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SYNOPSIS

Economic liberalisation in India marked the emergence of specialised distribution and
advisory services in financial services industry. These dramatic changes have characterised
the success factors of the industry. The main objective of financial sector reforms was to
promote an efficient, competitive and diversified financial system in the country. As a result,
Indian financial services emerged as a very dynamic industry, offering most prudent services
to the potential investors. With the growth of strong primary market, India witnessed the
emergence of many private sector financial services. Financial instruments, major market
players and specialised institutions together brought a sea change in the financial services
market. The changing scenario calls for best management practices. The financial services
industry needs well-armed managers to manage the wealth of private and corporate

investment.

In view of the potential of Indian financial services industry, Cygnus Research has come out
with the report titled Management Insight — Financial Services. The report has five chapters
and covers operation management, micro finance and its management, customer acquisition
and servicing, managing a financial services organisation in the present environment,

emerging trends, and issues and challenges.

The report will be useful for MBA students enrolled in finance stream, independent
researchers and faculties of MBA institutes, foreign investment companies and investors, and

various financial institutes.

Total No of Pages — 127 No of Figures — 2 No of Tables - 1

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 3



Management Insight — Financial Services

CONTENTS

EXECUTIVE SUMMARY ......oniiiiiiiiiiiiteeereiieeesesrerteesseiieeeeesssasaaeessssnnsesessssnneeesnnns 13
HIGHLIGHTS ...ttt e e e e e e s et r e e e e e e seessssnneaes 15
1. OPERATION MANAGEMENT .....ccoiiiiiiiiiettiee e eeeeerreeeee e eeesseerreeeeee e see e 16
[.] FUN MaNagement.........uveeiiiieieeiiiiiiiiiteeeee e e e e ettt e e e e e e e st e e e e e e e e s e eaaeeee 16
[.1.1 Benefits of FUNd INVESTMENT ......uuuiiiii e 16
[.1.2 Fund Manager and Management of Funds ..........cccccceeviiiiiiiiiiiiiiiiiinciiieeeeen. 18
[.1.3 Fund Management ProCess ..........ceuuiiiuiiiiiiiiie ittt 19
[.1.3.1 Identifying the investor’s objective and constraints ...........ccccceeeeeeeeeneennen. 20
[.1.3.2 Creating investment policy Statement ..........ccceeeveeeieeeieeeeieeeeeeeeeeeeeeeeeeenn 20
[.1.3.3 Monitoring and rebalancing .............coeeecuuriiiieeeeeeiiiiiiiiieeeeeeeeeeeieveeeees 20
[.1.3.4 Performance evaluation .............ccceeeeereiiiiiieeieeeeeesnnniiiiieeeeeeeeesensanneees 20
[.1.4 Objectives of INVESTMENT .......iiiiiiiiiiiiiiiiiieii et 21
[.1.4.1 Risk ObBJECLIVE ..ceeeiieeeeeeeeieee e 21
[.1.4.2 RetUrN ODBJECHIVE ...eiieeiieeiiiiiiiiieeeeeeeeeeeiiiireeeeeeeeeeeseaarrreeeeeeeeeennnnnnees 21
[.1.4.3 TX CONCEINS .uueviiieeeeiiiteeeeeitieeeeeeiiteeeeesttteeeeesnntteeesenanbeeeeeennnnaeeesns 22
[.1.4.4 Legal and regulatory requir€mMents ...........ccceeeeeeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeenn 22
[.1.5 Role of FUND MaNager............uuuuuiiieec e eenneennns 22
I.1.6 Expenses Management in Managing FUNds...........ccooeeiiieieiiieeeieeececeeeeeee e 23
[.1.7 Fund Management Ratings Process .........c.ccoeuiiiimiiiiiiiiiiiiiiieii et 25
[.1.7.] Quantitative SCreening........cuuiiuiiiiiiii ettt et et e e e eaaeee 25
[.1.7.2 Background Verification ...........ccuueveiiuiiiiiiiiiiiiieieiie et 25
1.1.7.3 Qualitative Face-to-Face diSCUSSION ... c.ueenenneeeeeee e eaeannns 26
[.1.7.4 Rating Committee/organization...........ceeeuuuiieiuuiieiineneiiieneiiiee e eenieens 26
[.1.7.5 FUNd MONItOriNG ..ccceeieeeieeeeeeeee e 26
[.1.8 Hedge FUNAS CONCEPL .....uuiiiiiieeeeieiiiiiiiieeeeeeeeeeiiiereeeeeeeeeeeaabraaeeeeeeeeennns 26
[.1.9 Regulatory Issues in Allowing Foreign Hedge Funds in India.............ccceeennnnnnnn. 27
[.1.9.1 Hedge funds in INdia........c.cuviiiiiiieeieiiiiiiiieeee e e e e e e e 27
1.1.9.2 Relevant provisions of Fll regulations.............ccceeeevnriiiieeenniiiieeeeniieeen, 28
[.1.10 Identifying hedge funds..........ccooeeiiiiiiii e 28
I.1.11 Additional Regulatory CONCENS..........cceeriuuiieeerriiiiieeeeniieeeeeesiieeeeeeieeee s 29
1.2 Asset Liability Management .........cccecuuvviiiiiieeeeeiiiiiiiieeeeeeeeeeesiiireeeeeeeeeeeeneenens 30
[.2.1 Evolution of Asset-Liability Management ...........ccoeeeeieieeeieieeeeeeeeeeece e 30

