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Foreword

People are the centre of banking. Deposits of customers are used for lending at a
slight higher rate and banks make a profit. Directing the loans to the vital sector of
the economy keeping in mind the Constitutions’ goal of reducing income equality
and providing equal opportunity for all banks, can turn around the economy as a
whole. All India Bank Officers Confederation has been a pioneer in raising the voice
of the people all along . A few examples are

1. When the government in the name of reforms wanted to change the banking
system as per the directives of the World bank and IMF, AIBOC constituted a
commission with renowned experts in the field of banking and brought out “an
independent commission on Banking report.” This helped the Politicians, trade
unions and the public to raise their voices against the Policy of Liberalisation,
Privatisation and Globalisation(LPG). Till now, no Bank could be privatized
because of the opposition from the Unions, Associations and the Public .

2. AIBOC constituted another committee with renowned economists Dr C P
Chandrasekhar and Dr. Jayati Ghosh to analyse the developments in the
banking system. A report was brought out in 2017 titled ,'Indian Banking,
Current Challenges and directions for future.’

3. When the Government of India introduced a bill called Financial Resolution and
Deposit Insurance(FRDI) bill ,AIBOC constituted an expert committee and
brought out the critic of the bill. AIBOC also presented its view points before the
Joint Parliamentary Committee and also explained to the people the dangerous
clauses in the bill. Finally the bill was withdrawn from the parliament in 2018.

4. When the government felt some of the Public Sector Banks were not doing well
and proposed turnaround plan for 9 Banks, the AIBOC prepared turn around
plans for each Bank and submitted to the Government of India as well as the
managements of the banks.

Now the banking system has undergone lot of changes after the reforms and the
AIBOC decided to have a collaboration with Centre for Financial Accountabilty and is
bringing out articles and reports periodically. This booklet is a joint effort to tell the
bankers as well as the public about the problems existing in the banking system at
present and also to suggest remedies. The remedies can be achieved only with the
support of the customers whose number of accounts exceed 140 crores .
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I thank the CFA and AIBOC for their effort and hope that this booklet will be an eye
opener for the planners, policy makers , bankers and the Customers. We will be
periodically updating this with more information and alternatives. I particularly
thank Anirban Bhattacharya, Amitanshu Verma, Nancy Pathak, Pranay Raj and
Haripriya Harshan at CFA.

Please discuss the book with your colleagues and customers.
Yours truly

Rupam Roy
General Secretary
AIBOC
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CFA

Centre for Financial Accountability

Preface

Working in the domain of banking, finance and accountability, our association with
All India Bank Officers Confederation is one that is of immense value to us and one
that we deeply cherish. From demonetization, to the anti-people FRDI bill, from
bank charges to write offs and NPAs, our association has been one that has not just
been effective, but has also put us on a steep learning curve. This report on the
state of banking in India in fact is an outcome of this qualitative association.

We stand today at a particular historical moment when the three decades of
reforms, the false promises of liberalization, the glitter of globalization are all
coming home to roost. It is apparent in the manner in which inequality has widened
and social cohesion has been threatened. The policies that have encouraged
concentration at the top and pauperization at the bottom has put huge strains on
the economy and the society wherein the poor and marginalized are suffering even
as the ultra wealthy splurge. Banking that was imagined as a tool to uplift the
masses, prioritize credit flow to the margins and redistribute resources have been
literally bent out of shape and turned into an instrument of accumulation at the top.
While the common depositors and the ordinary bank employees are at a loss, the
corporate giants seem to enjoy easy loans, low interest rates, astronomical write
offs, and fancy hair cuts. Each of these come at the cost of shrinking credits
available for the small businesses, farmers and ordinary citizens. So banks are
being used today to funnel public money into the coffers of the ultra rich. Is this a
system that we can bank upon?

This report puts together the machinations through which the banking landscape
has been distorted to the advantage of the state-corporate nexus; how the people
are losing out owing to privatization; and how the public sector bank employees
suffer the brunt. Does it only talk about what ails in the banking sector? No. We
stand today at a crossroad of history and we cannot fail to turn. The report at the
end also indicates the alternative pathways we need to turn towards for a healthy
and more equitable development trajectory.

