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Mr. Bisw Ketan Das

Chief Executive Officer,
IIBE, Mumbai

Editorial

With great pleasure, pride and aspirations, we have entered the year 2022. Our past
accomplishments, present promises and future aspirations have given us confidence
to serve our members with best in class services and | believe the trust reposed
by banking and finance fraternity on Indian Institute of Banking and Finance (lIBF)
will always be our greatest source of inspiration to devote our sustainable efforts
for developing and nurturing competent professionals in the field of banking and
finance.

The COVID-19 pandemic has significantly increased the financial stress on borrowers.
This in turn had severely impacted the long-term viability of many firms. Considering
the developments in Indian landscape for managing the stressed assets, the theme
of this issue of Bank Quest is “Effective Resolution of Stressed Assets”. Benjamin
Franklin has once said that “Creditors have Better Memories than Debtors”. In today’s
perspective, creditors not only need to have strong memory in terms of developing
preventive measures by strong monitoring of assets and identifying early signals
where a standard asset may later slip to non-performing but also have a strong
framework for effective resolution of stressed assets.

The first article under the theme of this issue is written by Dr. Hiteshkumar Thakkar,
Assistant Professor, Gujarat National Law University and Ms. Krishna Agarwal, Student
(2019-24 Batch) BA LLB (Hons.), Gujarat National Law University on “Pre-Packaged -
Integration of Debtor Centric Model with Creditor in Control Model: Indian Insolvency
Regime”. This article proposes a mathematical model reflecting the benefits of pre-
packaged insolvency over the Corporate Insolvency Resolution Process (CIRP) and
had attempted to analyze the negative externalities owing to COVID-19.

The next article of this issue is authored by Ms. Naushaba Hasan, Assistant General
Manager, State Bank of India in Hindi on “Tsmeu 31f& weiv § @fRa Saa-t dahat
1 yfer”. This article discusses the significance of warning signs in stressed asset

management.

This issue also features an article on “Banking Stability Index: Comparison of India
vis-a-vis BRICS and SAARC Countries” written by Mr. Suvendu Sarkar, Assistant
Adviser, Department of Supervision of Reserve Bank of India. The author has used
five sub-indexes based on Capital Adequacy, Asset Quality, Profitability, Liquidity and
Exposure to Foreign Exchange for factor analysis to form the composite Index. The
author has attempted to analyse the relative position of India with its peer countries
- BRICS and SAARC and concludes that in the post pandemic era, India has been
least hit compared to the other two groups.
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The next article of this issue is penned by Mr. Girish Mainrai, Chief Manager, Bank of
India on “Digital Initiatives for MSME”. The article discusses some of the important
digital initiatives taken by the Government of India for Micro, Small & Medium
Enterprises like TReDS, GeM, MSME Sambandh & others.

The country observed International Women’s Day on 8" March 2022. To understand
the factors affecting career progression of women employees in banking sector, we
are carrying an article authored by Dr. Tania Saritova Rath, Associate Professor, Xavier
Institute of Management on “Career Progression of Indian Women Bank Managers:
Role of Preference”. The results of exploratory factor analysis done by the author
identifies two main factors named as “Propellers” and “Preference”. According to
the author, career “propellers” were found to predict career progression for Indian
women bank managers. The author also concluded that “Preference” has been
hitherto an unexplored factor in Indian context that highlighted Indian women bank
managers’ perspective towards promotion and progression.

This issue also features “Legal Decisions Affecting Bankers” by Mr. Prakhar Galaw,
Advocate, High Court of M.P, Principal Seat at Jabalpur.

IIBF has taken several initiatives to encourage researchers in the area of banking &
finance. Under one of its schemes, “Macro Research”, the Institute invites research
proposals from academicians and bankers to undertake research in identified areas,
with funding support from the Institute. We are carrying a summary of the Macro
Research Report (2018-19) on “Sustainability of Cashless Banking in Unorganized
Retail Sector: A comparative study of two districts of Telangana” by Dr. Archana
Srivastava & Dr. Rishi Kumar, BITS-Pilani Hyderabad Campus.

This issue also features a Book Review on “Stock Market Wisdom - Lessons from
a Lifetime in Capital Markets” written by Mr. T. S. Anantharaman, Former Chairman,
CSB Bank and reviewed by Mr. Shaleen Mittal, Manager (Analytics), Accenture
Solutions Pvt. Lid.

I hope the onset of spring rejuvenates each one of us with new zeal and brings more
reasons to cherish life on professional and personal fronts.

Biswa Ketan Das
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Pre-Packaged - Integration of
Debtor Centric Model with Creditor
in Control Model: Indian Insolvency

Regime

= Dr. Hiteshkumar Thakkar*

= Ms. Krishna Agarwal**

Abstract

The Insolvency and Bankruptcy Code, 2016 (IBC) aims to maximize the value of the assets. COVID-19 can
be seen as a negative externality in the system which has arisen due to the endogenous factors within the
company, more extremely unidentified exogenous factors that have ultimately led to its inefficiency in terms of
competition and innovation. The IBC through a formal framework provides a room for mutual bargain between
the creditors and debtors. Additionally, the pre-packaged insolvency process introduced by the Ordinance in
2021 specifically limits itself to the MSMEs and default threshold amount of 10 lakhs onwards. The research
paper advocates for the adoption of Pre-packaged Insolvency Resolution Process (PPIRP) across all
enterprises which will shift the dynamics from creditors-in-control to debtors-in-possession. In pre-packaged
insolvency the value of the business might remain same or increase whereas there is a high probability of value
erosion after the initiation of Corporate Insolvency Resolution Process (CIRP) due to the inefficient resolution
and time taken for resolution. Through Law and Economic analysis and the occurrence of several exigencies,
the researchers claim that pre-packaged insolvency is efficient as it will decrease the costs involved and the
time taken for the resolution. The researchers have also come out with the method of implementation of pre-
packaged insolvency after a comparative analysis of the laws present in US, UK and Singapore.

Introduction

In a market economy, for a company to sustain, it is
imperative that it steers its way against the shackles
of competition with demanding and novel innovations
as ignoring this might make the company unviable.
COVID-19 can be seen as a negative externality i.e.,
internalization of costs is hampered, this has adversely
arisen the endogenous factors within the company,
more extremely unidentified exogenous factors due
to COVID-19 that have led to its inefficiency in terms
of competition and innovation. It is rationally expected
that these companies will start earning normal profits
after the effects of COVID-19 subsides eventually.
Therefore, due to the unprecedented circumstances
of COVID-19, companies which are though viable are

not able to perform well due to negative contingencies
and externalities.

So an important question is raised: What policy should
be opted which stands on the true spirit of Insolvency
Bankruptcy Code of maximization of values for the
benefits of all the stakeholders in it? The President
promulgated the Ordinance of the Insolvency and
Bankruptcy (Amendment) Ordinance, 2021 which
provided the alternative insolvency resolution process
for corporates classified as Micro, Small and Medium
Enterprises (“MSMEs”).'"The alternative resolution
process is in the nature of pre-packaged insolvency
in the wake of unprecedented crisis.

It is important to note that the IBC stresses on the
approach of value maximization of assets which is

*Assistant Professor, Gujarat National Law University.
**Student (2019-24 Batch) BA LLB (Hons.), Gujarat National Law University.
The Insolvency and Bankruptcy (Amendment) Ordinance, No. 3, 2021 (India).
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reflected in the upgradation of ranking of India from
111 in 2017 to 47 to 2020 in the Global Innovation
Index.In catena of judgments, the approach of
the Court is to promote and incentivize settlement
amongst the creditors and debtors. This is in
consonance with some of the essential features
of IBC as asserted by Hon’ble Supreme Court in
“Babulal Vardharji Gurjar v. Veer Gurjar Aluminum
Industries Pvt. Ltd. & Anr. [CA No. 6347/2019]” i.e.
(@) CIRP not being adversarial, should promote the
interests of the Corporate Debtor (b) A right is set
up for the application of IBC after the commission
of default (c) It seeks to provide a viable position
for corporate debtors and is not merely a “money-
making legislation”.

Litigation and Court procedure is to be considered a
‘transaction cost’ which shall be reduced/eliminated at
all possible steps. The role of Adjudicating Authorities
(AA) against the dispute of Insolvency in India was
expounded in “Univalue Projects Pvt. Ltd. v. The
Union of India & Ors. [W.P. No. 5595 (W)/2020 with
C.A.N. 3347/2020]” which stated that NCLT (National
Company Law Tribunal) and NCLAT (National
Company Law Appellate Tribunal) have to take into
account the principles of natural justice along with
regulations and provisions of IBC and the Companies
Act, 2013. At the same time, the stringency of the
formal procedure taken by Adjudicating Authorities
can be seen in “Bank of Baroda on behalf of the
Committee of Creditors of Veda Biofuel Ltd. v.
Mr. Sisir Kumar Appikatla, RP for Veda Biofuel
Ltd. & Ors. [CA(AT)(Ins) No. 579/2020]” in which
the Committee of Creditors (CoC) has approved
the resolution plan with an overwhelming majority
of 96.3% of a resolution applicant who was not
disqualified by Section 29A of IBC. However, AA held
that the resolution applicant being a former MD was
taking undue advantage of the process and hence

6 January - March, 2022

the plan was quashed. IBC prescribes the maximum
time period of 180/270 days; it is hardly followed.
Most of the cases do end up taking much more than
180/270 days in their disposal.

Thus, the transaction costs accrued due to litigation
can be reduced through mutual bargain amongst
the creditors and the debtor which will ensure
achievement of maximum possible utility for both
the parties. It will also reduce the involvement of time
cost as settlement generally takes place speedier
than the court procedure. Hence, the objective of
the provision permitting withdrawal of the application
is dual. On one hand, it ensures that the social cost
of a particular case remains the least and on the
other hand, it reduces burden on the Tribunals. Less
burden on the tribunals will ensure that more cases
get disposed of within the prescribed time frame. Due
to COVID-19, the formal framework present in IBC
has become more gruesome and hence, this paper
seeks to resolve this issue.

The article, firstly stipulates a mathematical model
reflecting the benefits of pre-packaged insolvency
over the CIRP. Secondly, it seeks to analyze the
negative externalities owing to COVID-19 which
has compelled the present discourse. Thirdly, the
provisions of IBC are analyzed (in particular- Section
12A) against the backdrop of which pre-packaged
insolvency was needed to be adopted through
various case-laws. Fourthly, the key provisions of
the pre-packaged insolvency process introduced
by the Ordinance in 2021 are analyzed. Fifthly, the
implementation of pre-packs is discussed in light of
different jurisdictions- US, UK & Singapore. Lastly, the
researchers drawing from the result of mathematical
model and jurisprudential development of IBC in India
have given recommendation for the adoption of pre-
packaged insolvency to all the enterprises and not

The Journal of Indian Institute of Banking & Finance



specifically limiting to the MSME sector so that one
may combat the negative externalities in the system.

Model

Let's assume that before initiation of CIRP, high value
business is V and debt is D. Therefore, V> D.
Whereas, due to the CIRP process value has eroded
to V suchthat, V < D.

According to the IBC, the time taken to complete the
entire process is either t + 180 days or t + 270 days.
However, generally, it has been observed that time
taken is more than t + 270 days.?

Whereas, in the prepackaged process, let's assume
high value business is Vp. The debtor with support
of creditors can come out with a resolution. Hence,
in prepackaged mechanism, the value of business
remains the same, that is the high value business
remains the same. Hence, Vp > D. Moreover, the
time taken in pre-packaged mechanism is t+120
days and Base Resolution Plan (BRP) is better than
Best Alternate Plan (BAP) or vice versa, subject to the
approval by the Adjudicating Authority (AA). In the
prepackaged mechanism, if Swiss challenge occurs
then the value of business Vp will increase, which will
be beneficial for both debtor and creditors.

The current CIRP provides creditors in control model.
The dominant power is given to creditors which may
have the probability of value erosion of the business
due to more time taken i.e., more than t+270 days and
no guarantee of resolution in composition prepacked
time taken t+120 days and BRP opportunity cost
BAP. So, AA approved resolution either BRP or BAP
based on principle of fair value.

Whereas, the Prepackaged plan provides debtor
an opportunity to resolve insolvency internally and
proposed BRP. The debtor has opportunity to put
the house or business in order. In fact, it is one-time
opportunity for a debtor. Thus, it provides debtor in
possession model which can resolve the problem of

insolvency as compared to creditor in control model.®

India has opted for a mix model of debtor in
possession model and creditor in control model
to ensure appropriate trade-off between available
alternatives. The suitable decision will be taken by
involved stakeholders based on opportunity cost and
restructuring benefit. Therefore, the implementation
of prepackaged mechanism with the existing CIRP
framework across all enterprises will certainly improve
ease of doing business rank and the resolution
framework

Effects of COVID-19: Negative Externality

Due to COVID-19 induced market stress, the President
of India had promulgated an Ordinance on June 5,
2020 which seeks to suspend Corporate Insolvency
Resolution Proceedings from 25 March, 2020 for
a period of six months to one year which was later
extended to one year.

The MSMEs were hard hit due to COVID-19 pandemic
which were earlier grappling with the adverse after-
effects of the introduction of GST and demonetization.
The MSMEs contribute approximately 30-35% of GDP
wherein 99% by the micro enterprise, 0.52% by the
small enterprise and 0.01 by the medium enterprise.

Section 16 of the Micro, Small, Medium Enterprises
Development Act, 2006 implies that if the buyer
doesn’t pay the requisite amount to the supplier, the
buyer is required to pay the amount in addition to
the compound interest to the supplier at three times
the Bank rate notified by RBI. Another important step
taken by the Government is the amendment of the
definition of MSMEs which lowers the apprehensionin
the MSMEs that they won’t be able to avail the benefits
of different packages of Government due to lower
threshold limit. Therefore, the investment has been
increased to 1 crore rupees for micro enterprise, 10
crore rupees for small enterprise and 50 crore rupees

2Singh, R., & Thakkar, H. (2021). Settlements and Resolutions Under the Insolvency and Bankruptcy Code: Assessing the Impact of Covid-19. The Indian Economic Journal, 69(3),

568-583.

*Deb, S., & Dube, I. (2020). Insolvency and Bankruptcy Code 2016: revisiting with market reality. International Journal of Law and Management.
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for medium enterprise. Along with that the turnover
has been augmented to 5 crore rupees for micro
enterprise, 50 crore rupees for small enterprise and
250 crore rupees for medium enterprise. According
to the new definition, there won’t be any difference
between the manufacturing and service sector that
existed under MSMED Act, 2006.

The COVID-19 Regulatory Package was issued by
RBI on 27 March 2020 and 23 May 2020 which has
both increased the moratorium by three months
respectively which will prevent MSMEs from being
burdened by the responsibility to pay off their debts
which may have arisen due to the unprecedented
circumstances of COVID-19. The Resolution
Framework 2.0 permitted the restructuring of the
MSME account whose plan will be finalized by the
lending institution and borrower. The existing loans
to MSMEs classified as standard may be restructured
subject to conditions as specified in the August 6,
2020 RBI notification of MSMEs - Restructuring of
Advances. The borrowing entity is required to be
GST registered unless exempted and the aggregate
expenditure should not exceed Rs. 25 crores as on
March 1, 2020.

RBI has further brought out certain modifications to
its Restructuring Version 2.0 vide circular dated 4t
June 2021. The eligibility conditions for restructuring
of MSME account as per RBI circular has been
increased from Rs. 25 crore rupees to Rs. 50 crore
rupees as on 31 March, 2021.

