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editorial

We wish you a very Happy & Prosperous New Year, 2071

he first article in this issue is the speech delivered by Mr. Nandan Nilekani,

Shri. R. Bhaskaran Chairman, Unique Identification Authority of India (UIDAI) at the 27" Sir

Chief Executive Officer, . . . . .
HB:}:{ MZC,:be e Purshotamdas Memorial Lecture which was organized by IIBF. Mr. Nilekani has

expressed a hope that financial inclusion will now happen speedily as the enabling scenario is
now ready. Mr. Nilekani said that a significant difference between the efforts in financial
inclusion today and what came before, is that now there is not just a growing supply of financial
services, but also immense demand for it. In order to make financial inclusion a reality, the RBI
has expanded the definition of the Business Correspondents who can serve as the final link
between the villagers and a bank and most importantly, the UID and mobile services are ready.
While elaborating upon the UID (Aadhaar) project, he mentioned that the Aadhaar number
substantially reduces the risks inherent within the BC network as it enables the bank to easily
and instantly verify an individual's identity, directly or through the BC using the Aadhaar

number, before they open an account, or prior to a transaction.

We carry three articles from the annual Micro Research Competition'conducted by the Institute.
The members who participate in the competition submit semi research papers covering different
Jacets of banking and related areas. The papers submitted by the participants were judged by
the Institute s Research Advisory Committee comprising of eminent bankers and academicians.

In this issue, three prize winning articles are featured.

The article which was awarded the first prize is “Impact of technology on Banking in Public
Sector Banks” by Dr. F. 1. Shroff: This article, elaborates as to how IT can help in Rural
Development, Financial Inclusion, role of RBI in IT penetration in rural areas, networking of
banks through Banking Information Technology Services (BI1eS) besides outlining certain areas

Jor future research. The article which won the second prize is titled “Financial Inclusion -
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Banker's Perspective” by Mr. N. D. S. V. Nageswara Rao. Through this article, the author has
sought to find out the level of understanding of Financial Inclusion by ground level operating
Junctionaries of banks and whether one should follow the top down or the bottom up approach
for going ahead with Financial Inclusion. The next article is on “Financial Literacy - The Key
to Financial Deepening” by Dr. Suresh Chandra Bihari. This article has conveyed the message
that it is through financial literacy that consumers will not only become aware of the various
products and services which are being offered by different institutions but also can make

informed decisions.

Management of NPAs is on the priority list of any banker and its importance is unlikely to
diminish in the future. An article on this subject which is featured in the current issue is titled
“Innovations in Recovery Management of NPAs : A Practioner s Perspective” and is written by
My. L. P. Padhy. An attempt has been in this paper to analyse the developments in recovery /

prevention of NPAs besides suggesting reforms / innovations in management of the same.

The issue also carries an article in Hindi by Mr. S. N. Sharma on “Knowledge Management in
Banks - An Overview”. As usual, we carry a book review. The book reviewed in this issue is

“Savings of the Poor - How they do it.”

We are sure that you will find the coverage and content of this issue interesting. Your suggestions

and feedback for improving the contents are, as usual, welcome.

(R. Bhaskaran)
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Shri Nandan Nilekani *

It's quite an honour to be here. | thank the organizers
for the opportunity to speak in the memory of Sir
Purshotamdas Thakurdas, someone who was among
the leading lights of Indian industry, and also played an
enormously influential role in the rise of our financial
institutions.

Financial inclusion has recently become something of a
buzzword, publicized as an explicit goal for governments
as well as for our major banks. Nevertheless, this is not a
new objective. Providing broad-based financial services
in India has been a clear part of our mandate since
independence, and the government has since gradually
chipped away at the barriers that have constrained
access to banking for the ordinary individual, the poor
and the marginalized.

There is nevertheless, a real difference between
the financial inclusion efforts of the past and what
is happening now. Till date, the growth of financial
services was largely driven by a push from the
government and by banks. Banks responded to
expansionary mandates to establish branches across
rural India, and provide financial services even in
hard to reach parts of the country. Today, however,
we are also witnessing an unprecedented burst of
demand for financial services. As economic growth
has taken off, the demand for a bank account has
become much more pervasive across India's income
groups and communities.

As demand has surged, we are witnessing innovations
within the market and in government policy, that
brings us to a tipping point. | believe the resulting
transition in the next five years will permanently
change the scale, and the shape of financial services
in India.

Sir Purshotamdas Thakurdas
Memorial Lecture, 2010

Early years

My friend and marketing consultant Rama Bijapurkar
often points out that we Indians are a very money-minded
people - 'Lakshmi, the goddess of wealth, ranks high
on our pantheon of gods,' she notes, 'We revere her
in festivals across the country." The transaction of
money - the depositing of it, the lending of it, and so on
through indigenous banks, was familiar throughout
India well before the British. In the Laws of Manu,
'lending money' was considered one of only four
'honest callings.! This was culturally very different
from say medieval Europe, where the church forbade
lending money on interest. While in Europe of the
time people who lent money were regarded as
disreputable Shylocks, in India the indigenous bankers
and lenders - such as Manohardas, Gulabrai and the
Jagat Seths - were highly respected.

The arrival of the British however warped many
institutional systems in India, and banking was no
exception. Just as road-building and rail became largely
dedicated to enabling imperial trade and the movement
of goods to India's port cities, banks prioritised trading
and business transactions, and were concentrated
in urban areas. From the establishment of the first
banks the Bank of Hindustan and the Bengal Bank - the
differences were clear.

This urban, commercial tilt remained true of India's
banks well after independence. Banking services availed
by the common people were from primarily informal
sources such as chit funds and moneylenders. The
lack of easy financial access meant the absence of
a 'banking habit' among ordinary people, which was
obvious in how our parents' generation saved money
and accumulated assets - they stored wealth not as

* Chairman, Unique Identification Authority of India, Government of India, New Delhi.
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money in bank accounts, but as gold jewellery and
cash in locked armoires.

Three nationalizations

The state has battled this imbalance in financial access
over the last five decades. Post-independence, the state
nationalized the Imperial Bank of India in 1955 to form
the State Bank of India, with the hope that the state's
mandate of universal access would lend banking a more
inclusive focus.

In July 1969, then Prime Minister Indira Gandhi made
bank nationalization an important part of her strategy
to build broad appeal, and expand key services to the
poor. 14 banks were nationalized. And in April 1980, India
underwent another wave of nationalization, bringing more
than 90% of India's banking activity into the public sector.

The RBI has called the 1969 bank nationalization 'the
defining economic event of not just the 1960s but of the
next few decades.' | wouldn't disagree. The rise of the
public sector banks, and the 1:4 expansion policy which
mandated four branches in unbanked areas for every
new urban bank branch completely transformed India's
financial landscape. Over 50,000 new bank branches
were opened across India in the ensuing three and a
half decades, bringing institutional banking to millions of
ordinary people.

Changing attitudes

India's policy efforts have often been criticised as overly
slow and cautious. But this approach has had its
advantages. India was able to build the institutions that
eventually allowed market growth to take off without
substantial crisis.

In banking in particular, this caution has had some
admirable results. Bank nationalization, and the efforts to
spread banking services created an expansive banking
infrastructure, which made substantial inroads into rural
India. The banking reforms that finally took place built on
the foundations of these previous efforts. The state-led
policies also had a long-term impact on our attitude
towards the role of banks : we embraced the idea that
banking must incorporate inclusion as part of its core
mandate, and that banking services should be easily
available to the poor.

6 | October - December 2010

The era of deregulation

The eventual 1993 RBI guidelines encouraged the rise of
young, private banks, as well as a new focus on 'modern
infrastructure'. With these banks, we saw the emergence
of an agile and IT-enabled approach to banking: where
banks functioned as automated, networked entities.

The rise of competition also encouraged new private
players as well as older public sector banks to
experiment with remote service delivery, the use of
smart cards and other efforts to reach customers in the
most efficient ways possible. In addition, technological
advances such as core banking, the use of ATMs
and telecom connectivity brought convenience for bank
customers, with anytime, anywhere financial access.

Considering the progress and the many innovations we
are now witnessing, the continued lack of penetration of
bank services especially in rural India, seems baffling.
Fully 40% of rural Indians lack bank accounts a number
that rises among marginalized communities. This
exclusion is debilitating for the poor, whose small, volatile
incomes makes financial access all the more important
forsavings, and to insure themselves against crisis.

In the last decade, we have seen access to basic
services become a priority in government policies. Since
the 1999 telecom policy opened up the sector, the
penetration of mobile phones in India exploded, from less
than five million connections in 1997 to over 700 million
today. But we have yet to see comparable growth in the
similarly essential service of banking.

‘Can we reach finance to people in a meaningful
way?"'

A visit to an Indian village indicates a fundamental
challenge we face in expanding banking services - the
disconnect that exists between current bank models
and the needs of the ordinary, rural Indian. Our Aadhaar
team, on rural visits, found that many Indians viewed
banking as an alien, difficult experience. Even when
they had accounts, they rarely used them. The bank
was usually far away, requiring travel in a bus and the
foregoing of a day's income if the person was a daily wage
earner. There was little the person could do if they needed
money immediately, in case of a financial emergency.
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And once there, the bank required the often illiterate
customer to fill a bewildering number of forms, and also
required documentation that the person did not have.

Clearly a banking model which has been tailored for the
educated and urban population is now trying to cater to
the needs of our vast rural country. In this setting, it quickly
reveals its weaknesses. The average bank deposit in rural
India is one-tenth that of urban India. When catering to the
poor individual, the bank faces a customer who prefers
to make numerous, very small transactions, which vastly
increases costs for the bank, with little additional benefit
in deposit value. The result is that banks don't treat
poor, rural market as a priority-every additional customer
becomes a source of additional expense rather than profit.

Reworking our approaches

D. Subbarao, the RBI governor, has pointed out the need
for us to build additional bridges between the ordinary
villager and the banks as they now exist. There have been
some interesting experiments in this direction to make
banking services more accessible to the poor through
business correspondents located within the village, and by
enabling people to make remote transactions.

The objective of these steps is to shift our banking
approach from a low-volume, high-cost model, to a high
volume, low cost model, where large numbers of small
transactions become profitable to banks, mirroring the
pattern of growth in telecom. However, this goal remains
straitjacketed by basic weaknesses. Fulfilling Know Your
Customer norms remain a hard-to-surmount challenge
for banks. Many of the poor lack the basic documentation
they need to open a bank account, including a proof of
identity and proof of address.

The lack of easily verifiable identity also limits the online
and mobile banking services that can be delivered to the
poor. Banks have tried to address this through remote
authentication devices employed by village-based agents
and BCs, who use smart cards to remotely verify their
customers before allowing transactions. These verification
systems however have remained proprietary to particular
banks, limiting large-scale expansion. If such an approach
existed in telecom, it would have been akin to allowing
phone calls only say, between BSNL subscribers!

The Journal of Indian Institute of Banking & Finance

The pieces of financial inclusion are now in place

Much of what is necessary to enable financial inclusion
in India is already in place, with technological advances
coming powerfully together with policy efforts. The RBI
for example, recently expanded the definition of the
business correspondents who can serve as the final
link between the villagers and a bank. Now, self-help
groups, kirana stores, post-offices as well as for-profit
entities can function as BCs, creating the potential
for a denser and more accessible bank network. The
spread of core banking systems means the technology
for anywhere banking is in place. The no-frills bank
account, with limited KYC norms and which allows a
zero balance has become a widely accepted service
solution for the poor.

In addition, the large, expanding base of mobile phone
connections has putin place the infrastructure necessary
for delivering financial services remotely and through
BCs to the poor. There are also multiple mobile end-
devices now in use by banks that can verify bank
customers through smart-cards or fingerprinting. And
finally with the NPCI, we have since 2008 what is an
umbrella payment authority.

Urgency in enabling access

The infrastructure for financial inclusion has come of age
at the right time. India's growth has come with a radical
transformation in what people aspire to achieve across
income groups and communities. Previous generations
had little opportunity to change the circumstances they
were born into, as access to education and jobs was
difficult. But in the last two decades, economic and social
mobility has become a real possibility in India, and
hundreds are moving across the country, to our cities and
towns every day in search of opportunities for city lights
and fighting chances.

These changes mean that filling in the missing
pieces that limit access to services such as finance
is even more urgent. This is where the unique identity
number comesin.

Connecting the dots : the unique identity number

The power of the number stems from how it serves as
a universal identity infrastructure. The Aadhaar number
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substantially reduces the risks inherent within the BC
network - it enables the bank to easily and instantly verify
an individual's identity, directly or through the BC using
the Aadhaar number, before they open an account, or
prior to a transaction. The person can verify their identity
through a number of means - through biometrics for
maximum security, as well as through their demographic
information, or using a PIN number.

Such verification can take place anywhere in India and
through any device since the Aadhaar number and
individual details are stored in a central database. The
mobility it offers is unsurpassed, and it gives the poor
same financial portability which urban India has long
had with ATMs and core banking services.

In addition, Aadhaar number verification opens up the
possibility of self-service in banking transactions through
a mobile phone. We can realistically consider a near-
cashless economy in our villages, where individuals
electronically transfer money to bank accounts with the
help of mobile phones and BCs.

The open architecture the Aadhaar number offers
enabling transactions through any device, any BC,
anywhere in the country brings down the remaining
barriers towards building highly scalable financial
services forthe poor.

The number thus serves as the glue that ties our
various efforts in financial inclusion together. It enables
a financial inclusion strategy that is low-cost, easily
scaled, and adapted to the behaviour of the poor. It
enables banks to earn transaction fees on remote and
BC-enabled transactions, making high-volume micro-
transactions viable. It helps even the poorest to build a
credit history, lowering the risk for banks in this market.
And it gives millions more the opportunity to save, make
investments, and use products such as micro-insurance.

Building towards growth

A significant difference between the efforts in financial
inclusion today and what came before, is that now there
is not just a growing supply of financial services, but also
immense demand for it. Over the last decade, policy
shifts as well as market trends have created widespread
awareness of how valuable a bank account can be.

8 || October - December 2010

A new generation of welfare initiatives such as the
NREGA and the JSY are offering the poor cash benefits
and incentives, which are paid to them through bank
accounts and post office savings accounts. Another
factor driving demand for bank accounts is the millions
of people who have left villages and now remit money
back home. Unofficial estimates put the cash travelling
through informal remittance corridors, from towns to rural
hutments, atthousands of crores.

Changes in the local rural economy have also increased
the cash circulating within villages, and the consequent
demand for bank accounts. Many agricultural labourers
who were once paid in kind for their work in the form of
food and clothes are now paid in daily wages.

Perhaps nothing exemplifies the change in attitude
towards investments and savings in rural India better
than the change in status for the buffalo. Across north
India in particular, the buffalo has been a prized asset,
and the rich indicated their status through the number of
the animals they owned. In recent years however, the
regard for the buffalo has fallen itis increasingly seen as
an expensive investment, one with low returns, illiquid
compared to money and houses, and difficult to sell when
animmediate need arises.

The untapped potential

India's financial depth today is substantially lower
than other Asian countries including Thailand, Korea,
China and Malaysia. | believe that a pro-poor approach
towards financial inclusion will consequently trigger a
growth curve similar to what we witnessed in the telecom
sector. The Aadhaar number would bring to our financial
inclusion approach the same features that drove rapid
telecom expansion - geographical mobility in services, the
dominance of low-cost, high volume micro-transactions,
negligible upfront costs, and a dense, easily accessible
network of agents retailing the service.

Within the UIDAI, we are already seeing massive
demand for bank accounts among people enrolling for
Aadhaar numbers - fully 80% of people enrolling for the
number want bank accounts. If we are able to provide
every such person with a bank account, financial access
will simply explode in India. Considering the pace of
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enrolments for the Aadhaar number, it is a very real
possibility that the number of bank accounts we issue in
the next four years will exceed the number of accounts
banks have issued since India's independence.

governance infrastructure, low-cost solutions in lighting,
water supply, transportation, and so on. At the same time
expanded information services as well as telecom and
financial access are connecting the poor more closely to

The great transformation our markets.

They say fortune is all about timing, and India has been
incredibly fortunate that our growth is happening at a time
when we have the technological tools to transform service
access - in welfare, telecom, and increasingly, finance.
We now have the chance to build services that are
efficient and truly innovative - 'made in India' solutions.
Our success in building these solutions will enable us to
not just meet the expectations for India's growth, but
substantially surpass them.

In the last decade, we have witnessed a decisive
breaking away from what economists used to call the
‘culture of poverty' in India - the beaten-down, no-way-
out circumstances of India's marginalized and its poor.

