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The dynamics of public sector banks (PSBs) are

rapidly changing, bringing with them challenges that

i

they will have to deal with for a smooth, bankable

road ahead.
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Dr Anil Khandelwal

is former Chairman and dManaging
Director of Bank of Barcda and Dena
Bank. He has authored the besisaller,
Dara fo Lead and is the only Danker
from India to recaive the Liktims
Achlevernent Award from

The Asian Banker, Singapare.

He has owver 35 years of experience
I Banking.

he Indian  banking  sector has  recorded
phenomenal  growth  since fourteen  hanks  wore
natioralised in 1969, 1t can be said to the eredit of the
banking system that the objectives of nationalisation
such as social welfare, control on private monopolies,
expansion of banks, reduction in regional imbalances,
ete, have largelv been accomplished.

The trigger {or the evolution of Indian banking can
be jattributed to the process of
financial sector refonms porsuant 1o
the recommendations made by the
Narasimbam Commitiee in 1997,
The reforms were itiated as part
of structured yeforms to Impart
efficiency and  dynamism {0 the
linancial sector,

Ps8s are finding it harder than
their private-sector competilors o
mainain thelr mterest ncome as
thev battle higher slippages and
rsing  levels of  non-performing
asseta (NPAs). At the same tune
P5Bs’ relatively  weaker  service
levels and lack of innovative products are allecting their
non-interest income growth,

Post core banking, banks now have to move towards
developing new capabilities and processes in arcas like
customer relationship management, risk management,
regulatory and business reporting, ete, o optmise
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operations and  establish  competitive  differentiation.
PEBs" biggest challenges lie in the area of human
resouree development. Some major reforms are overdue
post the Khandelwal Comumittee,

The leadership hurdle

The Minisiry of Finance, Government of India, had
appoimted me to study and report TR izsues in PSBs: the
comimittes was popularly known as
the BEhandelwal committee. The
report released in 20180, examined
in detail various challenges faced hy
PSBs today, The first is the challenge
of leadership developrent.

In the last five vears, a significant
number of sentor and top managers
have retred lvom  the industry.
P5Bs are growing at an unstoppable
speed,  they  are  prographically
dispersed, and today, only banking-
related services cannot help them

- survive, The need of the hour is

' talented leaders who are innovative
and can manage large orgamsations and onegrtamties
[rom external environment. i

The Ehandebwal committee pointed out weaknesses
in developing leatlers in existing processes. such as
imperfectappraisals, nebulous training. skewedexposures,
cte, We discovered that the methoed used by most banks
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in developing senior and 1op management  mvolves
ad-hoe and sporadic exposure to varous management
development progeammes in India and abroad. Muliple
exposures to similar programmes do not necessarily
addd value,

There 15 an absence of a well-kmt and comprehensive
sivategy to develop people who can take up strategic
pusitions at the top. The quick-promotion system
adopled currently o get over the problem of finding
suceessors to refinng senior managers without proper
leadership grooming is far from adeqguate i meeting the
new challenges,

The biggest risk to a company and 1ts sharcholders
is weak leadership that may not be able to give robust
returnz. PEBs now require tech-savvy, excoution-savyvy
and hold decision-makers who are strongly focused
on people. As per a Mckmsey study, PSBs need to
groom 10,000 leaders over the next five years, in
various  feadership  capacities.  This  proposed
report is vel to lind favour with the government.

Retaining dalent

PSBs have lesser attrition as compared o other industries,
though retaining talent is still a challenge. Specialised
personnel  such as ehanered  accountants,  MDBAs,
techinology cxperts, ele, as also credit, mternational
operations and treasury operations specialists are easily
stapped up by private and foreign banks.

Mew proposed banks in the horizon will no doub
rbouire seasoned and  trained officers and  branch
managers. [t is likely that many genceral bankers will seck
opportumties m these new banks. The mam atiraciion
for these bankers would be higher compensation and
veward based on merit. The Khandelwal Committee
reconniended various wavs of retaining talent. The
standardised wage system in the entire banking sector
15 a migor hordle in the process. The commuttee
recomended that each bank should work out their own
wage system based on its performance and capacity o
pay. Most importantly, the incentive system should be
linked to performance so as (o belp retain sialf,

NPAs a concern

Farlier this moneh, eredit rating ageney Moody™s said
its outlook on the Indian banking system for the next
12 10 18 months remains negative, This is because asset

quality 15 sel to weaken due to uncertainty in the macro-
economic enviromment. Moody's had downgraded s
credit rating last November,

The challenges [ur government-owned hanks are
many. Brsides nsng NPAs, appetiie for credic has
remaimed  weak due o lugh mterest rates. These
banks have also seen an erosion of low-cost deposits,
which incude money deposited in current and savings
accounis. This means banks have had to shell ou more
for deposits.