Additionally, RBI also directed that the “asset
classification of borrowers classified as standard may
be retained as such, whereas the accounts which
may have slipped into NPA category between April 1,
2021 and date of implementation may be upgraded as
‘standard asset’, as on the date of implementation of
the restructuring plan.”

COVID-19 as a negative externality has affected the
economy adversely and a proper policy framework
is needed to facilitate internalization of costs. The
economic activity has been halted due to COVID-19
and some have compared the global recession to the
Great Depression which happened in the 1930s. The
International Monetary Fund (IMF) has projected that
the Indian economy will contract by approximately
10.3%. The GDP reflected the decrease by 23.9% in
Q1 of 2020-2021 as compared to growth of 5.2% in
Q1 2019-2020. In the survey’s history, the Business
Assessment Index of Q1 in 2020-2021 has decreased
to the lowest point of all time. In May 2020, due to the
lockdown, the unemployment rate was approximately
21.73% which has decreased to approximately 6%
in September 2020. The table below reflects the
unemployment rate during the adverse months of
COVID-19 in India.

Months (2020) Unemployment Rate

January,2020 7.22 %
February, 2020 7.76 %
March, 2020 8.75%
April, 2020 23.52 %
May, 2020 21.73%
June, 2020 10.18%
July, 2020 7.4%
August, 2020 8.35%
September, 2020 6.67%
October, 2020 7.02%
November, 2020 6.5%
December, 2020 9.06%

Table 1: Unemployment Rate (Jan- Sep 2020)*

Further,
arose due to COVID-19 when there was dearth of

in the contemporary times, a problem

resolution applicants who were willing to submit

4Statista Research Department, ‘Impact on Unemployment Rate due to coronavirus (COVID-19) lockdown in India from January 2020 to January 2021’ Statista (Web Page, February
2021) <https://www.statista.com/statistics/1111487/coronavirus-impact-on-unemployment-rate/>.

8 January - March, 2022

The Journal of Indian Institute of Banking & Finance



their resolution plans which neither maximized the
value of assets or relieved the stress. Plus, another
factor that needs to be taken into account is that
after the initiation of CIRP, the shift is from ‘debtor in
possession’ to ‘creditor in control’ where instead of
Corporate Debtor, the fate of the company lies in the
hand of Insolvency Professional which raises both the
direct and indirect costs that is directly proportional
to the time period for which the corporate debtor is
insolvent. Currently in India, there exists both court-
supervised [(a) CIRP in IBC (b) Section 230 of the
Companies Act] and out of court settiement options
[(a) RBI Prudential Framework (b) Informal options]
for resolving the insolvency. During COVID-19, the
efficacy of all these four options is put in question as
the interests of some of the stakeholders are being
compromised which is not leading to maximization of
value. So, an equilibrium was sought to be developed
between both the formal and informal means through
pre-packaged insolvency.

At this juncture, it is also pertinent to evaluate
Section 12A, IBC which allows the withdrawal of the
CIRP application if 90% of votes is reached by the
CoC. Also, Rule 8 of the Insolvency and Bankruptcy
(Application to Adjudicating Authority) Rules, 2016,
allows the withdrawal of the application by the financial
creditors, operational creditor or the corporate debtor
before its admission. Whereas Regulation 30A in
IBBI (Insolvency Resolution Process for Corporate
Persons) (Second Amendment) Regulations, 2019,
says that the application of the withdrawal can be
made before the constitution of CoC or after the
constitution of CoC provided that reasons must be
provided if the Expression of Interest (EOI) has been
invited.

The Insolvency and Bankruptcy Ordinance, by
virtue of Section 4 of the Ordinance has increased
the threshold limit from Rs. 1 lakh to Rs. 1 crore.
However, this step has attained mixed reviews as
in many cases one can find that MSMEs are itself
operational creditors for claims less than one crore
and therefore, to recover such claims, they have to
be dependent on civil courts which will augment the
burden on the courts®. Even, in “Pioneer Urban Land
and Infrastructure Ltd. & Anr. v. Union of India &
Ors (2019 SCC Online 1005)”, the Hon’ble Supreme
Court of India has stated that the low default threshold
in case of IBC is required so that the small enterprises
can also avail benefit under the Code, by invoking
the CIRP, let alone the larger institutions. This has
some way defeated the purpose of IBCS. At the same
time, amendment in Section 4, IBC may prevent
MSMEs from any sort of frivolous claims which
may arise during COVID-19. Although, the recent
enactment of Pre-packaged Insolvency Resolution
Process (PPIRP) provided confidence to the involved
stakeholders in the MSMEs sector, in case default of
Rs. 10 lakh or more will be addressed as per the rules
and regulation of PPIRP.

Overview of Section 12A, IBC

IBC did not hitherto contain any provision for
withdrawal of the application. “Rule 8 of The
Insolvency and Bankruptcy (Adjudicating Authority)
Rules 2016 allows the NCLT to permit withdrawal of
application on request before admission.”In “Swiss
Ribbons Pvt Ltd. v. UOI”, the Hon’ble Supreme
Court of India has held that before the constitution
of CoC after the appointment of IRP, a party can also
directly approach NCLT under Rule 11 of NCLT rules
for withdrawal or settlement. However, earlier there
was no provision for withdrawal post admission of
CIRP application, the scope of these rules was very

%Jha, & Sahni, ‘Government’s Covid-19 insolvency relief may be a double-edged sword’. The Economic Times. (Web Page, May 2020) <https://economictimes.indiatimes.com/small-
biz/legal/governments-covid-19-insolvency-relief-may-be-a-double-edged-sword/articleshow/76103653.cms ?from=mdr>.

SKattadiyil. (2020, May), ‘Pandemic Priorities: Increased insolvency threshold and its economic impact’, (2020) 9(5) International Journal of Multidisciplinary Educational Research 11.
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restricted, hence, they did not prove to be beneficial
in this aspect.

In the case of “Lokhandwala Kataria Construction
Private Limited v. Nisus Finance and Investment
Managers LLP”, when the NCLAT refused to exercise
Rule 11 of NCLT Rules, 2016, the Hon’ble Supreme
Court using Article 42 of the Indian Constitution set
aside the NCLAT order and permitted a settlement
between the corporate debtor and the creditors.

In the case of “Uttara Foods and Feeds Private
Limited v. Mona Pharmachem”, Hon’ble Supreme
Court of India held that it is pertinent to amend the
rules to incorporate inherent powers to the tribunal
which will prevent unnecessary appeals through
recourse of Article 142 of the Indian Constitution.

In view of the above Hon’ble Supreme Court
Judgments Section 12A, IBC was inserted via
amendment which allows withdrawal of application
with “approval of 90% voting share of CoC”. This has
to the read in conjunction with “Regulation 30A of the
IBBI (Insolvency Resolution Process for Corporate
Persons) Regulations, 2016 which states that the
application for withdrawal under Section 12A, IBC
has to be submitted to the IRP/RP before issuance of
invitation for EOI under Regulation 36A. This implies
that the application filed could be withdrawn before
the issue of invitation for EOI.”

At the same time, a question is raised on the
acceptance of withdrawal application after EOI or
acceptance of Resolution Plan by the CoC.

NCLAT in the case of “Navaneetha Krishnan v.
Central Bank of India, Coimbatore & Another”
has held that the withdrawal application by an
applicant can be considered even during the stage
of liquidation. However, the Court did not specify if it
can also be withdrawn after the issuance of EOI by
the Resolution Professional (RP).

10 January - March, 2022

Further in the case of “Satyanarayan Malu v. SBM
Paper Mills Ltd.”’NCLT Mumbai allowed one-time
settlement for which CIRP application was withdrawn,
during the stage where after the acceptance of
Resolution Plan by CoC, it was pending before the
NCLT for approval.

In “Vimal Chandrunwal v. Brilliant Alloys Private
Limited”, NCLT Chennai stated that “Regulation 30A
envisages that an application for withdrawal under
Section 12A shall be submitted to the RP before the
issue of invitation for EOl under Regulation 36A”,
thereby dismissing the application. The Hon’ble
Supreme Court allowed a settlement and set aside the
order of NCLT, Chennai providing that the Regulation
30A when read with Section 12A contains no such
stipulation. The Hon’ble Supreme Court in the case
of “Brilliant Alloys Pvt. Ltd v. S Rajgopal” which
was reiterated in “Swiss Ribbons & Anr. v Union
of India & Ors”, stated that “Regulation 30A (1) is
not mandatory but is directory for the simple reason
that on the facts of a given case, an application for
withdrawal may be allowed in exceptional cases even
after issue of invitation for expression of interest under
Regulation 36A.”

In light of catena of judicial decisions, it is reflected
that Regulation 30A has been used by AA to allow
withdrawal applications even after issuance of
invitation of EOI. Hence, Regulation 30A was amended
in July, 2019 specifying the process for withdrawal of
applications, before & after the constitution of CoC. It
also provided for withdrawal before the issuance of
EOI and after the issuance of EQI, stating necessary
reasons for the same. The discretionary power lies
with the Adjudicating Authority, hence Section 12A,
IBC cannot be used arbitrarily, as NCLT/NCLAT can
set aside the withdrawal/ settlement under Section
60, IBC.”
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Concerns raised against Section 12A, IBC

An application under Section 12A can only be filed
by a person who filed an application under Section
7, 9 and 10 of the IBC. The NCLT in “Anurutan
Textiles v. Sarveshwar Creations” has dismissed
the application of Section 12A as it wasn’t filed by the
applicant. Further, this mechanism cannot be availed
of by the Resolution applicant. At the same time, a
strong apprehension is raised that the 90% threshold
as stipulated in Section 12A makes the provision
redundant. This 90% of voting is in consonance with
the BLRC report which says that “all key stakeholders
will participate to collectively assess viability. The law

CIRP Withdrawal under

Approval of Resolution

must ensure that all creditors who have the capability
and the willingness to restructure their liabilities must
be part of the negotiation process. The liabilities
of all creditors who are not part of the negotiation
process must also be met in any negotiated solution.”
Whereas, Section 30(4) of the IBC provides that the
resolution plan may be accepted if 66% of the votes
are present of financial creditors in the committee of
creditors.So, a question is raised if the threshold of
90% of voting shares is very high? The relevance of
this question can be adjudged through the data given
below and the COVID-19 circumstances.

Commencement of

Section 12A, IBC Plan Liquidation
Jul - Sep 2018 26 32 83
Oct - Dec 2018 36 13 78
Jan - Mar 2019 27 14 73
Apr - Jun, 2019 31 26 96
Jul - Sep, 2019 43 33 155
Oct - Dec, 2019 43 40 150
Jan - Mar, 2020 46 36 135
Apr - Jun, 2020 21 20 25
Jul - Sep, 2020 12 22 68
Total since 2016 299 277 1025

Table 2: CIRP Statistics®

From the above data, it is reflected that the
commencement of liquidation is greater than the
approval of the Resolution plans after the initiation
of CIRP. Further, the withdrawal using Section 12A,
IBC is higher than the approval of the Resolution
Plan. During COVID-19, the dependency on Section
12A, IBC won’t be a viable option as the threshold of
90% is too high to be achieved and the companies
are already in the position of being commercially
unviable.

Let’'s assume if ‘A’ reflects that the course of IBC is
leading to resolution and if ‘B’ reflects that company
is saved from bankruptcy and is in the state of
insolvency. Then P(A|B) * creditor's cost > P
(~A|B) * debtor’s cost. Wherein P(A|B) reflects
the probability that resolution is successful when
the company approaches the mechanism to make
it viable and P (~A|B) reflects that the Pre-Packs
are successful thereby making the company viable.
Here, the creditor’s cost is directly proportional to the

Thakkar, H. (2021). “NPAs Legislations in India: Law & Finance Series”, Himalaya Publishing House.
®Insolvency and Bankruptcy Board of India, ‘The Quarterly Newsletter of Insolvency and Bankruptcy Board of India’ (Newsletter, September 2020) <https://ibbi.gov.in/uploads/

publication/411436dab58c1265aach015b6b43a215.pdf >.
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time and the cost undertaken for the CIRP. Moreover,
the limited expertise of the Insolvency Professionals
(IPs) also add on to the cost. Whereas the debtor’s
cost may be low that is present in restarting the
company. But as the value erosion is less, adopting
pre-packaged insolvency will be sufficient to make
the companies viable which is the objective of IBC.

Pre-packaged
(PPIRP)

The Insolvency and Bankruptcy (Amendment)
Ordinance was promulgated on 4" April, 2021 to
introduce Pre-Packaged insolvency process for
MSMEs as provided under Section 7 of the MSMED
Act. Section 54A of the IBC Code provides that the
application for initiation of pre-packaged insolvency
process can be initiated when a default is committed
as per Section 4 of the IBC. Certain conditions are
however attached which are as follows:- (a) No Pre-
packaged insolvency process or CIRP should have
taken place in the last three years; (b) CIRP should
not be in process; (c) No liquidation order should
have been passed as per Section 33 of the IBC;
(d) Section 29A of the IBC is not applicable; (e) The
unrelated financial creditors have proposed a name
for the appointment of insolvency professional after
following the due process; (f) A declaration has to be
provided by the majority of the partners and directors
of the corporate debtor which approves the initiation
of pre-packaged insolvency; (g) A special resolution
of three-fourths of the total number of partners should
approve the initiation of the pre-packaged insolvency.
The corporate debtor is also required to take the
approval of 66% of the unrelated financial creditors for
filing the application of the pre-packaged insolvency.

Insolvency Resolution Process

Section 54C(5) of the IBC provides that the pre-
packaged insolvency process will be initiated when
the application is admitted as per Section 54C(4)(a).
Section 54E provides that on the commencement
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of the pre-packaged insolvency process, the AA
is supposed to declare a moratorium, appoint a
resolution professional, and also cause a public
announcement for the initiation of the pre-packaged
insolvency process.

Interestingly, in the pre-packaged insolvency process
as per Section 54H, the management of the affairs
of the corporate debtor will continue to vest in the
Board of Directors which will seek to protect the value
of the property. However, a CoC will be constituted
within 7 days after the pre-packaged insolvency
commencement date. The CoC is empowered to vest
the management of the affairs of the corporate debtor
to the Resolution Profession if there exists 66% of
the voting shares which is subsequently approved
by the AA. Such decisions can be taken if there has
been gross mismanagement by the corporate debtor
or if the affairs have been managed in a fraudulent
manner.

Section 54G provides that the corporate debtor is
required to submit the base resolution plan within two
days after the commencement of the pre-packaged
insolvency process which shall be presented to the
CoC as per the requirements of Section 54K. Section
54K(4) provides that the plan may be approved by
the CoC if no rights of the operational creditors are
impaired. If there are any discrepancies in the base
resolution plan, then the Resolution Professional may
invite prospective resolution applicants to submit
a resolution plan. The CoC is required to select a
resolution plan which are presented to it. The selected
resolution plan has to be subsequently approved by
the AA within 30 days as per the requirements laid
down in Section 54l.

Section 54D mandates that the pre-packaged
insolvency has to be completed in 120 days after the
commencement of the same. This implies that in 90
days the resolution plan has to be approved by the
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CoC and if no resolution plan is submitted within the
stipulated time, the RP may file an application for the
termination of pre-packaged insolvency process.