Joe Athialy
Executive Director
Centre for Financial Accountabilit
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Introduction

"What really was new was the trick of claiming Neo liberalism stripped away rules
when much of what it was doing was imposing new rules that favoured banks and
the wealthy. For instance, the so called deregulation of the banks got government
temporarily out of the way which allowed bankers to reap rewards for themselves.
But, then, with the 2008 financial crisis, government took centre stage as it funded
the largest bailout in history, courtesy of tax payers. Bankers profited at the
expense of the rest of the society. In Dollar terms, the cost to the rest of us
exceeded the banks’ gains, Neo liberalism in practice was what can be described as
"ersatz capitalism" in which losses are socialized and gains privatised.

_"The Road to freedom: Economies and good society" Joseph Stiglitz, Recipient of
the Nobel Memorial Prize in Economic Sciences.

Particularly in a developing country like India, banks were meant to not just serve
their profit motive, but in fact serve as an instrument of social upliftment, economic
wellbeing and equitable growth. We banked on the public sector banks to fulfill
these priorities. But, after the introduction of neo liberal reforms the Indian banks
reversed the goals of Nationalization which has led to a similar situation as
mentioned above by Stiglitz and this can put banking in jeopardy. The question is
should the people have no say in the running of banks, should the banking sector
not serve the interests of the general masses? Particularly when they run on public
money?

Yes, banks run on people’s money and not of their own. For example the Capital of
HDFC Bank as on March 2024 was Rs. 759.69 crores whereas the deposits were Rs.
237 9786.28 crores. Loans given were Rs. 2484861.52 crores. Interest earned from
these loans was Rs. 79433.61 crores, whereas the interest paid on deposits was Rs.
43691.51 crores. The difference is Rs. 35742.21 crores. The operating profit of the
bank was Rs 31571.93 crores.

Without the deposits the Bank cannot make this profit because it does not have its
own funds. Now if the banks are being run on our money, should we not have a
right on how it runs?
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The banks have reduced interest on deposits drastically after the so-called reforms
that started in the 1990s and accelerated after 2014. The depositors who are the
real owners are at huge loss. Sadly their “interests” are not taken care of. Please
read the chapter titled “"Where is my interest rate?” in this booklet to learn more
deeply about this fraud.

If we analyze the interest paid by the borrowers one can further understand the
loot. There are only 449 accounts with credit limit of Rs. 167063 crores where the
interest charged is less than 5% for these loans which are above Rs. 100 crores
each. There are just 85 borrowers with a credit limit of Rs. 28085 crores, who pay
interest less than 6% and there are just 322 Borrowers with credit limit of Rs.
193203 crores who pay less than 7% interest. There are 2178 borrowers with credit
limit of 1491878 crores who pay less than 8% interest. There are 4757 borrowers
with credit limit of Rs. 2708094 crores who pay less than 9% interest and there are
3047 borrowers with credit limit of Rs. 1140439 crores who pay less than 10%
interest. Who are these 10838 "“poor” borrowers who pay less than
5%,6%,7%,8%,9% and less than 10% interest for loans of more than Rs. 100
crores? Definitely not farmers, not MSME borrowers, not Housing Loan borrowers,
not Education Loan borrowers, not traders, Artisans or SHG Women? Because the
ones who truly need credit support end up paying more than 10% interest and up
to 24% and for credit cards even as high as 36%.

A whopping credit limit of Rs. 5728762 crores has been given to this 10838 Neo
rich who are close to the corridors of power. Some might have got more than Rs.
1000 crore also as the average loan given to these people is more than Rs.500
crores. The reality is that under the weight of these mega loans, it is the small
credit that is suffering. This is affecting the entire economy and individual
depositors as well as borrowers. Learn more about this disparity and how the big
fish is eating away at the loans of the small in the chapter titled “The dwindling fate
of Small Credits”.

The TV and the newspapers were all talking about the NPA crisis that rocked the
banking sector in 2012-13. But we don’t hear about it as much in recent years? Did
it disappear? Far from it. In fact there is a 1.6 times increase in the accumulation of
Gross NPA across Public sector Banks at the 2014-15 level which sums to 54 lakh
crores during the two terms of this Govt. The so-called “banking miracle” has been
achieved simply by striking them off from the books using the magic wands of write
offs and haircuts. You can learn more about this magic in the chapter titled “Rising
NPAs, Mounting Write-offs: Whose gain and at what cost?” Some may say these
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write-offs are simply account book exercises that don't affect the common people.
But nothing could be further from the truth. The banks have to make provisions for
these write offs. They adjust for it by either downsizing, by laying off staff, or by
paying less interest rates to depositors, or by cutting down on loans for farmers and
MSMEs, etc.

