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editorial

Dr. R. Bhaskaran
Chief Executive Officer,

IIBF, Mumbai

he last two issues of Bank Quest were focused on specific themes viz., 'Business 

Transformation and HR issues' in July-September, 2011 & 'Customer Service' T in October-December, 2011. The current issue carries articles on a variety of subjects 

such as international monetary system, inclusive growth, customer service, recovery of NPA etc. 

The first article in this issue is the text of the lecture delivered by Dr. Andrew Sheng,

Chief Advisor, China Banking Regulatory Commission, China on 'Systemic Thoughts on
ththe International Monetary System' at the 28  Sir Purshotamdas Thakurdas Memorial

Lecture which was organized by the Institute on 16th November, 2011 in Mumbai. Global 

current account imbalances are one of the key macroeconomic imbalances that underlie

the global financial crisis. According to the speaker, global imbalances stems from the

famous 'Triffin Dilemma or paradox', which is basically a theory when a national currency

also serves as an international reserve currency. Hence, it was felt that International

Monetary System must be reformed to create a global reserve currency, where the Net Current 

Account Balance of the world would be zero. Having explained relevant concepts of

possible global credit glut, asset bubbles, shadow banking system and regulatory arbitrage, 

quantitative easing and zero interest policies, Dr. Sheng has finally suggested that a globally 

uniform financial turnover tax (Tobin Tax) and modular currency arrangement will be the 

appropriate remedy for economic disorder than a single unipolar currency arrangement.

The Institute conducts the Annual 'Micro Research Competition' every year. The members

who participate in the competition submit essays covering different facets of banking and

related areas. These essays received from the participants were judged by the Institute's Research 

Advisory Committee comprising of eminent bankers, academicians and economists. In the year 

2011, six articles were awarded prizes. In this issue, three prize winning articles of Micro 

Research Competition, 2011 are featured. 

stThe 1  prize winning article is on 'Financial Literacy : The Key to Inclusive Growth'

by Dr. Suresh Chandra Bihari. The article begins by explaining financial deepening,

concept, scope and importance of financial literacy. The importance of financial literacy

is explained with an example of information asymmetry between the financial intermediary

& the customer and emphasizes the customer protection through financial literacy. The
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paper also covers initiatives around the world in the area of financial literacy and its

impact. Further, the author underlines 'why financial literacy is a must for India?' The

article also covers relationship between financial literacy and financial inclusion, initiatives

of RBI, credit counseling and initiatives by other banks.

nd
The 2  prize winning article is on 'Rural Banking and Innovative Banking Technology & 

Models for Inclusive Growth' by Mr. Tushar Pandey et al. The article explains the need for

rural credit and banking in India and explores obstacles to supply of rural credit and finds 

solution in Innovative Technologies such as ICT (Information and Communication Technology) 

and UID (Unique Identification). The article mentions about the creation of rural community 

interface and financial inclusion through BC model. The authors stress the need to create 

innovative payment systems such as card based and / or mobile based. On the agricultural 

insurance front, the authors talk about the comprehensive approach including credit and risk 

insurance programmes and also share the initiative of YES BANK. The authors advocate for an 

institutional mechanism under the umbrella of e-Governance, regulations relating to ICT 

solutions and use of BC model for greater financial inclusion through technology.

rd
The 3  prize winning article is on 'Smiley Customer Service is one of the mantras to retain the 

customer for lifetime with Bank' by Mr. Kalpesh K. Kulkarni. Customer service is one of the 

important facets for achieving success especially in service organisations like banks. The author 

gives essential tips for great customer service skills and rules for excellent customer service. 

Further, he also mentions various initiatives taken by GOI and RBI to redress the grievances of 

the customer.

Recovery of NPA is on the priority list of any banker and its importance is increasing due to 

burgeoning NPA in Banks. An article on this subject 'SARFAESI Act : Delaying Tactics used by 

the Borrowers' by Mr. Ajit Singh Cheema is also included in this issue. The author in this article 

elaborates on the various delaying tactics adopted by defaulters. This information might be 

useful for bankers to understand these tactics of borrowers and develop their strategies to handle 

such borrowers effectively for recovery. 

This issue carries two book reviews one on 'Financial Inclusion' written by Mr. Sameer Kochhar, 

Mr. R. Chandrasekar, Dr. K. C. Chakrabarty & Mr. Deepak B. Phatak and other on 'Bazaar 

Jokhim Prabandhan' by Mr. Dilip Mehra. We hope that the articles and book reviews would be 

of great use to the readers of Bank Quest.

We welcome your valuable suggestions and feedback for improvement.

(Dr. R. Bhaskaran)



? 1Dr. Andrew Sheng *

1. President, Fung Global Institute, Hong Kong. The author is grateful to Ms. Amanda Palin and Mr. Tong Yee Siong for research assistance in the 

preparation of this paper. All opinions and errors are personal to the author.

2. Kindleberger (1975), p.1.

I am very honoured to be invited by the Indian Institute of 
th Banking and Finance to give the 28 Sir Purshotamdas 

Thakurdas Memorial Lecture in this dynamic city of 

Mumbai. Sir P. T. was a giant figure in Indian banking

and finance, with wide ranging interests in domestic and 

international financial issues, particularly the role of the 

state. He was both a critic of the British colonial system, 

but also a constructive advocate for Indian banking and 

finance.

The IMS and its usual suspects

For what it is worth, I intend to use this occasion to 

undertake a critical but constructive analysis of the 

International Monetary System (IMS) from an emerging 

market perspective. So much has been spoken and 

written about the IMS and Global Imbalances that it is 

worthwhile asking whether I have anything new to add to 

the topic. Subjects like the IMS are dry, highly technical 

and guaranteed to send all to sleep, but I shall try to

keep you entertained by spinning a small detective

tale, something fictional like Inspector Ghote from the 

imagination of the British writer, Mr. Harry Keating, who 

wrote the stories before ever setting foot in India.   

As we all know, the current global financial crisis has 

much to do with the IMS. There are many explanations

of this crisis, but its complexity has puzzled the best

of minds. Like Inspector Ghote, I shall ask some basic 

questions and leave it to you whether my answers are 

pure imagination, plausible or believable.

First, we shall begin with a definition of the IMS, then 

examine what has gone wrong and finally propose some 

tentative solutions.

Systemic Thoughts on the
International Monetary System

The current IMS is a mixed legacy of the US dollar-

based Bretton Woods system devised in 1944 as a

result of the abandonment of the gold standard. It

could be loosely described as the system of rules, 

regulations and institutional structure that serves

three key functions. First, it must provide liquidity

that facilitates trade, investment and transactions in the 

global economy. Second, its smooth function hopefully 

delivers global prosperity, equity and stability. Thirdly,

it exercises discipline in the system, so that countries

or financial sectors would have an orderly exit without 

disturbing global stability.

In other words, the IMS, being financial in nature, must 

serve the real sector. And as we know, as a result of

the unfolding crisis, which began with the US subprime 

mortgage failure and evolved into a European debt and 

banking crisis, both the financial and real sectors remain 

in deep trouble.

As economic historian Charles Kindleberger remarked, 
2international financial crisis is a hardy perennial . Indeed, 

financial crises have become even more frequent and 

more damaging in size since 1971, when the US dollar 

link with gold was abandoned. Clearly, the IMS needs

to be reformed, but we must have a proper diagnosis, 

before we make any prognosis.

The Global Savings Glut Suspect

Like all narratives, we shall begin with the usual

suspects - the first being the Global Imbalance and

the Savings Glut thesis. 

Most speeches and papers on the IMS begins with the 

Global Imbalance, a little like Soduku, since advanced 

special feature

The Journal of Indian Institute of Banking & Finance5 January - March 2012

th28  Sir Purshotamdas Thakurdas
Memorial Lecture, 2011



country current account deficits are arithmetically identical 

to the surpluses that emerging markets are running.

There is also a subsidiary lament how global capital is 

today “flowing uphill”, namely, from the poor emerging 

markets to the rich advanced economies, contrary to the 

expectations that the rich should lend to the poor.

At the heart of the Global Imbalance debate is the 

complaint that the excess savings of the surplus countries 

are flooding the world with liquidity, causing even the 

advanced central banks to lose monetary control. This 
3 began with Ben Bernanke's famous Savings Glut speech 

4in 2005. Mr. Bernanke's latest variant of this thesis  is

to concede that in addition to the first cause “when the 

'rules of the game' of the international monetary system 

…. are either poorly articulated or not observed by key 

countries”, there is a “second, when the financial systems 

of nations receiving strong capital inflows have not been 

up to the task of investing those inflows productively.”

Indeed, the problem with the Global Imbalance stems 

from the famous Triffin Dilemma, defined as the 

inconsistency between the domestic needs of the

reserve currency country and the external needs of the 

world that uses the reserve currency. By definition, since 

the reserve currency issuer has to issue currency to 

provide liquidity to the rest of the world (which may be 

growing faster than the reserve currency country), then

it has to run a current account deficit, which cumulatively 

becomes an unsustainable Global Imbalance.

In short, the reserve currency countries are in a double 

trap. They have to run loose monetary policy to keep 

interest rates low, so that their large fiscal debt will not

run out of control. But their central banks also know that 

exceptionally low interest rates are distorting not only 

global financial markets, they also have very distortive 

impact on their domestic resource allocation.

There are four global reserve currencies, the US dollar, 

the Euro, Sterling and Yen, in which the dollar being the 

dominant currency. These four countries (G4) account 

for 11.7% of world population, but 54.6% of world GDP, 

69.2% of total financial assets (excluding derivatives). 

Indeed, with the exception of Japan, the other reserve 

currency countries conform with the Triffin Dilemma, 

running not only current account deficits, but also a Net 

Foreign Liability position of $6.4 trillion or 20.8% of their 

GDP with the rest of the world.

Table - 1

% of Global Total (2010) G4 - USA, Eurozone, Rest of the

Japan, UK World

Global GDP 54.6% 45.4%

Global Population 11.7% 88.3%

Current Acct deficit (2008) 2.2%

Ex-Japan 3.1%

Net Foreign Liability $3.9 trn

(11% of GDP)

NFA (ex-Japan) $6.4 trn

(20.8% of GDP)

Total Reserves Minus Gold 16.1% 83.9%

Stock Market Capitalisation 56.7% 43.3%

Public Debt Securities 79.6% 20.4%

Private Debt Securities 81.1% 18.9%

Total Debt Securities 80.4% 19.6%

Bank Assets 65.4% 34.6%

Total Financial Assets (TFA) 69.2% 30.8%

TFA / GDP (%) 503.2 270.1

3. Bernanke (2005).

4. Bernanke (2011).

5. IMF Global Financial Stability Reports, Statistical Appendix Table 1 (2003-2010), previously Table-2.

In the run up to the current crisis, which erupted in 2007-

2008, the primary argument for the Global Savings Glut 

was that the savings of the emerging markets were 

invested in the reserve currency countries (primarily the 

US), thus creating downward pressure on interest rates 

and causing them to lose monetary control.

5Using the IMF data on the size of capital markets , I found 

out that the increase in foreign exchange reserves of the 

rest of the world (excluding gold) was $3.9 trillion for the 

period 2002-2007, roughly equivalent to the total current 

account deficits of the US, Eurozone and UK of $4 trillion.

Although the increase in foreign exchange reserves 

looks a large number, we must put the size in 

perspective. Central bankers would know that the

money supply comes from a compilation of the balance 

sheet of the total banking system. Money supply can

be created through an increase in the net foreign assets 
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(net lending to foreigners), net credit to the government 

and net credit to the private sector. Net credit to the 

financial system is netted out to zero, even though gross 

credit is substantial.

Between 2002-2007, global GDP grew by $22.6 trillion. 

Global financial assets (bank assets, stock market 

capitalization and the bond market) grew by $134 trillion, 

nearly 6 times GDP growth. Bank assets growth was 

$55.7 trillion, stock market growth was $42.3 trillion, 

whereas bond market growth was $36.6 trillion. If bank 

assets and bond market growth can be a proxy for growth 

in credit (acknowledging that there is some double-

counting due to bank holding of debt securities), growth 

in credit was roughly $92.3 trillion, larger than the 

increase in foreign exchange reserves by 23 times.

This raises a fundamental question - was the decline in 

long-term bond rates due mainly to emerging market 

purchases of G-4 treasuries, or due to the greater 

purchases by market participants arising from ready 

availability of credit created by the banking system?

This would suggest that the credit glut is substantially 

larger than the net savings glut. We must recognize that 

trade imbalances around the world are inter-temporal 

differences in national savings giving rise to current 

account surpluses and deficits. Since the rest of the 

world is younger and growing faster than the G-4, it is 

natural that there is demand for higher global liquidity, 

imposing through the Triffin Dilemma a structural current 

account deficit on the G-4 (with the exception of Japan). If 

the G-4 central banks admit that they have lost monetary 

control due to the Triffin Dilemma, then it is even more 

urgent that we reform the IMS to create a global reserve 

currency where the Net current account balance of the 

world would be zero.

Global Credit Glut

We now turn to the second suspect, the possibility of

a global credit glut. In my view, there is not yet an all 

encompassing story at this stage, but the micro-analysis 

6and macroeconomic work of Kindleberger, Minsky , 
7 8 9Werner , Turner , Borio  and others have begun to

piece together a picture that is superior in explaining

the puzzle than the savings glut analysis.

In his masterly analysis of international financial crises, 

economic historian Kindelberger highlighted five

stages of crises - displacement, monetary expansion, 
10overtrading, revulsion and discredit .

In hindsight, in the 1980s and the 1990s, there was a 

massive expansion of global trade due to entry into the 

global market of new labour force from previously centrally 

planned economies. The Kindelberger 'displacement' was 

a labour shock from emerging markets that put pressure 

on wages around the world, and with wage growth

being slower than real growth; it was not surprising

that income disparity worsened during this period. The 

combination of growth in productivity from improved 

technology and capital investments, whilst tariffs and tax 

rates were reduced, resulted in little consumer price 

inflation. Global liquidity also pushed interest rates lower, 

especially after 2001.

Furthermore, when interest rates became lower

than real growth rates, in advanced as well as

emerging markets, asset bubbles began to form around 

the world. The financial repression plus the network 

effect of knowledge concentration in the highly skilled 

capitalist class had a wealth and income concentration 

effect. Those who had access to credit and superior 

knowledge had an edge over the poor, since those

who could borrow were effectively being subsidized

by the savings of the poor. The more leveraged credit 

that was being poured into asset markets, the greater

the bubble. Financial transactions also speeded up

when transaction taxes and capital gains taxes were 

removed in many jurisdictions, under the ideology of

free markets.

Because discussions on the IMS tended to focus

on the official architecture and the global imbalance 

6. Minsky (1975) and Minsky (1986).

7. Werner (2005).

8. Turner (2011).

9. Borio and Disyatat (2010).

10. Kindleberger (1978, 1996), page 17.
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issue, there was less attention on key features of the 

global financial industry.

First, finance is a network industry, with features of 

network concentration. There is high concentration of 

financial assets and transactions in a few (now identified 

as 29) Global Systemically Important Financial Institutions 

(G-SIFIs), which together with their important shadow 

banking clients, account for the growth and large volume 

of global foreign exchange, credit and derivative 

businesses. For example, according to US Office of

the Comptroller of Currency data, five of the top US

banks account for 96% of total over-the-counter (OTC) 

derivatives. The top 10 banks in the UK account for 450% 

of UK GDP in asset size.

Second, banking and financial assets are growing in

size because of leverage. Financial assets were only 

108% of GDP in 1980, with global average in 2010 of 

400% and 554% in the case of Europe. The leverage 

ratio of banks have increased substantially from roughly 

4-6 to 1, two centuries ago, to as high as 50 to 1, if below-

the-line leverage is included.

Thirdly, the internationalization of finance accelerated, 

with net capital flows at all time highs to emerging 

markets, and gross inflows have reach 6% of GDP for the 

emerging markets, with more than half of inflows being 
11short-term portfolio flows . Gross flows rose from around 

10 percent of world GDP in 1998 to over 30 percent in 

2007. The bulk of this expansion reflected flows between 
12advanced economies .

Fourthly, advanced country finance has moved towards 

wholesale funding, with more reliance on securitization 

of assets and repos, including drawing from central 

banks. The liquidity ratio of UK banks went down as low 

as 2% of their assets in 2009. Banks also moved more 

and more into proprietary trading.

Fifthly, regulatory arbitrage created “shadow banking”, 

as transactions moved off-balance sheet to special 

vehicles and counterparties that are lightly regulated

and not monitored for monetary and financial stability 

purposes. As I shall try to explain later, it is the interaction 

between traditional banking and shadow banking that 

lies at the heart of our story.

In recent months, as data on international transactions 

and flows become more evident, the Global Credit Glut 

thesis has become more credible. The BIS Annual 

Report has argued that “gross financial flows are as 

important as those of current account balances”… “the 

magnitude of gross inflows and outflows may bear little 
13relationship to the size of the current account .”

In mid-2010, dollar credit to non-US residents reached 

17% of dollar credit to non-financial sector worldwide, 

from 12% in 2000. Between 2000 and 2007, US dollar 

domestic credit was growing at an average of 9% per 

annum to reach $23 trillion or 166% of GDP, but dollar 

credit to borrowers outside the US rose 30% year on year 

by mid-2007 to reach $5.8 trillion or 15% of the GDP of 
14rest of the world .

BIS economists Claudio Borio and Piti Disyatat (2011) 

have argued convincingly that the savings-glut theory 

failed to explain the unsustainable credit creation in the 

run-up to the 2008 crisis. Since the Current account = 

Change in official reserves + other gross outflows – gross 

inflows, and gross outflows and inflows can be caused by 

credit generation domestically and abroad, it was the 

excessive credit flows that actually could be the cause of 

systemic instability.

Borio and Disyatat have shown that the major capital 

inflows were not from emerging markets, but from 

Europe, where there was no net balance-of-payments 

surplus. Europe accounted for around one-half of total 

inflows into the US in 2007, of which more than half came 

from the United Kingdom, which had a country current 

account deficit, and roughly one-third from the euro

area, a region roughly in balance. This amount alone 

exceeded that from China and by an even larger margin 
15that from Japan, two large surplus economies .

11. IMF (2011).

12. Borio and Disyatat (2011), page 13.

13. BIS Annual Report 2011, page 41.

14. BIS Annual Report 2011, page 46.

15. Borio and Disyatat (2011), page 15.
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For example, a simple look at the growth of the banking 

assets globally would have revealed that the European 

problems stemmed largely from the fast growth in 

banking assets. Between 2002-2007, UK bank assets 

grew 313%, Eurozone banks 273% and US banks grew 

190%, significantly faster than Japan (162%) and rest of 

the world (143%).  

The global credit glut thesis gained more ground with the 

October 2011 issue of the Financial Stability Board's report 
16on shadow banking . Defining shadow banking as "credit 

intermediation involving entities and activities outside the 

regular banking system", the report found that between 

2002 and 2007, the shadow banking system increased by 

US$33 trillion, from US$27trillion to US$60trillion. This is 

8.5 times higher than the total US current-account deficit of 

US$3.9trillion during the same period.

The shadow banking system is estimated at roughly

25-30per cent of the global financial system (US$250 

trillion, excluding derivatives) and at half of total global 

banking assets. This represents a huge regulatory

"black hole" at the centre of the global financial system, 

hitherto not closely monitored for monetary and financial 

stability purposes. 

The shadow banking system is complex, because it 

comprises a mix of institutions and vehicles. Investment 

funds other than money market funds account for 29 per 

cent of the total, and SIVs make up 9 per cent, but the 

shadow system also includes public financial institutions 

(such as the government-backed mortgage lender Fannie 

Mae in the United States). They are some of the largest 

counterparties with the regular banking system, and their 

combined credit creation and proprietary trading and 

hedging may account for much of the global liquidity flows 

that make financial stability so difficult to ensure.

To sum up, the global credit glut explains better

the financial crisis than the savings glut, because it

is significantly larger and had both domestic and
17external origins. From the Asian crisis experience , we 

would understand that if there was an export boom or 

inflow of foreign funds, the initial impetus (Kindleberger 

displacement) can cause domestic bankers to lend

until they become reckless, creating overtrading and 

then when foreign funds pull out, revulsion, panic and 

then the classic Fisher debt deflation. During the current 

crisis, the advanced country central bankers faced 

identical problems on how to control the domestic credit 

glut through interest rate policy, since raising interest 

rates would cause more inflow of leveraged funds.

