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COPING WITH FINANCIAL SECTOR REFORM : A STRATEGY
FOR WEAK BANKS*

S. S. Tarapore

I am sure that over the past three days,
participants would have had detailed delibera-
tions on Banks’ MOUs and Balance Sheet
Management. In this Valedictory Address 1
thought I should focus exclusively on the strategy
for weak banks.

2. The financial sector reform has been gathering
momentum over the past two years and is now
all set to take-off. It has long since been
recognised by various agents that the reform
process has achieved a critical mass and unless
agents learn to cope with the rapidly changing
environment, they would be extinct. In such a
milieu palliatives like protection and subsidies for
weak institutions are not the appropriate measures.
On the contrary, there is renewed emphasis on a
level-playing field and as such the burden of
adjustment is that much more severe for the
weaker banks. As banks have been required to
present transparent balance sheets, a number of
weak banks have gaping holes in their balance
sheets. It is often argued that overall financial
policies and the environment are responsible for
the losses of banks. While this is a general
proposition, it is important to recognise that in the
same environment some banks have performed
better than others. The answer therefore lies in
something else. Instead of a sterile debate on such
issues, the Government has taken a mature stance
and, as owger, has underpinned the banking
system by allocating a large sum of Rs. 5,700
crore for recapitalisation of banks.

3. The problem of weak banks is indeed not easily
resolved and we need to debate what is the
appropriate strategy for the weaker banks. Lest
this address be considered a cause for despair for
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the weak banks let me hasten to emphasise that
my view is that a sound and viable strategy can
be conceived for these weak banks.

4. Greater transparency by itself in no way results
in a deterioration in the solvency of banks; if, at
all, emphasis on these issues works towards an
improvement in the overall position of these
banks. Thus, the implementation of stricter
prudential norms should cause no anxiety to
depositors; on the contrary, such measures protect
the depositors’ interest. It is sometimes
erroneously argued that unless banks increase
their advances portfolio, their deposits will not
increase. Invariably, the class of persons who are
depositors are not the class of persons who are
borrowers and a slowing down of the pace of
increase in lending by the weaker banks will not
result in an exodus of deposits from these banks.
The weak banks must recognise that depositor
loyalty is far greater than borrower loyalty. A
borrower finding a bank in a bind would be
sufficiently fickle to seek greener pastures; a
depositor would not. Thus, the first element in the
strategy of a weak bank should be to improve
customer service to the depositor. Such
improvements are well within the reach of all
banks as the depositors needs are relatively
uncomplicated.

5. With the shift in emphasis from reserve
requirements to capital adequacy, it is only logical
for weak banks to give attention not merely to
the total size of their assets but also the
composition of their assets. A weak bank would,
ex-definition, have non-performing assets (NPA)
above the national average. It is sometimes argued
that a weak bank to improve its profitability
should raise its credit-deposit ratio (C-D ratio). In
my view, adoption of such a strategy would be
nothing short of a disaster. The very fact that a
bank has a high NPA indicates that its credit
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management system is weak and any attempt to
push up the C-D ratio would be a sure way of
increasing the NPA. Thus, the second element in
the strategy of a weak bank should be to maintain
a C-D ratio below that of the system and to the
extent that the C-D ratio is high, a reduction would
be beneficial 10 a weak bank. A weak bank with
a high C-D ratio should eschew from credit
expansion and concentrate ils energies on loan
recoveries and strengthening credit management
in the bank.

6. Reserve requirements are considered as a tax
on the banking system and it is sometimes argued
that the reserve requirements should be lower for
the weak banks. It is the high reserve requirements
which protected a number of weak banks from
even further erosion. Thus, the third element of
a weak bank’s strategy should be the maintenance
of excess liquid assets over the prescribed
stipulations. Given this element in the strategy, the
need for improved funds management becomes a
priority. While there is a need for improved funds
management skills — an arca wherc weak banks
would invariably be deficient — such skills are
more easily acquired as the numbers of trained
persons required in this area are far fewer than
in, say, improved credit management. A weak
bank needs to work out a programme on use of
funds where credit growth is kept to the
irreducible minimum and the returns on the
investment portfolio are maximised. This would
require banks io undertake intensive training of
its dealers in the art of bidding in securitics
auctions and encashing on trading opportunities.
These are fairly elementary skills which, with
some perseverance, could be developed within a
very short time. There are significant market
imperfections at the short-end of the market and
banks which maintain excess liquid assets can
earn a reasonable profit by having surplus funds
1o equilibrate rates in the securities market
particularly at the short-end.

A modest investment in public sector bonds,
spread over a number of PSUs, would be a
desirable portfolio for the weak banks. Again,
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while banks need to develop non-fund business
they should approach such business ‘with great
caution as non-fund activities can, on occasions,
require banks to lay down funds to meet
commitments. The lessons of recent history point
to the need for great caution in this area.

7. As part of a ‘damage containment’ policy,
weak banks need to undertake a critical analysis
of the operations of their branches and
consideration needs to be given to a selective
closure of a few branches which are totally non-
viable. Such selective closure is unlikely to affect
the needs of customers as in most cases other
stronger banks would have branches in the
proximity of the branches of weak banks. Such
a policy would also require a virtual ban on
recruitment for sometime other than for very
selective induction of skills. Thus, this forms the
fourth element of a strategy for weak banks.

