


 

President : 
Cdr. Dipak Naik - President & CEO, 
Naik Environment Research Institute Ltd. 
(NERIL)

Vice Presidents
Cdr. Anil Save - MD, y

     Atra Pharaceuticals Pvt. Ltd.
Mrs. Meenal Mohadikar - CEO,  y

     Anand Trade Development Service

Chief Advisor  : Mr. Chandrashekhar Prabhu

Immediate Past-Presidents  :
Dr. Vithal V. Kamat, Chairman,  y
The Kamat Group of Hotels
Mr. Nandkishor Kagliwal, Chairman,  y
Nath Group

Special Invitees :  
Mr. Subhash Dandekar, Chairman-Emeritus,  y
Kokuyocamlin
Mr. V.S. Palekar, Ex-Chairman,  y
Johnson & Johnson Ltd.
Mr. Sharad Kulkarni, Ex-President & CEO,  y
RPG Enterprise

Regional Directors :
North Maharashtra : y  

       Mr. Prakash Patil - Director,                           
Shree Prakash Developers Pvt. Ltd.
Western Maharashtra :  y

       Mr. Anil Hatkar - MD, ARC-AIDS
Konkan:  y

       Mr. Dilip Bhatkar - Director,                                                
Marine Syndicate Pvt. Ltd.
Marathwada : y  

       Mr. Mukund Bhogale - MD,                                         
Nirlep Appliances Ltd.
Mumbai Metropolitan Region : y  

       Mr. Shriram Dandekar - Jt. MD, 
Kokuyocamlin Ltd.  
Vidarbha : y  

       Mr. Ravi Boratkar - Jt.MD                                                      
MM Activ Sci Tech Communis. Pvt. Ltd. 

Subject Specific Directors:  
Mr. Chandrakant N. Sadadekar -  y
Director (Education Cell), President,                    
Sadadekar Group of Companies
Mrs. Aria A. Chaini - Director (Youth Wing) y
Dr. Gulab Mewani, Convenor (MEDC  y
Education Cell)

  

     www.medcindia.com 

MEDC Governing Board

From the President’s Desk

From diplomatic and overall economic perspective, 2015 has begun on 
a very promising note with sequence of momentous events. The most 
widely acclaimed development has, doubtless, been the recent visit 

of the US President Barrack Obama to participate in India’s Republic Day 
celebrations. In turn, this has unfolded prospects of strategic and economic 
cooperation between the two countries on various key areas of economic 
development.  
For us in the MEDC what is truly more striking is the “break-through understanding” on the 
stalled civil nuclear deal involving, among other things, the ironing out of differences relating 
to the liability of suppliers to India in event of nuclear accident, and the assurance of strong US 
efforts to support India’s full membership to the four international export control regimes [i.e., 
the Nuclear Suppliers Group]. 

Equally important are the areas of revision and renewal of defence framework agreement that 
would facilitate build-up and expansion of domestic defence production capability; the decision 
to discuss bilateral investment treaty; signing of MOUs on cooperation for development of 
three smart cities; proposed steps to promote clean energy and confront climate change, which, 
among other things, would strategise India’s solar energy program; and so on.  

We, at MEDC, also welcome the plan to expand by five-fold the two-way trade between India 
and the USA from current level of around US$100 bn to $500 bn. This would create huge 
opportunities for the MSME sector to contribute to India’s exports to the USA. Like-wise, 
some part of the promise of US$4 bn in loan and investments might flow into investment and 
technology transfers to this sector. Quite apart from this commitment of investment, we also 
believe that there would be more aggressive investment drive from the US businesses and 
corporate sector in the coming years. Surely, there is lot of work-in-progress on actual and 
substantive beneficial outcome of this eventful visit. 
Having so said, we, in MEDC now eagerly await the forthcoming budget, the strategic 
framework of which would determine the direction and strength of India’s growth path in the 
coming years. This budget is being looked upon with enormous interest for a variety of reasons, 
but more particularly because it would provide a true reflection of what our Prime Minister has 
been promising to do over the last eight months. 

Fortunately, the current economic scenario is being blessed with number of positive features 
such as fortuitous fiscal gains from consistent sharp fall in international crude oil prices; a 
significant turn around in India’s external accounts, leading to gradual building up of foreign 
exchange reserves; a gradual noticeable reduction in inflation rates, which has already prompted 
the RBI to initiate easing of key policy rates; and improvement in both consumer and investment 
confidence – the latter is so much evident in the SENSEX scaling new heights progressively. 
From our perspective, the economic scenario has never been so good over the last three or four 
years. We, therefore, expect the Finance Minister to leverage the recent economic as well as 
gains from diplomatic successes, and unveil a path-breaking, reformist budget that is consumer, 
industry and investment friendly. Let’s wait and watch…..come February 28, 2015! 

In the meantime, however, this Digest issue offers a special focus on yet important facet of our 
economy – the rapidly changing profile, structure and dimensions of Indian banking scenario. 
This is predominantly based on the contextual framework of what has been happening in the 
select areas of banking development elsewhere in the world. While we need to be appreciative 
of transformational changes in Indian banking, thanks to the growing role of private sector 
banks, emergence of new banks, technological changes and rapidity of financial inclusion, there 
is perhaps still so much to be learnt from some of these global experiences. 
Let me also take this opportunity to conclude my note by inviting the attention of our avid 
readers to my reflections in this Digest based on my key note address at the recent International 
Science Convention on “Pitfalls of Inclusive Innovation”…………… 
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Reform in banking is a terminology used and liked by everyone. 
Every one wishes for reforms in the broadest sense of the 
term. When it comes to defining the scopes of reforms, most 

people are either unclear in their minds, or get confused. The erstwhile 
Planning Commission, the Reserve Bank of India, Ministry of Finance, 
etc has constituted committees after committees, and these have been 
outlining the scope of reforms in the banking sector. The reports of the committees are 
now available to the public. Most of the suggestions are to make banking available to a 
larger section of the society. Enhancing the inclusiveness of the banking system and making 
banking facilities available to all appear to be the central theme. 
While the government appears to be committed to bring inclusiveness in the banking sector, 
how this should be done is not very clear. We have a section of economists who feel that the 
interest rates should be reduced as this, according to them, will fuel growth.  An economy 
which shows constant growth, according to them will create more opportunities and bring 
in the inclusiveness required. There are others who believe that reducing the interest rates 
will bring in more liquidity to the market, and that this shall fuel inflation. They also feel 
that inflation affects the poor more and unless we rein in inflation, inclusiveness will remain 
on paper. The thinkers, who feel that it is of prime importance to control inflation and hence 
the reduction of interest rates should be attempted with abundant caution, have come in for 
a bit of criticism in recent times. The industry appears to be fully in favor of reduction in the 
rates, and the recent reduction has been welcomed by them. At times one wonders whether 
the reforms are for the industrialists or for the public at large. While most solution seekers 
draw heavily on experiences of similar nature in other parts of the world, those who have the 
banking experience, especially as customers, have other concerns. 
It is common knowledge that contrary to what is ideal; the service given by the banks to the 
customer is not exactly desirable. Gone are the days when the staff helped the customers with 
the filling of the pay-in slips. We now see the slips filled by the customers being returned 
back for small reasons like not filling the branch name or for not striking off one of the cash/
cheque options. We have seen staff sending back the customer wanting to submit cheques 
because they have not been pinned to the slip. In some branches, it is expected that the pass 
book is opened on the page on which the entry has been made, and then submitted for getting 
updated. Queues for getting the payments or for pass book entry have been increasing in 
busy branches. If this is the position as of now, one can imagine what would happen if the 
new account holders decide to visit the braches.
The credit card departments of most banks have come in for a fair amount of criticism on 
several grounds. At most of the ATM centers which have cheque accepting machines, it is 
found that the machines are not functional. There are no drop boxes and the customer has to 
search for other centers for dropping the cheques. Despite dropping the cheques in advance, 
they are not produced on time, leading to the late payment fee software being activated. 
Many times these payments go unnoticed, and when they are noticed, the customer has to 
spare substantial amount of time on the telephone to be able to reach the customer service 
representative. There are many customers who believe that this is a deliberate attempt to try 
and extract money in the form of fees, service charges, interest etc. The other option is to 
go to a branch in working hours, wait in the queue after filling the necessary slip and then 
submitting the cheque pinned to the slip at the counter. Here too there are problems. Some 
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banks have separate slips for credit card 
payment and for crediting cheques to the 
bank account. One would naturally fill in 
the slip meant for credit card payments 
and submit it after ones turn comes while 
in the queue. Don’t be surprised if you 
are told that the slip for the credit card is 
only for cash payments and that the slip is 
not to be used for the cheque payments! 
Apparently the slip meant for depositing 
the cheques in the bank account is to be 
used for cheque payments to be made to 
the credit card account!! You have to go 
back, get another slip, fill it and complete 
the formality. You can be confused, since 
the credit card number has more digits 
than the bank account number and the 
slots on the pay in slips are printed 
accordingly. Simple adjustments could 
be the remedy, but these adjustments have 
always to be made by the consumer, and 
not the bank staff. There are many more 
similar examples which can be cited, but 
for the sake of brevity we prefer not to 
do so.
Whenever the government decides to 
introduce some new technology in the 
process of revenue collection, it is the 
customer who has to suffer. Take the recent 
example of the service tax collections. 
Customers were surprised when their 
cheques for payment of service tax were 
returned. On enquiry it was found out that 
the earlier practice followed by all banks 
of accepting cheques from other banks 
for the payment of service tax had been 
discontinued. On closer scrutiny it was 
discovered that cheques from accounts in 
different branches of the same bank were 
also not accepted. In some cases they 
were accepted and shown as debit to the 
customer’s account and after a while the 
credit for the same amount was given. 
The customer was informed that service 
tax payments had to be made directly 
through online services. Since most 
customers make service tax and other tax 
payments when the due date is close, the 
payments made were materialized finally 

after the passing of the due date. The tax 
officials will levy interest on the delayed 
time, and the customer has to suffer for 
no fault of his. It is commendable that the 
revenue machinery has come to accept 
new technology like e-payments etc., 
but to  insist that other forms of payment 
shall not be accepted, would be injustice 
to the customer. The customers come to 
know every day through the newspapers 
and the electronic media that there are 
frauds in the e- accounts, and are scared 
to continue with such new practices. 
Though such frauds are few considering 
the number of accounts and transactions, 
they are nevertheless seen as a risk.
Some banks insist on having a minimum 
surplus in the savings account. If such 
surplus is not maintained, then they 
charge a fee. Some banks have increased 
the threshold of this minimum balance 
only with a view to extract the fee or 
penalty or service charge. We know of 
a bank which upgraded its minimum 
balance from Rs ten thousand to twenty, 
then twenty-five and so on until it 
reached fifty. Many customers found 
that their entire savings account balance 
was appropriated by the bank in the form 
of these levies against not maintaining 
the minimum surplus balance. While 
on one hand the customers who have 
accounts have reasons to be upset, 
crores of new accounts under the Jan 
Dhan Yojana have been opened, and 
the new customers have been told that 
no minimum balance norm shall be 
applied, and that zero balance shall not 
attract penalty. Customers who have 
been loyal to the bank for years together 
have suffered and the new customers do 
not know what they may face eventually. 
These practices certainly do not help in 
making banking more inclusive.
Earlier, fixed deposits were renewed with 
retrospective effect. This practice has 
been discontinued. Instead, auto renewal 
of the fixed deposit receipts and recurring 
deposits has been started. This could 

have been accompanied by the condition 
that such renewals shall be for the period 
which offers the highest interest rates. 
This is not done. Moreover those who do 
not leave specific instructions, or fail to 
appear  for renewal immediately after the 
due date, stand to lose as they get interest  
in the interim period at the much lesser 
savings account rate.
Coming to the fixed deposits, there are 
millions of senior citizens and retired 
persons who are not enterprising enough 
to absorb the stock market risks. They 
have always chosen the fixed deposits 
to the stock exchange or mutual funds. 
With the lending rates going down, the 
interest on the fixed deposit schemes 
will also go down. It is not clear how the 
government will take care of this section 
of the society. Those surviving on the 
interest earned from their fixed deposits 
in banks will have enough reasons to be 
concerned. Could there not be a scheme 
where the lending rate cut will not affect 
the fixed deposit interest rates? Several 
aggrieved senior citizen, who survive 
only on money earned as interest on 
fixed deposits told us that they should 
not be penalized for the benefit of the 
industrialists!!!
The government surely is aware of 
these issues, and the finance minister 
must apply himself to address them in 
his budget speech. It is only when the 
government is responsive to the needs 
and requirements of all the sections of 
society that the banking reforms can be 
inclusive. Banking for all as a slogan is 
great, but unless the services rendered to 
the customer are made more efficient, 
inclusiveness will not happen. Opening 
crores of new accounts in itself cannot be 
a goal. Ensuring that the newly opened 
accounts get the necessary service is 
the main challenge. Let us hope that 
this challenge will be addressed by the 
finance minister in his budget speech. 

chandrashekharp@hotmail.com 
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Dr. Prakash Hebalkar

Global Trade and Investment 
Trends......

This column focuses on trends in 
the area of Non-bank Banking, 
a technology driven and rapidly 
evolving industry.
Merrill Lynch Cash Management 
Account introduced by the stock and 
bond broker, was the first shock to 
the formal banking industry. IT took 
advantage of the liquidity of treasury 
bonds held in Treasury or Gilt Mutual 
Funds and computer software to 
manage sweep-in and sweep-out 
of funds to offer an account that 
resembled Checking Accounts i.e. 
what in India are called Current 
Accounts with the added bonus of 
earning some interest on the funds.
Brief history of the CMA: 

Flashback to the late 1970s: 
Inflation was unprecedented — the 
Consumer Price Index reached 13 
percent in 1979. Interest rates were 
climbing, and were to peak with 
the prime rate over 21 percent in 
1980 when then-Federal Reserve 
Chairman Paul Volcker attacked 
inflation through a shock treatment 
of very high real interest rates.
Under Glass-Steagall at that time, the 
banking industry and the investment 
industry were quite distinct. Retail 
investors kept their deposits at the 
bank, often in low interest savings 
accounts, and their securities with 
their broker. When they bought stocks 
they had five days to pay, usually by 
check. Brokerages enjoyed lucrative 
“free balances,” the inevitable float.
The big development of the mid-
1970s had been the spectacular 

growth of money- market funds, 
which paid market rates for balances. 
Large amounts of money left banks to 
go to money-market funds. Brokers 
were worried about losing their “free 
balances.”
Merrill’s CMA was initially motivated 
by mostly “defensive” reasons:
• Preventing “asset drain” to money 

market funds. 