Therefore, the pre-packaged insolvency process may
be closed if (a) resolution plan has been approved
within 120 days; (b) on the expiry of 90 days when
no resolution plan is submitted to the AA; (c) on
the rejection of resolution plan by the AA; (d) on
termination of the pre-packaged insolvency process
by the AA after the CoC has approved the same with
66% of the voting share; (e) when the resolution plan
does not result in the change of management, where
the AA has vested the management of the property of
the corporate debtor with the RP according to Section
54 of the IBC. Moreover, the application PPIRP of M/s
GCCL Infrastructure Projects Ltd. stands admitted
under Section 54C of the Code in 14 September,
2021. It has begun new era of PPIRP for MSMEs and
possibly in near future it can be incorporated to even
beyond MSMEs, which will provide competition, as
well as trade-off between CIRP and pre-packaged as
hybrid model.

Implementation of
During Covid-19

Pre-Packaged Insolvency

The framework of the pre-packaged insolvency in the
preceding section highlights that India has adopted
a hybrid framework of pre-packaged insolvency. The
researcher has done a comparative analysis of three
jurisdictions namely - USA, UK and Singapore vi-a-
vis the pre-packaged insolvency process initiated in
India after the promulgation of the Ordinance in 2021.

USA

The USA Model is often referred as debtor-in-
possession wherein reorganization of the corporation,
partnership or sole proprietorship is the primary aim.
The entire process is monitored by the US Trustee
where the debtor-in-possession has to satisfy certain
mandatory requirements such as disclosing monthly
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income, operation expenses, payment to employees,
setting up new accounts etc. failing to do this will either
dismiss the application or conversion of the case to
another model. During the process, a committee of
creditors is also constituted which ordinarily consists
of unsecured creditors. However, the constitution
of the committee of creditors varies if there is
insufficient representation and no active involvement
of the creditor in case of small businesses. For the
resolution, only the debtor is allowed to file the
reorganization plan within 120 days of the filing of
the petition whether voluntary or involuntary (after
the order is entered). This may be extended further
depending on the case. If the debtor fails to propose
a viable plan or gather acceptance for it, the creditors
or the committee of creditors may propose a plan,
and the plan which is more viable may be accepted if
there is a conflict of interest. In some situations, under
Chapter 11 even the liquidation plans are allowed if
it is economically advantageous. The confirmation of
the plan discharges the debtor and new contractual
rights and interest are created. The acceptance of
such a plan is confirmed when the impaired class
of either claims or interests holds % in amount and
are more than 2 in number. A non-impaired class is
deemed to have accepted the plan and subsequently
a class of claims or interests who don’t receive or
retain the property is deemed to have rejected the
plan. After the reorganization plan, it is bound by the
respective bankruptcy court to all the stakeholders
based on commercial expediency.

UK

The statement of Insolvency practice 16 has defined
pre-packages as “pre-packaged sale’ refers to an
arrangement under which the sale of all or part of a
company’s business or assets is negotiated with a
purchaser prior to the appointment of an administrator
and the administrator effects the sale immediately on,
or shortly after, appointment.” Thus, we see that in the
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UK, pre-packaged insolvency is more concerned with
sale rather than reorganization which is contrary to
the main objective of IBC. An insolvency practitioner
is appointed which plays an important role as an
advisory. Unlike the USA, prepackaged insolvency
is developed as a matter as a practice rather than
having its base in statutes. After the acceptance of the
option pre-packaged by the board of directors, the
administrator gets the external values and statement
of affairs is prepared to prepare a “newco” plan. The
various offers are evaluated, and depending on the
efficiency, a new company may buy the assets of
the existing company which is in a hostile condition.
After eight weeks, Insolvency Professional will call the
CoC meeting to see the outcome of hostile company
status and is liquidated.

Singapore

In Singapore, Pre-pack is defined as “involving a
plan that was pre-negotiated and agreed between
the debtor and its major creditors before formal court
proceedings commence, whereupon the Pre-Pack
‘is then presented to the court for approval™. One
can see that this is similar to USA Chapter 11 which
requires court’s approval contrary to UK pre-packs.
Section 211 of the Companies Act of Singapore,
allows the approval of the compromise put forth by
the company or its creditors even without a formal
meeting giving a wide discretionary power to the
court.

Thus, after comparing, one can see that in IBC Pre-
packs, the approval of court should be mandated
such as that of NCLT as it provides a major flexibility
in case of restructuring and this will also prevent any
potential abuse to the minority dissenters. Plus, the
mode of pre-packs and the definition of pre-packs
is varying from one jurisdiction to another as can be
seen in the UK, USA, Singapore.

With regard to India, it is important to note that
til now the pre-packaged insolvency process is
limited to the MSMEs. It can neither be regarded as
an informal process nor a formal process. The pre-
packaged insolvency process initiated in India is a
hybrid process which blends both the creditor-in-
control and debtors-in-possession model. The rigor
and discipline of the CIRP is still present in the pre-
packaged insolvency process. This proves to be
beneficial in the uncertain during times of COVID-19,
where a strong apprehension could be raised about
the efficacy and implementation of pre-packs in India.
Itis required that the pre-packs should be finely tuned
with the spirit of IBC.™

However, there are several issues in the present
framework of pre-packaged insolvency introduced in
India. Firstly, there might be challenges with respect to
the timely completion of the pre-packaged insolvency
process in 120 days. Secondly, the introduced pre-
packaged insolvency process still mandates the
approval of the AA which might further delay the
approval of the resolution plan due to high pendency
in the tribunals.” The Swiss Challenge process
after the invitation to the prospective resolution
applicants may be cumbersome as due to the
ongoing pandemic, less number of resolution plans
might be available which will adequately balance all
the stakeholders. Moreover, the present ordinance
limits the application of the pre-packaged insolvency
process to the MSMEs.

The researcher believes that such benefits should
also be extended to other enterprises. However, at
the same time, a legitimate concern can be about the
continuous experimentation during these times which
may further augment the problem of insolvency
in India by raising the ex-ante costs. So, a safer
approach could be tuning Section 12A of IBC in a

Wee, ‘Whither the scheme of arrangement in Singapore: More Chapter 11, less scheme?” SSRN (Article, February 2017) <https://papers.ssrn.com/sol3/papers.cfm?abstract_

id=2922956>.

0Singh, R. & Thakkar, H. (2021). Settlements and Resolutions Under the Insolvency and Bankruptcy Code: Assessing the Impact of Covid-19. The Indian Economic Journal, 69(3),

568-583.

""Rowchoudhary, R, & Mohitee, R. (2021). Pre-Packaged Insolvency Process for MSMEs. Mondag. https://www.mondag.com/india/insolvencybankruptcy/1132276/pre-packaged-

insolvency-process-for-msmes
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way that may implement the spirit of pre-packaged
insolvency.

This can be done by reducing the voting threshold
as done in Chapter 11 of USA where the class of
either claims or interests holds % in amount and are
more than 2 in number for accepting the plan or
the threshold of 66% voting rights should be opted
for as in the case of acceptance of the Resolution
Plan. This will balance the interests of the corporate
debtor and the promoters of the company who have
more skills and information for making the company
efficient which came in hostile state due to negative
contingencies of COVID-19. A further approach that
can be opted in IBC, is making sub-provisions of
different types of sectors. For instance, the MSMEs
were affected drastically as the COVID-19 surged in
India when India was already experiencing a crunch
in demand wherein the MSMEs had to tackle both the
supply shocks and the labor shocks? (Singh, 2020).
To curtail this, the Government has amended IBC
via Ordinance by increasing the threshold of default
from 1 lakh to 1 crore with the increase in ambit of
the definition of MSME in MSMED Act, 2016. So, in
MSMEs, the voting threshold for withdrawal of CIRP
can be lesser than those of other companies. This
is said in the view of the gravity of the problem in
MSME and the potential risk associated when one
opts for a more informal process. The discretionary
powers as present in Singapore can be made robust
wherein proper guidelines and conditions are made
which states the instances in which the application
under Section 12A may not be accepted which is still
absent in the IBC. Further, allowing the withdrawal of
the application will help to prevent unemployment as
the company will have an option to withdraw the CIRP
when the company is in the initial stage of distress.
Therefore, given the nascent stage of IBC and

adverse effects of COVID-19, it is appropriate that the
‘pre-pack’ applicability in MSMEs for 10 lakh default
size, along with applicability all enterprises required,
are continued which can take into account the value
maximization of all the stakeholders.

Conclusion

Pre-packaged insolvency proves to be an efficient
process for making the companies viable which have
been grappled by the negative externalities present in
the system due to COVID-19. India, while combating
COVID-19 has resorted to the higher degree of
Pigouvian Model which has severely affected the
employment, supply chains and production. Owing,
to the uncertainty prevalent in the system, the demand
of the people was also drastically diminished. Further,
the competitiveness present in the market, added an
extra burden on the Companies.

Presently, there is a dearth of adequate numbers of
Resolution Applicants and at the same time, questions
are raised against the efficiency of Insolvency
Professionals. The normal CIRP as incorporated in
the IBC will not prove to be efficient in this miserable
situation. The researchers as an alternative have
then revisited Section 12A, IBC which might serve
as a ‘middle pack’. The high voting threshold of 90%
was not viable to be dependent upon. The solution
of pre-packs can help India to reduce the negative
externalities and ensure that Marginal Benefits are
greater than Marginal Cost. This is because the time
and costs involved in the resolution will be less which
will not lead to value erosion.

Pre-packaged insolvency proves to be an efficient
method as the high value of business will be at
least equal to or higher than the previous high value
of business (V) and the time taken is t+120 days
whereas in the case of normal CIRP, the high value of

"2Das, A., Agarwal, A. K., Jacob, J., et al. (2020). Insolvency and Bankruptcy Reforms: The Way Forward. Vikalpa, 45(2), 115-131.
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business is V < D, and the time taken is more than
t+270 days. This clearly supports the contention that
debtor in possession model due to pre-packaged
insolvency is more efficient than the creditors in
control model of CIRP.

The next question is raisedabout the procedure of
implementation of pre-packs in India. For this the
researchers have done a comparative analysis of
laws present in the United States, United Kingdom

and Singapore to suggest some policy measures so
that the apprehensiveness and uncertainty prevalent
in the public regarding pre-packs is reduced.

Therefore, it is suggested that the pre-packaged
insolvency process may be extended to other
enterprises, by keeping in view the model proposed
by the researchers.

v
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Banking Stability Index: Comparison of India
vis-a-vis BRICS and SAARC Countries

= Suvendu Sarkar*

This study focuses on constructing a Banking Stability Index using Financial Soundness Indicators (FSIs)
published by IMF. The individual five sub-indexes based on Capital Adequacy, Asset Quality, Profitability,
Liquidity and Exposure to Foreign Exchange are aggregated using factor analysis to form the composite Index.
The comparative position of the India is analysed with its peer countries - BRICS and SAARC. There is a sign of
a moderate fall in stability of the banking sector in recent periods perhaps due to the rise in the NPA on account
of the pandemic situation. None of the 12 countries under consideration is found to be extremely stable in

comparison to the group.
Introduction

The interest of researchers in the financial system’s
stability and systemic risk has been continuously
increasing since the global financial crisis of 2008.
The exact meaning of systemic risk is ambivalent.
It may be decided differently by different people
and various definitions have been attempted so
far. The European Central Bank, for example, once
defined Systemic risks as “risk due to which financial
instability becomes so widespread that it impairs the
functioning of a financial system to the point where
economic growth and welfare suffer materially.”

Financial Stability Board (FSB) was established
at Basel in April 2009 with the aim of maintaining
esatiability across the financial systems of the world.
Many Central Banks across the globe also gradually
started measuring the system risk in its own way after
the crisis and regularly publishes Financial Stability
Reports (FSR) for its own economy. RBI also started
to evaluate the systemic risk since July 2009 and
regularly publishes half yearly FSR since then.

Banks, being the largest stakeholder in the financial
system, hold most important position in any

systemic risk analysis including RBI’'s FSR. Though,
shadow banking activity has gained attention of
various Central Banks across the world as well as
International Organisations (e.g. World Bank, IMF
etc.) In recent years, it may be reiterated that stability
of banking system is still the key indicator of sound
financial system. In India, banking sector is still the
predominant financial intermediation available to
public and the major channel for mobilization of
domestic savings. Banking sector is also the key
player in payment systems in India. The total Asset
under Management (AUM) for all mutual fund houses
(around 41) together is only approximately 15% of
total assets of all banking system in India (including
Scheduled Commercial Banks, Regional Rural
Banks and Scheduled Urban Co-operative Banks).
Therefore, the stability of the banking system is still
the core to financial stability in India.

Banks, in its course of business, do take certain types
of risk, e.g. credit, liquidity, market, operational risks
etc. Monitoring the banking sector’s performance
through the risk indicators is crucial for measuring the
stability of banking system. Therefore, the target of

*Assistant Adviser, Department of Supervision, Reserve Bank of India.
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this study is to assess the primary indicators affecting
the stability and trying to establish an aggregate
‘Banking Stability Index’ and compare the level of
stability in India vis-a-vis BRICS and SAARC countries
via a cross-country analysis using the index and its
components.

Peer comparison is one of the most widely used
and accepted methods of performance analysis
used by professionals and analysts. Because the
entities in a peer group share similar traits the
comparison makes sense and provide an opportunity
to improve. However, when we talk about country as
a whole, finding the countries with similar traits and
attributes might be difficult. India is the member of
two well known groups of developing countries - (i)
South Asian Association for Regional Cooperation
(SAARC) and (ii) Brazil, Russia, India, China and
South Africa (BRICS). As these organisations were
formed to promote the welfare of the people of the
member states, strengthen collective self-reliance,
promote active collaboration and mutual assistance
in various fields, and cooperate with international and
regional organizations, it will be interesting to know the
relative position of India amongst the other member
states in terms of banking stability parameters. It may
also provide an opportunity to self assess the areas
which might need attention to improve the stability
indicators.

Past Studies

Creating stability index for financial system has always
been an interesting topic for the researchers. Way
back in 1977, a numerical index on bank vulnerability
was developed based on factor analysis technique
by the Federal Reserve Bank of New York (Goodhart,
2011). In 20083, the International Monetary Fund (IMF)
proposed a set of 39 individual financial soundness
indicators (FSIs) to track and monitor the financial
stability across the globe. They were divided into two
sets - “Core set” and “Encouraged set” FSls for the
purpose of financial stability level tracking (San Jose,
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et al., 2008; Gadanecz, Jayaram, 2009).The core set
of FSIs have been used in this article to form the
desired index.

Numerous authors have used various methodologies
and techniques to form the index time-to-time. Most
of the major economies across the world have its
own domestic financial stability index. Apart from
researchers, various financial corporation/banks
also created its own set of indexes, e.g. Bloomberg
Financial Conditions Index (available since 1991), Citi
Financial Conditions Index (since 1983), Deutsche
Bank Financial Conditions Index (since 1983) and
Goldman Sachs Financial Conditions Index etc.

In Indian context, the first such attempt was probably
made by Saibal Ghosh (2011). Using the data from
RBI’'s publication Statistical Tables Relating to Banks
in India and Report on Trend and Progress of Banking
in India, the index was created using three main
indicators — (i) Loan-loss provisions (LLP) to total
asset ratio, (i) CRAR and (iii) Return on Asset. The
variables were normalized prior to forming the index
and then inverse Euclidean distance formula was
applied to form the final index.

