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A child lies at a roadside in Charsadda near Peshawar, Pakistan yesterday.
The epic floods have claimed 1,400 lives to date. Picture: AP Photo/Mohammad Sajjad

The US is pledging
millions of dollars in
aid to flood-devastated
Pakistan in the hope it
will boost its standing
in this strategically
important nation,
says Sue Pleming

Battling hard to win Pakistan’s PR war
THE United States has

pledged a major effort to
help millions hit by epic

floods in Pakistan while also hoping
to boost Washington’s image there
as the country’s fragile government
struggles with the crisis.

Experts said the disaster gave the
Obama administration a rare chance
to help reverse negative opinion of
the US role in the region, and also
was an effort to counter extremist
attempts to take advantage of the
chaos caused by the floods.

US Secretary of State Hillary
Clinton said Islamabad could count
on US help following floods that
have already killed more than 1,400
people and displaced millions.

“They can look to the United
States for our support,” she said.
“We have been working hard over
the past year to build a partnership
with the people of Pakistan and this
is an essential element of that
partnership.”

US Special Representative for
Afghanistan and Pakistan, Richard
Holbrooke said Washington was
also seeking to mobilise other
nations to help in relief efforts.

“In the midst of so many other
challenges, Pakistan now confronts
another major natural disaster. The
United States is responding rapidly,”

Holbrooke told Reuters.
South Asia expert Christine Fair,

who has just returned from
Pakistan, urged Washington to be
unlimited in its response to the
floods.

“But we should just be doing it
to help people and not spin it.
When aid is seen as being
instrumentalised, it undercuts the
whole value of the assistance,” said
Fair, an assistant professor at
Georgetown University.

Washington’s response, which

includes $10 million ( 8m) in initial
aid as well as helicopters, temporary
bridges, food, generators and water,
comes amid growing impatience
over President Asif Ali Zardari’s
absence from Pakistan during the
crisis.

Zardari went ahead with a state
visit to Europe, leaving behind his
civilian government and the
powerful military to respond to the
disaster as extremists continued their
attacks.

“The fact that President Zardari is
in a five-star hotel in London while
his country drowns is a compelling
picture,” said Michael Krepon, a
South Asia expert with the Henry L
Stimson Center, a Washington think
tank.

A senior US official sought to
play down concerns about Zardari
not being in the country, saying
the prime minister was focused on
the crisis and there was not a
vacuum.

“The key is how the government
responds and we are doing
everything we can to help,” the US
official said.

The military has taken the lead in
dealing with relief efforts but it also
is tackling Taliban militants who
have continued their attacks despite
the floods.

On Wednesday, a suicide bomb
killed a police officer in Peshawar.

“Violence like this is abhorrent at
any time but especially at this time
of crisis for the Pakistani people,”
Clinton said of the attack.

The United States is seeking
closer cooperation from Pakistan in

RIGHTING THE NAMA WRONGS
A combination of crony-led ignorant group-thinking, large
egos, and stubborn, misplaced political pride prompted the
creation of NAMA, but it is not too late to dismantle this
costly mistake, argues Peter Mathews

N AMA is a costly
mistake — not fit
for purpose. It’s an
albatross. It should
be stopped. It

can be dismantled. It’s quite straight-
forward. It’s not a question of trying
to put the eggs in the omelette back
into their shells.
Let’s look at the facts. Early in

2009, Brian Lenihan commissioned a
preferred economist, Peter Bacon, to
examine the banking sector’s bad
loans, solvency and liquidity problems.
Bacon was asked to come up with
recommendations.
The upshot of his three-month

assignment, for a reputed fee of
around 350,000, was his NAMA
proposal. He recommended NAMA
without considering alternatives.
The minister decided to adopt

Bacon’s NAMA proposal and ignored
all requests from independent
economists and financial experts to
consider alternative solutions.
Lenihan, the department and Bacon

insisted there were no alternatives.
They and their propaganda machine
persisted in disseminating the proposal
across all media.
NAMA was the worst choice the