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 4



Management Insight — Financial Services

[.2.2 Types of Asset Liability Management Risks ...........c.ccccooiiiiiiiiiiiiiiiniiiiinnn 31
1.2.2.1 Liquidity RiSK.......cceiiiiiiiiiiiiieieeeeeeeeeee e, 31
1.2.2.2 Interest Rate Risk (IRR) .........coeiiiiiiiiiiiiiiiiieee e e e 33
[.2.2.3 Market RiSK........uueiiieeiiiiiiiiiiiiieeeee e e et eee e e e e e e etare e e e e e e e e s e seanees 33

1.2.3 Categories Of RisK.......cc.uuiiiiiieieiiiiiiiiieeeee e eesierree e e e e e e e errrreeeeeeeeeans 34
[.2.3.1 Credit FISK c..ueeeeeeiieeeee et e e e e e e e e 35
1.2.3.2 Capital FisK......uvvreiieieeeeeeiiiiiieeee e e eeeeeiirre e e e e e e e e e e e e e e e e e 35
[.2.3.3 MArKEt FiSK ....evveeiieeeeeeeeeiiiiitceeee e e ettt ee e e e e e et e e e e e e s e 35
1.2.3.4 INTEIreSt rate FiSK...eeiieeiieeieiiiiiiieeeeeeeeeeiiiiireeeeeeeeeeenaarrreeeeeeeeeennnnnnes 35
1.2.3.5 LiqUidity FiSK ceeeeeeeeeeeieeeeeeeeeeee e 36

[.2.4 Asset-Liability Management Process ...........ccuvviiiiiiiiiiiiiiiiiiiiiiiiiiiie e, 36
[.2.4.1 ALM Information SYSTEMS ........ccuuuiiiiuieiiuiereiieeetie ettt eeeieeeeaaeeens 36
1.2.4.2 ALM Organisation...........ccceeiiiiiiiiiiiiecccce e 37

1.2.5 SCOPE Of ALM..cciiiiiiiiiiiiieeee ettt e e e e ettt e e e e e e e e aabbaaeeeeeeeeeanes 37

[.2.6 Guidelines for Asset Liability Management system in Housing Finance Companies

...................................................................................................................... 37

1.3 Risk Management. . ........uuuuuuuunnuninnineiiiinnnnnnnnennnnnnnnnnnnnnnnnnnnnnnnnssnnnnnnnnnnnnnnnnnsnnnnes 39

[.3.1 Classification Of RiSK...........cceiiiiiiriiiiiiiiiieeeeeeeiseiiiiireeeeeeeeessiarrneeeeeeeeeennns 39
[.3.1.1 Systematic Risk: ........cceeviiiiiiiiiiiiei 39
[.3.1.2 Unsystematic RIiSK: ........cceeuuiiiiiiieeeeeeiiiiiiiieeeeeeeeeeeeinrreeeeeeeeeeeseneenes 40
[.3.1.3 Other RisKS......uettiiiiiiiiiiiiiieieeee e e 4]