Rabi N. Mishra et. el. (2013), used composite
measures from RBI's Supervisory Department’s
CAMELS approach (Capital, Asset Quality,
Management, Earnings, Liquidity and Systems). Here
also the indicators were normalised to assume values
between 0 and 1. For each ofthe indicators, aweighted
average for the banking sectors was derived using the
weights “the ratio of individual bank’s asset to the total
assets of the banking system”. Then the composite
measure of each dimension were calculated as a
weighted average of standardised ratios used for that
particular dimension, where the weights are based
on the marks assigned for assessment for CAMEL
rating. The ratios which were negatively related with
the risk, one’s complement (1 - ratio) was used for
calculation of the composite index. Finally, based on
the individual composite indices for each dimension,
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the Banking Stability Indicator (BSI) was constructed
as a simple average of the above five sub-indices
from CAMEL.

The study by Indrajit Roy et. el (2015) was more
comprehensive in nature. They used indicators
from various sectors - Banking, Forex Market, Debt
Market and Equity Market and created a Financial
Stress Index for India as the weighted average of
the indicators, weights being taken as percentage

variation explained by the factors from Principal
Component Analysis (PCA).

The article by Rachita Gulati et. el. (2019) was
published more recently and they used both the
techniques from above two papers. Indicators
were selected using CAMEL approach and after
standardisation, the aggregation was done using the
weights calculated by employing PCA approach.

Table 1: IMF's Core Financial Soundness Indicators

Category Types Indicators Short Name

Capital adequacy 1. Regulatory capital to risk-weighted assets (%) CRAR

2. Regulatory Tier 1 capital to risk-weighted assets (%) Tier 1 Ratio
Asset quality 3. Non-performing loans to total gross loans (%) GNPA Ratio

4. Non-performing loans net of provisions to Capital (%) NNPA Ratio

5. Sectoral distribution of loans to total loans (%) Sectoral GNPA
Earnings and profitability 6. Return on assets (%) RoA

7. Return on equity (%) RoE

8. Interest margin to gross income (%) 1M to G1

9. Non-interest expenses to gross income (%) NIE_to_Gi
Liquidity 10. Liquid assets to total assets (%) LA toTA

11. Liquid assets to short-term liabilities (%) LA to_STL
Exposure to Foreign Exchange | 12. Net open position in foreign exchange to capital (%) NOPF_to_Capital

The studies discussed above all constituted indexes
are for one single country and represents the stability
of the domestic economy and comparison of the index
vis-a-vis other financial parameters of the economy.
However, in the area of cross country analysis of the
stability index, the author found only two published
articles. Vadim Arzamasov et. e. (2014) used IMF’s
Financial Soundness Indicators (FSIs) and Resilience
of the Economy index (ER) published by IMD
Business School, Switzerland.The financial stability
index was formed using linear regression and panel
analysis method where FSIs were considered as
independent variables and ER as dependent variable
for 48 countries. Various models were compared and
it was found that the best model contains “Return
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on Assets” and “Regulatory Capital to Risk-Weighted
Assets” as financial stability predictors.

The only other study in the cross-county domain was
published by Kristina KociSova (2015) for European
Union (EU) countries. Using the IMF’'s FSIs as
indicators for banking stability, the standardised
indicators were aggregated with equal weights to
construct the index and comparing the position of EU
economies, especially the countries which joined the
European Union in 2004.

In the present article FSls published by IMF has been
used to form the index in the similar line asin the
above article by Kristina KociSova (2015), however, to
aggregate, the weights have been derived using the
factor analysis.
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Data and Methodology
Data Preparation

The Financial Soundness Indicators (FSls) were
developed by the IMF, together with the international
community, with the aim of supporting macro-
prudential analysis and assessing strengths and
vulnerabilities of financial systems. As a part of
its effort to promote global financial stability, IMF
mooted a Coordinated Compilation Exercise (CCE),
to develop a country’s capacity to compile Financial
Soundness Indicators (FSIs). On behalf of India, RBI
agreed to participate in CCE for FSls on regular basis.
Accordingly, RBI started half-yearly submissions on
trial basis from March 2009 onwards for Core FSIs and
the moved to full quarterly submission, with additional
encouraged FSls, from September 2011 onwards.

The FSls are published by IMF on its official website
regularly and it is available to the researchers
across the globe. The list of core FSls for Depositor
Takers’ are given in Table-1. While comparing the
index across the countries, it is mandatory that the
underlying indicators are comparable i.e. definitional
uniformity should be prevalent. FSls credibly satisfy
this criterion because IMF publishes ‘FS/ Guide’ time-
to-time to cover definitional aspects of the indicators
and countries are advised to follow the same.

The capital adequacy related indicators are based on
‘Basel Accords’ which are uniformly followed across
the globe by the member countries. As per the FSI
guide, loans are classified as non-performing when
payments of principal and interest are past due by 90
days or more, or interest payments corresponding to
90 days or more have been capitalized, refinanced or
rolled over. In addition, Non-Performing Loans (NPLs)
should also include those loans with payments less
than 90 days past due, but for which evidence exists to
classify them as non-performing, such as if the debtor
files for bankruptcy. Measures related to earnings
and profitability is based on accounting standards
followed by each country. ‘Liquid Assets’ are defined
as assets that are readily available to an entity to meet a
demand for cash. In the Guide, liquid assets comprise
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(1) currency; (2) deposits and other financial assets
that are available either on demand or within three
months or less; and (3) securities that are traded in
liquid markets (including repo markets) that can be
readily converted into cash, with insignificant risk of
change in value under normal business conditions.
Also, the detailed methodology for calculating ‘Net
open position in foreign exchange’ has been provided
in the guide. It is advised that Deposit Takers’ net open
position should be calculated in accordance with
‘Basel Committee on Banking Supervision (BCBS)’
guidelines.

The above indicators are used for SAARC as well as
BRICS countries, 12 countries in total (India being
the common). The data is available on IMF website
from 2011 onwards and the same has been used on
annual frequency up to 2021 (e.g., the figure as on
2019 refers to the yearend figure of December-2019).
However, the data for the latest year 2021 is either
as on June-2021 or September-2021 depending
upon the availability of the data at the IMF website.
No country had submitted data as on December-2021
at the time of preparation of this article. The data
pertains to all Deposit Takers’ for any country. For
India, it consists of data from Scheduled Commercial
Bank, Regional Rural Banks and Scheduled Urban
Co-operative Banks.

Methodology

Constructing a single index to indicate the level of
stability of the banking system is possibly a very
difficult task. It is tried here to construct the index with
the available FSI data.

Step 1:Intheliterature, allthe indicators are normalised
to have the same variance before aggregation. There
are two kinds of normalisations available in literature
- (i) Statistical normalisation, which converts each
indicators to a common scale with an average of
zero and standard deviation of one. (i) Empirical
normalisation, where indicator is compared to its limit
values (minimum and maximum) in the dataset.

In Statistical normalisation, the standard deviation
of the indicator is the scaling factor. Therefore, an
indicator with extreme value will intrinsically have a

January - March, 2022 29



more influence on the aggregated indicator. Moreover,
the normalised values will have negative as well as
positive values both with limits may be beyond [-1,
1]. In Empirical normalisation, the approximation of
the index value limits to 1 (max) and 0 (min). With the
target of creating a stability index which will assume
values between 0 and 1, ‘zero’ being the lowest
stability and ‘one’ being the highest stability, the
empirical normalisation is chosen for this analysis.
The formula is as below.

B Ryn — Min,(Ryy)
" Max, (R,,) — Min, (Ry,)
Where: R is the normalised value for a ratio/indicator
inyear ‘'n’; R is the value of the indicator in period ‘n’
for the country ‘y’; ‘n’ assumes values between 2011
and 2021. ‘y’ represents the 12 countries discussed
above.

R

Thus, normalised values are calculated using the
indicators among the countries for each period
separately.

Step 2: The normalised values of the indicators are
adjusted in such a manner that higher the value
represents more stability for the economy. The details
are given in Table-2. As overall GNPA Ratio is used as
one of the components of the Index, Sectoral GNPA
Ratio is omitted in the final index. Sectoral GNPA
Ratio adds-up to overall GNPA Ratio.

Step 3: Separate five sub-indexes are created by
taking simple average of the individual indicators.
Capital Adequacy sub-index is formed by averaging
of CRAR and Tier 1 Ratio and so on. Exposure to
Foreign Exchange sub-index is simply the ratio
NOPF to_Capital.

Step 4: Now comes the most difficult part of
aggregating the individual sub-indexes to construct
the final composite index. In the literature (e.g. liling
and Liu, 2003; Maliszewski, 2009) there are multiple
methods of assigning weights to sub-indexes -
(i) expert judgment, (i) standardization (variance-
equal weights), (iii) the size of the market segment,
(iv)coefficients of the first factor from factor analysis,
(v) estimation of a logit model (vi) estimation of a VAR
model, (vii) estimation of a backward-looking IS curve
etc.
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Table 2: Impact of Indicators on Banking Stability Index (BSI)

Indicators Impact Adjustment
CRAR Positive None
Tier 1 Ratio Positive None
GNPA Ratio Negative (1- normalised value)
NNPA Ratio Negative (1- normalised value)
Sectoral GNPA Not used in the indicator
RoA Positive None
RoE Positive None
IM_to_Gl Positive None
NIE_to_GlI Negative (1- normalised value)
LA to TA Positive None
LA to_STL Positive None
NOPF_to_Capital | Negative (1- normalised value)

Here in this study the method of ‘coefficients of the
first factor from factor analysis’ has been adopted.
Factor analysis is run on the pooled data from 2011
to 2021 and the coefficients of the first factor are used
as weights. However, since our aim is to construct
an index with limits [0, 1] and the summation of the
factor weights may go beyond 1, the share of the
individual factor weights in total weight are used such
that W =1.

Finally, the Banking Stability Index (BSl) is constructed
using the same weights for all the years. For each
country separate index value is calculated for each
year 2011 to 2021.

Empirical Findings and Discussions

The author decided to refrain from mentioning index
values for the countries individually except India.
It is not the objective to put any country in bad or
good light is respect of the Banking Stability Index.
Almost all the countries are having its own form of
Stability Index and has potential to compare own
country’s index with other peer countries. Therefore,
the position of India is compared with average
Index value of SAARC (excluding India) and BRICS
(excluding India) countries.

There are some data gaps in the FSI data at IMF
website. Data for Maldives is not available for the
year 2011. The indicators for Nepal are available only
from 2016 onwards. Bhutan and Afghanistan have
not provided data for last two years - 2020 and 2021.
Hence the average Index is calculated for the SAARC
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countries subject to above limitations.

0.80 Chart 1: Banking Stability Index (BSI)
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The weights derived from the factor analysis are given
below for five sub-indexes.

Sub-Index Weight
Capital Adequacy 0.24
Asset Quality 0.10
Profitability 0.10
Liquidity 0.16
Exposure to Forex 0.40
Total 1.00

The final composite Banking Stability Index (BSI) is
given in the Chart-1.

The average BSI for BRICS (excl. India) countries has
been highest among the three since last eleven years
under consideration except for the latest period. The
BSI for India has been the lowest since 2013 onwards
except for the year 2020. Though, it may be noted
that the difference of the BSIs is not considerable
from each other and it hovers broadly in the range of
0.35to 0.60 throughout last eleven years. As on 2021,
the BSI for SAARC (excl. India) countries is 0.39, for
BRICS(excl. India)countries 0.37 and for India, it is
0.35.

Upto the year 2015, the BS/ of India was almost at
similar level and co-moving with SAARC countries.
Then a sharp fall in 2016 may be attributed to the Asset
Quality Review (AQR) process initiated by Reserve
Bank of India to identify the hidden stress in the loan
portfolios of banks. This exercise elevated the NPA
position in the Indian Banks and consequently due
to increased provision requirements profitability was
also affected.
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A detailed inspection at the sub-indexes level
indicates that India’s position has been much better
in terms of Sensitivity to Foreign Exposure and Capital
Adequacy compared to other three sub-indexes
in recent years. Capital Adequacy of Private Banks
and Foreign Banks have always been much more
than the prescribed regulatory threshold except
few instances like Lakshmi Vilas Bank. The CRAR
of Public Sector Banks (PSBs) has been a concern
since last few years, however, Government of India,
being the owner of these banks, has always been
vigilant about the capital position of the PSBs. As
per the notification of Ministry of Finance on PSBs,
over the last five Financial Years (up to FY 2018-19),
PSBs have been recapitalised to the extent of ¥3.19
lakh crore, with infusion of 2.5 lakh crore by the
Government and mobilisation of over ¥66,000 crore
by PSBs themselves. Moreover, during FY 2019-20,
the Government of India (Gol) has again infused
70,000 crores.

The BSI is created here using the empirical
standardisation approach where standardisation is
achieved within the countries under consideration,
separately for each year. Thus, the BS/ value of ‘one’
doesn’t recommend that the country is absolutely
stable and similarly the ‘zero’ doesn’t point out that
the country is almost unstable, rather, it may be
interpreted as the comparative position in respect
of the countries under consideration. As discussed
earlier, since there is no clear parameter for quantifying
the stability, it may be defined as the comparative
position of one country or a bank (in case the index
is formed on bank-level data domestically for a single
country) with respect to the benchmark set by best
possible observed indicator values for the entities
under consideration (country/bank).

Concluding Remarks

With respect to the best possible benchmark set by
twelve SAARC and BRICS countries, India’s banking
system is 35% stable as on 2021. However, it also may
be noted that banking system of the BRICS countries
excluding India are on an average 37% stable and
SAARC countries excluding India are on an average
39% stable as on 2021. There is no country which is
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extremely stable (80% or more) with respect to the set
benchmark.

India’s stability position was almost at similar level of
SAARC countries prior to Asset Quality Review (AQR)
exercise initiated by RBI during 2015-16. Though the
exercise caused a sharp fall in the index in 2016 it
should not be taken as a negative sentiment towards
India’s banking system as the hidden problem in
asset quality may raise stability concern in future.
After the exercise, the asset quality in Indian banking
system is more transparent and it is a good sign for
future.lt is also prominent that the index has started to
pick-up slowly after 2016.

Capital Adequacy is the strongest point for India
which keeps the bar high. It is also evident that the
timely capital infusion by the Government of India has
kept the PSBs well capitalised which certainly makes
the banks more stable.

It is also evident that in the post pandemic era, India
has been least hit compared to other two groups.
The BSI has been reducing significantly for BRICS
and SAARC countries since last two years bringing
them almost at par with India in 2021. On the contrary,
India has shown slight improvement in BSI (from 0.44
to 0.48) during 2019-2020 before falling to 0.35 in
2021. The improvement in BSI of India during 2019-
2020 may be attributed mainly to two factors - (i) ban
on fresh NPA classification by Honorable Supreme
Court of India in 2020 which was lifted subsequently
on March 23, 2021. (ii) various timely action on
liquidity measures by the RBI during the pandemic
e.g. Targeted long-term repo operations (TLTRO)
etc. Overall, India has managed the financial system
well during the pandemic compared to the other two
groups which brought the BSI of the three entities
very close to each other in 2021. India has been able
to reduce the gap with the comparable groups during
the pandemic period. Moreover, the current BSI of
0.35 for India is more than 0.34 during 2016 and 2017,
the period of Asset Quality Review (AQR). The effect
of pandemic on BSI has been less than the effect of
AQR. This also confirms our earlier discussion that
AQR exercise has been fruitful to the banking system
forthe long term.

