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BANKING SECTOR REFORM· 

C. Rangarajan 

It is a great pleasure for me to be here at this 
Sixteenth Annual Conference of Bank 
Economists. I must thank the host - The 
Saraswat Cooperative Bank Umited - for asking 
me to deliver the inaugural address. 

I have interacted with you before in this forum, 
but today we are meeting, perhaps, at the most 
challenging time for bankers in India. The theme 
of the conference is of critiCal importance as we 
are in the midst of the process of stabilising the 
Indian economy and simultaneously undertaking 
measures to bring about structural adjustments in 
order to achieve better macro economic balance 
and sustainable economic growth. 

Many of you are aware of my views on issues 
of fmancial liberalisation and refonn. However, 
let me confess that since assuming office of the 
Governor of the- Reserve Bank of India, I am 
realising, more than ever before, what it will take 
from all of us to make the process of structural 
and fmancial reforms a success. The task is 
enormous. Our collective goal is to create a 
smoothly functioning banking machinery, based 
on the principles of sound banking. Such a system 
is needed to effectively manage the financial 
requirements of the economy and to perfonn 
functions essential for a modem economy such as 
the payments arrangements. 

While policy has to play an important role in 
helping to shape an appropriate environment for 
banks to 'York within, it has also to take care not 
to stultify the spirit of innovation in the financial 
sector. Ultimately, however, it is in an institution's 
own hands that its future lies. 

I know that you have been discussing the 
various issues relating to the performance of banks 
in your annual conferences. However, in the 
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process of banking sector reform, I visualise bank 
managements striving for higher standards in 
individual risk assessments, framina of business 
and growth plans and rIDding sC'lutions to the 
knotty problems of raising productivity, efficiency 
and profitability. Needless to say bank economists 
can provide invaluable guidance in these areas. 

Assessment of Indian Banking System 

The Indian financial sector today comprises an 
impressive network of banks and fmancial 
institutions and a wide range of financial 
instruments. All the indicators of financial 
development have significantly increased 
implying the growing importance of fmandal 
institutions in the economy and growth of 
fmancial flows in relation to economic activity, 
both in the form of direct and indirect finance. 
The extent of the growth of the Indian fmancial 
system, measured in terms of the "finance ratio", 
which is the ratio of total financial claims to 
national income, shows, that the ratio, which was 
less than 0.05 during 1951-55 and around 0.14 in 
the late 1960s, rose to reach as much as 0.44 by 
1989-90. The "financial interrelation ratio" which 
is the ratio of financial assets to physical assets 
has also gone up from less than 0.1 in 1951-52 
to 1.18 in 1970-71 and further to 2.50 in 1989-
90, indicating that the financial structure in India 
has grown more rapidly than the national income. 
As at the end of March 1991, the total f1Dancial 
assets of all financial institutions, including banks, 
amounted to Rs. 3,54,039 crores of which the 
scheduled banks accounted for Rs.2,22,613 crares 
or 62.9 per cent. 

The Indian financial system is characterised by 
the predominance of public sector institutions and 
a high degree of regulation, motivated mainly by 
socio-economic considerations. Entry and 
expansion are conlrOlled. 'lbere is an IdministeIecl 
structure of interest rates. under which interest 
rates on deposits and credit are specified in detail. 
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Besides there is a mandatory allocation of credit 
for specific sectors with varying degrees of 
concessionality in interest rates. Inevitably. such 
concessionality for some sectors pushes up the 
rates for those not so favoured. 

The mid-1980's saw some movement away 
from this regulated regime. Commercial banks 
were permitted to undertake new activities. 
Several money market instruments were 
introduced and interest rates in the mony market 
were freed from control. Greater flexibility was 
introduced in the administered structure of interest 
rates. with deposit rates made positive ill real 
terms and the lending rates structure simplified. 

There is no doubt that there has been a 
considerable widening and deepening of the 
financial system in the last two decades. The 
extension of banking and other financial facilities 
to a larger cross section of the people stands out 
as a significant achievement. Despite the overall 
progress made by the financial system. there has 
been a growing concern about the operational 
efficiency of the system. Low profitability. high 
and growing non-performing assets and relatively 
low capital base continue to cause anxiety. It is 
estimated that in 1991-92 gross profits of 
scheduled commercial banks (excluding RRBs) 
after provisions and contingencies were no more 
than 0.35 per cent of w~rking funds. as compared 
with 0.4 per cent in 1969. In 1991-92. the spread 
between interest earned and paid as a proportion 
of working funds was 3.3 per cent. The proportion 
of 'other operating expenses' to working funds in 
the same year was 2.06 per cent. The rate of 
growth of earnings has been slower than the rate 
of growth of business and working funds. 
Profitability of banks has fluctuated rather than 
showing any consistent trend. With the decline in 
the quality of loan assets (domestic non
performing advances of all public sector banks 
formed 14.5 per cent of their total outstanding 
advances) the- need for provisioning has become 
more urgenL Several banks are in fact not in a 
position to make adequate provisions for doubtful 
debts. The capital base - the ratio of paid up 
capital and reserves to deposits of Indian banks 
- at slightly over 2 per cent in 1991-92 is much 

lower by international standards and, in fact. hu 
gone down over time. The attitude thus far that 
with government ownership there is little to worry 
about the ratio bas resulted in a situation where 
the capital -deposit ratio has been falling. Lack 
of proper disclosure norms has led many banks 
to keep the problems under cover. The fmancial 
position of the Regional Rural Banks is far worse. 
The balance sheet of the performance of the 
banking sector is thus. mixed - strong in 
widening credit coverage but weak as far as 
viability and sustainability are concerned. 