8. The fifth and last element of a strategy for
weak banks is the imperative need for a loss
making bank to recognise the need to cut down
its ‘standard of living’. Weak banks must
recognise that they cannot afford to provide to
their employees the same benefits as provided by
the stronger banks. A culture of self-abnegation
has to develop from the very top and then trickle
down into the system; this may appear to be only
of limited relevance to the profitability of weak
banks but these small contributions can snowball
and become significant over time. Moreover, such
measures provide a strong spur to improved
produciivity.

9. While I have endeavoured to set out five broad
elements of an appropriate strategy for weak
banks, this should be considered as being an
illustrative list and by no means a complete list.
I am convinced that if weak banks follow a multi-
pronged strategy oriented, to the over-riding
objective of reducing and wiping out losses, these
banks could come back into the mainstream of the
banking sector within a period of three to four
years. It is often the first steps that are the most
difficult and these banks need to be encouraged
to strengthen their resolve to improve.



	00001.jpg
	00002.tif
	00003.jpg
	00004.jpg
	00005.tif
	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.jpg
	00048.jpg
	00049.jpg
	00050.jpg
	00051.jpg
	00052.jpg
	00053.jpg
	00054.jpg
	00055.jpg
	00056.jpg
	00057.jpg
	00058.jpg
	00059.jpg
	00060.jpg
	00061.tif
	00062.tif
	00063.tif
	00064.tif
	00065.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
	00079.tif
	00080.tif
	00081.tif
	00082.tif
	00083.tif
	00084.tif
	00085.tif
	00086.tif
	00087.tif
	00088.tif
	00089.tif
	00090.tif
	00091.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.tif
	00107.tif
	00108.tif
	00109.tif
	00110.tif
	00111.tif
	00112.tif
	00113.tif
	00114.tif
	00115.tif
	00116.tif
	00117.tif
	00118.tif
	00119.tif
	00120.tif
	00121.tif
	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.jpg
	00147.tif
	00148.jpg
	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
	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.tif
	00213.tif
	00214.jpg
	00215.jpg
	00216.jpg
	00217.jpg
	00218.jpg
	00219.jpg
	00220.jpg
	00221.jpg
	00222.jpg
	00223.jpg
	00224.jpg
	00225.jpg
	00226.jpg
	00227.jpg
	00228.jpg
	00229.jpg
	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
	00252.tif
	00253.tif
	00254.tif
	00255.tif
	00256.tif
	00257.tif
	00258.tif
	00259.tif
	00260.tif
	00261.tif
	00262.tif
	00263.tif
	00264.tif
	00265.tif
	00266.tif
	00267.tif
	00268.tif
	00269.tif
	00270.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.tif
	00292.tif
	00293.tif
	00294.tif
	00295.tif
	00296.tif
	00297.tif
	00298.tif
	00299.tif
	00300.tif
	00301.tif
	00302.tif
	00303.tif
	00304.tif
	00305.tif
	00306.tif
	00307.tif
	00308.tif
	00309.tif
	00310.tif
	00311.tif
	00312.jpg
	00313.tif
	00314.jpg
	00315.jpg
	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.tif
	00392.tif
	00393.tif
	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.jpg
	00457.jpg
	00458.jpg
	00459.jpg
	00460.jpg
	00461.jpg
	00462.jpg
	00463.jpg
	00464.jpg
	00465.jpg
	00466.jpg
	00467.jpg
	00468.jpg
	00469.jpg
	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.jpg
	00575.tif
	00576.jpg
	00577.jpg
	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.tif
	00651.tif
	00652.tif
	00653.tif
	00654.tif
	00655.tif
	00656.tif
	00657.tif
	00658.tif
	00659.tif
	00660.tif
	00661.tif
	00662.tif
	00663.tif
	00664.tif
	00665.tif
	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.jpg
	00719.jpg
	00720.jpg
	00721.jpg
	00722.jpg
	00723.jpg
	00724.jpg
	00725.jpg
	00726.jpg
	00727.jpg
	00728.jpg
	00729.jpg
	00730.jpg
	00731.jpg
	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
	00748.tif
	00749.tif
	00750.tif
	00751.tif
	00752.tif
	00753.tif
	00754.tif
	00755.tif
	00756.tif
	00757.tif
	00758.tif
	00759.tif
	00760.tif
	00761.tif
	00762.tif
	00763.tif
	00764.tif
	00765.tif
	00766.tif
	00767.tif
	00768.tif
	00769.tif
	00770.tif
	00771.tif
	00772.tif
	00773.tif
	00774.tif
	00775.tif
	00776.tif
	00777.tif
	00778.tif
	00779.tif
	00780.tif
	00781.tif
	00782.tif
	00783.tif
	00784.tif
	00785.tif
	00786.tif
	00787.tif
	00788.tif
	00789.tif
	00790.tif
	00791.tif
	00792.tif
	00793.tif
	00794.tif
	00795.tif
	00796.tif
	00797.tif
	00798.tif
	00799.tif
	00800.tif
	00801.tif
	00802.tif
	00803.tif
	00804.tif
	00805.tif
	00806.tif
	00807.tif
	00808.tif
	00809.tif
	00810.tif
	00811.tif
	00812.tif
	00813.tif
	00814.tif
	00815.tif
	00816.tif
	00817.tif
	00818.tif
	00819.tif
	00820.tif
	00821.tif
	00822.tif
	00823.tif
	00824.tif
	00825.tif
	00826.tif
	00827.tif
	00828.tif
	00829.tif
	00830.tif
	00831.tif
	00832.tif
	00833.tif
	00834.tif
	00835.tif