• Reducing customer credit risk through 
ready access to the customer’s 
investable cash, rather than needing 
transfers from customer’s bank 
account. 

• Tying the client to the firm (transaction 
accounts tend to be “sticky”), and 
making it harder for defecting brokers 
to take accounts with them. 

Merrill made it easy for brokers to 
offer the CMA without the fear of 
increasing their administrative duties 
by setting up a separate service team. 
And 10 years later, in 1987, Merrill 
started requiring its reps to open all 
new brokerage accounts as CMAs. As 
a result, over two-thirds of Merrill’s 
retail accounts are now CMAs. 
Source: Wealthmanagement.com

The next set of developments 
are based on the Dutch/British 
GIRO model of payments, using a 
centralised account with a trusted 
escrow cum payment agent; this has 
got coupled with developments in 
communication such as email and 
then wireless communications such 
as blue-tooth, cellular, near-field 
–communications, etc. both these 
technology components are able 

to take advantage of the Network-
effect (http://en.m.wikipedia.org/
wiki/Network_effect) for efficiencies 
and lead toward widespread usage. 
The progressive addition of strong 
encryption technology has improved 
consumer acceptance.
Paypal
The growth of internet based trading 
portals like Ebay in the late 1990s 
and early 2000s created a need for 
a reliable mechanism for sellers 
to receive payment in an assured 
and timely manner, especially as 
transactions were often small as in 
then popular “garage sales”. Paypal 
arose as a solution. As a third party to 
the transaction, it established itself as 
a payment manager.
Using secure-storage algorithms in 
software, it began as a way to make 
payment transfers to and from PDAs 
or Personal Digital Assistants, like the 
Palm, the predecessor of the mobile 
phone. It evolved shortly thereafter 
into a payment mechanism using 
email, then a new technology.
m-Pesa on the other hand developed 
as a consequence of a technology 
trend and a business operation 
model; the dropping prices of mobile 
telephony led to proliferation of what 
are now called “feature phones” and 
in the financially less mature markets, 
the growth was based on a business 
model of pre-paid accounts rather 
than post-paid billed accounts as was 
common with telephony thereto. The 
prepaid model required the setting up 
of a large retail network of agents to 
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handle frequent and small refills. This 
widespread network and the negative-
working-capital model of advance 
payments created the potential 
opportunity to handle money transfers. 
The model evolved in Kenya, one of 
those less mature economies referred 
to and became a huge success.
Google Wallet 

A digital wallet is an app on your 
phone or other mobile device that 
allows you to store virtual versions 
of items you would normally find in 
a physical wallet, like credit cards, 
bank account information, gift cards, 
coupons or customer loyalty cards, 
and even things like event tickets and 
boarding passes. The information may 
be stored either on the device itself 
or in the cloud, and can be used at 
bricks-and-mortar locations or online. 
In theory, it frees you up from having 
to carry around a host of material 
items, including money. In practice, 
it may be a little while before you can 
entirely forgo your tangible wallet.
The Google Wallet concept banks on 
a couple of spreading technologies, 
including smartphones and near-
field communication (NFC). NFC 
is a short-range wireless technology 
that lends your smartphone all sorts 
of new capabilities.
For instance, you can use an NFC-
enabled phone to pay for things, from 
parking meters and pet supplies to 
sandwiches and much more. Visit a 
merchant who’s equipped with an 
NFC checkout system, and with your 
NFC smartphone you can complete 
what’s called a contactless payment. 
Tap or wave your phone near the NFC 
terminal, enter your PIN (personal 
identification number) and you’re 
done. You don’t even need a paper 
receipt because the store can send an 
electronic copy directly to your e-mail 
account.
Chandler, Nathan.  “What is Google 

Wallet?”  26 Feb. 2012.  How Stuff Works.
com. <http://electronics.howstuffworks.com/
google-wallet.htm>  25 January 2015.

ApplePay
This is essentially like the Google 
wallet but takes additional advantage 
of Apple’s ownership of device 
technology to handle the transaction 
end-to-end using encryption and 
encoded identification of the 
transactors using the fingerprint 
identification feature of the device and 
NFC to identify the merchant. Apple 
also uses its cloud for communication 
links between transactors connected 
to it by Wifi or cellular data networks. 
It us parochial inasmuch as it only 
works when both transactors are 
Apple customers, but the large 
population of Apple users largely 
overcomes this deficiency at least in 
markets dominated by that company.
Most recently, Google Is in Talks 
to Buy Mobile-Payments Service 
Softcard to compete.

Softcard 
Google GOOGL +3.15% is in talks 
to acquire mobile-payments company 
Softcard in a deal that would pair the 
Internet giant with the largest U.S. 
wireless carriers to battle Apple Inc.
AAPL +2.54% and its new Apple Pay 
service, according to people familiar 
with the matter.
Softcard, owned by AT&T T -0.62%, 
Verizon VZ -0.93% Wireless, and 
T-Mobile USA TMUS +1.40%, laid 
off more than 60 employees last week 
and remaining staff were told to stop 
working while the business sought a 
buyer, two of the people said.
Google recently entered exclusive 
negotiations with Softcard by offering 
to buy the business for at least $50 
million, one of those people said. They 
said Softcard’s telecom-company 
owners prefer Google because they 
all distribute phones that use Google’s 
Android mobile-operating system.

Google has a mobile-payments 
service, called Wallet. It was a 
pioneer in mobile payments, but has 
gained little traction in stores in part 
because the Internet company failed 
to get telecom companies like Verizon 
to cooperate.
The telecom companies created 
Softcard, formerly called Isis, as 
their own mobile-payments service 
to compete with Google Wallet, but 
Softcard also failed to catch on with 
consumers.
The arrival of Apple Pay in November, 
and its perceived early success with 
merchants and consumers, has created 
a sense of urgency at Google and the 
telecom companies that is feeding the 
acquisition talks, two of the people said.
Wireless-telecom carriers already 
have a model for sharing revenue with 
Google, so teaming up again through 
a Softcard deal is more attractive 
than a PayPal acquisition, one of the 
people said. Google shares some of 
the revenue it gets from searches on 
Android phones and from its Play 
store with the wireless carriers.
Google’s original vision for Wallet 
included a closed-loop advertising 
system that would use purchases 
in physical stores to improve the 
targeting of digital ads. The plan 
was to share some of this ad revenue 
with the wireless carriers, but the 
companies couldn’t agree on how to 
do that, according to the person.
A Google acquisition of Softcard 
could revive these types of 
advertising deals and put Google and 
the telecom companies in a better 
position to compete with Apple Pay, 
the person said.
Source WSJ Blogs: GALISTAIR BARR, 
GREG BENSINGER and ROLFE WINKLER

profitechconsultants@gmail.com
The author is a Public Policy consultant 
and President of ProfiTech, a strategic 
consultancy also Member of the MEDC 
Economic Digest Committee. 
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The Banking sector across the world 
has occupied an important role in 
the economy. The development 

of the economy is significantly driven by 
expansion, modernization and quality of 
services provided by the banking system. 
The entry of new banks will help increase 
the pace of development. The banking 
system in India has not only progressed 
and grown in the metropolitan areas, but 
has also reached the remote areas. This 
would progressively help in achieving 
financial inclusion and financial 
deepening. 
However, we need to look at the banking 
models in other developed countries 
that focus not only on commercial 
banking practices catering to big clients 
but should also focus on rural areas 
and small entrepreneurs. Community 
Banking in USA is one such model of 
banking which caters to the needs of 
the individuals and small entrepreneurs. 
In India, the SHGs and MFIs though 
informal in its approach have a similar 
framework which have grown being in 
the community and focus on lending to 
the individuals and small entrepreneurs 
residing within the communities. The 
urban cooperative banks have also 
grown to operate like community banks 
which lend money to the people for 
various purposes.
Amongst the few countries where 
community banking continues to thrive 
are Germany and Switzerland. In fact, 
according to some experts Switzerland 
and Germany are thriving in community 
banking. Developing countries that 
mandated community banks with 
low minimum capital requirements 
produced hundreds of institutions that 
have had solvency problems while not 
solving the inclusion problem (Nigeria, 
Tanzania) or have required intensive, 
subsidized upgrading programs 
(Philippines, Ghana).

Salient Features of Community 
Banks
A community bank is a depository 
institution that is typically owned and 

operated. Community banks tend to 
focus on the needs of the businesses 
and families where the bank holds 
branches and offices. Lending decisions 
are made by people who understand 
the local needs of families, businesses 
and farmers. Employees often reside 
within the communities they serve. 
Typically a community bank conducts 
its business within a limited geographic 
area, is primarily retail-funded and has 
its decision makers locally based. A high 
level of personal service is another trait 
of a community bank.  
A community bank typically consists of 
two key characteristics, viz,(a) they are 
small in size; and (b) they do most of 
their business in the community in which 
they are located. Because these two 
characteristics tend to go together and 
because size is easy to measure, common 
practice is to define community banks 
as those below a certain size threshold. 
In the United States, community banks 
are defined as independent banks and 
savings institutions holding companies 
with aggregate assets less than $1 
billion.
Community banks thrive on a group spirit, 
wherein each member is given certain 
responsibility. Unlike the commercial 
banks, lending and borrowing decisions 
here are made based on the SHG 
members’ understanding of their local 
needs, their families, businesses and 
socio-economic contexts. Community 
banks operate on a simple business 
model of helping the local community 
thrive. Thus community banks improves  
the conditions of towns and cities by 
funding small businesses and using local 
dollars to help families purchase homes, 
finance college and build financial 
security. 
The US Experience- Present Scenario
While community banks account for a 
relatively small share of total banking 
activity in the US as a whole, they 
remain highly important in various types 
of communities and in several parts of 
the country. 

Key Data of Community Banks
 2008 2013

Number of Banks 8,170 6,550
Average amount 
of assets ($ 
trillion)

3.02 2.8 

Bank Loans ($ 
millions)

256.9 427.3 

Share of 
community banks 
in Total banks

21 % 18 %

Total Profit ($ 
billions)

0.237 28.8 

Mergers (nos.) 285 230
Source: Bloomberg Brief (6.12.14)

Note: The chart below shows sharp 
reduction in the role of Community 
Banks in the total US banking system 
between 1999 and 2010. The data 
in the table above is from a different 
source named Bloomberg Brief and 
indicates the process of consolidation 
in Community Banks as well as 
improvement in their operation and 
profitability.

According to a report published by 
Federal Reserve Bank of St. Louis 
titled “The Changing Landscape of 
Community Banking” which states that 
as a percentage of industry charters 
community banks still account for 92% 
of all charters. Against this backdrop 
community bank assets have grown 
rather moderately and have lagged 
overall economic growth. The above 
Chart 1 indicates that community banks 
apparently hold $1.5 trillion of assets; 
this is only 10% of industry assets (chart 
1) which has come down to what it was 
a decade ago.
Despite a declining number of the 
community banks in USA, they have 
continued to play a pivotal role in the 
financial structure of the USA as the 
main driving force which has helped the 
community banks thrive is the control of 
operational expenses, followed by a high 
ratio of good quality and attractively high 
yielding loans -to –assets. Community 

Community Banks and Financial Inclusion
- MEDC Research Team
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banks still provide a significant share of 
banking services in smaller communities 
and in the middle of the country, where 
branching restrictions have limited 
the size of banks. Furthermore, in 
both rural and urban areas across the 
country, community banks continue to 
be important providers of relationship-
based banking services, especially to 
small businesses and farmers but also to 
small depositors who place a premium 
on personal service and has turned out to 
be a successful model of banking.
India’s Scenario
How does Indian scenario compare with 
the US community bank? The Regional 
Rural Bank(RRBs) which was conceived  
as a subsidiary of larger National Banks 
was potentially a stronger design because 
it successfully dealt with the challenge 
of ― “capture” by local political 
interests owing to its relationship 
with its parent, but eventually did not 
perform as expected because gradually 
the culture and the cost structure of the 
parent National Bank permeated into the 
Regional Bank as well and overwhelmed 
the attempts at building a truly regionally 
focused institution. Permitting strong 
National Banks to float such subsidiaries 
with a different ownership structure may 
allow them to overcome some of these 

difficulties and benefit from the inherent 
strengths of these institutions.
RBI’s discussion paper “Banking 
Structure of India” which reviewed the 
performance of banking and financial 
institutions also acknowledged the need 
to develop and improve the community 
banks and local area banks as this will 
help in fostering financial inclusion. 
With respect to this the number of banks 
which concentrate on lending to the 
community and other small businesses 
is comparatively low. There are 64 
RRBs, 1606 UBCs (Urban Cooperative 
Banks) and 6 LABs( Local Area Banks) 
of which 2 have been closed down and 
only 4 LABs are currently working(as 
on March 2013). These numbers are 
very inadequate considering the fact that 
there are still 120 areas which do not 
access to formal banking institutions.
The need for a robust and a flexible 
regulatory framework for the community 
banks is thus a priority. This can be well 
acknowledged from the fact that RBI 
has released a set of guidelines with 
special reference to Local Area Banks 
last year in June. The guidelines specify 
an initial capital of Rs.100 crore that the 
banks have to achieve.But experts have 
criticized this move as even the universal 
banks require a capital of Rs. 500 crore. 

Also this target would take at 
least 5-7 years to achieve. 
The Nachiket Mor committee 
report has also put forth the 
recommendations wherein 
it states that a community 
banking model is necessary 
for achieving financial 
inclusion and the design 
has been called “Regional 
Banks” that would work on 
similar lines as community 
banking framework of 
the USA. As these banks 
would help in developing 
core competence through 
relationship banking in 
financing agriculture, SMEs, 
industries, in a particular 
geographical area, and, 
thereby, able to serve their 
credit needs better.