The present predicament of the Indian financial 
system is a result of combination of factors-both 
internal and external. Any reform of the fmancial 
sector must address both these factors. The 
ulitmate objective of financial sector reform in 
India should be to improve the operational and 
allocational efficiency of the system. Even from 
the point of view of meeting some of the socio
economic concerns. it is necessary that the 
viability of the system is maintained. While the 
thrust of the reform is to correct many of the 
endogenous. exogenous and structural factors 
affecting bank profitability, individual banks have 
to become conscious of efficiency focusing on 
balancing profitability with liquidity and servicing 
the necessary socio-economic objectives of our 
development efforts. 

External Constraints 

The external factors bearing on the profitability 
of the banking system have centered around pre
emptions in the form of Cash Reserve Ratio and 
the Statutory Liquidity Ratio and the administered 
structure of interest rates. In India the growth of 
high-powered money (reserve money) has been 
largely the result of increases in the net RBI credit 
to the GovernmenL 'The inability of RBI to deny 
or regulate credit to Government due to both legal 
and practical reasons has been an important factor 
contributing to RBI's limited control over le8CtVe 
money expansion. The high levels of SLR and 
CRR that were in operation till the end of 
1991-92 stemmed from the need to moc1erare 
monetary growth in the context of high budget 
deficits and their automatic monetisation. There 
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have, however,been important changes in this 
~. 1beCentral Government is committed to 
reduce its fiscal deficit in the current year to 5.0 
percent of ODP from 6.5 per cent in the previous 
year. The Government has also expressed its 
intention to reduce the fiscal deficit further in the 
coming years. As fiscal and budget deficits come 
down. it will be possible to reduce the CRR and 
SLR and thus enable banks to provide larger 
amount of credit at their discretion. This has 
already happened. Because of the changes made 
in these ratios. pre-emption of incremental 
deposits which stood at 63.5 per cent in 1991-92 
came down to 45 per cent in the first half of 1992-
93 and will come down further to 25 per cent in 
the second half of the year. This implies that in 
the second haIf of the year. almost 75 per cent 
of incremental deposits are available for 
expanding credit. 

A central feature of the Indian monetary and 
credit system is that the interest rates are 
administered. In the case of commercial banks. 
both the deposit rates and lending rates are 
regulated. Until recently the rate at which 
corporate entities could borrow in the form of 
debentures was also regulated. The rate of mterest 
on the government securities can be maintained 
at lower levels because commercial banks and 
certain other institutions are required to invest a 
certain proportion of their liabilities in government 
securities. The purpose behind an administered 
structure of interest rates is to enable certain 
preferred or priority sectors to obtain funds at 
concessional rates of interest. An element of 
cross-subsidisation gets automatically built into 
the system if the concessional rates provided to 
some sector are to be compensated by higher rates 
charged to other non-concessional borrowers. 
Regulatipn of lending rates leads to the regulation 
of the deposit rates. If the average lending rate 
is to be maintained at a certain level. the deposit 
rate has to be accordingly adjusted. Over the 
years. the system of administered interest rate 
structure became complex as the number of 
sectors and segments to which concessional credit 
is to ·be provided proliferated. 

The last few years have seen some important 
reforms in relation to administered structure of 

interest rates. These are: (a) considerable 
rationalisation has been effected in banks' lending 
rates with reduction in the number of concessional 
slabs and enhancement in some of the rates. 
thereby reducing the element of cross
subsidisation; (b) the regulated deposit rate 
structure has been replaced by a Single 
prescription setting a maximum rate for maturities 
of 46 days and above; (c) rates of interest on 
government securities have been raised; and (d) 
for several instruments. such as Certificate of 
Deposits. the interest rates are freely determined 
by individual banks. 

The broad outlines of the reform agenda in 
terms of the interest rate, as far as India is 
concerned. are quite clear. At least initially. from 
an elaborate administered structure of interest 
rates. we should move towards a more simplified 
system where only a few rates are specuJed. The 
Committee to review the Working of the 
Monetary System (1985) focused on three rates: 
(i) The maximum deposit rate; (ii) The minimum 
lending rate; and (iii) One concessional rate below 
the minimum lending rate. This may be a model 
towards which one can work. 