It is clear, however, that the modus operandi of the 

current crisis is different from the classic Kindleberger-

Minsky model that was more applicable to the Asian 

financial crisis of 1997/99.

To unlock this puzzle, we should now turn to the third 

suspect, what I call the systemic glut.

The Third Suspect - Systemic Glut

So far, we have looked at the IMS wearing national, 

which are by definition partial rather than system-

wide lenses. What we need is a system-wide, root

and branch network analysis of how modern financial 

markets interconnect, interact and endogenously 
18generate financial crises .

A systemic analysis needs to look at the macro and

micro aspects of the current crisis, the architecture

of the IMS, its internal processes, incentives, feedback 

mechanisms and an understanding of its history. The

BIS in particular is beginning to explore and to map

these complex interactions.

In my view, one of the greatest economists of his 

generation, Hyman Minsky, was not recognized 

adequately during his lifetime. It is a great pity that

his methodology of incorporating finance and balance 

sheets into national macro-economic models was

neither adopted widely, nor even acknowledged. Indeed,

one of the greatest mistakes of financial prudential 

analysis was not to operationalize the risk shift in funding 

of institutions and sectors from the safe “hedge financing” 

to “speculative financing” and eventually fraudulent and 

risky “Ponzi financing”. Ponzi financing is of course when 

the borrower could neither pay interest nor principal and 

could only repay through increasing the total debt.

16. Available at www.financialstabilityboard.org.

17. Sheng (2009).

18. For systemic and network analysis, see Sheng (2010) and Haldane (2009).
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It is my belief that if and when his methodology is widely 

used in macro-prudential monitoring, we would unveil 

that much of the financial engineering of the first decade 

was Ponzi in nature.

19Professor Richard Werner  is another academic who 

has contributed to our understanding of modern

financial crisis through his analysis of the role of 

disaggregated credit in the Japanese post-1990 

experience. By disaggregating bank credit into those

that finance tradables and create economic value (like 

good cholesterol) and those that finance speculation

and may not create value added (bad cholesterol),

he discovered that in the downswing, banks may be 

cutting lending to the real sector in order to conserve 

capital, but this worsened the recession.

The idea that banks can create credit and money

and therefore expose the whole economy to financial 

fragility has been explored comprehensively by

FSA Chairman Lord Adair Turner. He has questioned

whether continuing growth of finance and credit creation 
20is socially optimal . He is amongst the first regulators

in post to question whether “we have thought deeply 

enough about the drivers and implications of the

massive increase in intra-financial systems claims which 

has occurred.” For example, only 13.4% of total foreign 

exchange transactions are with the non-financial sector, 

with the balance being basically transactions with other 
21financial institutions .

Minsky famously argued that money is good money

if it is accepted. The fact that shadow banks are

almost inextricably tied through high interconnectivity

to regulated retail banks that have access to implicit

or explicit deposit insurance means that shadow

banking credit is also considered as good money by

their counterparties. The fact that shadow banks were 

rescued in the 2008 crisis validated the belief that they 

were too big to fail. This implies that bad credit has

no constraints, especially if interest rates are allowed

to drift to zero with huge capital inadequacy and are 

ultimately bailed out by the state.

In their comprehensive survey of the IMS, ECB 

economists Dorucci and McKay (2011) consider that

the IMS must deliver two basic global public goods - 

stable international currency or currencies and external 

enforcement of systemic stability.

Seen in this light, the gold standard was very good

in enforcing financial discipline between debtors and 

creditors, but it failed the test of the first public good 

because its limited supply meant that the global

economy as a whole would need to deflate extremely 

painfully into possible low level equilibrium. The original 

Bretton Woods system of fixed exchange rates (1944-

1973) succeeded in reviving global growth, but was 

abandoned when the US dollar could not maintain

its link with gold. The post-Bretton Wood system of 

flexible exchange rates (1973-today) lost the gold anchor 

and was successful (perhaps too successful) in providing 

liquidity, but failed in enforcing discipline on both debtor 

countries and creditor countries - “there are no longer 

any rule-based restrictions on the supply of international 
22liquidity .”

So who is to be blamed on the excess international 

liquidity?

The immediate suspects are the banking system and

the shadow banking system. Domestic banking systems

are currently measured and monitored through national 

monetary statistics. Advanced country central banks are 

finally beginning to measure shadow banking credit.

However, like the Sherlock Holmes dog that did not bark 

in the night, there is a third suspect in credit creation that 

we have hitherto ignored.

I first noticed this in monitoring carry trade in the

defense of the Hong Kong dollar during the 1997/98 

Asian financial crisis. The 1999 BIS study of the yen
23carry trade  and later research found the carry trade 

19. Werner (2005).

20. Turner (2011).

21. BIS April 2010 Triennial Central Bank Survey on global foreign exchange activity, Table-B.2, page 9, available at www.bis.org.

22. Dorucci and McKay (2011), page 11

23. “The yen carry trade and recent•foreign exchange market volatility” BIS Quarterly Review, March 1999.
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24notoriously difficult to measure . This was because

most of the carry trade was undertaken in the Over-

the-Counter (OTC) market and booked as options, 

swaps, forward and futures, which are usually transacted 

in structured vehicles (off-balance sheet), below-the-line 

or off-shore. The result is that such credit creation by

the prime brokers to their clients is not measured in

the monetary data in neither the host country or the home 

country.

For example, a yen carry trade into baht would probably 

have at least four pairs of currency transactions in

borrow yen-buy dollars, sell dollars-buy baht forward, 

and reversal when the forwards mature. These carry 

trades also finance speculation in the host country

stock markets, bonds or even property deals. Typically, 

the foreign banks provide the foreign exchange credit 

inflow and the local banks provide the domestic credit 

creation that ultimately fuels the asset bubbles. Not all of 

such credit creation is monitored at the national level.

To put this simply, national monitoring of national 

balance sheets in itself is not adequate to capture the 

size of global credit creation. The complexity lies in the 

interactive flows between countries and between 

regulated banks and shadow banking, with such credit 

created off-balance sheet and off-shore. Such leveraged 

credit flows are the “hot liquidity”, which emerging 

economy central banks have difficulty in defending any 

target exchange rate or interest rate because their own 

reserves are not leveraged. For example, the total global 

foreign exchange reserves of non-G4 countries of $7.1 

trillion look large, but these are only 0.7% of annual 

turnover of foreign exchange of $1,000 trillion. The total 

notional amount of foreign exchange OTC instruments at 

the end of June 2010 was $62.9 trillion, with an increase 

of 83% in notional amounts outstanding of currency 

instruments in the 2004-07 periods. Bankers always 

suggest that the gross market values are substantially 

lower, but you make money on the notional amount of 

activities, whereas you measure the risks on the smaller 

net amounts. Whether you like it or not, the notional 

amount is the credit extension that increasingly drives 

the liquidity within the system.

In other words, we used to measure flows, but more 

recently we noted under macro-prudential tools, we

have to monitor balance sheets. What systemic glut 

analysis requires is that we should measure the dynamic 

interaction (in derivative transactions) between financial 

institutions, which are under-reported in net terms below 

the line and off-shore.  

I suggest that these trades should be captured for

macro-prudential risk management purposes because 

these dynamic trades add to systemic risk.

G4 reserve countries can easily defend their exchange 

rates because the bulk of their liabilities are in their

own currencies. Emerging market economies learnt

from the Asian crisis that their paltry reserves were 

grossly inadequate relative to the highly leveraged carry 

trade in the game, and ultimately that self insurance is 

better than calling for IMF help.

In other words, the current Westphalian or national 

system of looking at global financial system does not 

seem to add up. Much of the debate over the savings glut 

or liquidity glut focuses on a Westphalian or geographical 

cause that ends up with mutual blame (either the creditor 

or the debtor) without recognizing that the problem is 

systemic, requiring mutual solutions.

The problem that we have identified is a systemic 

problem, caused not simply by imbalances at the 

national level, but also by the functional creation of

credit by financial institutions, particularly the interaction 

at the global level which may not be measured at the 

national level.

In other words, banking is truly global in life and national 

in death, but that global nature is surely substantially 

larger than has been measured and monitored at the 

national level. I argue not necessarily for immediate 

control or regulation of what we are not measuring,

but as a cause for the loss of monetary control and 

volatility in interest rates and exchange rates which we 

have observed in the last two decades.

Some Tentative Suggestions

Systemic problems need systemic solutions. Partial

or national based solutions will not work because the 

24. Gabriele Galati, Alexandra Heath and Patrick McGuire, “Evidence of carry trade activity”, BIS Quarterly Review, September 2007.
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problem has become larger than any single nation can 

solve. Notice that the IMF package for Thailand in

1997 was only $17 billion and Korea was $60 billion. This 

time round, the package for Greece, a much smaller 

country, was $150 billion, and the possible size for the 

European crisis, if Italy and Spain gets embroiled, could 

be northwards of $1-2 trillion. The scale of the problems 

requires a global solution. Asking the surplus countries 

alone to help out is insufficient, because the problem

is systemic, structural and embedded in the incentive 

structure.

First, the structural problem lies in the Triffin Dilemma, 

because any reserve currency country would have to

run a current account deficit in order to provide the world 

with greater liquidity. Hence, it is not surprising that

the G4 got into trouble when their net foreign liabilities 

increased substantially over time.

Second, gross foreign liabilities are not just cumulative 

current account deficits. The banking system can

create gross credit and borrow large amounts, claiming 

that they have little net exposure. However, when banks 

suffer contagion, it is not the net amount that kills, it is the 

gross liability that kills. The global banks are still grossly 

under-capitalized relative to the increasing volatility and 

fragility in the system.

Third, there are two inherent systemic problems -

fallacy of composition and collective action traps.

The former arises from the fact that we do not have

global measures of money and credit that map out

where the weakest links and systemic fragilities

are. We do not have as yet any coherent and

consistent global monetary surveys. Neither have

we a proper methodology to measure the carry

trade and their impact on loss of national monetary 

control.

The latter problem is the common lament that global

or even regional cooperation to prevent or solve

financial crises is so hard to achieve. Collection action 

traps occur because of different perceptions of the

scale of problems, self-interest and the impossibility

of allocating losses democratically. No one wants to 

share losses.

Fourth, the Triffin Dilemma has not gone away. If the G4 

countries are going to grow only at 0-2% in the near 

future, whereas the rest of the world is growing at 4-6%, 

there is an inherent inconsistency. If the G4 provides 

quantitative easing and zero interest rate policies, the 

law of one price would ensure that emerging markets 

would have excess liquidity, asset bubbles, inflation

and consequent financial crash. There is no equitable 

mechanism to resolve these conflicts of national goals.

Until the advanced countries recognize that resource 

allocation is and will be distorted with zero interest rates 

(even in their own countries), there is little emerging 

markets can do, since leveraged hot money flows will be 

difficult to manage, even with some capital controls.

The logic for a globally issued reserve currency as 

opposed to a nationally issued reserve currency is 

impeccable. Nationally issued reserve currencies are 

subject to the Triffin Dilemma, because countries, 

however strong, will sooner or later go into deficit.

The world as a whole does not suffer from the

Triffin Dilemma.

In other words, the whole global financial system is stable 

when the national reserve currency country is strong, but 

it will go into crisis, when the national reserve currency 

country goes into crisis. This is the current state of affairs.

Fifth, despite many financial crises, we still do not

have a sound global sovereign debt resolution or

exit mechanism in place.

What is the way out of the current policy trap?

In my view, blaming debtors and creditors is neither 

helpful nor contributing to problem resolution.

We would have to confront the problem of global credit 

glut, which means that we must first have common 

agreement on a common diagnosis. Such mutuality of 

interest can only be reached through common measures 

of global credit, so that everyone can see where the 

problem originates and where the weakest links are.

Fixing the IMS is therefore not just confined to

solving imbalances that are inherent in the inter-

temporal nature of differential growth rates and 

demographic endowment. It requires global monitoring 
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of money, credit and financial stability. There is simply

no regular publication of global broad money supply 

statistics with all its cross-border ramifications.

The crux of the problem is the moral hazard of global 

credit that ultimately privatizes gains and socializes 

losses. The public sector has bailed out the financial 

system so much that there is little fiscal space left. 

Hence, the reform of the IMS must also begin with the 

reform of the fiscal space. The European crisis has 

shown that a single currency zone without a common 

fiscal mechanism has a structural flaw that cannot be 

solved in a crisis.

Systemic engineers will tell you that a system that

has a flywheel that is spinning too fast within a complex 

interconnected body is inherently unstable and will break 

down. What is required are both a speed regulator

(to control and slow the speed) and circuit breakers or 

building the system in distinct modules or compartments. 

The analogy is that when the Titanic is punctured, the 

separate compartments will still keep the ship afloat.

I am therefore personally convinced that a globally 

uniform Financial Turnover Tax (Tobin Tax) is the right 

way forward. It will not only serve as a tax to compensate 

for the costs of frequent financial crises, the tax collection 

mechanism will ensure that the hitherto OTC and opaque 

transactions are properly monitored and measured

for their externalities. To reduce the fiscal overhang,

we should have globally uniform rates of (minimum) FTT 

and capital gains tax.

My second observation is that the European crisis, 

however painful, is a useful experiment in building regional 

or modular currency arrangements. From a systemic point 

of view, competing modules or arrangements are healthier 

and likely to be more stable than a single unipolar currency 

arrangement.

My third conclusion is that reforming the IMS has

turned out to be more complicated than ever. 

Unfortunately, there is unlikely to be any single

dominant authority that can drive the change in 

architecture. Realistically, change will come when the 

larger blocs exercise pressure on the G4 that not only

is the current architecture unsustainable, they may

no longer have the resources to fix the problems on

their own. Realistically, only a more severe crisis will 

force common agreement on change.

Despite my rambling and complicated tale, my concluding 

thesis is very simple. So far, we have used traditional 

global imbalances based on a framework largely a legacy 

of the gold standard to diagnose the ills of the current

IMS. This Westphalian, national perspective is likely

to be partial, fragmented and incomplete in understanding 

the dynamics of a systemic global crisis of fiat money. 

Such analyses end up blaming others (typically emerging 

markets and surplus nations) for problems and do not 

help in finding a common solution to a systemic problem.

Here ends the first part of my Inspector Ghote story. We 

have opened one door only to find more doors to be 

opened. The reform of the IMS is going to be an ongoing 

drama, a drama in which the dynamic Indian economy 

and banking system will play an increasingly important 

role.

The membership of the IIBF is growing fast and

will become more international. I would not be

surprised if Indian banks reach the top echelons

of global banks within the next decade. A safer and 

sounder IMS is important to us all. Sir P. T. would

be pleased that your members are contributing to

this active debate on the IMS.

Thank you very much.
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The introduction of a counter-cyclical capital buffer in Basel-III framework is an important step towards improving the quality of regulatory capital 

as well as addressing its pro-cyclicality, thereby facilitating an improved macro-prudential surveillance of the banking system.

In December 2010, the BCBS issued the guidance for national authorities for operating the counter-cyclical capital buffer. As per this guidance, 

national jurisdictions would determine how the buffer should vary within the range of 0 - 2.5 per cent of risk-weighted assets and also be ready

to remove this requirement in a timely manner if the systemic risk crystallises. The common reference guide for calibrating the buffer, as given

in the BCBS principles, is private sector credit-to-GDP gap (deviations of credit-to-GDP ratio from its long-term trend). However, the BCBS

notes that as this guide may not always work well in all jurisdictions at all times, judgment coupled with proper communications is an integral

part of calibrating the buffer instead of relying mechanically on the guide. The BCBS has also suggested using other variables and qualitative 

information, such as asset prices, funding spreads, Credit Default Swap (CDS) spreads, credit condition surveys and real GDP growth, among 

others. These indicators can be useful in assessing the sustainability of credit growth and the level of system-wide risk.

As per the BCBS guidance, any increase in the buffer should be pre-announced by up to 12 months to give banks time to meet the additional 

capital requirements before they take effect. The reductions, however, would take effect immediately to reduce the risk of credit supply

being constrained by regulatory capital requirements. Moreover, it is necessary for authorities to review the information at their disposal and 

accordingly, review the counter-cyclical capital buffer decisions on a quarterly or more frequent basis.

As the decision about setting the buffer needs to be taken by national jurisdictions, in India, a Working Group has been set up within the Reserve 

Bank. In the Indian context, one of the major issues for calibrating the buffer relates to the choice of the reference guide. The Indian economy has 

undergone structural changes and growth has not been even across all sectors. As a result, sectoral credit requirements tend to vary substantially 

making it difficult to assess the build-up of risk based on the credit / GDP guide alone. The Group is currently examining this and various issues 

involved in the operationalisation of the counter-cyclical capital buffer.

Reference :

Bank for International Settlements (2010), "Guidance to National Authorities for Operating the Counter - Cyclical Capital Buffer", December.

Source : Report on Trend and Progress of Banking in India 2010-11.

Counter-Cyclical Capital Buffer : Concept and Working
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countries was as high as 70%. Affordability, reach

and diversity in the product portfolio are the basic 

requirements in Pension Fund Management while the 

first and most important challenge in increasing the 

insurance penetration is awareness. The need of the 

hour is simple products designed for people with erratic 

incomes delivered through low cost operations. 

FOCUS ON FINANCIAL LITERACY

Financial literacy refers to the ability to make informed 

judgement and to take effective decisions regarding

the use and management of money. Financial literacy

is regarded as an important requirement for functioning 

effectively in modern society and trends in retirement 

income policies, work patterns and demography suggest 

its importance can only increase in the years ahead. 

Raising financial literacy supports social inclusion and 

enhances the well being of the community.

Financial literacy can broadly be defined as the

capacity to have familiarity with and understanding

of financial market products, especially rewards and

risks in order to make informed choices. Viewed from

this standpoint, financial literacy primarily relates to 

personal financial literacy to enable individuals to take 

effective actions to improve overall well-being and avoid 

distress in matters that are financial. 

The need for financial literacy is felt in the developed

and the developing countries alike. In the developed 

countries, the increasing number and complexity of 

financial products, the continuing shift in responsibility

for providing social security from governments and 

financial institutions to individuals, and the growing 

importance of individual retirement planning make it 

imperative that financial literacy be provided to all. 

st - 1 Prize

INTRODUCTION

Financial deepening is the new buzzword in the corridors 

of financial world today, especially in a country like India 

where over 50 per cent of the population has no access

to banking. The regulators, policy-makers and planners 

strongly believe that financial deepening is the first

thing for inclusive growth in India where about 260

million adults are under-banked, 80 percent of them 

being in rural areas. More than 25 million no frills savings 

accounts have been opened by banks in the last four 

years since 2006 through various branchless banking 

channels (Business Correspondents - BC), but according 

to a study done by Skoch Foundation only around 12% 

are active. The major reason for this is the lack of financial 

literacy among masses at bottom of the pyramid. 

Financial deepening is a term used often by

economists, experts of economic planning and 

development. It refers to the increased provision of 

services in the financial firmament with a wider choice

of services geared to all levels of society. It also refers to 

the macro effects of financial spreading on the larger 

economy. The focus of the policy makers today is to bring 

the 50 per cent of the under serviced population under 

the fold of financial inclusion which would be about 

providing them access to various financial instruments 

like insurance and investment which will not only help

the individuals and bring them closer to the benefits of 

convergence but also propel economic growth. The great 

need today is institutional deepening for improving the 

economic governance of a country. 

Currently, not more than 10-15% of the people are 

covered by pension in India. The figure in Organisation 

for Economic Co-operation & Development (OECD) 

Financial Literacy :
The Key to Inclusive Growth
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In the developing countries also, the increasing 

participation of a growing number of consumers

in newly developing financial markets will necessitate

the provision of financial literacy - if these markets

are to expand and operate efficiently. In addition,

the substantial growth of international transactions 

during the last decade, resulting from new

technologies and the growing international mobility

of individuals, makes the improvement in financial 

literacy, increasingly, an international concern.