Going Forward
In summing up, it is 

undeniable that small local 
banks with geographical 

limitations play an important role in 
the supply of credit to small enterprises 
and agriculture. In order to achieve the 
objectives of adequacy of credit and 
financial inclusion, it may be necessary 
to expand the number of banks and the 
size of the banking sector. In India, 
where, the reach of banking is an issue 
from financial inclusion perspective, 
the development of community banks 
in unbanked and under-banked regions 
would help achieving the goal of 
promoting good banking practices and 
banking literacy in unbanked areas or the 
areas that have low economic activity.
Community banks should focus on 
working together to offset the challenges 
of operating in areas of declining growth 
and population and on improving 
operating efficiencies to thrive and 
survive. This is also important because 
small local banks are significantly 
important in the supply of credit to small 
enterprises and agriculture and banking 
services in unbanked and under-banked 
regions in the country. 

Sarabjit Kaur Hunjan
Trainee Economist

kaursarabjit17@gmail.com

Falling Share of Community Banks in the Us Banking

Source: Federal Reserve Bank of St. Louis Report on “The Changing Landscape of Community Banking”
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Expansion of Mobile phone 
technology has reduced 
communication costs in many 

parts of the developing world. Earlier 
on this revolution, cell phone users 
figured out that they could effectively 
transfer money across wide distances.  
Phone companies have long allowed 
individuals to purchase pre-paid cell 
phone credit that can be used for voice 
or SMS communication and to send 
this credit to other users.  It was a small 
step for the recipient user to recharge 
from local brokers in return for cash, 
or indeed for goods and services, thus 
affecting a transfer of purchasing 
power from the initial sender to the 
recipient.  
In March 2007, the leading cell 
phone company in Kenya, Safaricom, 
formalized this procedure with the 
launch of M-PESA, a SMS-based money 
transfer system that allows individuals 
to deposit, send, and withdraw funds 
using their cell phone.  The service 
allows users to deposit money into an 
account stored on their cell phones, to 
send balances using SMS technology to 
other users including sellers of goods 
and services, and to redeem deposits 
for regular money.  

The initial concept of M-Pesa had been 
to create a service which would allow 

Outlets Offering Financial Services in Kenya

Source Site : World Bank

microfinance borrowers to conveniently 
receive and repay loans using the 
network of Safaricom airtime resellers. 
This would enable microfinance 
institutions (MFIs) to offer more 
competitive loan rates to their users, 
as costs are lower than when dealing 
in cash. The users of the service would 
gain through being able to track their 
finances more easily. M-Pesa was re-
focused and launched with a different 
value proposition: sending remittances 
home across the country and making 
payments.

The services provided by M-Pesa 
enable its users to:
• Deposit and withdraw money
• Transfer money to other users and 

non-users
• Pay bills
• Purchase airtime i.e. recharge 
• Purchase of goods and services from 

any retail store
• Transfer money in bank accounts etc. 

Spread of M - Pesa
From 2007 till now M-Pesa technology 
has been widely spread all over the 
world.  Following countries has adopted 

this technology 
and others are still 
working on it.

KENYA
M-Pesa was first 
launched by the 
Kenyan mobile 
network operator 
S a f a r i c o m , 
where Vodafone 
is technically 
a minority 
shareholder (40%) 
in March 2007. 

M-Pesa quickly captured a significant 
market share for cash transfers, and 
grew to 17 million subscribers by 

December 2011 in Kenya alone. The 
growth of the service forced formal 
banking institutions to take note of 
the new venture. In December 2012, 
a group of banks reportedly lobbied 
the Kenyan finance minister to audit 
M-Pesa, in an effort to at least slow the 
growth of the service. The application 
currently only available on android, 
gives M-Pesa users a historical view of 
all their transactions.
• 40% of the Kenyans uses M-Pesa
• Volume of the transaction is 11.6 

million monthly.
• M-Pesa constitute 18% of Kenya’s 

GDP.

TANZANIA
M-Pesa was launched in Tanzania 
by Vodacom in 2008 but its initial 
ability to attract customers fell short of 
expectations. In 2010, the International 
Finance Corporation released a report 
which explored many of these issues in 
greater depth and analyzed the strategic 
changes that Vodacom has implemented 
to improve their market position. As of 
May 2014, M-Pesa in Tanzania has five 
million subscribers.

AFGHANISTAN
In 2008 Vodafone launched this service 
in Afghanistan. Initially it was used to 
pay policemen’s salaries The service 
has been so successful that it has been 
expanded to include limited merchant 
payments, peer-to-peer transfers, loan 
disbursements and payments. 

SOUTH AFRICA
In September 2010 Vodacom and Ned 
bank announced the launch of the 
service in South Africa, where there 
were estimated to be more than 13 
million “economically active” people 
without a bank account. M-Pesa had 
signed up 10 million users in the 
following three years. By May 2011, it 
had registered approximately 100,000 

Branchless Banking : M-Pesa

- MEDC Research Team
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customers. In June 2011, Vodacom and 
Ned bank launched a campaign to re-
position M-Pesa, targeting the product 
to potential customers who have a higher 
Living Standard Measures (LSM)  than 
were first targeted. 

INDIA
M-Pesa was launched in India as a 
close partnership with HDFC bank 
in November 2011.  Development 
for the bank began as early as 2008. 
The service continues to operate in 
a limited geographical area in India. 
Vodafone India had partnered with both 
HDFC and ICICI bank, ICICI launched 
M-Pesa on 18 April 2013. Vodafone 
has incorporated a subsidiary with 
M-Pesa named  VODAFONE M-PESA 
LIMITED under supervision of Mr. 
Vivek Mathur & Mr. Sunil Sood to 
execute operations. Vodafone plans to 
rollout this service throughout India. 
The user needs to register for this 
service by paying 100 Rupees, on which 
25 Rupees will be credited back to the 
users account and there are charges 
levied per M-Pesa transaction for 
money transfer services and DTH and 
Prepaid recharges can be done through 
m-pesa for free. 

How Does M-PESA Works:  
M-PESA does not pay interest on 
deposits, and does not make loans, it 
can usefully be thought of as a bank that 
provides transaction services and that 
has operated, in parallel with the formal 
banking system.
Safaricom accepts deposits of cash from 
customers with a Safaricom cell phone 
SIM card and who have registered 
as M-PESA users.  Registration is 
simple, requiring an official form of 
identification mainly the national ID 
card held by all Kenyans, but no other 
validation documents that are typically 
necessary when a bank account is 
opened.  Formally, in exchange for cash 
deposits, Safaricom issues a commodity 
known as “e-float,” measured in the 
same units as money, which is held 
in an account under the user’s name. 
This account is operated and managed 

by M-PESA, and records the quantity 
of e-float owned by a customer at a 
given time.  E-float can be transferred 
from one customer’s M-PESA account 
to another using SMS technology, or 
sold back to Safaricom in exchange for 
money. There is no charge for depositing 
funds, but a sliding tariff is levied on a 
withdrawal which is very minute. 

Benefits and Drawbacks: 
The advantages of M-Pesa are that 
the clients need not travel to a bank 
branch or an MFI’s designated point 
for transacting into their accounts. Cost 
savings on travel expenses, opportunity 
cost of losing wages. Convenience of 
transacting whenever/wherever:
M-PESA agents are ubiquitous and if a 
customer already has sufficient balance 
in his/her M-PESA account, he or she 
can use it anyway. It reduces the risk of 
carrying cash. M-PESA facilitates the 
safe storage and transfer of money.   
As such, it has a number of potential 
economic effects.
First, it simply facilitates trade, making 
it easier for people to pay for, and to 

receive payment for, goods and services 
by providing a safe storage mechanism. 
Second, M-PESA could increase net 
household savings. Third, because it 
facilitates inter-personal transactions, it 
could improve the allocation of savings 
across households and businesses by 
deepening the person-to-person credit 
market.  This could increase the average 
return to capital, thereby producing a 
feed-back to the level of saving.
The major drawbacks of M-Pesa are 
that there are delays in receiving bank 
confirmation that money has been 
credited to the customer’s account. Also 
the same institution they may have a 
savings and a loan account, making 
errors even easier i.e. bank can transfer 
money in any of the account.
Also it can be noticed withdrawals 
from a bank account using the M-PESA 
channel can also be challenging as 
customers have to connect through the 
institution’s m-banking platform and 
then transfer to M-PESA.  Though 
M-Pesa has a very positive impact 
on the society but the negative effect 
cannot be ignored.

SECURITY : 
Though security is been a 
very major issue regarding net 
banking  but it is observed in 
the case of M-Pesa, that the 
fraud rate is not much high. 
Still some commonly observed 
issues are that if the wrong 
business (biller) number entered 
by the customer in the “pay 
bill” function then this actually 
leads to the transfer of money 
from her M-PESA account 
into a different biller’s account 
instead of her bank. Under this 
condition, money is transferred 
from her M-PESA account to the 
right financial institution, but 
then the financial institution’s 
system is not able to locate 
the right account, or credits a 
different account if an account 
with the number entered by the 
customer does exist.

How M-PESA Customers Use the Service

Source Site : World Bank’s Report : Suri and Jack 2008
Note :
1. Figure highlights the ways customers report they use 

M-PESA
2. Although this survey relates to 2008, it is indicative at 

the pattern in the scope of M-Pesa transaction. Since 
then, there may be some shift, but may not be very 
perspective.
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Sometimes delay in processing 
transactions occurs. This issue arises at 
Safaricom end as well as the financial 
institution’s end. Some delays are 
expected due to cross checking and 
verification of inputs entered by 
customer, but other time delays are 
caused by reasons that are unclear to 
financial institutions.
The main thing is that M-Pesa sought 
to engage Kenyan regulators and keep 
them updated on the development 
process. M-Pesa also reached out to 
international regulators, such as the UK’s 
Financial Conduct Authority (FCA) and 
the Payment Card Industry (PCI) to 
understand how best to protect client 
information and adhere to internationally 
recognized best practices.
Know Your Customer (KYC) 
requirements impose obligations 
on prospective clients and on banks 
to collect identification documents 
of clients and then to have those 
documents verified by banks. The 
Kenyan government issues national 
identity cards that M-Pesa leveraged in 
their business processes to satisfy their 
KYC requirements. 
Also, maximum account balance is 
50,000Ksh which one can keep in its 
M-Pesa account and M-PESA platform 
is electronic and can therefore be 
monitored by Safaricom, which runs its 
own bank-grade anti-money laundering 
system, so there are no chances of 
keeping black money. Even a cash-in or 
a cash-out operation has an electronic 
leg and is captured by the system. The 
Central Bank of Kenya gets regular 
reports on M-PESA transactions, as 
it does from other payment service 
providers. Thus, one can say that there 
is no loophole in M-Pesa Security.

Other Products Launched by 
M-Pesa
After the success of Mobile Banking, 
M-Pesa has launched other three 
products to serve the customers better. 
They are as following:
A) bimaAFYA : Jubilee Insurance 
Company has designed a new product 

bimaAfya powered by Vodacom M-Pesa 
for enabling millions of Tanzanians to 
get affordable health insurance.
The health insurance product known 
as bimaAfya is an affordable and 
comprehensive medical cover that will 
provide individuals and family premium 
cover at a low price. It is very much 
affordable and comprehensive. 
“bimaAFYA, will enable many 
Tanzanians to enroll in a medical 
insurance service equivalent to what 
M-Pesa is to financial services,” said 
Vodacom Head of Marketing and 
Communications Kelvin Twissa in a 
statement.
B) Lipa-na- Mpesa : Lipa na M-PESA 
is meant for immediate purchase of 
goods and services and these payments 
are made on site and immediately 
confirmed. No relationship between the 
buyer and the organization or account 
number is required. Even if you go 
to purchase goods and services, you 
can even make your payment through 
mobile cash and not by the liquid one.
C) M-Shwari : M-Shwari is a savings 
and loan product launched in November 
2012, is by far the most popular of the 
offerings.  It’s a product that allows you 
to save and borrow money through your 
phone while earning your interest on 
money saved. 
The negative part of this product is that 
Customers may be using M-Shwari 
for short term storage of money rather 
than long term savings. So the better 
understanding will provide insight 
into customers’ financial behaviors 
and needs, and identify opportunities 
for M-Shwari and future value-added 
products to improve upon existing 
options to meet those needs.

Reasons for Kenya’s Success
M-PESA was originally designed as 
a system to allow microfinance-loan 
repayments to be made by phone, 
reducing the costs associated with 
handling cash and thus making possible 
lower interest rates. But after pilot 
testing it was broadened to become a 
general money-transfer scheme. Once 

you have signed up, you pay money into 
the system by handing cash to one of 
Safaricom’s 40,000 agents, who credits 
the money to your M-PESA account. 
You withdraw money by visiting 
another agent, who checks that you 
have sufficient funds before debiting 
your account and handing over the cash. 
You can also transfer money to others 
using a menu on your phone. Cash can 
thus be sent one place to another more 
quickly, safely and easily than taking 
bundles of in person, or asking others 
to carry it for you. This is particularly 
useful in a country where many workers 
in cities send money back home to their 
families in rural villages. Electronic 
transfers save people time, freeing them 
to do other, and more productive things 
instead.
Though dozens of mobile-money 
systems have been launched, but still 
Kenya is the most successful one 
because it had several factors in its 
favor, including the exceptionally 
high cost of sending money by other 
methods; the dominant market position 
of Safaricom; the regulator’s initial 
decision to allow the scheme to proceed 
on an experimental basis, without 
formal approval; a clear and effective 
marketing campaign etc
M-PESA was used to transfer money 
to people trapped in Nairobi’s slums at 
the time, and some Kenyans regarded 
M-PESA as a safer place to store their 
money than the banks, which were 
entangled in ethnic disputes. Having 
established a base of initial users, 
M-PESA then benefitted from network 
effects: the more people who used it, the 
more it made sense for others to sign up 
for it. 

What can India Learn? 
Today in India mobile technology 
transformation is very necessary. It is a 
basic requirement and like a backbone 
to the country which will help in the 
growth of the nation and make it reaches 
upto the global competitiveness.
According to the RBI data, 40% of 
Indians currently do not have access 
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to a bank, and most of these people 
belong to low-income rural areas. On 
an average the Reserve Bank of India 
has recommended that banks should 
increase access to banking services 
for the unbanked population using the 
mobile payment (m-payment) systems.  
M-PESA system service should be 
increasing its financial outreach by 
providing deposit and withdrawal 
services to clients. 

The benefit what India will obtain 
if it uses M-Pesa is that 

Easier circulation of money allowed  y
clients to remit money in times of 
financial distress
Conducting business transactions  y
became easier and safer
Vendors were able to reduce the  y
transaction costs and apply savings 
towards business expansion. 