[.3.2 Why RiSK Matters ... ....uuuuuiiiiice e eeeseanennes 42

[.3.3 Credit Risk Management Models..........cc.eiiiiiiiiiiiiiiiiiie e, 43
1.3.3.1 Types of Credit Risk Models .............ouuiieieiiiiiiiiiiiiiciie e, 44

1.3.4 Requisites of Credit Model..........coeuuuiiiiiiiiiiiiiiiiieeee e 45
1.3.4.1 Asset Credit Risk Model ..........ccooiiiiiiiiiiiiiiiii, 45
[.3.4.2 Credit Risk Pricing Model ..........cccevviiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeee, 45
[.3.4.3 Market Risk Pricing Model............cccoooviiiiiiiiiii, 46
[.3.4.4 Exposure Model ........coooiiiiiiiiiiiiiiii, 46
[.3.4.5 Risk Calculation Engine...........cccoeviiiiiiiiiiiiiiiceeeeeeeeeeeeeeee e, 46

1.3.5 Techniques Used in Building the Credit Risk Models..........ccceeveiiiieieiiiiennn. 46
[.3.5.1 ECONOMELIICS ..vvvveiieeeeeeieiiiiiiitteeeeee e e ettt e e e e e e e e sttt e eeeeeeesenaneeee 46
1.3.5.2 Neural NetWOrks........ccoiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e, 47
[.3.5.3 Optimisation MOdels ...........euuiiiiiiiiiiiiiiiiiiiieeeee e 47
1.3.5.4 Expert Rule Based Systems...........ccuviuuiiiiieeieiiiiiiiiiiiiiee e eeeeeeveeee s 47

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 5



Management Insight — Financial Services

[.3.5.5 Hybrid SyStems.....cceeiiiiiiiiiiiiiiiieee ettt e 47
[.3.6 Risk Mitigation APProaches ............cocuuiiiuiiiiiiiiiieiie e 47
1.3.7 Protection againSt RiSK .............cceeiiiuiiiiiieeeeeeeiieiirieeeeeeeeeeeiivrneeeeeeaeeeenns 49

[.3.7.1 Market Risk ProteCtion..............ceeeeeeeeeiiiiiiiiieeeeeesenniiiieeeeeeeeesensennnnns 49

1.3.7.2 Interest Rate Risk Protection...........ccceeeeiuiiiiiiiiiiiiiiiiiiiiiiiinecic e, 50

1.3.7.3 Protection against Inflation .............coeeviiiiiiiiii, 50

1.3.7.4 Protection against Business and Financial Risk............cccceeeiiiiiiiiiiiinne. 50
[.3.8 Basel Il and Risk Management ...........ccceeeeiieiioiiiii e 51

1.4 Regulatory ComPlianCe..........ieeeeeeeecuiiiiieeeeeeeeeseiiiieereeeeeeeeesseaaareeeeeeeeeesnnnnnnns 52
I.4.1 Securities and Exchange Board of India .........c..ccciiiiiiiiiiiiiiiie 52
[.4.2 The OrganiSation ...........uuveeeeeeeeeeeiiiiirieeeeeeeeeessennrrrreeeeeeesesssssnnsssneeesesseannns 53
00 @ =Yt 1 53

[.4.3.1 Aligning the various intermediaries in the financial market........................ 53

1.4.3.2 Creating awareness and education among iNVESTOrsS.........c..ccuuueeuneernneennnes 53

[.4.3.3 Conducive investment atMOSPREre.........cceeeieeeiiiriiiiiieieeeeeeeeeeeviiieeenns 54

1.4.3.4 SEBI acts as a facilitator.............cceeeeeiiiniiiiiiiiieeeeee e 54

1.4.3.5 Effective law maker ........ccoooiiiiiiiiiiiii, 54

[.4.3.6 GUIANCE O COMPOIALES ...ccieieeieeeeeeeeeeeeieeeeeeeeee e eeee e e e e e e e e e e e 54
[14.4 FUNCLIONS .....etiiiiiiiiiiiiiie et e ettt e e e e ettt e e e e e s e e beeeeeeeeesanaas 55

[.4.4.]1 Protecting the interest of INVESTOrS ........cccevvviiiiiieiieiieeeeeeeeeeeeeeeeeeeee e, 55

|.4.4.2 Monitoring and regulating the business in exchanges............cc.cccoeeeiieenn.en 55