While we still have hundreds of millions in poverty, their
environment and the tools available to them are changing
fast. We are building services and products to cater
to the poor - accessible consumer goods, decentralized

Recent Developments in Basel Committee on Banking Supervision - Liquidity Risk

A key characteristic of the financial crisis was the inadequate / ineffective management of liquidity risk. In recognition of the need for banks to
improve their liquidity risk management and control their liquidity risk exposures. The Basel Committee has developed two internationally
consistent regulatory standards for liquidity risk supervision as a corner stone of a global framework to strengthen liquidity risk management and
supervision. The work of the Basel Committee on these two standards is contained in the Consultative Paper issued by the Committee in
December 2009 on "International framework for liquidity risk measurement, standards and monitoring". These two standards are explained
briefly below:

Liquidity Coverage Ratio (LCR)

The ratio aims to ensure that a bank maintains an adequate level of unencumbered, high quality assets that can be converted into cash to meet its
liquidity needs for a 30-day time horizon under an acute liquidity stress scenario specified by supervisors. Ata minimum, the stock of liquid assets
should enable the bank to survive until day 30 of the proposed stress scenario, by which time it is assumed that appropriate actions can be taken
by the management and/ or supervisors.

o ~ Stock of high quality liquid assets
Liquidity Coverage Ratio =

Net cash outflow over a 30 day period

The specified scenario entails both institution-specific and systemic shocks built upon actual circumstances experienced in the global financial
crisis. The scenario entails : (i) a significant downgrade of the institution's public credit rating; (ii) a partial loss of deposits; (iii) a loss of unsecured
wholesale funding; (iv) a significant increase in secured funding haircuts; and (v) increases in derivative collateral calls and substantial calls on
contractual and non-contractual off-balance sheet exposures, including committed credit and liquidity facilities.

Net Stable Funding Ratio (NSFR)

To promote more medium and long-term funding of the assets and activities of banks, the Net Stable Funding Ratio (NSFR) hag been developed.
Thlis ratio establishes a minimum acceptable amount of stable funding based on the liquidily characteristics of an institution's assets and
activities over a one year time horizon. This standard is designed to act as a minimum enforcement mechanism to complement the liquidity
coverage ratio standard and reinforce other supervisory efforts by incenting structural changes in the liquidity risk profiles of institutions away
from short-term funding mismatches and toward more stable, longer-term funding of assets and business activities.

Available Stable Funding (ASF)
Required Stable Funding (RSF)

Available Stable Funding (ASF) is defined as the total amount of an institution's: (i) capital; (ii) preferred stock with maturity of equal to or greater
than one year; (iii) liabilities with effective maturities of one year or greater; and (iv) that portion of "stable" non-maturity deposits and / or term
deposits with maturities of less than one year that would be expected to stay with the institution for an extended period in an idiosyncratic stress
event.

The required amount of stable funding is calculated as the sum of the value of the assets held and funded by the institution, multiplied by a specific
required stable funding (RSF) factor assigned to each particular asset type, added to the amount of OBS (off-balance sheet) activity (or potential
liquidity exposure) multiplied by its associated RSF factor. The RSF factor applied to the reported values of each asset or OBS exposure is the
amount of that item that supervisors believe should be supported with stable funding.

The finer details relating to these two standards viz., the definition of liquid assets, the run-off and roll-over factors, etc. to arrive at net cash
outflows under LCR and the ASF and RSF factors under NSFR are being calibrated.

Source : Report on Trend & Progress of Banking in India 2009-10, RBI

Net Stabie Funding Ratio =
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Dr. Firdos T. Shroff *

Technology as competitive edge - IT challenges &
opportunities for rural development / financial
inclusioninitiatives by RBI :

One of the most important challenges facing India
now is the need for matching the urban development
with rural development. It is in this context, that the
role of Information Technology needs to be viewed.
Just as technology is important for effecting a quantum
improvement in farming techniques and in increased
agricultural production, Information Technology or IT
in Banking is vital for sharp progress in financial
intermediation and efficient payment system.

At the outset, it must be understood that the mere
usage of computers would not by itself herald IT
revolution in the rural sector. There are many other
tools of IT which need to be introduced to act as
catalysts in the process of transformation. With the
geographical spread of banking having penetrated to
most parts of the country, it is vital that Automated
Teller Machines (ATMs) are widely used. ATMs would
provide the rural masses with the conveniences
associated with retail payment systems. At present,
ATMs are city-oriented. ATMs with the rural customer
as focal points may have to be introduced. ATMs
could provide cash withdrawals and also deposit
facilities to the rural common man. Introduction of
e-KIOSKs & Business Correspondents & Business
Facilitators Model is suggested to take the entire rural
populace in the growth of financial inclusion.

The introduction of ATMs will not be necessary as of now,
or even in the medium term of say, the next 3-5 years.
There is, on the contrary, evidence of rise in dependence
on NRI inflows by rural families. These would be one
of the target groups besides the rich farming-trading
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families which would benefit from deployment of IT in
rural areas.

IT as facilitator for rural growth :

To illustrate this point further, multi-purpose cards could
be a facility that IT could usher in for rural population.
Of specific importance is the potential that SMART cards
have in this area. SMART cards - which are basically
cards using computer circuits in them thereby making
them 'intelligent' - would serve as multipurpose cards.
SMART cards are essentially a technologically improved
version of credit and debit cards and could be used also
as ATM cards. They could be used for credit facilities
at different locations by the holders. SMART cards could
be used for personal identification and for monitoring
credit usage by small farmers. Importantly from the point
of view of a rural entity, they could be used for availing
of facilities such as subsidised seeds, fertilisers, aid in
marketing the produce, in availing of medical facilities
for both human beings as well as livestock and also in
various requirements of cooperative functions that are
characteristic of rural areas.

The data from all the SMART card usage points could
well form the repository of information for national and
economic indicators, which would be more scientific,
updated and provide information for quick strategy
formulation by the Government.

As affluence spreads in rural areas, there could be
several schemes to tap savings. For instance, Gold
deposit or Gold bond scheme for the rural folk could
be actively promoted. The proliferation of IT essentially
triggered by the awareness brought about by the advent
of television, radio, etc., could ensure participation of
rural masses as investors in other instruments, such as,
mutual funds schemes, equities, preference shares, etc.

* Director, Chetna's R. K. Institute of Management & Research
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IT infrastructural facilities in Rural Areas :

All these would, however, require certain minimum
infrastructural requirements in the rural areas. The most
essential pre-requisite is the availability of electric power,
which is an area of concern at present. The entry of solar
based power possibly for small computers and for utilities
such as SMART card reader outlets, however, provides
some relief in this regard.

Coverage of telecommunications is yet another area
of concern, but recent experience shows that there is
room for optimism in the availability of uninterrupted
means of communication between and across villages
and cities. The approach towards IT infrastructure in the
rural areas is different from the one being adopted for
cities. Conglomeration of facilities, such as, computers,
SMART card facilities at kiosks possibly at telephone
kiosks / Kirana Shops / e_Choupal, etc. are the best
feasible options with the participation of the educated
unemployed rural youth in the setting up of such facilities
and covering the areas which are financially excluded.

Impact of IT on improved customer service in rural /
urban centres:

Banking functions have undergone a significant change.
Large scale usage of IT by banks has resulted in
computerisation of many branches and their inter-
connectivity by means of safe and reliable networks.
While the new private sector banks have all commenced
as entities with fully computerised operations, the older
banks too have embraced IT in alarge way.

Today, all the public sector banks have completed 100
per cent computerisation of their business with Core
Banking Solution put in place. This has meant three
major benefits to the customer, viz.,

First, the customer is now treated as a customer of the
bank as a whole, which means that he is now capable of
enjoying facilites such as 'anywhere banking' as also
‘anytime banking' from his residence by a ‘click of a mouse'.

Second, costs have come down. With hair thin margins
being the order of the day, banks have to look for ways
and means to reduce their operating costs and IT has
come as a saviour in this area.
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Third and most important is the impact on improved
customer service and overall efficiency of the bank as a
whole.

All the above have positioned customers of banks as the
most important source of attention by banks, thereby
conforming to Mahatma Gandhi's oft-told adage of the
customer being the 'King'. In present context, customer is
treated as an 'Emperor'.

In terms of developing a state-of-the art IT infrastructure
for the banking sector, the issue needs to be considered
in terms of serving the two major sectors in India that
have slightly different priorities, viz., urban and rural.
The rural segment, at least as of today, is less mobile
and the focus is more on 'fairness' of the system and
adequacy of credit. In urban areas, on the other hand,
there is a greater mobility of consumers and a relatively
higher frequency of use. Thus, access, convenience and
time are of the essence. Tosumup :
- Rural:

Quick Credit

On an objective basis

Atreasonable rates

Sensitive to the vagaries of nature

A friendly supporting system for encouraging savings
and attracting them into the financial mainstream

- Urban:

The urban sector has all the needs of the rural sector
plus the following:

Easytoaccess
To awide range of banking and payment services
Of high quality

Customised to as narrow a segment of customers as
possible

This should not be taken to mean that the two sectors
have divergent needs. In fact, the ultimate infrastructural
needs for both the sectors are the same. However, the
priorities for the two sectors differ somewhat and it would
be advisable to keep this in mind in our technological
solutions to address their needs.
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Role of Reserve Bank of India for IT penetration in
rural areas :

The Reserve Bank of India plays a pivotal role
as far as urban and rural area growth is concerned.
The RBI too, has provided many tools as part
of improving systemic efficiency of the Banking
sector. The first major feat has been the setting
up an exclusive, safe and secure communication
network for the use of the banking sector - the INFINET
(for the INdian Flnancial NETwork), this network has
been in operation for long. The Institute for Development
and Research in Banking Technology (IDRBT), at
Hyderabad has also brought about innovation in
inventing National Financial Switch (NFS) for ATMs,
thus becoming the leader hosting this network for
carrying out effective banking business across India
(including rural population at large) in particular and
across the globe in general.

Recognising that the best impact of technology would
be felt only if it ultimately improves the efficiency of
funds settlement, the Reserve Bank has also provided
for many new products all of which are aimed at reforms
in the existing payment and settlement systems, and
providing for risk reduction, which is a major concern
for Central Banks world wide.

Commencing from the introduction of MICR-based
Cheque Clearing in the late eighties (with four
metropolitan centres being part of the chain), today,
there are many cities / centres where Cheque
Clearing is performed using mechanised technology
of Reader Sorters which process cheques at more
than 2,000 per minute. On similar lines, the Currency
Verification and Processing Systems have been
made operational at various offices of the Reserve
Bank which has resulted in the implementation of
the 'Clean Note Policy', as far as currency notes
are concerned. This facility requires to be extended
tourban andrural areas in the course of time.

Benefits of IT :

The benefits of technology in the banking sector
have been extended to cover transactions undertaken
in respect of Government securities transactions;
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the Negotiated Dealing System (NDS) has provided
for an electronic platform for trading in Government
securities which has stabilised well in its two years
of operation. Further, the proliferation of IT has also
set the stage for improving and managing risks in
payment systems, in the form of the following :

Electronic Trading Systems

Delivery versus Payment (DVP) / Payment versus
Payment (PVP)

Real Time Gross Settlement (RTGS)
Secured Netting Systems

The growth of the Central Counterparty (CCP)
as in the case of the Clearing Corporation of
India Ltd. (CCIL) and movement to Continuous
Linked Settlement.

Nature of hi-tech banking technology services in the
Indian banking industry :

The nature of hi-tech IT Services in the Banking Industry
have been addressed as under:

Automated Clearing House Operations

A network of Regional Datawarehouses - Credit
Information Bureau

Electronic Funds Transfer (EFT)

Electronic Clearing Service (ECS) - Credit Clearing
and Debit Clearing

RBInet

COmputerised MEssage Transfer (COMET)

Very Small Aperture Terminal (VSAT) for BANKNET
Regional Grid Clearing Collection of Outstation Cheques

Credit / Debit Cards and Electronic Funds Transfer
(Point-of-Sale Terminal)

Smart Cards

Terrestrial Microwave Radio Transmission

Satellite Microwave (Geo-Stationary Satellite)
Transponder

Communication through use of Optical Fibre Technology
INET (Packet Switched Public Data Network)
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HVNET (High Speed VSAT Network)
Teleconferencing

Videophone

NICNET (District based Information System)
Internet/ Mobile / Tele Banking

Internet Chat Relay (ICR) System

Electronic Mail (e-mail)

Facsimile (FAX)

Society for Worldwide
Telecommunication (SWIFT)

Inter-bank Financial

Virtual/ Digital / e-Sign Signatures in banking

Real Time Gross Settlement (RTGS) - Payment &
Settlement System

Cheque Truncation process
‘Smartquill' Computer pen

Networking of banks through banking information
technology services (BITeS):

Over the past few years, the Banking & Finance Sector
in India is transforming and integrating itself into a
global scenario. The key drivers of this change are
technological innovation, deregulation and introduction
of new products and services.

“T is a powerful tool with diverse applications.
Our challenge is to put that power at the service
of all humankind” - Kofi Annan, UN Secretary General.
The United Nations Information Technology Service
(UNITeS) is a new global volunteer initiative that
allows volunteers from any country to give their skills
and time to extend the opportunities of the digital
revolution to developing countries. It was announced
by the United Nations Secretary - General, Kofi Annan,
in his Millennium Report.

Banking information technology services (BITeS) :
atool for rural/ urban growth:

For BITeS to be successful, all bankers should come
together and plan out the strategy on the lines of UNITeS,
so as to build their own team of Net Volunteers ONLINE,
which will go a long way in building the image of the
Indian banking system across the globe.
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Online Volunteers on the banking front will be part of
the BITeS community as well, often working directly with
their onsite counterpart Volunteers.

Specific requirements to become a volunteer under
the BITeS programme depend on the nature of each
assignment, but will always include :

Experience with computers and the Internet at an
average user level, plus technical requirements for
each particular assignment, which could involve
thematic experience, higher level ICT skills or
language abilities; and

A sense of solidarity and service, plus commitment
to share knowledge and expertise with others (the
volunteering “ethos” or spirit).

BITeS should be supported by an open and growing
network of collaborating Organisations, from
Governments, non-governmental organsiations
(NGOs), private sector, academia, development and
volunteer-sending agencies. Some BITeS partners
may have expertise in the use of ICT to find
practical solutions to developmental problems,
like some NGO networks and ICT companies. Others
should have expertise in managing volunteers, like
Volunteer Sending Agencies (VSAs) or NGOs that
operate mainly through volunteers. In time, a
Coalition of partner organisations may formally be
established around BITeS. The Banking-based
Information Technology Programme, should function
as the volunteer arm of the banking fraternity, in
co-ordinating this innovative volunteer initiative to
help bridge the digital divide, one banker at a time.

The benefit for bankers from the opportunities emerging
from the digital revolution are immense and cannot be
adequately stressed. Creation of a global volunteer
programme should be aimed at bridging the digital
divide between industrialisation and the banking system.
BITeS will be an initiative that will channel the creative
energies, skills and solidarity of volunteers around
the world to collaborate with people to improve their
capacity to make practical use of information and
communications technologies (ICT) and thus help rural /
urban banking growth. In key fields like NPA, deposit
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mobilisation, priority sector lending, exports, foreign
exchange, treasury management, etc., volunteers
working under the BITeS programme will be able to
bridge the digital divide, one bank ata time.

Role of institutions (IIBF / IBA, others) for formation /
partners of network for bites activities :

The following institutions can play a major role in initiation
of the project of networking amongst bankers and take up
other activities for formation of BITeS and thus take it
globally.

Indian Institute of Banking & Finance (IIBF), Mumbai
Indian Banks' Association (IBA), Mumbai
National Institute of Bank Management (NIBM), Pune

Institute for Development and Research in Banking
Technology (IDRBT), Hyderabad

Institute of Banking Personnel Selection (IBPS), Mumbai

At the initial stage, Indian Institute of Banking
& Finance and Indian Banks' Association can take
the lead and act as a catalyst, in formation and
implementation of BITes, which in turn, will not only
change the banking environment in the rural / urban
growth in India but will also be able to spread
its wings across the globe. BITes should be voluntary
arm of the Banking community, fielding and managing
thousands of skilled, motivated volunteers for
development and banking purposes all over the
world, ONSITE.

BITeS should extend its services to embrace
the power of the Internet, partnering with prominent
Institutes such as, National Institute of Bank
Management (NIBM), Institute for Development and
Research in Banking Technology (IDRBT), Institute of
Banking Personnel Selection (IBPS). With involvement
of Banks, etc., it can come out with solutions to
provide BANKAID.ORG Online Volunteering services
to its member banks.

Volunteers may participate in projects that are more
directly focussed on ICTs per se, while maintaining
developmental relevance; for instance by installing a
wireless computer network for institutions in the rural /
urban areas.
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In all cases, the Volunteers will be encouraged to
promote volunteering during their assignments to
multiply their impact (for example, providing tools
and motivating trainers / bankers who have been
trained in creating web pages and then to voluntarily
train others).

In the near future, online volunteers whose assignments
require a substantially stronger commitment (in terms of
length of period and hours per week) should be specially
recognised as ONLINE BITeS VOLUNTEERS. IBA may
look into the various issues on a common platform. Much
of leg work needs to be done for tapping into the art of
voluntary service. It seems to be difficult but not
impossible for the bankers to begin with. But once the
ball is set rolling, automatically the team of volunteers will
jointhe band wagon of BITeS.

Why volunteer for bites online ?

The great advantage of volunteering online in
contrast to onsite is simply that bankers can help a
development organisation go ahead with their
projects without having to physically move to where
the organisation is located.