M-PESA’s phenomenal success has 
prompted Indian policy makers and 
private partners to consider using 
similar applications to achieve financial 
inclusion objectives and to provide a 
cost-effective alternative to expand 
bank branches.
Subsequently, in India the Interbank 
Mobile Payment System (IMPS) was 
launched – a mobile based funds 
transfer service for users registered 
with participating banks. MNOs and 
banks partnered to provide m-banking 
services all over India including Airtel’s 
(MNO) “Mobile Money Transfer”; and 
by other banks such as ICICI, HDFC, 
and State Bank of India (SBI) have 
launched their own mobile payment 
services in partnership with several 
MNOs experiencing varying degrees of 
success. Despite these initiatives taken 
in India, the adoption of mobile payment 
technology, especially among the low-
income population, has been cautious. 
This is primarily due to stringent 
regulations and marketing models 
aimed at acquiring the predominantly 
urban and technically advanced users. 
Additionally, transactions need to be 
conducted on a phone via an internet 
connection, which is not only a relatively 

expensive service but also requires 
basic know-how about the internet 
technology. While these systems have 
been adopted by approximately 15% 
of urban mobile users as of 2014, cash 
continues to be a predominant mode of 
transaction for unorganized retailers 
and their clients.
Marketing models towards developing 
a strong client and agent base are 
also lacking. Though m-payment 
systems have been promoted on 
television and internet, the onus of 
enrolling into the m-payment system 
and understanding the application 
primarily lies on the client. Also, there 
is no clear client acquisition model in 
place; store managers and customer 
care representatives rarely advertise the 
products to the clients directly, and do 
not receive a separate incentive to enroll 
customers. Furthermore, retaining 
customers after signing them on to an 
m-banking service has been challenging 
as well.
Thus, India should go for more major 
changes in the process of development 
to compete with the world.
Conclusion
M-PESA is an innovation that clearly 
dominates its money-transfer procedure 
on virtually all dimensions. It gaining 
grounds in developing countries. Users 

say it is faster, cheaper, more reliable, 
and safer, and a very large majority 
report that they would suffer significant 
negative consequences if it were to be 
shut down.
But we cannot ignore the fact that 
financial institutions are looking for 
alternative arrangements to mitigate 
the challenges of riding the M-PESA 
rails. Some, such as SMEP and Musoni 
are building middleware to better 
integrate with Safaricom’s systems; 
others including most banks are 
seeking to reduce their dependence 
on Safaricom by signing agreements 
with other mobile network operators; 
many are waiting to see if Safaricom’s 
promised improvements, particularly 
an application programming interface 
will manifest; and  the largest banks 
are building their own agent networks 
to avoid or compete with M-PESA’s 
in offering access to a full-range of 
financial services.
So it can be seen that every technology 
has it’s positive and negative impact 
but in my viewpoint M-PESA is valued 
more by individuals than it costs. So 
let’s hope for the next app technology.

Ananya Prem Nath
Trainee Economist

ananyanath26@live.com

 

Appeal to the Members for the Payment of
Annual Membership Fee for the year 2014 - 2015

Dear Members

The MEDC is grateful to its Associate and Constituent Members, who have paid 
their Membership Fee for the current financial year (2013-2014)

The MEDC requests its Associate and Constituent Members (those who have 
not yet paid their membership fee), to make the payment at an early date before  
28th February 2015  to enable us to update the data of members for the year 
2014-2015. (You can make online payment by clicking www.medcindia.com/
online-payment/)  

Your early action in this regard will be highly appreciated.

for more information pl. contact : 
Dy. Gen. Manager, MEDC,  3rd Floor, Y B Chavan Centre, Nariman Point, Mumbai 
– 400 021.;  Tel.: 22819198 ; 22842206/09 ;  
Fax.: 22846394 ; Email : sureshg@medcindia.com 
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Although Japan’s Post System 
was established in 1875, 
its Bank was corporatised 

in September 2006. It is a subsidiary 
of the Japan Post Holding Co. Ltd 
which is owned 100% by the Japanese 
government. It is planning an IPO in 
the latter half of 2015.

One of the main highlighting aspects 
of the bank is its accessibility for the 
common man. The bank is present in 
those areas where the post office is 
the nearest financial institution. The 
distinctive role of Japan Post Bank’s 
retail banking operations is supported 
by three key strengths:

• The convenience that stems from the 
Bank’s extensive network, 

• The confidence derived from the 
Bank’s massive deposit base, and 

• The safety that results from the 
Bank’s conservative investment 
policies. 

With these three strengths, Japan Post 
Bank has a clear competitive advantage 
over other financial institutions keeping 
in mind the successful business model 
it follows. Post office of Japan has 
adopted a different model wherein they 
have formed a separate business under 
the Postal System to offer banking 
services. The main aim of the business 
model is the development of financial 
products that meet fundamental 
customer needs and the judicious 
investment of the deposits it gathers 
from the public along with maintaining 
profits for survival and expanding the 
business.

Reasons for the Bank’s growth 
There are many significant factors 
that have contributed to startling high 
growth of the Japan Post Bank:

• Being in Japan for over a century, 

Japan Post Bank has gained the 
trust of both the customers and 
the Government and so the people 
deposit freely and the Government 
relies on the bank to market their 
bonds. Having assets estimated about 
$1660 billion, it is the world’s largest 
savings bank, making it the world’s 
largest credit lending engine. Due to 
a large amount of money coming in 
from deposits, the banks growth has 
observed an upward trend since its 
inception.

• Prior to the Global Financial Crisis 
in 2008, the people of Japan began 
investing more and saving less. 
However, they became more risk 
averse due to the onset of the global 
financial crisis. As a result, deposits 
began to increase once again. 

• In Japan, the ongoing trend towards 
a declining birthrate and an aging 
population has made it difficult to 
maintain the current public pension 
system; thus, deposits remain to 
be the most preferred way to save 
personal wealth.

• The steady and conservative 
investment policy which is centred 
on the Japanese Government Bonds 
helps to boost the growth of the 
bank. Also, the sales promotion 
and marketing schemes including 
training the employees have resulted 
in the success of the bank.  

• The high capital adequacy ratio and 
the stable management is one of the 
main reasons for the rapid growth 
of the bank. These factors are a 
direct result of the bank’s policy of 
investing the savings deposited in 
low risky assets like the Japanese 
Government Bonds.

The strong base of the technological 
pool is reflected in the up to date ATM 

services, having different settings 
for the rural and urban population. 
The Customer Service Consulting 
Centre provides a step by step guiding 
mechanism for the customers to 
benefit.  

Further, technology has played a 
pivotal role in shaping the rising 
growth structure of the bank. After 
its inauguration, it adopted the global 
remittances technology which made it 
easier for account holders to withdraw 
cash anywhere in the world. Their 
internet service, JAPAN POST BANK 
Direct, is one of the most successful 
tools used by the people for banking 
purposes. 

Having positioned the development of 
human resources as one of the bank’s 
most important management themes, 
the management authorities have 
worked to further strengthen training 
programs, on-the-job training (OJT) 
and other measures. At the same time, 
the management advanced a bank-wide 
‘Business Process Re-engineering’ 
(BPR), primarily by utilizing IT and 
raising operational efficiency. These 
efforts were directed at enhancing 
productivity and reducing costs.

In 2012, various private banks 
expressed their wish for a law to be 
enacted so that the Japan Post Bank 
gets privatised so as to level the playing 
field to all insurers and other financial 
institutions in Japan. The legislation 
would ensure equal competitive 
conditions among the Japan Post 
entities and private banks, insurers, 
and delivery companies.

According to the private players 
present in Japan, the monopoly of 
the post bank reduces the consumer 
choice; distorts Japan’s economy in 
a detrimental manner; and reduces 
opportunities for economic growth. 

Rising Story of the Japan Post Bank
- MEDC Research Team
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In other words, if the bank undergoes 
an IPO there is a chance for investors 
to finally get their hands on Japan’s 
prized publicly-owned bank, and the 
massive deposit base that has so far 
protected the economy from the attacks 
of foreign financial predators. 

Relationship with the 
Government 
The Japanese government can afford 
its enormous debt because it owns 
the bank that is its principal creditor. 
It offers a captive funding source: it 
owns the world’s largest depository 
bank and so have remained impervious 
to the speculative attacks that have 
crippled countries such as Greece and 
Iceland because they have not fallen 
into the trap of dependency on foreign 
financing. 

Japan’s retail financial market has 
two distinctive features. First, the 
market is extremely large; the total 
amount of individual financial assets 
is said to be the second largest in 
the world. Second, in comparison 
with other major countries, cash and 
deposits account for a high proportion 
of individual financial assets—more 
than 50%. Consequently, Japan has the 
largest amount of cash and deposits in 
the world.

Japan Post uses its excess credit 
power to buy government bonds.  By 

2007, it was the holder of one-fifth 
of the nation’s debt. Because Japan’s 
enormous public debt is largely held 
by its own citizens, the country doesn’t 
have to worry about foreign investors 
losing confidence in it. If there’s going 
to be a run on government debt, it will 
have to be the result of its own citizens 
not wanting to fund it anymore. And 
since many people fund the government 
via accounts held at the Japan Post 
Bank, which in turn help buying the 
government debt, the bank would be 
the conduit for the shift to occur.

Primarily being a savings institution, its 
only loan products are overdraft lines 
secured by time deposits and Japanese 
government bonds on deposit with the 
bank. According to the Bank’s Annual 
Report 2014, the Japanese Government 
Bonds account for about 63.1% of the 
total deposits with the bank. The Bank 
observed a 21.6% decline in the share 
of the Government bonds as part of the 
deposits.   

The Japanese government can afford 
its enormous debt because the interest 
it pays is extremely low. Low deposit 
rates facilitate the customers to 
deposit more with the bank; with 
these deposits the banks give loans to 
the Government as well as individual 
loans. For the private economy, public 
debt is money. A large public debt owed 
to the Japanese people means Japanese 

industries have the money to rebuild. 
But if Japan Post is sold off to private 
investors, interest rates are likely to 
rise, plunging the government into the 
debt trap it has so far largely escaped.

Case for India
A savings bank is essential for any 
country. It forms an important source 
for the budgetary resources for the 
Government, which uses these funds 
for various developmental activities. 
Most Governments rely on the postal 
services for this objective, given the 
postal banks unmatched reach and the 
trust of the people attached with it. It 
is considered as a basic necessity with 
respect to the infrastructure that has 
to be provided to the citizens of any 
country. A postal bank is designed in 
such a way that even if a commercial 
bank is inaccessible; the postal bank 
serves the financial needs of the people 
around. 

India Post is better placed to do 
financial inclusion by its sheer reach -- 
covering 7,000 people in a distance of 5 
km on an average. There are more than 
1.5 lakh post office branches of which 
90% are situated in the rural areas as 
compared to the 37% of commercial 
banks present in the rural areas. It is 
clear that India Post has an advantage 
over commercial banks as far as their 
coverage is concerned. The postman is 
regarded as a friend, philosopher and 
guide to the rural folk. Banks have 
not been able to penetrate into remote 
areas due to their several internal and 
external rigidities.

If the RBI grants a license to the 
Postal Services of India, the postal 
bank would be a major success, as the 
problems of easy banking in the rural 
areas would be solved after the postal 
branches would be converted into 
bank branches. If the permit is given, 
India’s post bank will help in financial 

LOAN BY INDUSTRY (%)

Source: Annual Report 2014, Japan Post Bank

contd. on page no.20 
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The banking industry plays a 
pivotal role in the economic 
development of a country; 

effective existence of banking system 
boosts up money circulation and controls 
surplus money as and when required. 
With the adoption of liberalization, 
privatization and globalization 
measures, the Indian banking sector has 
undergone tremendous developments. 

India has a diverse and complex billing 
market structure which varies with 
national /regional players and private 
/state owned entities. It is estimated 
that the Indian bill payment market is 
a US$ 160 billion market. Among the 
electronic payments infrastructure, 
ECS occupies a 50 % share followed 
by cards and bank account funding. It is 
estimated that a large portion of the bill 
payments are done at biller’s location 
(generally walk-in customers).

A Case for GIRO & its 
operational features
The need of the hour is an interoperable, 
electronic payment system that stresses 
on making a less-cash/less-paper based 
society which brings forward the need 
for GIRO in India. 

GIRO is a payment transfer mechanism 
from one bank account to another, 
initiated by the payer, and not the 
payee. It makes use of a tripartite 
agreement between the consumer, 
billing organisation and the bank where 
the bank acts as the third party. It stands 
for General Interbank Recurring Order. 
It helps in paying utility bills, insurance 
premia, school fees, and taxes - an 
assortment of payments. 

GIRO was primarily a European 
phenomenon with Germany and 
Netherlands being the two most giro-

oriented countries. The world’s first 
post office giro banking system was 
established in Austria in the 19th 
century. Originally, GIRO was used 
by money changers to transfer money 
directly from one store to another by 
entering debit and credit transactions in 
their storage books.

In postal giro systems, GIRO was used 
as an alternative to cheque. The transfers 
were sent by the remitter through 
post to the giro centre. On receipt of 
the transfer document, the account 
transfer process was initiated. After 
the successful transfer, the document 
is sent back to the recipient along with 
the updated account statement. This 
process was not only time-consuming 
but also involved unnecessary paper 
wastage.

GIRO can be paper or electronic based. 
Cheque and paper GIRO payments 
comprise paper-based payment 
instruments while credit cards, debit 
cards, and electronic GIRO payments 
comprise electronic payments. In the case 
of cheque GIRO, the model essentially 
facilitates the customer of one bank to 
deposit cheques drawn on another bank 
at the counters of the branch of a third 
bank for collection of proceeds through 
the existing clearing infrastructure. 
Providing an organizational framework 
for proliferation of Point-of-Sale 
so as to expand the card acceptance 
infrastructure is another priority area of 
the Reserve Bank of India. 

Initially, paper based giro was utilised 
everywhere but electronic giro 
payments are very much in use now. 
National Electronic Funds Transfer 
(NEFT) operated by RBI is an example 
of GIRO in India, although it is at a 

different stage of evolution.  

Impact of Technology on GIRO
In the 1950’s, computer technologies led 
to the introduction of giro postal services 
in Europe. Even though a centralised 
payment processing mechanism was 
ready in 1962, the non-agreement of 
the private banks for the interoperable 
system compelled the usage of punch 
cards as the payment form. The use of 
the punch card led to the expansion of 
the Postal Giro services. This gave rise 
to the banker’s giro, which introduced 
a unified bank number and a guaranteed 
check payment system at the point of 
sale system.