[.4.4.3 Monitoring and administering the active participants in the market............ 55

|.4.4.4 Administering the mutual fund schemes .............c.ouvviiiiiiieiiiiiiiii, 56

1.4.4.5 Avoidance of Unfair Practices.........covvriuuuiiiieeeeereiriiiiiiieieeee e e e e 56

1.4.4.6 Imparting KNOWIEAZE ........uuieeeeiiiiiiiiiiiiiee e e e e e e e e e e 56

[.4.4.7 Auditing by SEBI ....cccoiiiiiiiiiiiiiiiieete et 56
[.4.5 Reserve Bank of India (RBI) .........ccceeeiiiiieii e 56

1.4.5.1 To manage the monetary and credit system of the country ...................... 57

[.4.5.2 To stabilize internal and external value of rupee..........ccccceevvveeeeeeeeeeenennn. 57

1.4.5.3 For balanced and systematic development of banking in the country.......... 57

|.4.5.4 For the development of organised money market in the country............... 57

1.4.5.5 For proper arrangement of agriculture finance...........ccooeeeiviiiiiininnnnne. 58

|.4.5.6 For proper arrangement of industrial finance ...........cccvvveeeeeeeirennninieneen. 58

1.4.5.7 For proper management of public debts...........c.coeeuiiiiiiiiiiiiiiiiiiieeanes 58

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 6



Management Insight — Financial Services

[.4.5.8 To establish monetary relations with other countries of the world and
international financial INSTILULIONS .........coeiuiiiiiiiiiiiiiii e 58

1.4.5.9 For centralisation of cash reserves of commercial banks and to maintain

balance between the demand and supply of currency .........cccoeviiiiiiiiiiiiiiinn. 59
14,6 FUNCLIONS ...eeeiiuiiiiieeeeiiitee e ettt e e ettt e e ettt e e e sttt e e e e nabaeeeessnnnteeeesennsaeeas 59
[.4.6.1 Monetary AULNOFILY .....ccceeieiiiieiieeeeee e 59
1.4.6.2 Manager of Foreign EXchange ..........ccccooeiiiiiiiiiiiiiiiiiiiiiiiiiccee e, 60
[.4.6.3 ISSUEE Of CUMTENCY coeiiiiieieiiieeee e 60
1.4.6.4 Developmental ROl ...........uiieiiiiiiiiiiiiiieeee e e e 61
1.4.6.5 Related FUNCLIONS ....cceiiiiiiiiiiiiiieeeee e ettt e e e e e e e e e s 61
1.4.7 RegUIatory INItIAtIVES ..........eeeeeeeeeriiiiiiiieeeeeeeeessetirereeeeeeeeessnnnnrsneeeeeesseanns 62
[.4.8°KYC’ and Anti-Money Laundering Measures ..........cceeeeeeeeeeeeeeeeseeeeeeeeeeeeeeeennns 64
1.4.8.1 Written Anti-Money Laundering procedures: ............ccceeeeeeeeeeeeeeevennennnnnn. 64
1.4.8.2 According to SEBI the Customer Due- diligence process consists of the
FOIIOWING ..ottt e e e e ettt e e e e e e e e e e e e b e e e e e eeeeeeaaraa e aaaans 65
1.4.8.3 Policy for Accepting the CHEents ............ceeeeeiereiiiiiiiiiiieeeeeeeeeeeeiiieee e 65
[.4.8.4 The special category of Clients defined by SEBI are as follows................... 66
1.4.8.5 Guidelines issued by the RBI for Anti-money laundering are as follows:...... 67
[.4.8.6 KYC (KNOoW Your CUSTOMEN) ...cccceetiriiiiiiirieeeeeeeenniiiireeeeeeeesennnieneeeees 67
.5 BASEL Il and 1ts Management .............uuuuuunununnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnns 68
[.5.1 Implementation of Basel |l in Advanced Countries and its Impact on Emerging
ECOMOMIES ..ttt ettt e e e e e e ettt e e e e e e e et aeeeeee s 69
[.5.1.1 High-cost lending and reduced lending to emerging economies ................. 69
[.5.1.2 Curtailment of credit to emerging €CONOMIEs ..........ceeevureiiureirnreennnnnenn. 69
[.5.1.3 High interest cost and competitive advantage for corporate borrowers .....69
[.5.1.4 Impact on infrastructure development ...........c..ceeiiiiiiiiiiiiiiiiiniiiiiieneeens 69
[.5.1.5 Short-term maturity lending .........c.coeiuiiiiiiiiiiii e 70
[.5.1.6 Impact on capital flows and companies...........c...ceeieiiiiiiiiiiiiiiniiiiiinneeen. 70
[.5.1.7 IMpact on Stock FELUINS......ccceiiiieieeeieecceeeeeee e 70
[.5.2 Implementation of Basel Il in Emerging Economies..........cccccceeviiiiiiiiiiiinnneennn. 70
[.5.2.1 External credit rating and standardized approach .............ccccvvvvveeveeeneennn. 71
[.5.2.2 Implementation of internal ratings based risk management ....................... 71
1.5.2.3 High cost in IT spending and training ...........ccceeeterrrniiiiieeeeeeeesennniiieeeeee 71
[.5.3 Impact of Basel Il on Emerging Economies.........cccceeeivuiiiiiiiiiiiiiiiiiiiniiinneennn. 72
[.5.3.1 Risk management improvement and capital adequacy...............cceevveeeeenn.. 72
1.5.3.2 Preference for mortgage credit to consumer credit.........c.ccceuveenneeinneennnen 72