This saves accommodation and travel expenses as
well as workspace and materials expenses for the
host organisation. By collaborating from the place of
residence, one can set his / her own schedule and
work at a time convenientto him/her.

The result is that many more necessary tasks can
be done and many more interested people can have
the opportunity to contribute to developmentissues.

There are plenty of bankers, who have availed
Voluntary Retirement. This work force directly or
indirectly can help.

Why should volunteer serve at all?

We can only give some suggestions. One needs to
decide for himself. If one really has the time and skills
to spare and share, and if interested in upliftment &
effective growth of banking segment, especially, rural /
urban as well as global development, there is no
reason for not getting involved and making one's skills
available for creative purpose.
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Future Information Technology (IT) Advancements :

The banking industry today faces the challenge
of rapidly changing customer expectations against
a backdrop of liberalisation, privatisation and
globalisation, volatile economies and information
technology (IT).

Retail banking clients today demand more interactive
access to their accounts, mobility of investments,
better segmentation of products and services, all to be
accessed and delivered at their convenience.

Commercial Banks are diversifying into financial
services sector, insurance sector and fee based
earnings are gaining prominence over fund based
earnings.

The mushrooming of multi function, self-service
electronic delivery channels are fast replacing the
brick and mortar branches in urban/rural areas.

Conventional methods of signature are being
taken over by digital e-signature. These changes
necessitate commercial banks to redefine the
business model in a bid to optimize its resources and
deliver world class customer service.

Core Banking Solutions(CBS) - the mantra of the
millennium:

Core Banking Solution envisages a common banking
software application across all branches connected to
a common server or a mainframe system. The data of
all the customers and accounts of these branches
resides at a common place - the Data Centre. All the
branches under CBS are linked to the Data Centre.
Every time a transaction is to be carried out at any of
the branches, the customer's account at the Data
Centre is accessed and transaction is executed.
Through robust communication links between the
branch, the Data Centre and the high end server, the
entire transaction takes only a few seconds for its
completion. Thus, a branch located at hundreds of
miles away from the Data Centre do not even feel that
the entry which was keyed in by the CTO through a
branch terminal has travelled all the way to Data
Centre, carried out the posting of the transaction in
customer's account and travelled back to computer
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terminal at the branch all in a matter of seconds. CBS
branches and ATMs are inter-connected to enable
internet banking, mobile / tele-banking and a host
of IT enabled products and delivery channels to
be effective.

With the implementation of Core Banking Solution
(CBS) by all banks, more staff can be deployed
in marketing various products of banks, address
customers complaints so as to increase banks
business / customer service as well as to effect
recoveries of NPA accounts to boost profit. Proper
and effective deployment of the staff definitely gives
good results. It is imperative to ensure right people
for the right job and that 'round pegs are not placed
in square holes'.

Project on Unique Identification Number (UDI) by the
Government of India :

Banks can take advantage of one more delivery channel
regarding maintaining KYC Norms for identification of
customers through Unique Indentification Number (UDI),
the project by Government of India, where biometric
identification captured on CARD is to be issued to ALL
INDIAN CITIZENS. This would act as a safeguard to
banks to identify and monitor proper usage of funds and
delivery of funds by the government to the individuals
atlarge.

Suggestions for healthy growth of banking industry :

Banks should adapt to state-of-the-art technology to
compete in global market - “Life is Change. Growth is
Optional. Choose wisely” - Karen Kaiser Clark

With increasing pressure on spreads, the focus on
fund-based income be shifted to fee-based income as
banks try to optimize this important source of revenue

The role of technology should become all-pervasive

The one-size-fits-all approach to be replaced with an
approach based on customisation and innovation.

Employees need to be trained and re-deployed as
per business requirements. - “It is not the strongest
of the species that survive, nor the most intelligent,
but the one most responsive to change” - Charles
Darwin.
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Banks need to maintain high levels of operational
efficiency in order to be competitive.

In the words of Sir John Bond, Chairman of HSBC :

“In the past, industry has tended to be overly
focused on product innovation. Product innovation,
at best, gives a bank a three-month head start over
competition. Process innovation can put a bank more
than a year ahead of competition. Continued success,
therefore, comes from process innovation. The ability
of the bank to build ongoing process innovation is
determined by the flexbility and adaptability of its core
banking systems”.

To quote from the Economist : “As competition
remains fierce in lackluster markets, customers hold
the balance of power”. In this context, banks have to
become more customer-centric.

Today, banks are in a position to capture a large
amount of data about customers. This should be used
to enhance business intelligence in order to deepen
relationships with customers. This would enable the
banks to become more responsible to customer needs.

There is a pressing need to leverage technology in the
area of customer management. Technology enables
banks to increase productivity and to rapidly respond
to changing expectations of customers.

Customer management is not a front office function;
it should be a bank-wise obsession. In this context,
banks must continuously learn from their interactions
with the customers.

Customer preferences within the electronic delivery
channels have increased. ATMs and Customer Call
Centres expanded. In this rapidly changing scenario,
it is important that banks devise a robust channel
strategy. They needto askthemselves:

- What are the constituents of our channel strategy?
- How do we determine channel profitability?

Does the role of the branch need to change?

- Who will drive this change within the bank?

In short, banks have to decide on what role each
channel will play, and on which customers to reach
outto.
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Productivity and efficiency will be watchwords in the
banking industry in the years to come.

Change in the mindset of the employees is imperative
with the changing times.

The customer-facing team should be sensitive to
customer expectations at multiple touch points of
the bank. This will help deliver a unified and consistent
experience across all these touch points. Banks need
to impart continuous training to the staff, call center
agents, Direct Sales Agents and other customer
facing employees. The front-line team should also
be empowered to take informed decisions to support
customer service and to gear up to handle sudden
spurts in transaction volumes.

Product management should be focused on enabling
rapid time-to-market and on ensuring profitability.
Banks must leverage technology to customise,
and to improve the quality and range of products.
Further, banks should identify profitable products and
corresponding customer segments.

Subsequent to interest rate deregulation, banks have
a lot of flexibility in product pricing. In fact, there are
many instances of banks changing their products
pricing to derive advantages.

Consideration of the point as to how we can leverage
technology to offer innovative and hybrid products
to customers is required. For instance, mutual funds
and insurance products are very much integral
part of a bank's product offering today. Further,
product positioning is another key challenge. Banks
positioning strategy enables them to differentiate in a
cluttered market. The objective is to obtain top-of-the-
mind recall among the customers.

Organisational effectiveness and operational
efficiency will govern the survival and growth of profits

Continuous quest for skill upgradation at all levels,
development of vision and mission and commitment
are some of the aspects which require to be addressed
by the banking industry in the years to come.

A classic dilemma in a banking-wide technology
plan is to differentiate and map the role of business

October - December 2010 § 17



versus the role of IT. Further, there might be a
conflict between the IT Department and other
business groups regarding the ownership of the
project. That needs to be tackled at individual bank
level.

Let us conclude by quoting Roger Enrico, CEO of
Pepsico -

“When you are faced with a decision,

the best thing is to do the right thing,

the next bestis to do the wrong thing, and
the worst is to do nothing”

(A) Suggestions for banking industry and
technological change:

1. The demands on the financial system in the years
ahead would be greater and more diversified.
New skills need to be fashioned and new areas of
expertise developed. The financial system is getting
more complex and sophisticated, which calls for
new concepts of management, more professional
decision making and modernisation of work systems.
The focus should be on improvement of quality
of services in the banking industry, and restoring
the health, productivity and competitive efficiency
of the system, to develop Information Technology
capabilities to meet the challenges of the future.

2. Considering the execution of new technology at
bank level, its organisation and structure and the
regulatory framework should be seen as an integrated
package aimed at improving portfolio quality,
providing greater operational flexibility and ensuring
compliance with prudential norms, while, at the
same time, improving the financial strength of the
system through measures aimed at enhancing
productivity, efficiency and profitability.

3. Giving full autonomy for decision making process
with respect to internal operations of banks and
financial institutions will go a long way in technology
development at large. Management of banks and
the institutions must be given freedom to manage
their institutions subject to their accountability for
performance and compliance with well laid down
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prudential norms and guidelines and macro credit
policies which could be rule-bound and not
discretionary and be equally applicable to all the
constituents of the particular financial sector.

. At branch level, autonomy in decision-making and

operational flexibility can only be ensured if there are
no extraneous administrative and political pressures,
along with induction of new Technology. Otherwise,
the system may be responsible to a great extent for
the problems now facing the financial sector services
industry.

. It is observed that generally the major concerns of the

banks are vendor support, inadequacy of trained staff,
power and space and unions' resistance.

. Benefits of computerisation have generally been

mentioned as -

(a) TotheBank:

Better housekeeping and control

Prompt and improved customer service

Optimum utilisation of staff and increased productivity
Interest calculation made easy

Speedy compilation of statements

Better information system

(b) Tothe Staff:

Relief from drudgery
Exposure to new technology
Job satisfaction

Better work environment

Upgradation of skills

(c¢) Tothe Customers:

Prompt, neat and correct statements of accounts
Faster customer service
Accurate and timely payment of interest

Prompt reply to customers' queries, etc.

7. Bilingualisation (Hindi Official Language)

Educating customer groups

Using pre-printed bilingual stationery
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Selective/ phased implementation References

Bilingual software to be implemented after thorough 1) Various Reports of the Committees / Working Group on IT /

testing Mechanisation / Electronic Legislation / Payment & Settlement
. o Sytems / Cheque Truncation set up by the Reserve Bank

Bilingualisation of only new ALPMs ol

Bilingualisation only in Region 'A’, etc. 2) RBI Report on Trend and Progress of Banking in India 2006-

07/2007-08/2008-09

B) Future Areas of Research:
(B) 3) Booklets “Performance Highlights of Banks” & “Indian Banking

Research work can still be done in the following banking- ataGlance Indian Banks' Association (IBA)
based Information Technology areas:: 4) Compendium of Bank Economists' Conference (BECON)
Computer Information and Systems Audit (CISA) S il [Fieris o SUb Seion Sl
ITrel isk 6) Lucas(Jr.) C.Henry Oxford University Press, New York
related risk management (Class No. 658.4038 / Luc) 1999 pp ix-225 Information
Prevention of financial frauds and crimes Technology and the Productivity paradox : assessing the

value of investingin IT

Use of digital signature as security 7) Curtin, Dennis & Others Tata McGraw Hill, New Delhi (Class

Major revisions in Information Technology (IT) Act No. 004.6 / Cur) 1999 pp xx-300 Information Technology : the
2000 & its amendments 2008 ICELIEIRE

. . . . 8) Cats-Baris, William; Thompson, Ronald Chicago, Irwin
Authentication and security measures in cyber space Class No. 658.4038 / Cat / Tho 1997 pp xvi 512 Information
Various constraints, such as, pc penetration and Technology and Management

lack of bandwith for effective usage of networking / 9) Shroff, F. T., (2007 - Reprint 2010) - Modern B@nking

communications amongst banks and its rural Technology, Foréword by Dr. R. 3- Barman, .ED, RBI &
Message & blessing from H. E. Shri S. C. Jamir, Governor

branches of Maharashtra, Published by Northern Book Centre,

Use of mobile for banking business and business 422171, Ansari Road, Daryaganj, New Delhi-110 002
. - . . www.northernbook.com).

correspondent/ business facilitator model for financial ( )

inclusion QL

The Capital and Liquidity Reform Package, July 2010 - Major Features

(1) Definition of Capital
(i)  Prudentrecognition of the minority interest
(ii)  Elimination of counterparty credit restriction on hedging of financial institutions investments.
(iii) Limited recognition of investments in the common shares, mortgage servicing rights, and deferred tax assets for calculating common
equity component of Tier-I capital.
(2) Counterparty Credit Risk
(i) Modification of bond equivalent approach to address hedging.
(ii)  Elimination of excessive calibration of credit valuation adjustment.
(iii) To subject banks' mark to market and collateral exposures to central counterparties (CCPs) to modest risk weights in the range of 1-3
per cent.
(3) Leverage Ratio
(i)  Uniform credit conversion factors (CCF) for off-balance sheet exposures.
(ii) Basel-ll netting plus a simple measure of potential future exposure based on the standardised factors of the current exposure method.
(iii) Testing the proposal of minimum Tier-I leverage ratio of 3 per cent during the parallel run.
(4) Regulatory Buffers, Cyclicality of the Minimum and Provisioning
(i) Capital conservation and countercyclical buffers to be finalised by end 2010.
(ii)  Findings on cyclicality of the minimum requirement to be dovetailed with those from quantitative impact study to develop a set of
supervisory tools to assess the adequacy of banks' capital buffers.
(iii) Dialogue with. International Accounting Standards Board (IASB) to develop expected loss approach to provisioning.
(5) Global Liquidity Standard
(i)  Revision of definition of liquid assets so that they remain liquid in periods of stress.
(ii) Introduction of 25.0 per cent outflow bucket for custody of clearing and settlement activities, as well as selected cash management
activities.
(i) Treatment of all sovereigns, central banks and PSEs on par with corporates with 100 per cent roll-off rate for unsecured funding.
Source : Report on Trend & Progress of Banking in India 2009-10, RBI
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N. D. S. V. Nageswara Rao *

The objective before present day economy is to
ensure growth with distributive justice, in tune with the
democratic principle of the greatest happiness of the
greatest number. Growth cannot be considered as an
end in itself until it translates into income generation
and empowerment of the whole population, irrespective
of areas, and sectors. In other words, growth has to be
an 'inclusive' phenomenon and not confined to a few
pockets of area and people, which makes it 'exclusive'.

Access to finance by the poor and vulnerable groups
is a prerequisite for poverty reduction and social
cohesion. This has to become an integral part of our
efforts to promote inclusive growth. In fact, providing
access to finance is a form of empowerment of the
vulnerable groups. Financial inclusion (FI) denotes
delivery of financial services at an affordable cost
to the vast sections of the disadvantaged and low-
income groups. The various financial services include
credit, savings, insurance and payments and remittance
facilities. The objective of financial inclusion is to
extend the scope of activities of the organized
financial system to include within its ambit people with
low incomes. Through graduated credit, the attempt
must be to lift the poor from one level to another so
thatthey come out of poverty.

- 2nd Prize

A broad working definition of financial inclusion
could be as under :

“Financial inclusion may be defined as the process of
ensuring access to financial services and timely and
adequate credit where needed by vulnerable groups
such as weaker sections and low income groups at an
affordable cost.” -- Rangarajan Committee, 2008

A World Bank report states, “Financial inclusion, or broad
access to financial services, is defined as an absence of
price or non price barriers in the use of financial services.”
It recognizes the fact that financial inclusion does not
imply that all households and firms should be able to
borrow unlimited amounts or transmit funds across the
world for some fee. It makes the point that creditworthiness
of the customer is critical in providing financial services.
The report also stresses the distinction between ‘access
to' and 'use of' financial services as it has implications for
policy makers. 'Access' essentially refers to the supply of
services, whereas use is determined by demand as well as
supply. Among the non-users of formal financial services a
clear distinction needs to be made between voluntary and
involuntary exclusion. The problem of financial inclusion
addresses the 'involuntarily excluded' as they are the
ones who, despite needing financial services, do not have
access to them.

Chart - 1 : Financial Exclusion

@ Financiallly Included

EI Financiallly Exclued || Non users of formal financial services|

Population

| Users of formal financial services ||

|| Involuntary exclusion |

| Voluntary self exclusion |I

¥

12 L2 L2 2
Ineligibility Non availability / Financial Non affordability /
discrimination illiteracy others

“ No Need ||
L Cultural / religious

barriers Indirect access

Source : Finance for All? Policies and Pitfalls in Expanding Access, World Bank Report, 2008.

* Chief Manager, State Bank Institute of Rural Development.
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Financial exclusion in developing countries

There are a whole lot of reasons for the high degree of
financial exclusion in developing economies, particularly
large agrarian economies such as India and China.
These include geographical factors, historical and
cultural legacies, ignorance and lack of adequate focus
on the part of institutions. Whatever be the reasons, the
outcome of financial exclusion is that the excluded
sections of people who do not have access to bank
accounts and other financial services including low cost
loans remain inextricably tied up to a vicious circle of low
income, unmanageable debt, low productivity and
eternal poverty, for want of an external stimulus. The
attempt of all such economies, therefore, is to provide
this external stimulus by promoting positive steps
towards Financial Inclusion.

International Scene

The following initiatives brought focus on Financial
Inclusion atinternational level :

Setting up of the Consultative Group to Assist the
Poor [CGAP]in 1996 at the instance of World Bank

Move by the United Nations which declared the
year 2005 as the International Year of Micro Credit
and initiation of a consultative process involving
global decision makers and financial sector leaders
to explore why the majority of the world's lowest
income people and micro and small enterprises are
denied access to financial services.

Publication of the Book “Building Inclusive Financial
Sectors for Development” by UN (a comprehensive
guide for policy makers seeking to build up inclusive
financial sectors in their respective countries),
popularly called the Blue Book [because of the colour
ofthe UN Flag].