Types of GIRO
There are mainly two types of GIRO: 
(1) GIRO-On-demand; and (2) GIRO 
direct debit

GIRO-On-demand requires payer 
authorization for every payment 
transaction while the GIRO direct debit 
system is initiated by the payee and it 
offers the payer, an easy and safe way 
to effect recurrent (electricity, gas) 
utility, telephone, insurance, and other 
payments on a specified due date. 

Global GIRO Experiences
The successfully implemented GIRO 
payment models of UK, Brazil, 
Germany, Singapore and Saudi 
Arabia are outlined in the following 
paragraphs:

Examples of paper-based GIRO 
systems are the Bank GIRO Credits 
in the United Kingdom and the Boleto 
Bancário in Brazil.

United Kingdom - Bank giro credit 
(BGC) is a paper item (tear-off slip), 
instructing a bank branch to credit a 
specified sum of money to a named 

GIRO Based Bill Payment System
(This background note is essentially based on the published work excerpts from various sources 

including the RBI’s Report on GIRO based payment system in India)
- MEDC Research Team
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account at that branch. Since it is 
not a payment instrument, it must be 
accompanied by cash/cheque. 

Though the paper-based GIRO system 
is accepted as a part of third party 
payment system by banks, it is a 
voluntary arrangement and it is not 
obligatory for a bank to accept BGCs 
from customer of other banks. However, 
there has been a considerable decline in 
the usage of paper GIRO credits in UK 
now.  

Brazil - Boleto Bancário is the most 
common payment option in Brazil and 
has been used as a preferred payment 
solution for more than two decades 
now. It is regulated by the Brazilian 
Federation of Banks (FEBRABAN). 

Buyers are provided with a prefilled 
bar-coded Boleto Bancário bank slip 
and have the option of either printing 
the form and physically paying with 
cash at any bank branch or at authorized 
processors such as drugstores, 
supermarkets/post offices or doing it 
electronically with the help of an online 
slip at any of the Boleto participating 
electronic banking points.

Germany - Many of the commercial 
banks, savings banks and cooperative 
banks in Germany, operate their own 
giro networks. In addition, the Deutsche 
Bundesbank runs its own payment 
systems, which are neutral in their 
effect on competition and available to 
all banks. 

There is no nationwide Automated 
Clearing House (ACH) that covers the 

entire payments market in Germany. 
However, the Central Bank reportedly 
offers its own ACH services to banks. 
It also provides paperless processing 
of credit transfers, direct debits and 
cheque collection items through batch-
oriented clearing. 

Singapore - The Interbank GIRO (IBG) 
system is an offline interbank payment 
system which caters to low-value bulk 
payments. IBG allows a customer of 
a participating bank to transfer funds, 
through direct debits or credits, to or 
from the accounts of customers of any 
other participating bank. The IBG can 
be broadly separated into two classes 
according to the type of transfers: 
direct debit transfers and direct credit 
transfers. 

The IBG is operated by Singapore 
Automated Clearing House (SACH). 
IBG is analogous to the Electronic 
Clearing Service, both NECS and 
RECS, which are operated by the RBI 
in India.

Saudi Arabia – The SADAD Payment 
System, established by the Saudi 
Arabian Monetary Agency (SAMA) 
came to be known as the national 
Electronic Bill Presentment and 
Payment service provider and it has 
been in operation for a decade now. 

In the SADAD system, the Billers send 
summary of bill information to SADAD 
at pre-determined schedules and the 
same is uploaded into its database after 
due validation and notifies billers of 
any discrepancies.

The customer selects the bill(s) to 
be paid from the bill information 
available through the bill channel, and 
the payment instruction is carried out 
by the bank by debiting the customer’s 
account under confirmation to the 
customer. SADAD updates its database 
based on the bank’s confirmation and 
notifies the relevant Biller accordingly.

As of 2010, it had a market share of 
over 91% of all the invoices generated 
in the kingdom of Saudi Arabia.

Reasons for Success of GIRO
1) Reduces black money as there is 
an audit trail ; 2) Gives an impetus to 
electronic payment by reducing usage 
of cash and cheque, thereby cutting 
down currency note and cheque printing 
costs ; 3) Hassle-free payment system 
as payments can be made automatically 
on a regular basis ; 4) Convenient and 
cashless mode of payment

Overview of the existing payment 
system in India
The payment system in India offers an 
array of payment instruments – credit 
cards, debit cards, cheques, mobile 
wallets etc. The various payment 
delivery channels include the brick and 
mortar bank branches, agents of the 
aggregators, ATM’s, internet banking, 
and mobile banking which assist in 
making the P2B payments. 

At a Banknote Conference 2014, Dr. 
K.C.Chakrabarty, the then Deputy 
Governor of Reserve Bank of India, 
spoke about the total cash in circulation 

Source: RBI
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in India with respect to the Gross 
Domestic Product amounting to 13%, 
which is much higher than the global 
range of 2.5% to 8%. This shows that 
there is a dire need to replace the cash 
transactions with electronic payments.  
Collection of third party cheques is not 
also permissible in Indian banks yet. 

Need for GIRO in India
GIRO will bring about streamlining of 
the bill payment process. The following 
drawbacks of the current payment 
system in India will be mitigated with 
the implementation of GIRO based 
payment system: 

1) Lack of interoperability in the bill 
payment processes requiring the 
consumers to make payments at the 
respective biller’s collection point 
or his agent. 

2) Consumer preference for payment 
at bill payment points, which 
provides him instant receipt 
confirming the payment of the bill 
and lack of trust in the agents. 

Director, Automation & Electronics, 
Frost & Sullivan, says, “India is 
currently the 13th largest non-cash 
payment market in the world with a 
high potential to grow significantly as 
more merchants install POS terminals 
and accept card payments.”

The proposed Bharat Bill 
Payment System in India
The Indian payment system, which is 
primarily cash dominant, is now at a 
faster pace transforming from paper to 
electronic. The Bharat Bill Payment 
System is proposed to function as a 
tiered structure of the bill payment 
system in India. The centralised 
payment infrastructure consists of:
a) The standard setting body is called 

as the Bharat Bill Payment System 
(BBPS). It will be responsible for 
setting all the business standards, 
information exchange standards 
and standards with respect to 
payment, settlement and clearing. 

 The BBPS entities will have a brand 
name and logo so as to regularise 
all the units under it as well as gain 
the trust of the consumers.

b) Indian Bill Payment System 
(IBPS) will be the central payment 
system which will deal with a few 
aggregators and they will in turn 
interact with the various billers and 
coordinate all the bill payments 
between with the customers. 

c) Bharat Bill Payment Operating 
Units (BBPOU’s): It has the 
following functions: 

Bringing the billers and  y
aggregators on-board the 
system as per the standards
Infrastructure development y
Transaction handling:  safety  y
and security of transactions
Handling customer grievances y

The existing payment system 
infrastructure will be used with some 
modifications, to avoid complexities 
as well as time lag in implementation. 
A unique reference number will be 
assigned to each bill by the billers as 
per the algorithm to be formulated by 
the IDRBT. 

The bill presentation to the consumers 
is likely to remain paper-based but 

electronic presentation is being 
encouraged. 

The payment instruments remaining 
the same, people not having access 
to credit/ debit cards, can pay cash 
to BBPOU’s, and load the virtual 
wallet, which can be used to pay to the 
numerous vendors.  

The components under the BBPS will 
consist of the following:

a) Billers: The service providers who 
will be offering the various services 
and who are responsible for the 
making the bill.

b) Aggregators: They are the 
intermediaries who will collect 
the payment from the IBPS and 
submit it to the billers. Examples 
of aggregators are BillDesk, 
TechProcess, OxiCash and 
Suvidha

c) IBPS; It will act as the bill 
information database of all the bills 
prepared and processed. 

d) Banks, business correspondents 
and other financial institutions

e) IBPS points/Customer service 
points: They are tied up with the 
bank branches, ATM’s, point of 
sale, etc

B- Billers, Ag- Aggregators, IBPS – Indian Bill Payment System, BC- 
Business correspondent, OL- outlet, INB – Internet banking, MSB – 
Mobile service banking, C - customer
Source: RBI’s Report of G. Padmanabhan Committee to study the feasibility of 
implementation of GIRO based payment system in India
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Data shared by a few aggregators on 
collections made on behalf of a few 
large Billers, show that cash receipts 
account for more than 70% of the total 
retail collections at the Billers’ Own 
Collection Point (BOCP).

In order to make the entire payment 
system easy and convenient for the 
consumer, each consumer could be given 
a smart card, attached to the AADHAR 
card, which could contain the history of 
all bill payments. This could make bill 

processing more systematic and ensure 
proper maintenance of bill information 
database.  

Conclusion
Convergence of various payment 
systems could make the payment 
process effortless. An interoperable 
GIRO payment system not only aims 
at consumer convenience but also 
decreases the expenditure incurred 
by the billers on bill collection and 
payments, considerably. The proposed 

payment system could encourage the 
use of plastic money instead of cash for 
utility bill payments. 
The Bharat Bill Payment System, 
using the GIRO mechanism, intends 
to enhance the consumer experience 
by introducing an exclusive payment 
platform for all bill payment services. 

Moumita Bera 
Trainee Economist

moumitabera0104@gmail.com

inclusion and also promote latest 
technologies of mobile banking and 
internet banking extending its support 
to the rural areas. 

RBI Governor, Dr. Raghuram Rajan 
is of the opinion that the proposed Post 
Bank could start as a payment bank, 
making use of post office outlets to 
raise deposits and make payments. 
Also, the fact that commercial banks 
have recorded high non-performing 
assets, their earlier efforts at extending 
financial inclusion cannot be easily 
replicated. Therefore, RBI feels that 
banks could now consider exploring 
possibilities with post offices, with 
a spatial reach, a high level of public 

trust, a wide 
customer base 
and generally well 
respected staff.

Way Forward
However, the need 
is to inculcate 
banking habits in 
the rural unbanked 
population. For 
that existing 
infrastructure in 
post offices could be 
usefully explored 
successfully in 
different ways. 
Since there are 

fewer rural bank branches than post 
offices, the costs of transacting business 
with banks are fairly high. India’s 
Post Bank should make investments 
in modernizing the newly formed 
branches and so the Commercial Banks 
could make arrangements with post 
offices for dealing with remittances, 
as recommended by the Rangarajan 
Committee on Financial Inclusion in 
2008. Similarly, banks could be invited 
to locate their ATM machines in the 
premises of the post offices.

The Post Banks should adopt Core 
banking solutions (CBS) in post 
offices. CBS would enable customers 

Source: Business Line, February 2013; MIS= Monthly Income Scheme, RD= 

Recurring Deposits

to operate their accounts and avail 
account-related services from any post 
office in the country.

Another possibility to promote financial 
inclusion in the rural areas is by 
linking the Indian Post Bank and Prime 
Minister’s Jan Dhan Yojana. The Prime 
Minister’s Jan Dhan Yojana (PMJDY) 
is National Mission for Financial 
Inclusion to ensure access to financial 
services, namely, Banking/ Savings & 
Deposit Accounts, Remittance, Credit, 
Insurance, Pension in an affordable 
manner.

By linking the two, the customer 
involvement ratio with the postal 
bank would increase and facilitate the 
objective of extending the outreach 
to the most remote places in India. 
The zero balance account approach 
if initiated with the post bank would 
encourage more people to open bank 
accounts with the post banks given 
the vast spread of the post office. In 
substance, converting the post office 
to a bank would improve the rural 
financial literacy which in turn would 
boost the ability to save, becoming a 
successful model of financial inclusion 
like the Grameen Bank of Bangladesh.

Vandita Shrivastava
Trainee Economist

vandita1709@gmail.com

contd from page no. 16

Cover Story Cover Story



Maharashtra Economic Development Council, Monthly Economic Digest 
19  February  2015

Cover Story Cover Story

Dutch Banking : Lessons for Strategising Agricultural 
Banking Sector 

- MEDC Research Team

Overview of Dutch Banking
Although India has adopted several 
strategies for developing agriculture 
business by making efforts in extending 
lending activities of commercial banks 
towards agriculture, results are not 
good enough. Thus this article seeks to 
reflect upon the success story of Dutch 
banking in the field of agricultural 
finance which can be implemented in 
the Indian context.

In many industries the Dutch are 
considered ‘champions’ of open 
innovation. Strong R&D clusters are 
present in the Agri-food and High Tech 
Systems. The Dutch banking system has 
a favourable financial structure and is 
considered to be an excellent financial 
market mainly because of its exclusive 
infrastructure and strong supervision. In 
spite of financial crisis it has been able 
to powerfully respond to it by adopting 
several liquidity increasing measures 
and cutting interest rates, to foster price 
stability.

The Dutch banking system is represented 
by banks like ABN AMRO Bank, ING 
and Rabo Bank. Among the following 
banking institutions: commercial 
banks, savings banks, credit unions and 
mortgage banks, the credit institutions 
are relatively in large numbers.

Working of Cooperatives 
In order to inculcate the habit of financial 
discipline among peasants, Agricultural 
cooperative credit institutions have 
been set up which grant short and 
medium term credit for agriculture and 
allied activities. It is mainly established 
to increase the prosperity of farmers by 
providing services like credit, inputs, 
marketing and insurance. Agrifirm is 
one such cooperative enterprise which 
acts as a link for farmers being currently 
active throughout Netherlands.

Producer’s cooperative on the 
other hand, also termed as farmer’s 

cooperative society, is owned and run by 
farmers who themselves are producers. 
It enables in promoting collective 
entrepreneurship, supporting innovation 
and quality improvement. There are 2 
forms of producer cooperatives. One, 
where the farmers own the business, 
employees are not the members of the 
association. The other is called worker 
producer cooperative, where members of 
cooperative society are also employees 
of the company, who manage it by 
supplying both labour and capital. In 
this type of cooperative society, every 
member has equal voting rights. The 
profits generated are thus shared among 
themselves. This sort of organization 
leads to increased employee motivation 
which then leads to improved business 
results. In Netherlands it is represented 
by Bremen companies.

The strategy of collective action results in 
integration of smallholders into dynamic 
markets. The main aim of farmer 
cooperatives and producer organisation 
are to ensure large scale production, 
marketing majority of agricultural 
products and to enable joint purchasing.

