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It gives m6 great pleasure to pssocirte myself 
with the Flrst *Asian Banking Smnmts School 
b o e t a d b y t h e I o d i m ~ t c o f ~ i n t h i s  
beautiful grrdca city of Baugalore. lb Institute 
hnd earlln hosbcd, in SeptcPnk 1988, the 41st 
J a u d o d  Bmkmg Sunmae~ School, the first 
cvatobeMinadevelapingcountry.Iamglad 
theInrrrinttchrsnow talmr tbeinitiative#,blin# 
togetha thc b;B13)Eins ftatbmty fiOm Asia and 
Africa. May I, on behalf of tbc Institme and oa 
my own behalf, welcapm you all most cordially 
to this Summix School rad wish a pleasimt 
and useful stay in India. 

Ym are peshnpe aware of the reslsans which 
have led to the uganiantioa of this Summu 
School, First, it was not feasible for tbe Intema- 
tianal Bmkhg Summer School to provide &Ti- 
c b t  to thie - countricS af 
the Afro-Asian tcgion. Semdly, it was felt that 
n n U 3 A s i a u S C h O O I w o u l d b e i n a ~ t o  
plrrcc incnrsed~i8oatopiCswMchrred 
greater relevance and intaest to baoksPs of the 
regiaa. It is a mitt& of great safi8frctian that tbis 
initiative hre evoked a positive and edmiastic - 

The tbme f a  this School, namely, UBurLiag, 
F'hance and Dcvekpmcent9* is puticlrlrrly rppro- 
pirtteasdevetapmentandgrowthhwebeenthe 
m a j o r ~ t i o a d t h e t a g i a a a n d w h c a b d Z l  
dew:lopcmt expePisncss md the world of bank- 
h g m d f m a n c a ~ ~ b a t t h & ~ . A l r r g e  
rmqbcf of As* countria have registered 
~ t o h i g h n t a g o f I g o w t h , ~ t t h s i r  
inbmcm and diversifii WI ccon#nies. 
This h also true of some countria in Mrica 
~ t h a d h r o u n f ~ b u m a 8 e t b a c k t o  
I h s ~ m a r m b l m i t l S u b - - m a  
pubkdyintb6 19801druarordi f fbtk~ 
4 

I a m p u d ~ b y R N . ~ a a * l c r r * , ~  
P k a l t Q f M h , a t t l r s f l w ~ b p l l d p l ~  
1990 ,w#mbdbyq i Iad laTadh* l ,o ta  
p-uub011-2a,IWM). 

an- high debt burdens and advase 
w # r t h e r d t i O a b . H o f t n v e P , ~ r n t b t ~  
0fpurposeandfIcxi iwithrrlr iohthe~-  
ments of thpt mgbn arc myand@ to 
e m a ~ 8 i h l r d a t l e n d t h a s u p p a t d k ~ -  
national community tbrac h bopc tbrt 
countrieewinresomethairmrrohtoprolpasrr. 
~ , a n ~ c g l o ~ t h C k n l r i n g 8 n d f ~ i a I  
revolution which hae spread aaam the globe, has 
given rise to samt quaiom paticdrPty in 
developing countrim and, on the otha, the exist- 
ing devalopat strategies ob a dmgim  sun 
have came under closer scrutiny md am yicldhg 
place to more flexible and mubt-ciepdm 
strategies. 

Tbe W e  d ~ c e  in 

The role of h c e  is complax and differs 
fromcountrytocauntryandfr0marem;ageaf 
d e v c l ~ t o u w h a . T h e ~ w e d E ~  
of a nation is deteomrinsd by the real sector 
acrivitim in qricultun, indwtly mb eewica. tnd 
in ernploymau, comm@m md hhnem& The 
f ~ i d s s c t o r ~ m ~ r a d ~ t l a d  
thewh0lespectruandbaUkingradotbeP~- 
tutim lubricate tbe engine of growth in the raal 
secrcls by mobWng Mvings, e m  credit lrnd 
enabling invesrmaag to be made icoadhg to 
national priaitiae. Its robe is bus d t y  to 
mediate betweem smm and asem d aurplu6 
f u r a d s . S a v i n g s i n d r i M e t s a r e ~ t a t 0 ~  
narianrl pool at invaible. funds. Piaracirl insti- 
Dutiars poal w, rank rrltanrtive ilwamem 
~ ~ ~ ~ a p p r o p i r t e p o j a c t r p p ~  
criteria and nisc pmdwthity of imnstmeat 'Shey 
also~tetoiddQtifyjmgrbdmPmningobacw - 
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esmnc8. Rising aspirations place prwreuns an 
bi tcd savings and thae is a broader role for 
credit in i n v m  and in e n t r v u r i d  devel- 
opment. Unlilce in &velOped countries w h m  
market fwcce help to evolve financial institutions 

