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Do Banks Have a Future? 

Problems have solutions, predicaments only have outcomes. The former 

can generally be remedied, the latter can, at best, be managed. The 

banking breakdown that occurred in 2008 is the manifestation of a 

predicament that has been unfolding for 30-years. Because it is a 

predicament, there is no solution. At best, it will escalate slowly, but absent 

a complete remodeling, the traditional retail banking model will ultimately 

follow the former investment banking giants into extinction. 

Politicians blame banker’s greed and risk mismanagement as the main 

culprits for the 2008 crash, and there is no doubt that in many cases they 

were a contributory factor.  However, this is largely a public smoke-screen. 

The buck stops at the top. Where overwhelming culpability lies is with 

officials, governments and central banks, not so much for bad policies, but 

for failing to grasp the bigger picture and understanding how the overall 

banking and capital markets have evolved and changed. The banking 

system in 2008 was vastly different from the banking system of 25 years 

earlier, but nobody in authority seemed to have noticed; certainly their 

policies showed not even the slightest inkling of meaningful change. How 

can it be that a banking system was allowed to grow to such a level that it 

destroyed the economy of its mother-country without those in power even 

noticing? This must go down as the ultimate administrative negligence of 
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The European 

banking system 

is broken & will 

never return to 

its 2000-2006 

heights 

the modern era, and the reason why western governments have more or less unanimously failed to 

gain re-election since 2008. Whether of course the new incumbents do any better remains to be seen. 

The 2012 Eurozone meltdown is a side-show of which the banking problem is 

only a part. Europes’ debt liability is a mixture of a banking crisis 

metamorphosing into a sovereign debt problem in some jurisdictions, and 

economic breakdown spreading to the banking system in others.  The end result 

will be a broken European banking system that will never return to the highpoints 

experienced between 2000 and 2006. The eventual collapse of the Eurozone will 

be due to the fundamental structural ineffectiveness of the union as a whole; the 

2008 crisis has merely served to highlight the irredeemable disparity between different jurisdictions. 

Many commentators have blamed structured securities for the western banking demise. To some 

extent this is true; they were certainly the straw that broke the camel’s back in 2008. The problem then 

though was not in the nature of the securities but in their execution, which was badly flawed. Where 

the banks got it horribly wrong was being left with a stack of badly originated loans that they were 

unable to sell off from their balance sheets. The current view of structured securities in much of the 

west from the authorities, regulators and the banking reform lobby is positive. Governments are 

particularly keen on structured securities because they are capital efficient and reduce the size of 

bank balance sheets, thereby lowering systemic risk from the banking sector.  However, looking back 

at 2008, the question that structured securities cannot answer is how and why did the bank’s exposure 

reach such a dizzyingly high level, given that structured products are only a part of the equation?  

Other commentators blame deregulation, and it is clear that the introduction of structured products, 

derivatives and other financial advances accelerated dramatically after the Millennium. This resulted in 

too much innovation occurring too quickly, whereby risk control or regulation could not keep pace with 

change. With advances in IT, the power of information ended up taking precedence over the power of 

interpretation, and at times, basic common sense. The experiment of allowing banks to combine 

traditional lending activities with trading and other innovative risk-related activities drove leverage up 

to unimaginable levels. We all know what happened next, but given the taxpayer is still on the hook for 

ongoing losses, the excesses of deregulation need to be reversed as quickly as possible. However, 

this is now difficult, given that the new business lines 

are making money, whilst the traditional lending core 

of the institution largely remains suspended in a state 

of near inactivity. As a result, the U.K. regulators, for 

example, have postponed the ring-fencing of 

investment-banking from retail banking until 2019, 

which gives a reasonable indicator of how deep the 

problems are, and how long it will take to work them 

out. In the meantime, 5-years into crisis, the entire 

global market still remains very much at risk from bad 

news emanating from any of the top ten global 

banking institutions that each holds assets in excess 

of US$ 2 trillion. Most worryingly, 6 of the top 10 

exposures are European. 

World's Biggest Banks

by Assets

1 Deutsche Bank Germany 2.805

2 Mitsubushi UFJ Japan 2.641

3 HSBC U.K. 2.637

4 ICBC China 2.607

5 PNP Paribas France 2.545

6 Credit Agricole France 2.514

7 Barclays U.K. 2.431

8 J.P. Morgan USA 2.321

9 RBS U.K. 2.246

10 Bank of America USA 2.181

Total 24.928

Assets 

US$ Trill
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When 70% of your 

loan book is in real 

estate & the market 

drops by 50% you 

don’t need to be a 

genius to know you 

are in trouble  

Once again though, as far as isolating the main culprit for the 2008 crash, the deregulation issue still 

fails to fully answer the central question of the bank’s risk exposure reaching such a staggeringly high 

scale? How could so many banks become so enormously big that allowing them to fail was capable of 

bringing down countries? The answer is fairly straightforward. In addition to massively increased 

leverage in the aftermath of deregulation, structural changes in the fundamental make-up of bank 

balance sheets was simultaneously occurring, which dramatically increased vulnerability to market 

downturn and outlier results. Both these risks were woefully misunderstood, miscalculated and 

underpriced. As a result, when the western markets did turn, in this case led by real estate, the banks 

unknowingly found themselves hopelessly out of their depth and effectively drowned. 