Structural Reform of the Banking System 

Even as the external constraints. such as the 
administered interest rates structure. reserve 
requirements. etc.. are eased. the financial 
institutions must act as business units with full 
autonomy and transparency in operation, and by 
the same token. become fully responsible for their 
performance. There are instances of countries like 
France where the major banks are in the public 
sector but they are allowed to operate with a high 
degree of autonomy without any interference from 
Government. 

The need for stringent prudential regulations in 
a more deregulated environment bas already 
become apparent in many countries. 1be elements 
of prudential regulation are also well known. 
However. two aspects of prudential regulation 
which have assumed greater importance in the 
recent period relate to capital adequacy and 
provisioning. The Indian banking .system. WUil 
recently, has been slack in relation to both these 
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aspects. Capital adequacy did not perhaps receive 
adequate emphasis because of the false 
assumption that banks and fmancial institutions 
owned by Oovenunent cannot fail or cannot run 
into problems. 

With major Indian banks now having branches 
operating in important money market centres of 
the world, this question can no longer be ignored. 
That apart. even banks operating domestically 
need to build an adequate capital base. The Bank 
for International Settlements has prescribed the 
norm for capital adequacy at 8 per cent of the 
risk.weighted assets. While there can be some 
variations in assigning weights to the various 
classes of assets in the Indian context, broadly 
speaking, the need for Indian banks to achieve the 
internationally accepted standards is absolutely 
essential. Obviously. this has to be a phased 
programme since the capital required to reach the 
desired level is quite large. What has been said 
about banks holds good in relation to term-lending 
institutions as well as other financial institutions. 
Whether they be leasing companies- or hire 
purchase companies or investment companies. 
prescription of appropriate capital requirements is 
a must since capital is the last line of protection 
for all depositors. 

Another important aspect of prudential 
regulations relates to adequate provisioning for 
bad and doubtful debts. If the profits of banks and 
other financial institutions are to be a true 
reflection of their functioning. loan losses must be 
adequately provided for. Both in relation 10 banks 
and the tenn..Jending institutions. prescription of 
uniform accounting practices relating to income 
recognition and provisioning against doubtful 
debts has become imperative. 

It is in this context that Reserve Bank 
introduced in April 1992 a capital risk-weighted 
asset ratio system for banks (including foreign 
banks) in India as a capital adequacy measure. 
Indian banks which have branches abroad will 
have to achieve the norm of 8 per cent as early 
as possible and in any case by March 31. 1994. 
Foreip bankS operating in India will have to 
acbievetllis norm by March 31. 1993. Other banks 
will have to achieve a capital adequacy norm of 

4 per cent by March 31, 1993 (Tier I or com 
capital having been set at not lea dian SO per ceat 
of total capital) and the 8 per cent DQI'ID by MIrda 
31, 1996. The total of Tier D elemeDts will be 
limited to a maximum of 100 per ceot of total 
of Tier I elements for the purpose of compIiIDce 
with the norms. Banks have been advised to 
review the existing level of capital funds viw
vis the prescribed level and plan to increase funds 
in a phased manner to achieve the Prescribed raUo 
by the end of the period stipulated. 

The implementation of the norms for uset 
classification and income recognition introduces 
transparency in the profit and loss statements and 
balance sheets of commercial banks. Such a 
transparency has three distinct effects. To begin 
with. there is the liquidity effect Where a bank 
does not reaUy receive interest and is merely 
capitalising it in the borrower's account there is 
less of flexibility. In particular. the bank loses the 
opportunity to redeploy the income stream for a 
better purpose. Secondly. there is an effect on 
bank profitability. Unrealised interest receipts, 
when booked as income. cannot just be dismissed 
as harmless window dressing. It has important 
implications. Besides the loss of credibility of the 
financial statements. doctored declarations of 
profits can accelerate the erosion of a bank's 
capital base through unjustified tax and dividend 
payments. Thirdly. there is an effect on the balance 
sheet of the bank since non-performing loans need 
to be provided for and eventually written off 
against capital and reserves. If adequate provision 
is not made against non-performing assets it will 
impair the bank's capital base thus reduCing the 
pr~_ avaih.ble to depositors and creditors of 
the bank. 

Fortunately or unfortunately. there is by "now 
extensive experience in both developed and 
developing countries u1 the context of workout 
programmes for commercial banks. Considerable 
ingenuity in fmancial engineering has been 
devoted to the restructuring of commercial banks, 
panicularly to meet tile Tier n requirements. It 
is beyond the scope of this address to review all 
possible approaches '* certaiageneral points can 
be made. 
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In tile ftnt place, to be meaningful fmancial 
JelttaCblring sboulCl be dovetailed to a wider 
proarammeof recoveries of bank dues. Such a 
prosnmme Deeds to addreII a whole spectrum of 
iIneI feB" restoring viability: markets, product 
mix, quality of human resources. technology, cost 
structure and so on. Secondly, we have to examine 
which of the two alternatives is preferable - fresh 
injections of equity while leaving the doubtful 
aaets in the books of the bank or replacing the 
latter with asselS of better quality. The second 
alternative certainly reduces the encumbrances on 
the bank's capital and reserves. It may even 
improve liquidity and profitability depending on 
the yield and liquidity of the replacement assets. 
A similar approach was recommended by the 
Narasimbam Committee when it suggested that 
doubtful assets of banks might be purchased by 
an Asset Reconstruction Fund (after being 
discounted to market value). It would then assume 
responsibility for recovery. Countries like Chile 
have preferred to purchase doubtful assets at par 
in exchange for government bonds but subject to 
the condition that the assets be repurchased as 
bank profits increased. So far as nationalised 
banks in India are concerned perhaps there is not 
much of a financial difference between topping 
of equity and asset exchange. The issue is more 
a behavioural ODe linked to the question of which 
approach is likely to maximise recovery of past 
loans and encourage sound credit assessmenl of 
future loans. What is, however, clear is that any 
such financial support should be given only 
against a well-designed strategic plan concurrent 
with legislatioo to speed up the recovery of 
collateral from delinquent debtors. .... 

