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ILLUSTRATION 15.2

India’s public sector banks provide a challenging context for change.

In 2015, India had no less than 27 public-sector banks.
Each typically had private investors, but the government
owned majority stakes in them all. These banks were
enormously important to the Indian economy, lending to
large businesses, entrepreneurs, farmers, home-buyers
and students needing to fund their education. Compar-
ing India's fragmented state banks with the giant banks
of China and Japan, the reformist Indian Prime Minister
Narendra Modi demanded ‘transformation’.

Indeed, the public-sector banks were failing. New
private banks — paying higher salaries to their staff,
with greater technological expertise and free of politi-
cal interference — had driven the public banks’ domes-
tic market share down from over 90 per cent in the
early 1990s to about 70 per cent by 2015. Return on
total assets at private-sector banks was 1.6 per cent
compared with just 0.5 per cent for state-run ones,
while the state bank non-performing loans were more
than five per cent of total loans, against two per cent
in the non-state sector. The government directed the
public banks to lend into sectors such as steel, power
and sugar that were seen as strategically important
to India's development but which were also suffering

Over the following months, the Modi government
considered the various proposals from the retreat,
while also heading off a national strike by pub-
lic bank employees with a new pay settlement. In
August 2015, the Finance Minister announced a raft
of reforms including: (i) the appointment of more
private-sector managers as heads of public-sector
banks; (ii) the creation of a Bank Board Bureau to
act as a watchdog for public banks' performance
and managerial appointments; (iii) the injection of
$1.9bn (€1.1bn, €1.4bn) new capital to meet inter-
national standards; (iv) allowing public banks to offer
managers Employee Stock Ownership Plans to give
them a stake in financial success. The Prime Minis-
ter announced that he was ‘against political interfer-
ence in the banks, but supports political intervention
in the interests of the people’.

Many commentators were disappointed at the mod-
esty of these reforms. The investment bank JP Morgan
estimated that the public banks needed $15bn of new
capital. Some argued that a proper restructuring of the
fragmented sector required ownership by a single hold-
ing company with the power to merge smaller banks.
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economically. The poorly-paid workforce — 850,000
strong, spread across 50,000 bank branches — was
heavily trade-unionised and frequently threatened to
strike. Top management was weak, with positions in
the smaller banks seen as temporary stepping-stones
to more senior positions in the larger banks.

In January 2015, Prime Minister Modi, his finance
minister and senior regulators and public officials met
with about 60 heads of both private and public finan-
cial institutions to discuss reform during a two-day
‘retreat’. The official brief for the retreat was to search
for ‘out-of-the-box’ ideas. The Prime Minister insisted
that participants arrive in shared coaches rather than
private cars, and yoga lessons were scheduled for
the second day. Attendees heard presentations from
McKinsey & Co management consultants and from the
corporate guru Swami Sukhbodhanandji, author of the
‘Relax’ series of business books, as well as working in
round-table teams.

Others argued for greater privatisation. The head of one
leading private-sector financial institution commented:
‘This is purposeful incrementalism. It is not big bang
but it is helpful.' There was anxiety about the future of
reform, as the Prime Minister’s legislative programme
faced fierce opposition in the Indian Parliament
and the governing party had lost local elections in the
Delhi region.

Key sources: Economic Times, 3 January 2015; CNBC-TV, 14 August
2015; Financial Times, 15 August 2015.
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Questions

1 In terms of the eight contextual features in
the change kaleidoscope (Figure 15.2), how
receptive is the context for strategic change?

2 In the light of capability and readiness
(Figure 15.3), what leadership style would be
most appropriate to bringing about change?





