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Dear Readers,

In this issue, we continue with our endeavours to
present some interesting and thought-provoking
articles and features to keep you updated on your
learning curve.

The first paper of this issue focuses on
risk management and risk culture in banks.
This paper outlines various facets and nuances of
risk management and risk culture in banks and
suggests how the banks could evolve a robust risk
management framework and nourish and
nurture the desired risk culture promptly and
effectively.

The second paper of this issue highlights the
criticality of the gender gap in financial literacy.
This paper examines the difficulties that women
face in acquiring financial knowledge and focuses
on government interventions and measures for
increasing financial literacy amongst women in
India.

Considering the importance of Corporate
Governance in banks, the college organised a

seminar on corporate governance for directors
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on the boards of banks during September 22-23,
2022. Shri M Rajeshwar Rao, Deputy Governor,
RBI, delivered the keynote address. In this issue,
we are presenting a summary of the deliberations
of the seminar as a special feature.

This issue’s third paper examines the relationship
of Primary (Urban) Co-operative Banks’ (UCBs)
financial performance with their regulatory
capital and financial leverage. It indicates that
optimal leverage is seen somewhere in the
moderate range of 10 to 20, which can help the
UCBs to post a stable and good financial
performance.

The final paper of this issue discusses the policy
changes introduced by the RBI to address the
issue of divergences between the disclosed
Non-Performing Assets (NPAs) and NPAs
identified during onsite supervisory assessments,
which raise concerns about the quality of loan
books and the undisclosed embedded risk in the
balance sheets of such banks.

The issue also contains regular features such as
the gist of important regulatory circulars issued
by the Reserve Bank of India during
July- September 2022 and the campus capsule
related to training programmes conducted by the
College during this period.

Your comments and feedback are welcome,

as always.
- V G Sekar



Nurturing the Culture of Managing Risks :
What Banks need to do?

b

Prem Ranjan Prasad Singh

Risk management and risk culture are ever-evolving phenomena and are of paramount importance
for banks. Risk management entails identifying, measuring, and mitigating various risks associated
with the core and ancillary businesses and operations of an entity. Risk culture signifies the norms,
attitudes and behaviours concerning risk awareness and risk management. This paper outlines
various facets and nuances of risk management and risk culture in banks, its evolving contours,
emerging newer risks, and suggests how the banks could evolve a robust risk management
framework, and nourish and nurture the desired culture by following the best practices and plugging
gaps in a prompt and effective way. The focus should be to make these as internalised and imbibed
values a part of the institutional subconscious.

JEL Classification: G21,G32

Key Words : Risk Management, Risk Culture, Indian Banks

I. Introduction : Risk Management and in the organisation, risk culture becomes part of
Risk Culture - Perfecting the Imperfect its ‘genes’, percolating down to the generations as
o _ part of the institutional subconscious.
“Organisational culture is a complex phenomenon _ . )
_ _ This paper attempts to outline various facets
and we should not rush to measure things until we , _
) ) and nuances of risk management and risk
understand better what we are measuring” - Schein . . . )
culture, its evolving understanding, the emerging
The success of any entity and the system newer risks and how financial institutions could
depends critically on how they take risks. Thereis ~ evolve a robust risk management framework, and
no simple recipe that enables a bank or any other ~ nourish and nurture the desired culture in the
institution to measure and manage risks better. ~ organisation by following the best practices and
An entity, and more so a financial institution, plugging the existing gaps in an earnest, prompt
must have the right risk management, right and effective way. The central idea is that its true
governance, the right incentives, and the right  spirit flows from top to bottom spontaneously as
culture. While risk management as a ‘framework’  an internalised and imbibed value rather th

or an ‘architecture’ needs to be sound and robust ~ something which needs to be imposed upon.

'General Manager, Department of Supervision, Reserve Bank of India. He can be reached at prpsingh@rbi.org.in
Insightful comments and constructive suggestions for modifications in the paper from anonymous reviewers are gratefully acknowledged.
The views excpressed in the paper are personal and do not necessarily represent the official views of the Reserve Bank of India. The usuals

01

To continue reading ! ple



Financial Literacy : Key to Financial

nclusion of Women
MNishita Chatradhi

In recent years, financial literacy has emerged as a significant concern as people, in general, lack basic
financial knowledge concerning day-to-day money management and long-term savings. In many
developed and developing countries, a growing body of empirical research shows a gender gap in
financial literacy. In the case of India, with the increasing participation of women in the labour force,
there is a greater need to investigate the issue of financial literacy amongst women. This study
examines the difficulties that women face in acquiring financial knowledge and focuses on
government interventions and measures for increasing financial literacy amongst women in India.
It aims to broaden the understanding of the entire scenario of financialliteracy concerning women
in India.

JEL Classification : G21,G53

Keywords : Financial Literacy, Financial Inclusion, Gender Gap and Women Empowerment.