Case of India

NSSO data reveal that 45.9 million farmer households
in the country (51.4%), out of a total of 89.3 million
households do not access credit, either from institutional
or non-institutional sources. Further, despite the vast
network of bank branches, only 27% of total farm
households are indebted to formal sources (of which
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one-third also borrow from informal sources). Farm
households not accessing credit from formal sources as
a proportion to total farm households is especially high
at 95.91%, 81.26% and 77.59% in the North Eastern,
Eastern and Central Regions respectively. Thus, apart
from the fact that exclusion in general is large, it also
varies widely across regions, social groups and asset
holdings. The poorer the group, the greater is the
exclusion. (Rangarajan, 2008)

To put it in an other way, out of the 600,000 habitations
in the country, only about 30,000, or just 5 percent, have
a commercial bank branch. Just about 40 per cent of the
population across the country have bank accounts, and
this ratio is much lower in the north-east of the country.
The proportion of people having any kind of life insurance
cover is as low as 10 per cent, and the proportion having
non-life insurance is an abysmally low 0.6 per cent.
People having debit cards comprise only 13 per cent and
those having credit cards a marginal 2 per cent.

However, going by its broad objectives and implications,
Financial Inclusion is being pursued in India for over half
a century. The following steps taken by the Governments
overthe years are indicative of this picture.

Establishment of State Bank of India in 1955 on the
basis of the recommendations of the all India Rural
Credit Survey Committee, for promoting rural
penetration which was a statutory responsibility set
outinthe preamble of the State Bank of India Act.

Nationalization of banks in 1969,
Setting up of Regional Rural Banks,
Launching of the Lead Bank Scheme,
Second dose of nationalization in 1980,
Promotion of NABARD, and
Introduction of Kisan Credit Card (KCC)
Linkage of Self Help Groups with Banks
Recent Steps

In its present connotation, the concept of Financial
Inclusion was articulated and objective measures were
introduced by Reserve Bank of India [RBI], starting with
the mid-term review of the Annual Monetary and Credit
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Policy for 2005-06. Since then, RBI allowed Banks to
take up many steps, as under,

i. Opening of a basic banking account with 'nil' or 'low
minimum' balances and minimum service charges,
christened as No-frills Accounts.

ii. Simplified Know Your Customer [KYC]norms

iii. Introduction of General Credit Card (GCC) to ensure
hassle-free credit to customers of small means in rural
and semi-urban areas, without insisting on security,
purpose or end-use of credit,

iv.One Time Settlement (OTS) for all defaulter borrowers
where the principal amount is less than Rs.25,000/-

Barriers to this process

Barriers for poor people to access appropriate financial
services include socio-economic factors e.g., lack
of education-illiteracy, gender and age, low and
irregular income, and geography, regulatory factors
e.g. mandatory requirements of identity documentation
and product design factors, other factors like apathy
of Bankers towards these small value accounts and
urban background of many Bankers who are serving
rural areas as per the mandatory norms of Government.
A major barrier cited to expand appropriate services
to poor by financial service providers is the cost
of providing these services including administering
small loans. While transaction costs do not vary in
direct proportion to a transaction's size and larger
number of transactions bring down the costs, the fact
remains that serving the poor with small value services
is not viable using conventional retail banking or
insurance approaches.

New Delivery Mechanism

In terms of the recommendations of the RBI Internal
Group on Rural Credit and Micro Finance [Khan
Committee], instructions were issued by RBI in January
2006 to examine and implement the Scheme of engaging
Business Facilitators and Business Correspondents as a
delivery channel for Financial Inclusion. Based on a
successful Brazilian experiment, this scheme addresses
the problems faced by banks in delivering financial
services to the vulnerable areas insofar as costs, lack of
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committed manpower and infrastructure related issues
are concerned. All Banks have taken suitable steps in
this direction.

Review of Literature

At the outset, despite the growing recognition of the
incidence of the financial exclusion of the sizeable
population in developed and developing countries, the
subject matter of financial inclusion has not attracted
attention of the researchers to the extent it deserves,
particularly in India. The Indian literature on financial
inclusion is not different from the general scenario and
large part of it has emanated from the Reserve Bank of
India (RBI) followed by a few stray writings. The first
category of literature provides a detailed account of the
proactive measures for financial inclusion of the central
bank (RBI) of the country, whereas the other category
captures mainly the policies on rural finances and
credit performance, including the nature of farmers'
indebtedness in the social banking framework.

Here, it is worth mentioning the recent observations by
the Dy. Governor of Reserve Bank of India.

“The number of 'No-frills Accounts' (NFA) opened
present a very rosy picture. However, evaluation
studies show that accounts once opened lie dormant
as the poor do not have enough money to deposit.
Hence, the need to transact is not there. If the banks
want customer acquisition and that poor customers
transact with them, they must permit overdrafts in the
accounts. To begin with, very small amounts such as
Rs.200, Rs.500 etc. could be sanctioned. The needs
of the poor for consumption and for lifecycle events
such as medical emergency, weddings, funerals, etc.
are pressing and need immediate gratification. They
need to be made aware that to meet their emergency
credit needs, an overdraft facility exists and they can
avail should they require. This would bring them to
the banks to transact and enable the banks to sell
other products apart from making the entire exercise
viable. For those, who only wish to save, a pure
savings product like a recurring or a variable recurring
deposit product could be offered. A remittance product
to facilitate Electronic Benefit Transfer (EBT) or other
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remittances should also be offered. For entrepreneurial
credit, products such as GCC, KCC, etc. could be
offered. This is the minimum set of products that
needs to be offered. Beyond this, banks are free to
provide any other products such as insurance, mutual
funds, etc. as per their assessment and capability.”
- ShriK. C. Chakrabarty, Dy. Governor, RBI, 2010

Research Questions

So far, all the Banks are churning out the figures
of 'no-frills' accounts opened and the number of
villages / districts being brought under 100% Financial
Inclusion. But, the surveys by RBI brought out
the fact that most of these accounts are lying dormant,
and the claims of 100% Financial Inclusion are
far from true. Thus, there is a need to understand
the perspective of Bankers, who are working in the
rural hinterland, on Financial Inclusion. From the
existing literature, it clearly emanates that the following
questions are notanswered sofar:

i. What is the understanding on Financial Inclusion by
the ground level operating functionaries of Banks?

i. Whether we should go top-down structure (as
hitherto followed - instructions from Government /
RBI) to implement Financial Inclusion or bottom-up
approach through educating and encouraging
Bankers at the ground level to go for Financial
Inclusion ?

Objectives

Number of measures initiated by Central Government
& Reserve Bank of India, with regard to financial
inclusion, are still to be implemented as per their
expectations, by various Banks. This study considered
these issues / research questions with the following
objectives:

To find out the understanding of the ground level
operating functionaries about Financial Inclusion

To suggest a suitable structure to implement Financial
Inclusion

Conceptual Model

Based on above objectives, the following variables have
been identified.

The Journal of Indian Institute of Banking & Finance

Independent Variables (IV) :
Knowledge of the Bankers
Understanding }

Dependent Variable (DV) :

Implementation of Financial Inclusion

Knowledge Implementation
Understanding | —> [e—s of Financial
(V) Inclusion (DV)
Hypothesis

The study attempts to test the following hypothesis :

H, : Better understanding of Financial Inclusion concept,
by ground level operating functionaries of Banks, has
significant impact on the implementation of Financial
Inclusion.

Scope of The Study

The study is required to cover a huge gamut of population.
As the same cannot be taken up on a large scale due to
cost and time constraints, it is done with a limited sample
of 26 officials from various Banks across the country.

Methods
i) Research Methodology :

The study followed the mixed research methodology,
wherein the descriptive research with the available
literature as well as Causal research with the feedback
gathered from the field level was used. The available
literature was secondary data available in the form
of speeches, statistical information from Reserve
Bank of India, various Banks, NABARD, Government
Organizations, etc. For the purpose of field level data, a
structured questionnaire was administered to the sample.

i) Population and Sample

The population for the study was experienced Bankers
from the branches of various Banks. Sample size was 26
officials from rural and semi-urban branches in 13 States.
However, it was non-probability sampling.

iii) Tools and Techniques

The questionnaire covered simple questions, with
options, to test the understanding of the concept of
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Financial Inclusion and their opinion on the need /
requirement for Financial Inclusion. From the data so
collected, using the statistical tools like descriptive
statistics, the necessary analysis was done.

Data Analysis and Interpretation

The collected data was tabulated and with due analysis,
inferences were drawn to test the hypothesis.

Implications of the Study

The results obtained from the study provide direction to
the Banking industry by way of suitable amendments to
their existing plans of action. For Researchers in the field
of social science / finance / banking, it will be a guiding
point for new research. Overall, this study will be creating
a basis for the continuation / change of gear in the
process of Financial Inclusion.

Findings & Discussions

The feedback collected from the sample was analysed
and is presented hereunder :

Question : In your opinion, what is Financial Inclusion?
The responses were (i) Opening 'no-frills' account - 7,
(i) Sanctioning DRI loans - 0, and (iii) Providing financial
services atlow cost-19.

The data was presented in graphical terms, percentage-
wise :

Chart - 2
Responses to the question : What is Financial Inclusion?
Opening
'no-frills
Account
27%
Providing °
financial
services at
low Cost

73%

This clearly stated that while majority of the Bankers
understand the formal definition of 'Financial Inclusion’,
but still 27% of the respondents were of the opinion that
financial inclusion meant opening a 'no-frills' account
only. This needs to be attended to by the Bank authorities
through educating their staff.
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Question : Who are to be covered under Financial
Inclusion ?

The responses were (i) All members in a household - 11,
(il) Earning member in a household - 4 , and (iii) People
who require accounts (loans/deposits) - 11.

This data could be presented graphically, in percentage-
terms, asunder:

Chart- 3
Who are to be covered under Financial Inclusion?
42 42
16

All members
in a household

People who
require accounts
(loans / deposits)

Earning member
in a household

There were wide range of discussions in the media /
financial forums as to who are to be covered under
Financial Inclusion. One argument was that all people
who require accounts are to be covered under Financial
Inclusion. Another argument was that covering all
members in a household through individual accounts will
not serve any purpose, as the income earned by all the
members in the family will be entirely used for the benefit
of the whole family, hence there was no need of more
than one account.

The feedback from the sample clearly replicated the
divergent views held by the various sections of people.
42% each of the respondents said that all members in a
household are to be covered / People who require
accounts are to be covered. Another 16% said that
earning member in a household is to be covered under
Financial Inclusion.

Question : Whether Financial Inclusion is profitable
for Banks?

The responses were (i) Yes - 16, (ii) No - 8, and (iii) No
Idea-2.

The graphical presentation, in percentage-terms, would
be asunder:
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Chart - 4
Whether Financial Inclusion is profitable for Banks?

No idea 8

No 31

Yes 61

Chart -5
Why Banks should take up Financial Inclusion?

65
31
4
Government Social Business
Pressure Obligation Proposition

While 61% of the respondents were of the opinion
that Financial Inclusion is profitable for Banks,
another 31% strongly believed that it is not a profitable
proposition. There appears a situation where-in this
31% respondents, may not participate wholeheartedly
in Financial Inclusion activities. However, the recent
permissions given by RBI to the banks to charge the
customers of Financial Inclusion may be a positive step
in the direction of covering the cost of Financial Inclusion
to a greater extent. It is hoped that by charging the
customers, the 31% respondents may also change their
opinion, as it will result in profitability (initially, it may
coverthe expenses only) in the coming days.

Question : Shall the banks resort to Financial
Inclusioninabigway ?

The responses were (i) Yes - 23, (ii) No - 2, and (iii) No
idea- 1

Majority of the respondents (88%) were supporting the
Financial Inclusion initiative. However, it was interesting
to note here that while only 61% respondents were of the

opinion that Financial Inclusion is profitable for Banks,
88% respondents were supportive of Financial Inclusion.

Question : Why Banks should take up Financial
Inclusion ?

The responses were (i) Government pressure - 1,
(i) Social obligation - 17, and (iii) Business proposition - 8

The responses in graphical presentation, in percentage-
terms, were presented as under :
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Majority of the Bankers (65%) were of the opinion
that Banks should take up Financial Inclusion, as a
social obligation. Only 31% respondents treat it as
a business proposition. Very few feel that Financial
Inclusion was to be taken up because of Government
pressure.

Some otherfindings from the above data are :

- 61% of the respondents felt that Financial Inclusion
is profitable and hence, Banks should go for it in
abigway.

- 35% of the respondents expressed their opinion
that Financial Inclusion is profitable, as such, Banks
should goforitin a big way as a social obligation.

- 31% of the respondents opined that Financial
Inclusion is profitable, as such Banks should go for
itin a big way as a business proposition.

The above findings support the hypothesis - Better
understanding of Financial Inclusion concept, by ground
level operating functionaries of Banks, have significant
impact on the implementation of Financial Inclusion.

Conclusion & Suggestions

The feedback received from the sample across the
country, among different banks suggested that

i. Majority of the Bankers (73%) are clear in the concept
of Financial Inclusion

ii. Majority of the Bankers (61%) opine that Financial
Inclusionis profitable
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ii. Majority of the Bankers (88%) suggest that Banks
should go for Financial Inclusion in a big way

iv.Majority of the Bankers (65%) feel that Banks
should take up Financial Inclusion as a social
obligation.

The following points which emerged in the recent past
needsto be keptin mind:

a. RBlI permitted Banks to charge the customers
under Financial Inclusion, of course, on a
conservative basis

b. Various studies brought out the fact that there
is fortune at the bottom of the pyramid, and the
market size in Rural India for financial inclusion
is huge. For example, the savings of Self Help
Groups in the Banks reached thousands of
crores.

c. Covering a household through various means,
may be savings account, loan account, micro
insurance, micro mutual fund, remittances, at an
affordable cost, is to be treated as Financial
Inclusion.

Till now, the dictum is coming from the top
(Government / RBI) to go for Financial Inclusion.
However, by creating awareness among staff,
providing encouragement to the staff and recognizing
the efforts of the operating functionaries at the
ground level, Banks can get better results in
implementation of Financial Inclusion. Then, the
cases of dormant accounts from the day of opening,
hiking up figures to show 100% Financial Inclusion
will not recur. As such, itis suggested that:

Banks / RBI should conduct awareness camps about
Financial Inclusion to the Bank staff

The negative thought of 'Financial Inclusion is not
profitable' should be erased from the minds of
operating functionaries through proper pricing of the
Financial Inclusion products.

Banking to the Poor is not Poor Banking.
Financial Inclusion is not always only Social
Banking. There is lot of potential to get business
from the people at the bottom, as amply shown
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by the Self Help Group movement in the past
10 years or more. This should be imbibed in the
minds of operating functionaries.

Once these concepts reach the operating functionaries
in the right spirit, Banks can achieve real Financial
Inclusion, which is a worthy business proposition.
Thus, there is an urgent need for bottom-up approach
in driving the Financial Inclusion movement in the
coming days.
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Financial deepening is the new buzzword in the corridors
of financial world today, especially in a country like India
where over 50 per cent of the population has no access to
banking. The regulators, policy-makers and planners
strongly believe that financial deepening is the first step
for inclusive growth in India where about 260 million
adults are under-banked, 80 percent of them being in
rural areas. More than 25 million no frills savings
accounts have been opened by banks in the last four
years since 2006 through various branchless banking
channels (Business correspondents- BC), but according
to a study done by Skoch Foundation only around 12%
are active. The major reason for this is the lack of
financial literacy among masses at bottom of the
pyramid.

Financial deepening is a term used often by economists,
experts of economic planning and development. It refers
to the increased provision of financial services with a
wider choice geared to all levels of society. It also refers
to the macro effects of financial spreading on the larger
economy. The focus of the Policy makers today is to
bring the 50 per cent of the under serviced population
under the fold of financial inclusion which would be about
providing them access to various financial instruments
like insurance and investment which will not only help the
individuals and bring them closer to the benefits of
convergence but also propel economic growth. The great
need today is institutional deepening for improving the
economic governance of a country.

Currently, not more than 10-15% of the people are
covered by pension in India. The figure in OECD
countries was as high as 70%. Affordability, reach and
diversity in the product portfolio are the basic
requirements in Pension Fund Management while the
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first and most important challenge in increasing the
insurance penetration is awareness. The need of the
hour is simple products designed for people with erratic
incomes delivered through low cost operations.

Focus on Financial Literacy

Financial literacy refers to the ability to make informed
judgement and to take effective decisions regarding the
use and management of money. Financial literacy is
regarded as an important requirement for functioning
effectively in modern society and trends in retirement
income policies, work patterns and demography suggest
that its importance can only increase in the years ahead.
Raising financial literacy supports social inclusion and
enhances the wellbeing of the community.

Financial Literacy can broadly be defined as the capacity
to have familiarity with and understanding of financial
market products, especially rewards and risks in order to
make informed choices. Viewed from this standpoint,
financial literacy primarily relates to personal financial
literacy to enable individuals to take effective actions to
improve overall well-being and avoid distress in matters
thatare financial.

The need for financial literacy is felt in the developed and
the developing countries alike. In the developed
countries, the increasing number and complexity of
financial products, the continuing shiftin responsibility for
providing social security from governments and financial
institutions to individuals, and the growing importance of
individual retirement planning make it imperative that
financial literacy be provided to all.

