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Briefing on Emerging Paradigms in Risk Management

May 12, 2006 – Hotel Taj West-End, Bangalore

9.30 a.m. – 2.00 p.m.

A briefing on 'Emerging Paradigms in Risk Management' was organized by the Indian Banks’ Association (IBA) and IBS Intelligence, the consulting arm of IBS Publishing, at Bangalore on May 12, 2006.  Chaired by IBS Intelligence, representing Heads of the Risk Management of banks participated in the event, which brought the banking regulator Reserve Bank of India (RBI), banks and technology strategists together to grapple with issues concerning the implementation of Risk Management frameworks.

The list of panelists included Mrs. Shyamala Gopinath, Deputy Governor, Reserve Bank of India; Mr. M B N Rao, Chairman and Managing Director, Canara Bank; Ms. H A Daruwalla, Chairperson and Managing Director, Central Bank of India; and Prof. P C Narayan, Head - Banking Chair, Indian Institute of Management, Bangalore.

Based on a recent risk preparedness survey carried out by IBS Intelligence amongst Indian bankers, it was found that there is general consensus on reasons responsible for risk management not being looked upon as a business opportunity available in terms of risk-return trade-off. The study showed that these reasons vary from citing a lack of adequate data and technology; lack of skilled personnel; requirement of large upfront investment; long gestation periods; lack of awareness regarding global best practices; and the short-term focus of the industry. 

The IBA-IBS briefing brought together representatives of the regulator, banks and technology architects towards sharing and leveraging collective best practices and experiences. Sharing broad perspectives of the regulatory approach, process and thinking in regard to some of the issues arising in context of Basel II, Mrs. Shyamala Gopinath, Deputy Governor of RBI emphasised the role of capital in making financial systems stable. Elaborating further, she added that, in general, expected losses are to be covered by earnings and provision and hence the need to price risk appropriately. Unexpected losses or losses beyond the normal range of expectations need to be met by capital. Also, compared to developing countries, the extent of rating penetration has been increasing every year and a large number of capital issues of companies have been rated. However, since rating is of issues and not of issuers, encouraging rating of issuers would be essential in this regard. Invited by the RBI, four rating agencies have made a presentation on the eligibility criteria and self assessment with regard to these criteria. These are currently under evaluation vis-à-vis the eligibility criteria for recognising rating agencies, whose ratings can be used by banks for risk weighting purposes. Mrs. Gopinath also addressed migration to advanced approaches - particularly large banks competing internationally – outlining preconditions that span mature risk management frameworks; IT and MIS infrastructure; cost benefit analysis of adoption of such approaches; availability of adequate skill; and internal control mechanisms for supplementing such risk management systems.

As highlighted by Mr. M.B.N. Rao, Chairman & Managing Director, Canara Bank in his opening remarks, mature and efficient risk management frameworks, tightly coupled with the adoption of Basel II practices are expected to prepare Indian banks to face the impending challenges post-2009, when the doors of the Indian banking industry is 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 Indian banks face these emerging challenges. Articulating the stance that banks have taken regarding Basel II implementation, Mr. Rao expressed concern over the approach by banks in adoption of risk management measures spelt out by the regulator, wondering if banks would have moved to a Basel II regime in absence of such a regulatory mandate. 'Risk is not new. It is the question of how to handle risk which is new' said Mr. Rao. Sharing his concern that the banking system largely perceives Basel II implementation as a remote activity concerned mainly with the risk management department, he was of the opinion that the urgency has not permeated across the rest of the bank, particularly at the field level. Sizing it up, Mr. Rao said 'achieving a paradigm shift frombeing an academician's pursuit to a practitioner's delight is what Basel II journey is all about'. Reiterating that the RAROC and RAPM approaches will drive the enterprise to efficient use of capital and other resources, Mr. Rao expects that banks will derive competitive advantage by allocating capital to those business and markets that leverage a strong risk return ratio. Sensing that premature adoption of advanced approaches could involve certain risks, Mr. Rao urged RBI to consider 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. He also felt that RBI and IBA can enhance current roles in 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 among banks. 

Prof. P. C. Narayan shared incisive insights into practical challenges faced at an execution level within risk management frameworks. Profiling a simulated portfolio of distributed assets, based on an analysis by ICRA, he pointed out a three per cent reduction in capital requirements when the bank migrated from a Basel I to Basel II (standardised) approach. Similar reductions were effected when the retail exposure was increased, and the short term exposures were credit rated. Prof. Narayan proposed a revolutionary adoption of a 'shared pool' of loss data, instead of the standardised or basic indicator approach in addressing operational risks. Also underscored was the urgent need to enhance risk management 'talent pools', as well as the adoption of robust credit rating frameworks within banks. From a technology perspective, he urged bankers to expedite the implementation of core banking systems across branches, towards building datawarehouses for computing parameters such as probability of default (PD) and loss given default (LGD). 

RiskRaft Consulting, an ecosystem partner to IBM, shared perspectives in setting up risk management frameworks. Dr. Ashok Nag, senior vice president, RiskRaft Consulting, emphasized the need for detailed process mapping towards implementation of such frameworks, cautioning banker's against believing that technology was a panacea.

'The paradigm of risk management has shifted very considerably' said Ms. Daruwalla. ‘Data collection, cleansing, collation, storage, and warehousing, are huge tasks waiting to be undertaken by the banks in our country. Invariably, this data is protected by various legislations. The cost involved in this operation will be very heavy especially for small and medium sized banks. Willing banks can contribute, pool, and build up resources for setting up a data corporation, which may collect, clean, and transmit bank-wise data in a secured environment.’ Based on experience, Ms. Daruwalla felt that these challenges cannot be met by all the banks within existing resources - proposing that it is time to establish a Risk Management Institute - for the bankers, by the bankers and of the bankers.

Congratulating IBA and IBS for organising the briefing, Ms. Daruwalla felt that such deliberations would certainly help the Indian banking fraternity and the IBA to understand and appreciate the key issues facing Indian banks in the areas of risk measurement, risk management and risk mitigation.

Feedback from Speakers

Seminar was very well organized with good speakers from the professional and banking industry. Please keep it up.

Mrs. Shyamala Gopinath, DG, RBI

Seminar on Risk Management is very timely and appropriate. The subject rightly highlighted the issues to be considered by all Banks, big and small and strong & weak.

Mr. M B N  Rao, CMD, Canara Bank

A burning issue in today’s date is Risk Management & the IBA having today’s seminar on “Emerging Paradigms in Risk Management” is most appropriate. Keep it up. 

Ms. H A Daruwalla, CMD, Central Bank of India

Great Seminar !

Prof. P C Narayanan

IIM,Bangalore
Very Laudable effort. Keep up the Good Work !!!

Mr. Subramanya Kusnur, MD & CEO

RiskRraft Consulting Ltd.

Highly informative and very interesting for Bankers.

Dr. A K Nag, Sr. Vice President

RiskRaft Consulting Ltd.
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