The BSI could also be compared with the
developments in the real sector as well as other
financial market indicators of each economy
separately, but this is outside the scope of this
article.
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Introduction

Micro, Small and Medium Enterprises (MSME)
contribute to the economic growth of the country
in several ways, hence forming a part of the priority
sector. It contributes to employment generation and
this sectoris second only to agriculture, creating nearly
12.5 million jobs every year. MSME also contributes
handsomely to the tune of about 38% of our country’s
GDP and more than 40% of exports of the country.
Inherent characteristics of the sector like a low capital
requirement, the flexibility of operation, integration
opportunities attract new budding entrepreneurs for
setting up new ventures. It contributes significantly to
the total volume of production as well as in the number
of enterprises. Their predominant presence in the
rural and semi-urban area not only arrests migration
but also helps in the utilization of local resources. This
in a way alleviates regional imbalance by fostering
growth and employment generation.

MSME acts as a cradle of entrepreneurship
converting job seekers to potential job creators.
The sector though limited in scale as compared to
large industries serves as a crucial element in their
operations. Large industries are heavily dependent on
SMEs (Small and Medium-Sized Enterprises) for their
supply of raw material, semi-finished and finished
goods. As highlighted above, MSMEs are vital for the
economy but they face many challenges. With the
advent of information technology, digital initiatives
have made inroads in every sector. Information
technology is prevalent in every sphere of life. MSME
is no exception where it has the potential of disrupting
business models and processes. Technology can be

Digital Initiatives for MSME

utilized to reduce the cost of production and improve
efficiency. MSMEs face a host of problems like delay
in sale realization, product marketing, procurement,
access to finance, etc. IT has the potential to act as a
panacea to many of the issues faced by MSMEs. The
thrust of the Government on IT initiatives is well known
in the form of the Digital India campaign touching
every sphere of governance. MSME is an important
sector where the Government has launched several
digital initiatives to increase their efficiency and their
access to finance and markets.

These initiatives also help in increasing the ability
of indigenous MSME units to increase their
competitiveness.

Let us discuss some of the important digital initiatives
launched by the Government of India for MSMEs.

1. TReDS - Trade Receivables Discounting System.
2. GeM - Government e-Marketplace.

3. MSME Samadhan - Delayed payment monitoring
system.

4. MSME Sambandh - Public procurement process.
5. Other initiatives.

TReDS - It is a mechanism for financing trade
receivables by RBI to enable MSMEs to manage their
cash flows on time. Finance is crucial for MSMEs for
running their operations and a major chunk of it is
stuck in the form of receivables. SMEs face not only
delay in payments but also face the risk of default
from their buyers. With this backdrop, RBI launched

*Chief Manager, Bank of India.
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this initiative for ensuring the timely realization of bills/
invoices for MSMEs and eliminating credit risk faced
by them. MSMEs as a part of their business, generate
receivables, which on delay in realization lead to
problems for them. TReDs offers an alternative for
these problems by offering a non-cumbersome
process for discounting their bills and invoices. The
other feature of this is that it is an automated process
involving no physical intervention thus reducing cost
in the entire process.

Let us now look in detail at the process involved in
this system.

Participants - There are three parties in TReDS,

1. Suppliers: MSME units that supply either goods
or services to their clients.

2. Buyers: They are the clients of which produce
goods and services from MSMEs. These can
be corporates, public sector undertakings
Government departments, etc.

3. Finances: Include both banks and NBFCs, which
provide invoices/bill discounting.

TReDS acts as a platform for bringing all the
participants for facilitating the financing of receivables.

Process Flow - Following steps are involved in a
typical transaction on TReDs:

1. MSME seller, based on the purchase order of
the buyer, delivers goods accompanied with
the invoice. The transaction may involve a bill of
exchange depending upon the trade practices
between the two parties.

2. The seller creates a factoring unit which is an
acronym for details of invoices/bills of exchange
on the platform.

3. Acceptance of the factoring unit by the buyer.

4. Bidding for discounting of invoices/bills by the
financers.

5. Payment is released by the financers to the
seller based on mutually acceptable terms. The
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transaction gets completed by payment from the
buyer on the due date.

Delivery of goods
by the Seller

Creation of
Factorlng Unit (FU)

Blddlng by the
Fmancers

Acceptance of FU by
the Buyer

Release of payments by
financer to the seller

TReDS offers a win-win proposition to all the
participants as enumerated below.

Sellers - TReDS offers a number of benefits to the
sellers like it reduce dependency on a single financer.
The seller can get the best bid for their bill through
competitive price discovery without recourse to them.
The administrative cost for bill realization is also
reduced. The seller can also manage their liquidity
and operations efficiently.

Buyers - Through TReDS, buyers can negotiate with
vendors efficiently. Thus, reducing the cost of input
for buyers. TReDS ensure better cash management
for buyers also through an extended credit period.
Buyers also get uninterrupted supplies by ensuring
cash flow to vendors.

Financers - Apart from aiding to the achievement of
priority sector lending targets, financers can acquire
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new customers at a low cost through TReDS. Relying
on KYC through the automotive process, the platform
reduces operation costs for banks.

To sum up, TReDS offers advantages to all participants
by bringing transparency to the whole process.
Through its paperless and hassle-free operations, it
also offers a cost advantage to all participants.

Presently three players RXIL, M1Exchange and
Invoicemart are operating TReDS and providing
discounting of receivables to MSMEs. All registered
companies with turnover exceeding Rs. 500 crores
and all CPSEs are now mandated to onboard the
TReDS platform as per the directions of Ministry of
MSME. As per Annual report of Ministry of MSME for
the year 2021-22, 21,643 companies have registered
on the TReDS platform.

GeM Portal - Government e-Marketplace was
launched by the Ministry of Commerce on the 9™ of
August, 2016 for facilitating the procurement of goods
and services by Government organizations. It was
launched to eliminate deficiencies in the procurement
process through integrating different guidelines,
thus bringing transparency to the entire process. It
brings sellers, buyers, and service providers on one
platform offering accessibility and wider options
to all participants. GeM also brings consistency
to the procurement process. It seeks to eliminate
malpractices through a fair and open, transparent
& competitive process. Apart from fairness and
openness, another significant characteristic of GeM
is inclusiveness in accepting all Government buyers
and sellers on the same platform.

Features
of
GeM

Accessibility Transparency
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The platform offers distinct advantages to sellers and
buyers which are as under:

Advantages to buyers - It offers ease of buying as it
through wide options for procurement which is difficult
in case of physical process. The other advantage is
efficient procurement through price comparison from
multiple suppliers. GeM in collaboration with banks
offers an integrated system for online transactions.
GeM also assists in monitoring by maintaining data of
suppliers and payments.

Advantages to sellers - MSMEs get direct access
to Government departments which is cumbersome
otherwise. The suppliers get access to a wide
market. GeM offers special provisions for MSMEs
and start-ups, thus fostering entrepreneurship. It
promotes MSME business by allocation of mandatory
targets for procurement from the GeM portal to all
Government departments and CPSE (Central Public
Sector Enterprises). It offers transparency to sellers
as they are given reasons for rejections on the portal.
The sellers can offer dynamic pricing as it can change
based on market conditions.

Tools - GeM offers these advantages through the
following tools:

a) E-bidding - Buyers make electronic bids for
goods and services full.

b) Reverse e-auction sellers make an electronic bid
for goods and services which they are willing to
provide.

c) Demand aggregation - It allows Government
departments to aggregate demand leading to
efficiency in procurement. Buyers can negotiate
better through the economics of scale.

d) Tracking of Payments - Apart from special
provisions mentioned earlier, the platform
ensures timely payment to MSMEs through
tracking of payments.

According to GeM portal, 75,6160 MSME sellers
and service providers have on boarded the portal
contributing to 56.59% of the order value as on
01-03-2022.
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MSME Sambandh - While GeM is a portal for
facilitating procurement from MSMEs, Sambandh
is a public procurement monitoring portal. It was
launched on the 8" of December, 2017 by the
Central Government for monitoring progress against
mandatory targets allotted to all Government
departments and PSEs. Public procurement policy
mandates 25% of annual procurement either of
goods or services from MSMEs by Central Ministries,
departments CPSE including 4% from MSME owned
by SC/ST & and 3% from those owned by women
entrepreneurs. The portal shares factsheets on public
procurement by the Government departments and
CPSEs. As per Department of MSME, procurement
from MSMEs under Sambandh has reached
Rs. 34,145.58 crores benefiting 1,58,008 MSMEs, as
on 01-03-2022.

MSME Samadhan - One of the critical issues faced
by MSMEs is a delay in payments for goods and
services rendered by them. According to the MSMED
Act of 2006, buyers have to make payments to MSMEs
within 45 days of acceptance, else they have to pay
interest to the supplier. The buyer is liable to pay
compound interest with monthly rests at three times
the Bank Rate as notified by RBI on the due amount.
For providing a platform for complaints, MSME
Samadhan was launched by Ministry of MSME on
30" October, 2017. Once the complaint is filed online
it is automatically registered with MSEFC (Micro and
Small Enterprises Facilitation Council) after 15 days
of filing. MSEFC is established by State/UT which
undertakes action on the application registered on the
portal. To summarize, this initiative of the Government
for MSMEs, acts for dealing with the issue of delayed
payments of the MSMEs. As per the Department of
MSME, 10,156 applications are mutually settled and
13,342 cases disposed by MSEFC as on 01-03-2022.

Other initiatives - The other initiative of the
Government includes ‘My MSME and ‘MSME
Sampark’.
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My MSME - It is basically an information portal that
gives MSME access to various mobile apps and links
useful for MSMEs.

MSME Sampark - Launched on 27" of June, 2004, it
is a job portal that seeks to match the requirements
of job seekers and job providers. The job seekers
are trainees/students of MSME technologies centers
across India. The recruiters are mostly MSMEs and
reputed national and multinational companies.

Conclusion

MSME is an important sector that helps in the
growth and development of the economy through
employment generation and job creation. Realizing
its importance, this sector was included in the
priority sector for giving a fillip to lending to this
sector. Although, there is no doubt about the
importance of the sector yet MSMEs face a lot
of challenges as a part of their business. These
range from the availability of finance, markets
accessibility, complaint resolution framework to
access to Government departments. Their problems
have multiplied during COVID-19 for which the
Government has initiated several remedial measures
for overcoming this situation. For the problems
mentioned above, Government has launched many
initiatives particularly through the digital medium
which becomes essential even more during this post
COVID era. Digital initiatives offer ease of operation,
fairness, and faster delivery. These initiatives range
from improving cash flow to complaint resolution
mechanisms for MSMEs. TReDS, as discussed
earlier, can help MSMEs in managing their finance
efficiently. Another big issue faced by this sector is
finding a suitable marketplace for their product. GeM
opens the doors to a Government market which
is difficult to access otherwise. A similar measure
to improve market access is MSME Sambandh,
which monitors public procurement by Government
departments and CPSEs. MSME Samadhan was
launched to assist complaint resolution for issues
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related to MSMEs. There are other digital initiatives 4.
like My MSME and MSME Sampark which though
very simple in concept can be very useful for MSMEs.

The essence of these initiatives can be captured in
words of N. Chandrasekharan, Chairman, Tata Sons
who said “Going digital is no longer an option, itis 5.
the default”.

References

1. https://m.rbi.org.in/scripts/FAQView.
aspx?ld=132, accessed on 19-11-2021

2. https://www.bankofindia.co.in/PageMenuDocs/ 4
TReDs.pdf,accessed on 19-11-2021

3. https://www.m1xchange.com/treds.php#,
accessed on 21-11-2021

https://economictimes.indiatimes.com/small-
biz/sme-sector/gem-taking-steps-to-onboard-
products-of-msmes-craftsman-weavers-shgs/
articleshow/76260866.cms?from=mdr,accessed
on26-12-2021.

https://msme.gov.in/information-technology-
leading-path-indian-msmes-march-champions,
accessed on 26-12-2021.

https://msme.gov.in/sites/default/files/MSME-
ANNUAL-REPORT-ENGLISH%202020-21.pdf,
accessed on 25-12-2021

https://www.lexology.com/library/detail.
aspx?g=976147e0-15f2-44ee-b8eb-
58387d554cfe, accessed on 28-02-2022.

v

BANK QUEST THEMES

The themes for “Bank Quest” are identified as:

o o & 0D

1. April - June, 2022: Embedding ESG (Environmental, Social and Governance) into Banks’ strategy
July - September, 2022: Fintech challenges for Banking Industry

October - December, 2022: Growing importance of co-lending in Financial Intermediation
January - March, 2023: Increased footprints of Financial Planning and Wealth Management

April - June, 2023: Competence based Human Resources Management in Banks

July - September, 2023: Digital disruption - Challenges and Opportunities

Bank Quest Articles - Honorarium for the Contributors

o. |Particulars

Honorarium Payable

Invited Articles

%7000

Walk-in Articles

34000

Book Review

31000

AN =22

Legal Decisions Affecting Bankers

31000
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Introduction

The benefits of women’s economic participation are
well documented. Globally, women are regarded
as next emerging economy constituting the ‘Third
Billion’ (Boozand Co, 2012). The study has placed
India at 115" rank out of 128 countries surveyed. India
was categorized as ‘at the starting gate’ as against
Argentina, Brazil, Germany, Italy, South Africa, and
USA who are categorized as ‘on path to success’.
China described as ‘having its own path’ whereas
Japan as ‘taking the right steps’. MENA (Middle East
and North Africa) countries were with India being
categorized as ‘at the starting gate’.

According to Gender Gap Report of World Economic
Forum (2021), India ranked at 140™ position (out of 156
countries surveyed), as against 112" in 2020. India’s
rating continued to decline. The Female Labour Force
participation rate declined to an all-time low of 16.1%
in 2021, as against 28% in 2018. This picture of India
was despite increasing higher education rate for
women in the country both technical and professional
(Pande and Moore, 2015).

The need for empirical career research that explore
the career enactment in non-western under-studied
national contexts have been emphasized by career
scholars from time to time (Counsell 2002; Dany 2003;
Pringle and Mallon 2003; Mayhorfer 2003; Bartaram
2008; Sullivan and Baruch 2009; ltuma et al 2011;
Dries and Verbruggen, 2012). The empirical evidence

Career Progression of Indian Women Bank
Managers: Role of Preference

pertaining to managerial career patterns in particular
have been limited (Vikenburg and Weber, 2012) when
it relates to women managers’ career progression
patterns in non-western context. “2 women per 100
economically active men take administrative and
managerial positions in India”. (Koshal et al., 2006).
The current study attends to this important knowledge
gap by empirically exploring career progression of
women managers in Indian banking context.

Last decade witnessed breaking of glass ceiling
in Indian banking sector by women managers who
reached the CEO position in various Public and
Private sector banks in India. Banking sector in India
was recognized not only as a respectable and safe
place for women to work, but also providing adequate
support and training to enable them to take on higher
responsibilities and build a career (CSR Report, 2009;
Nagvi, 2011; Sachdeva, 2014; Mockbank, 2016).As
per Career Preference Theory, the perceived person
environment fit should lead to more positive career
outcomes like career advancement and satisfaction
(Kossek et al., 2017).However, the ‘gendered regime’
(Acker, 1994), or the ‘Inequality regime’ (Acker, 2009)
persisted in Indian banks leading to a few women
rising up in banking career, while a majority cluster at
lower levels in spite of the industry’s favourableness
to women.