I. Introduction years, financial literacy has emerged as a
Interconnectedness in financial markets and  significant concern in India. People, in general,
increasing complexities in financial transactions  need better basic financial knowledge concerning
have increased individuals’ responsibility in  their day-to-day money management and long-
managing their finances and securing their termsavings.
financial future. Increased thrust on financial Financial Literacy is defined as the ability to
inclusion has expanded the reach and depth of  make sound financial decisions. A financially
banking and financial services. However, literate person can make intellectual judgments
financial inclusion and financial literacy are and meaningful decisions about the use and
interconnected. While financial inclusion acts on  management of money. Biener, Eling and Schmit
the supply side by providing the financial (2014) demonstrate the strengthening of the
products and services that people require, micro-insurance market through improved
financial Literacy acts on the demand side by financial Literacy. Governments worldwide have
making people aware of what they can demand  recognized financial Literacy as a critical life skill
(Subbarao, D., 2010). The ability of the peopleto  and have launched financial education initiatives
effectively manage their finances determines the  to assist young people in acquiring it. Lusardi,
health of the nation’s financial system. In recent ~ Michaud, and Mitchell (2011) show that eatl

"Esc-Research Officer, Vaikunth Mebta National Institute of Coaperative Management, Pune. She can be reached at shastri. nishita@gmail.com

Insightful comments and constructive suggestions for modifications in the paper from anonymous reviewers are gratefully acknowledged.

The views excpressed in the paper are personal and do not necessarily represent the official views of the Reserve Bank of India. The nsual
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Special Feature

Seminar on Corporate Governance for Directors
. on the Boards of Banks : Creating a Culture of
Enterprise - Wide Risk and Compliance Awareness

It is well recognised that sound corporate
governance is an essential element in the safe and
sound functioning of banks. Deficiencies in
corporate governance adversely affect the bank’s
risk profile. Considering the importance of the
subject, an online seminar on Corporate
Governance for the Directors on the Boards of
Banks was conducted by the college on
September 22 - 23, 2022. The theme of the
seminar was creating a culture of enterprise-wide
risk and compliance awareness. The keynote
address in the seminar was delivered by
Shri. M. Rajeshwar Rao, Deputy Governor,
Reserve Bank of India and it was attended by
45 Board members from the public sector,

private sector, small finance and payment banks.

Inaugural Address

The Principal, CAB welcomed participants
to the seminar. The Principal highlighted that
sound corporate governance is the foundation
which provides a basis for creating a structure of
accountability and control systems in banks.
Corporate governance in any organization needs
to ensure that the interests of different
stakeholders are managed in an appropriate
manner to ensure long-term sustainable
performance. This issue of managing the

interests of different stakeholders is even more

important for banks as they are leveraged
financial institutions. Banks deal in financial
resources of others which are mostly
uncollateralized debt in the form of deposits.
Therefore, corporate governance in banks
requires placing high importance on the safety
and soundness of the bank to ensure the interest
of depositors.

The Principal mentioned that the linkage of
the banking system with the overall real economy
indicates that the banking system dominates the
financial system, especially in the context of
India. It performs a crucial role in the economy
by intermediating funds from savers and
depositors to activities that support
enterprise and helps drive economic growth.
Banks’safety and soundness are, therefore, key to
financial stability. The Principal welcomed
Shri. M. Rajeshwar Rao, Deputy Governor and
thanked him for taking out time from his busy
schedule for addressing the participants of the

seminar.

Keynote Address by Deputy Governor

Deputy Governor (DG) in his address
mentioned that theme of the seminar was quirt‘..
topical as a robust risk and compliance culture
provides a foundation for the long-term

performance of a bank. He sts€ssed the

25
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\&'imary (Urban) Co-operative Banks

Regulatory Capital, Leverage and Financial Performance :
Understanding Interrelationships in the case of

Dr Ashish Srivastava

This paper examines the relationship of financial performance of Primary (Urban) Cooperative
Banks’ (UCBs) with their regulatory capital as measured by the capital to risk-weighted assets ratio
(CRAR) and financial leverage as approximated by their ratio of assets to net worth. It also makes a
comparative assessment of the efficacy of using the leverage ratio as a simplified measure of capital
adequacy instead of the capital to risk-weighted asset ratio. The analysis, based on a 3-year pooled
data sample of 140 well-distributed UCBs, shows that UCBs with higher leverages do gain in terms
of their return on equity (ROE) but do not show superior financial performance in terms of gross
and net non-performing assets (GNPA, NNPA), net interest margin (NIM), return on assets (ROA)
and cost-income ratio (CIR). Unlike the leverage ratio, the regulatory capital ratio (CRAR) does not
fit as an explanatory variable for return on equity. The analysis indicates that optimal leverage is seen
somewhere in the moderate range of 10 to 20, which can help the UCBs to post a stable and good
financial performance.

JEL Classification - G21, G28

Key Words - Co-operative Banks, Leverage, Assets, Capital, Financial Performance.

