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Envisioning the Future of
Financial Consumer Protection in India

1. Why financial consumer protection?
While financial access in India remains a primary concern and newer modes of distribution
become reality, market participants and regulators are beginning to grapple with issues of
consumer protection. This can be seen in recent debates around mis-sale of mutual funds by banks,
predatory lending by non-bank financial institutions and the bundling of investment plans with life
insurance (ULIPs). This leads to some fundamental questions on the future direction of financial
consumer protection in India:
l How does India balance the need for financial access and innovation with the
requirements of consumer protection?
l Given the product-specific regulatory structure, what are the suitable frameworks
for consumer protection in finance?
l What international experiences are relevant to determining the future of
India’s consumer protection regime?
It seems a particularly appropriate time to address these questions, given that India is also
undertaking a fundamental review of its financial sector legislation, with the creation of the
Financial Sector Legislative Reforms Commission (FSLRC), whose mandate is to rewrite and
harmonise all financial sector laws. In parallel, many countries around the world have embarked on
reforming their consumer protection frameworks, with the US creating the Consumer Financial
Protection Bureau (CFPB) and Australia and South Africa evolving the twin-peak models of
financial regulation, providing us a unique opportunity to learn from emerging global experiences.

The IFMR Financial Systems Design Conference 2012 aims to stimulate discussion and debate on
the possible frameworks for consumer protection in finance for India and arrive at an
understanding of the most appropriate framework for India’s financial system.

2. What is the current framework for consumer protection in India?
While India does not have legislation governing consumer protection for financial services,
consumers have recourse to the consumer courts set up by the Consumer Protection Act, 1986.
In addition, consumers of financial products and services may also resort to mechanisms set up by
product and services-specific regulators. With the product-based regulatory structure, consumer
protection responsibilities for financial services are embedded in multiple regulators.
All regulators have required information disclosure from institutions regulated by them: Reserve
Bank of India (RBI) requires banks to clearly disclose material terms on loans, the Insurance
Regulatory and Development Authority (IRDA) requires the same of insurance companies for
insurance policies. The Securities and Exchange Board of India (SEBI) has extensive disclosure
guidelines for securities issuance, both private and public, to provide investors all relevant
information before making an investment. The Pension Fund Regulatory and Development
Authority (PFRDA) has however not yet mandated disclosure requirements for pension funds. In
addition, regulators have stipulated redressal mechanisms for consumer complaints. For instance,
the RBI and IRDA have mandated the creation of banking and insurance ombudsmen respectively
and also require that all banks and insurance companies have internal grievance redressal
mechanisms. For consumers of securities, SEBI has a complaint redressal mechanism called SEBI
Complaints Redress System (SCORES).
Regulators also appear to be promoting financial literacy and education schemes as mechanisms to
improve consumer outcomes. For instance, the RBI recently announced the National Strategy for
Financial Education aimed at promoting inclusive growth, financial inclusion and financial
education.
While these form the basic tenets of India’s current financial consumer protection landscape
today, there are some fundamental gaps such as:
l Lack of mechanisms to deal with conflicts of interest inherent in regulators in
their dual functions of prudential regulation and consumer protection
l Increasing inter-regulatory conflicts arising out of a rapidly evolving financial sector
l Lack of response to a growing body of evidence on consumer behaviour and preferences
In light of all this, the conference will aim to take a first principles view on the framework for
financial consumer protection in India.

3. What is the format of the conference?
While there are many aspects to a consumer protection framework, there are three stylised
approaches that policy makers can choose from:
l An emphasis on information disclosures
l An emphasis on eliminating conflicts of interest
l An emphasis on product suitability
Approach 1: An Emphasis on Disclosure
“Disclosure” refers to any requirement that the firm disclose information to the retail client that
could be material to the investment decision1.
Consumers of financial services have less information and sophistication about the financial
system and financial services than the financial services providers. The imbalance of information
leads to consumers being vulnerable to abusive practices. Disclosure is seen as a way to handle
this information gap between the providers and the customers by providing as much information
as possible in an understandable way to the customer. Information disclosure pertains to product
terms including pricing, risk factors, and provider conflicts of interest. Plugging these information
gaps is viewed as being critical to promote good consumer choices.
Recent research has also pointed out the limitation of disclosures and provided pointers to more
effective disclosure mechanisms.
This approach believes that well-designed disclosures complemented by effective financial
literacy programs enable consumers to make better decisions and improve their financial
outcomes.
Approach 2: An Emphasis on Eliminating Conflict of Interest
This approach believes that the root of mis-sale of products and services is the conflict of
interest between the manufacturer and distributor of financial services. It attempts to align
incentives within a financial service provider or across providers involved in developing and
delivering a service.

