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On January 29, Bangladesh Bank issued a new Large Loan Restructuring Policy (LLRP).
Concerns have been expressed in some quarters about the misuse of this policy. There is a
fear that this policy will open up the floodgate for loan restructuring that could hurt the
earnings of commercial banks, especially state-owned commercial banks. There is also a
belief that this policy was adopted under political pressure from influential debtors. How
reasonable are these concerns? In this article I explain the rationale for the LLRP and also
respond to the concerns that have been expressed about the policy.

The LLRP was adopted as an instrument to facilitate the effective functioning of the market-
based Bangladesh economy. In any market economy, private investments are made on the
basis of the best available information regarding demand, cost structure, competition,
profitability and related variables. Nobody has perfect knowledge or perfect foresight and
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therefore there is a considerable element of uncertainty, especially about future trends of
current variables that were used to make the investment decision. In view of this, profitability
of investment tends to fluctuate considerably over time. In particular, world commodity price
fluctuations, downtrend in global demand for products and domestic political difficulties can
easily derail business incomes and profitability.

In this real world of uncertainty, it is natural to expect that some business could come under
substantial stress and face a liquidity crisis. There are plenty of global examples of how
business enterprises have come under stress from time to time. In some adverse
circumstances an enterprise may need to exit and go out of business. Many countries have
sound bankruptcy provisions that allow an orderly exit process with reasonable transaction
costs.

But not all distressed companies are candidates for bankruptcy. Many are simply facing a
liquidity crisis due to an unanticipated downturn in earnings. With orderly restructuring of
business including restructuring of loan repayment facility, these enterprises can manage the
downturn and emerge stronger with the restructuring. In recognition of this, many countries
have developed loan restructuring policies to help good enterprises that are facing temporary
financial distress ride over the crisis. Financial loan restructuring is usually combined with
necessary business restructuring to reduce future financial risks, reduce costs and strengthen
future earnings potential.

Commercial banks in Bangladesh from time to time restructure individual loans as a normal
business decision. These restructuring require Bangladesh Bank clearance as a prudential
norm and to avoid collusive behaviour. However, large borrowers with multiple bank loans
can face a real challenge in restructuring these multiple loans and the transaction costs of
multiple clearances from BB can be high. Importantly, there were no clear guidelines for
commercial banks to base their restructuring decisions.

The LLRP is aimed at reducing these transaction costs and facilitate an orderly restructuring
process for large loans of enterprises that are under temporary financial stress. This is a
facility available to all business irrespective of their political affiliation and based only on the
merits of the business case. The LLRP was developed with careful scrutiny by the BB board
and drew on the good practice examples from Asian countries. Attention was given to
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ensuring that only a genuine business enterprise with evidence based restructuring proposal
duly certified by a pre-qualified accounting firm is eligible. The LLRP requires that individual
banks must own and approve the restructuring proposal based on strict business
considerations but it also provides prudential limits on the generosity of the restructuring
terms. This means a bank, especially a state-owned commercial bank, cannot just decide to
forego its earnings based on political pressures.

Against the above context of the origins of the LLRP, let me now answer the concerns
highlighted at the beginning of the article. So far, after about four months since the LLRP was
announced, not a single restructuring proposal has been approved. Only one case involving
Tk 180 crore has been submitted by a reputable private bank to BB for review so far. So,
where is the evidence for the opening of the restructuring floodgate?

As explained above, the LLRP is a well designed and technically sound policy that combines
the best features of good practice international experience. The entry criteria are tough
enough to allow only genuine business enterprise to seek the relief. Collusive behaviour
between a politically powerful business enterprise and the management of a state-owned
bank will fail to meet the entry criteria and therefore will not be approved under the LLRP. So,
where is the evidence about political pressure leading to the development of LLRP?

Clearly, the concerns about the LLRP are not based on evidence. The apprehensions reflect
misinformation and a lack of understanding of the LLRP. This is not uncommon in Bangladesh
where populist perceptions and suspicions rather than evidence-based criticisms often tend
to share the limelight.

Nevertheless, while there is a genuine business case for LLRP, the BB board is also mindful
that excessive loan concentration generally poses risks for the overall health of the banking
sector. It has instructed the BB management to strengthen the monitoring of loan
concentration for all large borrowers with a view to ensuring that all prudential norms are
applied for these borrowers and to find ways to reduce such concentration. Although
individual bank specific single borrower limit is in place and duly monitored, a system is
needed where the full banking exposure of both an individual enterprise and a group of
enterprises belonging to a single owner are monitored and prudential norms applied to both.
Too large to fail borrower syndrome is not a healthy development for a sound banking sector.
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Accordingly, BB needs to take steps to avoid unhealthy loan concentration at both the
individual bank level and for the banking sector as a whole at both the individual enterprise
level and at the level of group holdings of a single owner.