Up until 1980, bank balance sheet exposure to real estate was generally limited to a maximum of 20% 

of the loan book. Under this situation, property market prices would need to implode by over 80% 

before the bank’s capital base could get wiped out. By 1990, this exposure had increased to 30% of 

the loan book, whereby the banks could handle a 70% price implosion. As a result, the 1989 crisis in 

the west passed without too much long-term drama. By 2002 though, real estate was starting to reach 

a danger point at 50% of bank loan 

books. The banks could still handle 

a 60% fall in prices, but price drops 

in the 40% to 60% range are not 

really outlier results in the case of a 

serious market crash. Including 

unsold structured securities, bank 

exposure to real estate by the end 

of 2007 totaled a whopping 70% of 

their loan books. At this level, banks 

could at best take a price drop hit of 

40%. The 2008 Crisis saw prices 

drop by at least 40%, and in places 

now, by as much as 70%, making 

most western banks effectively 

bankrupt.  

So why did western banks load up their balance sheets with so much real estate? The big market-

driven change that drove this adjustment was the loss of the “blue chip” corporation’s lending 

business. With expansion in the capital markets and new technology, it became increasingly easier 

and cheaper for big corporates to raise their own debt. As the markets grew, so more and more 

corporates moved over to the non-banking debt market. As a result, the banks were left with little 

option to make up for this gap by gradually increasing lending in more risky 

markets such as SMEs, but especially real estate. Why no-one in authority 

seemed to notice this hugely significant structural shift is extraordinary. 

Greed, flawed risk management, faulty structured securities and 

deregulation all contributed to the whopping scale of the 2008 crash, but, 

irrespective of this, when 70% of your loan book is highly leveraged real 

estate and the market drops by 50%, you don’t need to be a genius to 

realise that you are up a creek without a paddle!  
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Banks now 

have little 

option but to 

finance their 

own downfall 

Asian banks now 

have similar 

problems with 

their balance 

sheets 

Nationalizing 

banks may 

even make 

matters 

worse 

The problem banks now face is that they have little option but to continue to focus the majority of their 

lending in riskier sectors, notably real estate. Then, when they do make mortgage loans, they increase 

demand for property, encourage speculation, and drive up prices until the market cycle eventually 

corrects and markets crash. From this perspective, it is the banks themselves that create their own 

fatal flaw, by funding their own future downfall. This is the conundrum facing the banking sector for 

which there appears to be no ready solution without a total industry rethink and 

shake-up, which the banks themselves, the regulators or the authorities seem 

reluctant to, or are incapable of addressing. For many of the banks though, it is 

now probably already too late. The era of financial institutions being considered 

conservative bastions of good business lending and custodians of risk is now 

history. For the banks, this is tantamount to being placed on death row. 

Over-zealous regulators in the West now want to try and completely eradicate risk in the bank lending 

business. As far as traditional bank lending is concerned, the challenge they face is that markets are 

cyclical. If banks lend mostly to real estate, their future demise is at some point inevitable when the 

market turns the wrong way. Not even the regulators can beat the market. The simplest way to reduce 

risk is to package and sell it through structured securities to third parties, which is why structured 

products in western markets are rebounding and gathering momentum. If this trend continues to 

gather pace, banks will become mere distributors of financial products only, with no risk-taking 

capacity. This being the case, why do we need traditional banks? Established retailers are generally 

much more efficient at distribution than banks, and given the massive increase in technological and IT 

based applications, there is no room in the technology or social networking space either for the banks. 

Given all these issues, the future doesn’t look so hopeful for the banks and their traditional credit 

market hegemony, which is now at risk of slipping away forever.  

So what about Asia? Eastern banks claim they are in a much better state than 

western banks and can easily manage market correction when it comes. 

However, their balance sheets are now in a similar predicament to the western 

banks twenty years ago, as Asian blue chip corporates increasingly abandoned 

bank credit and moved over to the bond market. How well eastern banks have 

been handling this structural change and the quality of new replacement credit 

remains to be seen. Certainly, their numbers and ratios look remarkably similar to European banks in 

2007, as well as their positive spin and rhetoric. The time to judge a bank is not in the boom or the up 

cycle. Its true strength is best judged after the next market correction, not the last one. 

What is clear, both from the current western banking crisis and previous corrections globally, is that 

the institutions who emerge from downturn in the best condition are the ones who minimize denial, 

bite the bullet and, no matter how painful, commit to the earliest possible 

deleveraging. As we can now see from Europe, pretending things are better than 

they are and kicking the can down the road, just magnifies the problems and the 

ultimate cost to shareholders. The U.K is a classic example, where the condition of 

the banking market could only be described as wretched. Nationalizing the banks 

doesn’t solve the urgent need to deleverage either; if anything it motivates further 

procrastination.  
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The tragedy of the 

European banking 

problem is that the 

problems were 

exacerbated by 

using the wrong 

advisors 

 

Take RBS for instance, where first half losses at the bank in 2012 are 

rising again, this time to GBP 1.5 billion, because they have not 

properly addressed the deleveraging of their loan book. The only 

surprising thing about this is that people are surprised when banks 

don’t fully deleverage, and then continue to rack up losses!  