In relation to income rec:opitiOn, 'R.e&erVe Bank 
of India has instructed banks to treat an amount 
in reapeot of term 10lDS, overdrafts and cash credit 
accounts, bill pUlChued aDd discounted and other 
accounts u --put due" when interest has nol been 
paid 30 days from the due dale. A "non
perfOIlDin& ..... hu been defmed as a credit 
faoiIi&y iD fIII*l of wbich iDtereIt has remained 
UDpIid for • period of four qull1el'S from the dale 
if, .......... due". cluriqtbe year endina 
..... 31. I,". far .......... fmm the date 
it .. become --past due". during the year eoc:tinJ 

March 31, 1994 and for two quarters from the dale 
it has become "past due". durin& (be year fIIdiDa 
March 31, 1995 and onwards. BaDb have I1ao 
been instructed that they should not chirp and 
take to income account. interest OIl Ill)' DQIl

performing assets. As compared with the exiltiDa 
system of eight health codes. banks are requiJecS 
to classify their advances into four broad groups: 
(i) standard assets, (ii) sub-standard assecs.(iii) 
doubtful assets. and (IV) lou .. seta. by 
compressing the existing eight health codes. 
Broadly. classification of assets into lbeIo 
categories has to be done taking into account tile 
degree of well-defined credit weakDeuea and 
extent of dependence on collateral security for 
realisation of dues. The existing bealdl code 
system of classification of ISSelI would. however. 
continue as a management information tool. BIDka 
have to make provisions on advances deptmdillg 
on the classification of assets ranging from 10 per 
cent to lOOper cent. Fifty percent of the agrepre 
provisioning required should be made by 31st 
March I ~3 and balance amount of provisioning 
together with additional provisioninl requiled 
should be made up by 31st March 1994. 

Quite clearly there is a link: between capital 
adequacy and provisioning. The criterioo d 
capital adequacy will have to be met after 
ensuring that adequate provisions have been made. 
Thus. the task before the commercial banks in 
reaching capital adequacy is truly difficulL While 
the Government will have to come in in a strong 
way to provide adequate capital. some of the 
stronger banks may be in a position to go to (be 

capital markel 10 raise funds on me strenath of 
their balince sheets. Going to the capital market 
will require conain legislative c::baoaes except in 
the case of State Bank of India. where tho exiMins 
provisions only specify that the share of the RBI 
will not go below S5 per cent. 

Closely related to prudential pideliDu is 
supervision. A sU'ODg system. of aupervisioIl 
becomes necessary in order to ensure that the 
prudential regulations are followed faidlfullY by 
fllWlCial inatittHioDs. Astbe finBciaJ. -
pows.it is . quite pouible to laM . ___ 
agencies supervising ditfereat ....... ~Ibe 
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nwket and institutions. In this background two 
issues arise. One relates to the co-ordination 
among supervisory agencies and the other 
regarding consolidated supervision. Financial 
institutions no longer operate in one segment of 
the market Under the circumstances, the 
segmentation of the marker for regulatory 
purposes can run into a number of difficulties. 
Apart from multiple authorities exercising control 
over one institution, differing prescriptions by 
different authorities can also lead to 
inconsistencies and conflicts. It is in this context 
that the concept of 'lead regulator' has emerged 
under which one authority is recognised as a 
primary regulator in relation to one type of 
institution. "Consolidated supervision" is also a 
related issue. With the entry of banks into a 
number of activities such as investment banking 
and merchant banking it is being stre~sed that the 
official oversight must be predicated on the 
principle of consolidated supervision. This will, in 
fact, mean looking at the entire gamut of activities 
of a bank and its affiliates so as to ensure that 
all their operations are conducted prudentially. It 
is some times argued that so long as the different 
functions are performed by separate entities there 
is no need for consolidated supervision. Some 
regard "fire walls", which is a term used for 
corporate separateness, as a substitute for 
consolidated supervision. "Fire walls" serve a 
useful purpose. They belp guard against conflict 
of interests. They may also prevent the safety nel 
facility from being abused. Corporate separateness 
may, however, not be of much use in times of 
crises. As the President of the Federal Reserve 
Bank of New York remarked: "when the 
temperature goes up, the flTe wall stands to melt". 
A supervisory oversight of all institutions forming 
part of a single group may be necessary and 
useful. 

