[image: image2.png]@

ARt



ALL INDIA BANK OFFICERS’ CONFEDERATION

(Registered under the Trade Unions Act 1926, Registration No.:3427/Delhi)

State Bank of India Officers’ Association

04th Floor, SBI Administrative Unit, No. 86, Rajaji Salai, Chennai- 600 001

Phone: 044-25227170 Tel/Fax 044 25227170

E-Mail: aiboc.sectt@gmail.com
Letter No: AIBOC/2017/44




    Dated: 03/08/2017

To
The Governor

Reserve Bank of India

Central Office Building, 18th Floor

Shahid Bhagat Singh Road

Mumbai 400 001.

Dear Sir,

MIS SELLING IN PUBLIC SECTOR BANKS

You may recall that when cross selling of thirdy party products was introduced in banks the primary aim of emphasizing cross selling by the Banking institution was to accelerate profit through spreading arms in different ventures by leveraging its network and customer base without associated risk and use the platform to ensure customer loyalty and interdependency with a sustained relationship to ensure sustained growth. Thus the concept was seen as an attempt by the Banks to extend a one point solution to customers financial planning on one hand and bind them by offering suitable products as per their requirements and interest on the other which in turn would help the Bank improve its bottom line and increase its profitability. However LIC was not given permission for a Bank License when it wanted the same on similar grounds.  
It was during the nineties when with the advent of liberalization, privatization and globalization (LPG) both the domestic as well as the foreign markets were expected to be  more competitive. Consequently, the profit margins of business units, engaged in different sectors of the economy, started declining. Thus, it became imperative for those units to search for novel ways of accumulating profit. It is in this context that the effective technique of ‘Cross Selling’ came into existence and the Public Sector Banks also started using this technique as a means of increasing its profitability and thus to strengthen its bottom-line.

The modalities of such new venture and its execution was primarily decided to be managed by the Bank staffs, only after doing their regular and core businesses and for doing the extra work, the provision of incentivising the operating as well as the controlling staffs was introduced. As such during the formative stage it had been an excellent initiative by the Bank keeping tune with the changed global scenario and to extract quality performances from its employees by motivating them and paying extra penny for doing extra job. The Bank could also earn customer’s confidence by providing them suitable financial solutions under a single roof and the operating staffs also felt motivated under the new set up.