Government could have made.
Incorrect 23 billion estimated loan
losses in the NAMA Bill, as well as an
18bn error in a main assumption in
NAMA’s business plan, were seriously
misleading.
We also learned from Simon Car-

swell under Freedom of Information,
that an expert team from the Interna-
tional Monetary fund (IMF) in March
2009 had advised Mr Lenihan that the
NAMA model would not achieve its
main stated objectives of increasing
liquidity and credit for businesses and
households.
Incredibly, the Government ignored

this specific advice from the IMF and
announced the NAMA proposal along
with the budget in April 2009. The
IMF team had also advised in March

2009 that the loan losses in the banks
would rise to 35bn — not the
23bn mentioned in the NAMA Bill
presentation to the Oireachtas.
Under their $700bn TARP

(Troubled Asset Relief Programme),
the Americans initially promoted a
NAMA-type model. They called their
NAMA model a Toxic Asset Purchase
Programme (TAPP). Unlike us, the
Americans were sceptical of TAPP.
This led them to rigorously examine
inherent shortcomings in the TAPP
model.
They carried out their detailed

examination of TAPP over four to
five weeks in October 2008. They
concluded correctly that it wouldn’t
work. It wasn’t fit for purpose.
US Treasury Secretary Henry Paul-

son, Fed boss Ben Bernanke and their
teams of highly-qualified advisers
faced having to swallow professional
pride and complete a U-turn. But
that’s exactly what they did, switching
to a completely different banking
solution based on direct immediate
robust capital infusions into the finan-
cial institutions in order to re-capi-
talise them properly, leaving the banks
to sort out and recover their bad loans
themselves. This change, of course,
was approved by Congress without
delay and the re-capitalisation results
were successful and proved correct.
So, what led our Government to

adopt the flawed NAMA proposal?

The answer is twofold:
■ A combination of crony-led igno-
rant group-thinking, large egos, and
stubborn, misplaced political pride.
■ The minister’s probable lack of
financial understanding that at least
60bn of approx. 100bn hyper/ex-
cess (property bubble) loans advanced
to the property development and
investment sector in the space of only
four years will never be recovered.
This 60bn is the minimum necessary
write-off in respect of property bubble
loans advanced by the six Irish Banks.
About 32bn of the 60bn losses is

in Anglo, and about 6bn is in Irish
Nationwide (INBS). The balance of
22bn (ie 60bn minus 38bn =
22bn) is split between AIB, BoI and
EBS.
Today we continue to see rising

loans’ losses on the banks’ property
loans. Therefore we know the banks
need more capital than the 7.4bn for
AIB and 3.65bn for BoI announced
by the minister last March. Anglo and
Nationwide should both be wound
down.
Analysis proves this on a single page.

Orderly wind-down for Anglo will
take four to five years, for Nationwide
three to four years. Extending Anglo’s
bailout will result in 17bn further
losses for the taxpayer. Such losses are
unnecessary.
I have shown and advised the

Oireachtas that the three viable banks,

AIB, BoI and EBS, need immediate
capital of 10bn, 6.5bn and 1bn.
That’s 17.5bn in total. Should the
state provide all of this 17.5bn on
top of the 7bn already invested in
AIB and BoI in 2009? Clearly no.
How much of this 17.5bn should
the state invest? Answer — perhaps
11bn, in appropriate proportions,
into AIB, BoI and EBS.
This will result in temporary state

nationalisation of these three banks.
This leads to another question —
where will the 6.5bn balance come
from? Answer — the state will be in
majority control, at levels in excess
85%, and able to force existing
bondholders in AIB, BoI and EBS to
take write-downs on their holdings of
bonds while maybe at the same time
offering them say a small debt for
equity swap as “sweetener to soften
the blow”.
After say five years, the banks will

have regained reasonable profit levels,
in the range 3.5bn to 4bn, putting
the state in a strong position to realise,
by way of stock exchange or private
sales, its investment of 18bn (ie
7bn + 11bn) in these three banks,
plus a profit.
Temporary nationalisation of AIB

and BoI will merely formalise the pre-
sent reality that, without 100% state
support provided by the state guaran-
tee, both AIB and BoI are insolvent.
Removal of the 100% state guarantee

The banks will be more motivated than NAMA to achieve cash-flow by cleaning up their loan books as quickly as possible.

tracking down Taliban and al-Qaida
leaders and in stabilising
neighbouring Afghanistan.