From a regulatory perspective, financial literacy 

empowers the common person and thus reduces

the burden of protecting the common person from

the elements of market failure, attributable to,

de facto, information asymmetries. For example,

the emphasis on market discipline, as one of

the three pillars of banking regulation, especially

under Basel-II, is best served by participation of 

financially literate bank customers in the financial

market place. 

Financial literacy can make a difference not only

in the quality of life that individuals can afford,

but also the integrity and quality of markets. It can

provide individuals with basic tools for budgeting,

help them to acquire the discipline to save and

thus, ensure that they can enjoy a dignified life

after retirement. Financially educated consumers,

in turn, can benefit the economy by encouraging

genuine competition, forcing the service providers

to innovate and improve their levels of efficiency. 

So, financial literacy is the process by which investors 

improve their understanding of financial markets, 

products, concepts and risks. Through information

and objective advice, they develop the skills and 

confidence to become more aware of financial risks

and opportunities and make informed choices to

improve their financial position. 

IMPORTANCE OF FINANCIAL LITERACY

Financial literacy assumes importance in this

changed financial environment arising out of the 

synthesis of the processes of liberalisation, globalisation 

and reforms leading to increased competition. In 

considering means to improve the financial status

of families, financial literacy can play a critical

role by equipping consumers with the knowledge 

required to choose from a myriad of financial

products and providers. In addition, financial literacy

can help provide individuals with the knowledge 

necessary to create household budgets, initiate

savings plans, manage debt, and make strategic 

investment decisions for their retirement or for their 

children's education. 

Being educated financially also enables individuals

to better appreciate the possible contingencies

and save for a rainy day, in an appropriate manner.

It can empower consumers to become better

shoppers, allowing them to procure goods and services 

at lower cost. This process, in turn, raises consumers' 

real purchasing power and multiplies the opportunities

for them to consume, save, or invest. Having these

basic financial planning skills, can help families to

meet their near-term obligations and maximise their 

longer-term financial well-being.

Financial literacy is also an integral component

of customer protection. Despite concerted efforts,

the current state of transparency coupled with the 

difficulty of consumers in identifying and understanding 

the fine print from the large volume of convoluted 

information, leads to an information asymmetry

between the financial intermediary and the customer.

For example, customers are often penalised for

minor violations in repayments, although they have 

limited redressal mechanisms to rectify deficiencies

in service by banks, rendering the banker-customer 

relationship one of unequals. In this relationship, it

is the principal, that is, the depositor, who is actually

far less powerful than the agent, that is, the bank.

The representations received in regard to levying of 

unreasonably high service or user charges and 

enhancement of user charges without proper and

prior intimation, and the growing number of customer 

complaints against the banks, also testify to this

fact. In this context, financial literacy may help to

prevent vulnerable consumers from falling prey to 

financially disquieting credit arrangements. 

The Journal of Indian Institute of Banking & Finance16

special feature

January - March 2012



Primary data are collected through the use of

structured questionnaire and observation (or) direct 

communication with respondents and the secondary

data is collected from the internet, magazines, journals 

and newspapers. A structured questionnaire has been 

framed for conducting the survey (Questionnaire 

attached in annexure). It consists of 22 questions.

Likert Scale has been used in the questionnaire 

(questions 8-22) to determine the degree of agreeability 

of respondents to the questions asked. A five point

Likert has been used which has weights assigned

from 5 to 1 as (Strongly agree-5 to Strongly disagree-

1). All questions are positively framed hence the

same weights are used throughout. The questionnaire 

was presented with exactly the same wordings and

in the same order to the entire respondents. The 

technique adopted for the study is Convenience

Sampling under Non-Probability Sampling. Sample size 

of the study is 150.

DATA ANALYSIS & INTERPRETATION 

Totally 150 questionnaires have been collected filled

by the respondents. Percentage analysis, weighted 

average and Analysis of Variance (ANOVA) have been 

used for further analysis.

Out of the 150 respondents surveyed so far 48% are

below 25 years of age and 42% are in the age group

of 26-35 years, 8% are in the age group of 36-45

years and 2% are above 45 years of age. Gender wise 

75% of the respondents are male and the remaining

25% are female. Only 23% of them deposit their

surplus funds in banks. 28% of them keep the funds
thidle at home. Only 2/5  of the respondents are aware

of the purpose of different types of accounts.

The awareness of features, benefits and usage of 

cheques is known only to 47% of the respondents. The 

awareness of features, benefits and usage of demand 

drafts is known only to 44% of the respondents. Less 

than 35% are aware about the overdraft facility. Only

half of the respondents are aware about the lists of 

documents necessary to avail a loan. More than half of 

the respondents (60%) do not have an idea about the 

interest rates charged for their respective category.

Financial literacy primarily relates to personal finance, 

which enables individuals to take effective action to 

improve overall well-being and avoid distress in

financial matters. Financial literacy goes beyond the 

provision of financial information and advice. It is the 

ability to know, monitor, and effectively use financial 

resources to enhance the well-being and economic 

security of oneself, one's family, and one's business. 

NEED OF THE STUDY :

The main purpose of doing this study  was to study

the role of financial literacy in the economic development 

of the country. Reserve Bank of India has taken the 

responsibility to increase the financial literacy in the 

country by urging other banks to spread the financial 

education in the country. Financial literacy is a pre-

requisite for financial inclusion. So, spreading financial 

literacy is very essential for our country, because about 

70% of our population is from rural areas. 

OBJECTIVE OF THE STUDY :

To study the importance of Financial Literacy in the 

economic development of the country.

To bring out the steps taken by RBI and other banks to 

increase the financial literacy.

To identify the extent to which the efforts of the banks 

towards financial literacy has been successful.

RESEARCH METHODOLOGY

Descriptive Research Methodology has been used to 

study the role of banks in increasing financial literacy. Data 

were collected both from primary and secondary sources.

l

l

l

Financial
Literacy

Customer
Financial

Profitability

Meet Contingency

Raise consumer purchasing Power

Intermediary between Customer & Financial Institutions

Helps in Procurement

Meet Family Obligation

Long-term Financial Stability
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From the mean values the following are evident :

Particulars Mean

Value

I am completely aware of the purpose of each of 3.18

the accounts.

I know how to use a cheque book for deposit 3.33

and withdrawal.

I am aware of the purpose and the use of demand draft 3.17

I am aware of the overdraft facility provided by the bank. 2.40

I am aware of the prevailing interest rates charged 2.40

for availing the loans.

The banks can conduct more seminars in rural areas 4.02

to enlighten them.

I am aware that, the Government is taking necessary 2.56

efforts to increase financial literacy in the country.

Only a third of the respondents are aware that there

are few concessions given to a girl while availing an 

education loan. About a third of the respondents are 

aware that banks also provide locker facility. More

than 60% are aware about the features and benefits of 

debit cards. Around 60% of the population is aware

about the features and benefits of credit cards. More
rdthan 2/3  is aware that the Government is taking

efforts to increase financial literacy. Only 14% feel

that the steps taken by Government are adequate,

others feel that the Government needs to take more 

efforts to increase financial literacy.

Mean of the scale allocated to the responses (5, 4, 3, 2, 

and 1) is 3. 

The average point that a respondent can allocate to a 

question is 3. This indicates respondents are neutral 

regarding the statement (neither agree nor disagree)

or do not have any knowledge about it. Hence when

the mean for the samples is greater than 3 it shows the 

respondents agree with the statements or are positively 

inclined and when the mean for the samples is less than 3 

it shows that the respondents disagree or are negatively 

inclined towards the statement.

MEDIAN :

15 statements are designed using Likert's scale. The 

median of the Likert scale (5, 4, 3, 2, 1) is 3, and the 

collective median of the twelve statements is (3*15) 45. 

Hence a value greater than 3 will show that a respondent 

has completely agreed for almost all statements. It was 

seen that the values of all the 150 respondents are not 

above 3. 52 of the respondent's median is less than 45. It 

implies these respondents do not agree on most of the 

questions. 13 respondents have a median of 45. So they 

are neutral to most of the questions.

ANOVA is used in the hope of showing that there

is a difference between distribution means. The

following assumptions have been made in order to 

perform ANOVA :

Data is numerical

Data is taken from a normal population

Variance of the groups are similar

Size of the groups is similar

Groups are independent

A one way ANOVA has been performed for the pair 

Awareness and occupation at 5% significance level is 

taken for the test.

Hypothesis :

H0 : There is no significant difference in awareness in 

terms of occupation.

H1 : There is a difference in awareness in terms of 

occupation.

l

l

l

l

l

The weighted average helps us in reinforcing the 

analysis done using the mean. It provides more 

prominence as the weights are also considered. The 

weighted average method of analysis also provides

the same observation as mean.
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ANOVA

Awareness Sum of Df. Mean F Sig.

Squares Squares

Between Groups 18.226 3 6.075 8.037 0.000

Within Groups 110.368 146 0.756 - -

Total 128.594 149 - - -

Here the F-value has a significance level of 0.000

on 3 degrees of freedom which is less than 0.05.

This is considerable evidence that there is difference

in awareness level with respect to occupation. Hence

we accept alternate hypothesis; awareness levels are 

greatly affected and influenced by the occupation, which 

is taken as an indicator of status or reach.

GLOBAL PRACTICES

The US Treasury established its Office of Financial 

Education in 2002. The Office works to promote

access to the financial literacy tools that can help

all US citizens make wiser choices in all areas of 

personal financial management, with a special emphasis 

on saving, credit management, home ownership and 

retirement planning. The Financial Literacy and 

Education Commission (FLEC), established by the 

Congress in 2003 through the passage of the Financial 

Literacy and Education Improvement Act, was created 

with the purpose of improving the financial literacy

and education of persons in the United States through 

development of a national strategy to promote financial 

literacy and education. The Federal Reserve, along

with numerous other federal government agencies, is a 

member of this commission, which is supported by the 

Office of Financial Education.

The Federal Reserve System's has since redesigned its 

financial education website, FederalReserveEducation.org, 

which is dovetailed to increase the use of Federal Reserve 

educational materials and promote financial education in 

the classroom. The website has material intended for the 

general public, as well as materials specifically geared 

towards teachers and high school and college students.

It provides easy access to free educational materials, a 

resource search engine for teachers, and games for

various ages and knowledge levels. The other regional 

Feds also have various interactive on-line programmes

on their website designed to generate awareness about 

better financial management and assessment of one's own 

financial position. 

In the UK, the Financial Services Authority (FSA) has 

launched the biggest ever campaign to improve the 

financial skills of the population and imparting education 

to enable a better appreciation of the risks and rewards 

inherent in financial instruments.

In Australia, the Government established a National 

Consumer and Financial Literacy Taskforce in 2002, 

which recommended the institution of the Financial 

Literacy Foundation in 2005. Working closely with

states and territories, the Foundation has produced

a National Curriculum Framework for Financial

Literacy to provide benchmarks for teaching the

school children the importance of managing their

money.

In Malaysia, the Financial Sector Master Plan,

launched in 2001, includes a 10-year consumer 

education program. This agenda includes infrastructure 

and institutional capacity development in the

areas of financial literacy, advisory services, distress 

management and rehabilitation. For this purpose,

the Bank Negara Malaysia in partnership with the 

financial industry and other government agencies,

has introduced the Financial Mediation Bureau,

Deposit Insurance Scheme, Basic Banking Services 

Framework as well as created a new class of licensed 

Financial Advisers. Savings and literacy programs

are also being promoted in schools. A one-stop centre 

has recently been established within the central

bank for the public to obtain information about

financial services in Malaysia and to provide face-to-

face customer service on general enquiries and 

complaints. These initiatives have been reinforced

by high levels of transparency and disclosure.

In collaboration with the government agencies,

Monetary Authority of Singapore launched a national 

financial education programme (Money SENSE)

to enhance financial literacy and self-reliance of 

consumers. The programme covers three tiers of 

financial literacy: basic money management covers
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skills in budgeting and saving as also tips on

responsible use of credit (Tier-I); equipping citizens

with the skills and knowledge to plan for their

long-term financial needs (Tier-II); and imparting 

knowledge about different investment products and

skills for investing (Tier-III).

such as generating increased consumer awareness

or a changed behaviour. The evidence, however, 

suggests that such programmes tend to be effective.

For instance, in the United States, it has been

observed that workers increase their participation

in retirement savings plans funded by employee

and employer contributions when the latter offers 

financial literacy programmes, whether in the form

of brochures or seminars. Consumers who attend

one-on-one counselling sessions on their personal 

finances have fewer delinquencies.

WHY FINANCIAL LITERACY IS A MUST FOR INDIA?

India has one of the world's most efficient financial 

markets in terms of technology and systems. 

Significantly, India also has one of the highest

savings rate in the world - our gross household

savings rate, which averaged 19% of GDP during

1996-97 to 1999-2000, increased to about 23% in

2003-04, and has been growing ever since.

While Indians, as a whole, are saving more, where

they are investing these savings is a cause for concern. 

Investments by households have increasingly moved 

either to risk-free, government-backed, fixed-return,

low-yielding instruments or in non-financial assets.

As per the RBI report, only 1.4% of household savings 

was invested in equity, mutual funds and debentures

in 2003-04. Though this went up to about 4% in

2005-06, it is still small and is nowhere near 23.3%

in 1991-92.

It is also alarming that in a country with over one

billion people, just 8 million - less than 1% - have

invested in the capital markets. According to a survey

by Invest India Dataworks in 2007 - the year in which

the capital markets reached the peak in recent years,

it was found that among those Indians who earn and 

save, an overwhelming proportion keeps the money

at home or in a bank : as a result, only 5.3 million of

the 321 - million paid workers invest in mutual funds

and barely 4.3 million of these 321 - million paid workers 

have invested in equities.

Unless the common person becomes a wiser investor 

and is protected from wrongdoings, wealth creation

Sr. Country Institution Functionality

No. Name

1. USA FLEC Helps in Personal financial

Management, Saving

credit Management,

Home ownership,

Retirement Planning

2. UK Financial Services Education on risk & reward

Authority (FSA) of financial instruments

3. Australia National Consumer Teaching school children 

& Financial Literacy on managing their money

Taskforce

4. Malaysia Financial Sector Consumer education,

Master Plan Distress Management,

Rehabilation etc.

5. Singapore National Financial Money Management, Skills

Education in budgeting & saving,

Programme Knowledge on different

investment products.

Above all, the Organization for Economic Co-operation 

and Development (OECD) has been taking a

pro-active initiative in generating awareness about 

financial literacy. It has recently released a major 

international study on financial literacy titled 'Improving 

Financial Literacy' encompassing practical guidelines

on good practices in financial literacy and awareness. 

These guidelines, in the form of a non-binding 

recommendation, are designed to help countries

devise and implement effective financial literacy 

programmes, drawing from the best practices in this

area in OECD countries. They promote the role of all

the main stakeholders in financial literacy : governments, 

financial institutions, employers, trade unions and 

consumer groups. In addition, they also draw a clear 

distinction between public information provided by

the government and regulatory authorities, and that 

supplied by the financial analysts. 

It is also important to devise ways to ascertain

whether financial literacy has achieved its objective, 
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for the investor and the economy will remain a

distant dream. A majority of our households are

not using modern financial markets. Even among

those who are, most are not doing it well. Low

knowledge among households of financial markets, 

concepts and products has a direct impact on

mass-scale utilization of financial markets. Financial 

literacy also plays a significant role in efficient

allocation of household savings and the ability of 

individuals to meet their financial goals. Financial

literacy also means the ability to seek sound

financial advice.

INDIAN FINANCIAL LITERACY SCENARIO AS PER A 

RECENT SURVEY

A comprehensive survey of over 63,000 Indian 

households was conducted to understand how India 

earns, spends and saves :

A rural household's total annual expenditure, including 

both routine and unusual expenditure, amounts to 

`41,000, resulting in a surplus income of roughly

about `11,000. An urban household in contrast

has a surplus income of `25,000. The survey also 

highlights disparities in saving habits. Levels of

income, expenditure and saving related behaviour

are linked to the age, education levels and type

of engagement of chief earner.

Salary and wage earners account for a low share

of the total households (18.4%) but highest share

of the total earnings (30.8%) with an annual income

of `1,09,000. After taking care of total expenses of 

`76,000, these households have surplus income of 

about 30% of their income.

By contrast, a third of households earn their income

from labour, but this group's share in the total earnings

is only 16% and has surplus income just about

7.7% of their income. Similarly, households with chief 

earner in late middle age (46-55 years) accounting

for 21% of all households have the highest surplus 

income (`19,000 per annum) among all other age

groups which is about 24%of total income.

The findings of this Survey clearly brought about a need 

for financial literacy in Indian households. An astounding 

96% of Indians across rural and urban India felt they 

would not survive for more than a year in case of loss

of their major source of income. However, when asked 

how confident they were about their financial stability,

an overwhelming 54% answered in the affirmative. This 

misplaced financial optimism in most cases stemmed 

from knowing they had the support of a joint family 

system. However, this is and will not hold true in a fast-

changing social fabric amongst Indian households.

More than half of the Indian households prefer to save

by keeping their surplus income in commercial banks. 

However, more than a third of Indians simply prefer to 

keep their surplus money at home. Households opting

for post-office deposits account for just 5%. While top 

20% of income earners save up to 44% of their income, 

the bottom 20% borrows up to 33%. Although financial 

institutions (a bank or cooperative) constitute the main 

source of borrowing, a significant proportion of Indian 

households rely on informal sources - principally the 

money-lender in rural India - to make ends meet. Almost 

40% of rural Indian households and a fourth of urban 

Indian households borrow from the money-lender to 

meet expenditures such as health, medical treatment 

and routine household expenditure.

FINANCIAL LITERACY - AN ADJUNCT FOR 

FINANCIAL INCLUSION

Financial literacy is considered as an important adjunct

for promoting financial inclusion and ultimately

financial stability. Both developed and developing 

countries, therefore, are focusing on programmes

for financial literacy / education. In India, the need

for financial literacy is even greater considering

the low levels of literacy and the large section of

the population, which still remains out of the formal 

financial set-up. 

In the context of 'financial inclusion', the scope of 

financial literacy is relatively broader and it acquires 

greater significance since it could be an important

factor in the very access of such excluded groups to 

finance. Further, the process of educating may invariably 

involve addressing deep entrenched behavioural and 

psychological factors that could be major barriers. 
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In countries with diverse social and economic profile like 

India, financial literacy is particularly relevant for people 

who are resource-poor and who operate at the margin and 

are vulnerable to persistent downward financial pressures. 

With no established banking relationship, the un-banked 

poor are pushed towards expensive alternatives. The 

challenges of household cash management under difficult 

circumstances with few resources to fall back on could

be accentuated by the lack of skills or knowledge to

make well informed financial decisions. Financial literacy 

can help them prepare ahead of time for life cycle needs 

and deal with unexpected emergencies without assuming 

unnecessary debt. 

There is a need for banks and other agencies striving

to extend financial literacy to the masses to appreciate 

that financial inclusion is a continuous process. Efforts

to extend literacy to make the common man enabled

by being aware of the evolving functional, legal and 

technical issues cannot be an one-time effort. A common 

effort of the educational programmes typically focuses 

other 'supply' side that stresses on attracting customers 

in the financial fold. However, what is needed is to have 

an 'auto pilot' concept, where the prospective customer

is empowered to make / demand the desired services. 

This could create a qualitative 'demand' situation of the 

financial services.

The philosophy of Financial Inclusion has gained 

momentum in India, with the realization that the

benefits of growth and development witnessed by

India in the post-liberalized economic regime have not 

been apportioned equitably with the common man.

In the last decade, the country grew at over 9% per 

annum. Eradication of poverty, however, has not been 

commensurate with this growth trend. Lifting half a

billion people out of poverty is a challenge that India

is now facing. It was in pursuance of this objective

that the FM included a paragraph on FI in his

Budget Speech 2010-11 that reads : “It has been

decided to provide appropriate banking facilities to 

habitations having population in excess of 2,000 by 

March 2012. It is also proposed to extend insurance

and other services to the targeted beneficiaries.

These services will be provided using the 'business 

correspondent' and other models with appropriate 

technology back-up. Using this arrangement, it is 

proposed to cover 60,000 habitations.” 

By all means, this is a noble initiative in a country

where, at present, only about 30,000 habitations have

a commercial bank branch. It is also assessed that just 

about 40% of the population across the country have 

bank accounts and the proportion of people having any 

kind of life insurance is as low as 10% and proportion 

having non-life insurance is as low as 0.60%.  