In this paper, we report findings of a research study
undertaken to explore factors impacting career

*Associate Professor, XIM University, Bhubaneshwar.
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progression of women managers in Indian Public
Sector Banks. Secondly, looking at the progression
data, we also tried to find out the role of individual
factors like Preference of women on their career
progression. The studies on individual preference of
women were very rare and almost nil in banking sector.
The purpose was to explore the role of Preference
impacting career progression decisions of Indian
women bank managers. Additionally, the indirect
impact was also studied to explore moderating role
of preference, if any, in career propellers and career
progressionrelationship. The bank career progression
of women managers is indicated by promotion from
level to level. The meaning of career progression
here is synonymous with vertical movement from one
level to another. The policy of promotion was gender
neutral. The promotion path in the banking sector
was hierarchical as represented by Figure-1.

Figure - 1: The Promotion Path in Banks.

JIMG
CLERKS

i,

Source: Compiled by author from internal documents
of the banks

Legends: JMG (Junior Management), MMG-JR
(Middle Management Junior), MMGS-HR (Middle
Management Higher), SMG (Senior Management
Grade) TEGS (Top Executive Grade)
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Bank provides for a promotion policy whereby, one
was eligible for promotion to next level every 3/4
years. They have to go through a selection process
to establish merit. On an average, if a person is
promoted at regular intervals, one should reach the
Top Executive Grade (TEG) in 20 years. If a woman
gets promoted to managerial cadre, then she
would need six promotions in total to reach the Top
Executive Grade. If the woman joins directly as an
officer in junior management grade, then she needs
five promotions to reach the top management grade.
The study focuses on hierarchical progression of
women managers from junior to senior level step by
step.

The paper begins by providing a review of the
literature. After introducing our research methodology
and methods, the findings are outlined and discussed.

The Constructs
Career Progression

Career progression has traditionally been viewed as
the advancement through the hierarchical structures
of a single organization, associated with increasing
recognition, compensation and status in organization
and society (Ballout, 2009; Visagie and Koekemoer,
2014). Indian Public sector banks have a hierarchical
structure and career progression is defined by
promotion from lower to higher levels. Promotion as
upward mobility has been recognized as a unique
objective measure of career success (Thomas et al.,
2005) on the basis of empirical findings (Dries and
Verbruggen 2012, Clarke 2013). For this study career
progression has been defined as vertical promotion
of women managers involving sequential transition
from junior to top levels. (Siebert et al 2001).The
number of promotions attained vis-a-vis number of
years in the managerial cadre is a measure of career
progression in the bank. Longer the duration, slower
the career progression.
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Propellers

Empirical evidence suggest the supportive policy
measures and initiatives taken by organizations,
facilitate career progression of women. Rath et al’s
(2016, 156) construct of ‘Propellers’ included all
such factors making positive interventions for career
progression of women managers.Rath et al (2019, 28)
further argues that the career propellers were present
at all levels in banks. But women managers have to
trade through the path like a labyrinth negotiating
between propellers and preventers at each level. The
main propellers identified by them in Indian banks
were managerial aspiration and competence, family
support, support and recognition by superiors, HR
policies, management development and training.
These factors push the women managers to take up
promotion but do not actually translate into career
progression in all deserving cases.

Preference

Hakim’s(2000) preference theory which divided
women into three groups of work centered, home
centered and adaptive women, were in the context of
continuing pay gap and occupational segregation. It
did not discuss segregation from career progression
perspective. Individual preference of women has not
been discussed.

Few studies faintly indicated preference factors
underlying women’s career progression. Some
studied needs and choices of women, some re-
evaluation oflife priorities at various stages and some
pointed out self-limiting practices by women (Rath
et al, 2016; Kossek et al.,2017). Career preference
perspective focused on person-environment fit
theories cited merit-based selection, pay parity,
gender equal HR policies and social status in Indian
Banking sector establishing person-environment fit
for women. But there also, they stagnate at lower
levels.

Building upon these research gaps ‘Preference’
here was coined as a subjective construct to explain
individual orientation of women bank managers

40 January - March, 2022

towards career progression. While posting individual
preference as a construct we draw from Rath et al’s
(2016, 156) concept of preference. In doing so we
argue that women’s preference plays an important
role in career progression of women managers.
Career literature can gain from exploring the role of
individual preference in Indian context and in specific
industry (Banking Sector) to better understand the
perspective of Indian Women Bank Managers.

The present paper sought first to explore the career
preference of Indian women bank managers as
predictors of career progression. It also explored
the impact of high or low preference for career
progression on career propellers.

Methodology

A 45 items questionnaire was distributed through
email to a sample of 1000 woman managers (10
percent of the population) from public sector banks
throughout India. A purposive sampling method was
followed taking a woman only sample. A total of 568
valid responses complete in all respects were retained
as data for analysis purpose.

Internal consistency evidenced by Cronbach’s alpha
for the scale was 0.81, well above the acceptable
level of 0.70 (Nunally 1978, 245). Exploratory Factor
Analysis (EFA) using SPSS 22 was done to identify
factors in the bank using Kaiser’s criterion and
varimax rotation. Factor analysis was a method of
data reduction. Factors were identified on the basis
of factor loadings and variables explained by them.
Factor analysis was done to reduce variables into a
number of factors explaining variables with significant
factor loadings through principal components
analysis. The questionnaire had 30 items containing
factors propelling career progression (Propellers) and
15 items to explore preferences of women managers.
All the items were subjected to a descriptive analysis
showing mean and standard deviation of each item
on the data set. A descriptive statistic of the same was
given below (Table-1).
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Table 1: Descriptive statistics of Propellers and Preference

obligations

1 | regard myself as equally competent as men 4.77 .550
2 My professional aspirations are high 4.37 775
3 I look for mentors to guide me 3.88 .969
4 Informal networking helps my career growth 3.12 1.262
5 Supportive colleagues/peers help me in career growth 3.98 .878
6 Organization encourages by giving me challenging assignments 3.87 .948
7 | build my skill to enhance competence 4.58 .607
8 | am ambitious to reach higher levels 4.31 .846
9 | prefer organization to provide me with formal mentoring 4.20 713
10 |l acknowledge supportive colleagues 3.88 1.067
11 Organizational training enables women to handle higher assignments 3.33 1.164
12 |l am prepared to work harder to prove my ability 4.41 787
13 | Availability of Family caregiver is a great enabler for my career growth 4.25 .829
14 | Supportive superiors have acted like mentors 4.01 .907
15 | Supportive superiors boosted my confidence to take up promotion 4.11 .799
16 | HR policy of organization is fair and gives equal opportunity to grow 3.63 1.196
17 | | try to outperform others 3.44 1.223
18 |l would like to be in a position of greater influence in next five years 4.31 .798
19 | Informal mentors helped build my skills 3.96 .908
20 | Networking helped me build social skills helping promotion 3.29 1.236
21 Organisation helps me in career planning 3.46 1.031
22 | Advanced education enables my career growth 415 .831
23 | I have planned for my career growth 3.69 1.029
24 | Family care measures encourages my promotion 4.22 .962
25 | E-learning is an enabler for me 413 .812
26 | |take up challenging roles to build my capacity 4.12 .749
27 | Supportive spouse enables me for career growth 4.46 .789
28 | Mentoring as enabler for my career growth 412 797
29 |Informal networking gives me access to power relationships enabling| 3.58 1.077
promotion
30 | Compensation policy of equal pay for equal work encourages my promotion | 3.98 .949
31 | consider competing priorities affecting career growth 419 .800
32 | Itake up promotion if does not disturb family life 4.23 .980
33 |l avoid training due to family responsibilities 2.76 1.340
34 | | prefer an organization that integrates multiple roles of women 4.31 .739
35 | | would rather take care of education of children than promotion 3.01 1.274
36 || prefer an organization that respects & gives equal importance to my family | 4.20 .803
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37 || prefer to be promoted on merit 4.71 .649
38 |l would rather take care of dependents than promotion 3.16 1.221
39 | Culture of presenteeism discourages promotion 3.18 972
40 || prefer a Woman mentor 3.00 1.090
41 || prefer family time to networking 3.66 1.098
42 || prefer promotion if transfer is not mandatory 3.60 1.163
43 || prefer a balanced life to top management position 4.20 .811
44 | | prefer Special Programme for women 3.25 1.134
45 || don’t prefer a leadership style comfortable to men 3.11 1.223

Source: Questionnaire developed by author. Table based on research work done by the author

The above items were subjected to exploratory factor
analysis to arrive at a smaller number of factors using
varimax rotation. Secondly a Standard multiple linear
regression using the enter method was conducted
by SPSS 22 to assess if the independent variables
predict the dependent variable.

So, the methodology used for data analysis were a
combination of descriptive analysis, factor analysis
and multiple linear regression to explore the factors
and explaining the causal relationship between
independent (Propellers, Preference) and dependent
variable (Career Progression) and also the role of
preference as a moderator.

Results & Discussion

The results of exploratory factor analysis identified
two main factors named as “Propellers” and
“Preference”. Under Propellers we have eight
factors that support career progression of women
i.e., Managerial aspirations, organizational policies,
Competence, Mentoring, Networking, learning &
development opportunities, supportive superiors
and Family support. The Rotated Component Matrix
table for Propellers with factor loadings of each factor
was shown in Table 3 below. Similar items were
consolidated together to form a factor based on
factor loading.

Table 3: Rotated Component Matrix (Propellers)

Item no. 1 2 3 4 5 6 7 8
1 .504 .040 -.099 -.148 -.193 .078 .106 .008
2 .668 .143 .074 .105 -.071 .030 -.115 .062
8 .756 141 .106 .074 .168 -117 -.014 -.090
18 .633 -.063 .229 .011 21 .134 -.093 .242
23 .520 371 .300 -.015 .318 -.122 -.149 -.013
6 191 .639 -.016 .260 .019 272 -.027 -177
11 -.072 .617 .058 .218 -.176 .026 110 .328
16 .025 .694 -.036 -.185 .085 .091 .001 109
21 176 770 .071 -.002 -.011 -.002 .074 -.074
30 .028 .601 174 -.101 .151 .049 -.193 .189
7 -.105 -.032 .598 .368 .018 170 .002 A71
12 373 .050 511 -.133 -.012 .014 .145 .338
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Item no. 1 p 3 4 5 6 7 8
17 171 .035 -.624. .105 .239 -.059 240 -.022
26 .262 .293 .561 .237 -.004 -.021 .108 .044

3 116 -.019 .146 .504 .394 -.125 .392 124
9 374 -.202 .149 .541 .239 -.095 .166 -.145
19 -.019 .004 .384 .586 222 .022 .027 .045
28 107 -.055 .191 .540 .378 .336 -.031 .085
4 -.183 -.057 .019 .316 .542 -.037 .308 .108
20 .095 .163 .084 -.017 .767 .041 -.041 -.116
29 .031 -.015 -.072 -.079 .689 174 -.204 .077
5 .082 170 .093 .128 .102 .761 .133 -.118
10 -.265 113 -.001 124 -172 .673 .098 .041

14 .104 .064 .080 .016 -175 774 .123 77
15 .013 433 .085 .007 .118 .608 .028 -.157
22 311 .190 .196 -.096 .067 .152 .554 137
25 .001 .220 -.162 -.061 .316 -.050 .514 .078
13 -.116 -.316 -.216 .065 .204 131 -.006 .595
24 -.057 -.050 -.007 .027 .099 .006 -.064 .795
27 .206 .049 .126 .006 .166 211 -.243 .566

Source: Based on research work done by the author

Factor 1 - includes item 1,2,8,18,23 and named as Table - 4: Rotated Component Matrix (Preference)

Managerial Aspiration (MA)

Factor 2 - includes items 6, 11,16,21,30 and named
as Organizational Policies (OP)

Factor 3 - includes items 7,12,17,26 and named as
Competence (CMP)

Factor 4 - includes items 3,9,19,28and named as
Mentoring (MNT)

Factor 5 - includes 4,20,29 and named as
Networking (NW)

Factor 6 - includes items 5,10,14,15 and named as
Supportive Superiors (SS)

Factor 7 - includes items 22, 25 and named as
Learning & Development (LD)

Factor 8 - includes 13,24,27 and named as Family
Support (FS)

Preference items were also reduced to 3 factors as
shown in the following Table - 4.

Components
Items
31 .700 -.258 A27
32 .548 .296 -.029
33 -.634 -.176 -.079
35 .790 274 -.061
38 757 .241 -.135
41 .586 .207 .046
43 .503 -.073 489
39 242 .583 -.291
40 142 .567 .136
42 409 .529 -.049
44 .306 .514 -.141
45 -.295 -.541 .011
34 -.041 222 .691
36 -.014 -.043 -.588
37 -.002 -.140 725

Source: Based on research work done by the author
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The factors extracted were detailed below along with

the items included in each factor:

Mean

Table-5 F Statistics Table for Propellers, R?: .167

Sum of Squares  df s Sig.
Factor 1 | Priority to Family | (items 56, 57, 58, quare
(PF) 60, 63, 66,68) 84.321 8 10.540 4.837 |.000°
Factor 2 | Women Friendly | (items 64, 65, 67, 1218.179 559 [2.179
Policies (WFP) 69, 70) 1302.500 567
Fact D it 1,62
actor 3 O:Zaar:izati on (DO) (items 59,61,62) Source: Based on research work done by author
Once the factors were identified multiple linear  Table-6 F Statistics Table for Preference R?: .07

regression were administered. Both Propellers
and Preference factors were regressed separately
to find out their impact on career progression. To
understand the impact better, age and experience
of respondents were controlled in the experiment as
they were known to impact career progression to a
great extent. Propellers were found to be significantly
related to career progression (Table-5) with R? value
of 17 percent. But Preference factors did not show
any significant relationship with career progression
of women managers (Table 6) with R? value of .07
only which was not significantly related to career
progression.

Sum of

Squares

1 | Regression | 6.139 3 2.046 .890 | .446°
Residual 1296.361 | 564 | 2.299
Total 1302.500 | 567

Source: Based on research work done by the author

The result had shown direct and positive relationship
of Propellers in predicting career progression. Taking
into account the slow progression of women in spite of
organizational propellers existing in the policies and
practices of the bank, researchers further explored
the moderating relationship between preference and
propellers in predicting career progression. Table 7
summarizes the result of moderator analysis.

Table 7: Hierarchical regression results for effects Preference for Career Progression

Career Progression

Variables Model | Model Il Model Ill

B SE B SE B SE
Step 1
Age -0.14* 0.04 -0.14 0.04 -0.14 0.04
Experience 0.57** 0.05 0.56* 0.05 0.56** 0.05
Step 2: Main effects
Propellers (PPL) 0.19* 0.04 0.19* 0.04
Preferences (PRF) 0.06 0.12 0.06 0.12
Step 3: Interaction effects
PPL * PRF 0.17** 0.06
R? 0.62** 0.69** 0.74**
AR? 0.06** 0.05**

*p < 0.05, **p < 0.01; n = 568**:
Source: Based on research work done by the author
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The control variables were entered first in Model 1,
the main effect variables entered after that in Model
I and finally the interaction term were entered
to test the moderating effect. Model 1 in table 7
shows the impact of controlled variables age and
experience. Both show significant relationship with
career progression. Work experience emerged
to strongly predict the outcome variable (Career
progression) as shown in all models of the study.
Age was significantly and negatively related to career
progression suggesting a differential promotion rate
for younger and older women. Both Work experience
and Age were controlled while testing moderating role
of preference. Model Il included main effect variables:
“propellers” and “preferences”. Propellers showed
direct significant relationship with career progression
((B 0.19, p < .05) whereas preference did not exhibit
direct significant relationship (8 0.06, p.> .05). As
shown in Model 3 (Table 7) which included interaction
effect between Propellers (PPL) and Preference (PRF),
there was significant interaction between Preference
and Career Propellers for Career Progression (3 0.17,
p < .01) that explained variance in the model beyond
main effects (AR2? 0.05, p < 0.01).