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 7



Management Insight — Financial Services

© Cygnus Business Consulting & Research Pvt. Ltd. 2009

1.5.3.3 Advantages for big banks.............ccceeeeiiiiiiiiiieeeeeieriiireee e e 72
[.5.3.4 Advantage for Indian IT companies.........c..ceeuiiiiiiiiiiiiiiiiiieii e 72
1.5.3.5 Consolidation among banks............cc.eviiiiiiiiiiiiiiiiiiiiiiee e 72
[.5.3.6 Impact on SOVEreign rating .........cceuueiiuieiueeiieeiie e et et e eeieeeneennees 73
1.5.4 Criticality of Qualitative Factors...........ccoceiiiiiiiiiiiiiiiiiii e, 73
[.5.4.1 Need for top Mmanagement SUPPOIt .......cceeeeieeeeeieeeeeeeeeeeeeeeeeeeeeeeeaeaeeeeens 73
1.5.4.2 Creation of profile for chief risk officer.............coooiiiiiiiiiiiii . 73
[.5.4.3 360-degree appraisal and feedback systems .............ccceeveiieiiiiiiiieeeeeeeeennn. 73
1.5.4.4 Technology and people development............cc.ceveiiiiiiiiiiiiiiiiiiiineeiinee. 73

[.5.5 Three Pillars of Basel [l .......cccoiiiiiiiiiiiiiiiiieie e e e 74
.55 TPHIAr ONE ..ottt e e e 74
[.5.5.2 Pillar TWO ..ttt ettt e e e e e e 74
[.5.5.3 Pillar Three .cooeeiiiiiiiiieeeeee 74

1.5.6 Approach of RBI towards Basel Il..............ccoeiiiiiiiiiiiiiiieeeiiiiniiiiieeeeee e 75
[.5.7 Basic Indicator APProach ............eeeeeiiiiiiiiiiiiiiee e e e eeeeeeviieee e e e e e e eeeaeaeees 76
[.5.7.1 Standardised APProach ............cceeeiiiriiiiiiiiiieeeeeeiiiiiiteeee e e e e e 76
[.5.7.2 Advanced Measurement Approach .........ccoeeeeeeieieiviiiiiineeeeeeeeeeeiiieeeenns 77