Reform of supervisory practices can be 
effective and successful, if supervision is viewed 
as a backup suppon system for the banking 
industry. Banking supervision cannot be a 
substitute for prudent bank management. A 
strengthened supervisory system must be 
accompanied by an equally improved system of 

bank's own internal control. Tbo i1l'lt liae of 
defence against fmancial distresS and banking 
crisis is me quality and character of manapment 
within the bank.. Strengthening of supervision 
policies and a vigUant internal CODtroi system 
together can ensure proteCtion of the safety and 
soundness of the banking system and reduction of 
systemic risks. 

While there exists a convergence of views OIl 
the goals of bank supervision, i.e., to promote a 
safe, stable and efficient fmancial system, 
supervisory structures vary across the world. 
Broadly, there are three approaches (i) separation 
between regulatory and supervisory bodies, like 
in Gennany, (ii) regulatory and supervisory 
functions under the same agency such as in UK. 
USA and India and (iii) separate regulatory and 
supervisory institutions working in close c0-
ordination, such as, in France with on-site 
inspections carried out by the officials of the 
Central Bank. 

In India's case, despite the recent events which 
have exposed the weaknesses of the existing 
supervisory system, I do not think we need to 
'reinvent the supervisory wheel'. What is perhaps 
needed is the strengthening of the system in terms 
of supervisory policies, focus and skills. While 
retaining the strength of the central monetary 
authority, the revamped system of supervision 
should be able to devote exclusivity to the area 
of supervision and provide effective supervision 
in an integrated manner. Emphasis should be on 
compliance with various guidelines and directives 
as well as on prudential internal control and risk 
assessment systems within the different 
constituents of the financial system, viz., banks. 
financial institutions and non-bankin, fmancial 
intermediaries. Supervision should be based on 
expeditious on-site inspections as wen as off-site 
assessments. The information and reporting 
systems will have to improve. 

Government and RBI are working towards 
determining an optimal model for supervision of 
the Indian fmancial sysrem. A model. wbich is 
under active COIlIideration, envisages the seuina 
up of a Supervisory Board within RBI which 
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would attend exclusively to supervisory functions. 
The board can have powers to ensure 
implementation of regulations in the areas of 
credit management, asset classification, income 
recognition, provisioning, capital adequacy and 
treasury operations. Such a supervisory structure 
along with concomitant' shifts in supervisory focus 
and policies could constitute a major step towards 
strengthening the institutional foundation of 
prudential regulation and supervision of the Indian 
financial system. 

Two questions arise in relation to financial 
sector reform. The first relates to the implications 
of recent revelations with respect to gross 
irregularities in the securities operations for 
financial sector reform. The second question is 
whether the scheme of financial sector reform as 
adumbrated by the Government lacks social 
content. Scams occur in various types of 
situations. The only way to avoid scams is really 
to see that when a scam occurs the guilty are 
found out quickly and punished adequately and 
the system appropriately improved. The 
irregularities that have surfaced have caused a 
great public concern and. as the central regulatory 
authority. RBI has initiated several steps to fully 
comprehend the magnitude and dimension of the 
irregularities and follow up by taking several 
remedial actions to prevent the recurrence of 
similar lapses in the future. What has been 
revealed are gross violations of the guidelines 
issued by the Reserve Bank of India. Recent 
events have clearly underscored the need for a 
supervisory system that is efficient and prompt. 
But these events do not take away the need for 
banking sector reform aimed at improving the 
viability of ~ banlcs and at the same time 
ensuring their accountability. Banks should , 
become both autonomous and accountable. 

,AI regards dJe social content, it is not the 
contention of anybody that the special needs of 
the various sectors of the economy should not be 
adequately taken care of by the fmancial 
institutiont. BIDb and term-leoding institutions 
are !egitimllC iDatruments of social and economic 
change. In fact during the SO's priority sector 
credit as a proportion of toI.al net bank credit 

increased even beyond the stipulated 40 per cent. 
What is stressed is only that social responsibility 
must be balanced with the needs to ensure the 
viability of the financial institutions. 

RBI's recent guidelines for the entry of new 
privately-owned domestic banks are aimed at 
fostering a healthy and competitive banking 
system. For well over two decades, after the 
nationalisation of 14 larger banks in 1969. DO 