In the developing countries also, the increasing
participation of a growing number of consumers in
newly developing financial markets will necessitate

*  Professor (Banking & Finance) IBS, Hyderabad.
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the provision of financial literacy if these markets are
to expand and operate efficiently. In addition, the
substantial growth of international transactions during
the last decade, resulting from new technologies
and the growing international mobility of individuals,
makes improvement in financial literacy, increasingly,
aninternational concern.

From a regulatory perspective, financial literacy
empowers the common person and thus reduces the
burden of protecting the common person from the
elements of market failure, attributable to, de facto,
information asymmetries. For example, the emphasis on
market discipline, as one of the three pillars of banking
regulation, especially under Basel-Il, is best served by
participation of financially literate bank customers in the
financial marketplace.

Financial literacy can make a difference not only in the
quality of life that individuals can afford, but also the
integrity and quality of markets. It can provide individuals
with basic tools for budgeting, help them to acquire the
discipline to save and thus, ensure that they can enjoy a
dignified life after retirement. Financially educated
consumers, in turn, can benefit the economy by
encouraging genuine competition, forcing the service
providers to innovate and improve their levels of
efficiency.

So, financial literacy is the process by which investors
improve their understanding of financial markets,
products, concepts and risks. Through information and
objective advice, they develop the skills and confidence
to become more aware of financial risks and
opportunities and make informed choices to improve
their financial position.

Importance of Financial Literacy

Financial literacy assumes importance in this changed
financial environment arising out of the synthesis of
the processes of liberalisation, globalisation and reforms
leading to increased competition. In considering means
to improve the financial status of families, financial
literacy can play a critical role by equipping consumers
with the knowledge required to choose from a myriad of
financial products and providers. In addition, financial
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literacy can help provide individuals with the knowledge
necessary to create household budgets, initiate savings
plans, manage debt, and make strategic investment
decisions for their retirement or for their children's
education.

Being educated financially also enables individuals to
better appreciate the possible contingencies and save
forarainy day, in an appropriate manner. It can empower
consumers to become better shoppers, allowing them to
procure goods and services at lower cost. This process,
in turn, raises consumers' real purchasing power and
multiplies the opportunities for them to consume, save, or
invest. Having these basic financial planning skills can
help families to meet their near-term obligations and
maximise their longer-term financial well-being.

Financial literacy is also an integral component of
customer protection. Despite concerted efforts, the
current state of transparency coupled with the difficulty
of consumers in identifying and understanding the
fine print from the large volume of information, leads
to an information asymmetry between the financial
intermediary and the customer. In this context, financial
literacy may help to prevent vulnerable consumers from
falling prey to financially disquieting credit arrangements.

Financial literacy primarily relates to personal finance,
which enables individuals to take effective action to
improve overall well-being and avoid distress in financial
matters. Financial literacy goes beyond the provision of
financial information and advice. It is the ability to know,
monitor, and effectively use financial resources to
enhance the well-being and economic security of
oneself, one's family, and one's business.

Global Practices

The US Treasury established its Office of Financial
Education in 2002. The Office works to promote access
to the financial literacy tools that can help all US citizens
make wiser choices in all areas of personal financial
management, with a special emphasis on saving, credit
management, home ownership and retirement planning.
The Financial Literacy and Education Commission
(FLEC),established by the Congress in 2003 through
the passage of the Financial Literacy and Education
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Improvement Act, was created with the purpose of
improving the financial literacy and education of persons
in the United States through development of a national
strategy to promote financial literacy and education. The
Federal Reserve, along with numerous other federal
government agencies, is a member of this commission,
which is supported by the Office of Financial Education.

The Federal Reserve Systems has since redesigned its
financial education website, FederalReserveEducation.org,
which is dovetailed to increase the use of Federal Reserve
educational materials and promote financial education in
the classroom. The website has material intended for the
general public, as well as materials specifically geared
toward teachers and high school and college students.
It provides easy access to free educational materials, a
resource search engine for teachers, and games for various
ages and knowledge levels. The other regional Feds also
have various interactive on-line programmes on their
website designed to generate awareness about better
financial management and assessment of one's own
financial position.

In the UK, the Financial Services Authority (FSA) has
launched the biggest ever campaign to improve the
financial skills of the population and imparting education
to enable a better appreciation of the risks and rewards
inherentin financial instruments.

In Australia, the Government established a National
Consumer and Financial Literacy Taskforce in 2002,
which recommended the institution of the Financial
Literacy Foundation in 2005. Working closely with states
and territories, the Foundation has produced a National
Curriculum Framework for Financial Literacy to provide
benchmarks for teaching the school children the
importance of managing their money.

In Malaysia, the Financial Sector Master Plan, launched
in 2001, includes a 10-year consumer education
program. This agenda includes infrastructure and
institutional capacity development in the areas of
financial literacy, advisory services, distress
management and rehabilitation. For this purpose, the
Bank Negara Malaysia in partnership with the financial
industry and other government agencies, has introduced
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the Financial Mediation Bureau, Deposit Insurance
Scheme, Basic Banking Services Framework and also
created a new class of licensed Financial Advisers.
Savings and literacy programs are also being promoted
in schools. A one-stop centre has recently been
established within the central bank for the public to obtain
information about financial services in Malaysia and
to provide face-to-face customer service on general
enquiries and complaints. These initiatives have been
reinforced by high levels of transparency and disclosure.

In collaboration with the government agencies, Monetary
Authority of Singapore launched a national financial
education programme (Money SENSE) to enhance
financial literacy and self-reliance of consumers. The
programme covers three tiers of financial literacy :
basic money management covers skills in budgeting
and saving as also tips on responsible use of credit
(Tier-1); equipping citizens with the skills and knowledge
to plan for their long-term financial needs (Tier-ll);
and imparting knowledge about different investment
products and skills for investing (Tier-11).

Above all, the Organization for Economic Co-operation
and Development (OECD) has been taking a pro-active
initiative in generating awareness about financial
literacy. It has recently released a major international
study on financial literacy titled 'Improving Financial
Literacy' encompassing practical guidelines on good
practices in financial literacy and awareness. These
guidelines, in the form of a non-binding recommendation,
are designed to help countries devise and implement
effective financial literacy programmes, drawing from the
best practices in this area in OECD countries. They
promote the role of all the main stakeholders in financial
literacy: governments, financial institutions, employers,
trade unions and consumer groups. In addition, they also
draw a clear distinction between public information
provided by the government and regulatory authorities,
and that supplied by the financial analysts.

It is also important to devise ways to ascertain whether
financial literacy has achieved its objective, such as
generating increased consumer awareness or a
changed behaviour. The evidence, however, suggests
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that such programmes tend to be effective. For instance,
in the United States, it has been observed that workers
increase their participation in retirement savings plans
funded by employee and employer contributions when
the latter offers financial literacy programmes, whether
in the form of brochures or seminars. Consumers
who attend one-on-one counselling sessions on their
personal finances have fewer delinquencies.

Why Financial Literacy is more important for India

India has an efficient financial market in terms of
technology and systems. Significantly, India also has
one of the highest savings rate in the world our gross
household savings rate, which averaged 19% of GDP
during 1996-97 to 1999-2000, increased to about 23% in
2003-04, and has been growing ever since.

While Indians, as a whole, are saving more, where they
are investing these savings is a cause for concern.
Investments by households have increasingly moved
either to risk-free, government-backed, fixed-return, low-
yielding instruments or in non-financial assets. As per an
RBI report, only 1.4% of household savings was invested
in equity, mutual funds and debentures in 2003-04.
Though this went up to about 4% in 2005-06, it is still
smallandis nowhere near23.3%in 1991-92.

It is also alarming that in a country with over one
billion people, just 8 million less than 1% has invested
in the capital market. According to a survey by Invest
India Dataworks in 2007-the year in which the capital
markets reached the peak in recent years, it was
found that among those Indians who earn and save, an
overwhelming proportion keep the money athome orin a
bank : as a result, only 5.3 million of the 321-million paid
workers invest in mutual funds and barely 4.3 million of
these 321-million paid workers have invested in equities.

Unless the common person becomes a wiser investor
and is protected from wrongdoings, wealth creation
for the investor and the economy will remain a distant
dream. A majority of our households are not using
modern financial markets. Even among those who
are, most are not doing it well. Low knowledge among
households of financial markets, concepts and products
has a direct impact on mass-scale utilization of financial
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markets. Financial literacy also plays a significant
role in efficient allocation of household savings and
the ability of individuals to meet their financial goals.
Financial literacy also means the ability to seek sound
financial advice.

Indian Financial Literacy Scenario - A Recent Survey

As per a comprehensive survey of over 63,000 Indian
households to understand how India earns, spends and
saves, it was observed that a rural household's total
annual expenditure, including both routine and unusual
expenditure, amounts to Rs.41,000, resulting in a
surplus income of roughly about Rs.11,000. An urban
household in contrast has a surplus income of
Rs.25,000. The survey also highlighted disparities in
saving habits. Levels of income, expenditure and saving
related behaviour are linked to the age, education levels
and type of engagement of the chief earner.

Salary and wage earners account for a low share of the
total households (18.4%) but highest share of the total
earnings (30.8%) with an annual income of Rs.109,000.
After taking care of total expenses of Rs.76,000, these
households had a surplus income of about 30% of their
income.

By contrast, a third of households earn theirincome from
labour, but this group's share in the total earnings was
only 16% and had a surplus income of just about 7.7% of
their income. Similarly, households where the chief
earner was in late middle age (46-55 years) accounting
for 21% of all households had the highest surplus income
(Rs.19,000 per annum) among all other age groups
which was about 24%0f total income.

The findings of this Survey clearly brought about a need
for financial literacy in Indian households. An astounding
96% of Indians across rural and urban India felt they
would not survive for more than a year in case of loss of
their major source of income. However, when asked how
confident they were about their financial stability, an
overwhelming 54% answered in the affirmative. This
misplaced financial optimism in most cases stemmed
from knowing they had the support of a joint family
system. However, this is and will not hold true in a fast-
changing social fabric amongst Indian households.
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More than half of the Indian households prefer to save by
keeping their surplus income in commercial banks.
However, more than a third of Indians simply prefer to
keep their surplus money at home. Households opting for
post-office deposits account for just 5%. While top 20%
of income earners save up to 44% of their income, the
bottom 20% borrows up to 33%. Although financial
institutions (a bank or cooperative) constitute the main
source of borrowing, a significant proportion of Indian
households rely on informal sources principally the
money-lender in rural India to make ends meet. Aimost
40% of rural Indian households and a fourth of urban
Indian households borrow from the money-lender to
meet expenditures such as health, medical treatment
and routine household expenditure.

Financial Literacy - An Adjunct for Financial Inclusion

Financial literacy is considered an important adjunct for
promoting financial inclusion and ultimately financial
stability. Both developed and developing countries,
therefore, are focusing on programmes for financial
literacy / education. In India, the need for financial literacy
is even greater considering the low levels of literacy and
the large section of the population, which still remains out
of the formal financial set-up.

In the context of 'financial inclusion', the scope of
financial literacy is relatively broader and it acquires
greater significance since it could be an important factor
in the very access of such excluded groups to finance.
Further, the process of educating may invariably involve
addressing deep entrenched behavioural and
psychological factors that could be major barriers.

In countries with diverse social and economic profile like
India, financial literacy is particularly relevant for people
who are resource-poor and who operate at the margin
and are vulnerable to persistent downward financial
pressures. With no established banking relationship,
the un-banked poor are pushed towards expensive
alternatives.

The challenges of household cash management under
difficult circumstances with few resources to fall back on
could be accentuated by the lack of skills or knowledge
to make well informed financial decisions. Financial
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literacy can help them prepare ahead of time for life
cycle needs and deal with unexpected emergencies
without assuming unnecessary debt.

There is a need for banks and other agencies striving
to extend financial literacy to the masses to appreciate
that financial inclusion is a continuous process. Efforts
to extend literacy to make the common man enabled
by being aware of the evolving functional, legal and
technical issues cannot be a one-time effort.

The philosophy of FI has gained momentum in India,
with the realization that the benefits of growth and
development witnessed by India in the post-liberalized
economic regime have not been apportioned equitably
with the common man. In the last decade, the country
grew at over 9% per annum. Eradication of poverty,
however, has not been commensurate with this
growth trend. Lifting half a billion people out of poverty
is a challenge that India is now facing. It was in
pursuance of this objective that the FM included
a paragraph on Fl in his Budget Speech 2010-11. that
reads : “It has been decided to provide appropriate
banking facilities to habitations having population in
excess of 2,000 by March 2012. It is also proposed
to extend insurance and other services to the targeted
beneficiaries. These services will be provided using
the 'business correspondent' and other models
with appropriate technology back-up. Using this
arrangement, itis proposed to cover 60,000 habitations.”

By all means, this is a noble initiative in a country where,
at present, only about 30,000 habitations have a
commercial bank branch. It is also assessed that just
about 40% of the population across the country have
bank accounts and the proportion of people having any
kind of life insurance is as low as 10% and proportion
having non-life insurance is as low as 0.60%.

Fl offers economic opportunities not only for the common
man but also for financial institutions. In building savings,
availing credit and making investments, the philosophy
is a guiding mantra for the aam aadmi. Counselling and
financial literacy efforts initiated and carried out by
commercial banks is the most significant empowerment
tool. This empowerment will help the underprivileged to
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relieve themselves from the clutches of middlemen and
moneylenders and associate with the formal financial
system.

The objective of financial literacy is to protect the
customer at the bottom of the pyramid. It helps
customers to better understand and manage financial
risk and deal with complexities of the market place and
take advantage of increased competition and choice in
the financial sector. The RBI, on its part, intends to
advance the cause of financial literacy in the country as
part of an overall strategy. Currently, a process of credit
counseling is being encouraged to help all borrowers,
particularly those in distress, to overcome current
financial problems and gain access to the structured
financial system.

Initiatives taken by RBI

The Reserve Bank has undertaken a project titled
'Project Financial Literacy'. The objective of the project
is to disseminate information regarding the central
bank and general banking concepts to various target
groups, such as, school and college going children,
women, rural and urban poor, defence personnel
and senior citizens. It is disseminated to the target
audience with the help, among others, of banks, local
government machinery, NGOs, schools, and colleges
through presentations, pamphlets, brochures, films, as
also through the Reserve Bank's website. The Reserve
Bank has already created a link on its web site for
the common person to give him / her the ease of
access to financial information in English and Hindi,
and 12 Indian regional languages.

A financial education site was launched on November
14, 2007 commemorating the Children's Day. Mainly
aimed at teaching basics of banking, finance and central
banking to children in different age groups, the site will
also eventually have information useful to other target
groups, such as, women, rural and urban poor, defence
personnel and senior citizens. The comic books format
has been used to explain complexities of banking,
finance and central banking in a simple and interesting
way for children. The site has films on security features of
currency notes of different denominations and a games
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section. The games currently on display have been
especially designed to familiarize school children with
India's various currency notes.

In addition, with a view to promoting financial awareness,
the Reserve Bank conducted essay competitions for
school children on topics related to banking and financial
inclusion. The Bank has also been participating in
exhibitions to spread financial literacy. In 2007, it
participated in the exhibition aboard the 'Azadi Express' a
train to commemorate 150 years of India's freedom
struggle which began in the year 1857 run through
several places in the country for a year. The Reserve
Bank also launched '‘RBI Young Scholars Award'
Scheme amongst students undergoing undergraduate
studies to generate interest in and create awareness
about the banking sector and the Reserve Bank. Under
the scheme, up to 150 young scholars are selected
through country-wide competitive examination and
awarded scholarships to work on short duration projects
at Reserve Bank.

Credit Counselling

Credit Counselling can be defined as 'counselling that
explores the possibility of repaying debts outside
bankruptcy and educates the debtor about credit,
budgeting, and financial management'. It serves three
purposes. First, it examines the ways to solve current
financial problems. Second, by educating about the
costs of misusing a credit, it improves financial
management. Third, it encourages the distressed people
to access the formal financial system.

Credit counselling (known in the United Kingdom as
debt counselling) is a process of offering education to
consumers about how to avoid incurring debts that cannot
be repaid. Credit counselling often involves negotiating
with creditors to establish a Debt Management Plan
(DMP) for a consumer. A DMP may help the debtor repay
his or her debt by working out a repayment plan with the
creditor. DMPs, set up by credit counsellors, usually offer
reduced payments, fees and interest rates to the client.
Credit counsellors refer to the terms dictated by the
creditors to determine payments or interest reductions
offered to consumers in a debt management plan.
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Thus, credit counsellors help their clients find realistic
solutions to their problems and agree on repayments that
are achievable. Credit counselling is kept confidential.
Counselling services are generally offered free or for a
very nominal charge, so that no undue additional burden
is put on the already indebted customer.

Initiatives taken by some Banks

A few banks have already taken initiatives in opening
credit counselling centres in the country. An Internal
Group constituted by the Reserve Bank to study credit
counselling initiatives, visited some of the counselling
centres in the state of Maharashtra viz., 'ABHAY'
counselling centre (an initiative of Bank of India); Disha
Trust (an initiative of ICICI Bank Ltd.) and Grameen
Paramarsh Kendras (an initiative of Bank of Baroda).