There is a general atmosphere of disdain for the public sector and praise for the
private sector banks these days which is promoted by neoliberal mentality. But
these complaints are often shallow and ill-informed. If one looks at the
responsibility of processing government schemes, of disbursing pensions, or
providing banking service to the interior-most and rural districts and so on - one
finds that to compare the public and private sector is like comparing apples and
oranges. While it is the public sector banks that share the disproportionately bigger
pie of these social responsibilities, they are the ones who are grossly understaffed.
There has been a constant reduction of staff in the Public Sector Banks to reduce
the establishment expenses instead of increasing their income by charging higher
interest on large borrowers .This has led to customer complaints and deprivation of
reservation policy for the youth. The employee strength in Public Banks which
provide reservation is diminishing but increasing in the Private Sector. As of March
2024, there are 838927 Public Sector Bank employees and 1033290 Private Sector
employees. For these 10 lakh employees no reservation policy is implemented.
Please read more about this malice in the chapter titled "Why are Public Sector
Banks Under-staffed and who suffers?”

Ultimately where are the majority of the population from poor to middle class
pushed to? To save their little money or borrow for their daily needs, for small
business, small trade, education and even to meet their expenses for burying their
loved ones when dead? The Non- Banking Financial Companies, Microfinance
Institutions and the Co-Lenders like Adani Capital. Even the Reserve Bank of India
is heard every now and then talking about the usurious interest rates charged by
these NBFCs that are nothing but modern day moneylenders, sahukars. They
borrow cheap from public sector banks and lend at exorbitantly high interests and
also pose a grave threat to the banking sector that is overexposed. Learn more
about this concern in the chapter titled “Do Non-Banking Financial Companies
(NBFCs) in India Serve Public Interest?”.

But none of the problems are fait accompli. They are clearly the outcome of policy
decisions made since the reforms that have prioritized the profiteering by a handful
of corporates at the top instead of banking being an instrument of true financial
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inclusion and economic upliftment. If these are impacts of choices made, then
clearly we could have different outcomes, if we are able to force our governments
to make different choices pro-people instead of pro-corporate choices. Please find
at the last segment a set of recommendations towards that end.
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Where is my Interest Rate?

As of 31st March 2024, the Indian Scheduled Commercial Banks (SCBs) had Rs
21,04.039 crore in Current Account, Rs. 63,00,792 crore in Savings Bank Accounts,
Rs.12,51,022 crore in Term Deposits totalling Rs. 2,09,55,853 crores. Using these
deposits, banks had provided a loan of Rs.1,69,13,694 crore. Banks have no funds
of their own to lend to the borrowers. Their paid-up capital is very little, and they

are kept as securities.

Table 1.1: Ownership of Deposits in Scheduled Commercial Banks

{Amount in ¥ Crores)

