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The Basel Committee in Banking Supervision

Bank of International Settlements,
CH-4002 Basel, Switzerland.

Email : baselcommittee@bis.org

Gentlemen,

This refers to your Consultative Document dated 17" December 2009 for
‘Strengthening the Resilience of Banking Sector’.

| am a retired banker (Bio enclosed) and would like to submit the following comments
for your kind consideration.

While the focus of this initiative is for strengthening the Banking Sector, some aspects
of the other segments of the total Financial System such as Rating Agencies, Securities firms,
State Sponsored Enterprises, Deposit Insurance, etc also need to be strengthened as these
segments are very closely linked with the Banking Sector. Without close attention to these
segments the Banking Sector will remain vulnerable to excesses & crises.

Therefore in my comments | am including suggestions for both the Banking Sector and
other relevant segments of Financial System.

1.) All off Balance Sheet Liabilities of the Banks should be taken into account while
determining the ‘Leverage Ratio’ for the Banks. All Special Purpose Vehicles where the Bank
carries direct, indirect or moral exposure should also be included in the Leverage Ratio.

2.) Other Financial Institutions such as Investment Banks, Insurance Companies, Credit
Guarantee Companies, State Sponsored Financial Enterprises should also conform to prudent
Leverage Ratios.

3) International Banks should operate as subsidiaries (not as branches) outside their
home country. This will ensure that the operating subsidiary in each country of operation has a
sound capital base and financial structure on a free standing basis. These should be governed
by the local Board of Directors and supervised by the local Regulator at par with and as closely
as the domestically owned banks.

This will minimize the possibility of Regulatory arbitrage and reduce transmission of
financial shock to other countries should the parent bank or operation of subsidiary bank in one
country get into difficulty.

4.) Banks (and Investment Banks) who originate, structure and distribute loans and other
securities to investors, should keep atleast 20% of these assets on their books for the life of the
loan/security. They should not be allowed to ‘short’ the securities distributed by them as was
done by Goldman Sachs and others in 2007.

This will ensure that the Banks and Investment Banks fully understand and monitor the
Credit Risk of the securities distributed by them and act more responsibly in looking after the
interest of their investor customers.

5.) Deposit Insurance Corporations in all countries (DIC) should be further strengthened.
Their capital base should be increased many fold over the next ten years by increasing the
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Arun Duggal is Chairman of Board of Directors of Shriram Capital, Shriram Transport Finance Company, Shriram Properties, Shriram City Union Finance, and Shriram EPC. He is also Chairman of Bellwether Microfinance Fund, which provides equity capital to promising Micro Finance organizations and helps them in capacity building. He is the Vice Chairman of International Asset Reconstruction Company.  

.


Mr. Duggal is a Senior Advisor to TPG Capital, a major Private Equity firm headquartered in San Francisco. He is an experienced international Banker and has advised companies and financial institutions on Financial Strategy, M&A and Capital Raising. He is a Senior Advisor of Credit Asia Capital, Singapore.

He is on the Board of Directors of Jubilant Energy. Netherlands (Chairman Audit Committee), Patni Computers (Chairman, Audit Committee), Fidelity Fund Management, Manipal Acunova, Zuari Industries, Info Edge (Chairman Audit Committee), Dish TV, Mundra Port & SEZ, Hertz (India), Mortice Limited (Singapore) (Chairman of Audit Committee) and Bank of Bhutan.   He is a member of the Investment Committee of Axis Private Equity. 

He is Vice Chairman of Indian Venture Capital Association. He was erstwhile Chairman of the American Chamber of Commerce, India He was on the Board of Governors of the National Institute of Bank Management.

Mr. Duggal is involved in several initiatives in social and education sectors. He is a Trustee of Centre for Civil Society, New Delhi, which focuses on improving the quality and access of education to students especially for the poor. He teaches a course on Venture Capital & Private Equity at the Indian Institute of Management, Ahmedabad as a visiting Professor.

Mr. Duggal had a 26 years career with Bank of America, mostly in the U.S., Hong Kong and Japan. His last assignment was as Chief Executive of Bank of America in India from 1998 to 2001.  He spent ten years (1981-1990) with the New York Corporate Office of Bank of America handling multinational relationships.  From 1991-’94 as Chief Executive of BA Asia Limited, Hong Kong he looked after Investment Banking activities for the Bank in Asia. In 1995, he moved to Tokyo as the Regional Executive, managing Bank of America’s business in Japan, Australia and Korea.  From 2001 to 2003 he was Chief Financial Officer of HCL Technologies, India. 


A Mechanical Engineer from the prestigious Indian Institute of Technology, Delhi, Mr. Duggal holds an MBA from the Indian Institute of Management, Ahmedabad.  


He is a US national and Overseas Citizen of India.  A theatre enthusiast, he also plays tennis and enjoys trekking in the Himalayas. He is married to Dr. Rita Duggal and they have two daughters. They live primarily in New Delhi, but also spend some time in their homes in Kasauli (Himachal Pradesh) and New York.

Address: 709, Ansal Bhawan 16, Kasturba Gandhi Marg, New Delhi – 110 001, India.
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deposit insurance fee significantly depending upon the capital level of DIC in different
countries. In addition Deposit Insurance requirement should be extended to all other (non-
Bank) Financial Institutions accepting public deposits.

The possibility of a Global Deposit Insurance Corporation (GDIC) should examined which will
have all country DIC's as members and capital contributions. GDIC will be able to extend
temporary financing to member DIC's incase of a particular country’s banking system
undergoing stress. This will limit the problem at the country level and prevent it from being
transmitted to other countries and contagion.

6.) The Capital Adequacy requirements (and Leverage Ratio) for (I) large systemically
significant Banks and (Il) Banks with International Operations should be more conservative than
smaller/local banks and be made severe as the size and scope of the Banks’ increases.

7.) Rating Agencies and Bank Regulators should review and modify their risk assessment
methodology such as for CAMEL in light of the recent financial crises. Particularly, portfolio
structure, off balance sheet liabilities, Counter party risks, treatment of non-funded facilities
such as Guarantees, derivative risks, counter party risks, etc need to be reconsidered more
thoroughly. The Governance structure of the Banks including the role of the Board of Directors,
Risk/Credit Committee, Audit committee, etc as well as Incentive compensation structure for
Bank Management should be factored in assessing the soundness of Banks.

| hope you will find the above suggestions of interest. | will be happy to discuss them further
over phone or in a meeting. My contact information is as below :

Arun Duggal

709, 7th Floor, Ansal Bhawan,
16, Kasturba Gandhi Marg,
New Delhi — 110001 (India)

Email : aduggal@iarc.co.in / aduggal@duggal.in

Phone (o) +91-11-41515124
(M) +91-9810188999
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