Financial Inclusion offers economic opportunities

not only for the common man but also for financial 

institutions. In building savings, availing credit and 

making investments, the philosophy is a guiding

mantra for the 'aam aadmi'. Counselling and financial 

literacy efforts initiated and carried out by commercial 

banks is the most significant empowerment tool.

This empowerment will help the underprivileged to 

relieve themselves from the clutches of middlemen

and moneylenders and associate with the formal 

financial system. It will also facilitate the bringing in the 

savings of people.

The objective of financial literacy is to protect

the customer at the bottom of the pyramid. It helps 

customers to better understand and manage financial 

risk and deal with complexities of the market place

and take advantage of increased competition and

choice in the financial sector. The RBI, on its part,

intends to advance the cause of financial literacy in

the country as part of an overall strategy. Currently,

a process of credit counseling is being encouraged

to help all borrowers, particularly those in distress,

to overcome current financial problems and gain

access to the structured financial system.

INITIATIVES TAKEN BY RBI

Reserve Bank of India has undertaken a project

titled 'Project Financial Literacy'. The objective of

the project is to disseminate information regarding

the central bank and general banking concepts to

various target groups, such as, school and college

going children, women, rural and urban poor, defence 

personnel and senior citizens. It is disseminated
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to the target audience with the help, among others, of 

banks, local government machinery, NGOs, schools, and 

colleges through presentations, pamphlets, brochures, 

films, as also through Reserve Bank's website. Reserve 

Bank of India has already created a link on its web site for 

the common person to give him / her the ease of access 

to financial information in English and Hindi, and 12 

Indian regional languages.

A financial education site was launched on November 

14, 2007 commemorating the Childrens Day. Mainly 

aimed at teaching basics of banking, finance and

central banking to children in different age groups, the 

site will also eventually have information useful to other 

target groups, such as, women, rural and urban poor, 

defence personnel and senior citizens. The comic books 

format has been used to explain complexities of banking, 

finance and central banking in a simple and interesting 

way for children. The site has films on security features

of currency notes of different denominations and a 

games section. The games currently on display have 

been specially designed to familiarize school children 

with India's various currency notes. 

In addition, with a view to promoting financial

awareness, Reserve Bank of India conducted essay 

competitions for school children on topics related to 

banking and financial inclusion. The Bank has also

been participating in exhibitions to spread financial 

literacy. In 2007, it participated in the exhibition

aboard the 'Azadi Express', a train to commemorate

150 years of India's freedom struggle which began

in the year 1857, run through several places in the

country for a year. Reserve Bank of India also launched

'RBI Young Scholars Award' Scheme amongst students 

undergoing undergraduate studies to generate interest 

in and create awareness about the banking sector and 

the Reserve Bank. Under the scheme, up to 150 young 

scholars are selected through country-wide competitive 

examination and awarded scholarships to work on short 

duration projects at Reserve Bank. 

CREDIT COUNSELLING

Credit Counselling can be defined as 'counselling

that explores the possibility of repaying debts outside 

bankruptcy and educates the debtor about credit, 

budgeting, and financial management'. It serves

three purposes. First, it examines the ways to solve 

current financial problems. Second, by educating about 

the costs of misusing a credit, it improves financial 

management. Third, it encourages the distressed people 

to access the formal financial system. 

Credit counselling (known in the United Kingdom

as debt counselling) is a process of offering education

to consumers about how to avoid incurring debts

that cannot be repaid. Credit counselling often involves 

negotiating with creditors to establish a Debt 

Management Plan (DMP) for a consumer. A DMP may 

help the debtor repay his or her debt by working out

a repayment plan with the creditor. DMPs, set up by

credit counsellors, usually offer reduced payments,

fees and interest rates to the client. Credit counsellors 

refer to the terms dictated by the creditors to determine 

payments or interest reductions offered to consumers in 

a Debt Management Plan. 

Thus, credit counsellors help their clients find realistic 

solutions to their problems and agree on repayments that 

are achievable. Credit counselling is kept confidential. 

Counselling services are generally offered free or for a 

very nominal charge, so that no undue additional burden 

is put on the already indebted customer.

INITIATIVES TAKEN BY SOME BANKS 

A few banks have already taken initiatives in opening 

credit counselling centres in the country. An Internal 

Group constituted by Reserve Bank of India to study 

credit counselling initiatives, visited some of the 

counselling centres in the state of Maharashtra viz., 

'ABHAY' counselling centre (an initiative of Bank of India); 

Disha Trust (an initiative of ICICI Bank Ltd.) and Grameen 

Paramarsh Kendras (an initiative of Bank of Baroda). 

The counsellors at these centres assist people on

a face to face basis as well as those who approach them 

over telephone, email, or by means of letters. Customers 

facing credit problems arising out of multiple credit

cards, personal loans, housing loans and loans from 

societies approach the counselling centres for advice 

and guidance. The counsellors guide their customers 
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and help them to take up with the banks concerned for 

rescheduling / restructuring of loans. 

Some of the common features of these centres are as 

under :

The counselling centres are mainly funded by

Trusts set up by banks or funded by the banks 

themselves. 

The counsellors manning the centres are retired or 

serving bank employees. 

Counselling is provided free of cost. 

The counselling presently provided by most of the 

centres is mainly curative in nature, being given after

a crisis event had occurred.

The unique features observed in some of these 

counselling centres are : 

Arrangement for experts to guide farmers on modern 

farming methods, cooperative farming, marketing 

strategy, etc. 

Focus on credit related problems of urban clientele

on account of credit card, personal loans, housing 

loans, and defaults on account of business

failures. 

Manned by Agricultural Officers of the bank to

provide awareness on various products and services 

of the bank. 

Training and awareness camps are organised by 

some of these counselling centres to educate

people on the need to save and to familiarize

them with the concept of credit cards, impact of 

minimum charges, etc. As these counselling centres 

are housed mainly in the banks premises, expenses 

incurred are mainly on account of payment of 

honorarium to counsellors; such honorarium ranged 

from ̀ 12,000 to ̀ 30,000 per month. 

Although efforts are being made to hold training 

camps and creating awareness among the masses

on the need for saving, planning expenditure and

also about various banking facilities, etc., a lot more

is yet to be done to popularize and scale-up the

effort. 

l

l

l

l

l

l

l

l

l

Some issues relating to setting up of counselling centres 

in India that needs to be addressed are as follows :

A major constraint faced by the counselling centres

in their effort to bring about a solution for the

distressed borrowers is the lack of credence

attached to the references made by these centres

to banks, on the grounds that they have no 'locus 

standi' in the matter. Therefore, there is a need

for credit counselling centres to be empowered

for liaising and negotiating with banks on behalf of

their customers. 

As quality of service is an important aspect, it is 

desirable to have appropriately bench-marked

quality standards for credit counsellors and 

counselling agencies. Like-wise, it would also

be desirable to have a system of accreditation

of counsellors. Once setting up of counselling

centres gather momentum, they could consider 

forming an association of credit counsellors. 

Enlisting committed and well-trained personnel is 

crucial for success of counselling centres - this needs 

to be addressed / ensured. 

Inadequate credit information / credit history of the 

borrowers or total lack of such information is another 

area of concern, which needs to be addressed. 

As lack of awareness is major stumbling block in such 

initiatives, it is necessary to give wide publicity to the 

concept of credit counselling and the free availability of 

such services. 

FINDINGS :

The most important and glaring finding is that a 

considerable number of people do not even have an 

account to deposit their surplus funds. The surplus 

amount is kept idle at home where it is also very unsafe, 

the main reason being lack of knowledge of the various 

processes that is involved in opening an account.

A major portion of the respondents are not aware of

the various types of accounts and their benefits and 

uses. This is not the case with the uneducated or rural 

population but also with the educated lot. A considerable 

number (mostly the uneducated people or those with a 

l

l

l

l

l
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rural background) do not know how to fill a cheque

or use it. Moreover they are under the impression

that Cheque and DD are one and the same. The 

knowledge about loans provided for different purposes

is lacking with a major chunk of the population. 

Knowledge about the basic requirements for availing

a loan is known only to half the number. Most of

the people are not aware of various concessions

given to a girl child while availing education loan.

Majority of the people feel that the RBI and banks

must improve their efforts towards financial literacy

as a chunk of the rural population is unreached yet.

SUGGESTIONS AND CONCLUSION :

The process of financial literacy should start from

the schools with the help of education department

of respective State Governments. The Government 

should allocate more funds to improve financial literacy. 

Financial literacy programs require trained instructors. 

To be more effective, these instructors or counselors 

must be available to the clients at the time of making 

important decisions.

Financial education has always been important for 

consumers in helping them budget and manage

their income, save and invest efficiently, and avoid 

becoming victims of fraud. As financial markets

become increasingly sophisticated and as households 

assume more of the responsibility and risk for financial 

decisions, financial education is increasingly necessary 

for individuals, not only to ensure their own financial

well-being but also to ensure the smooth functioning

of financial markets and the economy.

Financial literacy has assumed greater importance

in the recent years, as financial markets have become 

increasingly complex and as there is information 

asymmetry between markets and the common person, 

leading to the latter finding it increasingly difficult to

make informed choices. 

Financial literacy goes beyond the provision of

financial information and advice. The focus of any 

discussion on financial literacy is primarily on the 

individual, who usually has limited resources and

skills to appreciate the complexities of financial

dealings with financial intermediaries on a day-to-

day basis. Language, educational, and cultural

barriers sometimes discourage some populations

from establishing a banking relationship to acquire 

financial services.

Organization for Economic Co-operation and Development 

(OECD) has rightly defined financial education as 'the 

process by which financial consumers / investors improve 

their understanding of financial products, concepts and 

risks, and through information, instruction and / or

objective advice, develop the skills and confidence to 

become more aware of financial risks and opportunities,

to make informed choices, to know where to go for

help, and to take other effective actions to improve their 

financial well-being'. 

Prosperity can only come by properly balancing

the four key personal finance components i.e. earning, 

spending, saving and investing. To achieve this

financial literacy is very important and should be

made mandatory.
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The financially excluded population in India includes 

landless labourers, oral lessees, marginal farmers, 

unorganized sector work-force, urban slum residents 

and socially excluded groups. With 82 percent of India's 

poor households located in rural locations, vast majority 

of rural India can be considered as financially excluded.

Rural India is in dire need of a range of credit services, 

including long-term and short-term credit and large-

scale and small-scale loans to rural households. The 

objectives of rural banking services are :

(i) to provide banking services in previously unbanked or 

under-banked rural areas and 

(ii) to provide substantial credit to specific activities 

including agriculture, cottage and small scale 

industries and other means of self employment.

Barriers to Supply of Rural Credit

Rural India is still dominated by agriculture and it 

continues to be the primary source of income for a large 

majority. Hence when discussions about availability of 

credit to rural India start, they tend to centre on the 

agricultural sector. Inherent to agriculture are certain 

constraints that make it a risky sector to lend to and 

hence have acted as a barrier to credit.

Environmental challenges such as lack of adequate 

collateral, lack of registered credit history, lack of market 

information, weak policy, legal and regulatory framework, 

and income variability among farmers have slowed

down the development of microfinance and agricultural 

financial markets in India. We could also say that these 

have been a deterrent for the financial institutions to 

expand / explore these markets. This apart, a number of 

risks such as weather risk, commodity risk, seasonality, 

geographical dispersion and poor physical infrastructure 

Need for Rural Credit and Banking

It is well known that the burden of indebtedness in

rural India is very great, and that despite major

structural changes in credit institutions and forms of

rural credit in the post-Independence period, the 

exploitation of the rural masses in the credit market

is one of the most pervasive and persistent features

of rural life in India. Rural households need credit

for a variety of reasons. They need credit to meet short-

term requirements of working capital and for long-term 

investment in agriculture and other income-bearing 

activities. Agricultural and non-agricultural activities in 

rural areas are typically seasonal, and households

need credit to smoothen out seasonal fluctuations in 

earnings and expenditure. Rural households, particularly 

those vulnerable to what appear to others to be minor 

shocks with respect to income and expenditure, need 

credit as an insurance against risk. In a society that

has no arrangements for free and universal preventive 

and curative health care, a weak system for the

public distribution of food and very few general social 

security programmes, rural households need credit

for different types of consumption. These include 

expenditure on food, housing, health and education.

In the Indian context, another important purpose of 

borrowing is to meet expenses on a variety of social 

obligations and rituals.

With 135 million financially excluded households, India 

faces a severe financial inclusion crisis. Only 34 percent 

of the Indian population is currently engaged with the 

formal financial sector. If usage intensity of a savings 

account is considered as a true indicator of financial 

inclusion rather than mere ownership, then the financial 

inclusion percentage will certainly be much lower.
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further impede the supply of finance and the ability of 

farmers to access the financial services they need.

as the foregoing suggests, the distribution of formal 

sector credit has been unequal, particularly with

respect to region and class, caste and gender in the 

countryside. Formal sector credit specially needs to 

reach backward areas, income-poor households,

people of the oppressed castes and tribes, and women. 

Fourthly, the major source of credit to rural households, 

particularly income-poor working households, has been 

the informal sector. Informal sector loans typically

are advanced at very high rates of interest. Fifthly,

even though great attempts were made to make loans 

available through a formal sector, namely Micro Finance 

Institutions (MFIs), the problem of rural credit has not 

been solved. Although Self Help Groups (SHGs) have 

started a mini-revolution in their areas of operation 

through social, economic and financial empowerment, 

they need support from financial institutions and non-

banking financial companies for them to have a greater 

reach and impact. And MFIs have their own set of 

inherent characteristics and modus operandi that have 

restricted their success rate with respect to complete 

financial inclusion.

Innovative Technology - A Solution

Poverty alleviation organizations, social entrepreneurs, 

government institutions, corporate enterprises and

even uneducated village entrepreneurs are continuously 

developing technological solutions to serve the often 

overlooked customers at the bottom of the pyramid. 

These solutions are bringing the benefits of the

digital age, increased access to markets, education, 

environmental information and government services

to society. In doing so, they are helping to build the 

business, economic and social cases for investing

in systems and infrastructure needed to serve all

strata of the society. Together they are helping to 

empower thousands of the country's underprivileged

to become agents of their own development.

Information and Communications Technology (ICT)

is a major enabler in this process of providing

sustainable solutions to the needs of a larger

section of society, with special emphasis on the under- 

privileged communities. The ICT sector is the creator

of jobs for knowledge professionals and skilled

stAs per RBI data, as on 31  March 2009 there were a

total of 171 scheduled commercial banks in India across 

all the states with a branch network of 79,735 branches

of which 31,684 were in rural areas, 18,892 in semi-

urban, 15,428 in urban and 13,731 in metropolitans.

The average population per bank branch is 15000. It is 

evident that given the population of India and its huge 

geographical spread, the bank branch coverage is not 

enough. The regular brick and mortar model has not 

achieved the desired coverage-there are still pockets 

where no bank branches are present, or the desired 

effect-there are still a number of branches in rural India 

which do not cater to a very large population. There is 

thus a burgeoning need for a new approach to banking 

and a new model for ensuring financial inclusion. 

In a nutshell, the following are the major problems

with respect to the supply of credit to the Indian 

countryside. First, the supply of formal sector credit

to the countryside as a whole has been inadequate. 

Secondly, rural credit markets in India themselves

have been very imperfect and fragmented. Thirdly,

Table - 1 : Different Risks Faced by Farmers 

Risk Description

Weather Drought, excessive rainfall, earthquake or other

disasters 

Commodity Future value of produce is affected by cost and

price volatility in local, regional, and global markets 

Seasonality Rural farms and households are vulnerable to

the cyclical or seasonal nature of the agricultural

sector. Harvest season is a period of positive

revenue, planting season is a period of heavy

spending and very little, if any, revenue generation

and during the harvesting season liquidity is scarce

and families in many regions need access to loans

or other, non-agricultural sources of income. 

Distance Because clients live far from urban centers where

to urban financial institutions are often located, it increases 

center / the transaction cost for the borrower. These

financial transaction costs include transportation costs

and the opportunity cost of lost labor days.

Poor Poorly developed roads or other public infrastructure

physical can limit a borrower’s access to financial institutions

infrastructure in urban centers or increase the time it takes to get

there, thereby increasing transaction costs.
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persons, producer of goods and services by small, 

medium and large enterprises, payer of taxes and 

recipient of subsidies, earner of foreign exchange 

through exports, attractor of foreign investment and 

business, and earner of quick and high returns on 

investment in higher technical education. Consequently, 

the growth of the ICT sector contributes to overall 

economic growth. 

ICT has hugely contributed to the development and 

growth of banks and banking activity. Banking has 

evolved due to ICT and this needs to be further 

developed to improve service delivery, especially 

towards the rural markets. As a result, ICT and banking 

have an interlinked relationship and this relationship 

needs to be harnessed to its full potential in order

for it to have a significant impact on the nation's efforts

of financial inclusion. There is an urgent need to ramp up 

technology-based delivery channels, particularly in the 

rural areas. The challenge would be to identify a delivery 

channel that is not only cost effective but user- friendly 

given the literacy levels of potential users in the rural 

areas and migrant labour.

Another innovative technology that will go a long

way in financial inclusion is the Unique Identification 

project (UID) which gives each citizen a unique 12-digit 

ID number that is stored in a centralized database

and linked to the basic demographics and biometric 

information - photograph, ten fingerprints and iris - of 

each individual. UID project was initially conceived by the 

Planning Commission as an initiative that would provide 

identification for each resident across the country and 

would be used primarily as the basis for efficient delivery 

of welfare services. It would also act as a tool for effective 

monitoring of various programs and schemes of the 

Government. Through the UID project, the first risk faced 

by banks in hitherto unbanked regions of customer 

identification is taken care of and thus sets the financial 

system on the path of financial inclusion.

Innovative Banking Technology and Models 

necessary for Financial Inclusion

Despite the priority sector lending requirements, the 

banking interface in the rural areas was hitherto quite 

limited. As a result, even the industry penetration was 

restricted by the limited financial transaction possibilities. 

With the introduction of various technological innovations 

in the banking sector and with industry reaching out

to the villages through Internet kiosks, banks have

been able to create a rural community interface that 

never existed before. Through this interface, industry, 

services and the banking sector has gained huge 

momentum in rural India.

e-Chaupal Model

The biggest example of this type of innovation is

the e-Choupal model. Through e-Choupals, ITC began

the silent evolution of rural India with soya growers

in the villages of Madhya Pradesh. Farmers now log

on to the site through Internet kiosks in their villages

to order high quality agri inputs, get information on

best farming practices, prevailing market prices for

their crops at home and abroad and the weather forecast 

- all in the local language. e-Choupal delivers real time 

information and customised knowledge to improve the 

farmer's decision making ability, thereby better aligning 

farm output to market demands; securing better quality, 

productivity and improved price discovery.

Banking Correspondent Model

With the objective of ensuring greater financial inclusion 

and increasing the outreach of the banking sector to

the hitherto unbanked and under banked, it has been 

decided in public interest to enable banks to use the 

services of Non-Governmental Organizations / Self

Help Groups (NGOs / SHGs), Post Offices, Co-operative 

Societies, Micro Finance Institutions (MFIs) and other 

Civil Society Organizations (CSOs) as intermediaries in 

providing financial and banking services through the use 

of Business Correspondent (BC) model which allows for 

branchless banking.

Under the BC model, banks may use intermediaries, such 

as, NGOs / Farmers' Clubs, co-operatives, community 

based organizations, IT enabled rural outlets of corporate 

entities, Post Offices, insurance agents, well functioning 

Panchayats, Village Knowledge Centres, Agri Clinics / 

Agri Business Centers, Krishi Vigyan Kendras and

KVIC / KVIB units, depending on the comfort level of the 
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bank, for providing facilitation services. Such services 

may include (i) identification of borrowers and fitment of 

activities; (ii) collection and preliminary processing of loan 

applications including verification of primary information / 

data; (iii) creating awareness about savings and other 

products and education and advice on managing money 

and debt counselling; (iv) processing and submission of 

applications to banks; (v) promotion and nurturing Self 

Help Groups/ Joint Liability Groups; (vi) post-sanction 

monitoring; (vii) monitoring and handholding of Self Help 

Groups / Joint Liability Groups / Credit Groups / others; 

and (viii) follow-up for recovery.