SECTOR OF THE ECONOMY

1 General Government Sector

1.1 Central Government

1.2 State Govemment

1.3 Local Govemnment

2 Mon-Financial Corporations

2.1 Government

22 Non -Govemment

3 Financial Corporations

3.1 Deposit taking corporations

3.1.1 Banks

3.12HFCs

3.1.3 NBFCs other than HFCs

3.1.4 Cooperative Credit Societies

3.2 Mutual funds

3.3 Insurance corporations

3.4 Provident and Pension Funds

3.5 Other financial intermediaries, except Insurance
and pension funds

4 Household sector

4.1 Individuals (including HUF)

4.1.1 of which Female

4.2 Un-incorporated Enterpriss (UIE}

Source: RBI

Mar-2024

Current Saving Term Total
203882 T4TE3T 1057868 2003387
(9.64) (11.25) (8.23) (2.30)
45940 71162 258612 376714
222) (1.07) (201) 1.74)
124892 521160 508310 1154362
{5.90) (7.84) (3.96) (5.34)
32050 155315 290946 478311
(152) (2.34) (2.26) @21
286826 171821 2728747 a78Tass
41.92) (2.59) (21.23) (17.52)
74028 131753 483984 685765
(3.50) (1.98) (3.77) 3.19)
812798 40167 2244763 3097729
(38.43) (0.60) (17.47) (14.33)
218778 35084 1044178 1299020
(10.39) (0.53) (8.13) (6.01)
93885 15402 433590 542877
(4.44) {0.23) (3.37) (2.51)
54488 108 306586 361179
(2.58) (0.00) (2.39) (1.67)
1255 32 3212 4500
(0.06) (0.00) (0.03) ©.02)
30957 374 88027 119358
(1.46) (@.01) (0.69) (0.55)
7185 14330 35765 57840
(0.34) (0.22) (0.28) ©.27)
10825 17 207405 218247
(0.51) (0.00) (181) a.on
13786 137 38430 52353
(0.85) (0.00) (0.30) 024)
11335 3805 23148 38089
(0.54) {0.05) (0.18) (0.18)
89947 15802 341805 447454
(4.25) (0.24) (266) (.07
T5B556€ 6387584 T058019 13202159
(35.86) (81.04) (54.91) (61.08)
175454 5124185 5982229 11291867
(8.29) (77.08) (46.63) (52.24)
31962 1851546 2598572 4482080
(151) (27.85) (20.22) (20.74)
481460 40182 390244 911886
(22.76) (0.60) (3.04) 4.22)
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The plain truth is- ‘without depositor’s funds, banks will cease to exist.’

As one can see in the table above, more than 60% of the deposits in the banks are
from the household sector and 95% of the depositors are Individuals. Hence, the
banks have a primary responsibility towards the depositors. They should not only
keep the deposit safe but also provide a reasonable return through interest.

As the controller of the monetary system, the Reserve Bank of India has the
responsibility to ensure a reasonable return to the depositors; as it is their money
that powers economic growth through loans given to different sectors.

If we analyze the interest on Term Deposits or Fixed Deposits in the last 2 decades,
from 1999 to 2000 the average Interest on Fixed Deposits was 10 to 10.5% which
came down to 5.05% to 5.35% in 2021-22 and at present it ranges from 6.48% to
6.91%.

Till the mid-1980s, the RBI had fixed a ceiling on Interest Rate on deposits, which
was 8%. With deregulation, the Interest rate went up to more than 14% and in
1992 RBI introduced a ceiling of 13%. Again in 1997, the RBI deregulated interest
rates. So the Banks are free to decide interest rates on deposits. The highest
Interest rate offered by a Public Sector Bank is 3.5% to 7.25% in Punjab National
Bank, depending on the period of deposit. Among the private banks, it is 3.5% to
7.8% at RBL Bank while the AU Small Finance Bank offers 3.75% to 8%. Among
the Non-Banking Finance Companies (NBFCs) Bajaj Finance offers 7.1% to 8.35%
interest rates. Senior Citizens are offered 0.5% more which used to be 1% more
during the nineties.

In the last 10 years, the Consumer Price inflation averaged 5.5%. Hence, the net
return for most of the depositors could be just 1% or less.

Personal loan interest offered by Bajaj Finserv ranges between 11% to 35%. The
Personal Loan Interest charged by a few banks is given below.
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Table 1.2: Personal Loan Interest charged by a few banks

Bank Interest Rate Processing Fee
HDFC Bank | 10.75% to 24% Rs.4999+GST
Axis Bank 10.99% to 22% Upto 2% of loan

ICICI Bank 10.80% to 16.15% | Upto 2% of loan
SBI Bank 11.15% to 14.30% Upto 1.5%

BOB Bank 11.10% to 18.15% | Upto 2%

BOI Bank 10.85% onwards Upto 2%

PNB Bank 11.40% to 17.95% | Upto 1%

Source: Bank’s websites and Bankbazaar

Even on other loans, banks charge 11% to 18% other than Housing loans and Gold
loans. It is clear that the banks are looting the depositors with very little interest
paid on the fixed deposits.

The combined profit of public and private banks was Rs. 2.2 lakh crore in 2023 and
reached Rs. 3.1 lakh crore in 2024. Was this profit not made out of the deposits of
common people?