ilummmts, the developing ~ C s  have 
to makc deliberate e f f i i  to promote and nwtm 
diwmtinstitutims andinstnrm~nts aspart of tbe 
process of development. With the system of 
phylrical controls and regulations gradually losing 
its hold the banking industry and financial system 
in &eloping countries will have a larger role in 
establishing investment and production priorities. 

Banks play a special role in the Fmancial 
system as they provide a payments mechanism in 
ulditim to saving mobilisation and credit alloca- 
tion Tbe credit creation capacity of the banks 
provides additional liquidity to the f=ial 
system. Banks am therefore well-suited to develop 
vast branch networks and carry their facilities to 
tbeQmstepaofthecommonman, 

The size and quality of banLing and f i i a l  
Barvicesvary~yfromcOuntrytocounQy 
radlacting the diffeping states of naticmal cuma- 
mies and technological development. At one end, 
tbcm are the highly developed f-ial mrukets 
ofJlpur,SinsaporaPndHcmgKong.Severalotha 
amarias in the region are xmxhmq . . 

their 
uld ~ W i t b S  mhur fat. It h, ~ O W ~ V Q ,  

intanaing that in the post-colonial period, then 
has been an amazing similarity in the evolution 
of bonlting stnrcluns and systems in a large 
mamty of the developiq cotmies of Asia and 
Africa. Brow, the initial stages of develapat 
saw strang govemmental inmention in control 
and often ownaship of banking institutians. This 
was followed by the setting up of specialiscd 
frarncial instiaui0116~ and development banks for 
providins long-tmn loans and investment capital 
fot hiustry and agriculture. In the operations of 
bmlm, fhc system of directed credit at C O ~  

ntas d intaest has been common. Likcwisc, the 
depaadrmceofgwsrnmentsanthebankingud 
the mormtmy ryeterns foa ?hair own finrncing 
lrssds in~rmdtboseofthepubl icsectar  
i n ~ h u b e c a a ~ w i ~ p b e a o m a o a n .  
'IW pdchlrrr prevail6 in many counajse and 

has been a subject of some dsbaec crsd caatro- 
v e r s y . I n p u t i c u l u , a ; a p p o r t a s ~ p r i ~ u r d  
advocates of less gowsmnrmS iatavsatiOa have 
criticid public ownership of buaking inrtihttiaos, 
dirCCtddcredit,cosrcessiarulnetsduto 
certain secdars of bararrParr re well as tb 
~ o B ~ a n d t h e p P M i ~ # c t a  
m t h e b a n k i n g s y s t c m . I t i s , b o w e v a , ~  
to view this evofutim in t& Ught of objective 
analysis. 

First, it has to be raawnbuad flat in most 
developing anmait8 of the region bornking sys- 
tems were not well developed and tbair reach and 
focus of activity wexe limited. This was still more 
true of their capital markets wbicb typically 
follow, often with considerable lag, devel- 
of the banking sector. It would appear in ntro- 
spect that govamnent intaventim hrs hd the 
effect of m g  the rapid expamion of brnhng 
which has wirbaed and d6epmd the f i i i a l  
infrastructute, helped ~ s o t i o a  of saving and 
increased mailability of mdi& It is a h  m 
surprising that in the abmmcc aC capital markan, 
governmum which played m 1~:tivc rda in thb 
e 4 x m m i c l p h a e ~ v e h a d ~ t i a l ~ t l Q  
bank funds. 