Interaction was further analysed with the help of
simple slope analysis in Figure-Il (Jose, 2013) taking
into consideration high (one standard deviation
above the mean) and low (one standard deviation
below the mean) levels of moderator. It was found
that there was a positive relationship between Career
Propellers and Career Progression at high level of
preference. At lower level of preference, Propellers
were not significant to career progression of women
managers in Indian public sector banks.

Conclusion and Practical Implications

Factors propelling career progression of women
managers in an organization were important as they
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help develop competent managers who lead the
organization at different levels. Career propellers were
found to predict career progression for Indian women
bank managers. These findings supported earlier
findings (Ragins & Sundstrom, 1989; Morrison et al,
1992; Becker, 1993; Metz & Tharenou, 2001; Moro &
Norman, 2003; Becker, 2009; Sunder & Kumar, 2012;
Sachdeva, 2014). The study also empirically examined
the moderating role of Preference on career propellers
predicting career progression. The factor of women
managers’ Preference has been hitherto unexplored
factor in Indian context that highlighted Indian women
bank managers’ perspective towards promotion and
progression. The results of this research established
that high preference for promotion strengthens the
force of propelling factors and might translate into
actual promotion whereas, low preference might not
result in actual promotion. Preference as a factor
might determine career progression by weakening
the impact of organizational policies and practices
aimed at encouraging women to take up higher
responsibilities and progress in their careers majority
of women clustered at low level, low preference might
be one of the factors leading to no or slow career
progression evenwhen organizational propellersinthe

Figure-ll: Relationship between Career Propellers
and Career Progression at high and low levels of
Preference.
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form of career encouragement through family friendly
policies and practices were available. One/two women
having managerial aspiration and competence with
high preference for career progression may be able
to address the challenges and avail of the promotion
opportunities. Whereas in case others with low
preference for career progression, women managers
may self limit and opt out of the promotion process.
The results of the study provided valuable insights on
women managers’ career progression by suggesting
that women managers having strong preference for
career progression would progress in their career by
availing of the facilities available for the same.

This study had further contributed by investigating
the phenomenon of underutilization of female talent
with the help of the constructs; ‘Propellers’ and
‘Preference’. This also added a new perspective to
the Work-Life Balance (WLB) research.

Indian Women Managers evaluate the pros and
cons of their career progression decisions as per
their preferences situated in context and may accept
promotion or resort to self-limiting practices. The
result affirms Lewis and Simpson’s (2017, 128)
reinterpretation of Hakim’s theory as generating a
newly constructed female subject who consistently
enacts and mobilizes narratives of choice and
autonomy to account for twists and turns of her life’s
story in relation to work. It was in line with Rath et
al’'s (2019) labyrinth approach through which they
argued that women negotiate between propellers
and preventers at each stage of their career. They
may show low preference for progression at certain
stages and high preference at certain other stages
of life. However, the number of women showing high
preference to promotion reduces as they grow up
in the ladder and becomes lower when it comes to
senior and top management. It was necessary to
understand their preference at different stages of
their career and be guided accordingly while making
changes in policies and practices to encourage them
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to have high preference towards career progression
throughout their organizational life.

To sum up, this study may help employers understand
slow career progression of women managers from
the perspective of preference-propeller connection
and take appropriate steps to change the scenario.
It may help organizations to adopt an integrative
approach taking into account various roles played by
women in family and society so that deserving and
talented women are not left behind.

Limitations and Direction for Future Research

The research was based on a sample of women only
respondents. The sample may further include male
managers to have a comparative understanding of
male and female perspectives. The study population
was from the banking context. This may further be
expanded to include other sectors. Further research
may also explore individual differences among
women as regards their preference.
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= Prakhar Galaw*

Bank of Baroda

Vs.
M/s. Karwar Trading
Company and Anr.

Appellants

Respondents

Supreme Court
Bench Strength : 2

Bench Justice M. R. Shah &
Justice Sanjiv Khanna
Citation CA No. 363 of 2022

Relevant Provision of Law

Section 13(2), 13(4), 13(8) and 14 of the Securitization
and Reconstruction of Financial Assets and
Enforcement of Security Interest Act, 2002.

Issue

Whether the borrower can be discharged of his
liability to pay the entire amount as demanded by
the bank under section 13 (2) of SARFAESI Act, if the
borrower is willing and ready to pay the highest bid
price or reserve price in the public auction.

Brief Facts of the Case

The appellant bank granted a term loan of Rs. 100
lakh and a cash credit limit of Rs. 95 lakh to the
respondent company against mortgage of two
properties one of which was an industrial plot and the
other being a residential property. The respondent
borrower failed to pay equated monthly instalment
on time as per the terms and conditions of the loan

Legal Decisions Affecting Bankers

agreement, thereby the account of the borrower was
classified as Non-Performing Asset on 31.10.2012.
The appellant bank then initiated recovery
proceedings against respondent borrower, and
served the borrower a demand notice under section
13(2) of Rs.1,85,37,218.80/- after which the appellant
bank took symbolic possession of the mortgaged
properties on 22.08.2013 under section 13(4) of the
Securitization and Reconstruction of Financial Assets
and Enforcement of Security Interest Act, 2002
hereinafter referred to as “the Act”, notice of which
was also served to the borrower. The appellant bank
then filed an application for recovery under section 14
of the Act, in the debt recovery tribunal the matter was
heard by the tribunal and the recovery application of
bank was allowed and their prayer to take possession
of the mortgaged properties was allowed with the
help of police force. The appellant bank with the aid
of police took possession of the housing property on
25.11.2013. The appellant bank then put the property
for public auction sale on 16.12.2013 the reserve price
of which was Rs. 48.65 lakh. The respondent borrower
challenged the said auction by filing a Securitisation
Application under section 17 of the Act, before the
DRT, Jaipur. The matter was heard by the tribunal at
length and certain interim orders were passed by the
tribunal that if the borrower deposits Rs. 20 lakhs on
20.01.2014 by 12.00 noon, the bank shall accept the
bids but not finalize the bids/confirm the sale of the

*Advocate, High Court of M.P, Principal Seat, Jabalpur.
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secured asset and if the borrower commits default
in payment of balance amount of Rs.28.65 lakhs,
the restraint order shall stand vacated automatically.
The DRT also observed that if the borrower deposits
Rs.48.65 lakhs with the bank on or before 27.01.2014,
the bank shall deliver the possession of the secured
asset along with the original title deeds of the property
in question.

The borrower deposited the said amount of
Rs. 48.65 Lakh. The afore- stated interim orders were
challenged by the bank in DRAT on the following
facts and grounds:

a. That, the bank had received bids upto Rs. 71
Lakh in public auction, and the default amount
was Rs. 1,85,37,218.80/- as per the demand
notice issued by the bank to the borrower. So, if
the borrower wanted to redeem his mortgaged
property, he could only do so by paying the entire
amount as mentioned in the demand notice not
by merely paying the reserve price of Rs. 48.65
Lakh as per the directions of the DRT and the
said directions were against the provisions of
section 13 (8) of the Act.

b. The bank also contended that, if the borrower
was ready and willing to pay the highest bid
amount of Rs. 71 Lakh, the bank may release the
mortgaged property of the borrower, but it would
also not absolve the borrower of his liability
towards the bank as per the demand notice
issued by the bank.

The appeal of the bank got rejected by the DRAT.
The DRAT held that the borrower had already paid
the reserve price of Rs. 48 Lakh. The DRAT also
observed that the bidders who had made bids in
the range of 61 - 71 Lakh have not deposited the
earnest money. Borrower on the contrary was ready
to pay Rs. 71 Lakh to the bank. On following facts

The Journal of Indian Institute of Banking & Finance

and observations the DRAT dismissed the appeal of
the bank. Aggrieved by the orders of the DRAT, the
bank preferred an appeal before the High Court. The
learned single judge of the High Court allowed the
appeal of the bank and dismissed the orders of both
DRAT and DRT, as the same were in contravention of
Section 13(8) of the Act. The orders of the single judge
were then challenged by the borrower in intra-court
appeal before the division bench of the high court.
The bench allowed the said appeal and directed
the bank to release the mortgaged property that is
the residential house with its title deeds in favour of
the borrower, after the borrower further deposits an
amount of Rs. 17 lakh with the bank. Aggrieved by
the orders of the Division bench, the bank preferred
an appeal before the Supreme Court on the following
facts and grounds.

a. That, the intention of the borrower was malafide
from the very beginning as he wanted to
purchase the property in the public auction at
the reserve price. The borrower never wanted
to repay the amount of Rs. 1,85,37,218.80/- as
per the demand notice. Also, just by paying an
amount of Rs. 71 lakh would not absolve the
borrower of his liability as stated in the demand
notice.

b. That, it was misinterpreted/misconceived by the
division bench of the High Court that on payment
of Rs. 71 Lakh by the borrower, the entire liability
of the borrower would be waived off.

c. That, it was contented by the bank that the
amount of Rs. 71 Lakh which was the highest
bid amount was based on the valuation done
in the year 2013-14. The division bench failed
to appreciate such important fact. The division
bench failed to understand the intent behind
the provision mentioned under section 13(8)
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of the Act and had passed an order contrary
to the said provision. The borrower could not
have been discharged by merely paying Rs.
65.65 Lakh as opposed to the demand notice of
Rs. 1,85,37,218.80/-

Observations and Decision

The Supreme Court heard the matter at length and
weighed the contentions and grounds of both the
parties. The impugned order passed by the division
bench of the High Court was a direction to the bank
to release the mortgaged residential property with
its title deeds and discharge the borrower/defaulter
of his entire liability of Rs. 1,85,37,218.80/- as per
the demand notice under section 13(2) of the Act on
payment of Rs. 65.65 lakh, which was the reserve
price of the public auction and an additional amount
of Rs. 17 Lakh.

That, the Supreme Court made following observations
based on the records and the grounds raised by the
counsels of both the parties:

a. That, the action taken by the bank under section
13 and 14 of the Act against the borrower was
just, fair and reasonable. The orders passed by
the DRT in the appeal filed by the borrower under
section 17 of the Act were interim in nature, by
taking a lenient view towards the borrower. The
division bench of the High Court could not have
gone beyond the law as stated under section 13
(8) of the Act to dilute the liability of the borrower
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and discharge him of his liability as per the
demand notice under section 13 (2) of the Act.

b. That, the borrower was not willing and ready to
pay the entire amount of Rs. 1,85,37,218.80/- as
mandated under section 13 (8) of the Act. Thus,
it was open for the appellant bank to put the
mortgaged property in public auction and realise
the maximum outstanding amount through the
sale of the said property. Thus, the directions
passed by the division bench were contrary to
the provisions of section 13(8) of the Act.

c. That, even after the payment of Rs. 65.65 Lakh
the liability of the borrower would have continued,
and borrower could not have been discharged.
Thus, the directions passed by the division
bench directing the bank to accept the amount
of 65.65 lakh only, restoring the possession to
the borrower and returning the title deeds of the
mortgaged property was bad in law.

The Supreme Court allowed the appeal of the bank
and restored the interim orders passed by the DRT
and allowed the bank to go forward with public
auction of the mortgaged residential property. And,
also directed the bank to allow the borrower to live
in the residential property till the finalization of the
auction sale, subject to the undertaking to be given
by the borrower that he would not transfer, sell or
alienate the said mortgaged property in the course
of the auction and would give a peaceful possession
after the finalization of auction sale.

(S
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Summary of Macro Research Report
Sustainability of Cashless Banking in Unorganized Retail Sector:
A Comparative Study of two districts of Telangana
Dr. Archana Srivastava and Dr. Rishi Kumar, BITS-Pilani Hyerabad Campus y

There has been a tremendous effort to financially
integrate the various sections of the society, be it rural,
urban or a semi-urban area. The level of deepening
and integration need much serious attention when it
comes to its implementation in rural or semi-urban
areas where unorganized retail sector dominates.
The literature reveals that although the efforts have
changed the overall transactions mode scenario from
cash to cashless yet there is a lot to be done to gain
the sustainability of the above. The study is focused
on semi-urban areas where the possibility of success
of financial inclusion in terms of cashless economy
would be more as compared to rural areas. The main
aim of the study is to explore the sustainability of
cashless economy drive with two major objectives:
(1) Factors determining the usage of cash or cashless
payment modes and (2) Issues and challenges
faced by the local unorganized sector retailer. The
state under focus for this study is Telangana and the
two districts viz. Nalgonda and Mahbubnagar were
selected for field study, which were the best and the
worst performing districts, respectively, in terms of
CRISIL Inclusix ranks, 2018 which assess the extent
of financial inclusion. The total sample size of the
study is 519 unorganized retailers with permanent/
fixed shops. Our study found that mobile based apps
like Paytm, Googlepay, etc. are far more popular

than any other mode of digital transactions among
the unorganized retailers and the reasons cited for
the same included low transaction costs, easy to
handle and use, aggressive marketing by wallet
companies, no paper documentation or physical
visits for installing mobile based wallets. Further,
the logistic regression analysis of the data showed
that male owners have higher odds of accepting
digital payments as compared to the female. At the
same time, shops with younger owners have higher
odds of using digital payments. As far as shops’
characteristics are concerned, rented shops and
shops with GST registration have higher odds of
accepting digital services for payments. Also, shops
with access to internet as well with stable internet
in their shops have higher odds of accepting digital
payments. From policy point of view, our study
highlights the importance of basic infrastructure like
high internet speed, smooth internet etc. if the usage
of digital payment modes is to be encouraged further.
The results also make a case for better and focused
training for the older generation about the adoption
of the digital modes of payments as they are at an
disadvantage when it comes to using the technology
based modern payment systems.

[0

IIBF releases the “Banking and Finance Yearbook”

IIBF releases the “Banking & Finance Yearbook” updated up to December, 2021. It is a comprehensive digest
of all major developments, trends, expert views and regulatory changes across different verticals in Banking
& Finance domain including the extracts of important speeches rendered by senior officials of RBI, select
articles published in 1IBF’s journal Bank Quest for giving the reader a wholesome reading experience. The
book is available on Amazon both as a paperback and as a Kindle edition. The book will also be available in
the retail outlets of our publisher, M/s Taxmann Publications (Pvt.) Ltd.
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BOOK REVIEW

Price: Rs. 725/-

fewer scrips.
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Reviewed by: Mr. Shaleen Mittal, Manager (Analytics),

stock markets have been a source of awe and curiosity for many in India. The success
of investors and returns in the markets have high\ighted the potential of the markets
to create long term wealth, yet many in India remain skeptical about markets due to
jgnorance and lack of knowledge. The author has demonstrated his wealth of experience
in the financial markets in trying t0 dispel the common misconceptions about stock
investment and shared the toolkit with examples which can encourage nNew investors 10
enter the markets 0 generate wealth and motivate existing investors 10 augment their

knowledge and enhance their risk adjusted returns.