However, with utter dismay, we observe that with the passage of time the very system of incentivizing has drifted our attention from core businesses of the Bank and our attention and business priorities have concentrated largely on cross selling of Insurance and Mutual Fund products that ensures greater individual incentives than the core businesses that ensures larger chunk of profitability for the Bank. Our aggressive cross selling drives again resulting in forced selling and ultimately leading to mis-selling. We hardly show interest in renewal premiums that ensures sustained relationship with the customers with the added advantage of earning more profit with fewer workforces. We are being continuously updated that customers are being coerced into buying insurance policies at the behest of some of our members who in turn are complying with the instructions of their superiors and such rat race towards earning more and more incentives actually taking a toll on our reputation and eroding our brand image of being the Bank for the masses. More so when the economy of this country needs more credit offtake in rural and semi urban areas our employees and officers are kept busy for cross selling for the whole day. 
We are also repeatedly being informed about the perils of unethical practices being followed in our Bank Branches when customers were motivated to go for Mutual Fund products rather than Bank fixed deposits, personal accident policies have been renewed without a conspicuous consent on the part of the customers. Insurance has been made compulsory for the sanction of every loan just like Form 16s or IT Returns. Bankers’ are not bothered about the need of the customers rather they concentrate more on their individual targets, campaigns and incentives. Moreover, a banker being a corporate agent only focuses on selling of particular products with limited knowledge. They hardly make full disclosure about the products and assess the risk appetite of the customers. For example, the return on unit linked policies and mutual funds are based on current NAVs (net asset value). The units that are allocated to a customer have some allocation charges, fund switching fees if the customer wants to move from one fund to another. Such clauses, in fine print are never explained to the customers. In many cases, it is seen than on maturity of in-force policies the customer receives much lesser that what he had originally invested. When customers come to the branches to open a fixed deposit, they are forced to buy some insurance or mutual funds products, wherein the money is invested in market linked products and returns are not of guaranteed nature. It has been frequently observed that retired pensioners are forcefully made to buy ULIP products wherein their savings are washed away. Many a times when a customer approaches the bank for a loan, he is forced to buy an insurance/MF product along with it. Such practices on the part of the bank while risking erosion in its CASA deposits are also fraught with serious threat on its existence as a trustworthy institution which in turn is posing potential threat to its existence. The erosion of CASA makes lending unviable at a competitive rate thereby loosing out good borrowers who are offered lower rates by private players and also affecting the NIM of PSBs. It will not be inappropriate to state that the return on advances, net off NPAs, on application of funds is much higher than the commission / trail commission on mutual fund products. The average NIM being 3% in PSBs the upfront commission for the first year @ 1% and trail commission @ 0.25% is too meagre. The credit offtake in retail, Agri, SME and for small browwers and its cascading affect to the economy adds to the Nations development which though cannot be quantified by the Banks in their balance sheet but adds to the GDP of the Country.
We, the public sector bankers, boast of our size and spread all across the country undermining the fact that we had encrypted the same by means of our Core Banking activities which is our inherent strength and not by using the tool of cross selling which has proven to be a potential threat to our existence. We hardly have shown the required initiative over the past few years towards growth in advances and mix up the portfolio with products carrying lesser risk weights under the scope of Capital Adequacy Norms and have hardly focused on the follow-ups on NPAs and any concerted effort towards recovery of bad loans. We have over the recent past shifted our focus from   other core businesses which could have earned more profit for our organization while improving Bank’s bottom-line and also could have been instrumental in our Nation Building processes and thereby justify our claim of being the Bankers to the Nation. However, we preferred aggression in moving towards earning identity of being a selling hub. It has also been a matter of concern to note that while the core businesses of the Bank is earning more than 95% of the total profits for the public sector banks but we are channelizing almost 60% of our workforce towards cross selling for a paltry 5% contribution which is completely disproportionate and is gradually raising confusion amongst the ranks and files about the very motif of the Bank Management and their concern towards survival of the public sector banks and casting doubt on their loyalty towards the Bank which in turn is resulting in disloyalty and disrespect across the hierarchy and bringing in an environment of total mistrust and frustration amongst the workforce.

Perhaps, our glorious past has made us forget the story of Frankenstein, the creators of whom had been a victim of his creation. We might have forgotten the extinction of Dinosaurs, whose gigantic size did not come to its rescue; however, we must not forget what had happened with the American Banking giant Wells Fargo and how incentivizing the employees did result in collapse of the American giant and what potential danger can be inferred from there as a caution signal for our Bank as well.

It was during 2015, when Wells Fargo became the largest bank in the world surpassing ICBC of China. However, by 2016, in the wake of a scandal involving the alleged creation of over 2 million fake bank accounts by thousands of Wells Fargo employees, it slipped behind JP Morgan Chase. In September 2016, Wells Fargo was issued a combined total of $185 million in fines for creating over 1.5 million accounts and 500,000 credit cards that its customers never authorized. The American Consumer Protection Bureau levied $100 million in fines, along with $50 million in fines from the City and County of Los Angeles and $35 million in fines from the Office of Comptroller of the Currency. The scandal was caused by an incentive-compensation programme for employees to create new accounts. It led to the firing of nearly 5,300 employees and $5 million being set aside for customer refunds on fees for accounts the customers never wanted. Going by the trends at our public sector banks including the ever increasing focus on ‘Cross Selling’, target-oriented approach and the ‘Login Day’ culture; there are numerous symptoms that can be considered as warning signals while drawing a line on such similar implications.

