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It gives me great pleasure to he in Ahmedabad evident from the trends observable in the finan- 
this morning and preside over the inauguration cial development ratios and tlow of funds ac- 
of the UTI Bank Ltd. UTI Bank Ltd. was among counts which are indicative of the rapid growth 
the first three of the nine applicants who havc ofthe financial sector, increasing institutionalisa- 
got RBI's i n-princi ple appmval under the tion of saving and growing separation of saving- 
January 1903 guidelines for thc entry of new investment functions of economic units. 
banks. I am happy, that UTI Bank Ltd, has taken 
the lead i n  commencing operations. 

2. The entry of new banks should be viewed 
in the context of the reform programme launched 
nearly two years ago which is aimed at bringing 
about greater structural flexibil~ty in the financial 
scctor. A medium term strategy ha: heen put in 
place to restore the financial and opcrational 
health of the Indian banking system and lo irn- 
prove its overall viahili ty, efficiency and 
productivity. 

3. This is not lo say that the Indian financial 
system has not grown all these years. In Sacl, the 
Indian financial structure is now fairly diver- 
sified and caters to the financial needs of dif- 
ferent sectors of the economy. The diversifica- 
tion is well reflected in the inlprcssive network 
of banks and financial institutions, incluciing 
spccialised institutions and a wide range of finan- 
cial instruments. Commercial banking activity 
spans sevcral of the emerging business areas, 
such as, merchant and investrncnt banking, leas- 
ing, factoring, venture capital, mutual funds, cus- 
todial .ervices and a hroad spectrum of financial 
and advisory services. Considcrablc expansion 
has also occurrcd in terms of the total number 
of commercial hank offices and rural branches. 
'Ihc commercial hanks havc their presence in the 
most remote parts of the country. The average 
population per hank office has declined froill 
65.000 in 1969 to about 1 1,000 in March 1993. 
The growth of the Indian financial system is also 
* Address by Dr. C. Rmgatajan. Govertior at Uie itiaueuro- 
tion of UTI Bank 1,imited at Ahmodabad on April 2. 1994. 

4. While over the last four decades, the system 
has demonstrated its ability for mobilising saving 
and mecting the needs of the deficit sector, 
several stresses have also become evident. The 
system has come to be characteriscd by costly 
intermediation, low profitability and dctcriora- 
tion of portfolio. These weaknesses have resulted 
both, from government policies and nature of 
financial regularions and structural features em- 
hcdded in the banking system. 

5. The current attempt thus is to put in place 
durable structural changes in the financial sector 
which cnhance the efficiency of resource use and 
help support the activities in the real sector. The 
n~a.j!ior policy thrust is to improve the operational 
and allocative efficiency of the banking secwr 
by focusing onfive objectives: i) Correcting and 
improving the macro-economic policy setting 
within which banks operate, by rationalising in- 
terest rates and bringing down the levels of 
resource pre- emptions in the form of CRR and 
SLR. ii) In~proving the tinancial health and con- 
dition of hanks, hy recapitalising hanks, restruc- 
turing the weaker ones and improving the incen- 
tives under which banks function. iii) Building 
financial institutions and infrastructure relating to 
supervision, audit, technology and legal 
framework.  iv )  Improving the  level of 
managerial eo~npctcnce and the quality of human 
resources hy reviewing the policies relating $0 

recruitment, training, placement, etc. v) Injection 
of greatcr element of competitiveness in the 
financial system. It is this objecllve which has 
led to the decision to licenqe new hanks. 
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0.  Underlying this proccss has been the 
prescription of prudct~tial norms and regulations. 
dirccted to cnsure the safety and soundness 01' 
the financral systcm and bring about greater 
transparency and accountability in operations and 
rcstoring the credibility ol' and confidence in the 
Indian finallcia1 systeln,. Most significantly, 
howcver, prudcntial nonns and rattos are aimed 
at: (a) bringing out the true position of a bank's 
loan portfolio, 111 ternls of a proper recognition 
of the cxlcnt of loan in~pairment i n  the bank's 
halance sheet and thc provisions charged against 
dlc bank's net worth under the newly prescribed 
regulatory and prudcntial norms rclaiing to in- 
cotnc recognition and accounting and provision- 
~ng;  and (b)  help mcst its dctcrioration. 