1.5.8 Comparison of Basel [ and Basel Il............ccoouiiiiiiiiiiiiiiiiiiicee e, 78
[.5.9 Issues & Challenges in Implementing Basel Il ..........cccooeeieiieeeeieeeiecieeeeeeeeee 79
[.5.10 Operation Management and its Importance in the Future ...........c....cc..ccc.... 80
2. MICROFINANCE AND ITS MANAGEMENT..........ccoiiiriierineieeeeeeneieee e 82
2.1 Definition and Concept of Microfinance..........ccuuvviiiieeeeeerriiiiiiiieeeeeeeeeeeiieveeeens 82
2.2 Models of Microfinance in INdia ...........cceeerriiiiiiiiiieeeee e 83
2.2 0 MFIMOGEI ettt 83
2.2.2 SHG Bank Linkage Model.............evvviiiiiiiriiiiiiiiiieeereeerereeeeeeeeeresesereeereeeeeeee. 84
2.3 Issues and Challenges of Microfinance ...........cccevviiiiiiiiiieiiiiieieeeeeeeeeeeeeeee e, 84
2.3.1 Literacy & skill levels of clientele ............couoviiiiiiiiiiiiiiiiiiiiic e, 84
2.3.2 High transaction and SErviCe COST..........uuurrrrrrrrrrrrrrrrrrerrrrssssssssrssessssssressnnnee 85
2.3.3 Credit FiSK ceeeeeeeiiiiiiiieeeeeeeeeeiiitt e e e e e e e ettt e e e e e e e e e seaabbareeeeeeeesanannnnens 86
2.3.4 Skewed regional distribution of microfinance.............ccoceeeiiiiiiiiiiiiiineeiinnen. 87
2.3.5 Diversion of funds to unproductive actiVities ................uevvveeruvrrreererrerereeeeenen. 88
2.3.6 REGUIALOIY ISSUES .....vviieeeiiiiieeeeiiiieee e ettt ee e s et e e e sttt e e e e seareeesssnebeeeeeennnne 88
2.3.7 Irregular flow of income due to seasonality ...........c.oeeeuiiiiiieiiiiiiiieiiieiieeennnees 89
2.3.8 Uncertainty of Market Conditions.............ueeeeerriiieeeerniieeeeeeniieeeeesiieeeeeenans 89



Management Insight — Financial Services

2.3.9 Lack of tangible proof for assessment of INCOME ........cccuuvieeerriiiieeeeniiiieeeeenas 90
2.3.10 Need for information sharing & better technology.............ccceeeiiiiiiiiiiiiennn..e. 90
3. CUSTOMER ACQUISITION AND SERVICING .......c.cceovviinrrieeeeereierrrinenreeeeeeeeenns 91
3.1 Customer Relationship Management ............cccevviiiiiiiiiiiiieicceeeeeeeeeeeeeeeeeeeeeeeee, 91
3.1, Meaning of CRM ...oooiiiiiiiii 91
3.1.2 CRM in Financial Services INdUSLIY .........ccceviiiiiiiiiiiiiicecceeeeeeeeeeeeeeee e, 91
3.2 Understanding Investors and their Needs............cieieeeeeiiciiiiieeeeeeeeeeiiiiieeeeeee e 93
3.2.1 Need for recognition and social company..............cccceveeeeieeieieeeeieeeeeeeeeeeeeeee. 93
3.2.2 SECUIILY NEEAS ...vvvviiieeeeeeeiiiiiireeeeeeeeeesttreeeeeeeeeeesatarareeeeeeeeessnnsssaeeeaeeas 94
323 MULUAI TRUST ceeeeeeieceeeeeeec e 94
3.2.4 Need for iNfOrmMation ........c.c.uuviiiiieeeeeeeiciiiiieeee e e e e eeesirrreeeeeeeeeesanearaereeeens 94
3.2.5 PrOomMPLt SEIVICES ...ciiiiiiiiieieeeeeeeeeeeee e 94
3.2.6 Interdependent relationship..............ceeiiiiiiiiiiiiiiiiiniiii e, 95
3.2.7 Friendly approach .........cccoviiiiiiiiiiiiccece e, 95
3.3 Developing and Positioning of Financial Instruments .............cccceviiiiiiiiiiiiiiinneennn. 95
3.3.1 Positioning of Financial INStruments ..............ccevviiiiiiiiiiiiiieeeeeeeeeeeeeeeeee e, 98
4. MANAGING FINANCIAL SERVICES ORGANISATION........cccovvvrreeeeerirccnirnneeeen. 99
4.1 Scope of Financial Services Management ...............uuuuvuvvvururrrreuerererrrererereereree.. 99
411 BaANKING. ... uuuuuuuunununenenennunnenenenennnneennsnnnnnnnennnnnnsennnnnnssssssnnssnnssnnsnnnnnnnnnnnnnnnns 99
4.1.2 INSUFNCE ...uvvteueeeeeeeneneaeaeaenenessnenenenenessnnnnnnnnsnnssnsnssssnnsssnsssnnnsnssnssnsnsnnnsnnnnns 99
4.1.3 Capital and Investment Markets ...........coovvueieeerniiiieeeniiiieeeeeieee e 100
4.2 Functions of Financial Services Management ..................uevvvvvvvveveevererreeerereennnenn. 100
4.2.1 Marketing and Sales FUNCLION...........uuuuuuuuereiiiiiiiieeiiieeeeeeeeeeeeeeeeseeseeeeanaaaeee. 100
4.2.2 RESCAICN...ceiiuiiiiieeeeiit ettt ettt e e ettt e e et e e e st e e e e eaaaeeas 101
4.2.3 Training and Staffing ............uuuuuuuuuunnunninninnniennennnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnns 101
4.3 Distribution Channels of Financial Services...........cccvuvrrireeeeiereriiiiiiiieeeeeeeeeenenens 102
43,1 INSUFANCE ..eeeiieeeieeiiiiiitttee e e e e e e ettt e e e e e e e st e et eeeeeesesaaaabbteeeeeeeeesannns 102
4.3.1.1 INSUFraNCe AZENT.......ccceiiiiiiiiieieeeeeee e, 103
4.3.1.2 Corporate AGENt .......cccceeeieeeeeeeieeeeeeeeeeeeeeeee e 104
4.3.1.3 InSUrance BroKers..........c.uuvuiiiiieeeeeiiiiiiiiieeeeeeeeeeeeiiiareeeeeeeeesesenenens 105
4.3.1.4 BaNCASSUIANCE ..eeeeeereeeeeiiiiiiiteeeeeeesaaaiittteeeeeeeeesasanntsaaeeeeeeesessnnnnnnnees 105
4.3.1.5 Distribution Trends for INSUraNCe ...........ccoevveiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeee, 106
4.3.1.6 Distribution Issues & Challenges .............cccevviiiiiiiiiiiiiiieeeeeeeeeeeeeeeeee, 106
4.3.2 MULUAL FUNAS.....uueiiiiiiiiiiiiiiiiiii e eaeeaesanssnsnsnsnsnnnnnnns 107