 

Meanwhile, another nationalized U.K. bank, Lloyds, has also been attracting bad press after its failure 

to offload debt positions from its loan book at auction. Buyers just walked away, ultimately leaving the 

bank with no choice but to opt for a cut-price fire sale. These gloomy examples are only the tip of the 

iceberg though. The bad news is that the U.K. is way ahead of the Eurozone in deleveraging their 

banks, so goodness only knows what future shocks await us from continental Europe. 

  

The tragic thing about the European bank debt problem is that much of the 

impact of the 2008 Crisis could have been substantially mitigated if the banks 

had been prepared and willing to take good, early, outside advice from the 

right sources, from industry experts who really knew what they doing. A 

recurring feature of the post 2008 environment was banks and governments 

appointing “big name” institutions to advise them, even though the 

organisations in question had absolutely no experience of dealing with high 

volumes of distressed debt. As can be seen now, the advice wasn’t so good! 

The question now facing Asia is: will their banks follow the Europeans in denial, intransigence and 

flirting with extinction when their markets correct, as they inevitably will, or, will they admit to the reality 

of their situation and welcome suitably qualified outside experts in? 

Europe Turning Japanese 

In the last edition of Asian Compass we posed the question, could one lost decade in Europe turn into 

two? Real estate prices in most of Western Europe have already, or are in the process of reverting 

back from their pre-2008 peaks to at least year 2000 levels. In essence, the noughties was a lost 

decade for Europe. However, failure to deleverage bank loan books is just extending and worsening 

their real estate market hangover. Doing very little about bad debt, whilst continuing to bail out the 

banks is repeating the well documented Japanese model of the 1990s that prevented meltdown, but 

created the conditions that came to be known as Japan’s “lost decade.” Is Europe, to quote the 

famous pop song, now “turning Japanese?” 

Certainly all the symptoms are remarkably similar: 

 Counties have just experienced the largest real estate bubble in their history burst. For 
some European jurisdictions this was their first serious property market crash 

 The regional banking industry has been bailed out by government or the European 
Central Bank 

 Banks now sit on bad loans, rather than monetize them to create a market bottom upon 
which new real estate market growth can be based 

RBS Year Loss in GBP 

2008 24.3B 

2009 3.6B 

2010 1.1B 
2011 1.9B 

2012 1H 1.5B 
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 Governments continue to increase borrowings in order to prolong the funding of greater 
losses, to the extent it is increasingly difficult to see how they can pay down loan 
principal  

 Market and consumer confidence has fallen to rock-bottom levels and shows no sign of 
rebounding 

Real estate price data in graphic form supports correlation between what happened in Japan and what 

is happening in much of Europe now. Japanese indices in the buildup to their late1990s crash and 

what occurred subsequently are uncannily similar to those in the Eurozone in 2008. 

The good news for Europe from 

this graph may be that both the 

falling curve and the future of the 

Eurozone market actually manage 

to keep pace with the Japanese 

experience. This could well be 

best case though. The bad news 

is that Japan’s lost double decade 

occurred in a low inflation-

deflationary environment. One of 

Europe’s biggest future 

challenges is the very real threat 

of rampant inflation. It means that 

even if the future price curve in 

Europe does manage to correlate 

with Japan, in real terms prices 

will have dropped substantially further. Under these circumstances, what has happened in Japan in 

the last twenty years would likely turn out to be many times better than what is currently unfolding in 

the Eurozone. 

Asian Banking’s Sitting Duck 

One of the main beneficiaries of the establishment of the ASEAN Economic Community (AEC) in 2015 

will be the banking and finance industry. In addition to the exceptional cross-border growth this 

opportunity will create, it is also expected to produce bank merger and consolidation prospects on a 

scale previously not envisaged in Asia. Given the mass exodus of European banks from the region in 

response to the Eurozone meltdown at home, competition for the new AEC riches could be 

remarkably low for such a valuable prize. As a result, we may well see the emergence of a new breed 

of home-grown South-east Asian regional mega-banks capable of taking on and competing with the 

international global banking giants. By the time the AEC is formally launched, Asia will have already 

overtaken an increasingly fragmented Europe as the wealthiest continent on the globe; new initiatives 

such as ASEAN banking expansion will propel the region still further ahead.  

The number of existing banks in the bigger ASEAN capital markets, by comparison with the more 

mature markets, is surprisingly large, with a total of 203. In 2011, the ASEAN Banking Integration 

Framework (ABIF) created a twin track development blueprint for banking, which differentiates the 
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more advanced banking jurisdictions from the less developed banking markets. As a result, “open-

borders” will only be instigated in Singapore, Malaysia, Thailand, the Philippines and Indonesia, unlike 

Brunei, Cambodia, Laos, Myanmar and Vietnam, which will initially have greater restrictions on entry. 

