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BANKS AND THE MYTH OF MNC SUPERIORITY BY S L Rao

The 1990’s have been a liberating decade for many Indian companies. Who would have thought till then that P & G would lose money in India; that Coke would do what it had never done anywhere else, namely, put its money behind promoting local brands that it had bought up to kill them and take their market share to Coke; that Kellogg would innovate Indian flavours; that Hindustan Lever would actually show declining sales volumes? But all this has happened. Indeed, most MNC’s are trying desperately to adapt to the new India. On the other hand, many Indian companies and brands have shown enormous fight back capacities: Godrej, Nirma, Dabur, BPL, Videocon, and others, apart from many new companies. 

This is probably now happening to foreign banks in India as well. My own experience with them may not be unrepresentative. The oldest of them is British. Like most of the others, it has become big and is unable to digest its acquisitions. Staff after VRS, is relatively untrained and has no idea of what the rest of the bank does and who does it. There is no coordination between different functionaries. There is no particular anxiety to retain customers. Serious errors (like mixing up equity depository id numbers) are accepted casually. Instructions are not followed, or even acknowledged. Smaller depositors are treated shabbily. Corporate customers in difficulty are given the ‘cold’ treatment, and soon dropped. Their operating costs are high. They compensate by high tariffs and eliminating low- income business. In varying degrees this is the case with all foreign banks.

In 1992 I had argued that there was no hope for the nationalized Indian banks. They were not only overstaffed, but the staff was almost everywhere undisciplined and unproductive. Officers had to do the work, and in some banks officers were no better, promoted automatically and untrained. Politically directed lending, short tenures to top management, bureaucratic interference, were some other ills. I had thought that the only recourse against these inefficient banks that were holding back the progress of the economy was the promotion of new private banks and lots more foreign banks and branches. Ten years later, quite unexpectedly, many nationalized banks (led by SBI) are getting their acts together. Their capital has been restructured, and their non-performing assets coming down. Many are cutting staff, investing in a big way in ATM’s, closing uneconomic branches and operations, computerizing, interconnecting branches, investing in training, making user charges closer to costs of service, becoming more customer friendly and making serious effort to limit non-paying borrowers. They are busily introducing new mass products. They are beginning to use their large and deep branch networks to leverage their products. They are actively using their greater reach into Indian companies and households, and their rural and small-scale industry penetration. Performance appears to be improving, though there is valid criticism that some of them show better performance because of selling government securities. Their major weakness is that their owner will not plan for top management succession and give them longer tenures.

As against this, foreign banks appear to be heavy on their feet in responding to market challenges, top heavy with expensive foreign or expatriate Indians, short-staffed, with poor coordination, high service fees, preferring the polished and the well-to-do customer, unsympathetic to businesses in difficulty. With total concentration on the bottom-line, they are suspected of being  involved in every scam, and of cutting corners and scraping the edge of legality. Their new products are aimed at the cream of the market, not the mass markets of the small income-earner and the small-scale industry. Their approach is possibly suited for customers like themselves, large city residents, educated, snobbish, and with large incomes. Like the consumer product manufacturers among mnc’s, they are forgetting the large base of the Indian market. By staying only at the top-end of the market tree, they are in danger of soon being cut off from all of it. 

But the road ahead is not strewn with roses for the Indian banks. There is the burden of government ownership. Compensation is limited by what can be paid to a Secretary to government. Seniority and merit rule top appointments, with consequent short tenures. The “big brother” syndrome of government, with the CVC, CBI and CAG waiting to pounce on any judgmental decision by management, leads to risk-averse behaviour, not a recipe for banking growth. There is an opportunity for Indian banks to grow in India and the world. But government must move back and let them do so. (760)   