The Crime

In the name of reforms and competition, the banks were allowed to fix interest
rates on deposits. The Interest on Savings Bank Account which was 5% in 1977 for
non-cheque facility accounts came down to 4.5% in 1978 but went up to 6% in
1992. In 2003, it was brought down to 3.5%, and now it has come down to 2% to
3%, except in a few small finance banks which offer more.

As of March 2024 out of the total deposits, 9.8 % was in CA, 30.8% in SB and
59.4% in FD.

If the banks had paid 5% interest on the SB deposit of Rs.63,00,792 crore, the
general public could have earned Rs.3,15,039.6 crore instead of Rs.1,26,015.84
crore. The loss is Rs 1,89,023.76 crore.
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In the fixed deposit of Rs.1,25,51,022 crore if 4% Interest was paid more, then
Rs.5,02,040.88 crore would have been earned by the depositors.

The loss of interest in the last ten years is Rs.18,90,237.6 crore for Saving Bank
account holders and Rs. 50,20,408.8 crore for fixed deposit holders. Together the
total loss in the last 10 years is approximately Rs. 69,10,646.4 crore.

When banks charge interest on loans ranging from 10.75% to 24% is it not possible
to pay 5% interest on saving bank accounts and 10% interest on fixed deposits?
After all, this deposit alone is used for lending. Banks were paying more than this in
the nineties. How can the intermediary earn much more than the principal investor?

Other developing countries like Brazil, South Africa pay more than 10% and Russia
16%.

Pathetic State of Current Account Holders

Banks had a balance of Rs.21,04,039 crore in current accounts as of March 2024.
CA is 9.8% of the total deposits. No interest is paid on this. Initially, CA was opened
by businessmen, especially traders who would transact almost every day. They had
to keep a minimum balance of Rs 10000 in the account. But the Government and
RBI forced all Societies, Trusts and Non- Governmental Organisations to have
current accounts. The huge deposit in these accounts is free for the banks to on-
lend or even invest elsewhere.

In Hong Kong, current account holders earn interest.

Most of the Societies, Trusts and NGOs are charitable institutions. They have been
deprived of their interest by forcing them to keep funds in current accounts instead
of saving bank accounts where they can at least get some minimum interest.

Household Individual deposits provide money to the Banks!

As of March 2024, there are 16,14,51,000 current accounts with a balance of Rs.
20,60,789 crore, 22,17,10,000 saving bank accounts with a balance of Rs.
66,48,151 crore and 27,42,13,000 FD A/Cs with a balance of Rs.1,25,44,418 crore
(This small discrepancy is present in RBI data itself. See Tab 2.5 of BSR 2)
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Out of the 2,65,23,73,000 A/Cs, 2,53,06,67,000 A/Cs belong to individuals
(95.41%) and their deposit is Rs. 1,12,91,867 crore (53.12%) out of the Rs.
2,12,53,358 crore. It is these Individuals who need to be compensated.

Out of these individuals, 99,13,65,000 are women, who save money with great
difficulty. Out of Rs.1,12,06,392 crore saved by individuals other than the Hindu
Undivided Family, Rs 42,92,801 crore (38.3%) is saved by senior citizens who
require regular income from their savings.

These small depositors from the lower and middle-income groups will spend their
earnings quickly, which will help the economy to grow. Unlike the neo-rich, they
don’t invest in assets which do not help the economy to grow.

Table 1.3: Bank Group-wise Deposits of Scheduled Commercial Banks according to Broad Ownership Category.

(No. of Accounts in Thousands and Amount in ¥ Crores)

Individuals of which Female

Bank Group Name

No. of No. of No.Of
Accounts Abrionint Accounts Ambint Accounts

PUBLIC SECTOR BANKS 1596876 7245166 2854037 1665628

PRIVATE SECTOR BANKS 414773

3245320 1300494 36768 4050072 453501 7295392 |
FOREIGN BANKS TH45 80506 1999 | 28456 | 1995 919376 9540 | 999882 l
REGIONAL RURAL BANKS 286808 566698 132297 234114 11300 TATO1 298108 641599
SMALL FINANCE BANKS 42728 137819 ams | 58795 | 888 73907 43617 | 20727 |
PAYMENTS BANKS 181936 16158 58377 6183 3 1 181939 16159

ALLINDIA 2530667 11291867 991365 | 4482080 | 121707 9961491 2652973 21253358 i

MNote 1. Deposits shown under this table exclude inter-bank deposits.

