course provide an impetus
to Islamic banks, including Maybank Islamic, which
will be able to offer their products and services at
more competitive rates to clients.

We do also recognise that regulatory reciprocity
between countries of interest is essential for Islamic
banking’s future growth. A clear example lies
within the recent development of the industry’s
infrastructure in Hong Kong.

@) Maybank

The proposed ASEAN Economic Community will
approximately have a demographic size in excess of
600 million people. This is a positive development for
the region given that ASEAN (the future AEC) should
be yielding a GDP growth rate averaging 5.5% over the
next five years which will result in increasing demand

for financial services. We do, however, have to learn from

the lessons demonstrated
by the European Debt Crisis
as to whether it would be
practical for AEC to establish
a common monetary and
fiscal policy. We believe that
a strong AEC is essential
for trade, growth and
investments flows. It also
provides a sound platform for the grouping to ascertain
whether it would be feasible to have a common
monetary policy sometime in the future.

From Maybank Islamic’s perspective, enabling
fair competition and harmonised financial policies
are important issues to be addressed given the
competitive nature of the current global economy.
Being able to participate in a liberalised economic
community will only enhance the competencies of
Malaysian institutions and more importantly Islamic
banking and finance.”
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The key to successful
financial systems in
this century therefore
will be developing
high-performing
finance professionals
through quality

learning.

DRIVING QUALITY ASSURANCE

HROUGH ACCREDITA

|ION

HIGH QUALITY TALENT WILL GIVE BANKS A COMPETITIVE EDGE AS MARKETS BECOME MORE
BORDERLESS. ACCREDITATION OF LEARNING PROGRAMMES IS KEY TO DELIVERING THE QUALITY
LEARNING NEEDED TO UPSKILL HUMAN CAPITAL IN THE RACE TO REGIONALISATION.

B DR. AMAT TAAP MANSHOR

mployee training and development
is an important factor for most
industries as it keeps employee
and organisational goals aligned.
It also serves as an added layer
of assurance for the financial
services sector in particular where systemic changes
in recent decades have been transformational.

Dynamic regulatory standards, a high employee
turnover rate, technical advancements and a rapidly
expanding workforce spread across multiple financial
sectors have made it critical for training providers to
develop and maintain quality training for the industry
to excel. The key to successful financial systems
in this century therefore will be developing high-
performing finance professionals through quality
learning.

In effect, there will be only one overriding challenge
for financial institutions. That is to stay disciplined
and remain attentive to the transformational changes
that force them to address the issues of quality
talent in the workforce, so as to remain competitive.
In addition, having documented proof of employee
training such as accredited learning programmes is
important for any regulated industry.

What is accreditation?

Many stakeholders today - whether they are service
providers, regulators, training institutions and trainees
themselves - often seek credentialing or special
recognition by an external agency or body which
‘confers’ a ‘seal of approval’ for quality services provided
to customers or clients. This ‘seal of approval’ in training
for the Financial Services Industry (FSI) takes the form
of accreditation.

Accreditation is a significant achievement pronouncing
high-quality learning as well as an enhancement process
for the FSI in terms of quality and performance of staff.
It is in essence a status granted to an institution, its
learning programmes and individuals that meet the
prescribed criteria of quality. Specifically, the Finance
Accreditation Agency (FAA) grants accreditation to
learning programmes and training providers that meet
the criteria stipulated in the FAA Quality Framework.
In addition, through the development of the FAA
Qualification Structure (FQS) and FAA Recognition of
Prior Learning (FRL) initiatives, FAA ensures that the
FSI is able to chart a clear career and development path
for its staff. Ultimately, FAA also serves as an advocate
for the provision of the highest quality assurance
standards in the development of talent for the FSI.




How does accreditation

improve quality in the FSI?

FAA conducts its activities in the

following categories:

i) Development of the FAA
Qualification Framework
The FAA Qualification Framework
(FQF) is a comprehensive quality
assurance framework with certifi-
cation and accreditation systems
that aim to raise the quality of
talent belonging to the FSI. A major
component of the quality assurance
and accreditation initiatives of FAA by
which the FAA Learning Criteria is
established, the FQF forms a uniform
approach to quality assessment of
learning standards required in the
quality assurance and accreditation
process. One of the objectives of the
FQF is to enhance the competencies
of FSI employees through accredited
learning programmes.

1)) FAA Learning Criteria
The FAA Learning Criteria (FLC)
comprise the standards adopted to
evaluate the learning programmes. In
this context, the six (6) dimensions

of the learning criteria are used as
a basis for accreditation by which
the learning programmes are
submitted for FAA Approval, FAA
Provisional Accreditation and FAA
Full Accreditation. Each dimension
represents an essential component
of quality in the learning programme
effectiveness of a training provider.
To achieve quality and obtain FAA
accreditation, it is essential that
the minimum threshold of all the
dimensions is met.

Accreditation

is a significant
achievement
pronouncing high-
quality learning

as well as an
enhancement
process for the FSI
in terms of quality
and performance of
staff.