The book consists of WO parts first focusing ON the investing wisdom and second

providing pasic guidance on stock analysis both fundamental and technical.

Chapter 1 clarifies the stock markets as drivers of the economy which allocate capital
efficiently and are regulated, accessible, liquid and wealth generating avenues and
should not be equated with Casinos and lotteries. Chapter 2 explains the evolution of
the stock market in India with regulatory developments, opening of up of economy,
technology improvements etc. which shaped the markets to their current state. Chapter
3 delves ON the irrational pehavior of the investors owing to the natural emotions of
greed and panic in human beings which leads 10 pubbles and collapses and urges the

investors 10 control these urges, set reasonable goals and learn from past experiences.

Chapter 4 guides the investors t0 puild a portfolio depending upon the risk profile and
suggests diversified portfolio for risk averse whereas those having high risk appetite,
knowledge and expertisé can reap bigger profits by concentrating the investment in

Chapter 5 advises investors to cut down on losses for declining stock if the inherent
reasons for 108S are not reversible whereas the author has suggested cost averaging

Book: Stock Market Wisdom
Author: Mr. T.S. Anantharaman, Former Chairman, csSB Bank.
Publisher: Taxmann Publications (P) Lid.

Accenture Solutions Pvt. Ltd.



and enhanced volatility.

but the high PE stocks having higher growth can also

multibagger returns. 1N Chapter 9, author warns not

stock pbounces back.

pet for the investors even though they cause pain to

landscape and regulatory framework.

realities of the current times for success.

friendly as compared 1o peers.

BOOK REVIEW

and buying more such stock if decline is caused by exception

ratio should bé used in conjunction with other factors

In Chapter 8, author suggests that while it is safer to invest

because they aré available at Iow prices but do research on the C

This book’s chapter 10 highlights the impact of short term news on
term investors should not be swayed by price volatility caused by

s‘ngniﬁcantly reduced in the recent years and sustainability of even bl

in Chapter 13, the author discusses the dividends as means to return

selection and suggests that the 1ow PE stocks can be bought from value persp

al/reversible factors.
in Chapter 6, author recommends the buy and hold as a long term strategy put also
suggests 10 observe the adaptability of the stock 10 perform in age of digital disruption

Chapter 7 provides guidance on use of “Price 10 Earning ratio” (PE ratio) for stock

ective

lead to high returns and hence PE

to select stocks.

in large companies, prudent

inclusion of right small and mid-cap companies in the diversified portfolio can yield to

to invest in fallen companies just

ompany’s resilience
and invest when there is risk appetite, free capital and patience to wait till the resilient

stock prices. Long
preaking news but
rather focus on learning from right sources/people and capitalize on such learnings.

The author explains in Chapter 11 that companies with high pricing power are a good

the consumers. However, pricing

January - March, 2022

power is dynamic and should bé re-evaluated periodica\ly due to change in competitive

Chapter 12 brings attention 0 the fact that the life expectancy of companies has been
ue chips has limits.
The buy, hold and forget strategy of the past needs to be reconciled with the changing

shareholder wealth
when a company cannot invest the earnings more proﬁtab\y in growth opportun'\ties
than a shareholder would. However, the companies giving steady/rising dividends while

retaining sufficient profit for growth are also perceived as better managed and investor
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investing in pusiness you

avoiding herd mentality.

BOOK REVIEW
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the company and investors
perception of the company-
return surplus cash 1o shareh
helping management ward of takeover t

unsophisticated investors
matching his/ her risk profile.

their difference in approac

in Chapter 20. Mr. Anantha
and their independent be

allocation pased on age.

tools, while also highlightin

The author explains in Chapter 14, the impact of bonus shares & share split on poth
which do not create wealth put increase stock liquidity and
Chapter 15 delves into share puybacks used as a tool to

olders while maintaining share prices at higher levels and

hreats by corporate raiders. Chapter 16 details

the types & relevance of mutual funds as preferred mechanisms of wealth creation for
with a caveat that the investor should select the right fund

Chapter 17 & 18 explain the essence of value investing and growth investing highiighting
hto assess the company’s potentiai and that both approaches
work notin opposition but compiement each other. In Chapter 19, author shares pearls
of wisdom from iconic investor Mr. Warren Buffett around long investment horizon,
understand and buying at fair price using margin of safety and

raman highlights the difference petween trading and investing
nefits but cautions against mixing the two approaches while
dealing with stocks. Chapter 21 gives practicai advices for investment planning, asset
market timing, rational behavior, penefits of starting early,
awareness about risks and taxes, Government policies, useful investment ratios and
g common pehavioral pitfalls in investing. Chapter 22
deals with identification of multibaggers with examples tips and historic case studies
of multibaggers in Large cap, Mid cap and Small cap companies. In Chapter 23 and
24, author explains the basics of both fundamental and technical analysis as well as
key ratios and charts. Mr Anantharaman also provides guidance on their usé clearly
differentiating the time horizon of investment as the key factor for applying either

fundamental of technical analysis.

Overall, the pook is @ must read for stock market enthusiasts as well as novice investors
and lays @ clear theoretical foundation compiementing it with practicai insights for

investing and benefiting from the Indian stock markets.
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[IBF’s Quarterly Journal, Bank Quest has been included in the UGC CARE list of Journals.
The University Grants Commission (UGC) had established a “Cell for Journals Analysis”
at the Centre for Publication Ethics (CPE), Savitribai Phule Pune University (SPPU) to
create and maintain the UGC-CARE (UGC - Consortium for Academic and Research
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Examination

Medium

Name of the Book

lIBF - PUBLICATION LIST

Edition

Published By

Price (Rs.)

27 | Certificate Examination English Customer Service & Banking 2017 M/s Taxmann Publications | Rs. 525/-
in Customer Service Codes and Standards Pvt. Ltd.
& Banking Codes and
Standards

28 | Certificate Examination in | English IT Security 2016 M/s Taxmann Publications | Rs. 425/-
IT Security Pvt. Ltd.

29 | Certificate Examination English Micro, Small & Medium 2017 M/s Taxmann Publications | Rs. 375/-
in MSME Finance for Enterprises in India Pvt. Ltd.
Bankers

30 | Certificate Examination in | Hindi Anti-Money Laundering & Know 2014 M/s Taxmann Publications | Rs. 245/-
Anti-Money Laundering & Your Customer (Hindi) Pvt. Ltd.
Know Your Customer

31 | Certificate Examination in | English Rural Banking Operation 2017 M/s Taxmann Publications | Rs.545/-
Rural Banking Operation Pvt. Ltd.

32 | Certificate Banking English Compliance in Banks 2017 M/s Taxmann Publications | Rs.1,135/-
Compliance Professional Pvt. Ltd.
Course

33 | Certified Information English Information System for Banks 2017 M/s Taxmann Publications | Rs. 645/-
System Banker Pvt. Ltd.

34 | Certificate Examination English International Trade Finance 2017 M/s Taxmann Publications | Rs. 255/-
in International Trade Pvt. Ltd.
Finance

35 | Diploma Examination in English Treasury, Investment and Risk 2017 M/s Taxmann Publications | Rs. 595/-
Treasury, Investment and Management Pvt. Ltd.
Risk Management

36 | Advance Wealth English Introduction to Financial Planning | 2017 M/s Taxmann Publications | Rs.390/-
ManagementCourse Pvt. Ltd.

37 | Advance Wealth English Risk Analysis, Insurance and 2017 M/s Taxmann Publications | Rs. 240/-
ManagementCourse Retirement Planning Pvt. Ltd.

38 | Advance Wealth English Investment Planning, Tax Planning | 2017 M/s Taxmann Publications | Rs. 420/-
Management Course & Estate Planning Pvt. Ltd.

39 | Certificate Examination in | English Anti-Money Laundering & Know 2017 M/s Macmillan India Ltd. Rs. 325/-
Anti-Money Laundering & Your Customer
Know Your Customer

40 | Certificate Examination English Prevention of Cyber Crimes & 2017 M/s Macmillan India Ltd. Rs. 245/--
in Prevention of Fraud Management
Cyber Crimes & Fraud
Management

41 | Diploma in International | English International Banking Operations | 2017 M/s Macmillan India Ltd. Rs. 285/-
Banking & Finance

42 | Diploma in International | English International Corporate Finance 2017 M/s Macmillan India Ltd. Rs. 290/-
Banking & Finance

43 | Diploma in International | English International Banking-Legal & 2017 M/s Macmillan India Ltd. Rs. 245/-
Banking & Finance Regulatory Aspects

44 | Diploma in Banking English Information Technology, Data 2017 M/s Macmillan India Ltd. Rs. 435/-
Technology Communication & Electronic
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45 | Diploma in Banking English Design, Development & 2017 M/s Macmillan India Ltd. Rs. 338/-
Technology Implementation of Information
System
46 | Diploma in Banking English Security in ElectronicBanking 2017 M/s Macmillan India Ltd. Rs. 314/-
Technology
47 | Diploma in Retail Banking | English Retail Liability Product & Other 2017 M/s Macmillan India Ltd. Rs. 380/-
Related Services
48 | Diploma in Retail Banking | English Retail Assets Product & Other 2017 M/s Macmillan India Ltd. Rs. 360/-
Related Services
49 | Certificate Examination English Foreign Exchange Facilities for 2017 M/s Macmillan India Ltd. Rs. 473/-
in Foreign Exchange Individual
Facilities for Individuals
50 | Certificate Course for English Non-banking Financial Companies | 2017 M/s Taxmann Publications | Rs. 615/-
Non-banking Financial Pvt. Ltd.
Companies
51 | Certified Credit English Banker’s Hand Book on Credit 2018 M/s Taxmann Publications | Rs. 990/-
Professional Management Pvt. Ltd.
52 | Certified Accounting and | English Bankers’ Handbook on Accounting | 2018 M/s Taxmann Publications | Rs. 660/-
Audit Professional Pvt. Ltd.
53 | Certified Accounting and | English Bankers’ Handbook on Auditing 2018 M/s Taxmann Publications | Rs. 750/-
Audit Professional Pvt. Ltd.
54 | Certificate Examination English Small Finance Banks 2018 M/s Taxmann Publications | Rs. 865/-
for Small Finance Banks Pvt. Ltd.
55 | Certificate Examination Hindi Lagu Vittya Bank 2019 M/s Taxmann Publications | Rs. 870/-
for Small Finance Banks Pvt. Ltd.
56 | Certificate Course in English Ethics in Banking 2018 M/s Taxmann Publications | Rs. 475/-
Ethics in Banking Pvt. Ltd.
57 | Certificate Examination English Hand Book on Debt Recovery 2017 M/s Taxmann Publications | Rs 325/-
for Debt Recovery Agents Pvt. Ltd.
/ DRA Tele-callers
58 | Certificate Examination Hindi Hand Book on Debt Recovery 2018 M/s Taxmann Publications | Rs 400/-
for Debt Recovery Agents Pvt. Ltd.
/ DRA Tele-callers
59 | Certificate Examination Tamil Hand Book on Debt Recovery in | 2019 M/s Taxmann Publications | Rs. 470/-
for Debt Recovery Agents Tamil Pvt. Ltd.
/ DRA Tele-callers
60 | Certificate Examination Malayalam | Hand Book on Debt Recovery in | 2009 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Malayalam Pvt. Ltd.
/ DRA Tele-callers
61 | Certificate Examination Bengali Hand Book on Debt Recovery in | 2010 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Bengali Pvt. Ltd.
/ DRA Tele-callers
62 | Certificate Examination Kannada Hand Book on Debt Recovery in | 2010 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Kannada Put. Ltd.
/ DRA Tele-callers
63 | Certificate Examination Assamese Hand Book on Debt Recovery in 2010 M/s Taxmann Publications | Rs. 195/-
for Debt Recovery Agents Assamese Pvt. Ltd.
/ DRA Tele-callers
64 | Certificate Examination Marathi Hand Book on Debt Recovery in | 2019 M/s Taxmann Publications | Rs. 400/-
for Debt Recovery Agents Marathi Pvt. Ltd.
/ DRA Tele-callers
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65 | Certificate Examination English Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 500/-
for Business Facilitators/ Correspondents Pvt. Ltd.
Business Correspondents

66 | Certificate Examination Hindi Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 540/-
for Business Facilitators/ Correspondents in Hindi Pvt. Ltd.
Business Correspondents

67 | Certificate Examination Kannada Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 540/-
for Business Facilitators/ Correspondents in Kannada Pvt. Ltd.
Business Correspondents

68 | Certificate Examination Oriya Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 530/-
for Business Facilitators/ Correspondents in Oriya Pvt. Ltd.
Business Correspondents

69 | Certificate Examination Gujarati Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 500/-
for Business Facilitators/ Correspondents in Gujarati Pvt. Ltd.
Business Correspondents

70 | Certificate Examination Marathi Inclusive Banking: Thro’ Business | 2018 M/s Taxmann Publications | Rs. 475/-
for Business Facilitators/ Correspondents in Marathi Pvt. Ltd.
Business Correspondents

71 | Certificate Examination Bengali Inclusive Growth Thro’ Business 2018 M/s Taxmann Publications | Rs. 540/-
for Business Facilitators/ Correspondents in Bengali Pvt. Ltd.
Business Correspondents

72 | Certificate Examination Telugu Inclusive Growth Thro’ Business 2018 M/s Taxmann Publications | Rs. 570/-
for Business Facilitators/ Correspondents in Telugu Pvt. Ltd.
Business Correspondents

73 | Certificate Examination Tamil Inclusive Banking thro’ Business | 2018 M/s Taxmann Publications | Rs. 730/-
for Business Facilitators/ Correspondents in Tamil Pvt. Ltd.
Business Correspondents

74 | Certificate Examination Assamese Inclusive Banking thro’ Business | 2018 M/s Taxmann Publications | Rs. 520/-
for Business Facilitators/ Correspondents in Assameese Pvt. Ltd.
Business Correspondents

75 | Certificate Examination Malayalam | Inclusive Banking thro’ Business | 2018 M/s Taxmann Publications | Rs. 650/-
for Business Facilitators/ Correspondents in Malayalam Pvt. Ltd.
Business Correspondents

76 | Certificate Examination in | Hindi IT Suraksha (Hindi) 2019 M/s Taxmann Publications | Rs. 400/-
IT Security Pvt. Ltd.

77 | Certificate Examination English Inclusive Banking Thro’ BC 2019 M/s Taxmann Publications | Rs. 345/-
Payments Banks (Payments Banks - English) Pvt. Ltd.

78 | Certificate Examination Hindi Inclusive Banking Thro’ BC 2019 M/s Taxmann Publications | Rs. 345/-
Payments Banks (Payments Banks - Hindi) Pvt. Ltd.

79 | Certificate Course on English Insolvency and Bankruptcy Code | 2020 M/s Taxmann Publications | Rs.400/-
Resolution of Stressed Pvt. Ltd.
Assets with Special
Emphasis on Insolvency
and Bankruptcy code
2016 for Banks

80 | Certificate examination Hindi Rinn Prabandhan Par Banker 2021 M/s Taxmann Publications | Rs.975/-
for Rinn Prabnadhan Par Pustika Pvt. Ltd.
bankers Pustika 2021

81 | Certificate / Diploma English Strategic Management & 2021 M/s Macmillan India Ltd. Rs.450/-
Examination Innovations in Banking