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 9



Management Insight — Financial Services

4.3.2.1 BANKS .eevevieeeeeiiiieee ettt e e et e e ettt e e e ettt e e e enanbreeeeen 107
4.3.2.2 National/Regional Distributors..............ccccviiiieiiiiiiiiiiieeeeeeeeeeeeeeeeeeee, 108
43,23 TR A e et e e e e e e e 108
4324 Direct Selling.....cccceeiiiieiieeeee e, 108
4.3.3 Banks Distribution Channel...............ceeieeiieeiiiiiiiiiieeeeeeeseeciiiieeeeeeeeeseseens 109
4.33.1 Branch Banking..........coooiiiiiiiiiiii 109
4.3.3.2 Automated Teller Machine (ATM)........coooviiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeee, 109
4.3.3.3 Phone and Mobile Banking...............cccoviiiiiiiiiiiiiiiiiccceeeeeeeeeeeeeeeeeeee, 109
4334 Internet Banking ...........oooiiiiiiiiiiiiii 110
4.3.3.5 Direct Selling Agents (DSA) ...ccoiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeee e, 110
4.4 Management INformation SYSTEM ..............uuuvuuuueuuereuueeeerrereeereeneeeeeenreeerereeea——.. 111
4.4.] ODbjectives of MIS........ciiieiiiiiiiiiieie e e e e e e e e et e e e e e e e eeeaaaae 111
4.4.2 Steps in Developing MIS.........cooiiiiiiiiieee e e e e e e 112
4.4.2.1 Identifying and understanding the information need of the
MANAZErS/MANAZEMENT. ... . uueeeeenennnnnnnnnnnnnnnnnnnnnnnnnnnnnssnnnsnsnnnsnsssssnsnsnsnsnsnsnnnnns 112

4.4.2.2 Explain the objectives of the MIS development and its expected benefits.. 112
4.4.2.3 Preparing a plan for developing the MIS and keeping a schedule of the task