I. INTRODUCTION worthiness, prudent lending, etc. because of a
The financial performance of banks greater stake of owners, availability of a higher
depends on several factors, which include both  cushion in absorbing the risk losses and
the broad macroeconomic factors and the bank’s  somewhat lower borrowing cost. The adequacy
capital structure, asset size, operational efficiency —and quality of capital maintained by banks
and managerial effectiveness. The Modigliani  provide a cushion from unexpected losses and
and Miller theory postulates that debt financing  therefore, act as an important safeguard for the
helps in the improvement of financial depositors. Banks as highly geared institutions
performance up to optimal leverage, subject to  pose a significant systemic risk while performing
certain considerations (Myers, 1984). Tan (2016)  financial intermediation between the various
finds a positive impact of capital on bank economic agents operating in a financial system.
profitability on account of higher credit Therefore, banking regulations attempt to ma

'Deputy General Manager & Member of Faculty, College of Agricultural Banking, Reserve Bank of India. He can be reached at :
ashishsrivastava@rbi.org.in

Insightful comments and constructive suggestions for modifications in the paper from anonymous reviewers are gratefully acknowledged.
The views excpressed in the paper are personal and do not necessarily represent the official views of the Reserve Bank of India. The nsual di
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Asset Quality Divergences in Scheduled Commercial Banks :

oncerns and Remedial Measures
Anmol Chopra, Anirban Bhattacharya, Susheel Raina

Instances of significant divergences between the disclosed Non-Performing Assets (NPAs) and
NPAs identified during risk-based onsite supervisory assessments raise serious concerns about the
quality of loan books and the undisclosed embedded risk in the balance sheets of such banks.
This not only impacts the market perception but also weakens customer confidence. Reserve Bank
of India (RBI) has taken various steps to address the issue of divergences and as a result, the overall
health and the stability of the Indian banking system have improved. This paper briefly discusses the
policy changes introduced by the RBI to address the core issue of divergences. These include
disclosures in case of large divergence, formation of CRILC, automation of NPA identification,
sharper off-site supervision system and periodic meeting with statutory auditors.

JEL Classification : G21, E58, G28, M48

Keywords : Asset Quality, Divergence, NPA Automation, CRILC, Financial Stability.

I. INTRODUCTION deterioration for some time, the asset quality of

Asset quality of banks is not only of prime India’s scheduled commercial banks has
importance for their financial position, butitalso  improved gradually, with the gross non-
has macroeconomic significance and linkages.  performing assets (GNPA) ratio declining from
It reflects on the quality of the loan portfolioand 7.4 per cent in March 2021 to a six-year low of
the effectiveness of credit administration. 5.9 per cent in March 2022. The net non-
Besides the quality of assets as a point in time  performing assets (NNPA) ratio also fell by
measure, volatility in asset quality and larger 0.7 per cent during 2021-22 to 1.7 per cent at the
divergences are a cause of supervisory concern  year-end. The slippage ratio, indicating new
and negatively impact the bank’ share prices accretions to NPAs as a share of standard

(Manda & Aruna, 2018). After witnessing advances at the beginning of the period, declined

1. Susheel Raina is a General Manager; Anmol Chopra and Anirban Bhattacharya are Assistant General Managers in the Reserve Bank of India.
E-mails to anthors may be sent at - susheelraina@rbi.o rg.in;  anmold@rbi.org.in; and anirbanbbattacharya@rbi.org.in.

Insightful comments and constructive suggestions for modjfications in the paper from anonymous reviewers are gratefilly acknowledged.

The views expressed in the paper are personal and do not necessarily represent the official views of the Reserve Bank of India. The usnal disclaimers
apph.

2. Manda, Vijaya Kittu & Polisetty, Aruna. (2018). Asset Quality & Risk Management Practices - An Analysis on Yes Bank. SSRIN Electronic
Journal. 10.2139/ ssrn.3510944.

3. ChapterIl, Financial Stability Report (June 2022), Reserve Bank of India.
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Reserve Bank of India established the College of Agricultural Banking (CAB) in 1969 to provide training inputs in Rural
and Cooperative Banking. Subsequently, recognizing the changing needs of the Indian financial sector, the College
expanded its scope to provide training in other areas like agricultural banking, MSME financing, Financial Inclusion &
Literacy, Human Resources & Leadership, etc. From the Academic Year 2021, the College has enhanced thrust on four
focus areas (4Cs), namely Corporate Governance, Cyber Security, Consumer Protection and Compliance
Management, to build capacity amongst the bankers and financial professionals to enhance the robustness and
service standards in the financial system.

The college also conducts programmes and research conferences in collaboration with international agencies like
FAO, APRACA, CICTAB, UNDP and the Commonwealth Secretariat. The College further conducts customized
training programmes for institutions, both national and international, as per their specific requirements.

The college has been nominated as the 'Nodal Institution' for imparting training to various stakeholders of UCBs on
cyber security under the Mission 'AVTU' in 2021, apart from being nominated as the Nodal Institution to impart
specialised NAMCABs workshops in the area of MSME financing, since 2015.

College of Agricultural Banking
www.cab.rbi.org.in

Published for the College of Agricultural Banking, by Shri. V. G. Sekar at CAB Campus, Reserve Bank of India,
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