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C & MD’S OPENING REMARKS

1.
By and large, banks in India, I feel, are at the moment perceiving Basel-II implementation as a regulator driven compliance issue.  A simple question, one could ask would be whether banks in India would have, out of their own volition, adopted the various risk management measures initiated by the RBI over the past few years and whether they would have moved to the Basel II regime, if the same were not to be mandated by the RBI.  I sometime get a feeling that the response would be somewhat tentative and therein lies a paradigm.

2. Why would the banks not be eager to embrace Basel-II voluntarily.  The answer to this question is provided by Shri Y V Reddy, the RBI Governor himself and I quote “Basel II is considered to be highly complex, making its understanding and implementation a challenge to both the regulator and the regulated community” (unquote).  There are a host of issues such as technology, historical data build-up, manpower skill sets, cost of implementation etc., confronting the banks. Unless all these issues are satisfactorily resolved, banks would not be able to get on board the Basel II journey.

3. Given the environment in which the banks in India have been operating in the past years, the challenges mentioned by me just now cannot be surmounted easily.  Considerable amounts of time, money and efforts will need to be invested to tackle these issues.

4. Just as technology has driven the business transformation across industries, it is also driving risk management practices across banks.  Technology has helped enterprises to align their business processes to the business strategies. Decision makers have leveraged technology for a better understanding of the risks thus taking more informed decisions.  However, selecting the right technology taking cognizance of the cost of technology and internalizing the technology to maximize returns have been issues facing the banks.

5. Apart from technology, banks would need a whole new set of skilled manpower as enablers for implementing Basel II, especially the advanced approaches.  Unfortunately, having regard to the manpower profile, especially in the PSBs, these skill sets are not readily available.  Hence, banks will have to arrange extensive training both internal and external for their existing workforce and also scout for talented manpower  from outside.

6. With all this, I have a creeping feeling that the banking system at an aggregate level and the individual banks at the enterprise level perceive Basel II implementation as a remote activity concerned mainly with the Risk Management Department.  For the rest of the bank functionaries, especially at the field level, it has not yet touched them, save from being a favourite subject for promotion tests and interviews.  Thus, achieving a paradigm shift from being an academician’s pursuit to a practitioner’s delight is what Basel II journey is all about.

7. And this, I would say, calls for an enterprise wide risk management culture.  The spirit and the systems of risk management should permeate the whole enterprise, driven by the Board themselves and appreciated and adapted by the lowest functionary.  From an intuitive risk management that most of us have been practising hitherto, banks will have to move to institutionalized risk management.

8. What it means in simpler terms is that risk management does not work in silos.  If credit, market  and operational risk management would work independently, the business would not be able to leverage these skills to maximize returns.  Ultimately, efficient use of capital is the foundation on which the Basel II edifice is built and integration of all these risk management practices across the enterprise can only guarantee such a result.

9. And in the present globalised economy, capital flows to such enterprises where it creates maximum value for the stakeholders.  And herein lies a challenge for banks in India, which are capital starved.  By adopting the best practices prescribed under Basel II, they can strive to maximize stakeholders value and attract capital to fuel growth.  The down-side probably would be that banks which are not able to adopt Basel II, especially the small banks, may face the risk of losing identity.

10.And that brings us to the much talked about topic of consolidation.  The costs and challenges of implementing Basel II are enormous.  The smaller Indian banks may find the task beyond their reach.  Probably, the choice before them would be to remain small and marginal players or to merge with stronger and bigger banks.  Such a consolidation will be driven not only by capital considerations, but also by technology convergence and human capital imperatives.

11.An efficient risk management framework coupled with adoption of Basel II practices will also prepare Banks in India to face the impending challenges post 2009, when doors of Indian banking are expected to open for foreign invasion.  These players, armed with huge capital resources and easy access to capital funds are expected to bring in cutting-edge technology, international best practices and skilled human capital.    Being Basel II compliant would help the Indian banks to face these emerging challenges squarely.

12.I feel, RBI and the IBA have an important supportive role to play in the risk management and Basel II journey of the banks in India.  In fact, both of them have been playing such a role over the past few years through the gradual build up of risk management capabilities in banks leading to preparedness for moving to B II.  They can enhance their role in areas such as : identifying appropriate software solutions for end-to-end applications, training and upgrading the human capital, building up historical data base by acting as a repository of data from across the banks and sharing the findings thereof among banks etc.

13.It is believed that for reaping the full benefits of risk management and Basel II, the banks have to move to advanced approaches.  But at the same time, both BCBS and IMF and also RBI have cautioned that premature adoption of the advanced approaches could involve certain risks.  It is in this context, I would urge upon RBI to take the system as a whole or the major banks as a group to the advanced approaches rather than allowing individual banks on a selective basis to move to advanced approaches  so that no single bank derives competitive advantages.

14.Ultimately, business has to deliver value to the stakeholders i.e., the investors, the business partners and the employees.  Risk Management and Basel II will help banks derive value from the business by aligning risks to the business goals.  The RAROC and RAPM approaches will drive the enterprise to efficient use of capital and other resources.  Banks will derive competitive advantage by allocating capital to those business and markets that leverage a strong risk return ratio.
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