................................................................................................................ 112
4.4.2.4 Putting the MIS iNto OPEeration............cuuvuuiieeeeeeeeereiiiiiiieeeeeeeeeeeerrennenns 112
4.4.2.5 Monitor and maintain the MIS system developed................ccccevvveeeenenen. 112

4.4.3 Importance of MIS in the Financial Services..........cccceeevvivviiiiiiiieeeeeeeeeeeeennnnn. 112
4.4.3.1 Benefits of MIS in financial organization .............cccceevvvivieiiieiieeieneeeeeeee, 113

4.5 Outsourcing the Financial SErvices ............coiiiiiiiiiiiiiieeeeeeeeeieiiieee e e e e e e eeeeveaeeee 114
4.5.1 Investment Banking ..............uuueuuuuumnunnnnnnnnnnnnnennnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnnns 114
4.5.2 EQUItY RESEAICN ..ovvviiiiiieeei i e e e e e e e aaaaes 115
4.5.3 INSUFANCE ..eetieeeeieeiiiieettee e e e e e e ettt e e e e e e e sttt et eeeeeeesaaaabbtaeeeeeeeeennnns 115
4.5.4 BanKiNg......ccceeeiiiiiiiiiieee e e e e e et e e e e e e e e e et b e e e eeeeeeeaarb— e aaaaaaeeaaaaes 115
4.5.5 Accounting and TaXation .............eueeeuuennnnunnnnnnnnnnnnnnnnnnnnnnnnnnnnnnsnnnnnnnnnnnnnnns 115
4.6 Infrastructure Management in Financial Services...............uuuuuueeeueeerevrrereeereeennanns 115
4.6.1 1T INFrASTrUCTUIE ... 115
4.6.2 Payment and Settlement SYStEMS ........ceeieiiririiiiiiiiieeeeeeeeeriiiiieeeeeeee e e e 116
4.6.3 Electronic Clearing SErviCe.........uuuuuieeeeeeeeeiiiiiiiiiiaeeeeeeeereerrrinnaeeeeaaeeeesennes 117
4.6.4 Real Time Gross Settlement SYSteM .........ccouvuuuiiieeeeeerieiiiiiiiieeeeeeeeeereanennnns 117
4.6.5 National Electronic Funds Transfer System...............uevveeveeeueerenerneenenrenennenns 117
4.6.6 Cheque TruNCAtION SYSLEIM .........uuuuuuuueuuerueeeaeernnesnenenesesennssssnesssesnsesnseneeees 117

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 10



Management Insight — Financial Services

4.6.7 National Electronic Clearing ServiCe.......cceveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeennns 118

5. EMERGING TRENDS - ISSUES AND CHALLENGES............cccceevviieriennrieeeeeanes 119
5.1 Volatility in Global Financial Markets ...........cccoiviiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeee, 119
5.2 Increased Integration of Global Financial Markets............ccceccuvvierieeeeeeenesnnnnnneen. 120
5.3 Increasing Regulatory SUPErvVISION .............ceeieeieiiiiiiiiiiiiee e e e eeeeeeeviiiee e e e eaeeeens 121
5.4 Changing INvestor NEedS..........cciiiiiiiiiiiiiiiiiceceeeeeeeeeeeee e e e e e e e e e e e e 121
5.5 Containing/Reducing the Cost of AdMINIStration............c.ueeeeerrueeeeerrnieeeeesnnnne 122
BIBLIOGRAPHY ......eeiieieieiiiieeeereiteeeesitte e s eeiee e e e s satre e e sesnnneeessssssaasssssnnsaaessnnns 123
ABBREVIATIONS AND ACRONYM......uuttiiiiiiieiiiiiieeeeeeecenrreieeeeeeeeeesesssaneeeeeees 128

© Cygnus Business Consulting & Research Pvt. Ltd. 2009 11



Management Insight — Financial Services

LIST OF FIGURES

Fig 1.1 Optimal outputs of Credit Risk Management Model

Fig 1.2 Regulatory Authorities of Indian Financial system

LIST OF TABLES

Table 1.1 Risk Mitigation Approaches at Firm Level: Risk Mitigation Type

© Cygnus Business Consulting & Research Pvt. Ltd. 2009

12