The counsellors at these centres assist people on
a face to face basis and also those who approach
them over telephone, email, or by means of letters.
Customers facing credit problems arising out of
multiple credit cards, personal loans, housing loans
and loans from societies approach the counselling
centres for advice and guidance. The counsellors guide
their customers and help them to take up with the banks
concerned for rescheduling / restructuring of loans.

Some of the common features of these centres are as
under:

The counselling centres are mainly funded by Trusts
set up by banks or funded by the banks themselves.

The counsellors manning the centres are retired or
serving bank employees.

Counselling is provided free of cost.

The counselling presently provided by most of the
centres is mainly curative in nature, being given after a
crisis eventhad occurred.

The unique features observed in some of these
counselling centres are :

Arrangement for experts to guide farmers on modern
farming methods, cooperative farming, marketing
strategy, etc.

Focus on credit related problems of urban
clientele on account of credit card, personal
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loans, housing loans, and defaults on account of
business failures.

Manned by Agricultural Officers of the bank to provide
awareness on various products and services of the
bank.

Training and awareness camps are organised by
some of these counselling centres to educate
people about the need to save and to familiarize
them with the concept of credit cards, impact of
minimum charges, etc. As these counselling centres
are housed mainly in the banks' premises, expenses
incurred are mainly on account of payment of
honorarium to counsellors; such honorarium ranged
from Rs.12,000 to Rs.30,000 per month.

Although efforts are being made to hold training
camps and create awareness among the masses
on the need for saving, planning expenditure and
also about various banking facilities, etc., a lot
more is yet to be done to popularize and scale-up
the effort.

Some issues relating to setting up of counselling centres
in India that need to be addressed are as follows :

A major constraint faced by the counselling centres
in their effort to bring about a solution for the
distressed borrowers is the lack of credence
attached to the references made by these centres
to banks, on the grounds that they have no 'locus
standi' in the matter. Therefore, there is a need
for credit counselling centres to be empowered
for liaising and negotiating with banks on behalf
of their customers.

As quality of service is an important aspect, it is
desirable to have appropriately bench-marked quality
standards for credit counsellors and counselling
agencies. Like-wise, it would also be desirable to
have a system of accreditation of counsellors. Once
setting up of counselling centres gather momentum,
they could consider forming an association of credit
counsellors.

Enlisting committed and well-trained personnel is
crucial for success of counselling centres. This need
istobe addressed/ensured.
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Inadequate credit information / credit history of the
borrowers or total lack of such information is another
area of concern, which needs to be addressed.

As lack of awareness is a major stumbling block
in such initiatives, it is necessary to give wide publicity
to the concept of credit counselling and the free
availability of such services.

Conclusion

Financial literacy has assumed greater importance
in the recent years, as financial markets have become
increasingly complex and as there is information
asymmetry between markets and the common person,
leading to the latter finding it increasingly difficult to make
informed choices.

Financial literacy goes beyond the provision of financial
information and advice. The focus of any discussion
on financial literacy is primarily on the individual, who
usually has limited resources and skills to appreciate
the complexities of financial dealings with financial
intermediaries on a day to day basis.

Organization for Economic Co-operation and
Development (OECD) has rightly defined financial
education as 'the process by which financial consumers /
investors improve their understanding of financial
products, concepts and risks, and through information,
instruction and / or objective advice, develop the skills
and confidence to become more aware of financial risks
and opportunities, to make informed choices, to know
where to go for help, and to take other effective actions to
improve their financial well-being'.

Prosperity can only come by properly balancing the four
key personal finance components i.e. earning, spending,
saving and investing. To achieve this, financial literacy is
very important and should be made mandatory.

The Journal of Indian Institute of Banking & Finance

References

. 'The Role of Financial Education: The Indian Case' - Inaugural

Address by Dr. Y. V. Reddy, Governor, Reserve Bank of India
at the International Conference on Financial Education
organised by OECD and co-hosted by Pension Fund
Regulatory and Development Authority at New Delhi on
September 21, 2006.

. Policy Brief July 2006; the importance of Financial Education,

Organisation for Economic Cooperation and Development
(OECD).

. Credit counselling - legal definition : http:// www.nolo.com/

definition.cfm/Term; Report of the Expert Group on Agricultural
Indebtedness, July 2007, Chairman : R. Radhakrishna

. Credit Counselling : An Indian Perspective: Address delivered

by Dr. Y. V. Reddy, Governor, Reserve Bank of India at the
Foundation Day Function of Bank of India, Mumbai on
September 7, 2006.

. ECONOMIC TIMES-e-papers dated 4-1-2010, 11-9-2008,

4-4-2008, 31-7-2007

. DNA MONEY dated 30-6-2008
. Special address by Ms. Shyamala Gopinath, Deputy Governor

of the Reserve Bank of India, at BANCON 2006, Hyderabad,
4November 2006.

v

October - December 2010 35




L. P Padhy *

Introduction

The Banking sector is based on strong foundation
of intermediation process - mobilizing resources and
optimum use / deployment of the same thereby earning a
spread which we call profit. Banks should always continue
to be sound and stable and enjoy the trust of the public for
the efficient discharge of this intermediation functions.
With the introduction of norms of Income Recognition and
Asset Classification (IRAC) in the Banking Sector in India,
Management of Non Performing Assets (NPAs) has
emerged as one of the major challenges facing banks.

Once an asset ceases to generate any income for a bank,
whether in the form of interest or principal repayment, itis
termed as non-performing asset. As per prudentialnorms
suggested by the RBI, a bank cannot book interest on an
NPA on accrual basis. In other words, such interest can
be booked only when it has been actually received.
Therefore, this has become what is called as “critical
performance area” of the banking sector as the level of
NPA affects the profitability of a bank.

Status of NPAs in Banks

Gross NPAs of Scheduled Commercial Banks (SCBs)
increased to Rs 68973 crore as on March end, 2009 from
Rs 56309 crore as on March end, 2008. Net NPAs as on
March end, 2009 amounted to Rs.31424 crore as
compared with Rs.24730 crore as on March end,
2008.While the percentage Gross NPAs to Gross
advances of SCBs remained at 2.3% for both the fiscals
2008 & 2009, the percentage of Net NPAs of SCBs
marginally increased from 1% as on March end, 2008 to
1.1% as on March end, 2009.The overall Gross NPA of
all SCBs stood at Rs81813 crore (2.5 percent of Gross
Advances) as on March31,2010.

The Report on Trend and Progress of Banking in India,
2008-09 shares information about the Composition of
Loan Assets of SCBs. It is worthwhile to note that the
share of NPAs in “Doubtful” and “Loss” category remained
more or less static; the share of sub-standard assets
witnessed some variations. Now, the main concern about
the banking system is deteriorating asset quality and the
volume of restructured loans. Also, the future performance
of restructured loans will determine the evolution of the
NPA trend in India.

During the first quarter of fiscal 2011, asset quality
continued to deteriorate, with all PSBs witnessing higher
level slippages leading to pressure on their gross and
net NPA ratios. The absolute level of gross NPAs of
select banks as on June 30, 2010 rose by 28.7% y-o0-y to
Rs.80879 crore. CARE, the Rating Agency, has pegged
the sector's gross NPAs at 3.5% of gross advances
by March, 2011, compared to 2.5% of gross advances
during the fiscal 2010.

Net NPAs of Banking Industry - At a Glance
Bank Groups Net NPAs - Net NPAs -
31.03.2009 (%) | 31.03.2010 (%)
SBI &Associates 1.47 1.50
Nationalized Banks 0.68 0.91
Old Private Sector Banks 0.90 0.83
New private Sector Banks 1.40 1.09
Foreign Banks 1.81 1.82
All SCBs 1.05 1.12
Sources : Reserve Bank of India - A profile of Banks 2009-10

Barring the State Bank group, Nationalized Banks and
foreign Banks, the other Bank groups could show
reduction in their Net NPAs during the period 2009-
10.The benefits rescheduling of assets might have come
to the rescue of banks to improve their NPAs position.

* Chief Manager (Training), Bank of Baroda, Staff College.
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Importance of Management of NPAs

An NPA account not only reduces profitability of banks
due to provisioning in the profit and loss account, but
their carrying cost is also increased which results in
excess and avoidable management attention. Apart from
this, a high level of NPAs also puts a strain on a banks'
net worth because, banks are under pressure to maintain
a desired level of capital adequacy and in the absence
of comfortable profit level, they eventually look towards
their internal financial strength thereby slowly eroding
the net worth. High NPAs will also raise corporate
governance issue where every stake holder is keen to
know the reasons of high level of NPAs.

In this paper, an attempt is made to analyse
developments in the area of recovery and prevention
of NPA and also suggest reforms / innovation in
management of NPAs with special thrust on recoveries
of amount blocked in this segment of “Contaminated
Assets”.

The problem of NPAs is related to several internal
and external factors confronting the borrowers. The
internal factors are diversion of funds for expansion /
diversification / modernization, taking up new projects,
helping / promoting associate concerns, time / cost
over-runs during the project implementation stage,
business (product, marketing etc.) failure, inefficient
management, strained labour relations, inappropriate
technology / technical problems, product obsolescence,
etc., while external factors are recession, non-payment
in other countries, inputs / power shortage, price
escalation, accidents and natural calamities etc.
The alarming growth of NPAs causes a serious
stress on profitability. Banks cannot afford to make
more provisions nor can they stop lending. The
maxim should be “Lend and Recover’. The banks
have to lend judiciously and approach to recovery
should be professional and innovative. The strategy
of “One size fits all’ can't be considered viable. In
this context, it is worthwhile at this stage to discuss
the various recovery measures adopted by banks
and financial institutions (FIs) for reducing the level
of NPAs. Broadly speaking, recovery measures can
be classified into Non-Legal and Legal measures. The
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measures are discussed in detail along with suggestion
for recovery management.

Non-Legal Measures:
1. Reminder System :

This is the cheapest mode of recovery by sending
reminders to the borrowers before the loan instalment
falls due. With the migration of branches of Banks
to the Core Banking Solution (CBS) and internet
facility being available, reminders can be sent through
e-mail.

2. Visitto Borrower's business premises/residence :

This is a more dependable measure of recovery.
Visits need to be properly planned. Involvement of
staff at all levels is to be ensured. Costs involved in
the recovery need to be kept to the minimum. Branches
should maintain a record of such visits made and account
of recovery collected. Regional / Zonal Heads should
look into how the visits are organized at the branch
during their periodical inspection which will provide
much needed momentum to the recovery process.

3. Recovery Camp:

To take maximum advantage, recovery camps should be
organized in planned way i.e. in respect of agricultural
advances during harvest season. It is also essential to
take the help of outsiders, particularly, revenue officersin
the state government, local Panchayat officials and to
motivate the staff to getinvolved in recovery drive. During
the camp, those who are very regular in loan repayment
should be honoured. This would send out a positive
message across the people.

4. Rehabilitation of Sick Companies :

By rehabilitating a sick unit successfully, recovery of
bank dues takes place. But the success rate is very
low i.e. less than 10%. However, banks should continue
to rehabilitate because, the cost of rehabilitation is
lower than restarting a new unit on closure of the
same. Causes of sickness should be genuine and
viability study should justify the bench mark ratios and
rehabilitation package should be prepared realistically
in terms of RBI guidelines. The implementation should
be closely monitored.
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5. Debt Restructuring :

With the global slow down and recession, more
importance is attached to debt restructuring to
enable the borrowers to fulfill debt obligation and
without much difficulty. But its success depends
upon both banks and borrowers. The borrowers
should know that the debt restructuring is a rare
opportunity provided to them. Banks need to create
a conducive environment for loan recovery through
collective efforts. Credit counseling to borrower by
banker is a must to make debt restructuring more
result oriented. It is noteworthy that RBI has issued
guidelines regarding restructuring of loans, as one-
time measure and for a limited period of time in
view of the extraordinary external factors, for preserving
the economic and productive value of assets which
were otherwise viable.

6. Loan Compromise :

Compromise settlement should be considered as
a last resort for recovery. It should be voluntary and
calls for professional approach in preparing the
compromise proposals for which each bank is given
autonomy by Reserve Bank of India (RBI). Many
banks have set up a Settlement Advisory Committee
(SAC). Efforts should also be made not to encourage
good borrowers to seek compromise. It should be
case specific based on the ground realities. IBA
plans to codify the do's and dont's on compromise
settlement. Successful outcome of a negotiation for
a compromised settlement depends much upon the
abilities of the negotiator in exploiting the following
key elements:

(i) Identify what the borrower wants to have out of
negotiation and motivate towards the same by
focusing his attention towards benefits / rewards
and punishment he is likely to get from its success or
otherwise.

(ilKnowledge about one's position and position of
other party, statistics related to both, the common
interest of both the parties and the conflict prone
areas between banker and the borrower etc.

(iii) Timing of Negotiation
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(iv)Approach : Positive vocabulary / phraseology that
sounds positive, authoritative and confident is likely
toyield results.

7. Rephasement/Reschedulement :

Banks need to be empathetic in case of small advances
and more particularly in respect of sincere and
hardworking borrowers. If such borrowers fail to pay loan
instalments due to natural calamities or for some other
convincing reasons, unpaid loan instalments may be
rephased or rescheduled.

8. Write - Off:

If it is going to be unremunerative either to file suitand/ or
continuing the account in the banks' books, it is advisable
to go for waiver of legal action and/or write off dues. The
write- off exercise is internal and the branch staff should
continue the recovery process even after write off is
carried out.

9. Recovery Agents :

Recovery agents shall be appointed to recover the
amounts lying in various NPA accounts. While
appointing the recovery agents, their professional
expertise, experience and qualification should be
factored in. Banks must ensure that recovery agents
adhere to codes under BCSBI, so that banks can
promote good and fair banking practices based on
ethical principles of integrity and transparency.

Legal Measures:
1. Debt Recovery Tribunals (DRTS)

DRT is applicable in respect of debts of banks and Fls
with outstanding of Rs.10/- lacs or more. The tribunals
follow the summary procedure and are only guided by the
principal of Natural Justice. The tribunals need to be
equipped with proper infrastructure, manpower, required
flexibility for removing all the impediments coming in the
way of smooth functioning so as to make it play the role
expected of it. However, it is heartening to note that the
amount recovered as percentage of amount involved
was the highest under the DRTs, followed by SARFAESI
Act during the last two years. In the year 2007-08, as
many as 3728 cases amounting to Rs.5819 crore were
referred, out of which Rs.3020 crore was recovered
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(51.9%). In the year 2008-09, as many as 2004 cases
amounting to Rs.4130 crore were referred, out of which
Rs.3348 crore was recovered (81.1 percent).

2. Lok Adalats :

Bank suits involving claims up to Rs.20 Lacs may be
brought before the Lok Adalats. It is observed that banks
do not get full advantage of the Lok Adalat because
it is difficult to collect the concerned borrowers willing
to go in for compromise on the day when the same
meets. Banks need to continue to put in their efforts to
convene Lok Adalats periodically to quickly settle the
cases and recover the amount. Supreme Court has
suggested that personal loan cases upto Rs.10 Lacs
should be preferably settled through Lok Adalat. During
the year 2007-08, the recovery through Lok Adalat was
Rs.176 crore out of 186535 cases involving Rs.2142
crore. (8.2%). The year 2008-09 witnessed recovery
of Rs.96 crore through Lok Adalat out of Rs.4023 crore
involved in respect of 548308 cases referred. Lok
Adalats have not proved to be a good means of effecting
recoveries from the bad loans as they have accounted
for only 5 to 8% of delinquent loan recovered in the last
couple of years.

3. Asset Reconstruction Companies (ARCS) :

The primary objective of ARC is rapid disposal of bad
assets owned by banks to clean up their balance
sheets. However, to make ARCs effective, structural /
ownership issues, acquisition and valuation issues,
transaction costs, NPA funding and resolution issues are
to be addressed on priority basis. Gross NPAs of the
banking industry amounted to Rs.81813 crores as of
March, 2010 an indicator of the potential for ARCs in the
country. Itis further observed that there is 'less flow' from
the corporate sector as RBI allowed banks to restructure
slippages either by extending the repayment time or
giving interest rate relaxation.

4. Securitization and Reconstruction of Financial Assets
and Enforcement of Securities Interest Act, 2002
(SARFAESI Act) :

This act gives powers to secured lenders to realize their
dues through enforcement of interest security without
intervention of court. SARFAESI Act deals with 3 aspects.
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Promoting Securitization
Formation of Asset Reconstruction Company

Enforcement of Security Interest without intervention
of courts.

The Act not only helps in recovering NPAs of the banks /
Fls, but also curbs the instincts towards willful defaults in
future. However, this Act may be required to be fine tuned
to bring in 'natural justice'. Though SARFAESI Act will
provide impetus to securitization in India but at the same
time certain grey areas such as stamp duty, tax aspects
etc., needto be clarified.