Now, let us have some introspection over the performance of the PSBs with regard to the core business in recent times. NIM is an important metric to track as it can help in measuring thinning margins for banks from core banking activities. RBI data shows that NIM has been declining over the years for scheduled commercial banks in India. This declining NIM trend is particularly pronounced for public sector banks. Their NIM has fallen from 3.18% a decade ago to 2.50% two years back and the present situation is much worse. With margins thinning as most banks are vying for market share, and with certain public sector banks earning NIMs below 2%, this section of income is under serious threat. India’s public sector banks are heading towards bad times. We don’t need a soothsayer to say this—a close look at the earnings of banks in the recent past makes it quite clear. Now, let us have a look at some facts and figures with regard to the performance of the PBSs and the ones from the private players as we know that figures seldom paint a false story. According to data derived from the official website, the deposit and credit growth of the Public Sector Banks are stagnant for a few years where as the Private sector banks are achieving double digit growth in both deposit and credit in the corresponding years. The profits of the PSBs are also eroding and even many registered loss in recent times. 

GROWTH OF PRIVATE SECTOR BANKS IN CORE BUSINESS (Fig. in Crore)
	PARAMETERS
	2014
	2015
	2016

	Deposits
	15,91,693

	18,34,469

	21,42,846


	Advances


	13,42,934

	15,84,311

	19,39,339



GROWTH OF PUBLIC SECTOR BANKS IN CORE BUSINESS (Fig. in Crore)
	PARAMETERS
	2015
	2016
	2017

	Deposits
	71,94,193


	74,86,178


	80,79,274



	Advances


	54,76,250


	55,93,577


	55,57,232




From the empirical data, it can be easily understood by anyone that Public Sector Banks are hardly performing vis-a-vis Private Sectors Banks in deposits and advances which form the core business for any bank. In the name of competition in last few years the Public Sector Banks concentrated more on cross selling to increase the income for the banks. But in doing so, PSBs have engaged a major chunk of its workforce in cross-selling which hardly contributed in the bottom line. The trend is alarming as in the name of competing with the Private counterparts, the Public Sector Banks are not only losing their business share in deposits and advances but also hindering the growth of the country. It is worth mentioning that the workforce of public sector Banks are engaged for the survival of these Private Sector Insurance Companies/ Mutual Fund Houses thereby causing huge loss to the shareholders and the Govt. being the majority shareholder it’s a loss to the Nation.
Most of the top officials of the bank now primarily focus on cross selling without giving any heed to core banking business. Their main objective is to earn incentives for themselves coupled with other benefits in the form of foreign tours and other related income like earning $50/$100 per day while in any foreign land. The myth of earning extra income stands out as holy truth for the executives and not for the banks. Many of the banks even started to give conditional services to their clientele, for example a savings bank account will be opened only if the customer agrees to purchase an insurance product. To sanction a personal loan without opting life Insurance product has become a part of the history now. The saddest part is that in complete disregard for the agrarian distress and farmer suicides, we are even compelling farmers to subscribe to insurance policies as collateral for sanction of tractor loans.