Secoadly, ditaction of crsdit to lpcifiicd 
seem haw iacreaaad the flow drasavas to 
fmmws, village and small industry a d  waebcP 
d o n s  of society who might othnwise brve bscn 
bypasd by the banks. Availability of credit to 
f ~ a a s ,  tOge4Mr with physical lrnd axtea6iml 
inputs, have helped nise aglicutEunl poduuiall. 
Similarly, credit for village rmd small i lxhay has 
helped large membercr of new emqmam to 
~ b l i s h ~ a a d h r e ~ e m p b y -  
meal&A&~~#ofcrosswbsJdiertioacouldhave 
rlsohelpbdtbelrmPllmmatrhecxpea8eoflrrge 
barowar. 

AtthcsuneDime,itwouidqrpw&atK$lole 
policia go too far, a rtc nut rigbdy iqbcmd,  
mcycmdversdy~sdthehartthyfPactiaohsO 
urdfinandrlviabilityabtbst#pldaf~rror 
~ w h e t e f i r c r l i m ~ b ~ b r d i r y  
t o ~ ~ t b a r o w i P g & r m t b c ~ ~ ~  
l o w r a t a s d ~ t h a b c m b a ~ o u t  



afa&pbmmwem.Torrmt.ifithelplowfhd 
fiq\lfidity,mnal*lumdnrhhrm&tbelevel 
o f s t a i l f r r t b o d ~ ~ a 6 o p o l m r a k a o  
~ r r s n o t ~ d w t o b w c o a p m t ~ s g  
drpovrramneertkmds.Again,ifaossrrobddimth 
betma vIMDI ca@gories of bmk bmrowea 
hrwmanG.(yy.jvc,BCYefPldi8taetiQ18~IftbC 
fatsPest rate payable by large kaowers becane 
toohighandcrnnotbcsuppatbdbytbemllrMc 
rate of mum, bllsima rctivily cm d e r .  oftal, 
to pruvant this the deposit rites may be kept at 
relatively low levels. However, whae a financial 
system is growing fast, banks auld became less 
canpctitivc in mbilhhg nsoouces. 

xlakida in implcmcnting policies re 
garding lending to preferred sectors can also cause 
problem, prrticularly if nmns and sound proce 
due6 far leading an deanphasistd of the envi- 
roamatfarrccyclingofbankfuodsdetaiorates 
and wilful &fault becomes common for want of 
etToctivc and prrmpt r,ecovay aystans. The sum 
difficultia may be eJrperieoced even with regard 
to large'indushial borrowers if arfonanent of 
bank claims is weak or nowviable units have to 
be bupported in the absence of appropriate exit 
poU*. 

It will be seen that the issues ue highly 
camplex and have to be resolved in the light of 
d a m  prevailing in each country. In any case, 
there are good gN)unds for 8ubjacting ail these 
policies to a critical scrutiny with a view to 
reducing rigidities and improving systems. It is of 
r h e u b w w t ~ r h a t t h e ~ s y s t a n  
whichlplllsls~tsfmnthaprMicmdplays 
a  aucirl role in the eccmmy, maintains its 
tinaaciatamgrhmdmjoysahigh&grseof 
c d l d a m .  

ment d c v e l ~ t ,  several rwRIltlrics have rgplibd 
txmmmhtions and cornputex whologic8 to 
modernise their systems and cmhenor. their 
~~dnpet ir iv~ l~ l s  atad immatiwnal oricoxrtion. 
Following liberalisation, competitivenets of the 
banking system has inmad though the dew 
of response varied frtxn country to country. 

However, whalesale financial deraguhtion 
and liberalisation can cause serious prublans if 
the overall economic 88- in a country is not 
propitious. For instance, such libdhWm m tbe 
Southern Cone cam* of South America was 
not an unmixed blessing in face of high inflation 
and macroacoaKanic imbalances. Sane oouatries 
in the Afro-Asian region also sufFW similar 
axperi-. 