7. Portli)lio clean up and rccapitalisaiion 01: 
the existing banks have to go hand In hand with 
necessary institutional and management changcs 
In order lo fi)stcr a healthy and competitive bank- 
ing system. Towards this end, Ihrrr steps havc 
hccn taken. The first periains to :~llowing puhlic 
seclor hanks lo raise capital from rlic niarker and 
meet thcir capital needs. In this way, public SIX- 
tor banks can raise f~esh equity from the market 
while maintaining Government's maJority 
ownership. This  would lead to the 
'corporatisation' of the existing hanks, and allow 
then1 to issue shares in the market as part of the 
recapitalisation effort. While Uic State Bank 
under its existing Act. has already gone to the 
market, suitablc legislative changes are required 
lor the nationalised banks also lo access the capi- 
[al market. 

8.  The sccond significant nxasure deals with 
the allowing of dircct private sector investrneni 
in the banking sector through entry and cxpan- 
sion. The cntry of new institutions will provide 
a healthy nlcasure of compctition and serve as 
an important vehicle for introducing more 
nlodern methods and techniques. Foreign and 
NRI cquity participation is also being permitted 
in the banking and financial sector. The Banking 
Regulation Act has been amended so as to enable 

- 
banks to app~int a non-cxeculive pan-time chair- 
inan and a full time Managing Direcbr and relax 

the restriction on voting rights from the existing 
one per cent to ten per cent of total voting rights. 

9.  Thc tlrirtl measure to improve the compcli- 
tive characlcr is by granting more operational 
freedom to banks through lihcralisation of lend- 
ing norms and lending arrangetncnts. 

10. Sufficienl care has bccn taken to see that 
cntry of ncw banks takes place within a set 
prudcnlial framework which includes adequate 
capital and proven lcch~lical and professional 
capacity to manage the hank safcly and soundly. 
It has also been ensurcd that connected lending 
practiccs, concentration 01' credit. cross- holdlng 
with industrial groups, elc. are not engaged in. 
Aticquate safeguards are in placc to maintail] an 
arm's length bctwtlc~l the promoting institution 
and the bank. Insistence on thc ncw hanks nnect- 
ing the priority sector lending targcls and other 
social obligations is im.kccping with the prin- 
ciple of creating a level playing lield tor all 
banks. The regulators will be closely watching 
the rnanner in whch new hanks conduct h e ~ r  
operations. 

1 1. Indeed, the new banks will have sonlc dis- 
tinct advantages ovcr the cxisbng banks. They 
will bc commencing their operations with a 
higher start-up capital as cornparcd to scvcral of 
lfle cxistjng banks. They will also havc thc ad- 
vantage of lower reserve requircnlenls. Their 
rates of rcturn will be considerably higher. Ad- 
ditionally. thcy would not have any non-pcrform- 
ing asscls or backlog of provisioning require- 
ments and would opcrate with low overheads 
since most of Ihc operations will he fully coni- 
putcrised and the organisational structure will be 
a trim one. They will also be free from the over- 
hang of some opthe restrictive rcgulatory prac- 
tices of  the past which have affected ihe 
functioning of the banks. 

12. While the predominance of the public sec- 
tor may come down, their role and significance 
will not. In fact in many ways, a role redefinition 
will have to lake place for the public sector hanks 
to continue to play an effective role. Presently, 
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the public sector banks have around 9 1 per cent 
of the total bank branclres and handle 86 per cent 
of the total banking business in the country. 
Progressively, over the years, the public sector 
hanks have expanded their branch network con- 
siderably and this is a great asset. which their 
new competitors will find it difficult'tn achieve. 
The public sector hanks thus will continue U) 
play a major role. However, they will have to 
increasingly recognisc that with greater compcti- 
tion and a new ethos in economic management, 
they will have to improve their levcls of perfor- 
mance. 

13. The special needs of the various sectors 
of the economy will continuc to have to be taken 
care of by the financial institutions. Banks and 

term lcnding institutions are in fact legitimate 
instruments of social and economic change. 
What is stressed is only that social responsibility 
nlust go hand in hand with thc n d  to ensure 
the viability of the financial institutions. The 
productive sectors needs for their successful 
functioning an efficiently operation financial sys- 
tem which, whilc transferring funds from the 
surplus units lo deficit units must do so at rnin- 
imal operating costs. Cutting and containing 
cost$, improving pn~ductivi ty and showing better 
profitability will have to be the objective and 
mission of' all successful banks of lomonow. 

I wish the UTI Bank Ltd. all success in its 
endeavours. 
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