Based on the numbers of banks, the standout merger and consolidation 

candidate is Indonesia. The financial sector is underdeveloped, and is 

dominated by small independent banks, who have, according to the central 

banks’ governor, the most profitable banking system in the region. Return on 

assets in Indonesian banks is 2 to 3 times greater than their counterparts in 

Hong Kong, Singapore, Malaysia and Thailand. Given their weakness in 

terms of size and their comparative profitability, Indonesian banks may well 

turn out to be number one on the new regional banking investor’s hit list.  

A number of institutional investors and banks 

have been quick to seize on the Indonesian 

buying opportunity with CIMB, UOB, OCBC 

and ANZ already off the mark. In April this 

year, South-east Asia’s largest bank, 

Singapore-based DBS Group, announced that 

it had agreed to buy Bank Danamon, which 

would make it the latest foreign bank to gain a 

significant foothold in Indonesia. The deal is 

still awaiting final regulatory approval, and at 

US$7 billion, will represent South-east Asia’s 

largest banking deal so far this year. 

In addition to being South-east Asia’s biggest 

and most resource rich economy, Indonesia 

emerged as the regional stand-out performer 

for 2011. GDP rose 6.46% in 2011 after a gain 

of 6.2% in 2010. According to the IMF, the 

country’s growth was the fastest since 1996, 

which is excellent news for the region at a 

time when most other world economies are 

shrinking. In recognition of its recent strong 

performance, Indonesia also recently 

regained investment grade status from the 

rating agencies after 14 years in the 

wilderness. 

Australian M&A market still in Drive. 

There is much commentary, both domestically and internationally, that Australia has a two speed 

economy; the part that is influenced by the mining sector and related services industries, and then 

everything else. Despite the two speed economy, we have seen broad interest and activity across all 

sectors, with a considerable amount of M&A activity occurring outside the mining sector. 

Banks in ASEAN 

Malaysia 8 
Indonesia 100 

Philippines 40 

Singapore 10 

Thailand 20 

Vietnam 25 

Total 203 
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The top 600 

cities in the 

world now 

generate 60% 

of global GDP 

PE Multiples have 

returned to what are 

more traditionally 

sustainable levels with 

vendors adjusting their 

expectations downwards 

from pre Global 

Financial Crisis highs.  

While there is plenty of 

activity, deals are taking 

longer to complete. This 

is a function of a number 

of factors: purchasers 

being more careful with 

extensive due diligence periods; financiers being more thorough and taking more time to approve 

deals; and fewer bidders reducing competitive tension. 

International banks have largely retreated from Australia leaving the local “Big 4” as the principle 

business lenders. They are taking longer to approve deals, but are open for business and have 

continued to increase lending to the small to medium enterprise (SME) sector.  Competition for funds 

from a reduced number of banks has provided the four majors with the ability to be more selective in 

what businesses and deals they fund.  Quality assets often receive bids from multiple banks while 

there is no interest in speculative or high risk/ highly geared transactions. 

Non-bank finance is very tight for many sectors with capital markets closed to SME’s outside of mining 

and mining services unless the business has a compelling story. Venture capital firms are active. 

However, divestment activity is more prevalent than new investments.  We are continuing to see 

plenty of activity between funds as assets are moved from one private equity fund to another. 

Australia continues to see a high level of interest from both China and India in all industries and for all 

sizes of businesses.  Joint ventures and acquisitions are occurring across most sectors but the focus 

has mainly been on mining and agriculture assets. Be it local or foreign buyers, those in the M&A box 

seat in 2012 are companies with surplus capital or a strong existing balance sheet from which they 

have leverage capability. 

For more about M & A in Australia, contact: Michael Sonego, Baker Tilly Pitcher Partners, Michael.Sonego@pitcher.com.au 

 

Finding Gold in City Streets 

It is well known that 50% of the world’s population now lives in cities. However, 

that is only half the story. The world’s top 600 cities now house 20% of the 

earth’s population but more importantly, they generate a staggering 60% of 

world GDP. The key to our economic future therefore, is not to spot just the 

growing countries, but more importantly, the growing cities. Yet when it comes to 

analysis, governments produce reams of data on virtually every kind of variable 
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The biggest risk 

to developing 

Asia is the 

urban-rural 

divide 

History may 

belong to 

Europe, but 

the future is 

Asia’s 

for countries, but finding accurate data on cities, particularly for less developed markets, is extremely 

challenging. For ambitious businesses planning to develop internationally, this is a lamentable 

situation. 

The main driver of growth is urbanisation, the movement of people from the 

countryside to the cities. This is, and has been, an underrated, yet central 

component in the generation of capital and wealth everywhere in the world. For the 

economic giants in the mature markets, this process slowed over half a century 

ago. Asia and Africa are the only continents that are still urbanizing, and, on the 

basis of current trends, the urbanisation shift in Asia ex-Japan will slow by 2023, 

and in Africa by 2030. Consequently, for aspiring multi-national businesses that 

want to go for gold, major cities in the urbanizing markets is the best place to be. 