During the year 2007-08, 83942 notices were issued
under SARFAESI Act. The total amount involved was
Rs.7263 crore and the amount recovered was Rs.4429
crore registering 61 percent recovery. As many as 61760
notices involving an amount of Rs.12067 crore were
issued during the year 2008- 09. And the recovery
effected was Rs.3982 crore constituting 33% recovery.

Innovations/Reforms in Management of NPAs

The Strategies for Management of NPAs in Banking must
revolve around the various aspects like strengthening
and monitoring of assets for containing slippages,
upgradation of Non-performing Assets and intensifying
recovery efforts for optimizing recovery.

Innovation in recovery management of NPAs must cover
allthe elements involved in the recovery of NPAs. It must
take into account the various aspects from the bank's
angle i.e its strengths and weaknesses, staff, systems,
apart from the environment and lastly the borrowers and
guarantors (their strengths and weaknesses, culture,
habits, values and goals). Banks need to consider
formulating strategies for each group or even for
individual accounts depending upon local factors as well
as peculiarities of each case. Corporate defaulters can
be dealt with differently from rural defaulters. Area-wise,
Activity-wise, Sector-wise, a Segment-wise and different
policy of strategic management of NPAs is required.

Management of NPAs------ Preventive Aspects:

Prevention is better than cure, so goes the age-old maxim.
Preventive steps can be taken at two different stages-Pre-
sanction/ disbursement and Post-disbursement.
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A. Pre-sanction Stage :

A little care and prudence at the time of pre-sanction
can help us in filtering out possible problems later.
The practising bankers need to spend greater part
of their time and energy at the stage. Pre-sanction
appraisal must focus on the cash generation ability of the
prospective client and asset. While risk taking is the
essence of banking, it must also be realized that we deal
with other peoples’ money i.e. depositors' money and we
have actually no right to take unknown risks. Risk and
Return are often stated to be directly proportional. 'Know
Your Customer' (KYC) is the heart and essence of a
healthy asset portfolio. Knowing your customer can even
insulate us against non-controllable risks.

B. Post-sanction Stage :

Once an asset is created with the disbursement of loan /
credit, the responsibility for maintenance of the health of
portfolio falls squarely on the shoulders of Bankers.

Banks have put in place in “Early Alert System”. Most of
the danger signals manifests in the account. Scanning
of account on day-to-day basis is the best source of
valuable information for prevention as well as corrective
action. Practising bankers need to closely monitor the
activities like issuance of cheques to suppliers, payment
through the account, prompt servicing of interest, regular
repayment of instalments, regular submission of stock
statements and inspection of securities, analysis of
financial data on regular basis, sporadic or seasonal
request for adhoc / excess, and inspection of book debt.
Maintaining close rapport with borrowers, ensuring end
use verification, eliciting information, site visit are
important follow-up measures that has major impact on
reduction of NPA.

Further, a regular touch with national and international
developments is a pre-requisite in today's world of
unpredictable changes. Newspapers, TV, Internet are
the prime sources of data. But data has to be scanned
and converted into relevant information.

Innovations in Recovery Management :

Almost all banks use some package or software for
generating information on accounts due for review,
accounts where Letter of Acknowledgement(LADs)
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or Revival Letters are due, List of Potential NPAs.
Banks need to concentrate and act prudently in
respect of critical information. Some suggested steps /
innovations in Recovery Management are discussed
asunder:

Proactive Approach : If proactive action is taken in the
initial stage of an account turning NPA, losses can be
minimized and Bank's money recovered with speed.
Opportunity cost of lost time should be analysed and
opportunities are substantial in today's world.

Regular follow-up : Regular follow-up in respect of suit
filed and decreed accounts can yield unexpected
results. Concerted efforts to be made for recovery in
written off accounts which will be rich source of windfall
asitincreases profits directly.

Sharing Success : Practising bankers should share
success stories in the field of NPA recoveries, the
methods and modus operandi used. It can have only
result - success and more success.

Strengthening of Asset Recovery Management
Branches : ARMBs were intended to be the focal
point of Recovery Strategy. The Zonal / Regional
Authorities must give all necessary infrastructures in
these branches and evolve NPA Recovery Strategy.

Team Work : All staff member should be involved in the
recovery of NPAs. It is not enough for Branch Head to
be a great team player, but it is equally important that
he inspires others in the team with his brilliance and
Togetherness Quotient.

Human Aspect of NPA Management : Skills and
Competencies of employees need to be developed.
They should be imparted training in Legal matters
and Recovery measures. The Public Relation Skill
(PR Skill), communication skills of practicing bankers
need to be developed to have a decisive impact on
borrowers. It is an attitude towards critical aspect of
NPA Management that will determine whether one
can prosper or perish.

Accountability Syndrome : The fear of Accountability is
hindering staff from taking a genuine financial decision
in time. Some bankers are very cautious in accepting
even some of the commercially viable proposals due

The Journal of Indian Institute of Banking & Finance



to fear of accountability at a later date. Banks need
to have a positive and flexible approach in respect
of genuine credit decision even if they turn out to be
NPA at a later date. This will boost the morale of line
functionaries.

Departmental Approach : NPA Management should
be accepted and pursued as an organizational
goal. Proactive culture should be developed in Legal
Department of banks. Incentive schemes should be
introduced for the staff members working in branches.
There should be close coordination between credit
processing unit and credit monitoring unit. Branches
should guard against take over of weak accounts of
otherbanks.

Banker - Borrower Relationship : A healthy Banker
Borrower Relationship should be ensured. Debt
recovery will be much easier in a congenial
environment. Assisting the borrowers in developing
his entrepreneurial skills will not only establish a
good relation between the borrowers but also help
the bankers to keep a track of their funds.

Special Investigative Audit : 1t is also wise for
the banks to carry out special investigative audit
of all financial and business transactions and
books of accounts of the borrower company when
there is possibility of diversion of the funds and
mismanagement.

Monitoring of the restructured accounts : There should
be close monitoring of restructured accounts because
there is every possibility of loans slipping into NPA
category again.

Reactivating / Strengthening Credit Monitoring
Department / Cell : It is essential to strengthen the
same by providing additional staff besides developing
expertise on Credit Monitoring.

Risk Management : Revisiting approval system from
time to time in accordance with the changing profile of
the lender and the borrower is a must. Needless to
mention that Risk Management system also needs to
be strengthened. Risk Mitigation Techniques should
be adopted, so that slippages can be avoided in the
first place.
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Strengthening of SARFAESI Act, 2002

- The SARFAESI Act needs to be amended to
recognize the priority of claims of secured creditors
even over claims of revenue.

- When Banks arrive at settlements with borrowers
for repayment of bank's dues, consent orders are
to be obtained from DRTs in pending recovery
proceedings in terms of settlement. Some DRTs
have taken the stand that they can only approve
such settlement terms and banks have no powers
to finalize the settlement terms. It is necessary to
amend the law to bring it in conformity with the
provisions of the Civil Procedure Code that requires
the court to pass orders in terms of settlement
whenever the suitis settled out of court.

- Frivolous litigations can be restricted by inserting
appropriate provisions in the Act for payment of
actual costs.

- The notice period for delinquent borrower can be
shortened to 15 or 30 days since the account has
become a NPA and the borrower is aware of this.

- The -7- days provided for banks to respond to the
borrower's reply is too short and should be suitably
enhanced.

- When the possession of the secured asset is to
be taken in areas other than the cities - where
there are Chief Metropolitan Magistrates - the
secured creditor has to approach the District
Magistrate - who is also the Collector of the
District. However, the District Collector is invariably
unavailable to attend to these matters due to
his pre-occupation with other duties, leading to
inordinate delays. It would be appropriate to
substitute the District Magistrate with Chief Judicial
Magistrate to hasten the proceedings.

Better Balance sheet : Recoveries are an essential /
integral part of operation of bank without which
these get into liquidity problems as recycling of funds
is adversely affected. It is only through constant
recoveries of interest / instalment that the portion
performing asset in the total portfolio could be kept
high. This alone can ensure better balance sheets.
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Staging Dharna : The wives of Bank employees can
stage Dharna before the residence of wilful defaulter.
This would create social pressure on defaulters.

Future Challenges:
Effects of Globalization
Burgeoning Loan Book
Economic downturn US and Greek crisis
Use of Technology to monitor repayment habit
Strengthening Credit Information system
Electronic registry of land records
Raising further capital to create cushions
Blending national priority with commercial banking
Conclusion:

Major challenges faced by banks today are how
to cope with competitive forces and strengthen
their balance sheet. Today, banks are groaning
with burden of NPAs. It is rightly felt that these
contaminated debts, if not recovered, will eat into
the very vitals of the banks. Another major concern
before the banking industry is the high transaction
cost of carrying Non Performing Assets in their books.
The resolution of the NPA problem requires greater
accountability on the part of the corporate, greater
disclosure in the case of defaults, an efficient credit
information sharing system and an appropriate legal
framework pertaining to the banking system so that
court procedures can be streamlined and actual
recoveries made within an acceptable time frame.
The banking industry cannot afford to sustain itself
with such high levels of NPA's thus, “lend and recover
ought to be the slogan for salvation.” The reduction of
NPAs has become synonymous with the functional
efficiency of Banks. Effective NPA Management must
encompass the objectives of sound risk management,
credit administration and staff motivation. Therefore,
effective NPA Management as an organizational goal
pursued in a missionary zeal is a must to survive global
competition. Any innovations / reforms in this area brook
no delay for a sound / healthy growth of Financial
System in general and Banking Sector in particular
in the country.
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I (& AR denfies!, AEaRATeas T2 Ee3-e 3 §H &
spifer 1 o foa &, Ry it # s el faem 37
SRR 8 TIeh AW o AT Sl bl gt bt off e | AR
IR AT FHH BRI BT SEAYGD TGET PP & Plg
e 379 gfiEfad] St Jorr # STu AT BIEH I Hebell
2 | SFaRT eI ST ghifer ¥ SifT iR fairr & ot aRkfYy
DI IGAT 2 IR ST AT T gfeaeiicrerar § Y sy
g 81 Y &, 39 IRy F FRoT T aRere= &
IrFHRTenRoT R SfehT ST 3 el o f faerm gan & | et
Jopi o T g TN @ b TR ST Y SFaRd o9 I 5y
farepfRr fopam STQ 3R 6y I 3119 H sieT 9y, afs e
1 faeprr 81 5 | e, et ft STe sreran safdeT oY et
F foTg ST e HE<aqol e & Y H SHRER A 3T §
3TR =T e B JferT A, T o 31RKTca g TRl b forg
TR ARE] Y& &1 Ygfi Ueh et sen a8 & |

ST g A T AT R ?

ST e S MY 8 ST STl SHHr & yee | fafs
TSI = ST Yae T STeTT-3TelT dRih 3§ IR fham 2,
SN~ “SIH Y STTERT B SR 3 S1H-Uon H eifed B
3R gRrIfIeT & AT 3§ IR ggwm A i @ i
gfoha, RTRY eI o Hedll 1 fAmfor 21 & iR gftraeicre
P R g2

SR el P FPAR “SIF Ja Bl Gay fhd ST P
el B gl & forg STh HeA @Y SIH-3RTEt &l Qe
IR fIpRI B A BT

B v foerdt wg

i PR TH ydeE BT fFA FeT H Sty HEaqel
M AR ST ag GO, A, HTINU, SUART qeT
RIS P AR 9 H IR febam ST el & |

JI: 9 gaOH AMed P ScdIE 9 Jarel d &
NG ol & A F -, TEdh I e
3R T el gfehanali Bl GRA HTAE E |

A a5 ST

FF JEEE B IeW W Ao b ol IFeHT-3T B
Th g1 fhg S9F el A fFefaRed @1 aRafa
o o1 e & -

39 919 &1 YR B fF PIE GeT 3 forw @ik
I BRI gRDI & fog o< §9 & gEEd TR
TP F P PN T TS F LT W e,
qrieet Rigrai, YA HrRi-eT qer FRREY gomel
BT BT AT |

& fory gNifies Td See URRIgTh ST AR g
ey |

T O 3 gfoen § gfy @ Aty : ed &
Qi ST BT STFTEYT 3R SehT R fafea

fafehe=or qen faer 2g 8 dreNfie! o= # Jam
T &% forg

JaT1 & ATl H Falegh el 81RIel e o folg

* gdye, R (ag Sun Rew §5), 7@,
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A Y& b IhrH

Jh S P ILIT 3N AMGIBAN 3TeTT-3feTT 8l &,
TN ST JeieH & JAMST Il § A & - abstracting,
Vepifcies ST / g Y 31efa<ll 98 BRAT AR I By
e dorr Hde # fAzafdd o, aifd s onfe @
ARG AR & AaH H I fosan T 9eh | 349
YTl 1 foiTact aeficpel fohalT ST SAehell & :

T Bl I H=AT, HIT B=AT, Tl AT 3R T Bl

Y T T Gor U e

FafRHed T B MO H 9IS T S G F HY A

aRafTa &=

S & Jegaxt BI FgHI, a1, SR BT JAera

Fa A eprer

a1 Y T~ ghg BT, Tfh 371+ GForeT &1 b

PRISIIEH AT I Bl a1

S Se @ gomel § fARRR guR A ok S9!

IRIRERUT BRAT

S 9SRATT (3ieR0T)

JRR AR FIdg de-h TRa &1 BN FH=A,

S TS B IRBIRT SIS o ST &1

LIS
FBI I g e ) v R 2 ?
TICT ¥iecl AfadsT & riroihed H SHHAMRE Scioford
e (MY, HM.2003) FRT fhy MU TR FHrRidTerD!
& Uep I&TOT T2 Ueh 75 RUIC b STFHR 37 ST Je &I FHTE
TG FHufR & fory e wEaut oMt drenfient €1 5
FeTor & 67% il = 3Tt i aY 3 379 FeTagel Aed
TR & forg ST G / Ha=amy STg=1T AL bl e qol
AT | A& ! TR el AT IR G H 99 X& & forg
T T AR 9 - 7T TeHHOT-25h o T H I AT
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MR, g RR KT qoN1 SheRes (SIfh, AT A
Ffaenail) Pl R TR BT MMy, eI f[ADr & T
P B BT MY, TEH FaT H YR FAT MM, HHATRAT
DT ALTH BT AT, A HRAT AN TN 3 [ Th
WG I AMRY, Adlelg MR JqFH Bt ggii § gig w=e
ARG =MRT | HRIIA IR 3N IR § g4t Fr=nRa iR S
AT SYART e frd e s A o Mg T 8 |
TN JBR, AGHHER, IIRIBROT J RAFFHT & BROT
SR 1 WY ol § 98 <@ 2 | ST W IHep1 3@
T& 21 W Ao ardraRer §, dbl & HeT Th I
IR B fF 7 TR A JBR Wb A FM Rk Aol
T F| dpf # TH-gdET @ SawEmHar feed
HRONAL -

BIECEAEERE CENME SN

IITRT F T3 b TR H TETR SIFDHRI 8

qfehaTati & IR H J8eR STbRI 8

G CICEAR K|

SIIEACEEE CESNE REINES|

TEIR & fava H J8eR =1 8g

HarH dgl & IRER M-I 8

EESRIECZEI G|

ST o SR Y e b SeTI A

af 2011-12 & bt o IAHRY Jag<h & ® & b
T ST 21 SRATAST o a9 H JRT&TT I S

GIERCEEEAILCT

Mg TR W S Y&EH & AH & AeTIT T IR
WAl & AR TR S JGe bl Iefd: i Ao H e
T ST gmar e - SFRE, gftha den denfie | (35 o)
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o <i-1 : 379 9984 & geh

SEIRE

gfebamg
A Tged T gEeE ¥ e @ ggRy aret e &
oo Jen weyes oo &l &1 & forg Fewagol
g, fog g R § 99 gEeM @ fharaas aReae
AfpR FeAl 7 FeMfiet iR gfokarel & eaw ST
DT AeAHT TRl IR &, TAfh “TLRE” TSH 7 T
FARET 99 @ El 99 ydud @ We 99 gAERn 8
M & SAEF-YeM, WA W& Faug-aRem B i
?g JASUAR H AN St dHeNdl @l i
JHRad F=A11 9g7 F FeAl H b oy RRE
I 3R ATTSARHD FIPIc Pl S DI SHRIRI” (GABR
a1 Ao I@AT) F SAdR “SH B EHE-gE” (SH
F Il F WY died) IR IR AN @ AR
T B TR Bl 21 3 Giede / 98aH iR RO,
FEMWET Jedied Yorell ol 39 Hedidd dgfral
P AT P SRY B A ST g1 SE-gEeE
H A B PO B - FaIR B A &b forg Al
P RS BT ST IR §Y SAD IOA- &7 H
T2, g SR 2% (SR fahwst s &) 3|

gfehaT Te § T & IS g AMG I, faveeyg
BT geg (fav-Jma g =T, Jora §91Q &, favg
IR B ST TG, /A IS gl AR Bl g A1
Sifer &), Reaer, IgR-3ffaR Jewd, 9 & J:
IER R MR prRi=g-aRASHN, wdaw ggfer
qAT AFT-TETT & JoIad @l Gghd TN AFG TH9
anfe wfRe &1 ufsharsil @1 Fevive gRae ofR WXt B
AT T HSH & HHANNAT PI FAST H AT I=A TR

drenfiet
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21 S gaee Senfien A & W § d6 ok SN
N R I BT SAEH-JG, FEIRT, BrI-FdTE T Tolkg-Fag
4 gforrd BRTl 8| ¥ e U RIA e R Suetedt
IR &, STEl BHAN, TEwd, BRIGR qr smafiiedt g
P M-I B Fhl &, THHRY dic Fhd & IR G
DT TAT IS BT 8o Ao & forg faen-fader ¢ et &1
ST el Srenfieht gfaen o e Asilg 9 & prire /
3% IgMe (3R TRgMe, oM Ted, RIeR ud / arerr
Mfcerdt e B €)1 S aidel & forg mE:
dreNffdl & AFe dEeNRe dRNAfeTT @ dew
A TICT B I B 2| Sl B G Grenfiem
e g A8y, S Sk ST gaee TN fFaer St
Fae Il @Y gfT R B | S gded & forg grenfient
Ve HeeaqT e &, Ry 78 g s o weagt
2 fo5 IreNfieh Te & Faug-wed g8 @ 3R & &=
T e Y 3R I8 ITANIHAl b ATHeT &1 TAT FHHTA
PR SRR |