The agency risk is reduced through local organizations 

and IT solutions for tracking transactions. Through the 

BC model door step banking is available at lower cost

and to a wider group. The viability and scalability of this 

model is dependent on lower interest rate and service 

charges.

Innovative Payment Systems for Financial Inclusion

Payment systems are the backbone of the financial 

infrastructure of the nation, enhance globalization

and act as tools of economic empowerment by

financial inclusion. There is a need to create payment 

systems that are efficient, reliable, affordable and

of global standards. Implementation of such systems 

increases transparency, lowers transaction costs, 

improves operational efficiency of trade and commerce 

and provides support to globalization of economy. 

Payment systems improve financial transparency, by 

bringing cash into the banking system, which would 

otherwise have been kept out of the system. Banks

can then effectively deploy additional cash flow, thus 

stimulating business growth and consumption.

Various payment solutions can be considered and

their modalities designed in order to create fool-proof 

payment systems that cater to various users and 

situations. Some of these would include smart cards, 

magnetic stripe cards, mobile accounts, mobile wallets, 

mobile purse and paper vouchers. For the purpose of 

payment systems across the agricultural value chain, 

there are two main solutions that can be considered - 

card-based and mobile based payment systems.

Card-based Payment Systems

The objective of card-based payment systems is to 

introduce multipurpose stored value card of various 

denominations which can be used to purchase various 

goods and services from affiliated merchants based

on anywhere, anytime concept, which would result in 

increased sales for all affiliated merchants and better 

safety and convenience for the consumer. Types of pre-

paid instruments include : 

1. Closed System Payment Instruments : These are not 

reloadable with cash and do not permit cash 

withdrawal (for example : phone calling, prepaid 

voucher and gift vouchers).

2. Semi-Closed System Payment Instruments : These 

are used at merchant locations, and can be reloaded, 

but do not allow cash withdrawal (for example : cash 

cards and smart cards). 

3. Semi-Open System Payment Instruments : These can 

be reloadable or non-reloadable, and can be used at 

any point-of-sale terminal, but they do not allow cash 

withdrawal (for example : gift cards issued by banks).

4. Open System Payment Instruments : These can be re-

loadable or non-reloadable, but most importantly, they 

permit cash withdrawal at ATMs (Example : Payroll 

cards and travel cards) (Carr, 2010). 

Mobile-based Payment Systems

If the technology revolution is to fully impact the rural 

areas, concentration on providing soft infrastructure

is a must. The potential of mobile phone usage should

be maximized. It is estimated that today while there

are 15 crore savings account holders in India, there

are approximately 43 crore subscribers with 1 crore 

subscribers being added every month. This highlights 

itself in the form of a great opportunity of almost 25

crore customers. Mobile phone usage transcends

social and economic barriers. This is thus an application 

of technology that could be examined to expand the 

scope and reach of our payment and settlement 

systems. A mobile payment service in order to become 

acceptable in the market as a mode of payment, the 

following conditions have to be met : 
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a) Simplicity and Usability : The m-payment application 

must be user-friendly with little or no learning curve

to the customer. The customer must also be able

to personalize the application to suit his or her 

convenience.

b) Universality : M-payments service must provide for 

transactions between one customer to another 

customer (C2C), or from a business to a customer 

(B2C) or between businesses (B2B). The coverage 

should include domestic, regional and global 

environments. Payments must be possible in terms of 

both low value micro-payments and high value macro-

payments.

c) Interoperability : Development should be based

on standards and open technologies that allow

one implemented system to interact with other 

systems. 

d) Security, Privacy and Trust : A customer must be

able to trust a mobile payment application provider 

that his or her credit or debit card information may

not be misused. Secondly, when these transactions 

are recorded, customer privacy should not be lost

in the sense that the credit histories and spending 

patterns of the customer should not be openly 

available for public scrutiny. Mobile payments have

to be as anonymous as cash transactions. Third,

the system should be foolproof, resistant to attacks 

from hackers and terrorists. This may be provided 

using public key infrastructure security, biometrics

and passwords integrated into the mobile payment 

solution architectures.

e) Cost : The m-payments should not be costlier than

the existing payment mechanisms to the extent 

possible. An m-payment solution should compete

with other modes of payment in terms of cost and 

convenience. 

f) Speed : The speed at which m-payments are executed 

must be acceptable to customers and merchants. 

Thus, the key defining characteristics of a successful 

mobile payment service are simplicity, usability, 

universality, interoperability, security, privacy, trust,

cost and speed.

Important and Regular Financial Transactions 

There is ample opportunity in the agricultural sector 

across the value chain for these new payment

solutions to be used. Financial transactions like 

government scheme disbursements, sending money, 

receiving money, bill payments, cash deposits, cash 

withdrawals, NEFT can be carried out in a cashless, 

efficient and hassle-free manner. The in-text diagram 

below shows how mobile money services offer an 

opportunity to create a vibrant ecosystem. No longer

will distance to the nearest financial institution be

a cause of concern for the farmers; neither will it

be a cause of tedious cash transactions. Both,

paying vendors and receiving money from buyers

will be literally as easy as 'a click of a button'. With 

everyone owning a mobile phone now, it will require

only a demonstration for everyone to understand

the usage of these user-friendly and easy payment 

solutions.

With the onset of the Unique Identification Authority

of India (UIDAI), each resident across the country will

be provided a unique identification. This would act as

a tool for effective monitoring of various programs and 

schemes of the Government as well as a foolproof basis 

for mobile money transactions. This however would 

require a strong synergy between three major players - 

the mobile service provider/s, the technology developer 

and the license holder (the bank). Innovative tools
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like finger print identification and smart cards or rural 

credit cards will also go a long way in ensuring greater 

transparency and effective financial inclusion.

Agricultural Insurance

On the insurance front, there is unequivocal need

for extended scope and coverage of agricultural risk 

insurance in the interest of agriculture and well-being

of the farmers. It is now well understood that no

single insurance product can meet the requirement 

across the crops or region or farm households. Another 

learning is that for an effective and maximum coverage

of risk insurance in agriculture there is need for

multiple players such as (i) life insurance companies

(ii) general insurance companies (iii) health insurance 

companies, etc, besides rural credit agencies such

as cooperative societies, micro finance companies

and rural cooperative companies. It is in this context

that innovative technology and an effective and 

comprehensive approach would help combine 

agricultural credit and risk insurance programmes into

an integral whole.

Financial Institutions need to work towards evolving

new business models. YES BANK has been working 

relentlessly in a pilot effort to evolve a business model 

built on a mobile based platform for delivery of crop 

insurance to farmers by creating an enabling transaction 

environment for a farmer to access such facilities

through mobile phones. As a pilot YES BANK as part

of its efforts under the National Agriculture Innovation 

Project has been working closely with its partners

in a pilot effort to evolve a business model for

grape insurance delivery. By customizing YES MOBILE 

MONEY, a mobile banking product built together with its 

technology partners, YES BANK has attempted to offer 

the farmers the ease of making premium payments 

through their mobile, by offering a convenient, affordable 

and easy- to-use mobile transaction environment. This 

facility that can be enabled through the most simplistic

handset will revolutionize the transaction environment 

for this section of population and quicken the activation

of crop insurance to farmers that gets triggered on

receipt of the premium. This project also envisages 

creation of a dynamic interactive interface called

'Wine Grape Insurance Structuring Automation Tool' 

(WIGISAT) that empowers farmer to select an

insurance solution best suited to the risk-cover they 

desire, by providing information of premium payable / 

variation across variables such as pruning date and 

period of cover. This combination of a web-based 

decision making tool together with a mobile based 

cashless payment ecosystem truly demonstrates how 

technology can and is increasingly being leveraged for 

farmer benefits.

Financial Inclusion - An Opportunity and not an 

Obligation

Financial inclusion implies a developed financial

system which in turn means broadened access to

funds; conversely, in an underdeveloped financial 

system, access to funds is limited and people are 

constrained by the availability of their own funds and 

have to resort to high cost informal sources such as 

money lenders. Lower the availability of funds and higher 

their cost, fewer would be the economic activities that 

can be financed and hence lower the resulting economic 

growth. Financial inclusion is thus advantageous for the 

economy as a whole and should thus be looked at as an 

opportunity and not an obligation.

By facilitating interaction between banks and rural 

customers, financial inclusion proves equally 

advantageous to the customers as well as to the

bank. Financial inclusion, by its inherent nature,

would ensure decreased marginal cost of offering 

financial products for financial institution as well as 

decreased marginal cost of availing financial products

for recipients.

With increasing liberalization and higher economic 

growth, the role of banking sector is poised to increase in 

the financing pattern of economic activities within the 

country. To meet the growing credit demand, the banks 

need to mobilize resources from a wider deposit base 

and extend credit to activities hitherto not financed

by banks. The trend of increasing commercialization of 

agriculture and rural activities should generate greener 

pastures, and banks should examine the benefits of 
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increasing penetration therein. Financial inclusion will 

strengthen financial deepening and provide resources

to the banks to expand credit delivery. Thus, financial 

inclusion will lead to financial development in our country 

which will help to accelerate economic growth.

Policy Implications

An immediate outcome of this drive towards greater 

financial inclusion through technology is the policy 

implications and thus the emerging need for institutional 

mechanisms to be introduced that will allow for this level 

of financial transactions and inclusion. The banking 

sector led by RBI along with all the public and private 

sector banks and the whole of industry, agriculture

and services sector need to come together under the 

umbrella of e-Governance in order to maximize the 

benefits from ICT.

The regulations relating to ICT solutions for banking 

services in general and financial inclusion in particular 

relate to ensuring integrity of banking system and ensuring 

customer protection. These cover customer identification / 

authentication, customer confidentiality / privacy, KYC / 

AML issues, outsourcing, bank's responsibility for their 

agents, ensuring inter-operability and open standards, 

imaging standards and adherence to payments system 

regulations.

With the introduction of BC model and the process

of engaging such intermediaries, banks should

ensure that they are well established, enjoy a good 

reputation and have the confidence of the local

people. Banks would need to give wide publicity in

the locality about the intermediary engaged by them

as Business Correspondent and take measures to

avoid being misrepresented. RBI would have to issue 

stringent guidelines to safeguard the interests of the 

banks, financial institutions and the customers.

The large number of institutions engaged in providing 

financial inclusion services makes it imperative to

protect the rights of the poor and ensure that their

hard earned assets do not fall prey to the unscrupulous. 

The poor have no recourse to the various consumer 

protection forums which are taken for granted by the 

more affluent sections of society. A specific nodal 

consumer protection agency with a cross-sector 

mandate and a pan-India rural coverage should be 

appointed to speedily address the grievances of

the poor regarding their experiences with the financial 

institutions. Accountability norms and code of conduct 

should be published for all service providers in the 

financial inclusion ecosystem and widely circulated.

Conclusion

With rural India being an important component and 

contributor to GDP growth and employment in India, 

banks play an important role in the way it emerges.

On one hand while banks have to meet priority sector 

lending commitments to ensure credit delivery to

this sector, there is a significant need to complement

this with efforts for an enhanced and comprehensive 

integration and participation in the formal banking and 

financial system. The efforts for financial inclusion

need to be designed with a vision beyond just the 

percentage of the country population with access to a 

bank account or a no frills account; to focus more on

how this can enhance the capability and convenience

for the unbanked and under-banked, specifically the 

small and marginal farmers in this case, to enable greater 

transparency, accountability, efficiency and convenient 

access to necessary facilities. Financial inclusion should 

extend beyond just opening bank accounts to the actual 

usage of the bank account by the individual for various 

kinds of transactions like savings, insurance, payments 

and remittances which reflects the value derived by the 

individual from participating in the mainstream financial 

system. Financial inclusion should also importantly 

include affordable credit and financial counselling.

It is from this perspective that it is important for

financial institutions to integrate across the entire

rural economy. The challenge in this is the last mile 

delivery. It is clearly evident that there is a burgeoning 

need for new payment solutions to be created and

that ICT is going to be the backbone of this revolution. 

These new payment mechanisms aim not only at 

introducing cashless payments but also at greater 

financial inclusion by being more affordable and easily 

available to everyone. While the potential for a brick-
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and-mortar model of branch expansion continues, 

technology has enabled quicker and wider access,

at a relatively lower cost; the ultimate beneficiary being 

the end-user who can now participate in the formal 

system from the most distant and rural pockets.

The mobile telecom revolution in India has changed

the way we need to look at this. Mobile phones today 

have the highest penetration levels and can serve as a 

medium of access for a much larger section of India's 

population. This is particularly relevant in efforts across 

the agricultural value chain; and in linking small and 

marginal farmers. Not only can mobiles be a medium

for transacting in a cashless environment, the potential

of mobiles to comprehensively deliver farmers a one-

stop solution to several other needs of information and 

knowledge such as commodity prices, weather updates 

among others is behind its enhanced potential and 

acceptability.

On the way forward, the challenges are going to

be banks using multiple channels for delivery of variety

of financial services, developing synergies with MFIs

and SHGs by introducing seamless ICT based models 

linked to such intermediaries, availability of skilled 

manpower to facilitate the adoption of IT on such large 

scale, use of IT for credit information and efficient credit 

delivery and risk management in a much bigger way, 

moving away from the use of cash and emergence of 

enough leaders in the banking system especially in

the public sector banks / RRBs and cooperative banks

to recognise the opportunities and take advantage of 

their specific strengths including location.

Financial inclusion is a tool to ensure that the entire 

population of the economy becomes integrated

within a formal banking system thereby ensuring

that everyone benefits from the system. While efforts

are underway to introduce technologies, models and

policies to ensure this inclusion, an important pre-

requisite for complete and comprehensive financial 

inclusion would be initiatives to actually enhance the 

income generation among the poor so that they have 

money to enter the banking system with. The co-

operative Tourism model that YES BANK is currently 

piloting in a few states across India with Queen

Margaret University and Dunira Strategy, Scotland is 

aiming at exactly this. The genesis of this model is

to encompass innovative technology and employment / 

income enhancement opportunities post which new 

banking technologies are then introduced that result

in greater and more sustainable financial inclusion.

Such innovative approaches need to be further explored 

so as to make this drive towards financial inclusion 

complete and sustainable.

In the age of collaboration and partnerships the

triad of mobile operators, technology developers and 

banks have begun to work closely in what is emerging

as a revolution. The government will play an important 

role in reverse integrating successful attempts which 

would have a defined impact into scalable development 

models as a part of its policy to enable wider participation 

of businesses; enhanced competition and maximize 

benefits to the end-user - in this case with a focus on

the rural India.
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Introduction :

The success of any organization, particularly of a 

services-oriented one like a banking industry depends

on the quality of service offered to customers. Service 

with a smile is authenticity of positive displays during 

service encounters. Smile on face is one of the tools and 

strategy for customer satisfaction & to retain customer.

Employee expressions influenced the impression

of friendliness. Smiley face of staff is the impression

of service provider on customers. Most of the

business in the service industry plays different roles

in the customer's perspectives. Moreover, the business 

leaders are well-endowed in contributing the best of the 

service they can give their customers.

On the other side of coin, customer is always right. 

Customers are the same persons who will measure the 

impact of the service they receive from bank. Service will 

affect their decision to continue relation with same bank 

or switch to other.

Background of the study :

In today's competitive world of business, service is one

of the concerns which affect the decision of customer

to rethink.

Customer service is one of the important areas of 

business especially for service industries like bank to 

retain their customers & attract new one. Poor customer 

service could cause a banking business loss of 

thousands of dollars and also "it's credibility." Good 

customer service is what attracts people to a business. 

Customer service is more than just having a good 

attitude towards the customers. It is about the quality

of the service that is being provided. When customers 

are pleased they become long-term assets to the bank. 

* Relationship Manager, State Bank of India, Nagpur.

Building strong customer relations can tie a customer 

and a business together. When customers are satisfied 

they feel well treated and are willing to treat the business 

well. Perfect and smiley customer service definitely 

improves customer satisfaction.

Each one in the banking industry should remember

that the big money isn't as much in winning customers

as in keeping customers. Each individual customer's 

perception of your bank will determine how well you do 

this and that perception will depend on the level of 

customer service you provide.

Research objectives :

A customer does not select the bank for the catchy 

slogans and colorful brochures, but for the efficient and 

prompt service offered to them.

1. Smiley customer service is one of the mantras to retain 

the customers.

2. Importance of customer service & suggestions for  

customer service in banking industry.

Research questions :

The study prepared several questions regarding the 

customer service :

1. What is customer service?

2. Are your customers greeted when they walk through 

the door?

3. What are the tips for customer service?

4. What are the rules for good customer service?

Literature Review :

"A customer is the most important visitor on our premises. 

He is not dependent on us. We are dependent on him.

He is not an interruption in our work. He is the purpose

Smiley Customer Service is one of the Mantras
to Retain the Customer for Lifetime with Bank

'Service with Smile Authenticity of Positive display'

rd - 3 Prize
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of it. He is not an outsider in our business. He is part of

it. We are not doing him a favor by serving him. He is 

doing us a favor by giving us an opportunity to do so. "

- Mahatma Gandhi

Customer service is about treating others as you would 

like to be treated yourself.

Organization which believes the customer is the 

organization's only true "profit center" consider the 

following traditional organization chart :

unless you can get some of those customers to come 

back, your business won't be profitable for long.

Good customer service is all about bringing customers 

back. And about sending them away happy enough

to pass positive feedback about our banking to others, 

who may then try the product or service you offer for 

themselves and in turn become repeat customers.

If you're a good salesperson, you can sell anything to 

anyone once. But it will be your approach to customer 

service that determines whether or not you'll ever be

able to sell that person anything else. The essence

of good customer service is forming a relationship with 

customers, a relationship that individual customer feels 

that he would like to pursue.

Traditional
Bank Chart
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Management

Middle
Management

Front Line Staff

Customer

Top
Management

Middle
Management
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Modern Customer
Oriented Bank Chart
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In today's economy, providing the excellent kind of 

service for their customers is one of the vital strategies

in every aspect of various businesses, especially in 

banking.

Through the huge challenges on the globalization and 

rapid growth of economic changes, the banking industry 

should remain strong and survive to compete effectively. 

Banks must therefore, recognize the participation of

the customers in planning their success. The customer 

perceptions of the service quality play an important role 

in the success of the business, and the banking sector

is not an exception. The service quality has been widely 

used to evaluate the overall performance of the banks in 

terms of their services. Banks should understand the 

loyalty of the customers and its impact in the competition. 

To be more effective in the market, banks should focus 

more on their service and pay attention on the core 

competitive strategy.

Good customer service is the lifeblood of any

business. You can offer promotions and slash prices

to bring in as many new customers as you want, but 

Excellent

Very good

Good

Average

Poor

Grade of the service

For any service industry, where you need to interact with 

clients, you will require great customer service skills. 

Dealing with customers is not an easy task. Nor is it too 

tough for people who are ready to learn this art. You need 

to keep several important things in mind while dealing 

with customers.

Given below are some essential tips for great 

customer service skills

Focusing on the first impression

You must have heard about 'first impression is the

last impression' and how important they can be.

While interacting with customers, you need to make a

strong first impression to make it a lasting impression

on their minds. To achieve success, you need to do 

everything within your power to make a great impression. 

Remember, the rest of interaction you do with a customer 

will depend on how you interact with them in your first 

chance of meeting them.

Right from the beginning of interaction, you need to 

understand the potential of a first meeting. And there's no 
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doubt that respect begets respect. Appropriate treatment 

with customers can really make a big difference in your 

business dealings.

"Customer service is about treating others as you 

would like to be treated yourself."

Always realize that you will treat your customer the

way you would like to be treated yourself. Greet the 

customers when they walk in through the door or they

call you or at least within 30-40 seconds upon entering.

Is it possible they could come in, look around, and go

out without ever having their presence acknowledged?

It is ironic that it took a discount merchant known for 

price, not service, to teach the retail world the importance

of greeting customers at the door. Could it be that 

because Sam Walton knew this simple but important 

gesture is a matter of respect, of saying "we appreciate 

your coming in," having nothing to do with the price of 

merchandise?

Customer service is a proactive attitude that can be 

summed up as :

I care and I can do.