Discussions around the values of the old city state system have recently surfaced 

again in Europe with the demise of the Eurozone. Commentators have reminded us that, particularly 

in the south of the region, a number of countries have failed to realise their potential as centralized 

nations since their unification movements during the industrial revolution, and they discarded their 

heyday embrace of the city-state as a political-economic model. At the heart of the quandary is a one-

size-fits-all model that doesn’t work. The creation of the Eurozone has proved to be an additional step 

too far that takes cities even further away from the only conditions under which they have ever truly 

flourished. In Asia we have recently seen how well the city-state model can work, through the dizzying 

rise of Singapore and Hong Kong. What they share in common is highly educated populations, low 

crime, low unemployment and efficient economic models operating as highly skilled micro-empires 

that are the envy of the world. 

City states and capital cities have fundamentally different community dynamics 

though. The emergence of mega-cities in developing markets, where the capital 

city generates as much as 50% or 60% of national GDP, is now spawning 

increasing political and social tensions.  The main issue is aligning the interests 

of wealthier city dwellers with rural, agrarian based inhabitants. It is becoming 

progressively clear that when this division becomes pronounced, trouble brews. 

As a result, the biggest source of social division and conflict in Asia is, and will increasingly be, the 

urban rural divide. Until inequality is addressed, we will see continuing friction between inhabitants at 

opposite ends of the wealth and social scale in developing economies in Asia, which could eventually 

turn out to be the region’s fatal flaw. As Asia gets richer, the problem becomes more obviously 

manifest, and worryingly, those with the power to resolve this paradox seem to be the least motivated 

to find solutions. 

For now, the urbanisation movement experienced in the last decade in the East 

continues in turbo-drive, whilst in the West, particularly since 2008, we have been 

seeing the opposite trend occur in many established cities. The end result is a 

great global rebalancing exercise where GDP per capita is being fuelled by 

agglomeration benefits in the east and generally deteriorating in the west. Due to 

these changes, the comparative GDP table for world cities is already throwing up 

some surprising results and the emergence of a new world order. History may 

belong to Europe, but the future is clearly Asia’s. 
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The best global 

investment bets 

are mid-sized 

cities in 

developing Asian 

markets 

The World’s Biggest Cities by GDP  

Tokyo and New York are still well out in front of everyone else, followed by Los Angeles, London, 

Paris, Chicago, Washington and Osaka. It’s after that things start to get interesting and where we are 

likely to see the greatest change in the next ten years. Madrid and Barcelona have already fallen 

below Shanghai, Singapore, Bangkok, Mumbai and Sydney, whilst even Manila and Melbourne have 

overtaken Rome, Milan and Berlin. If the current rate of economic growth in China and India is 

maintained, we should expect well over 200 of the top 600 cities in the world to be in Asia by 2025.  

The message for policy makers is now clear. In the East, sort out the urban-rural wealth divide before 

social unrest hijacks your economies. In the West, international businesses, trade groups and 

diplomatic missions need to better understand the shifting trends in the urban landscape in Asia. In 

the last decade there have been many examples of western companies failing in places like China, 

because they entered it believing it to be one vast sales territory, rather than a series of independent 

city and state markets. This sort of example shows how critical it is to balance resources correctly in 

order to achieve the best future economic results. Embassy networks, for example, are still focused 

around how the world was laid out in the twentieth century in terms of trade, 

travel and tourist nodes. They are increasingly out of touch with how 

urbanisation will change the growth and prosperity of the world in the coming 

century. Furthermore, tracking the biggest cities is not enough. Where the 

greatest growth will come from, and the best investment bets will be made, will 

be the “middle-sized” cities that have not yet fully emerged in the developing 

Asian markets. 

Focus on Myanmar 

John F Kennedy once said, “History is a relentless master. It has no present, only the past rushing into 

the future. To try to hold fast is to be swept aside.” Nowhere is this more relevant than in places like 

Myanmar today, when the business floodgates open up and the rest of the world immediately rushes 

in to seize the opportunities on offer.  

The potential for high real growth is compelling, but even the most seasoned business people can get 

distracted by the euphoria, and end up forgetting about all the things that they would never do in their 

own countries, due to an irrational fear that openings may by-pass them. Every day in Rangoon, we 

see competent, experienced international entrepreneurs: 

• Taking on local partners without doing proper due diligence 
• Taking the word of so called experts at face value, with insufficient checking into the reliability 

of their claims 
• Being pressured into closing high risk deals that seem too good to be true, for fear that the 

opportunity may be lost 

Our advice to potential foreign investors in Myanmar is as follows: 

1) Be cautious on how, and with whom, investments are made or deals are done. Take nothing at face 

value and check out all the facts 
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2) Be selective when choosing advisors, whether they be local or otherwise 

3) Undertake comprehensive due diligence on everything that requires money to be paid 

4) Ensure that the activities proposed can be legally undertaken by foreigners in the country 

5) Complete detailed market research and feasibilities to properly understand the local markets and 

operating environment 

6) Do not forget or disregard the basic principles of business for the sake of missing out on an 

overhyped opportunity that may well not exist. 