The overall cooperative movement has 
created a solid foundation for the growth 
of cooperatives and is considered an 
integral part of economic ethos in the 
socio-political system.

Dutch Farmer’s Bank
In the mid 1800’s it was found that the 
financial needs of the farmers were not 
met and thus the emergence of banks 
for farmers was felt. Thus, in 1864 the 
first Farmer’s Bank was created, in 
Germany. Under this banking system, 
savings of rural farmers were collected 
and loans were provided at reasonable 
interest rates.

In 1896, this concept was adopted by 
Netherlands and by 1920’s cooperative 
banking started spreading all over 
the country comprising 1,200 locally 

operating member banks, making it 
Netherlands’ one of the largest savings 
and loan institutions. These farmers’ 
cooperatives retained a monopoly on 
the agricultural savings and loan market 
until the 1950s, when the Dutch banking 
industry began to restructure.

Rabo Bank’s pre-eminent position 
across the globe
Rabo Bank originated from the 
cooperative banking movement of 19th 
century. The Coöperatieve Centrale 
Raiffeisen-Boerenleenbank was formed 
in December 1972 with the merger of 
two cooperatives, which is now known 
as Rabo Bank. It is considered as one 
of the country’s top three providers of 
banking and other financial services.

Being the largest agricultural credit bank 
in the Netherlands, it plays a vital role in 
providing credit to the farmers, and also 
deals with green savings and investments. 
It is strongly positioned in the banking 
market, with AAA credit rating. In spite 
of various challenges faced by agriculture 
and food sector, one of the major tasks 
of Rabo Bank is to ensure food supply 
on a more sustainable basis. Its vision is 
to make provision of food for over nine 
billion people by 2050.

Approximately two-thirds of 
Rabobank’s business is conducted in the 
Netherlands, with the remaining coming 
from International business. Globally, 
the key clients of Rabo Bank are those 
involved in grain and oilseed trade, large 
processed foods manufacturers, such as 
Nestle and Unilever, and large beverage 
companies.

Another preeminent organisation which 
has historical ties to farming is the Credit 
Agricole Bank. The Credit Agricole 
Bank along with Rabo and other banks 
supported the Green Bonds Principles 
which enables future developments by 
focusing on sustainable production of 
food and growing energy demands.
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Rabo’s experience in India
Rabo International Advisory Services 
(RIAS) which is a subsidiary of Rabo 
Development made an agreement with 
Andhra Pradesh State Cooperative Bank 
(APCOB) in November 2012, in order 
to meet the needs of banking services 
for the rural people. Thus, provision for 
increased access to finance, access to 
payment, deposit and insurance services 
for agricultural population were made to 
achieve this objective.

This project was mainly undertaken in 
Andhra Pradesh as it is considered to be 
an agricultural state with about 70% of 
the population depending on agriculture 
in one way or the other. In order to 
achieve further growth, APCOB made 
heavy investment in IT and expanded 
ATM networks to enable modernized 
banking system.

Supervisory authorities of cooperative 
banking sector including National 
Federation of Rural Cooperative banks 
(NAFSCOP), the National Bank for 
Agriculture and Rural Development 
(NABARD) along with International 
Finance Corporation (IFC) and state 
governments supported this project.

Collaboration of YES Bank with 
Dutch Agro business
Post independence, the prime focus 
of the Indian economy has been on 
the manufacturing and service sector, 
neglecting the agricultural sector, even 
though it is one of the prominent sectors. 
Thus, there has been a lack of investment 
in agriculture and it has become difficult 
to adopt modern technology. 

This has hampered the supply and demand 
side trends. Thus, in order to bridge the 
gap and ensure sustainable development 
in Food and Agriculture sector in India, 
YES Bank partnered with Netherlands 
Agro, Food & Technology Centre 
(NAFTC). This is expected to bring in 
dynamic changes, aggravate trade and 
boost technological opportunities.

Also, YES Bank and Wageningen 
University Research Centre (Netherlands) 
have together, promoted Integrated 
Agro food Parks in India on a globally 

competitive scale. On implementation, 
these parks would facilitate the 
availability of farm produce to demand 
side of the food chain. 

It is thus believed that this collaboration 
would roll over and further contribute to 
the development of emerging India.

Overview of Agriculture Finance 
in India
In the early years, the prime source 
of agricultural credit in India was the 
money lenders. As a result of reluctance 
of commercial banks in lending loans to 
the peasants, their dependence on money 
lenders increased. However, due to the 
exorbitant interest rates charged, the 
peasants were subject to exploitation and 
heavy indebtedness.

However, with time India adopted 
multiple agency approach to fork out 
credit to agriculture. Both institutional 
and non-institutional facilities are in use 
to disburse agricultural 
credit. 

I n s t i t u t i o n a l 
framework comprise 
a large number of 
agencies, including 
c o o p e r a t i v e s , 
regional rural banks, 
commercial banks 
and self-help groups, 
whereas the non-
institutional sources 
include moneylenders, 
landlords, commission 
agents and also large 

Source: www.nabard.org

Chart - 1

farmers. These institutional sources 
of finance play a significant role in 
agriculture development, especially in 
changing business environment. Chart - 
1 represents the structure of Agricultural 
Credit System in India.

In order to promote the health and 
strength of credit institution, inspecting 
and supervising the credit flow for 
agricultural and rural development, 
formation of The National Bank for 
Agricultural and Rural Development 
(NABARD) was essential. It provides 
short, medium and long term credit 
to state cooperative, RRBs and other 
financial institutions. It has been making 
continuous efforts through Bank Linkage 
Programme for improving credit access 
of the rural poor. 

The total financial support extended 
by NABARD during 2012-13 was Rs. 
1,03,923 crore, as against 82,339 crore, 
registering a growth of 26% over 2011-12.

Source: www.nabard.org
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Major Highlights of Nachiket Mor Committee Report
- MEDC Research Team

The Reserve Bank of India 
had set up the Committee on 
Comprehensive Financial 

Services for Small Businesses and Low 
Income Households in September 2013, 
under the Chairmanship of Dr. Nachiket 
Mor. The objective of the Committee 
were:- (a) to review the existing 
strategies for achieving financial 
inclusion; (b) to design principles 
to develop institutional frameworks 
and regulation; and (c) to develop a 
comprehensive monitoring framework 
to track the progress made. It was found 
that despite  various efforts channelled 
to achieve these objectives through 
cooperative banks, nationalisation of 
banks, self-help groups, regional rural 
banks,  business correspondents, the 
success has been limited and progress 
uneven on a regional and sectoral 
basis. Based on analysis, studies and 
interaction with various experts the 
Committee submitted its report on 
January 2014.

There are various aspects of financial 
inclusion and banking sector which 
were studied at considerable length and 
on that basis we are discussing six vision 
statements on Nachiket Mor Committee 
which has not only focused on banking 
sector but also on non-banking financial 
companies (NBFCs).

Recommendations
The major recommendations of the 
Committee are: 

• Wide-spread payment network and 
universal access to savings: The 
Committee recommended that every 
resident should receive a Universal 
Electronic Bank Account at the time 
of registering for an Aadhaar card. It 
recommended that RBI prohibit banks 
from refusing to open an account and 
that Aadhaar be made the universal 
basis for authentication. 

 The Committee proposed the setting 

up of Payments Banks whose primary 
purpose will be to provide payments 
services and deposit products to 
small businesses and low income 
households. These banks will be 
restricted to holding a maximum 
balance of Rs 50,000 per customer and 
will be required to have a minimum 
entry capital of Rs. 50 crore. 

 It further proposed the setting up of 
Wholesale Banks which will lend to 
corporate and purchase securitized 
retail and small-business loans. These 
banks will only accept deposits larger 
than Rs. 5 crore and will require 
minimum entry capital of Rs. 50 
crore. 

• Sufficient access to affordable formal 
credit: The Committee recommended 
a number of steps to be taken to help 
banks manage their credit exposures 
effectively, including allowing banks to 
purchase portfolio insurance. Universal 
reporting of information with credit 
bureaus should be mandatory for all 
loans, especially kisan credit cards and 
general credit cards.

 Further, it recommended that banks 
price farm loans based on risk and 
that any waivers be provided by the 
government through direct benefit 
transfer and not through interest 
subsidies or loan waivers. 

 The Committee proposed that a State 
Finance Regulatory Commission 
be set up into which all state level 
financial regulators will be merged. 

 It recommended that the Non-
Performing Asset reporting 
provisions and other regulations for 
Non-Banking Finance Companies 
(NBFCs) be aligned with those of 
banks. It also suggested measures to 
ease funding constraints of NBFCs 
including relaxation of External 
Commercial Borrowings and equity 
investment rules. Further, it proposed 

the removal of barriers to the 
transition of NBFCs into banks by 
including more sectors in the Priority 
Sector Lending (PSL) classification. 

• Priority Sector Lending: The 
Committee suggested that investment 
by banks in bonds and equities and 
provision of guarantees to PSL 
beneficiaries be counted towards 
meeting the banks’ PSL targets.

 It recommended the removal of the 
cap on interest rate on loans at the 
base rate plus 8% per annum. It also 
recommended that the PSL target be 
revised from 40% to 50% of credit 
provided. 

• Customer protection issues: The 
Committee proposed that financial 
service providers be required to 
commit capital against customer 
protection risk. 

 It proposed that firms be made liable 
to ensure suitability of products issued 
to customers and that RBI frame 
regulations regarding the same.

  It proposed the setting up of a unified 
Financial Redress Agency (FRA) that 
will handle customer grievances across 
all financial products in coordination 
with their respective regulators. 

Implementations by RBI
The Reserve Bank of India has taken 
some steps towards implementation of 
some of key policy recommendations of 
Nachiket Mor Committee report.

According to Reserve Bank of India 
Annual Report 2013-2014 Draft 
guidelines for “Licensing of Payments 
Banks” and “Licensing of Small Banks” 
have been since issued in July 2014 for 
furthering financial inclusion. Small 
banks will provide basic banking products 
such as deposits and supply of credit, but 
in a limited area of operation. Payments 
banks will leverage on technology and 
provide a limited range of products such 
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Vision Statements for Financial Inclusion and Financial Deepening in India
No Vision Goal Desired Outcome Current Status
1 A Universal Electronic

Bank Account
Each Indian resident,
above the age of 18

100% by January 1, 2016 All India 36% with Urban India 45%; and Rural 
India 32%

2 Ubiquitous Access to
Payment Services and
Deposit Products at
Reasonable Charges

Full services access point
within a fifteen minute walking 
distance from every household 
in India

Density of 1 per sq.km with 
population of 400 people, 
across the country by 
January 1, 2016

Density ranges from 89% in Urban areas and 
3% in Rural areas, calculated at a district level

Reasonable Charges Reasonable charges Charges range from 0% to 5% for different 
classes of customers

At least one product with
positive real returns

By January 1, 2016 None; the best available rate is -1.95%

3 Sufficient Access to
Affordable Formal
Credit

Credit to GDP Ratio in every 
District of India to cross 10%

100% of districts by 
January 1, 2016

94% of the Urban areas and 30% of the Rural 
areas, calculated at a district level

Credit to GDP Ratio in every 
District of India to
cross 50%

100% of districts by 
January 1, 2020

18% of the Urban areas and 2% of the Rural 
areas,
calculated at a district level

Credit to GDP Ratio for
every significant sector
of the economy to cross 10%

100% of significant sectors 
by January 1, 2016

All sectors (agriculture, industry and services) 
appear to have crossed this limit however 
there are important sub- sectors that have not, 
such as Marginal, Small, Medium and Large 
Farmers and Services MSMEs.

Credit to GDP Ratio for
every significant sector
of the economy to cross 50%

100% of significant
sectors by January 1, 2020

Only Industry as a broad sector has crossed 
this limit.

Convenient Access Density of 1 per 10,000 
people, across the country, 
by January 1, 2016

99% in Urban areas and 92% in Rural areas, 
calculated at a district level. Excluding PACS, 
rural access drops to 59%.

Affordable Rates Ordinal by risk level in the 
long-run after adjusting for 
reasonable transactions 
charges

Very high levels of violations of ordinality within 
the formal system and in the economy as whole

4 Universal Access to a 
Range of Deposit and 
Investment Products at 
Reasonable Charges

Deposit & Investments to
GDP Ratio in every District of 
India to cross 15%

100% of districts by January 
1, 2016

99% of the Urban areas and 36% of the Rural 
areas, calculated at a district level

Deposit & Investments to
GDP Ratio in every District of 
India to cross 65%

100% of districts by January 
1, 2020

35% of the Urban areas and 4% of the Rural 
areas, calculated at a district level

Reasonable Charges Reasonable charges Charges range from 0% to 11.9% for different 
amounts and for different products

5 Universal Access to 
a Range of Insurance 
and Risk Management 
Products at Reasonable 
Charges

Total Term Life Sum Assured to 
GDP Ratio in every District of 
India to cross 30%

100% of districts by January 
1, 2016

No Data

Total Term Life Sum Assured to 
GDP Ratio in every District of 
India to cross 80% Reasonable 
Charges

100% of districts by January 
1, 2020

No Data

Reasonable Charges Reasonable Charges Charges range from 2% to 15% on different 
products

6 Right to Suitability All financial institutions
to have a Board approved
Suitability Policy.

100% of financial 
institutions by January 1, 
2015

This is not required or present in any institution 
today.

Presence of district level 
redressal offices for all customers 
availing any financial service

100% of districts by January 
1, 2016

There are 15 offices of the Banking 
Ombudsman covering the entire country today 
and none that cover all financial services.

Source: Committee on Comprehensive Financial Services for Small Businesses and Low Income Households Report.
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as acceptance of demand deposits and 
remittances of funds with a widespread 
network of access points particularly in 
remote areas.

According to the Financial Stability 
Report (Including Trends and Progress 
of Banking in India 2013-14) the final 
guidelines for setting up ‘Payments 
Banks’ and ‘Small Finance Banks’ 
have been issued on November 27, 
2014. The primary objective of setting 
up these differentiated banks will be 
to further increase financial inclusion. 
The payments banks target at providing 
small savings accounts and payments/
remittance services to the migrant labour 
workforce, low income households 
and small businesses by enabling 
high volume-low value transactions 

in deposits and payments/remittance 
services in a secured technology-
driven environment. On the other 
hand, the small finance banks shall 
help in provision of savings vehicles 
primarily to unserved and underserved 
sections of the population and supply 
of credit to small business units, small 
and marginal farmers, micro and small 
industries, and other unorganised sector 
entities, through ‘high technology-low 
cost’ operations.