Defusing Angry Customers

While interacting with customers, you also need

to learn the art of handling angry customers. In case,

you are faced with an angry customer, it is of utmost 

importance to find out the reason. Listen patiently

to the customer's complaint and figure out how to

solve the problem. Also be ready to take charge of

the entire situation rather than giving excuses. Offer

help to the angry customer and tell him you will resolve 

the problem. Be down-to-earth in your interaction with 

angry customers and avoid asking too many questions

in these situations.

Some other essential factors which also affect the 

customer decision to remain with bank :

Include a thank-you note in a customer's package; send 

a birthday card; clip the article when you see their name 

or photo in print; write a congratulatory note when they 

get a promotion. There are all sorts of ways for you to 

keep in touch with your customers and bring them closer 

to you.

Know who your customers are

That is, Know Your Customer. If a regular customer 

comes into your bank, would you recognize them?

Can you call them by name? All of us like to feel 

important; calling someone by name is a simple

way to do it and let them know you value them

as customers. That's establishing a form of trust

between you and the customer and they are always 

going to return. For the customer having that added 

attention makes all the difference in the world

and it makes them feel special. That's what it's

all about.

Always have an ear open for your customers wants.

If a certain customer always needs the same thing

make sure you have it at all times. You don't want 

customers waiting and maybe venturing somewhere 

else. It happens all the time. Ask for their input as well. 

Maybe there is something you can do to make their 

Determining the Customers' Requirements

It should be your continuous effort to understand the 

requirements of the customer. Knowing what they want 

and fulfilling those requirements will make all the 

difference.

Many times, you will need to deal with angry customers.

If the angry customer wants to vent to someone, allow 

them the space to do so. If you think you are capable

of handling the situation yourself, settle the situation 

yourself. At the same time try to understand what the 

customer actually wants. Try to help the customers

and fulfill their requirements to keep things going.

Customer Service is the commitment to provide value 

added services to external and internal customers, 

including attitude, knowledge, technical support and 

quality of service in a timely manner.
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experience more enjoyable for them. A happy customer 

is a returning customer. Stay close to your customers

at all times. Call them by their first name or surname with 

full respect.

If a customer makes a request for something special, 

do everything you can to say yes

Helping customers with unusual requests during customer 

interaction, you will come across a situation where you

will be asked to help customers with unusual requests, 

outside the business. Under these situations, it is not

wise to say a complete 'No'. Instead you need to use the 

situation to your benefit. Consider helping the customer 

rather than denying their requests only because it is 

outside the norms. If you can help the customer with an 

unusual request, you will really strengthen your bond with 

them for future.

The fact that a customer cared enough to ask is

all you need to know in trying to accommodate her.

It may be an exception from your customer service 

policy, but (if it isn't illegal) try to do it. Remember you

are just making one exception for one customer, not 

making new policy. Understand what your customers 

want and make that your number one responsibility and 

follow through.

Example : A cash officer of bank, whose regular business 

timing is from 10.30 am to 4.30 pm, who has done

his normal closing process and has returned cash to

the accountant, but at 5 O'clock one customer comes

to the branch and looked tensed. He asks him to give him 

withdrawal of ̀ 1 lacs from his saving bank account which 

he is maintaining with the same branch same bank from 

last 10 years. But the cash officer gives him the usual 

answer that bank has been closed and he asks him to 

come next day.

Customer pleads as his son is being operated on that 

evening, but he still give him the bank rules and call him 

next day.

But for this situation if the banker acted little bit out

of the way and the banker would have given the

cash to the customer by following the procedure.

The satisfaction for the customer would have been

like the customer has seen the god in front of him. This

is the symbol of customer satisfaction & measurement

of customer service.
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Some rules for good-better-best-excellent Customer 

Service :

1) Answer your phone

Get call forwarding or an answering service. But

make sure that someone is picking up the phone

when someone calls your business. (Notice I say 

"someone". People who call want to talk to alive

person, not a fake"recorded robot".)

Phone Answering Tips to Win Business :

Phone answering skills are critical for businesses.

The telephone is still the most business's primary point

of contact with customers. And the way you answer

your company's phone will form your customer's first 

impression of your business. These phone answering 

tips will ensure that callers know they're dealing with a 

winning business :

- Answer all incoming phone calls before the third 

ring.

- When you answer the phone, be warm and 

enthusiastic. Your voice at the end of the telephone 

line is sometimes the only impression of your 

company a caller will get.

- When answering the phone, welcome callers 

courteously and identify yourself and your 

organization. Say, for instance, "Good morning. 

Cypress Technologies. Susan speaking. How

may I help you?" No one should ever have to

ask if they've reached such and such a business.

"Certainly", "Very well", or "All right". If you're a 

person who uses fillers when you speak, such as 

"uh huh", "urn", or phrases such as "like" or "you 

know", train yourself carefully not to use these

when you speak on the phone.

- Train your voice and vocabulary to be positive

when answering the phone, even on a "down"

day. For example, rather than saying, "I don't know",

say, "Let me find out about that for you."

- Take telephone messages completely and 

accurately. If there's something you don't 

understand or can't spell, such as a person's 

surname, ask the caller to repeat it or spell it

for you. Then make sure the message gets to the 

intended recipient.

- Answer all your calls within one business day.

I can't emphasize this one enough. Remember

the early bird? The early caller can get the contract, 

the sale, the problem solved... and reinforce the 

favorable impression of your business that you want 

to circulate.

- Always ask the caller if it's all right to put her

on hold when answering the phone, and don't

leave people on hold. Provide callers on hold

with progress reports every 30 to 45 seconds.

Offer them choices if possible, such as "That

line is still busy. Will you continue to hold or

should I call you back?"

- Don't use a speaker phone unless absolutely 

necessary. Speaker phones give the caller the 

impression that you're not fully concentrating

on his call, and make him think that his call isn't 

private. The only time to use a speaker phone is 

when you need more than one person to be in the 

conversation at your end.

- If you use an answering machine to answer

calls when you can't, make sure that you have

a professional message recorded, that does

the same thing as tip # 3, and gives callers any

other pertinent information before it records

their messages. Update your answering machine 

message as needed. For instance, if your business 

- Enunciate clearly, keep your voice volume 

moderate, and speak slowly and clearly when 

answering the phone, so your caller can understand 

you easily.

- Control your language when answering the

phone. Don't use slang or jargon. Instead of

saying, "OK", or "No problem", for instance, say 
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is going to be closed for a holiday, update your 

recorded answering machine message to say so 

and to say when your business will reopen.

- Train everyone else who answers the phone

to answer the same way, including other family 

members if you're running a home-based business. 

Check on how your business's phone is being 

answered by calling in and seeing if the phone

is being answered in a professional manner.

If they don't pass the test, go over this telephone 

answering tips list with them.

2) Don't make promises unless you will keep them

Reliability is one of the keys to any good relationship,

and good customer service is no exception. If you

say, "Your new bedroom furniture will be delivered

on Tuesday", make sure it is delivered on Tuesday. 

Otherwise, don't say it. The same rule applies to client 

appointments, deadlines, etc. Think before you give any 

promise - because nothing annoys customers more than 

a broken promise.

3) Listen to your customers

Is there anything more exasperating than telling 

someone what you want or what your problem is and 

then discovering that person hasn't been paying 

attention and needs to have it explained again?

From a customer's point of view, I doubt it. Let your 

customer talk and show him that you are listening

by making the appropriate responses, such as 

suggesting how to solve the problem.

4) Satisfaction of needs of the customer

If as a banker you want that your services to really

satisfy your customers, and then you must be clear

about the customer needs and their expectations from 

you as a banker & bank.

As the customers are in large numbers and it is

difficult to dovetail the products to individual needs, 

deposit plans and leading schemes are designed to

meet the needs of different customer groups.

Therefore, every customer has to be guided and

helped to choose the scheme, from among those 

available most suitable to his / her needs.

Satisfaction of needs :

Well- designed customer service must be accompanied 

by good delivery. The five elements that constitute good 

delivery are speed, timeliness, accuracy, courtesy and 

concern

Speed :

Time is money for everyone including the customers. 

Leisurely and lethargic handling of the customer's 

transactions will be a major block in the delivery of 

customer service.

Timeliness :

Commencement of banking business and opening

of counter-service in time and rendering uninterrupted 

service during business hours is an important aspect of 

ensuring good customer service.

Accuracy :

The information rendered by the bank to the

customer should be accurate and unambiguous. 

Acronyms, if used should be explained to the

customer. It may be added here that customer's 

complaints in the area of non-receipt of correct and

full particulars in the statement of accounts / passbooks, 

debit / credit advice received by them etc., from the

bank have remained unabated over the years. Banks 

have indicated that the updating of the passbook

will be done in stipulated period. A little extra care

is all that is required in tackling this irritant and offering 

good customer service.

Courtesy :

Indifferent, casual and at times belligerent approach on 

the part of bank staff alienates the customer. Developing 

the right type of attitude and behavior in dealing with

the customers positively results in developing customer 

loyalty and good bank-customer relationship.

Concern :

Anticipating the customer's problems and guiding

them shows that the bank cares for them and is

equally concerned with their problems. Depositors as 

well as borrowers often experience lack of concern on 

the part of bank staff towards their problems.
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Advance intimation of maturity of term deposits, 

explaining the benefits of nomination facilities, etc.

are all indicative of the concern the bank staff should 

show towards the customer.

5) Be helpful - even if there's no immediate profit

in it

The other day I went into a local watch shop because

I had lost the small piece that clips the pieces of my

watch band together. When I explained the problem, the 

proprietor said that he thought he might have one lying 

around. He found it, attached it to my watch band and 

charged me nothing! Where do you think I'll go when I 

need a new watch band or even a new watch? And how 

many people do you think I've told this story to?

6) Train your staff (if you have any) to be always 

helpful, courteous, and knowledgeable

Educate your staff to be equally as concerned about

your customers as you are. Do it yourself or hire 

someone to train them. Talk to them about good 

customer service and what it is (and isn't) regularly.

Most importantly, give every member of your staff 

enough information and power to make those small 

customer-pleasing decisions, so he never has to say,

"I don't know, but so-and-so will be back at..."

A final bit of advice about customer service; "If

you aren't taking care of your customers, your 

competition will." Print that advice out in large, bold 

letters with underline in blue, red, orange, etc., colour

in mind always.

Always remember "Customer Service" is the commitment 

to provide value added services to external and internal 

customers, including attitude knowledge, technical 

support and quality of service in a timely manner.

7) Throw-in something extra

Whether it's a coupon for a future discount, additional 

information on how to use the product, or a genuine 

smile, people love to get more than they thought

they were getting. And don't think that a gesture has

to be large to be effective. The local art framer that

we use, attaches a package of picture hangers to every 

picture he frames. A small thing, but so appreciated.

8) No amount of advertising can repair the damage : 

properly address the customer complaint, deal 

with the customer complaint

No one likes hearing complaints, and many of us

have developed a reflex shrug, saying, "You can't

please all the people all the time". "The Customer Is 

always Right." If a customer comes to you about

a complaint, be very serious about how you can

handle it. Is the customer upset and angry? First,

calm him with words and action and show that

you are serious about doing something to correct

the problem. Even if it is obvious that he's wrong, 

sometimes it's better for repeat business to take the

loss and compensate the customer.

Then, when your customer is satisfied that his complaint 

has been properly addressed, thank him for bringing

the problem to your attention. Remember, no amount

of advertising can repair the damage done by failing

to properly address a customer's concern. Even more 

damaging to a small business is the "silent complainer." 

That's the customer who simply walks out of your shop 

without saying a word, and you never see him again. 

These silent complainers have friends. And their friends 

have friends.

If you apply these eight simple rules consistently, your 

bank will become known for its good customer service. 

The irony of good customer service is that over time it will 

bring in more new customers than promotions and price 

slashing ever did!

Steps taken by Government of India and Reserve Bank 

of India to redress the grievances of the customers :

1. Setting up of Customer Service Committees in all 

branches and offices of the public sector banks.

2. Observing 'Customer Meet Day' which provides 

customer direct access to higher officials.

3. Setting up 33 Customer Service Centers in state 

capitals / major cities, where a Public Sector Bank is 

given the lead responsibility to coordinate grievance 

redressal machinery.

4. Observance of 15th day of every month as 'Customer 

Day'.
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5. Setting up of a Directorate of Public Grievances under 

the Cabinet Secretariat which entertains grievances 

from the public.

6. Display of time norms in all branches.

7. Use of courier service and other faster means of 

remittance.

8. Constitution of Talwar Committee

9. Constitution of Goiporia Committee

Analysis :

Customer Service is the commitment to providing

value added services to external and internal

customers, including attitude knowledge, technical 

support and quality of service in a timely manner. 

Because of the intensified competition in banking 

industry, the excellent deliverance of the customers' 

service is viewed to play a vital role in a banks

success and failure, the huge challenges on the 

globalization and rapid growth of economic changes,

the banking industry should remain strong and survive

to compete effectively. Banks must therefore, recognize 

the participation of the customers in planning their 

success. The customer perceptions of the service

quality play an important role in the success of the 

business and the banking sector is not an exception.

The service quality has been widely used to

evaluate the overall performance of the banks in

terms of their services. Banks should understand

the loyalty of the customers and its impact in the 

competition. To be more effective in the market, banks 

should focus more on their service and pay attention

on the core competitive strategy. Therefore, 'Smiley 

customer service is one of the mantras to retain the 

customer for lifetime with Bank' & 'service with smile is 

authenticity of positive display'.

[

Interest rate risk is the risk where changes in market interest rates affect a bank's financial position. Changes in interest rates impact a bank's 

earnings through changes in its Net Interest Income (NII). Changes in interest rates also impact a bank's Market Value of Equity (MVE) or Net 

Worth through changes in the economic value of its rate-sensitive assets, liabilities and off-balance sheet positions. The interest rate risk can thus 

be viewed from two perspectives, viz., 'earnings perspective' and 'economic value perspective'. Generally, the former is measured using the 

Traditional Gap Analysis (TGA) and the latter is measured using more sophisticated Duration Gap Analysis (DGA).

Presently, the Reserve Bank monitors the interest rate risk of banks through a monthly return on interest rate sensitivity using the TGA. The focus 

of the TGA is to measure the level of a bank's exposure to interest rate risk in terms of sensitivity of its NII to interest rate movements over usually a 

one-year time horizon. It involves bucketing of all Rate-Sensitive Assets (RSA) and Rate-Sensitive Liabilities (RSL) and off-balance sheet items 

as per residual maturity / re-pricing date in various time bands and computing Earnings at Risk (EaR) or the loss of income under different interest 

rate scenarios over one year.

In addition to the existing return on Interest Rate Sensitivity under Traditional Gap Analysis, a new return is being introduced to monitor the 

interest rate risk using DGA, called Interest Rate Sensitivity under Duration Gap Analysis (IRSD). The DGA involves bucketing of all RSA and 

RSL as per residual maturity / re-pricing dates in various time bands and computing the Modified Duration Gap (MDG). The RSA and RSL include 

the rate-sensitive off-balance sheet assets and liabilities as well. MDG can be used to evaluate the impact on the MVE of the bank under different 

interest rate scenarios. The past few years have seen banks' foray into financing long term assets, such as home loans and infrastructure 

projects. Banks have been allowed to raise funds through long-term bonds with a minimum maturity of five years to the extent of their exposure of 

residual maturity of more than five years to the infrastructural sector. Hence, the time buckets viz, 'over 5 years and up to 7 years', 'above 7 years 

and up to 10 years' and 'over 10 years and up to 15 years' and 'over 15 years', have been incorporated in the new return.

The step-by-step approach for computing modified duration gap has been detailed in the Reserve Bank circular (DBOD.No.BP.BC.59/21.04.098/ 

2010-11) dated November 4, 2010. Banks will be required to compute their interest rate risk position, in each currency (including Rupees) by 

applying DGA to RSA and RSL items in that currency, where either the assets / liabilities are 5 per cent or more of the bank's total global assets / 

liabilities. The interest rate risk position in all other residual currencies has to be computed separately on an aggregate basis. The framework 

prescribed is aimed at determining the impact on the MVE arising from changes in the value of interest rate sensitive positions across the whole 

bank i.e., both in the banking and trading books. Banks shall submit the report on interest rate sensitivity as per DGA in the stipulated format with 

effect from June 30, 2011 on a quarterly basis till March 31, 2012, and on a monthly basis with effect from April 30, 2012.

Source : Report on Trend and Progress of Banking in India 2010-11.

Monitoring Interest Rate Sensitivity based on Duration Gap Analysis
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The gross NPA level of banking system has gone

up from `59,927 crores as on March 31,2010 to

`74,617 crores as on March 31, 2011. The Finance 

Minister, while describing the sharp jump in NPAs

as an “area of concern” advised Public Sector Banks

to apply due diligence in sanctioning of new loans.

While sanctioning of new loans has its own importance 

for survival, the recovery of NPAs should be taken as

a challenge. 

To cut short the long procedural delays in enforcing

the mortgagee rights of the banks and financial 

institutions, a very fine and effective legislation has

been enacted by the Parliament of India under the

name SARFAESI Act. The Act has proved to be a boon 

for the banks and financial institutions and dreaded

Act for the unscrupulous defaulting borrowers. Of

course the Act is of great help to the economic growth

of the country. Effectiveness of the Act can be gauged 

from the fact that in almost fifty percent of the cases 

where the notice is served under section 13 (2) of the

Act, the recovery comes around and out of the

remaining balance, in fifty percent cases, the recovery 

comes when symbolic possession is taken u/s 13 (4)

of the Act. It is only the balance 25% cases where

the borrower moves the court or the bank / FI moves 

further for the sale or getting physical possession .

However the alarming situation of NPAs in the banking 

industries proves that the picture is not that rosy and 

effectiveness of the Act is under cloud. This is for the 

reason that borrower under attack from the SARFAESI 

Act uses every effort to avoid / defend it. The lawyers 

representing the borrowers and defaulters use every 

possible mechanism and dilatory tacts to impede the 

expeditious adjudicaton of such cases. The borrowers 

* Fromer Chief Manager, P & S Bank & Advocate Punjab & Haryana High Court.

institute frivolous cases against banks and succeed

in persuading the civil court to pass order of injunction 

against the steps taken by banks and FIs to recover

their dues.

Forums or remedies available to the Borrowers to 

ventilate grievance

Representation / objection to the notice u/s 13 (2) 

before the banks

The most important section of SARFAESI Act is

section 13 (2) of the Act, which provides that if a

borrower who is under a liability to a secured creditor, 

makes any default in repayment of secured debit

and his account in respect of such debit is classified

as non performing asset , then secured creditor may 

require the borrower by notice in writing to discharge

his liability within sixty days from the date of notice

with an indication that if he fails to do so, the secured

creditor shall be entitled to exercise all or any of its

rights in terms of section 13 (4) of the Act.

The first opportunity of being heard is provided

to the borrower u/s 13 (3-A) which lays down that

the borrower may make a representation in response

to the notice issued under section 13 (2) and challenge 

the classification of his account as non-performing

asset as also the quantum of amount specified in

the notice. If the banks or FIs come to the conclusion

that the representation / objection of the borrower is

not acceptable, then reasons for non acceptance are 

required to be communicated within one week.

It is worth noting that a proviso is added to section

13 (3-A) which states that reason so communicated

shall not confer any right upon the borrower to file an 

application to the DRT u/s 17 of Act.

SARFAESI Act : Delaying Tactics
Used by the Borrowers
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The scheme of sub sections of section13 shows that

the notice u/s 13 (2) is not merely a show cause notice,

it is a notice of demand. Section 13 (2) is a condition 

precedent to the invocation of section 13(4) of the Act .

Notice u/s 13 (2) of the Act, act as attachment / 

injunction

Section 13 (13) states that, no borrower shall, after 

receipt of notice u/s 13 (2), transfer by way of sale,

lease or otherwise any of his secured asset referred

to in the notice, without prior written consent of the 

secured creditor. Thus, section 13 (13) further fortifies 

the view that notice u/s 13 (2) is not merely a show

cause notice. Infact section 13 (13) shows that the

notice u/s 13 (2) in effect operates as an attachment / 

injunction restraining the borrower from disposing of

the secured asset.