banks have been allowed to be set up in the 
private sector. Progressively. over this period, the 
public sector banks have expanded their branch 
network considerably and catered to the socio
economic needs of large masses of the population, 
especially the weaker sections and those in the 
rural areas. The public sector banks have now 91 
per cent of the total bank: branches and handle 
86 per cent of the total banking business in the 
country. While acknowledging the importanCe and 
the role of pulbic sector banks. there is increasing 
recognition of the need to introduce greater 
competition. which can lead to higher productivity 
and efficiency of the banking system. Thus our 
financial system will now have room for both 
public and private sector banks, subserving the 
underlying goals of the financial sector reform. 
The guidelines aim at ensuring that the new 
entrants are financially viable. They also lay down 
norms to prevent concentration of credit. 
monopolisation of economic power and cross
holding with industrial groups. These are 
provisions that already form part of the Banking 
Regulation Act. The minimum paid-up capital of 
Rs. 100 crore. together with the 8 per cent capital 
adequacy ratio. will ensure entry of those who can 
lend strength to the financial system. With these 
stipulations. these banks can have a risk asset base 
of Rs. 1200 crore. wl')ich will acceleraae the 
overall rate of growth of the banking induttry. 
Insistence on the new private sector banks meeting 
the priority sector lending targelS and other social 
obligations is in keeping with the principle of 
creating a level playing fleld for all banks. 
However, in recognition of the fact thIt new 
entrUlIS may require some time to lend to all 
categories of the priority sector. modifications in 
the composition of the priority sector lendinl win 
be considered by RBI. Our expectation ia tbat tbe 
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entry of new banks will exert some degree of 
competitive pessure on the existing banks and 
lead to higher p-oductivity and efficiency of the 
banking system as a whole. 

Even as stepS are being taken 10 improve the 
system in general. functional efficiency which is 
also an endogenous factor will require greater 
attention. Functional effiCiency relates to the main 
economic functions of the financial sector. viz .• 
administering the paymenrs mechanism and 
intermediating between savers and investors. 

Banks must assess functional efficiency in terms 
of soundness 01 appraisals. resource COlt of 
specific operations and the quality and speed of 
delivery of services. While it is true rhat the 
determinanrs of functional effICiency lie abo 
market sU'UCture and the regulatory framework 
within which a bank operates. easing. of the 
external constraints must bring about 
commensurate changes in the appoach of 
individual banks in their commitmeat to improve 
their functional e1f'lCiency. 