Major industries, most of them undeveloped as a result of 

economic isolation, such as oil, gas, timber, tourism, banking and 

telecommunications are causing great excitement amongst 

international investors. The early sprint to claim a piece of the 

action is characterised by Coca Cola who have recently 

announced that they will bring their famous soda back to 

Myanmar after an absence of 60 years. This sort of good news is 

typical of what we should expect to see more of over the 

forthcoming months. However, as reported in more detail in the 

last edition of Asian Compass, infrastructure and basic, modern 

services are in short supply, which will distort the market until 

such time as Myanmar catches up with its neighbours. New 

investors should plan for extreme short-term volatility in areas 

like real estate, wages and the supply of specialist trained staff.  

The introduction of the ASEAN Economic Community in 2015 will give a huge boost to the 

development of Myanmar. The country, and particularly its infrastructure, will likely be completely 

different within a decade, which new entrants need to plan for in advance. The country borders onto 

five other jurisdictions, and is consequently well positioned to serve as a key land route for goods and 

services to and from North-east India, China 

and Thailand to the Indian Ocean. Particularly 

for China, direct land routes make better sense 

than sending ships around the Straits of 

Malacca and the South China Sea. Three 

mega-ports are already being developed at 

Kyauk Phyu, Sittwee and Dawei. Clearly, once 

these are completed it will also dramatically 

alter the internal transport and manufacturing 

infrastructure for Myanmar. In addition, it will 

completely change the flow of trade exports 

and imports with neighbouring countries, 

notably with China, Thailand, Singapore and 

India.  

For more information about Baker Tilly representation, offices and services in Myanmar please 

contact: warwick@bakertillythailand.com. 

mailto:warwick@bakertillythailand.com


 

 
Asian Compass: August 2012     Page 12

   
 

 

Regional Economic Indicators  
 

 

Country 
Latest GDP 
growth rate 

Latest Industrial 
Production output 

Latest Consumer 
Price Inflation 

Current account 
% of GDP 

Australia 4.3% 4.7% 1.2% -3.7% 

China 7.6% 9.5% 2.2% 2.3% 

Hong Kong 1.6% -1.7% 3.7% 7.0% 

India 5.3% 2.4% 10.0% -3.7% 

Indonesia 6.3% 3.0% 4.6% -1.5% 

Japan 2.8% -2.0% -0.1% 1.6% 

Malaysia 4.7% 7.6% 1.6% 9.4% 

Pakistan 4.2% -2.0% 9.6% -3.2% 

Singapore 1.9% 7.6% 5.3% 17.9% 

South Korea 2.4% 1.6% 1.5% 1.8% 

Taiwan -0.2% 8.4% 1.8% 7.3% 

Thailand 0.0% -9.6% 2.7% -0.5% 

Other Regions     

Euro Area 0.0% -2.6% 2.4% 0.2% 

Germany 1.7% 0.0% 1.8% 5.4% 

U.K. -0.8% -1.6% 2.4% -2.1% 

USA 2.2% 4.7% 1.7% -3.2% 

 

GDP Growth: Global GDP growth trends continue to erode generally. Growth in China is now dropping 

dangerously close to the point where it could well fall into recession in a high-inflation environment. Taiwan 

turned negative during the past month. The only bright spot was the USA where the growth rate increased. 

 

Industrial Production: The past month was particularly depressing for industrial production. Figures continue to 

trend downwards throughout virtually all of Asia. The only countries to deviate from this trend in the last month 

were Malaysia and India. Japan and Thailand turned badly negative from a strongly positive position in the last 

month. 

 

Consumer Prices: Consumer prices continue to generally reflecting higher inflation levels. For the past few 

months we have highlighted concerns around very high inflation levels in India and Pakistan. The trend was 

finally reversed during the past month with lower rates of inflation growth. However, Singapore’s worrying trend 

shows no sign yet of slowing, and actually increased again. Also, Japan reverted back to its traditional 

deflationary trend during the month. 

 

Current Account: Singapore and Malaysia continue to buck the trend of current account balances generally 

falling. India and Australia showed the greatest negative movement during the month, which continues to 

reflects a global trend in falling productivity. 
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Regional Opportunities 
 

DEALS OF THE MONTH 

 

 

ASEAN Smart Mobile Technology Investment 

The principals of a an 11-year old US based technology firm are seeking additional new 

capital investment in order to finance expansion of their business throughout ASEAN. 

Demand for mobile platforms has skyrocketed in recent years. In response, the company 

has produced a proprietary “smart room” app that not only controls lighting, 

entertainment and the environment, but can be extended to include restaurants, 

concierge, telecommunications and virtually any other kind of service outlet. The 

company is looking to take early advantage of this trend and become an industry leader. 

The company has already expended over US2m on sales, marketing, research and 

development, and has recently completed an 18-month trial period in international global 

brand hotel properties. It has developed strong working relationships with a number of 

global communication technology and smartphone telecommunication brands. It already 

has a contractual pipeline of 50 properties within the ASEAN region. 