It is very pertinent to note that the customer who has been duped once will never again trust the financial system. In respect of public sector banks, the consequences of this loss of face may affect the governments push for digitalization, bank accounts for the unbanked populace. The rampant forced selling has also dented the traditional goodwill enjoyed by the PSBs. The PSBs off late started to take a far lenient view in credit decision when the prospective borrower invests in third party products, thereby creating scope for the loan become an NPA in later stages. When the borrower understands that he has helped the banker meet his targets, he leverages it in his favour.  In many cases, the collateral is in the form of fixed deposits invested in the mutual funds, thereby exposing the bank to the market dynamics. The top bosses all over the country are rampantly granting concessions on interest rates of the large loans on the condition that the borrowers will have to invest in our subsidiaries’/ third party products (cross selling) which are adversely impacting the interest income of the Banks. The borrowers generally have a tendency to not to repay the loan as they have obliged the Bank by opting for Insurance Policy where the premium is substantial.
RBI guidelines mandate that “Banks should not follow any restrictive practices of forcing a customer to either opt for products of a specific insurance company or link sale of such products to any banking product. It should be prominently stated in all publicity material distributed by the bank that the purchase by a bank’s customer of any insurance products is purely voluntary, and is not linked to availing any other facility from the bank.” (Annexure 4 of RBI Master Circular on para Banking activities Ref: DBOD No. FSD.BC.01/24.01.001/2014-15 dated July 1, 2014)  However, to the contrary, the PSB officials even go to the extent of debiting customers account without their mandate to achieve the targets and incentives. What promotes these unethical miss-selling businesses more than the banks’ core business is the hefty amounts of commission paid to the banker who has closed the deal along with all his superiors in the hierarchy. Unfortunately, the commission amount received by the respective banks (by virtue of being an institutional agent) is very meager in size as the major portion is eaten up by the bosses. In a sale made by a branch level officer, commission is received by him, his Branch Head, the Regional Managers, Deputy General Managers and right up to the very top.  Commissions are not only paid in cash, but also in kind, in form of foreign tours, big gala parties, Cocktail Dinners and what not.

Paying incentive to the officials for selling third party products is direct violation of RBI guidelines for banks undertaking insurance broking and agency business, which states in Point 4: titled ‘Prohibition on Payment of Commission/Incentive directly to Bank Staff’, that, “There should be no violation either of Section 10 (1) (b) (ii) of the BR Act, 1949 or the guidelines issued by IRDA in payment of commissions/brokerage/incentives. This may be factored in while formulating a suitable performance assessment and incentive structure for staff. Further, it must be ensured that no incentive (cash or non-cash) should be paid to the staff engaged in insurance broking/ corporate agency services by the insurance company.”

Additionally, under the RBI guidelines, details of fees/ brokerage received in respect of insurance broking/ agency business undertaken by banks require mandatory disclosure in the ‘Notes to Accounts’ to their Balance Sheet. Yet, the commissions / incentives / rewards / achiever cards received by individual from insurance and mutual fund companies are not made public which again is a violation of the guidelines of our regulator.  This is also not published in the website which gives details of Assets & Liabilities as per the Lokpal Act. 
Ignoring all these carefully crafted guidelines at their whims, top management of PSBs, in order to generate this additional income, set target for the branches to deliver insurance premiums of Rs 50,000 on the designated ‘login’ days. Through oral orders, the AGMs/DGMs and above advise their subordinates to force borrowers and those seeking locker facilities to buy insurance policies. This is not the end to the story. Of late, we have seen on many occasions that the Accounts of the employees and the officers have also been debited for the renewal of Personal Accidental insurance Policies without their consent which is not at all acceptable. Without mandate, the top management forces the branch staff and officers to debit the customers’ accounts for personal accident Insurance products. At the present juncture, the bank management can go to any level to make these incentive earnings. It’s nothing short of cheating and making fraud with the customers. 

Meanwhile, the financial regulator in the country by now has smelled similar threats and has come up with warning bells realizing the malpractices in the name of cross selling through the Banking Channel. The Special committee constituted by the Ministry of Finance to recommend measures for curbing mis-selling and rationalizing distribution of incentives in financial products came up with the recommendation of banning commissions for all investment products, stating that:“product suppliers will be prohibited from paying any form of remuneration to intermediaries in respect of investment products, and from including any costs associated with intermediary remuneration in product charging structures, whether in the form of ongoing charges or early termination charges. Intermediaries will correspondingly be prohibited from earning any form of remuneration in respect of investment products other than advice fees agreed with the customer, in accordance with the applicable requirements for such fees.”