While a small finance bank will engage 
in basic lending activities, a payments 
bank will be limited to only accepting 
deposits up to a maximum of Rs.100,000 
per individual customer. Further, 
the small finance banks could also 
undertake other non-risk sharing simple 

financial services such as distribution 
of mutual fund units and insurance and 
pension products. They can also become 
category II authorised dealers in the 
foreign exchange business for clients’ 
requirements. The scope of activities for 
payment banks on the other hand will 
require them to maintain a minimum 75 
per cent of demand deposit balances in 
SLR securities with a maturity up to one 
year, besides maintaining Cash Reserve 
Ratio (CRR) requirements. They will 
be allowed to deposit a maximum of 25 
per cent in other Scheduled Commercial 
Banks (SCBs) for operational purposes 
and liquidity management.

Rajshree Jain
Trainee Economist

rajshreejain1992@gmail.com

Source: www.nabard.org
According to the 12th Five Year Plan, the 
working group on institutional finance and 
cooperatives have projected an estimate 
between Rs 3.1 million crore and Rs 4.2 
million crore.

Even though credit to agriculture has 
increased manifold over the past one 
decade, major reforms are still required 
to improve fund availability to the 
needy. While defining a credit policy, 
there cannot be a uniform policy across 
the country. It should be flexible, based 
on the local socio-economic condition. 
Therefore, more innovative models 
are needed in order to reach small 
and marginal farmers in rural areas 
for the success of financial inclusion 
programme.

In order to overcome the shortcomings, 
the following measures should be 
undertaken:
• Introduce new products that directly 

connect savers and investors at one 
hand and innovative and sustainable 
businesses on the other

• To remain strong in the future, the sector 
must commit to continued innovation 
and R&D activities.

• The agricultural policy needs to be 
actively intervened with respect to loans 
to encourage guarantees to farmers with 
respect to agricultural credit.

• Mobilizing savings deposit and 
providing much demanded service to the 
rural population

• Enhancing increase in credit flow with 
new benchmarks and strict supervision 

over its utilization

Although NABARD cannot 
be strictly compared to Rabo, 
there are some similarities 
in its functioning. The most 
applausible feature is the 
collective farming activity 
that was undertaken, 
which resulted in increased 
production. With the 
expanding activities of both, 
it would result in greater 
agricultural development.

Conclusion
Among the banking system, Agriculture 
banks play a vital role to safeguard the 
financial requirements of the peasants. It 
enables financial soundness, accentuates 
development activity and operational 
efficiency. However, an advent of 
commercialisation, modernisation, 
food processing activity, logistics, 
cold storage, horticulture, floriculture 
and R&D would enable sustained 
development and smooth functioning in 
agro business.

Amrita Paul
Trainee Economist

amreetapaul@gmail.com
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A Bank of Common Sense : Credit Agricole
- MEDC Research Team

In late 19th century in France, 
agriculture was struggling to find 
suitable credit, i.e., long-term, 

flexible and cheap. So the Agriculture 
Minister Jules Meline, who created 
and promoted it under the Act of 1894, 
in which he received the support of 
small and marginal farmers. 

Basically, the main advantage of 
Credit Agricole is it functions as a 
decentralized zone, where it focuses 
mainly on the farmers because the 
farmers are the only community, which 
are very reluctant to borrow money 
from any kind of financial institution. 
Thus, the bank primarily focuses on 
the local groups which mainly consist 
of teacher, land owners farmers and 
other minor groups. 

The Act of 5th August 1920 stated 
that Credit Agricole Bank should be 
a “Central Clearing Organization” so 
that it can control all the Regional 
Banks and Public Sector Bank which 
come under it. 

In 1945 Federation Nationale Du 
Credit Agricole (FNCA) was setup 
as an association representing the 
Regional Banks and Caisse Nationale 
de Credit Agricole (CNCA). The next 
step was taken by including the Retail 
Banking Services as LCL; and an 
ambitious development plan as Credit 
Agricole S.A. which aims that the 
bank reaches it international goal the 
major expansion took place in Egypt, 
Ukraine, Greece, Italy and Portugal.

So in today’s date, Credit Agricole is 
the second-largest lender in France’s 
cozy three-bank oligopoly and has 
deep rural roots. It is majority-owned 
by a group of 39 regional French 
banks and in turn owns about a 25% 
stake in each of them. Credit Agricole 

also owns an investment bank, which 
has shrunk significantly since 2009; 
a large asset management and private 
banking operation; a French urban 
retail bank; and an Italian retail and 
commercial bank. The group has 
9,000 branches in France, 900 in Italy, 
and 500 in Poland1. 

Structure of Credit Agricole
The Structural Core of the Credit 
Agricole Group consists of more than 
6 million members. They are grouped 
in Local Banks, and the local banks in 
turn grouped with the Regional Banks 
in which they held the Majority of 
the capital. Credit Agricole Regional 
Banks are independently fully-fledged 
banks and they don’t rely on others. 

Credit Agricole S.A. (CASA) listed 
since 2001 is the Central Bank and 
the leading institution of the group 
is also the Central bodies of the 
Regional Banks. CASA shows the 
financial unity of the group and the 
coherence of this group. It designed 
the products and services offered the 
Regional Banks branches. It is also 
responsible for the subsidiaries given 
in the groups in France and on the 
international stage. 

These subsidiaries includes: Insurance, 
Asset Management, Private Banking, 
Consumer Credit, Leasing, Factoring 
and Credit Agricole Corporate & 
Investment Banking.

To conclude, I would also like to state 
that Regional Banks have two zones 
i.e., FNCA and CASA which are the 
interdependent bodies and they have 
three main business lines:
• Retail banking in France and 

1 http://analysisreport.morningstar.com/stock/
research?t=ACA&region=fra&culture=en-
US&productcode=MLE

abroad: 25% stake in the Regional 
Banks (except the Corsican bank), 
LCL, Cariparma FriulAdria in Italy, 
Emporiki in Greece etc.

• Specialized business lines: asset 
management, insurance, private 
banking, consumer finance, leasing, 
factoring etc.

• Corporate and investment banking

A Strategic Plan for 2016 of 
Credit Agricole
Credit Agricole 2016: Four strategic 
pillars:
• Innovate and transform the Group’s 

retail banking business to better 
serve its customers and strengthen 
its leadership in France

o Undertake a transformation tailored 
to each branch network to meet new 
customer expectations, in line with 
the specific features of its banks 
and customer groups.

• Step up revenue synergies across 
the Group

o Broaden synergies, mainly through 
bancassurance but also between 
specialised financial services and 
the Group’s retail banks; strengthen 
positions in areas of excellence.

• Achieve focused growth in Europe
o Step up organic growth in Italy, the 

Group’s second domestic market, 
accelerate growth in Savings 
management and Insurance as 
well as asset management and 
pursue a focused strategy for other 
businesses.

• Invest in human resources, 
strengthen Group efficiency and 
mitigate risks

o Implement an ambitious €3.7 billion 
investment plan, invest in human 
resources, complete IT convergence 
and continue to reduce costs whilst 
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maintaining a strict risk control 
policy.

By 2016 Credit Agricole motive is 
to earn net income, Group share, of 
more than €6.5 billion for the Credit 
Agricole Group, and more than €4 
billion for Credit Agricole S.A. 
Another aim is to reach a Basel 3 
fully loaded Common Equity Tier 1 
ratio of 14.0% within a group. Over 
the same period the Group will invest 
€3.7 billion, two-thirds of which in 
retail banking. The three priorities 
for this ambitious programme are 
human resources, technology and cost 
savings2. 

Expansion of Credit Agricole

On the strength of its cooperative 
and mutualist foundations, Credit 
Agricole Group’s expansion is based 
on balanced growth serving the real 
economy and respecting the interests 
of its 49 million customers, 1.2 million 
shareholders, 7.4 million mutual 
shareholders and 150,000 employees.

Credit Agricole S.A. continues to 
deploy its full-service retail bank 
internationally; Credit Agricole 
has a particularly well-established 
presence in Italy (Gruppo Cariparma 
Credit Agricole), with 942 points of 
sale, mainly in the richest parts of 
Italy, serving more than 1.7 million 
customers. Even in Central and 
Eastern Europe, Credit Agricole S.A. 
trades under the Credit Agricole brand 
in Poland, Ukraine, Serbia, Albania, 
Bulgaria and Romania.

In Ukraine, the merger between Credit 
Agricole Bank PJSC (Public Joint 
Stock Company) and Credit Agricole 
CIB Ukraine, now makes it possible 
to serve all customer segments.

In Poland, the mid-corporate activity 
launch in 2012 which will consolidate 
the merger announced of Credit 

2  http://www.credit-agricole.com/en/Financ-
ing-the-real-economy/Group-Project

Agricole Bank Polska and Credit 
Agricole CIB Poland, and expansion 
into the agricultural and food-
processing markets.

In Greece, 2012 was marked by the 
search for a disengagement solution 
that best satisfied the Group’s 
interests. Credit Agricole S.A. has 
also long been present around the 
Mediterranean Basin, in Morocco and 
in Egypt as well.

To conclude, we can say that France’s 
Credit Agricole has developed into a 
global, full-service universal bank, 
yet enjoys a strong market position 
throughout all areas of France. It is 
expanding rapidly in its overseas 
international connection. This large 
institutions point the way for future 
development of lenders in emerging 
markets such as Italy, Ukraine, Egypt, 
and Portugal. Even it is showing 
financial strength and efficient 
performance with respect to the other 
financial institution.

Current Status in the World

According to Banker Magazine Credit 
Agricole bank ranks 8th in the world, 
the Credit Agricole group counts 
150000 employees in more than 70 
countries. The Credit Agricole has a 
core business areas because of that it 
spread in worldwide. The Bank offers 
its clients a comprehensive range 
of products and services structured 
around five major divisions:

• Client Coverage & International 
Network

• Global Investment Banking

• Structured Finance

• Global Markets

• Debt Optimization & Distribution

The Bank provides support to clients 
in large international markets through 
its network with a presence in major 
countries in Europe, America, Asia 

Pacific and the Middle East. 

Challenges for Credit Agricole
Firstly, in France, there is a need 
for new global challenge, to feed 
a population which should reach 
9 billion inhabitants in 2050. 
To contribute to food safety is a 
major stake for the agriculture and 
the agrifood, in qualitative as in 
quantitative terms. Historic French 
banking leader in agriculture and 
agrifood, Credit Agricole wants to 
become the reference bank of agrifood 
and a key player of the food safety 
in Europe by serving all players of 
the value chain: production, trade, 
processing and retail.

Secondly, housing has become a key 
priority at Credit Agricole. With real 
estate the group’s third core business, 
Credit Agricole is looking to become 
France’s leading housing bank with an 
active presence throughout the value 
chain. Credit Agricole is also targeting 
the housing pathway from start to 
finish – from student accommodation 
to homes for dependent people – while 
investing in new construction projects 
such as social housing.

Thirdly, beyond a societal trend, the 
economy of the energy sources and 
environmental economics is a sector 
booming. Natural resources reduce, 
the fellow-citizen are called to become 
more sober in their consumption, 
companies to develop the energy 
performances of their products, the 
energy players to anticipate the energy 
transition. For Credit Agricole, there 
are three opportunities: improve the 
energy efficiency of housing, promote 
the renewable energies and the socially 
responsible investment. With 52,000 
solar panels, the Calmont facility is 
the largest in the region. The project 
was managed by Ténergie, a key 
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player in energy transition, working 
alongside LCL and Credit Agricole 
Leasing & Factoring. It is the largest 
photovoltaic park in the region of 
Haute-Garonne (Solar Med III)3. 

Lastly, with the demographic 
evolution, the ageing and the health 
are crucial and urgent challenges. The 
number most than 60 years is going 
to double between 2010 and 2030. 
How to finance the pensions? How to 
face up to the healthcare costs? So, 
when deficits of pension and health 
systems increasing, the challenges are 
considerable. Credit Agricole wants 
to develop new offers of additional 
insurances to answer, in particular at 
the risk of dependence, and finance 
new structures of health.

Credit Agricole in relation with 
India
In India Credit Agricole wants a 
Bigger Share

Credit Agricole Group French 
bank is looking at getting into asset 
management, private banking and 
consumer finance in India. Credit 
Agricole already has a presence in 
India through Calyon, its corporate 
and investment banking 
(CIB) division. The present 
thrust comes at a time 
when the French group has 
stepped up its exposure 
to Indian debt. Credit 
Agricole’s CEO Georges 
Pauget said, “India is a 
very interesting country”. 
We will define our plans for 
both private banking and 
asset management. There 
are lots of opportunities 
in this country. The India 
strategy has been slightly 
different for other French 
banks. 
3  http://www.credit-agricole.com/en/

Financing-the-real-economy/Energy-
sources-and-environmental-economics

International banks have been looking 
at expanding their revenues out of 
their home markets. Even in case of 
the Credit Agricole group, around 64% 
of the revenues come from Europe, 
the home market. The management is 
grappling with a couple of issues — 
developing business in Europe and 
consolidation of the banking system 
in Europe4. 

And the bank has started investing 
in the Middle East and Asia. “Asia 
is one of the regions with high level 
of priority for us. In Asia, our main 
markets are Singapore, Hong Kong, 
Tokyo, Korea and India,” said Mr 
Pauget. Currently, Asia brings in 
only around 6% of the revenues for 
the group. “We want to improve this 
rate,” he added.

Conclusion
Originally, the Credit Agricole Group 
is the banker of the French agricultural 
sector and farming communities. 
However, it has evolved and broadened 

4  http://articles.economictimes.indiatimes.
com/2007-05-29/news/28462808_1_re-
tail-banking-private-banking-cib 

its activities to service in all sectors of 
the economy with all types of clients. 
It also looks up for the human resource 
sector which constitute the growth and 
GDP of a country. The bank itself is 
strong and stable during the subprime 
crisis relative to most of Europe’s 
large banks and is highly effective for 
its volatile business. It also focuses on 
building long-term relationships with 
customers, professional consultancy 
and friendly customer services. 
The Bank provides its products and 
services through all access channels: 
e-banking, telephone, internet etc to 
its customers. 