The company recently announced a tie up with 

Samsung and Intercontinental Hotels Group, 

official hotel service provider for the London 

Olympics to provide hotel residents with their 

latest Galaxy III Android App. The project at the 

Holiday Inn, Stratford City is the first time this 

hospitality solution has been 

used outside Asia. This solution 

also provides localized content, 

such as Olympic Games 

information, results and 

updates. It is also capable of 

providing location based offers. 

Investment Range: USD 10-12m 

 

AUSTRALIA Renewable Energy 

The owner of a commercial tire recycling business is seeking additional 

finance in order to construct two new commercial plants in New South 

Wales and Tasmania. The business utilizes proprietary technology in 

transforming end-of-life-tires (ELTs) into salable outputs of carbon-tax 

friendly carbon, oil and steel. The combined new plants will process 1.3 

million tires per annum, producing 15,500 tons of carbon, 16 million 

litres of oil and 5,800 tons of scrap steel, utilizing 95% of total ELT 

weight. Tire recycling plants of this type represent a solution to the ELT 

problem, welcomed by both the Australian government and industry 

participants alike. 
 

Financing Requirement: A$5.3m 
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M & A Opportunities 

Country Sector Revenues Debt Investment M & A Objective 

ASEAN 
Motor cycle 
leasing co 

Flexible N/a Flexible 
Looking to acquire motor cycle leasing 

business’s throughout ASEAN 

Australia 
Wholesale & 
distribution 

AU$100m  AU$20m Looking for Australian acquisitions 

Australia 
Furniture 
Packages 

AU$4m   
Business for sale providing furniture 

packages for hospitality & mining 
accommodation 

Australia 
Corporate 
uniforms 

AU$7m   
Business for sale designing, 

manufacturing & distributing uniforms 

Australia 
Safety 

Equipment 
AU40m   

Business for sale: Manufacturer of 
safety equipment and signs 

Australia 
Food 

distribution 
No limit   

Looking to acquire Australian food 
distribution businesses 

Hong Kong Ports No limit N/a 
Up to 

US$200m 
Buy side for the acquisition in ports and 

related assets 

Hong Kong 
Food & 

Beverage 
US$10m N/a US$5m 

Investment in a turnaround platform that 
acquires F&B assets, enhances profits, 
& increases capital value by franchising  

New Zealand 
Various 

industries & 
sectors 

NZ$50m  NZ$ 3- $40m Business Divestment 

Singapore NEW 
Banking & 
Finance 

S$36m  S$150m 
To acquire regional businesses in 

similar industry 

Singapore NEW 
Outsourcing 

business 
S$3.5m Nil S$9m-11m 

100% divestment to a similar player 
outside Singapore 

Singapore NEW 
System 

Integrator 
S$14m S$2m S$20m-23m 

For growth & succession planning  
(80-100% stake) 

Singapore NEW 
Outsourcing 

business 
S$2.8m Nil S$4m-5m For succession planning (100%) 

Vietnam Stone Mining US$325k US$0.2m US$ 5m Acquisition of further mining rights 
 

Investment Opportunities 

Country Sector Revenues Debt Investment Investment Objective 

ASEAN Banking Start up Nil 
US$100m-

500m 
Domestic banks seeking JV partners for 

cross-border expansion 

  ASEAN & 
Middle East 

Jewelry 
Production 

Start up Nil US$500k 
25% equity interest in jewelry cutting, 

manufacturing & trading business 

 ASEAN Smart Mobile Start-up Nil US$10m- Established US technology co. seeks  

Loan Portfolio Sales     

Country Seller Loan Type OPB Bid date Status 

Thailand 
Bank of 
Ayudhya 

Corporate THB1.8b 

May 2012 

100% clearance  Closed 

SME THB1.3b 100% clearance  Closed 

Mixed THB 2.0b 100% clearance  Closed 

Thailand 
Government 

Housing Bank 
Retail THB 3.0b 

March 
2012 

Cleared- awaiting formal announcement 

Philippines 
Investment 

Fund 
Mostly 

Commercial 
PHP 3.8b 

August 
2012 

Legacy Portfolio open to all buyers 

Thailand 
Government 

Housing Bank 
Retail THB 10.0b TBA Closing during 2012 

Thailand 
Government 

TAMC 
Mixed  2012 Expected announcement June 2012 

Thailand NEW TBA 
Corporate, 

SME & 
residential 

THB3.2B 
October 

2012 
Data room opens early September 

Thailand NEW TBA Corporates THB 7.0 B 
November 

2012 
Data room opens late September 
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Technology 12m new investment for ASEAN expansion 

Australia Bio-energy AU$3m Nil AU$ 2m 
Stage 1) Shareholder buy-back & 

consolidation 

Australia Bio-energy  Nil AU$ 7m Stage 2) Business expansion 

Australia Motel Fund 
15% pre-tax 
levered yield 

Per 
property 

AU$ 15m 
Looking for seed investors in new  (2

nd
) 