Contributory delays by the Banks

In the case of M. R. Gawai Enterprises v/s Vidharbha 

Urban Co-operative Bank Ltd, (2005) 57 SCL 290

(Bom) (DB), the petitioners objection to the notice

was neither considered by the respondent nor there

was any reasoned order passed by the respondent

for rejecting the said objection. The petitioner was

also not communicated the decision on objection by

the respondent. Since the petitioner approached the 

High Court for filing the instant writ petition under article 

226 and the High Court prevented the respondent from 

taking actual possession of the property pursuant to

the notice, no action u/s 13 (4) could be taken against

the petitioner. Hence, the respondent was directed

to reconsider the objection submitted by the petitioner

to show cause notice, afresh.

Such type of action delaying the action should be 

avoided by the bankers .

Writ petition Challenging notice under section 13 (2)

The borrower leaves no stone unturned in defending his 

case and it is in this direction that he number of times 

challenges the notice u/s 13 (2) of Act in the Civil Court as 

well as in the High Courts by way of writ jurisdiction.

In the case of D. Ravichandran v/s Indian Overseas 

Bank, 2006 (2) MLJ 134 it was held that the notice u/s 13 

(2) of Act is really a show cause notice and ordinarily this 

court does not interfere with show cause notice. The 

notice u/s 13 (2) of the Act by itself does not effect any 

right or liability of the borrower. Hence, challenge to

the notice u/s 13(2) of the Act is premature, since it is 

possible that the secured creditor may be satisfied with 

the reply of the borrower to the aforesaid notice and

may drop proceedings. Hence all the writ petitions 

challenging the notice u/s 13 (2) of the Act are dismissed 

on the ground that writ petitions are premature  and the 

petitioners have an alternative remedy of raising all the 

points which they are raising in these writ petitions in

their reply to notice u/s 13 (2) of the Act. It is clear that 

borrower cannot approach the court or any other forum at 

the interlocutory stage of the proceedings, that is from 

the issue of notice u/s 13 (2) till the final action taken u/s 

13 (4) of the Act. 

Borrowers right of Appeal

If the borrower or any other person who had any tangible 

grievance against the notice issued u/s 13 (4) or action 

taken u/s 14, then he could have availed remedy by filing 

an application u/s 17 (1) within 45 days from the date

on which such measures were taken. The expression 

“any person” used in section 17 (1) is of wide import. It 

takes within its fold, not only the borrower but also the 

guarantor or any other person who may be affected

by the action taken u/s 13 (4) or u/s 14. Both, the Tribunal 

and the Appelate Tribunal are empowered to pass 

interim orders u/s 17 and 18 and are required to decide 

matters within fixed time schedule. It is thus evident that 

the remedies available to an aggrieved person under the 

SARFAESI Act are both expeditious and effective.   

Cause of action to appeal to DRT

On receipt of possession notice u/s 13 (4) the borrower 

can prefer appeal before DRT u/s 17, seeking stay of 

proceedings and to set aside  the action initiated.

Does the borrower lose right to file appeal if the limitation 

period of 45 days from the date of the receipt of the notice 

u/s 13 (4) expires? No, the following cause of actions can 

be pleaded.

The borrower can question all steps initiated by the 

bank pursuant to section 13 (4).

l

The Journal of Indian Institute of Banking & Finance44

special feature

January - March 2012



l

l

l

l

l

l

l

Borrower can question sale proceeding. 

Can challenge order passed by the Cheif Metropolitan 

Magistrate (CMM) / District Magistrate (DM) u/s 14 of 

the Act.

The legal preposition is well settled that court protects 

the rights of the borrower at every stage against the 

bank.

The power of  DRT u/s 17 of the Act

The DRT has elaborate powers and it can even restore 

the possession back to the borrower in the event, it finds 

the actions by the bank is illegal or incorrect. The Supreme 

Court has clearly held in the case of Mardia Chemical Ltd. 

that the proceeding u/s 17, is in the nature of original 

proceeding and that even the amount which is claimed to 

be due to a bank as stated in the notice u/s 13 (2) can be 

challenged by the borrower. 

In an important decision on appellate power of DRT the 

High Court of Madras has held in the case of M/s Lakshmi 

Mills Private Ltd. v/s Indian Bank, AIR 2008 Mad. 181 

(FB) as under :

The right of the bank is not automatically suspended 

upon filing an application by the borrower u/s 17 of

the Act and secured creditor can proceed to auction 

secured asset, where no stay is granted by the Tribunal.

The Tribunal has power to impose the condition 

relating to deposit for grant of stay of auction.

The Tribunal has no power to pass any interim 

mandatory order relating to restoration of possession 

before finalization of the proceeding u/s 17 of the Act. 

All the grounds, which rendered the action of the

bank as illegal, can be raised in the proceeding u/s

17 of the Act before the DRT. It is for the DRT to

decide in each case whether the action of the bank 

was in accordance with the provisions of the said Act 

and legally sustainable.       

Appeal to Debit Recovery appellate Tribunal

If a person is aggrieved by the order of the DRT, it can file 

an appeal to the Appellate Tribunal within 30 days from 

the date of the receipt of DRT order. If the DRT or 

Appellate Tribunal holds that possession of asset by the 

secured creditor was wrongful and directs the secured 

creditors to return the assets to the borrower, the 

borrower shall be entitled to the compensation and costs 

as may be determined by the DRT or Appellate Tribunal. 

The Tribunal can also direct the return of the assets even 

if the secured creditor had already sold or transferred the 

asset to a third party.

Expediting Physical Possession through Cheif 

Metropolitan Magistrate (CMM) / District Magistrate 

(DM)

Wherever the acquisition of the secured asset is

resisted by the borrower / guarantor, the authorized 

officer has to file an application u/s 14 of the Act

before Cheif Metropolitan Magistrate (CMM) / District 

Magistrate (DM), seeking his help for acquisition

of the assets. A lot of delay is being caused by issuing 

notice by Cheif Metropolitan Magistrate (CMM) / District 

Magistrate (DM) to the borrowers and then fixing

date for adjudication in the matter. It may be noted that 

the aspect of adjudication in the matter is outside the 

purview of Cheif Metropolitan Magistrate (CMM) / District 

Magistrate (DM). He has simply to verify that :

Notice u/s 13(2) of the Act has duly been given.

The account has  become non performing.

The bank holds the documents about charge on the 

securities / assets, whose possession is to be taken 

over.

The secured assets fall within the jurisdiction of Cheif 

Metropolitan Magistrate (CMM) / District Magistrate 

(DM).

The secured assets do not fall within exempted 

category u/s 31 of Act.

It may be highlighted that Cheif Metropolitan Magistrate 

(CMM) / District Magistrate (DM) is not required to give 

any notice either to the borrower or to any third party. The 

provisions of the Act are not applicable to agricultural land, 

however, if land in question is actually put to industrial / 

residential / commercial use instead of agriculture, the 

bank can proceed with actions under SARFAESI Act.

The application before Cheif Metropolitan Magistrate 

(CMM) / District Magistrate (DM) may not be filed in the 

following cases : 

l

l

l

l

l
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Suit filed cases where the court / DRT has appointed a 

receiver for the assets. 

Where interim order like injunction / attachment is in 

operation. 

Where certificate has been issued by DRT and steps 

have been taken to realize the asset as per the 

certificate.

Interim stay order as delaying tactics

Faced with the imminent threat of losing mortgaged 

property the borrowers move all type of courts for getting 

stay orders. The jurisdictions of Civil Court have been 

clearly barred under section 34 of the Act, stating that no 

injunction shall be granted by any court or other authority 

in respect of any action taken or to be taken under 

SARFAESI Act or the DRT Act. 

The decision of the Supreme Court in the case of United 

Bank of India v/s Satyawati Tandon, (2010)8SCC 110 is 

a land mark judgment on the issue of stay orders. It was 

held that normally the Supreme Court does not interfere 

with the discretion exercised by the High Court to pass an 

interim order in a pending matter but, having carefully 

examined the matter, an exception has been made, 

because the order under challenge has the effect of 

defeating the very object of legislation enacted by the 

Parliament for insuring that there are no unwarranted 

impediments in the recovery of debts due to banks. The 

following observations are worth noting.

The High Court will ordinarily not entertain a petition 

under article 226 of Constitution, if an effective alternate 

remedy is available to the aggrieved person and that 

this rule applies with greater vigor in matter involving 

recovery of taxes, cess, fees, other type of public 

money and dues of the banks and financial institutions.

The High Court must insist that before availing remedy 

under Article 226 of the Constitution a person must 

exhaust the remedies available under the relevant 

statutes .

It is true, rule of exhaustion of alternate remedy is

rule of discretion and not one of compulsion, but it is

difficult to fathom any reason why High Courts should 

entertain a petition under Article 226 and pass interim 

order ignoring the fact that petitioner can avail effective 

alternative remedy by filing application, appeal, 

revision etc., and the particular legislations contain a 

detailed mechanism of redressal of his grievance.

It is matter of serious concern that despite repeated 

pronouncement of the Supreme Court, the High 

Courts continues to ignore the availability of statutory 

remedies under DRT and SARFEASI Act and exercise 

jurisdiction under Article 226 for passing orders which 

have serious adverse impact on the right of banks and 

other FIs to recover their dues. 

In case any stay is granted by a High Court against 

SARFAESI Action, the bank should immediately

move application for vacation of the stay, in the light of 

judgement of the apex Court.

Writ Petition as delaying tacts

Writ jurisdiction is an extraordinary jurisdiction of the 

High Court under Article 226 and 227 of the Constitution 

of India. There is consistency in the decisions that the 

High Court normally hesitate to entertain writ petition in 

the matter of SARFAESI action by banks. This is in view 

of clear cut alternative remedy provided u/s 17 and 18 of 

the SARFAESI Act. The remedy of appeal to DRT and 

DRAT is available u/s 17 and 18 of the Act, against notice 

for possession and enforcement of security interest. 

It is settled legal preposition that a writ petition under 

Article 226 of the constitution is not maintainable, where 

there is an efficacious alternative remedy. It is generally 

pleaded that though alternative remedy is available, it is 

not efficacious.

The writ petition is however preferred by the borrower for 

the following reasons :

Writ petition is not a costly affair, as no court fee is 

payable, where as court fee has to be paid in case of 

appeal to DRT depending upon amount involved.

Writ petition once admitted takes lot of time in 

consideration for decision and the petitioner gets the 

desired breather. In comparison the matter is time 

bound exercise under DRT.

Borrowers feel that the Sarfaesi Action will be 

automatically restrained if writ is admitted.

l

l

l

l

The Journal of Indian Institute of Banking & Finance46

special feature

January - March 2012



Classification of NPA can be questioned through Writ

Where the bank is not correct in classifying the account 

as NPA, which is preliminary to initiate proceeding under 

the provisions of SARFAESI Act, the High Court does 

interfere with the action initiated by the bank as held in 

Sravan Dal Mill Pvt. Ltd v/s Central Bank of India, 2010 

(1) ALT 321. Further interim relief may be granted to the 

borrower to regularize the account by continuing making 

payments.

Powers of Civil Court under SARFAESI Act

Section 34 of the Act bars jurisdictions of Civil Court to 

entertain any suit in respect of any matter, which a DRT

or Appellate Tribunal is empowered to determine. It also 

provides that no injunction shall be granted by any court or 

other authority in respect of any action taken or to be taken 

in pursuance of any power conferred by or under the Act or 

under recovery of debts due to banks and FIs of Act 1993. 

Laying due emphasis on section 34 of the Act, the

courts have discouraged Civil Courts to entertain or 

interfere in matters where the banks have initiated action 

under the provisions of the SARFAESI Act. However, the 

borrowers challenge the action taken under the Act in 

Civil Courts knowing fully well that there is a bar u/s 34 of 

the Act. The jurisdiction of Civil Courts are not completely 

overruled in respect of SARFAESI action. Limited 

jurisdiction of the Civil Court is even upheld in the land 

mark judgement by Supreme Court in Mardia Chemical 

case, where it was held that Civil Court continues having 

jurisdiction in respect of matter under the SARFAESI Act, 

where there is fraud etc.

Further the jurisdiction of Civil Court to entertain, try

and decide the suit for partition and separate possession 

of the property in respect of which security interest is 

created in favour of secured creditor, is not barred u/s

34 of the Act. 

The suit for determination of rights of the party in the 

property mortgaged is also not barred.

Another view is that the Civil Courts continues having 

power to entertain suit in respect of matters falling 

directly or indirectly under the provision of the Sarfaesi 

Act and where a remedy before DRT is not available u/s 

17 of the Act.

Despite ruling in favour of limited jurisdiction of Civil 

Courts, it is definitely very difficult  to maintain a Civil suit 

in respect of SARFAESI action. The borrower feels that 

the bank is automatically restrained if the suit is filed in 

Civil Court, which is not a true position.

It is a tragedy of sorts that the borrowers keep on 

approaching Civil Courts and in the meanwhile during the 

pendency of the Court proceedings, the banks complete 

their procedural part and take over the possession.  

No interim injunction by Civil Court

In large number of cases decided by various high courts

it has been held that the civil courts cannot grant 

injunction restraining the bank from taking measures 

under SARFAESI Act as the same is barred u/s 34

of the Act, Allahabad Bank v/s Bipin Bihari Lal Srivastva, 

2010(1) DRTC 340 (Allahabad).

Bonafide purchaser may agitate before Civil Courts

The appellant claiming himself to be a bonafide 

purchaser for valuable consideration, without notice, 

challenged the action of the bank and disputed the 

mortgage created in favour of the bank. The high court 

held that appellant cannot raise such disputes before 

DRT. The appellant may redress their grievance by

filing civil suits. Dr. Pranjivan Purshottam Zaveri v/s

Dena Bank, 2010(2) DRTC 591 (DRAT Mumbai).

Caveat application an important tool for banks and 

Borrowers both for cutting delays 

Caveat application is an important tool for cutting short 

the litigation delays. Caveat is a two lines application 

addressed to the Registrar, filed in any of the High

Courts or Supreme Court of India. The Caveat is the 

requirement of prior notice or information given to a party. 

A sanction of the Caveat petition requires the issue to be 

heard in the Court before any authority takes a decision.

To prevent ex-parte stay orders that the borrower / 
rdmortgager or 3  party, which is likely to obtain, bank

may file “Caveat” application. Now Caveats are accepted 

by DRTs.

It may be well informed that there is no provision of

the Caveat application in the DRT under RDBFI Act, 

therefore it will be difficult if not easy for banks to explain 
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under what provision of law they have filed Caveat. 

Honourable Apex Court has held that Act of 1993, being 

RDBFI Act is complete Act and the Civil procedure code 

is not applicable to it.

Now Caveats are being accepted by the DRTs, 

particularly after the land mark judgment of the Andhra 

Pradesh High Court in the case of State Bank of India v/s 

Debt Recovery Tribunal being writ petition No.3715 of 

2009 decided on 26.02.2009.

In this case, the petitioner, State Bank of India filed

writ petition before High Court of Andhra Pardesh 

contending that they have filed Caveat petition u/s

148-A of the code of Civil Procedure, before Debt 

Recovery Tribunal, Hyderabad, but it was not 

entertained by the Tribunal. It was further contended

that several borrowers and guarantors, jointly and 

severally, or through third parties approached the 

Tribunal by filing appeal u/s 17 of the SARFAESI

Act and obtained ex-parte stay orders and as a

result, they could not proceed further for recovery

of the amount till the stay order is actually vacated.

While dealing with the question whether Debt

Recovery Tribunal (DRT) should entertain the Caveat 

applications filed by the banks and FIs having

regard to the section 22(1) of DRT Act 1993, which

inter alia, provides that the Tribunal shall not be

bound by the procedure laid down by Civil Procedure 

Code, but shall be guided by the principle of natural 

justice, it was held by onourable High Court that “we, 

therefore, do not think as if that the Tribunal has no

power to accept the Caveat petition and in fact, the

same would be in furtherance of ensuring principles

of natural justice and no prejudice would be caused

to the other side if the Caveat petition is accepted.”

It was further held that SARFAESI Act 2002 as

well as DRT 1993 are enacted for the purpose of 

ensuring speedy recovery of the amounts by the

banks and FIs and if such banks and institutions

come forward in advance by accepting notice of any

such proceedings being filed by the borrowers or 

guarantors or third parties there is no reason why the 

respondents tribunal should not entertain the Caveat 

petition filed on their behalf.

Borrowers right to be heard before taking action u/s 

13 (4)

Yes, a Caveat can be filed with District Magistrate /

Chief Judicial Magistrate (DM / CJM) against impending 

action from the Bank u/s 13(4). Because the person 

whose fundamental rights are being affected must

have a chance to plead his case. Although SARFAESI 

Act provides no opportunity for hearing under section 

13(4) one must file a Caveat based on infringement of 

fundamental rights, natural justice and various Supereme 

Court rulings. The law is very clear that the order of the 

District Magistrate / Chief Judicial Magistrate (DM / CJM) 

is not appealable and is final. 

Tenants cannot be, thrown away, evicted forcibly

Generally under the power of the SARFAESI Act,

without bothering for who is in possession of the

property mortgaged, anyone / everyone is thrown away 

from the property under attack. Under the imminent 

threat of dispossession, both the owner as well as

the tenant runs up to the DRT and the High Court for 

protecting their prized possessions. Under the present 

head the discussion shall revolve around tenants.

The tenants in respect of the building / property sought

to be sold under SARFAESI Act, cannot be forcibly 

evicted or thrown away, merely on account of action 

under this Act. Even if the sale is successfully conducted, 

tenancy has to be adorned in favour of the highest bidder 

on conclusion of sale. For all practical purposes, the 

purchaser steps into the shoes of the original owner. The 

rights of a tenant or any other person in possession

of the property, would in no way be defeated on account 

of action under SARFAESI Act. It is ultimately for the 

purchaser of the property to choose whether or not to 

continue the tenant. In case he decides to evict the 

tenant, he has to take recourse to law.

To avoid multiplicity of litigations, the Authorized Officer 

should personally visit the premises sought to be taken 

under possession to see for himself who is in possession 

and under what capacity. The ground realities must be 

checked / verified before taking proper action under the 

Act. If the property appears to be or is actually under

the possession of the tenants, the lease deeds may be 
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checked particularly for the date of creation of lease deed. 

The position of the tenants and their rights shall be effected 

if the tenancy is created after the date of mortgage of the 

property, without the consent of the mortgagee. It is well 

settled that third party interests are created overnight and 

in many cases those third parties take up the defence

of being a bonafide tenant / purchaser for value without 

notice. Another angle worth consideration is that if the 

tenant is summarily dispossessed under the Act, he may 

sue the borrowers / lessor for no fault on the parts of 

borrowers / lessor. 

Mortgagor / borrower right to create Tenancies

There is no legal impediment that the mortgagor cannot 

lease the property mortgaged in favour of the bank. Lessee 

law fully inducted into the premises can be dispossessed 

only as per legal provisions of Transfer of Property Act. It 

may be noted that section 13 (1) of the SARFAESI Act 

contains a non obstante clause only in so far as Sections 

69 and 69 A of the Transfer of Property Act are concerned. 

Therefore, section 13 (1) of the SARFAESI Act does not 

take away the mortgagors power to lease, guaranteed by 

section 65-A of the Transfer of Property Act. Therefore the 

lessee as a third party, unconnected with the transactions 

between the bank and the borrower, is not amenable to the 

provisions of SARFAESI Act.

To understand the intricacies, it is worth going through 

the provisions of section 65-A of the Transfer of Property 

Act.

65-A Mortgagor's power of lease :

1. Subject to the provisions of Sub section (2), a mortgagor, 

while lawfully in possession of the mortgaged property, 

shall have power to make leases there of which shall be 

binding on the mortgagee.

2. a) Every such lease shall be such as would be made in 

the ordinary course of management of the property 

concerned and in accordance with any local law, 

custom or usage.

b) Every such lease shall reserve the best rent that can 

reasonably be obtained and no premium shall be 

paid or promised and no rent shall be payable in 

advance.

c) No such lease shall contain a covenant for renewal.

d) Every such lease shall take effect from a date not later 

than six months from the date on which it is made.

e) In the case of a lease of building, whether leased 

with or without the land on which they stand, the 

duration of the lease shall in no case exceed three 

years and the lease shall contain a covenant for 

payment of the rent and a condition of re-entry on the 

rent not being paid within a time therein specified.