The Ministry of Finance vide its letter no F.No. 14/93/2013/VIG/NR dated 12th February 2015 addressed to all the CMDs and CVOs of PSBs warned the ills of forced selling in PSBs which states that (copy of the letter attached):
“CVC has observed that the incentives for selling insurance products are causing huge problems in Banks as it brings not only pressure on the field staff but the core businesses of Banking gets affected. Borrowers are generally forced to buy insurance products which is dangerous as quality of advances may get compromised in the lure of commissions and incentive for staff. This practice needs to be stopped and instead the concerned official can be given weightage in his/her performance appraisal. 

2. the matter was taken up with the RBI. It has been informed by the RBI that there is a statutory restriction on payment of incentive to Bank staff under section 10(i)(b)(ii) of Banking Regulation Act 1949 and it will amount to violation of BR Act if incentive is offered to bank Staff for selling Insurance Products. RBI has further advised that as per extent Guidelines vide their master circular on para banking activities dated 1st July 2014, a bank should not adopt restrictive practice of forcing customer for getting Insurance from particular Company.
Unfortunately the the above instructions/ guidelines  of the Ministry of Finance is never followed. The Reserve Bank of India and the Bank’s own circular instructions are in place to alleviate any incidence of mis-selling which further emphasized in creation of an internal ombudsman on customer complaints and stressed on meticulous adherence to some stringent conditions considered imperative towards sustenance of our image as a pure banker. Reserve Bank Of India in its quest to restore financial discipline, made incognito visits to some of the branches of public/private sector banks and observed the following:

(i) In some branches, there are no qualified / trained staff to market the insurance products; (ii) No record of business sourced on account of third parties is maintained by the branches / offices;(iii) No specific due diligence on the needs and capabilities of the customer is being undertaken and recorded in most branches, no record of due diligence reports were available at most of the branches; (iv) Suitability and appropriateness of the product to the requirements / profile of the customer was not examined by some of the branches, the objective of sales appeared to be  mostly to achieve the targets; (v) It could not be verified whether detailed terms and conditions of the policy and charges were explained to the customers; (vi) In a few branches, premium for the policy was debited to the customer’s accounts without written mandate of the customer; (vii) Majority of the branches did not inform the customers about the availability of similar products from other service providers; (viii) Cross sell of the Third party product was made mandatory in a few banks as part of terms and conditions of their own product; (ix) Many bank branches did not give the customers the option to avail products from other service providers and insisted for insurance cover only from Companies with whom the Banks have a tie up; (x) A few bank branches received complaints from customers regarding forced selling / mis-selling of Third party products, but most bank branches do not have appropriate mechanism to capture such complaints; and (xi) There was no separate system for recording complaints on the sale of Third Party Products by the bank branches. Such initiative on the part of the regulators can be seen  as an attempt to save the financial sector from the clutch of commission hungers and thus to protect the interest of the customers against forced and mis-selling. Further, the survey conducted by National Stock exchange in association with IFMR on Financial Misbehaviour in Retail Banks came up with evidences that mis-selling in Banks are rampant and is real, while putting questions on the suitability of banks as a vendor of third party Financial Products in an emerging economy like India with weak regulation and enforcement systems which as the committee feels might instead of   improving access to finance,  may result in driving customers further away from it.

Such warning signals on the part of each of the Survey reports surely unfold the precarious situation in the Banking Industries on account of cross selling and the customer's plight as the victim of such aggressions that transforms into forced selling and ultimately to mis-selling which warrants an immediate corrective measures to curb  the incidence of the such practices with sole intention of earning more commission rather than suggesting financial solutions to customers that suits  requirements as well as their pockets.

