Chairman’s Statement at the Annual General Meeting on 27th August 2005

Hon’ble Finance Minister Mr. P.Chidambaram, Mr. Niall S.K.Booker, Mr.V.P.Shetty, Mr. S.C.Basu, Mr. H.N.Sinor, Fellow Bankers, Ladies and Gentlemen,

It gives me great pleasure to address this august gathering on the occasion of IBA’s Annual General Meeting. I extend a warm welcome to our Chief Guest, Hon’ble Finance Minister Mr. P. Chidambaram. We are indeed happy to have you in our midst.  The fact that you had graced our last AGM and also met bankers four times during the last one year, speaks volumes of your convictions and concerns about the changing banking environment. 

The morale-boosting performance shown by every sector of the economy in the last financial year is a pointer to the shape of things to come in the current year. The seeds of a tremendous growth have already sprouted with an 11.7% industrial growth in June 2005 powered by the robust growth in the manufacturing, electricity and mining sectors. The other positive factors are the adequate liquidity in the system, benign interest rates and low inflation thanks to RBI’s deft handling of monetary policy and forex management measures. Macro-economic developments point towards sustainable higher GDP growth of around 7%.

With improved risk management policies and constant recovery efforts, banks were able to reduce the gross non-performing assets as a percentage to gross advances from 12.7% in 2000-01 to 7.3% in 2004-05 and net NPAs from 6.8% to less than 3% of net advances, almost in line with global benchmarks. RBI took specific steps to prescribe guidelines on market risks and operational risks, effectively taking the Indian banking system closer to its global counterparts. 

Our member banks got into high gear in lending to agriculture, retail and fresh working capital requirements of the manufacturing sector, resulting in an encouraging growth in their loan books. New products and services and innovative methods of providing complete solutions enhanced the overall service to clients. Treasuries of banks sharpened their focus and entered into the derivatives and securitisation segments.  Some member banks came out with a second round of public offers with the twin objectives of meeting capital adequacy norms and capturing growth momentum. 

However, if our banking system nurses any ambition to compete globally, we need to have larger capital, sophisticated risk management practices, competitive and cost-effective technology, supported by a skilled work force. The environment will also demand greater size and scale. The variety of changes taking place in the banking sphere is mind-boggling, both at the ideological and practical levels, keeping in view the broader socio-economic goals. The main challenge facing IBA is to find practical solutions together with the concerned authorities to successfully achieve the avowed objective of reforms with a human face. 

IBA envisages that Basel II compliance and greater competition within the financial services sector would lead to consolidation and as such, various legal, regulatory, HR and technology related issues need to be looked into.  The payment system has also undergone a dramatic shift with the advent of technology.  During the year, IBA grappled with the above issues as also full managerial autonomy for public sector banks, KYC and Anti-Money Laundering processes, Fair Practices Codes for transparency in dealing with customers, particularly for small depositors’ rights, General Code of Conduct for good governance, essential banking services for social sectors and preparing revival/rehablitation packages for industries like tea, coffee, sugar, seafood exports etc. Needless to say, both the Government (Banking Division) and the RBI solicited the views of IBA in all major policy making exercises that had a bearing on the banking industry. We are happy at the confidence reposed in IBA.  

Under the aegis of IBA, the first Banker’s Conference (BANCON) was organized by Punjab National Bank at Vigyan Bhavan, New Delhi, inaugurated by the Hon’ble President of India, Mr. A P J Abdul Kalam. It consisted of a series of brainstorming sessions attended by Chairmen/CEOs of various banks as well as representatives of international organizations.  This year BANCON-2005 is being organized at Kolkata, and will be hosted by UCO Bank. The main theme of the conference is “ Agro-business”. I am happy to inform you that Hon’ble Finance Minister has kindly consented to inaugurate BANCON 2005 on 11th November at Kolkata.

The year unfortunately witnessed the worst-ever Tsunami disaster in the history of the country. Over 10,000 people died and many were rendered homeless. In the massive rehabilitation efforts that followed, banks played a vital role by extending revival/rehabilitation packages to the affected communities, besides making generous contributions to the Prime Ministers’ National Relief Fund.

Lastly, I have to refer to IBA’s role in facilitating a level-playing field among different sets of member banks. Basically, the Public Sector Banks would like the following three critical issues to be addressed adequately, on each of which IBA has made a detailed representation to the Banking Division. 

(i) Strengthening the Board of Directors of Public Sector Banks with professionals drawn from various fields who can bring about qualitative improvements in governance practices. Thereafter, full managerial autonomy be allowed to Public Sector Banks to enable them to compete effectively. In other words, let Public Sector Banks operate like private sector banks driven by the Board of Directors and regulated by the RBI. 

(ii) The Public Sector Banks are still saddled with an archaic compensation structure. It is high time the government looked at the compensation structure of PSBs’ whole time directors and the top management team to remove disparities and bring them in line with the competitors.  

(iii) To borrow the words of the Hon’ble Finance Minister, “Lending is the “Dharma” for the banks”. Yet, the Public Sector Banks are still under the hammer of adverse scrutiny of their decisions by the CBI and CVC. 

Before I conclude, let me also place on record our sincere appreciation of the contributions made by Mr. V Leeladhar who, before he took over as Deputy Governor, RBI, provided strong leadership to IBA as its Chairman from October, 2003 to September 2004 and thereafter, for a short period of five months, by Mr. P S Shenoy, who brought in fresh thought processes as Chairman, IBA.  I acknowledge the support received from all the IBA member banks and the representatives from various banks who served on our committees. I am also grateful to the regulators and various other trade bodies who had interacted with us and sought our views on issues affecting the industry. I am sure with the help and support of regulators (Government and RBI), members and other trade bodies we will be able to meet our goals. I am thankful to all our members who had helped and supported us in all our endeavours. Your encouragement is our strength.

Thank you
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