Pg 4, ‘Customer suitability in the retail sale of financial products and services’, Basel Committee on Banking Supervision available
at http://www.bis.org/publ/joint20.pdf
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Conflicted remuneration2 means any benefit, whether monetary or non-monetary, given to a
financial service licensee, or a representative of a financial services licensee, who provides
financial product advice to persons as retail clients that, because of the nature of the benefit or
the circumstances in which it is given:
l might influence the choice of financial product recommended by the licensee or
representative to retail clients; or
l might otherwise influence the financial product advice given to retail clients by the
licensee or representative
The solution often proposed to contain this conflict is to separate the roles of advisor and agent
so that the advisor is compensated only by the consumer and the agent is compensated only by
the manufacturer.
Approach 3: An Emphasis on Product Suitability
Suitability is defined as the degree to which the product or service offered by the intermediary
matches the retail client's financial situation, investment objectives, level of risk tolerance,
financial need, knowledge and experience3.
This approach believes that that mandating increases in information disclosures alone will not
lead to improved consumer outcomes in light of innovation in the financial sector and growing
product complexity. In such an environment, imbalances in information, expertise and power
between the buyer and seller will only increase with time. This approach believes that the most
appropriate way to protect the welfare of the consumer would be to put the onus of consumer
protection on the seller. The seller must be held accountable for the service provided to the
buyer, by ascertaining that the products sold or the advice given is suitable for the buyer
considering her needs (as determined by the buyer using its expert judgment).

Section 963A, Corporations Amendment (Further Future of Financial Advice Measures) Bill 2011 available at
http://www.comlaw.gov.au/Details/C2011B00265
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Pg 4,‘Customer suitability in the retail sale of financial products and services’, Basel Committee on Banking Supervision
available at http://www.bis.org/publ/joint20.pdf
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4 How is the conference structured?
There will be sessions dedicated to each approach (disclosure, conflicts of interest and
suitability), with each session featuring keynote speaker(s) and group discussions.
Each speaker, while addressing their approach, will touch upon the following specific aspects:
1. How does the approach support product innovation and financial access in the
financial system?
2. What is the legal base necessary for the approach to be realised?
3. What is the regulatory architecture and environment required for the approach
to be realised?
4. How does the approach interact with consumer behaviour?
Given the small and carefully chosen group, the conference is designed to encourage conceptual
conversations and free exchange of views. Views expressed at the conference will be strictly
confidential. Audio and video extracts of the presentations and discussions will be used for
knowledge purposes only with prior consent.

5. What is the schedule?
The conference will be held at the IFMR Trust offices in Chennai on August 31 and September 1,
2012. The schedule will be as follows.

Day 1 – August 31, 2012
09:30 - 10:00
10:00 - 10:30
10:30 - 10:40
10:40- 11:00
11:00 - 11:20
11:20 - 12:30
12:30 - 12:50
12:50- 13:10
13:10-14:30
14:30- 15:40
15:40- 16:00
16:00-16:20
16:20- 17:30
19:30 onwards
08:30 onwards
09:30 – 10:30
10:30 – 13:15
13:15 – 13:30
13:30- 14:30

Breakfast and Participant Introduction
Introduction – Setting Context and the Future of Finance in India
Conference Format
Approach 1 – An Emphasis on Disclosure – Insights from research
Approach 1 – An Emphasis on Disclosure – Insights from the market
Discussion on Disclosure based Approach
Approach 2 – An Emphasis on Eliminating Conflict of Interest –
Insights from research
Approach 2 – An Emphasis on Eliminating Conflict of Interest –
Insights from the market
Lunch and Photo Session
Discussion on a Conflict Elimination based Approach
Approach 3 – An Emphasis on Product Suitability – Insights from research
Approach 3 – An Emphasis on Product Suitability –
Insights from the market
Discussion on a Product Suitability based Approach
Dinner
Day 2 – September 1, 2012
Breakfast
Review of Approaches and International Experiences
Discussions on way forward for India
Vote of Thanks
Lunch
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