Trust acquiring motels in Australia 

Cambodia Micro-finance   US$2m Financing local small businesses 

China Industrial Park 
Projected 
15% IRR 

 US$45m 
LT investment in government backed 

project 

China 
Renewable 

Energy 
US$14m N/a US$250m 

Portfolio of run of river hydro-electricity 
assets– with a targeted 1,000MW 

Hong Kong Construction N/a 0 US$10m 
Litigation funding for several claims 

totaling in excess of US$200m 

Hong Kong 
Oil and Gas 
Exploration 

US$30m 
US$ 
40m 

US$25m 
Equity for buy out of a listed Oil and Gas 

exploration group with US assets 

Japan 
Digital Media 
Advertising 

JPY130m JPY30m 
JPY50m-

100m 

Fund launch of a celebrity news internet 
channel to complement an existing 
successful sports video network. 

Laos/Thailand 
NEW 

Development 
Traders Zone 

  US$25m 
LT investment in government backed 
project (currently at feasibility stage) 

Malaysia 
Banking 

Infrastructure 
USD115m Nil USD100m 

Funding for company’s capital 
expenditure to install and operate 

10,000 ATMs 

Malaysia 
Rubber tire 

manufacture 
  RM50m Funding for company working capital 

Maldives 
New Hotel 

Development 
Land only Nil US$85m 

International 5 star brand 
Seeking mixture of debt & equity 

Philippines 
Oil and Gas 
Exploration 

Pre-
Revenue 

Nil US$5m 
Pre-IPO to start production on 2 

prospects in the Philippines 

Thailand 
Resort 

Development 
Land only 

USD 
30m 

USD50m 
Purchase of 800 acre Andaman Sea 

island resort 

Thailand 
Portfolio- 400 
lots & houses 

Mostly 
vacant 

Nil THB 400m 
Bulk sale of repossessed properties, 

formerly collateral for home mortgages 
Under Negotiation 

Thailand Insurance US$13m  
US$15m-

50m 
Seeking capital for expansion and 
development, or for outright sale. 

Vietnam 
Food/food 
flavouring 

Manufacturer 
US$2m 

US$ 
700k 

US$ 1m Reduce debt, fund expansion 

 

 

 

 

 

All Transactional opportunities listed with Asian Compass can be viewed online at: 

www.e-debttrading.com 

Financing Requirements 

Country Sector Loan amount Security LTV Loan purpose 

Australia 
Renewable 

energy 
AU$5.3m 

Land, plant 
& equipment 

60% 
To build two commercial plants in NSW 
and Tasmania for converting waste tires 

into high value carbon and oil. 

Cambodia 
Agricultural 
production 

US$60m   
Restructure debt & finance expansion 

Under Offer 

Cambodia 
Property 

Development 
Min. US$100m 

Shares & 
real estate 

 
Financing incomplete developments in 

Phnom Penh 

Singapore 
Food & 

Beverage 
S$8m   

To finance a leveraged buy-out  
Completed 

Thailand 
Commercial 
real estate 

development 
Min. US$30m Real estate  

Listed real estate developer seeking 
joint venture equity/ subordinated debt 
partner in order to expand project base 

Thailand 
Residential 

condominiums 
Min. US$30m Real estate  

Real estate developer seeking finance/ 
outright sale to complete stalled project 
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Regional Member Firms 

 

 
 

 

Baker Tilly International is a global network of high quality, independent accountancy and business advisory firms, all of whom are committed to providing the best possible service to their 

clients, in their own marketplaces and across the world, wherever the client needs help. The material in this publication is published by Baker Tilly Thailand, an independent member of 

Baker Tilly International. It is produced for your private information, and Baker Tilly Thailand are not soliciting any action based upon it. It should not be construed as an offer to sell or a 

solicitation of an offer to buy any security, loan, asset or investment anywhere. It is based upon information that we consider reliable. However, Baker Tilly Thailand does not warrant that 

the information within this publication is accurate, complete or reliable, and does not accept any liability for any decision to act or not act based upon it. No part of this material may be 

copied, photocopied, or duplicated in any form, by any means, or redistributed without the prior written consent of BakerTillyThailand. Baker Tilly is a trademark of the UK firm Baker Tilly 

UK Group LLP, used under license. This document has been issued to Partners and Staff of the independent member firms of Baker Tilly International. It should be appreciated that: 1. 

Before distributing this note to any person outside of the Baker Tilly International member firm, it is the responsibility of the member firm to consider and comply with any local legal, 

regulatory and investment business rule requirements that have implications on communications of this nature. 2. Neither any member firm nor Baker Tilly International has reviewed or 

verified the contents of this document and make no representation or warranty (express or implied) as to the accuracy or completeness of the information or opinions contained herein and 

no liability is accepted for any such information or opinions. Should this document be communicated to any third party, this limitation must be made known to the third party and their 

acknowledgement received prior to any information being provided. 3. This document has been circulated to elicit possible interest - no investment decision should be made on the basis of 

this document. An information memorandum will be issued following confirmation of status and acceptance of the terms of issue, including the completion of a confidentiality agreement. 