Islamist charities, some tied to
militant groups allied with the
Taliban and al-Qaida, are competing
with the government to give aid,
possibly boosting their credibility.

Asked whether Washington was
concerned about the role of Islamist
charities, the head of the US
government’s lead development
agency said he saw Washington as a
key player.

“We believe we are fuelling the
major part of this response and
providing services and trying to
meet the needs of hundreds of
thousands of people at a critical
time,” said Rajiv Shah, head of the
US Agency for International
Development.

After the 2005 earthquake in
Pakistan when Washington was
quick to respond, opinion polls
showed an improvement in attitudes
toward the United States despite
disapproval for the war in Iraq and
other policies.

Brian Katulis, a Pakistan expert at
the Center for American Progress,
said the disaster was an opportunity
for Washington to use its assistance
to show the Pakistani people that it
had “more than a transactional
relationship” that dealt largely with
security issues.

“Given all the baggage it is a very
hard message to communicate
verbally but this presents an
opportunity to actually demonstrate
that support to the Pakistani
people,” he said.

on deposits at this point, would lead
to a “run” on the banks’ deposits.
However, we see the banks continu-
ing their delusory charade that they
are financially sound and independent.
As for NAMA, it’s obvious it isn’t

doing what it was supposed to. The
Government just got it wrong. Its
original business plan (circulated by
the Government to the members of
the Dáil only half an hour before they
had to vote on NAMA) was flawed.
Its recently revised business plan is
also unsound. NAMA is a hugely
costly mistake. It can be dismantled.
■ Step1 — Simply reverse the
Tranche 1 and Tranche 2 loans trans-
fers back into the banks at the transfer
prices. This is simple book-keeping.
■ Step 2 — involves dismantling and
re-deploying NAMA management
and personnel into Recoveries
Divisions in the newly re-capitalised,
temporarily nationalised Banks. On
this second point it may come as a
surprise to learn that, at present,
NAMA’s accounting and IT systems
which maintain and record all
transactions on borrowers’ loans
accounts, including balances, interest
charge-ups, interest and loan repay-
ments etc, are actually operated in the
banks by dedicated NAMA divisions
within the banks. In the majority of
cases the banks’ client/borrower
correspondence files had also been
transferred into the dedicated

NAMA divisions in the banks.
Accordingly, following the reversal

of NAMA, these files will revert/
return to the banks. In summary, the
physical arrangements for the reversal
and dismantling of NAMA will only
amount to re-naming the dedicated
NAMA divisions in the banks,
calling them instead, Property Loans
Recoveries divisions.
These two straightforward steps are

essentially all that will be involved in
reversing the NAMA loans and
dismantling the NAMA management
and staff. The NAMA bonds
handed over to the banks can also be
returned/reversed and cancelled.
That’s just more book-keeping. No
great mystery.
On an operations level, it’s straight-

forward to reverse the NAMA loans
transfers. After the reversal, recovery
and realisation of all loans returned by
NAMA will be much faster when
carried out by the originating banks
rather than under NAMA. Why?
Because the banks will be more
motivated than NAMA to achieve
cash-flow (liquidity) by cleaning up
their loan books as quickly as possible.
Overall, this is the correct strategy.

It’s also pivotal for accelerating
downward corrections in asset prices
and rental levels to revive market
activity and to support sustainable
economic recovery.
This is the kind of correction

strategy for the banking sector alluded
to by NTMA’s retired chief executive,
Dr Michael Somers, at the McGill
Summer School, just recently. He said
the banks should have been put into
a “headlock” and robustly directed to
clean up their loans portfolios
themselves.
He added that such an approach

with the banks would have avoided
enormous duplication of costly
professional fees incurred by NAMA
in the recoveries process.

■ Peter Mathews is a banking and
finance consultant
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