Further drawing references of countries of the European Union, Australia and the UK where rampant Episodes of mis-selling have led to complete an overhaul of distribution policies in those countries should have been an eye opener for country like us, where customers have a lower exposure to financial literacy and here the problems of mis-selling could be detrimental for the entire economy. In an recent Article “Cross-Selling @ Bank Branches: Boon or Bane?” in the Journal “The Indian Banker”, Vol. IV No 2- September 2016, all the concerns as being narrated above was highlighted by the authors, which proves that the issues raised through this communication is genuine and needs urgent attention to course correction. (Copy of the article  attached)  

As such it goes without saying that the pious initiative once taken up to increase profitability and improve bottom-line of the organisation by venturing into risk free  business avenues, ultimately due to its mishandling has become a menace for the organisation and posing threat to its reputation and risking our existence as the top banker of the country. It has been an established fact that cross selling should earn adequate profit for the institution in order to consider it as viable, however, the minuscule profit as reflected in our balance sheet out of cross selling cuts  a very sorry figure and does not justify the man power engaged and valuable time spent on such venture. Further, the incidence of forced selling and mis-selling has been  gradually earning customer as well as regulator's dissatisfaction and resulting in shifting of our customers to other banks affecting our brand image and the trust that the customers once used to repose  on us on account of being the most transparent and customer friendly  banks,  is now on erosion. It however, is a matter of concern that the impending threats are getting unnoticed and the regulators' warning signals are falling on deaf ear and we are continuing with our over enthusiastic move of booking more and more businesses under the head of cross selling to earn more and more self benefits putting the organisational interest on peril. Such indifferent approach is fraught with serious danger of huge penalties being imposed on violation of Regulator's guidelines on the one hand and with the potential risk of losing customer's trust on us on the other as customer's nowadays take it as a corruption on the part of the Bank to persuade them to opt for either Life Insurance or Mutual fund products whenever they visit our branches purely on their banking requirements.

It is pertinent to note that the employees being the stakeholders of the Banks , The All India Bank Officers Confederation demands :

· To deposit all the commissions / incentives  earned, in the Commission Account of the Bank rather than shelling out the money to individuals and thus to encourage them engage in more and more mis-selling.

· Cross selling should not carry weightage in the appraisal of top executives to staff to avoid force selling.

· A separate vertical should be created for cross selling so that the Public Sector Banks don’t shift its focus from core activities and thereby contribute to the growth of the Nation and remain viable.

· The earning on account of commission on cross selling should also find a place in public domain for all public servants as per the Lok Pal bill in order to maintain total transparency and comply with the govt. guidelines.
· A detailed investigation is carried out by Investigating agencies such as CBI, CVC, IRDA, RBI to keep the banking system transparent, risk free and confidence of the customers on the PSBs remain intact.

· To stop all such lavish functions at the Banks Cost which includes cocktail dinners, foreign / inland tours. 
It is therefore time to be alert before it is too late, it is time to venture in where our strength lies, it is time to restore the already eroding pride of being the Banker to every Indians, it is time to safeguard the PSBs from the clutches of commission mongers. It is time to keep in mind that with shift in priority and advent of more and more competition, the main purpose of a bank is to remain viable and contribute to Nations development and not only to earn commission through ‘Cross Selling’. It is  time therefore to go back to basics and focus where our strength lies. 
In view of the above situation, it would indeed be in the best interests of the Banks to put a cap on its higher management not to emphasize on the retrograde system of ‘Cross Selling’ at the obvious expenses of the bank’s profitability and reputation. It is pertinent to note that foul practices beget more foul practices and the vicious cycle continues on. Instead of setting unrealistic ‘Cross Selling’ targets for its employees and officers, the bank management would do well to focus on its core banking areas such that customer trust is reinstalled. Also, just in case any ‘Cross Selling’ activity is tried upon, the welfare of the bank and its customers should be kept in mind instead of just incentive mongering on the part of some self-centered officials. 
We would also like to add that misselling exists in the Private Sector Banks also which also needs to be monitored. 

RBI cannot remain a spectator and issue only circular but take action to stop this menace. 
Thanking you in anticipation.
With regards,
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(D. T. Franco)
GENERAL SECRETARY
 

  