Corporale governanee

The advisory group under the chawmanship of Late
Dr B H Paul set up by the Reserve Bank of India (REL
sugzested that the process of induction of direerors into
a bhank’s board ought to be streamlimed. Another major
probiem aflecting banks has been the representation
given Lo the various interest groups on the boards.

The main objective of these representations was
to give voice to various sections of the society at the
board — level. Henee,  major relorm 3
needed in the area of constitution of the boards of
the  banks. The charmen,  executive  directors
and non-executive directors on the boards of PSBs
{mcluding State Bank of India and s subsidipries)
need to be appointed on the advice of an expert body
set up on the fines of the UPSC, with simifar status
and independence,

Such a body may be set op joindy by the RBI and
the Ministey of Finance, There is also no need o have
directors who represent narrow sectional and coonoric
interests. All the abjectives that the banks are supposed to
achieve should become an integral part of tle corporate
mission statements of these institutions.

f fo groom 10,000 feaders over

Y capacitias,
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Need for capiial

Though PSBs are well capitalised as of now, they could
{ace huge challenges in meeting the capital requiremcnts
to meet the growing needs of the economy.

In view of the ambitions target of 8% GDP growth,
advances of the banks are expected to record a growth
of 20-22% per annum. In order to meet this level
of credit growth and realise the 12th plan target of
infrastructure financing of $1 trillion, it is expected that
hanks will have to mobilise total additional capital of
5 lakh crore by 2018, with the mplementation of the
Basel MM guidelines. O this, common equity should be
¥ 1.75 lakh crore.

PEBs [ace a peculiar problem—sgiven the eurrent
government policy of no stake dilution below 51%,
capital for PSBs will have o come from the government’s
budgrets, the hank’s own retained earnings and public
issues, But the availahility of capital through budgets
gels a limit on the extent of expansion of eredit by these
hanks. With eredit growth hetween 20.22% per annum.
il PSBs are to retain their market share, there will be
need for continueus injection of capital mio these banks,

Financial inclusion

Although it s now 44 vears since nationalisation and
there has been rapid expansion of banking Tacilities,
especially in rural areas. onlv 50% of Indians have aceess
to formal banking services and produets.

In this context, lnancial mclusion has  assumed
signilicant  priortty  for the banking  industry. The
Covernment of Tndia and RBI have realised that inclusive
growth cannot be achieved without inancial inclusion.
It is the considered view of all the experts and policy
practitioners that a sustainable model of development
i5 feasible only through inclusive growth. Similarly, i
is also acknowledged by all that India cannot achieve
mclusive growth with the current level of financial
exclusion reflected by the fact that 30% of the population
does not have a basic bank account,

The above statisties reveal that banks have taken
keen interest in pushing forward the agenda of financial
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! Banks have made significant progress in the
l context of financial inclusion as is evident from
| the following statistics from 01.04.2010 to

! 31.12.2012.

5694 new rural branches opened,

143540 unbanked villages provided banking
SErvices.

« 98 million no-frill accounts ocpened.

= 59 million accounts openad through the
I business correspondent model,

« 75 million Kisan Credit Cards issued.

1.7 million general credit cards issued.

Source: Financial Literacy and Financial inclusion—Indian Way
presentation by Dr K C Chakrabarty, Depuby Governor, Resarve
Bank of India at the Fourth SECYVEBVINFE Asian Roungdlable on
March &, 2013,

nclusion. However, as a country. we still have a long
way to go to ensure a bank account lfor every citizen,
since there arc stll nearly four lakh villages where
banking services are yet to be provided.

Future forecast

Although PSBs have come a long way on their journey
of transformation and are now quite par with many
of  their  private—sector  competitors,  the  main
challenge before them today s to manage costs,
move onto the next wave of technology using big data
for CRM. customer Lifetime value. channel management,
risk management and carrying oul enterprise-wide
performance management, -

The government will have o improve the proeess of
corporate governanee building, leadership beneh-strength
and introducing a culture of autonomy. Some of these
intangible factors will drive the tangible outcomes. @
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