
To Our Readers
ince this issue focuses on banking and finance, it serves us well to focus on the long

term trends that are emerging all over the world so far as the Banking industry is con-

cerned. There are generally positive structural trends the world over.  This trend is

driven by increasing productivity, the growth and institutionalization of savings, the

privatization of state-owned enterprises, and so forth. The continuing reforms

towards more open markets will mean that those who play the global game will be in

what has been termed as the ‘global bulge bracket’. Banks must focus in the long term on serving

increasingly global clients and markets. And to do this they must focus on core clients and core geo-

graphic and product capabilities. Economies of scale are necessary to maintain, and technology dri-

ven processing will help in doing that. 

A major point of examination that arises in this context is that of supervision. In India we have a

number of Supervisory agencies, and there are a number of instances of where loopholes left by one

are not covered by another. Of course, there are as many arguments in favour of integrated supervision

(between banking, securities and insurance) as against it. It is also clearly understood that in this par-

ticular case at least, each country must measure its supervisory effectiveness against the diktats of its

own culture and economic system. Nevertheless there is a case for examining integrated supervision

in the context of long-term trends.

We have seen that the long-term trends remain positive in spite of short and medium term down-

trends and loss of confidence. We have also mentioned that long term growth and survival in the bank-

ing industry will hinge a lot upon the abilities to successfully adopt economies of scale In this scenario,

we should note that integrated supervision allows economies of scale, and it also allows economies of

scope, consolidated set of rules and guidance etc. Further, an integrated supervisory agency could allo-

cate resources between competiting supervisory priorities better than separate agencies. Such a single

agency wouldbe better at resolving conflicts between regulatory goals and legislation and the creation

of a large unified agency might increase the political weight and standing of the supervisors. Most

important, in today’s complex world, it can lead to better supervisory accountability by avoid blame

and buck passing among multiple agencies. 

As against the above, we should note that integrated supervisory systems do not work very well

where there already are different cultures of regulation. It is also opposed by businesses because there

are apprehensions that the ‘safety net’ will be applied equally to all, thus taking away the needed flex-

ibility to grow in a complex, globalising world. Also, where there already are multiple agencies, the

process of integration would be quite complex. And lastly, an integrated agency needs very powerful

oversight bodies. We note, however, that many developed countries including Japan, Germany and the

UK have integrated supervisory bodies. There are as many who do not. The crucial issue that needs to

be thoroughly researched and looked into is, what is going to be the best way for India in the years to

come? Accounting Standards and Corporate Governance issues are being homogenised. Is it not the

time to see whether such consistency should be applied to regulators also in the future? Certainly, we

may arrive at the conclusion that we are better off as we are. But then it will be a much more informed

state of affairs, with the assurance that we have seen the future through our own framework, and find

that it fits. 
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