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.12 NARASIMHAM COMMITTEE RECOMMENDATIONS
ON FINANCIAL REFORMS

1.12.1 Narasimham Committee Report 1991-98—Recommendations

Gﬂ 1991, the Government of India appointed a committee under the Chairmanship of Shri M. Narasimham
0 examine all aspects relating to the structure, organization, functions and procedures of the financial
;h:tg' . P‘Pm)' Giovernor, RBI (hanking operations), Chatrman of SBI, IDBI, ICICI, Shn Manu
8 mc.m:: (\. H Mclcgam. Shri :\'1”!1{1] Dgtta Chaudhun anq the additional Sf:crc(ary (bankl‘ng) were
iy Su? fﬂ ‘]lhc'comimnwc. The committee can be descnbed as a commitice on financial sector
mdhls'bl:lbn:;l d.v’\jarasnnl'mm al;o headed lﬁc second committce 1o review financial sector reforms
ad the 1995 c(" Is report in Apnil 1‘?‘)‘8. the first committec may be called Narasimham Commuttee-1

ymmittee be called Narasimham Commitice-11.

1122
r Problems Identified bv the Naracimham Cammitteas




1.123 Narasimham Committee Report [—1991

he Narsimham Committee was set up in order to study the problems of the Indian financial system and

to suggest some recoimmendations forimprovement in the efficiency and productivity of the financual

msututiion

The comnuttee has given the following major recommendations

«  Reduction in the SLR and CRR: The committee recommended the reduction of the hagher propor-

ton of the statutony Liquidity ratio *SER and the cash reserve ratio “CRR’, Both of these rutios were
very high at that ume. The SER then was 1§ S per cent and CRR was | $"per cent. This high amount
of SIR and CRR meant locking the hank resources {or government uses. As 1t was a hindrance m
the productivity of the mank the committee recommended thar gradual reducton 5l R was recon-

rom 385 per cent to 23 per cent and CRR from 15 per cent (o 3-5 per ccnl\)
« | Phusing out directe

/mcndrd 1o reduce !
d credit programme: [n India. since nationahzation, directed crcdﬂ"pn)-
Erammes were adopted by the government

gr..mmy [his programme com
poor scl

The commutiee recommended phasiyg out of this pro-
pelied banks to carmark the financial resources for the needy and

ors at contessional rates of mterest. [t was reducing the profitability of banks and thus the
conannittee recommended the stopping ol this programme.

. ( Interest rate determinution: The committee felt that the interest rates 1in India are regulated and
Controlled by the authorites. The determination of the wtgrest rate should be on the gmund) ol

market forces such as the demand for and the supply of tund Hence, the committee rccmnmcndcd
chminatng goscrn

ment controls on mterest rate and phusing out the concessional interest tates (o
the prionty sector 5 1

« { Structural reorgsnizations of the bunhlog sector: The commitiee recommended that the actual
) " .

——

numbers of public sector banks neegd o be reduced. Three o four big banks including SBi should

ke devcloped as inteimational banky Light to ten banks having nationw) k t. u.\ |fig _s ’ :’«A ‘

centrate on the nattonal and universal banking services. Local banks \h\)de """”‘"“’ e “‘?

specific banking Regarding the RRBs (regional rural banks), it ft‘t‘nnum;Bl‘zc:":m‘c;n m:m;‘-j
; ‘ndc at they shou
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focus on agriculture and rurl financing, They recommended that the government should assire
that henceforth there would not be any nutionalization and that private and foreign banks should be
allowed liberal entry in Indya,

.( Establishment of the ARF tribunal: The proportion of bad debts and non-performing asset
(NPA) of the public sector Banks and Development Financial Institute was very alarming in those
days. The commitiee recommended the establishment of an assct reconstruction fund (ARF ]y This
fund would take over the proportion of the bad and doubtful debis from the banks and 1l
mstitutions. [t would help banks get rid of bad debis.

.(Rcmm al of dual control: In those days, banks were under the dusl control of the Reserve Bank
of India (RBI) and the Banking Division of the Ministry of Finance (Government of India). The
commiliee recommended the stepping of this System) It considered and recommended that the RBI
should be the only main agency to regulate banking in India

« [ Banking autonomy: The committee reco . ' :

umomgous In order to pursue compctilivr:r:z? ::‘3 ::hl;lilclig;:mt:;flzsccmr b‘m‘.‘s gt
they can reform the work culture and banking technology upgi;dmio vilte e R
n will thus be casy.

Some of these recommendations were later acceple
ing reforms.

d by the Government of India and became bank-
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Some of these recommendations were later accepted by the Government of India and became bank-
ng reforms.

1.12.4 LNaraslmham Committee Report 11—1998 >

In 1998, the govemment appointed another committee under the chairmanship of Mr Narsimham. It is
er known as the Banking Scctor Committee. 1 was told to review the banking reform progress and
design a programme for lurther strengthening the financial system of India. The commuittee focused on
vanous areas such as capital adequacy. bank mergers, bank legislation and so on.
Qt submitted 118 report to the government in April 1998 with the following recommendations: )

’ (Slrengthening banks in India: The committee considered the stronger banking system in the context
of the current account com erubility *CAC It thought that Indian banks must be capable of handling
problems regarding domestic hiquidity and exchange rate management in the light of CAC us,
it recommended the merger of strong banks which would have a “multiplier effect” on the industry.

. C’hrrou banking: In those days, many public sector banks were facing a problem of the nO{-
performing assets (NPAs) Some of them had NPAs as high as 20 per cent of their assets Thus.q'ﬂr
successlul rehabihitation of these banks 1t recommended a “narrow banking concep where weak
hanks would be allowed to place their funds only i short-term and risk-1ree assets

. C( 2pitul adequacy ratio: In order to improve the inherent strength ot the Indian banking system, the
committee recommended that the government should raise the presenibed capital adequacy norms.
This would further improve ther absorpuon capacity also. Currently, the capital adeguacy rato for

dizn banks 15 at 9 per cent
* (Bank ownership: As it had carlier mentioned the freedom for banks i its working and bank auton-
oy, it felt that the cosermment control over the banks i the torm ol management and ownership

and bank autonomy did not go hand wn hand and thus wmmnwﬁlml 4 review ol functions of

podrds and enabled them o adopt a professional corporate strategy

-
— ———— S e—

*(Review of banking laws: [he conumitice considered that there was an urgent need for review ing )
and amending main laws govermng the Indian Banking Industry such as the RBI Act, Banking ’
Regulation Act. State Bank of India Act, Bank Nutionahisatton Act and so ‘@ This upgradation ’

would bring them in line with the present needs of the banking sector in Indha.
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