T Jae @t afear | snifére s | aiferfafirat

S 1 fAeriRor / RfPer @ 8 fob ATee @ 1o e

et FhAT < forg P ST =1feT iR Feifa
T & fob I T © SR o el & (WA &, T
0 fob I T B RORTeh S STraeehent 71el ) |

5 g / fRufRe e & 6 e & MR Pal

SIRPES eI STPRI Giord &1 Ral 8 iR Fiee
RN & {6 IS D a1 Al & 1 T
AT A1 |

S 1 3ifhwrer / IE HoIaT T b SFRIETT, HSRUT AT BIEIBRYT

HSRVT / IS0/ | T SRR Bl 7, i gHd Reftaet & e |

Refiaet

ST & RER MM H SAETH-GET B SRepiet BRI P 2,

atesr / sieRor / I TT Saredehe 81 T8l ST Bl FHIaRel

ECIR TWh 3 FIR fomam ST | |
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forr -2 : 579 gy Y ufdhar

Fi o s e gfmarail & srafaa dad = :

Jpt A ST gEe & AE<T P IS B, foheg 39 Aepod

P BRI § ITP FASN BT G BT TS V& 2

TN § 997 31 %8 HB N IR E -

1) fOR™IG : U faRee YR @t 98 ARy, R od 9
T Ryt I3 aTareRer § B R Y e B TR 2 |

2) FREETST : & FHHARAT Bl SFBR-I8T F forg IFah!
AT I € | s 97 9fohan 3 3FTST & Srgerera
PIIENE |

3) “feRi=mr” & gy gfieapior : dot  Fwis R P &
gfeeapIo 1 e, A=Y &Y WA Y B BT,
P B TSI, AYTT H Gel, fIART T Jeved, 9 &
ST T G 1T 3711 |

4) qRacH &1 faRier : SH-Hge ARpdl gRT IRac &
farRrer fobam ST b 3 111 SefereT b1 Sfehan SR e’ s |

ST F AT, TS T Y e e & -
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- ST YRR 3R S- 919 & 7Ed Aot bl 37T
- I A fAzar 1 31T

- T SR YEdell T RIER AEE-YSH Bl T8 IHA
STILROMST o TR § T T TG

- et ST, HTeTg Ter afrect
- S & STTd T ARIId e WIBIR 7 a1 ST

- ST IR TR AR SR REBR 31 HS JolTed! T
A ST F TS Y AT T8 &t

- AT b e SR ol STR=cl o I<h HaG ol 3THIG

- TR AT

- AT P HAIER H HaRIT G IV T AT

-FM & 9% HRFGEE AR gded & o Aedad
SHRC TR BT UG

- Y, GRI 3IR $TH & G-I B GIH d-aTed
IR BT TG

- 3fgwl 3R ST faRiwsl @1 ORT Aeafd T @ 31ve,
9 98 I R, 98 UF R FE T B I6
RIGEMIPIRNI PRI EAGED

- W IHI T BT IUE S JIY TR P AP
P T P IR TEF b W J - MRT P
¥ Hag Al § 3R i e IRepd AnfRd et
qern fofasrY QM prwT T A |
T ST et BT ST
Joi #§ FF yded @1 WS AREl H IgYERT dRe, PR
AfHT Y= F Ay J wdeH, $exAe, B, Hdsd,
FIH, Piel Acx, JaT WMeA-Aeh T 39 TEH BT ST
v fen-fcell ot & SIRY TMEd @1 24X7 MR
R JAUgES SfHT-Far geF Bl S Fhen g1 e &,
P TR I AR HICAIRY, a5 URAT wieafn-
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Ao & 3Rl st @ Aeafdh T, SRaw gder, o6
ghed, dRae gE-feiR), gfniiexor, arafds w9
el FUeH (JIRENGE), o A ¢few, =Jgerd
B, IH-oed IR oG gomenr e & fog
BT TR fbaT STl 81 39 SRR S J&e &
I SR 7 T F AR ST b 8, R o
Fiifepror forad & -

I g9 (T2 98 Ybe B IFeEl Iffifed) H gWE
FAAY, R H FH qT G g8 IRGRI- g W
ge 1 T sfafes df & qewaar & oM g 9 &
IO, LY, RER AEH-J&H T SKIA BT Ffeham
¥ WIRY S gaeH & PR @ 99RT a5 & & &R
oRued 8 38 2| W &, 9 F ITAN IR g S
o # AREA T TR B SAGHS H AT TEH e
gee N Aewql HrEt @ gff § Seera giy @ <&
gl M AR R i § I ydeH S g @ & g
gt § G S bl 21 9o @i H- S e Bl e
Fare Ay & AR A & w9 § @1 o 8 3R
TP R FRYRG & G4 § IfY F AR §F F o
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¥ gfy, SHo Fpdor qen e o 21 R i A-U
T § GUR FE R A dfgd fFar o @ o Rt
ARG Iiharati 1 giT A I Al & DRI §
JYR & forg smaeaas & |

3f: P SN APl B P AT & @ Wiy b
&7 7 W S YU &b Hewd D JESN B | T &, I8 &
W onfe wRi-aRaw & i § wE Hfeareal @ &
AT R TET 7, ORI Siid I8 yord fifdad el
B S bl & TR w1 AR @ RIRY o @ g8
g, 99 Y@ & W, dE-duer $ ge 2g S
faImgol wer I3 TSN SR THF foly R TH FEEH
BT HTATA FHXATEI |
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Publisher: Books for Change; 139, Richmond Road, Bangalore- 560025, Karnataka.

No.of pages: 243
Price: Rs.650/-

Reviewed by:S- Muralidaran

The fact that the poor do save and how they do it is the central theme of the pook. The
pook is 2 collection of six chapters written by people havingd experience in the field
and Six case studies. The different chapters have been well chosen and have 2
thematic connection. The first chapter, “Designing Savings Services - The \nternat'\ona\
Experience”, is authored DY Graham A N. Wright. This article says that the poor
require little compulsion to save and savings help to even out income streams that are
subject 10 seasonal yariations. In the absence of social security systems for the poors
savings can also serve as insurance substitutes in case of bad health, disability, sudden

poor people save by lending. Lending 1O a

pack in times of need. The author 90

sought after by the rural poor when they are considering W
These are - safety, ease of withdrawal, prox'lm'\ty to home O
for good savings, high interestrates and quality of services.

The following chapter by Neela Mukheriee is on «plternate Models 10 Micro Savings
for the ‘Bottom-of-the-Pyram'\d‘ in Rural Areas’. The paper focuses ON the bottommost
segment of the rural poor and examines the limitations of the dominant models of
micro finance and the \essons that can pe learnt from countries like Bang\adesh,
Nepal and India. The poor save both in financial and non financial forms; the latter
peing in the form of grains, forest produce, etc. The subsequent article is on
sFinancial Inclusion in Tribal Areas - Some \nnovations“. The authors, K. G. Karmakar
and N. P. Mohapatra dwell on the deve\opment initiatives designed for the up\'\ﬂment
of the tribals. They opine that such programmes cannot have a 'one sizé fit all solution'’.
Rather, & sensitized approach to tribal deve\opment which ensures financial and

social inclusionis the needfor the tribal people.

There are pasically three approaches to savings - namely, Savings Up, Savings Down,
Savings Through. Besides elaborating the above concepts, Ms. Lalitha lyer and
Ms. Sarayu Kalyani, in their article sFinancial Diaries - Learning from the Field”,
speak apout the Financial Diaries project which was taken up in Karnataka and
Andhra pradesh, 10 study and understand the savings pehaviour of the poor and 10
design suitable financial products and services. The data analysed indicated that
while the urban and semi urban households pelieved N the “savings down” approach,
the rural households pelievedin sgaving up’ approach.

October - December 2010

The Jour i
nal of Indian Institute of Banking & Fi
inance



Micro finance institutions provide

thus enabling them to save.

and their like.

The Jour i
nal of Indian Institute of Banking & Fi
inance

Since the opportun'\ty cost of savings for the poor 1S

This is the focus of the article “|nforma
And Opportun'\ty Costs”, by Joy Deshmukh

have remained outside the regulatory a
in their article sFinancial Products of
opined that a timé has come to review th
that the Micro Finance Billneeds 10 bep

focusing on separate institutions which hav

The book is a compilation of article
and thus will be found informative by profess'\o

or some of the following financial services 1N
varying combinations - (i) savings; (i) credit and (i) insurance. However, these institutions
it. The authors K.G. Karmakar and N. P. Mohapatra
MFls and Regulatory F\equwements” have therefore
e regulatory issues 1N the MFI sector and feel

In addition 1o the above articles, the editors have alsO '\nc\uded six cases, each caseé
e designed products catering 10 the poor,

s and case studies which have peen well researched
nals in the field of rural banking researchers
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high, it is imperative that savings
signed. Hence, such products should work towards
ink with the credit plans of the client and
s the household forward in moving out of poverty-
| Mechanisms of Savings of the Poor - Opportun'\t'\es
Ranadive and Komal parmar Rana-

-
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Books Added to the IIBF Corporate Library

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Armstrong’s Handbook of Management & Leadership :

a Guide to Managing for Results, 2™ edition

Bonds : the Unbeaten Path to Secure
Investment Growth

Business Standard India 2010
Cash & Derivatives Markets in Foreign Exchange

Creative Capitalism : a Conversation with Bill Gates,
Warren Buffet & other Economic Leaders

Credit Risk Analysis : a Tryst with Strategic Prudence

Currency Exposures & Derivatives : Risk, Hedging,
Speculation & Accounting - a Corporate Treasurer’s
Handbook

Delivering Customer Service : How to Win a
Competitive Edge through Managing Customer
Relationships Successfully

Deposit Insurance in India

Documentary Letters of Credit with Text of
UCP 600 - e UCP 600 Practice & Procedures

Dynamics of Bank Lending

Economics without lllusions : Debunking the
Myths of Modern Capitalism

Flying on One Engine : Fourteen Views on
the World Economy

Fundamentals of Modern Banking
Getting started as a Financial Planner

Improving Financial Literacy : Analysis of Issues
& Policies

Managing Thought
Microfinance India : State of the Sector Report 2009
Mutual Funds : an Investor's Guide

Rural Development, Principles, Policies &

Management, 3" edition

Michael Armstrong

Hildy Richelson &
Stan Richelson

Business Standard
A. V. Rajwade

Michael Kinsley (Editor)

Ciby Joseph

A. V. Rajwade

Sheila Payne

M. R. Das

R. R. Beedu

R. P. Lakshman

Joseph Heath

Thomas R. Keene
(Editor)

N. C. Majumdar
Jeffery H. Rattiner

Organization for
Economic Co-operation
Development (OECD)

Mary J. Lore
N. Srinivasan
Raghu Palat

Katar Singh

Kogan Page, 2010

Viva Books, 2009

B.S. Books, 2010
Tata McGraw Hill, 2010

Simon & Schuster, 2008

Tata McGraw Hill, 2006

Tata McGraw Hill, 2010

Jaico Publication House, 2005

Himalaya Publishing, 2010

Snow White Publications, 2009

Author, 2010

Broadway Books, 2010

Viva Books, 2007

New Central Book Agency, 2010
Viva Books, 2006

OECD, 2005

Tata McGraw Hill, 2010
Sage Publications, 2009
Executive Excellence Books, 2010

Sage Publications, 2009
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Invitation For Articles - Guidelines For Contributors

Contributing articles to the Bank Quest : (English /
Hindi)

Articles submitted to the Bank Quest should be
original contributions by the author/s. Articles will only
be considered for publication if they have not been
published, or accepted for publication elsewhere.

Articles should be sentto:
The Editor : Bank Quest
Indian Institute of Banking & Finance

“The Arcade”, World Trade Centre, 2 Floor, East Wing,
Cuffe Parade, Mumbai-400 005, INDIA.

Objectives:

The primary objective of Bank Quest is to present the
theory, practice, analysis, views and research findings
on issues / developments, which have relevance for
current and future of banking and finance industry. The
aim is to provide a platform for Continuous Professional
Development (CPD) of the members.

Vetting of manuscripts :

Every article submitted to the Bank Quest is first
reviewed by the Editor for general suitability. The article
may then be vetted by a subject matter expert. Based
on the expert's recommendation, the Editor decides
whether the article should be accepted as it is, modified
or rejected. The modifications suggested, if any, by the
expert will be conveyed to the author for incorporation
in case the article is considered for selection. The
author should modify the article and resubmit the same
for the final decision of the Editor. The Editor has the
discretion to vary this procedure.

Features and formats required of authors :

Authors should carefully note the following before
submitting any articles;

1) Word length :

Articles should generally be around 5000 words
in length.

2) Title :
A title of, preferably, ten words or less should
be provided.

3) Autobiographical note and photograph :

A brief autobiographical note should be supplied
including full name, designation, name of

organization, telephone and fax numbers, and
e-mail address (if any) or last position held, in
case of retired persons. Passport size photograph
should also be sent along with the submission.

4) Format :
The article, should be submitted in MS Word, Times
New Roman, Font size 12 with 1% line spacing.
A soft copy of the article should be sent either in a
floppy or by e-mail to drwazkar @iibf.org.in

5) Figures, charts and diagrams :
Essential figures, charts and diagrams should be
referred to as 'Figures' and they should be numbered
consecutively using Arabic numerals. Each figure
should have brief title. Diagrams should be kept as
simple as possible. In the text, the position of the
figure should be shown by indicating on a separate
line with the words : 'Insert figure 1'.

6) Tables:
Use of tables, wherever essential, should be printed
or typed on a separate sheet of paper and numbered
consecutively using Arabic numerals (e.g. Table-1)
and contain a brief title. In the body of the article,
the position of the table should be indicated on a
separate line with the words 'Insert Table 1'.

7) Picture /photos/illustrations :
The reproduction of any photos, illustration or
drawings will be at the Editor's discretion. Sources
should be explicitly acknowledged by way of
footnote. All computer-generated printouts should
be clear and sharp, and should not be folded.

8) Emphasis :
Words to be emphasised should be limited in
number and ijtalicised. Capital letters should be
used only at the start of the sentences or for proper
names.

Copyright:

It is important that authors submitting articles should

declare that the work is original and does not

infringe on any existing copyright. He / she should

undertake to indemnify the Institute against any

breach of such warranty and consequential financial

and other damages. Copyright of published article

will vest with the publisher (Institute).
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SUBSCRIPTION FORM FOR BANK QUEST / lIBF VISION

| would like to subscribe / renew my subscription to BANK QUEST / IIBF VISION.
Placed below are my particulars :

(INCAPITALLETTERS)
Shri/Smt/Kum:

Membership No. (If a member of the Institute) :

Existing Subscription No. (If already a subscriber) :

- for Bank Quest - BQ

- for IIBF Vision - VN

Mailing Address :

Pin:

Tel. Ph: Fax: E-mail :

Iwould like to subscribe for one copy of the Bank Quest as follows (Put tick in box) :
[ 1 1Year(4issues) Rs. 140.00
[ 1 2years(8issues) Rs. 240.00

Iwould like to subscribe for one copy of the IIBF Vision as follows (Put tick in box) :
[ 1 1Year(12issues) Rs.40.00
[ ] 2Years(24issues) Rs. 80.00

No. of copies required (if subscribing to multiple copies) :

| enclose demand draft no. dated for Rs.

Date : Signature :

PLEASE NOTE

@ 'lIBF Vision' is provided every month to all Life Members of the Institute at the address recorded with
the Institute.

® Subscriptions will be accepted for a maximum period of 2 years only.

® Subscriptions will be accepted by demand drafts only; drawn in favour of 'Indian Institute of Banking &
Finance,' payable at Mumbai.

@ Superscribe name & address on reverse of demand draft.
® Mail subscription form and demand draftto:

The Director of Administration, Indian Institute of Banking & Finance
“The Arcade”, World Trade Centre, Second Floor, East Wing
Cuffe Parade, Mumbai 400 005.

o
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