	0.jpg
	00002.tif
	00003.jpg
	00004.jpg
	00006.tif
	00007.tif
	00008.tif
	00009.tif
	00010.tif
	00011.tif
	00012.tif
	00013.tif
	00014.tif
	00015.tif
	00016.tif
	00017.tif
	00018.tif
	00019.tif
	00020.tif
	00021.tif
	00022.tif
	00023.tif
	00024.tif
	00025.tif
	00026.tif
	00027.tif
	00028.tif
	00029.tif
	00030.tif
	00031.tif
	00032.tif
	00033.tif
	00034.tif
	00035.tif
	00036.tif
	00037.tif
	00038.tif
	00039.tif
	00040.tif
	00041.tif
	00042.tif
	00043.tif
	00044.tif
	00045.tif
	00046.tif
	00047.tif
	00048.tif
	00049.tif
	00050.tif
	00051.tif
	00052.tif
	00053.tif
	00054.tif
	00055.tif
	00056.tif
	00057.tif
	00058.tif
	00059.tif
	00060.tif
	00061.tif
	00062.tif
	00063.tif
	00064.tif
	00066.tif
	00067.tif
	00068.tif
	00069.tif
	00070.tif
	00071.tif
	00072.tif
	00073.tif
	00074.tif
	00075.tif
	00076.tif
	00077.tif
	00078.tif
	00080.tif
	00081.tif
	00082.tif
	00083.tif
	00084.tif
	00085.tif
	00086.tif
	00087.tif
	00088.tif
	00089.tif
	00090.tif
	00092.tif
	00093.tif
	00094.tif
	00095.tif
	00096.tif
	00097.tif
	00098.tif
	00099.tif
	00100.tif
	00101.tif
	00102.tif
	00103.tif
	00104.tif
	00105.tif
	00106.jpg
	00108.jpg
	00109.jpg
	00110.jpg
	00111.jpg
	00112.jpg
	00113.jpg
	00114.jpg
	00115.jpg
	00116.jpg
	00117.jpg
	00118.jpg
	00119.jpg
	00120.jpg
	00121.jpg
	00122.tif
	00123.tif
	00124.tif
	00125.tif
	00126.tif
	00127.tif
	00128.tif
	00129.tif
	00130.tif
	00131.tif
	00132.tif
	00133.tif
	00134.tif
	00135.tif
	00136.tif
	00137.tif
	00138.tif
	00139.tif
	00140.tif
	00141.tif
	00142.tif
	00143.tif
	00144.tif
	00145.tif
	00146.tif
	00147.tif
	00148.tif
	00149.tif
	00150.tif
	00151.tif
	00152.tif
	00153.tif
	00154.tif
	00155.tif
	00156.tif
	00157.tif
	00158.tif
	00159.tif
	00160.tif
	00161.tif
	00162.tif
	00163.tif
	00164.tif
	00165.tif
	00166.tif
	00167.tif
	00168.tif
	00169.tif
	00170.tif
	00171.tif
	00172.tif
	00173.tif
	00174.tif
	00175.tif
	00176.tif
	00177.tif
	00178.tif
	00179.tif
	00180.tif
	00181.tif
	00182.tif
	00183.tif
	00184.tif
	00185.tif
	00186.tif
	00187.tif
	00188.tif
	00189.tif
	00190.tif
	00191.tif
	00192.tif
	00193.tif
	00194.tif
	00195.tif
	00196.tif
	00197.tif
	00198.tif
	00199.tif
	00200.tif
	00201.tif
	00202.tif
	00203.tif
	00204.tif
	00205.tif
	00206.tif
	00207.tif
	00208.tif
	00209.tif
	00210.tif
	00211.tif
	00212.jpg
	00213.jpg
	00214.tif
	00215.tif
	00216.tif
	00217.tif
	00218.tif
	00219.tif
	00220.tif
	00221.tif
	00222.tif
	00223.tif
	00224.tif
	00225.tif
	00226.tif
	00227.tif
	00228.tif
	00229.tif
	00230.tif
	00231.tif
	00232.tif
	00233.tif
	00234.tif
	00235.tif
	00236.tif
	00237.tif
	00238.tif
	00239.tif
	00240.tif
	00241.tif
	00242.tif
	00243.tif
	00244.tif
	00245.tif
	00246.tif
	00247.tif
	00248.tif
	00249.tif
	00250.tif
	00251.tif
	00253.tif
	00254.tif
	00255.tif
	00256.tif
	00257.tif
	00259.tif
	00260.tif
	00261.tif
	00262.tif
	00263.tif
	00265.tif
	00266.tif
	00267.tif
	00268.tif
	00269.tif
	00271.tif
	00272.tif
	00273.tif
	00274.tif
	00275.tif
	00276.tif
	00277.tif
	00278.tif
	00279.tif
	00280.tif
	00281.tif
	00282.tif
	00283.tif
	00284.tif
	00285.tif
	00286.tif
	00287.tif
	00288.tif
	00289.tif
	00290.tif
	00291.jpg
	00292.jpg
	00293.jpg
	00294.jpg
	00295.jpg
	00296.jpg
	00297.jpg
	00298.jpg
	00299.jpg
	00300.jpg
	00301.jpg
	00302.jpg
	00303.jpg
	00304.jpg
	00305.jpg
	00306.tif
	00307.tif
	00308.tif
	00309.tif
	00310.tif
	00311.tif
	00312.tif
	00313.tif
	00314.tif
	00315.tif
	00316.tif
	00317.tif
	00318.tif
	00319.tif
	00320.tif
	00321.tif
	00322.tif
	00323.tif
	00324.tif
	00325.tif
	00326.tif
	00327.tif
	00328.tif
	00329.tif
	00330.tif
	00331.tif
	00332.tif
	00333.tif
	00334.tif
	00335.tif
	00336.tif
	00337.tif
	00338.tif
	00339.tif
	00340.tif
	00341.tif
	00342.tif
	00343.tif
	00344.tif
	00345.tif
	00346.tif
	00347.tif
	00348.tif
	00349.tif
	00350.tif
	00351.tif
	00352.tif
	00353.tif
	00354.tif
	00355.tif
	00356.tif
	00357.tif
	00358.tif
	00359.tif
	00360.tif
	00361.tif
	00362.tif
	00363.tif
	00364.tif
	00365.tif
	00366.tif
	00367.tif
	00368.tif
	00369.tif
	00370.tif
	00371.tif
	00372.tif
	00373.tif
	00374.tif
	00375.tif
	00376.tif
	00377.tif
	00378.tif