11i) Development of FAA Learning

Standards

A commitment to quality coupled
with the development and application
of standards are fundamental to
providing quality learning. Standards
and criteria are the vehicles by
which the general concepts and
attributes of quality learning are
translated, understood and accurately
measured. FAA is recognised to
ensure high-quality assurance and
accreditation practices in accordance
with global standards and practices.
Through the development of its own
learning standards for focal areas
in every sector in the FSI, which
is benchmarked and moderated
internationally, FAA ensures that the
design, development, delivery and
accreditation of alearning programme
in terms of its levelling and contents
are appropriate and useful. This
integration of FAA  Learning
Standards (FLS) contributes to the
improvement of learning quality
that enhances the competencies of
FSI employees through accredited
learning programmes.
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TRANSPARENCY, ACCOUNTABILITY AND THE GENERIC PRINCIPLES UNDERPINNING

All learning
programmes

and institutions
accredited by
FAA are subject
to quality
reviews when the
validity period of
accreditation is
about to expire.

iv) Development of the FAA Qualification

Structure

FAA is developing its Qualification
Structure which aims to harmonise
and integrate formal and professional
qualifications with recognition of
prior learning in the FSI into a
single framework. The integration
of all learning programmes and
qualifications into the Qualification
Structure  will  enable  mutual
recognition from other accreditation
bodies locally and abroad, facilitating
the mobility of FSI employees both

in terms of career progression
and academic advancement. The
qualification structure which will be
completed in 2014 will greatly enhance
the professional development of talents
in the FSIL.

v) FAA Recognition of Prior Learning
FAA Recognition of Prior Learning
(FRL) is critical to the development
of an open, accessible, inclusive,
integrated and  relevant  post-
compulsory education and training
system, and is the key foundation
for lifelong learning policies that
encourage individuals to participate in
learning pathways that include formal,
non-formal and informal learning.

vi) Industry Technical Experts
The FAA Accreditation Panel (FAP)
appointed by FAA consists of subject
matter experts in the FSI, locally and
abroad, in their respective fields i.e.
Islamic finance, insurance, capital
markets, conventional banking and
corporate programmes. FAP’s role is to
ensure that the learning programmes
submitted for accreditation are in
compliance with the FLC prescribed
under the FQF and are relevant to
the requirements of the FSI. Making
appropriate recommendations to the
FAA Technical Committee on the
status of learning programmes, the
FAP provides comprehensive and
evidence-based analysis of the skills
required which align to industry needs.

vi1) Quality Reviews
All  learning programmes and
institutions accredited by FAA are
subject to quality reviews when the
validity period of accreditation is about
to expire. Whilst the documentation
of ongoing quality activities is still
an integral part of the accreditation
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THE PROCESS OF QUALITY ASSURANCE PRACTICED BY FAA ARE CRITICAL IN THIS INSTANCE.

process, FAA reviews how the
institution addresses the FLC,
not only after the accreditation is
obtained but also when the learning
programme is delivered. This allows
for retrospective, concurrent and
prospective reviews that emphasise
on the desired outcomes by the
financial institutions. Such an
outcome-oriented approach, which
focuses on the competencies of
practitioners rather than on paper
compliance, is essential to advance
the mandate of FAA in facilitating the
development of quality talent for the
FSL

viii) Trends in Learning and Training
The FQF results in the development
of more learner-centred and skills-
based learning programmes. FAA
adopts a systematic review from the
literature to the delivery and learning
outcomes to evaluate whether the
learning programmes of an institution
warrant the training and fit the
needs of the financial institutions.
Its accreditation principles - such as
being up-to-date and industry-based,
and its flexibility model - ensure
further that the specific training
needs are met to build a competent
and strong workforce that contributes
to better financial products and
services.

ix) Fulfilling the quality assurance
Sfunction independently

To advance the overall delivery of
high quality learning for the FSI,
the need to promote increased
industry and public trust in financial
institutions must not be overlooked.

the internationally benchmarked
system to address quality talent.

Transparency, accountability and
the generic principles underpinning
the process of quality assurance
practiced by FAA are critical in this
instance. FAA engages independent
panellists to assess the learning
programmes. Panellists who are the
subject matter experts in the FSI are
required to declare and fully disclose
the conflict of interests which
withholds him/her from making
a fair judgement. Similarly, FAA
does not involve itself in the design,
development and delivery processes.
The accreditation process pledged
by FAA in this regard is independent
and transparent and the accreditation
decisions are therefore impartial and
free from undue conflict of interest.

the competencies of an individual. It
serves as an advocate for the provision
of high-quality assurance of learning
standards through the development
of nationally and internationally
recognised standards. Through the
accreditation process, FAA provides
national and international financial
institutions and practitioners with
an effective way to regularly and
consistently examine and improve the
quality of learning offered to financial
institutions. The shift in accreditation
emphasis - from a facility which
can provide high quality services to
whether it actually does — has become
the major focus in recent development
and will continue to be emphasised
until quality learning which addresses
the knowledge and skills required
is firmly incorporated into the
accreditation process to strengthen the
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FAA has the responsibility to deliver
quality excellence in the process of
talent development through its rigorous
accreditation process that ensures the
quality of a programme, institution and

human capital of the FSI. %

Having a strong, credible and
transparent system for structured
assessment and accreditation
is an essential building block of

B Dr. Amat Taap Manshor is the
Chief Executive Officer of the Finance
Accreditation Agency.
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Rethinking

the education

agenda

Il TAY KAY LUAN

anks are grappling with how to evolve
given the challenges of changing consumer
demands, increased regulation and,
equally important, a rapidly shifting but
very disruptive technological environment.
Innovations in banking delivery are not
likely to lose momentum; there has been noticeable growth in
online banking including mobile applications.

Such a rapidly changing environment has provided an
opportunity for banks to review and articulate the way
they prepare their talent for their increasingly complex and
challenging careers. It is well-known that banks face challenges
to acquire the right talent to meet business needs. Training
departments in banks are also wrestling with the issues of
how to equip their people with problem-
solving abilities and the skills to interpret
information and communicate effectively
in an ever-changing 