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Line up…

Major Financial Sector reforms in South Asian 
economies – Strengths & Weaknesses

Lessons for future reforms from the current crisis 

Regulatory measures to contain pro-cyclicality Regulatory measures to contain pro cyclicality 



Current Financial Architecture

Strengths
Banking reforms introduced with opening up of the 
financial sector for domestic and foreign competition

Expansion in the availability of credit information and other Expansion in the availability of credit information and other 
infrastructure

Changes in the conduct of monetary policy

ffi i d lEfficient and secure Payments & Settlements system

Enhancement of the access to finance

Strengthening of regulatory and supervisory frameworkStrengthening of regulatory and supervisory framework

Implementation of Basel II framework and improvement in 
the risk management mechanisms.









Current Financial Architecture…

Weaknesses
Major share of banking sector is state-owned, 
requiring better management

Non-availability of appropriate regulatory 
environment for the development of non-bank 
institutions/marketinstitutions/market

Non-availability of an institutional investor base

Non availability of derivative markets and Non-availability of derivative markets and 
securitization markets



Lessons from the Global Crisis

Need for greater co-ordination and consistency g y
between economic stability policies and 
regulatory framework

Need for further strengthening the banking 
sector by allowing Mergers & Acquisitions

Bringing the unregulated shadow banking 
system into the regulatory regime

Development of non-bank financial institutions



Lessons from the Global Crisis…

N d f  d l i  it l k tNeed for developing capital markets

Promoting long-term funding sources and 
derivative derivative 

Improving access to finance

Strengthening regulatory and supervisory Strengthening regulatory and supervisory 
framework

Introduction of consolidated supervision to limit Introduction of consolidated supervision to limit 
regulatory arbitrage

Need for well-established resolution framework



Lessons from the Global Crisis……..

Improving Corporate Governancep g p

Strengthening of disclosure requirements and 
introducing standards for compliance monitoring

Developing a regional alliance to facilitate intra-
trade, excess funds investments

Disclosure of information with proper standards

Improve the financial literacy and awareness 
 i tamong investors



Challenging the pro-cyclical risk taking 
behaviour of banks

Having counter cyclical capital buffers and stronger 
quality of capital in the banks

d i f l iIntroduction of leverage ratios

Forward-looking provisioning

f l h f d lRetaining a meaningful share of underlying assets

Determining fair value measurement methodology



Challenging the pro-cyclical risk taking behaviour 
of banks……….

il li l di iCurtail over-reliance on external credit ratings 
and enhance internal rating capability

I l t ti  f Pill 2 ICAAP & SRP Implementation of Pillar2 – ICAAP & SRP 
under Basel II Framework

Controlling of systemic risk in outsourcing Controlling of systemic risk in outsourcing 
internal control systems and the technical 
models



Concluding Remarks

S d d t bl  fi i l t  i  i lSound and stable financial system is crucial

Prudent monetary policy supported by fiscal policy is 
essential to contain inflationary pressuresessential to contain inflationary pressures

Striking balance between development of markets 
and sound regulationsand sound regulations
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