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RBI Board discusses bad
loan crisis, liquidity woes

ENS ECONOMIC BUREAU
MUMBAI, OCTOBER 23

THE CENTRAL Board of the
Reserve Bank of India on
Tuesday met to discuss various
issues relating to the banking
sector, especially the bad loans,
liquidity crunchand the prompt
corrective action (PCA) frame-
work. However, there are indica-
tions that the RBI, which is
against diluting the PCA frame-
worlk,is unlikely to budge from
its stand despite strong lobbying
fromvarious quarters. -

“Various issues were dis-
cussed but no specific direction
has been issued. The money
market conditionsalso came up
fordiscussion,” said asource, RBI
Governor Urjit Patel, four Deputy
Governors, Economic Affairs
Secretary SC Garg and Financial
Services Secretary Rajiv Kumar
attended the meeting. The board
discussed the prompt corrective
action framework under which
as many as 11 public sector
banks are placed now.

“The board can give direc-
tions. Minute details are not dis-
cussed in the board meetings,”
said an RBI source.

The meeting also discussed
the liquidity crisis faced by non-
_banking finance companies and
housing finance firms following
the crisisat project financier IL&FS
group, which was taken over by
the governmenton October 1 fol-
lowing a string of payment de-
faults, The two new members —S
Gurumurthy and SK Marathe —
whowere inductedin Augustalso
attended the meeting:

The meeting comes withina
week of the central bank mak-

‘ing publicits dissent note to the

government on the question of
a separate regulator for pay-
ments system. On October 19,
the Reserve Bank had made pub-
licastrongly-worded dissent
note on certain recommenda-

‘tions of a government panel on

changes to payment and settle-
ment laws and said the regula-

\tion of payments system should

remain with the central bank.
Reserve Bank of India Deputy

Governor Viral Acharya had re-

cently argued for continuing

‘with the regulator's prompt cor-

rective action framework, which
has evoked criticism from many
quarters including the govern-
mentinthe recent past. “Itisim-

portant that the PCA framewaork

to deal with financially weak
banks is persisted with," Acharya

said. “Any slackening of the ap-
proach in the midst of required
course action is an all too famil-
iarand ultimately harmful habit
that we must eschew,” he said
while addressinga function atIIT
Mumbai,

According to Acharya, with-
out the PCA imposition, some
banks would have incurred even
higher losses and required even
more of taxpayer money for re-
capitalisation, "Imposition of
PCA can thus be seen as first, sta-

Dbilising the banks at risk, and

then, undertaking the deeper
bank reforms needed for long-
term viability of the business
meodel of these banks," he said.
As many as 11 public sector
banksare under the PCA frame-
work of the RBI with curbs on
lending and expansion.