3. The provisions of sub section (1) apply only if and as 

far as a contrary intention is not expressed in the 

mortgage deed, and the provisions of Sub Section

(2) may be varied or extended by mortgage deed

and, as so varied and extended, shall as far as may

be, operate in like manner and with all like incidents, 

effects and consequences, as if such variation or 

extensions were contained  in that Sub Section.

The reading of the section clearly lays that there are

no fetters on the rights of the mortgagors for making 

leases except the conditions provided therein. However 

the power may be contracted out by making provision in 

the mortgage deed, withdrawing the power to lease.

Lessons for Bankers

Leased property should not be accepted as a general 

principle for good security.

The mortgage deed / memorandum must contain the 

condition that the mortgagor shall not lease the property 

during the currency of the bank loan.

No protection to tenants entering after creation of 

mortgage

An important decision given by a Division Bench of Punjab 

and Haryana of M/s. Delhi Punjab Goods Carrier Pvt. Ltd. 

v/s Bank of Baroda, 2008 AIR (Punjab & Haryana) 107 is 

worth mentioning here.

In this case reliance has been placed on the decisions of 

Supreme Court in the cases Mahbir Gope v/s Harbans 

Narain Singh, AIR 1952 SC 205 ; Mathuralal v/s Kehsar 

Bai, AIR 1971 SC 310 and Nirmal Chandra v/s Vimal 

Chand, 2000(5)  SCC 51.

The petitioner has claimed that he is a tenant in the 

property in dispute since 2006 and the notices have

been issued to the borrowers after recalling the huge 

l

l
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outstanding amount of loan with interest. It is evident from 

the perusal of the notices that charge on the property was 

created much earlier to the commencement of tenancy. 

The court while relying upon decisions of Apex Court and 

dismissing the petition held as under :

It is evident that tenancy has to be proved by a document or 

otherwise prior to the date of creation of charge of equitable 

mortgage. It is well settled that a mortgagee or mortgagor 

cannot induct a tenant without mutual agreement and 

confer upon a tenant any right to the prejudice of either

of the parties. In the instant case the relationship of

the petitioner as a tenant with the borrower as a land lord 

admitted came into existence after the creation of charge 

by the borrower on the property which is under the tenancy 

of the petitioner and therefore no protection in law would be 

available to such a tenant and above principles laid down 

by the Supreme Court would fully apply to the facts of

the instant case and it has to be held that the petitioner in 

his capacity as tenant does not enjoy any right qua the 

charge holder respondent bank. The writ petition is wholly 

misconceived and is thus liable to be dismissed.

Avoid delays / litigations by following rules of the 

games

Do not charge exorbitant recovery agent fees

In the case Badugu Vijay Laxmi v/s State Bank of India 

2010-LAP-O-169, it was held that grant of exorbitant 

amount of commission to the recovery and enforcement 

agent at a minimum rate of ten percent is excessive

and disproportionate to the nature of the work to be 

performed by them.

Classify NPA as per RBI guidelines

In the case of Signal Apparels Pvt. Ltd. v/s Canara Bank, 

2010 (2) DRTC 543 Madras DB, while dismissing the writ 

petition it was held that guidelines issued by the RBI in 

relation to classifying NPAs should be followed by the bank, 

before issuing notice under 13(2) of the SARFAESI Act.

Rules for issuance / publication of demand / 

possession notice be strictly followed

In the case of Swastic Agency v/s State Bank of India, 

2010 (1) DRTC 102 (Orissa) DB, the possession notice

in vernacular language was  published in English news 

paper. It was held that the same is not in accordance with 

the rule, would not serve the purpose.

Do not send demand notice to the dead persons

In the case of Narinder Singh v/s Punjab & Sind Bank, 

DRAT Delhi, 2010 (1) DRTC 145, the demand notice

was issued in the name of a dead person. The bank did 

not take any action, though it was informed about the 

death. Auction conducted was set aside with liberty to 

start proceedings afresh. Bank was directed to deliver 

the property back.

Technical errors not to vitiate action under 

SARFAESI Act

In the case Manik Industries v/s Union Bank of India, 

2010 (2) DRTC 419 DRAT Allahabad, the correct amount 

due from the appellant was not mentioned in the notice 

u/s 13(2). However the account was correctly classified 

as NPA. Appellant did not deny the availment of loan. It 

was held that a mere typographical mistake, which is just 

a technical violation, cannot vitiate the action.

Photographs of borrowers / guarantors with notice 

can be published

Upon committing default in payment of monthly installment 

towards the loan amount, a notice u/s 13 (2) of the act

was issued by the bank for enforcing security and

bringing it to sale by publishing the details of property as 

well as the photographs of the borrowers and surety

in the newspaper. On a writ petition, while dismissing  the 

writ petition, the court held that there was no violation

of any right or legal provision by the bank in publishing

the photographs of borrower and surety for default in 

repaying loan amount (Wanson Shoes v/s Chair person 

DRAT, (2009) 4BC 344(ALL)).

Do not use criminal force in taking over physical 

possession

In the case of Bhartia Traders v/s UCO Bank, AIR 2007 

(Calcutta) 105, it was held that the bank is not entitled to 

indulge in criminal activities while taking over possession 

of secured assets by taking steps u/s 13(4) of the Act. But 

if any secured creditor indulges in any criminal activities, 

the person aggrieved should approach the appropriate 

criminal court and not the writ court.
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Bank held liable for damages `1 lakh for forcible 

dispossession

In a latest case of Debasree Das v/s State of West 

Bengal, AIR 2011 Calcutta 57, it was held that if a writ 

petitioner, an owner of the property alleges that not

with standing the fact that he or his predecessor never 

mortgaged the property in question but in spite of such a 

fact, the bank has sought to exercise or has already 

exercised its power u/s 13 of Act , it is the duty of the writ 

court to ascertain the defence of such bank in this regard 

and if it appears that on the face of the defence taken

by it, there was no valid encumbrance created over the 

property in question at the instant of the writ petitioner

or his predecessor, the then lawful owner, in favour of

the bank, to grant relief to the writ petitioner and to reject 

defence of the bank that the writ petitioner has alternative 

remedy u/s 17 of the Act. While accepting the writ appeal, 

the court ordered the bank to pay damages of `1 lakh

to the writ petitioner for illegal dispossession from her 

lawfully acquired property.

[

The consolidation of the UCBs through the process of merger of weak 
entities with stronger ones has been set in motion through transparent 
and objective guidelines issued in February 2005. Though mergers / 
amalgamations of UCBs come within the purview of concerned State 
Government, prior approval from the Reserve Bank is required for 
obtaining No Objection Certificate (NOC). The Reserve Bank, while 
considering proposals for merger / amalgamation, confines its approval to 
the financial aspects of the merger taking into consideration the interests 
of depositors and post-merger financial stability of the acquirer bank.

The financial parameters of the acquirer bank post merger must conform 
to the prescribed minimum prudential and regulatory requirements 
invariably for the merger cases. In addition to the guidelines issued
in February 2005, the Reserve Bank issued another set of guidelines
in January 2009 for merger / acquisition of UCBs having negative
net worth as on end-March 2007. According to the new guidelines,
the Reserve Bank would also consider scheme of amalgamation
that provides for (i) payment to the depositors under section 16(2)
of the Deposit Insurance and Credit Guarantee Corporation Act, 1961; 
(ii) financial contribution by the transferee bank; and (iii) sacrifice by
large depositors.

The process of merger / amalgamation requires the acquirer bank to 
submit the proposal alongwith some specified information to RCS / 
CRCS and the Reserve Bank. The Reserve Bank examines the pros 
and cons of the merger scheme and places the same before an expert 
group for further screening and recommendations. If the proposal is 
found to be suitable Reserve Bank issues no objection certificate 
(NOC) to the concerned cooperative / RCS / CRCS. Pursuant to the 

Merger and Amalgamation of Urban Co-operative Banks

issue of guidelines on merger of UCBs, the Reserve Bank received
158 proposals for merger of which the Reserve Bank has issued
NOC to 120 proposals as on end-June 2011 (Table-1.1) The RCS 
notified 95 mergers comprising 8 grade-I, 4 grade-II, 17 grade-III and
66 grade-IV UCBs. The year wise progress of merger / acquisition is 
presented in Table-1.1.

Table - 1.1 : Year-wise Progress in Mergers / acquisition

Financial Proposals NOCs Merger effected
year received in RBI issued by RBI (Notified by RCS)

1 2 3 1

2005-06 24 13 7

2006-07 32 17 15

2007-08 42 28 27

2008-09 16 26 22

2009-10 26 17 13

2010-11 17 13 11

2011-12* 1 6 3

Total 158 120 95

* : Upto June 30, 2011.

Out of the 95 mergers reported so far, 59 comprised of UCBs having 
negative net worth. The maximum number of mergers took place
in the State of Maharashtra (58), followed by Gujarat (16) and
Andhra Pradesh (10). Details about State wise progress in mergers / 
acquisitions are furnished in Table-1.2.

Table - 1.2 : Stat-wise Progress in Mergers / acquisition

States 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 Total

1 2 3 4 5 6 7 8 9

Maharashtra 2 12 14 16 6 6 2 58

Gujarat 2 1 7 2 2 1 1 16

Andhra Pradesh - 1 3 1 3 2 - 10

Karnataka - - 2 1 - - - 3

Punjab - 1 - - - - - 1

Madhya Pradesh - - - - - 1 - 1

Uttarakhand - - 1 1 - - - 2

Chatisgarh - - - 1 - 1 - 2

Rajasthan - - - - 2 - - 2

Total 4 15 27 22 13 11 3 95

Source : Report on Trend and Progress of Banking in India 2010-11.
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Price : ̀  695/-

Pages : 208

Reviewed by : V. Raghuraman

Perhaps, next to inflation, Financial Inclusion is  the most debated economic topic in the country. 

It is discussed at various forums by policy makers, bureaucrats, politicians, bankers and social 

welfare organizations. The underlying theme in all these discussions has been : how to bring the 

rural masses, particularly in the backward and interior parts of the country's numerous villages, 

into the banking-fold. In other words, the idea is to ensure that economic growth percolates 

down to those sections of the society who need them the most.

With this in focus, many publications have, such as the one under review, hit the

market outlining the views of eminent bankers and policy makers on the subject. Edited 

by four leading thinkers in the field drawn from various fields such as management, 

administration, banking and academics, the book is a collection of interesting articles

on the different facets of financial inclusion. Befittingly, the book has been brought

out by Skoch Consultancy Services, a leading organization involved in promoting 

empowerment and improvement in delivery channels in the rural areas, in association 

with the publishers.

All the inspiring articles have underlined the fact that financial inclusion cannot and should not be 

just a one-time or one-off affair. It should not be that banks aim only at dispensing credit to the 

rural villagers but ensure that they are all brought into the banking-fold and made aware of the 

multi-farious banking products / services. Such an inclusion alone, according to the authors, 

would ensure that economic growth goes down to the different sections of the society in an 

equitable fashion. The authors have done well to highlight all the issues through different 

articles. While all of them are absorbing and thought-provoking, mention is made here of only a 

couple of them owing to space considerations. Former CMD of Punjab National Bank and 

currently Deputy Governor of RBI, Dr. K. C. Chakrabarty in his article, "The Tinneri Experience", 

has, for instance, cited how the Bank opened "a window of opportunity" for the people in that 

village in Bihar by providing "unique branchless banking service". Each family in the village has 

been provided a "no frills saving account" and given a biometric smart card. Such truly 

branchless experience has,no doubt been, successfully tried out by other nationalised banks as 

well. But what makes PNB's experience stand out is that it has become a "total financial 

inclusion model" for others to emulate.

Equally noteworthy article is that of T. S. Vijayan, till recently Chairman of LIC. In the

write-up titled 'Micro Insurance - The Way Ahead', he has described how LIC has taken up

the challenge of developing unique insurance products specifically directed towards rural

India. Jeevan Madhur policy, for instance, has the facility of weekly premium payments and



special feature
B
O
O
K
 R

EV
IE
W

special feature

The Journal of Indian Institute of Banking & Finance 53January - March 2012

also the feature of the policy remaining valid even if no payments come for some time. Thus,

the policy is actually tailor-made to suit the requirements of the rural folk and expected to

go a long way towards financial inclusion in regard to insurance. The policy, on the one hand,

is affordable to the masses and at the same time, sustainable for the organization.

The authors have rightly pointed out that for financial inclusion to succeed, it has to have

a holistic approach and all the financial institutions and other agencies involved in the work 

should adopt it. Banks, on their part, have to create awareness about financial products by

way of education on money management, savings and affordable risks. Specific cost-effective 

strategies have to be worked out so that banks could expand the outreach of their services and 

promote inclusion. Forging linkages with microfinance institutions and local communities / gram 

panchayats along with increased use of technology, particularly in the delivery channels, are 

some of the sure ways of ensuring success in this regard.

Before concluding, it would only be appropriate if mention is made of the efforts made by

some leading private sector banks in this direction. HDFC Bank has tied up with several 

Business Correspondents (BCs), who accept deposits as well as withdrawals of small value

in rural areas. The technology enabler is the Point of Sale (POS) / Electronic Data Capture 

(EDC) machine installed at the BC counters which make transactions possible in an easy

and hassle-free manner. To quote Shri Aditya Puri, Managing Director, HDFC Bank, "there is

a phenomenal opportunity available in being able to create sustainable livelihood because

when you have sustainable livelihood, you have loans that can be repaid. So we have looked

at our financial strategies on a holistic basis".

Despite the book having come out a few years ago, it has not lost any of its relevance.

The ideas presented are extremely imaginative, workable and enforceable even today.

This is particularly so as RBI has fixed an ambitious target of bringing in another 1.2 lac

villages into the banking fold in the next 15 months from now. They have also directed

private sector banks to fall in line by linking branch licensing to the opening of branches in

rural, unbanked areas.

In sum, the book is an inspiring read for bankers and for all those interested in bringing about 

financial inclusion in a meaningful way. [
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HegmlekeÀ keÀe veece ë ye
eæpeej peesefKece ÒeyevOeve

uesKekeÀ ë efoueerHe cesnje

He=ÿ mebK³ee ë 221

meceer#ekeÀ ë megkegÀceej oÊee, meb³egkeÌle efveosMekeÀ (mebkeÀe³e meom³e), DeeF&.DeeF&.yeer.SHeÀ.

Þeer efoueerHe cesnje Üeje Òemlegle HegmlekeÀ ̀ yeeæpeej peesefKece ÒeyebOeve' yeQefkebÀie 
efJe<e³eeW Hej efueKeer HegmlekeÀeW Hej SkeÀ cenlJeHetCe& meb³eespeve nw~

`peesefKece ÒeyebOeve' yeQefkebÀie
 kesÀ #es$e ceW SkeÀ mecemeeceef³ekeÀ Òemebie nw, efpeme Hej Jele&ceeve mece³e ceW keÀeHeÀer MeesOekeÀe³e& nes jns nQ~ yeQefkebÀie 

ÒeCeeueer ceW meg¢æ{lee ueeves keÀe Þes³e peesefKece ÒeyebOeve keÀes peelee nw SJeced Fme ceeceues ceW Þeer cesnje keÀe DeLekeÀ Òe³eeme mejenveer³e jne~ 

`peesefKece ÒeyebOeve' Hej Yeejleer³e efjpeJe& yeQkeÀ efvejblej efJemle=le efoMee-efveoxMe peejer keÀjlee jnlee nw~ Þeer cesnje ves Fve efJeefJeOe HenuegDeeW 

keÀes yeæ[er ner megiecelee kesÀ meeLe menpe lejerkesÀ keÀes DeHeveeles ngS Òemlegle HegmlekeÀ ceW SkeÀ meeLe HesMe efkeÀ³ee nQ, efpemekeÀes efpe%eemeg yeQkeÀj, 

efpevnW peesefKece ÒeyebOeve keÀe ienve %eeve ve Yeer nes, yeæ[er ner Deemeeveer mes mecePe mekeÀles nQ Deewj yeme ³eneR Hej Þeer cesnje keÀer meHeÀuelee 

efme× nes peeleer nw~

Yeejleer³e yeQefkebÀie kesÀ Fefleneme ceW 1990 kesÀ vejefmebnce meefceìer keÀer DevegMebmee efJeÊeer³e ÒeCeeueer ceW megOeej ueeves keÀe SkeÀ efveCee&³ekeÀ

ceesæ[ nw~ Sve.Heer.S ³ee Devepe&keÀ Deeefmle³eBe, Deeefmle JeieeakeÀjCe, ÒeeJeOeeve, Hetbpeer He³ee&Hlelee Deeefo ve³eer DeJeOeejCeeDeeW keÀes ueeiet efkeÀS 

peeves Hej yeQkeÀeW keÀer ueeYeÒeolee ceW keÀeHeÀer megOeej DeeS~ meeLe ner meeLe, Devleje&<ì^er³e mlej Hej yeQkeÀ Dee@HeÀ FvìjvewMeveue mewìueceWì 

(yeer DeeF& Sme) kesÀ efoS ieS efoMee efveoxMe keÀes DevegmejCe keÀjles ngS Yeejleer³e efjæpeJe& yeQkeÀ, yeQefkebÀie ÒeC
eeueer keÀes keÀeHeÀer no lekeÀ cepeyetle 

yeveeves ceW keÀece³eeye 
jns~ Keeme keÀj J³eeJemeeef³ekeÀ HeefjCeeceeW ceW DeefveefM®elelee SJeb DeHesef#ele HeefjCeeceeW ceW DeefmLejlee keÀer efmLeefle keÀes 

efveyeìves kesÀ efueS, peesefKece ÒeyebOeve pewmes DeeJeM³ekeÀ efJe<e³e keÀes mecePevee nj yeQkeÀj kesÀ efueS DeefveJee³e& yeve peelee nw~ Fme cenlJeHetCe&  

efyebog keÀes O³eeve ceW jKeles ngS Þeer cesnje ves mejue efnvoer ceW Fme HegmlekeÀ keÀer ÒemleeJevee keÀer nw~

yeemesue Hetbpeer mecePeewles, Devleje&ä^er³e yeQefkebÀie kesÀ #es$e ceW SkeÀ SsefleneefmekeÀ cenlJeHetCe& keÀoce ceeves peeles nQ~ uesKekeÀ ves DeO³ee³e 2, 3 

Deewj 4 ceW yeæ[er ner leeefke&ÀkeÀ He×efle keÀe DevegmejCe keÀjles ngS yeemesue-I Deewj yeemesue-II ceeveob[esb keÀer yeejerefkeÀ³eeW keÀes mejue {bie mes 

Òemlegle efkeÀ³ee nw~ Hegveë DeO³ee³e 19 ceW yeemesue-III ÒemleeJe kesÀ mebMeesOeve efyebog keÀes ÒeeCeeueerye× lejerkesÀ mes Òemleglele efkeÀ³ee nw~

nj DeO³ee³e kesÀ Deble ceW ̀ MeyoeJeueer' efoS peevee uesKekeÀ keÀer SkeÀ DeodYetle Mewueer keÀe Heefj®ee³ekeÀ nw~

³eÐeefHe uesKekeÀ ves ®eueefveefOe peesefKece, Heefj®eeueve peesefKece, y³eepe oj peesefKece, Deeefmle os³elee ÒeyebOeve leLee $eÝCe peesefKece, efJeosMeer 

efJeefvece³e peesefKece keÀer ®e®ee& Deueie-Deueie DeO³ee³e kesÀ lenle keÀer nw, leLeeefHe yeeæpeej peesefKece ÒeyebOeve keÀes GvekesÀ Üeje DeefOekeÀlece 

cenlJe efoS peevee ³ee HegmlekeÀ keÀe Meer<e&keÀ `yeeæpeej peesefKece ÒeyebOeve' efo³ee peevee meceer#ekeÀ kesÀ efueS SkeÀ ³eLeesef®ele efveCe&³e Òelee
rle 

neslee nw~ kegÀue efceueekeÀj Òemlegle HegmlekeÀ yeQkeÀ Dee@HeÀ cenejeä^ kesÀ GHe-ÒeyebOekeÀ, Þeer efoueerHe cesnje keÀe SkeÀ meHeÀue Òe³eeme ceevee pee 

mekeÀlee nw~
[
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