Excapt for such few inrtpaces, tbe authorities 
ugdsttnldng f w i a l  m&mm in the Africur ud 
Asian couMiee have generally obeerved the 
n q u i n e d d o n s a d t h e n e c w e e a r y ~ ~ .  
T h e ~ u f f ~ l i ~ m d t h c  
glamd rules, which I have higugkd *-* 
bear reptitian: 

(i) F i n a c l c i a l r a f a n n s ~ m ~ ~  
clmamicbrdrgrooadcanmrketheirusu- 
bility~gsb; t h a ' e f ~ r c b ~ 0 l s B h Q U l d b e ~ -  
t a n p t e d a n l y r f t a a ~ b ~ o f  
M stability hrs b#o .rt.inadl 
p r d a r b l Y t r s f a n a s s b a r M b ~ .  

(ii) Whsn~vepricssanediaanedowingto 
proractioa a pice camolu, frhuncirl lib=- 
alhtionbyiEedfmaymimprovethe 
rllocrtionoPrsnwccs,whichisosleofthe 
fitmd QbjfMiva of srrcb LibarliaPtiaa; 
fncc&qentl)-IWI-i 
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trade and public entcrprisc pricing policy banking systems, there has been an increasing 
should also receive due attention. emphasis on prudential rcgulatlon on tbe part of 

(iii) Direct intervention in finance should in- the central banks. 

creasingly yield place to an adequate, if less I have touched upon only a .few issues 
cumbersome and invasive, system of laws germane to the banking wne, mainly of devel- 
and regulations concerning supervision and oping countries, against the background of the 
monitoring. theme of "Banking, Finance and Dwelopment" - 

A growing and welcome trend in several 
developing couritries is the diversification of 
banking activity into new financial services such 
as merchant banking, equipment leasing, mutual 
funds, housing finance, factoring and venture 
capital. This would broaden the financial system 
and enable it to meet the varied needs of economic 
agents. While social banking and social orienta- 
tion of banking policy are important, the require- 
ments of large-size manufacturing firms for new 
financial products and new forms of financing 
have also to be met. With modernisation and 
competitive environment nursed by manufacturing 
and service sector firms and with greater emphasis 
on export-import trade, the need for sophisticated 
banking services will be felt in all countries - 
small or big. 

However, banks in developing countries have 
got to guard themselves against a situation of 
excessive competition and concomitant risks. The 
current international banking scenario provides us 
with telling lessons in this respect. With excessive 
competition, particularly in wholesale banking, 
and to some extent, with banks' involvement in 
risky lending in such areas as real estate, banks' 
profitability has been considerably eroded and 
even some Lop-notch international banks are 
reportedly unable to adhere to the 1992 deadline 
for meeting the eight per cent risk-weighted 
asset capital ratio. This underlines the impor- 
tance of ensuring that the traditional caution in 
the spread of banking institutions and time- 
tested safeguards against excessive involvement 
in risky h d i n g  are duly exercised. It is note- 
worthy that alongside greater liberalisation of the 

which you will debate in the course of next 10 
days or so. You have a select group of distin- 
guished speakers who are scheduled to present 
before you major papers on the subject. As you 
would probably come to know then, India has also 
embarked, rather cautiously, on a course of 
financial liberalisation and innovation. Significant 
flexibility has been introduced in the operation of 
the administered interest rate structure. In fact, 
over 55 per cent of commercial bank lending has 
been freed from intwest rate regulation except for 
a minimum rate prescribed. Deposit rates have 
been rationalised. Commercial banks have been 
encouraged to diversify, on their own or through 
their subsidiaries, into many new areas of busi- 
ness. Money market rates have been freed from 
interest regulations. New instruments with free 
and market-related yield rates such as commercial 
paper and certificates of deposits have been 
introduced. The number of institutions allowed to 
participate in the money market instnunents like 
bills rediscounting and call money has been 
considerably expanded. The Discount and Finance 
House of India has been set up to facilitate the 
promotion of money market instruments. With 
greater emphasis on housing finance, the National 
Housing Bank has been set up at the apex level. 
Along with he impetus given to institution and 
instrument development, importance has been 
accorded not only to strengthening pruhtial 
supervision of c o m i a l  banks, but also to 
extending its scope to banks' subsidiaries. 

With these words, I kave grw. pleasure in 
inaugurating Lhe First Afro-Asian Bauking School. 
I wish your delibetdona all success. 