Credit Agricole is one of the leaders 
on the consumer loans market. The 
Bank grants cash and car loans. The 
Bank’s installment loans are available 
in 16 thousand points of sales. The 
Bank is also very much committed to 
responsible financing.

Thus, we are looking forward for new 
growth structure and pattern for better 
development.

Preeti Shrivastava
Trainee Economist

shrivastavapreeti08@gmail.com
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Mr. Sunil Bhandare

A Tale of Two Reports and         
the Indian Economy

It is turning out to be a winter of 
hopes, expectations and optimism 
for the Indian economy. In the 

course of last month, we have seen 
sequence of several powerful events, 
which would have significant positive 
impact on India’s economic growth 
prospects in the coming years: 

First, the ET Global Business Summit, 
wherein the PM set out his vision for 
India, which, among other things, 
envisioned thus “India is a 2.2 trillion 
dollar economy today. Can we not 
dream of an India with 20 trillion 
dollar economy?” He highlighted 
series of policy initiatives to impress 
upon the participants about “a sense of 
the immense activity we are engaged 
in”. He also pointed out that “The New 
Age India has also begun its transition 
– from a winter of subdued achievement 
lasting 3 to 4 years, to a new spring that 
beckons”.  The Summit has generated 
significant positive vibes and responses 
not only from the representatives of 
Indian business and industry, but also 
from a galaxy of international eminent 
economists and policy-makers.   
Second, the five-day Davos meet of 
World Economic Forum in which the 
FM and the select Ministerial team of 
Govt. of India along with high-profile 
representatives of India’s business and 
industry and professionals, made a 
strong pitch about expanding growth 
and investment opportunities in India 
[a la “Make in India”/ “Make in 
Maharashtra” campaigns]. Various 
reports tend to suggest that India is 
back on the global radar after a lapse 
of almost four years.       

Third, the most eagerly awaited event 
has, doubtless, been the visit of the 
US President for our Republic Day 
celebrations. This has unfolded the 
shape of things to come on various 
strategic and economic cooperation 
issues between the US and India. The 
most striking feature has been the 
“break-through understanding” on 
the stalled civil nuclear deal involving, 
among other things, [a] the ironing out of 
differences on the liability of suppliers 
to India in event of nuclear accident; and 
[b] the assurance of strong US efforts 
to support India’s full membership to 
the four international export control 
regimes [Nuclear Suppliers Group]. 
Further, among various other issues, 
mention also needs to be made of 
[i] revision and renewal of defence 
framework agreement that would 
facilitate building up and expansion 
of domestic defence production 
capability; [ii] the decision to discuss 
bilateral investment treaty [or Bilateral 
Investment Promotion and Protection 
Agreement]; [iii] early conclusion of 
Social Security Agreement involving 
avoidance of double taxation of income 
with respect to social security issues; 
[iv] signing of MOUs on cooperation 
for development of three smart cities; 
[v] proposed steps to promote clean 
energy and confront climate change; 
and [vi] the assurance for enhancing 
India’s “voice and vote” in the IMF. 
Surely, in the coming months much 
intense attention and discussions are 
going to be focussed on the actual and 
substantive beneficial outcome of the 
US President’s visit to India given the 
fact that [a] the US economy is the only 

major advanced country which would 
experience a strong growth recovery 
over the next couple of years; and 
[b] it is India’s major trading partner 
[two-way trade] and source of FDI. 
Its success would surely go a long 
way in bolstering India’s growth and 
investment outlook. Incidentally, the 
two-way trade between India and the 
USA is currently around US$100 bn 
with India enjoying a sizable trade 
surplus. Like-wise, in the cumulative 
total FDI inflows of US$217.7 bn. 
in India up to March 2014, the share 
coming from the USA is just about 6% 
of the total or US$11.9 bn. Obviously, 
there is tremendous scope for expansion 
of both two-way trade and the US FDI 
into India across various potential 
growth sectors. 

Global Perspectives - IMF and World 
Bank Reports

Against this backdrop, we need to reflect 
on assessment and perspectives that 
IMF and World Bank have sought to 
unveil on the global economy, and more 
particularly, on India, in their recently 
released two significant separate 
reports. The IMF’s World Economic 
Outlook Update projects India’s real 
GDP growth rate at 6.5% by FY 2016-
17 exceeding, albeit only marginally, 
that of China [6.3%]. This broadly 
endorses the World Bank’s assessment 
of growth outlook set out earlier in its 
Global Economic Prospects [GEP] for 
these two major economies. Growth 
forecasts of the IMF are somewhat 
conservative as compared to that of the 
World Bank.      
Interestingly, however, the IMF 
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Update scales down China’s earlier 
growth projections [released in Oct 
2014], while making virtually no 
change in growth estimates for India. 
Witness its significant observation: “In 
India, the growth forecast is broadly 
unchanged, however, as weaker 
external demand is offset by the boost 
to the terms of trade from lower oil 
prices and a pickup in industrial 
and investment activity after policy 
reforms”. It needs to be mentioned that 
based on their respective separate set of 
assumptions and methodologies, these 
two institutions periodically undertake 
their forecasting exercises. Like most 
other projections, these can be used 
as indicative of directional changes 
rather than for their precision. Given 
this overall limitation, the following 
table may be useful in understanding 
the quantitative growth perspectives of 
for selected major economies:    

It is evident that while there are minor 
differences in actual numbers, the 
pattern of trend growth rate, by and 
large, for various countries in both these 
forecasts is found to be similar. In case 
of India, come 2016, the World Bank 
expects a relatively sharp upswing in 
the growth rate as compared to that 
of IMF. Following are three major 
highlights of the IMF Update: 
1. Global growth will receive a boost 

from lower oil prices, which reflect 
to an important extent higher supply. 

But this boost is projected to be 
more than offset by negative factors, 
including investment weakness 
as adjustment to diminished 
expectations about medium-term 
growth continues in many advanced 
and emerging market economies.

2. Global growth in 2015 and 2016 
is revised downward reflecting a 
reassessment of prospects in China, 
Russia, the euro area, and Japan 
as well as weaker activity in some 
major oil exporters because of the 
sharp drop in oil prices. The United 
States is the only major economy for 
which growth projections have been 
raised.

3. The distribution of risks to global 
growth is more balanced than in 
October 2014. The main upside risk 
is a greater boost from lower oil 
prices, although there is uncertainty 
about the persistence of the oil 

supply shock. Downside 
risks relate to shifts in 
sentiment and volatility 
in global financial 
markets, especially 
in emerging market 
economies, where 
lower oil prices have 
introduced external 
and balance sheet 
vulnerabilities in oil 
exporters. Stagnation 
and low inflation are 

still concerns in the euro area and 
in Japan.

World Bank’s Assessment 
Be that as it may, what would also be 
relevant for our policy-makers is the 
strength/weakness of global economic 
outlook, as evaluated by the World 
Bank in its latest Global Economic 
Prospects Report. This “flagship 
publication on the world economy” 
[as described by its Chief Economist, 
Dr. Kaushik Basu], has significant 
analytical and policy oriented 
content covering, among other 
things, assessments on [a] challenges 
and opportunities confronting the 
developing countries; [b] causes 
and implications of sharp drop in 
oil prices; [c] factors underlying the 
slowdown in global trade, etc. The 
major highlights of the report are: 
• Overall, global growth is expected 

to rise moderately to 3% in 2015 
[2.6% in 2014], and average about 
3.2% through 2017. High-income 
countries are likely to see growth 
of 2.2% in 2015-17 [up from 1.8% 
in 2014], on the back of gradually 
recovering labor markets, ebbing 
fiscal consolidation, and still low 
financing costs. The USA would 
sustain its strong recovery in 2015 
and 2016, before slowing down in 
2017.

• 

% real 
GDP 

growth

IMF World Bank

2014 2015 2016 2014 2015 2016

World 3.3 3.5 3.7 2.6 3.0 3.3

USA 2.4 3.6 3.3 2.4 3.2 3.0

Euro Area 0.8 1.2 1.4 0.8 1.1 1.6

UK 2.6 2.7 2.4 2.6 2.9 2.6

Japan 0.1 0.6 0.8 0.2 1.2 1.6

China 7.4 6.8 6.3 7.4 7.1 7.0

India 5.8 6.3 6.5 5.6 6.4 7.0
Note: In case of India, the forecast presented is for the 
respective financial year
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Developing countries growth is 
projected to gradually accelerate, 
rising from 4.4% in 2014 to 4.8% 
in 2015 and 5.4% by 2017, as 
the domestic headwinds that held 
back growth in 2014 ease and the 
recovery in high-income countries 
strengthen slowly. 

• Lower oil prices will contribute 
to diverging prospects for oil-
exporting and - importing 
countries, particularly in 2015. 
Incidentally, according to the RBI 
Dy Governor, Dr. Urjit Patel, “the 
dramatic fall in oil prices is a boon 
for us. It saves, on an annualised 
basis, around US$ 50 billion, 
roughly, one-third of our annual 
gross POL imports of about US$ 
160 billion”. 

• Slow-moving global recovery 
would have significant downside 
risks: [a] financial market 
volatility/ sudden deterioration in 
liquidity conditions, sharply raising 
developing countries’ borrowing 
costs; [b] intensifying geopolitical 
tensions, bouts of volatility in 
commodity markets, or financial 
stress in a major emerging market, 
leading to a reassessment of risk 
assets; [c] weakening of global 
trade, if the Euro Area or Japan 
slips into a prolonged period of 
stagnation or deflation; etc. 

• The forces driving the global 
outlook and the associated risks pose 
significant policy challenges. The 
report mentions that high-income 
countries, with fragile recovery, 
would have to continue with their 
accommodative monetary policy 
and a flexible approach to fiscal 
policy. But this approach needs 
to be accompanied by concrete 
medium-term consolidation plans 
and structural reforms. 

 In developing countries, global 
financial tightening could reduce 

capital flows and trigger further 
currency depreciations. Though 
depreciation may strengthen 
exports and help current account 
adjustments, they could weaken 
balance sheets and dampen 
the disinflationary effects of 
soft commodity prices. Some 
developing countries’ central 
banks may thus have to weigh 
monetary policy measures to 
support growth against those 
needed to stabilize inflation and 
currencies or bolster financial 
system stability. Fiscal stimulus 
can also be considered in the event 
of a sharp cyclical downturn. In 
practice, however, the use of fiscal 
policy as a countercyclical policy 
tool may be constrained by a 
lack of fiscal space that limits the 
ability to use fiscal stimulus and 
its effectiveness. 

 Both high-income and developing 
countries need to undertake 
comprehensive structural 
reforms, including improvements 
in institutions and public 
infrastructure, in order to promote 
growth and job creation. This will 
help lift growth towards rates 
needed to achieve poverty reduction 
targets by 2030. [Thus, the report 
truly mirrors the current policy 
challenges confronting India]

• Evidently, amongst BRICS 
countries, the projected performance 
of India and China stands out – but 
the latter is gradually decelerating in 
its growth, while India is expected 
to converge and marginally 
overtake China by 2017. In its 
exclusive Chapter on South Asia, 
the report specifically observes 
that

 “In India, a slow economic recovery 
is underway, helped by a sharp 
slide in inflation to multiyear lows 
and improving export momentum 
in line with rising demand from 
the US, a major trading partner. 
With the reform agenda building 
momentum and current account 
vulnerabilities considerably 
diminished compared to 2013, 
currency and equity markets came 
under some pressure but were 
less affected than other emerging 
market peers during an episode 
of global financial volatility in 
December 2014. The improvement 
follows a sharp slowdown in the 
previous two years ……”

 But in the case of China, the report 
points out that “structural reforms, 
a gradual withdrawal of stimulus, 
and continued measures to tighten 
credit will slow investment and 
gradually dampen growth to 6.9 
percent by 2017. The unwinding 
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of excess inventory in the housing 
sector will continue to depress 
housing prices and the removal of 
excess capacity in other industries 
will be a drag on activity (Wang, 
2011). In the short term, central 
government infrastructure and 
social housing projects, monetary 
support measures, and rising net 
exports will moderate the slowdown 
in the real estate sector and in 
industries with excess capacity”.

The Concluding Observations – the 
Message
In summing up, with less than four 
weeks to go for the presentation of 
the Budget 2015-16, IMF and World 
Bank reports along with sequence of 
recent major events in the country 
make an inspiring tale. While the 
Finance Minister would continue to 
struggle desperately in resolving the 
prevailing fiscal dilemmas confronting 
the economy – the lack-lustre growth 
of tax revenues, procrastination in 
the PSUs’ disinvestment program 
and imperatives of a sharp cutbacks 
in plan expenditure – he has every 
reason to feel confident about such 
wonderful prelude.  

Indeed, more effective tangibles 
in his kitty are: [a] fortuitous 
gains emanating from crashing 
international crude oil prices – shoring 
up indirect tax collections through 
hikes in excises on key petroleum 
products and rationalisation and 
reduction of subsidies; [b] distinctive 
comforts in the balance of trade and 
current account deficits; and [c] at a 
broader macro economic framework, 
the on-going “disinflationary” 
process. The last one has already 
prompted the RBI to finally shift 
its monetary policy stance through 
a reduction in repo rate by 25 basis 
points to 7.75%, thereby ushering the 
process of softening of lending rates. 
All these forces together have induced 
a stronger vote of confidence and 
increased FII flows in stock markets 
– the SENSEX scoring new heights 
practically everyday – it crossed the 
all-time high 29,600 on Jan 28, 2015. 
Even so, the prevailing economic 
growth and savings-investment 
matrix of the Indian economy 
continues to be severely strained, 
reflecting the limited fiscal space. 
In this context the policy advice of 
the World Bank Report assumes 

considerable signficance. It deals 
at great length with key issues 
concerning build-up of fiscal space – 
the resources capability – so that fiscal 
policy can become more effective 
not only under normal economic 
conditions, but even while dealing 
with extraordinary events like renewed 
global contractionary shock as well 
as constraints on social spending 
and poverty reduction programs. In a 
broader context of South Asia – India, 
of course, forms its integral part – it 
suggests a second generation of tax 
reforms involving [a] broadening the 
tax base and simplifying tax structures 
[for example, GST reforms]; and [b] 
strengthening tax administration and 
improving compliance.
All in all, the forthcoming budget is 
going to be a true touchstone of all 
that the PM has been promising to 
do over the last eight months. How 
will the FM leverage the recent 
economic advantages? Will it mark 
a transformational shift or just an 
incremental change! Let’s wait and 
watch….…….! 
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