
The uncertainty over the length and intensity of the

pandemic Covid-19 pandemic and its impact on the

economy is a major cause of concern. In the wake of

the pandemic, the Governor highlighted how the

RBI stepped forward and has so far announced

various liquidity, monetary, regulatory, and

supervisory measures in the form of interest rate

cuts, higher structural and durable liquidity,

moratorium on debt servicing, asset classification

standstill and recently a special resolution window

aimed at striking a balance between protecting the

interest of depositors and maintaining financial

stability on one hand, and preserving the economic

value of viable businesses by providing durable

relief to businesses as well as individuals affected by

the Covid-19 pandemic, on the other. The

resolution framework is expected to give durable

relief to borrowers facing Covid related stress. The

Governor emphasized that post the containment of

Covid-19, a very careful trajectory needs to be

followed for an orderly unwinding of the various

counter-cyclical measures taken by the RBI. The key

to long term financial stability would be to foster

tangible improvement in the inherent ability of the

banks to withstand the exogenous shocks like the

current pandemic.

The core of resilient banks is made up of good

governance, effective risk management, and robust

internal controls. In recent years, the business

landscape of banks has undergone significant

change and banks need to look out for 'sunrise'

sectors while supporting those which have the

potential to bounce back. Banks need to look at

prospective business opportunities in the rural

sector, start-ups, renewables, logistics, value chains,

and other such potential areas. A complete relook at

the business strategy and orientation is the

immediate need of the hour. As scale ignites the

volume effect in business turnover; larger and more

efficient banks, both in the public and private

sectors, could compete shoulder to shoulder with

the global banks to get a decent space in the global

value chains. The focus on the use of technology

should shift from 'transactions- based' to 'business-

oriented; with the help of technological tools like

big data, artificial intelligence, machine learning to

leverage upon, in order to be able to compete with

the global players.

The speech calls attention to one visible area of

concern in the arena of risk management, which is

the inability to manage the operational risks. Risk

management systems should be sophisticated

enough to detect vulnerabilities brewing within

various businesses well in advance and should be

dynamic enough to capture looming risks in sync

with the changes in the external environment and

best practices. The higher incidence of frauds that

have come to light in the recent times originated in

less efficient risk management capacity of the

banks, both at the time of sanctioning of loans as

well as in post-sanction credit monitoring. It has

been observed that it takes many months after a

fraud is committed before it comes to light. In this

regard, banks need to tighten their underwriting and

credit monitoring standards to ensure that

incidences of frauds are reduced by early detection

and are followed up by initiating appropriate legal

action against the fraudsters. An effective early

warning system and forward-looking stress testing

framework should be an integral part of the risk
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management framework of the banks. In addition to

strong risk culture, banks should also have

appropriate compliance culture. The cost of

compliance should be perceived as an investment.

This will help maintain a high degree of market

reputation which is imperative for retaining

customers and commanding a higher valuation

amongst the investors

The speech concludes on the note that a good

governance framework and effective risk and

compliance culture should be complemented by a

robust assurance mechanism by way of the internal

audit function. India's banking and financial system

has displayed tremendous operational resilience in

the face of Covid and lockdowns. Going ahead,

financial institutions in India have to walk a

tightrope of nurturing the recovery within the

overarching objective of preserving the long-term

stability of the financial system. The proactive

building of buffers and raising capital will be crucial

for the resilience of the financial sector as a whole

and will enable maintain the soundness of the

Indian banking system.
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