	00379.tif
	00380.tif
	00381.tif
	00382.tif
	00383.tif
	00384.tif
	00385.tif
	00386.tif
	00387.tif
	00388.tif
	00389.tif
	00390.tif
	00391.jpg
	00392.jpg
	00393.jpg
	00394.tif
	00395.tif
	00396.tif
	00397.tif
	00398.tif
	00399.tif
	00400.tif
	00401.tif
	00402.tif
	00403.tif
	00404.tif
	00405.tif
	00406.tif
	00407.tif
	00408.tif
	00409.tif
	00410.tif
	00411.tif
	00412.tif
	00413.tif
	00414.tif
	00415.tif
	00416.tif
	00417.tif
	00418.tif
	00419.tif
	00420.tif
	00421.tif
	00422.tif
	00423.tif
	00424.tif
	00425.tif
	00426.tif
	00427.tif
	00428.tif
	00429.tif
	00430.tif
	00431.tif
	00432.tif
	00433.tif
	00434.tif
	00435.tif
	00436.tif
	00437.tif
	00438.tif
	00439.tif
	00440.tif
	00441.tif
	00442.tif
	00443.tif
	00444.tif
	00445.tif
	00446.tif
	00447.tif
	00448.tif
	00449.tif
	00450.tif
	00451.tif
	00452.tif
	00453.tif
	00454.tif
	00455.tif
	00456.tif
	00457.tif
	00458.tif
	00459.tif
	00460.tif
	00461.tif
	00462.tif
	00463.tif
	00464.tif
	00465.tif
	00466.tif
	00467.tif
	00468.tif
	00469.tif
	00470.tif
	00471.tif
	00472.tif
	00473.tif
	00474.tif
	00475.tif
	00476.tif
	00477.tif
	00478.tif
	00479.tif
	00480.tif
	00481.tif
	00482.tif
	00483.tif
	00484.tif
	00485.tif
	00486.tif
	00487.tif
	00488.tif
	00489.tif
	00490.tif
	00491.tif
	00492.tif
	00493.tif
	00494.tif
	00495.tif
	00496.tif
	00497.tif
	00498.tif
	00499.tif
	00500.tif
	00501.tif
	00502.tif
	00503.tif
	00504.tif
	00505.tif
	00506.tif
	00507.tif
	00508.tif
	00509.tif
	00510.tif
	00511.tif
	00512.tif
	00513.tif
	00514.tif
	00515.tif
	00516.tif
	00517.tif
	00518.tif
	00519.tif
	00520.tif
	00521.tif
	00522.tif
	00523.tif
	00524.tif
	00525.tif
	00526.tif
	00527.tif
	00528.tif
	00529.tif
	00530.tif
	00531.tif
	00532.tif
	00533.tif
	00534.tif
	00535.tif
	00536.tif
	00537.tif
	00538.tif
	00539.tif
	00540.tif
	00541.tif
	00542.tif
	00543.tif
	00544.tif
	00545.tif
	00546.tif
	00547.tif
	00548.tif
	00549.tif
	00550.tif
	00551.tif
	00552.tif
	00553.tif
	00554.tif
	00555.tif
	00556.tif
	00557.tif
	00558.tif
	00559.tif
	00560.tif
	00561.tif
	00562.tif
	00563.tif
	00564.tif
	00565.tif
	00566.tif
	00567.tif
	00568.tif
	00569.tif
	00570.tif
	00571.tif
	00572.tif
	00573.tif
	00574.tif
	00575.tif
	00576.tif
	00577.tif
	00578.tif
	00579.tif
	00580.tif
	00581.tif
	00582.tif
	00583.tif
	00584.tif
	00585.tif
	00586.tif
	00587.tif
	00588.tif
	00589.tif
	00590.tif
	00591.tif
	00592.tif
	00593.tif
	00594.tif
	00595.tif
	00596.tif
	00597.tif
	00598.tif
	00599.tif
	00600.tif
	00601.tif
	00602.tif
	00603.tif
	00604.tif
	00605.tif
	00606.tif
	00607.tif
	00608.tif
	00609.tif
	00610.tif
	00611.tif
	00612.tif
	00613.tif
	00614.tif
	00615.tif
	00616.tif
	00617.tif
	00618.tif
	00619.tif
	00620.tif
	00621.tif
	00622.tif
	00623.tif
	00624.tif
	00625.tif
	00626.tif
	00627.tif
	00628.tif
	00629.tif
	00630.tif
	00631.tif
	00632.tif
	00633.tif
	00634.tif
	00635.tif
	00636.tif
	00637.tif
	00638.tif
	00639.tif
	00640.tif
	00641.tif
	00642.tif
	00643.tif
	00644.tif
	00645.tif
	00646.tif
	00647.tif
	00648.tif
	00649.tif
	00650.jpg
	00651.jpg
	00652.jpg
	00653.jpg
	00654.jpg
	00655.jpg
	00656.jpg
	00657.jpg
	00658.jpg
	00659.jpg
	00660.jpg
	00661.jpg
	00662.jpg
	00663.jpg
	00664.jpg
	00665.jpg
	00666.tif
	00667.tif
	00668.tif
	00669.tif
	00670.tif
	00671.tif
	00672.tif
	00673.tif
	00674.tif
	00675.tif
	00676.tif
	00677.tif
	00678.tif
	00679.tif
	00680.tif
	00681.tif
	00682.tif
	00683.tif
	00684.tif
	00685.tif
	00686.tif
	00687.tif
	00688.tif
	00689.tif
	00690.tif
	00691.tif
	00692.tif
	00693.tif
	00694.tif
	00695.tif
	00696.tif
	00697.tif
	00698.tif
	00699.tif
	00700.tif
	00701.tif
	00702.tif
	00703.tif
	00704.tif
	00705.tif
	00706.tif
	00707.tif
	00708.tif
	00709.tif
	00710.tif
	00711.tif
	00712.tif
	00713.tif
	00714.tif
	00715.tif
	00716.tif
	00717.tif
	00718.tif
	00719.tif
	00720.tif
	00721.tif
	00722.tif
	00723.tif
	00724.tif
	00725.tif
	00726.tif
	00727.tif
	00728.tif
	00729.tif
	00730.tif
	00731.tif
	00732.tif
	00733.tif
	00734.tif
	00735.tif
	00736.tif
	00737.tif
	00738.tif
	00739.tif
	00740.tif
	00741.tif
	00742.tif
	00743.tif
	00744.tif
	00745.tif
	00746.tif
	00747.tif