Source: RBI
Where do people deposit and why?

Public Sector Banks have 1,66,56,28,000 deposit accounts which is 62.7% of the
total accounts. The deposit outstanding in March 2024 is Rs.1,20,88,599 crore
which is 56.2% of the total deposits. Regional Rural Banks (RRBs) have
29,81,08,000 accounts (11.2%) with a balance of Rs 6,41,599 crore (3.1%)
whereas the Private Banks have 45,35,41,000 accounts(17.2%) with a balance of
Rs 72,95,392 crore (34.32%).

It is very clear that people have faith in the public sector banks which are Govt
owned, and which are also nearer to them and allow less minimum balance. Private
Banks cater to the upper-income group. That’s why their number of accounts is less
but the balance is more.

Hence, the Public Sector Banks have a higher responsibility to keep up the faith.
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What needs to be done?

If the depositors withdraw in large numbers, the banks will collapse. Nowadays,
every bank runs special campaigns to mobilize CASA deposits (Current account &
Savings account) as it is cheap. Even gifts are offered. Instead, they can do these:

1. Pay 3% Interest on CA. Banks may fix a maximum number of
transactions per month above which they can charge.

2. Pay 5% interest on SB A/Cs and allow Societies, Trusts & non-profit
NGOs/ Companies to have SB A/Cs

3. Pay at least 10% Interest for fixed deposits for a period above 24
months. Pay 11% to Senior Citizens. So that they know how much they
can lend without fear of payment to the depositor in a short time.

4. Encourage Recurring Deposits of longer periods with 10% or more
interest.

5. Bring back the Perennial pension plans which existed in SBI and other
banks for periods up to 20 years. For a monthly deposit of Rs 100 for
240 months, you could get a monthly pension of Rs 1000 per month. It
is actually the interest paid on the maturity value. If one stops the
pension, they get Rs.100000.

For years the Government and the RBI have allowed banks to flourish at the cost of
the depositors who are the real owners of the banks. They are not on the Boards of
Banks; they are not told where their money is invested, and they are not even
properly cared for. Almost every customer complains of poor service due to
shortage of staff.

How to take this forward?

Trade Unions, Civil Society, Customer Rights Organisations and people have to
come together and launch a successful campaign to make both the depositors and
the banks understand the value of people’s money.
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The dwindling
fate of small



The Dwindling Fate of Small Credits

Small credits, be it for farmers, small traders or the priority sector at large, have
taken a hit over the last few decades. It is the big corporate and wilful defaulters
who have cornered the bulk of the loans and have been the biggest contributors to
Non Performing Assets (NPAs). A lot of eyebrows are raised whenever one speaks
of loan-waivers for farmers. Similarly a lot of hue and cry is made about small
traders unable to return their loans. But these should not take our eyes away from
the fact that it is not the priority sector, but rather the corporate borrowers who are
the biggest contributors to NPAs which are then written off. And the ones to pay the
price are the small borrowers and the bank employees. Because the banks not just
lay off their own staff to provision for the write offs, but also further cut down on
small credits for those who are most in need.

But was this the case always?

Well, no. The ones who laid the foundations of the Constitution were deeply aware
of the myriad inequities that posed a major challenge to the holistic development of
the nation. The Constitution thereby prescribed that the state ought to act against
concentration of wealth in fewer hands. One of the instruments that was harnessed
to achieve this were the banks. Availability of credits was a crucial measure.

In furtherance of the objectives of Regional and Functional spread of Banking, the
social orientation of commercial banking was conceived in the founding statutes of
Reserve Bank of India itself which, as a pioneering provision, entrusted to it the
responsibility of enlarging the supply of agriculture finance through co-operative
institutions or through scheduled commercial banks. It was recognized early on that
unless credit availability is democratized and prioritized as per social interests, we
won’t be on the path of equality.

There were some significant steps that were taken between 1965 and 1969 to
enhance the social control over commercial banks:

1. Introduction of the credit authorization scheme requiring banks to obtain prior
authorization for granting fresh credit limits of Rs.10 million or over to any
single party to align credit policy more closely with the five-year plan
objectives.
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2. The initiation of social control scheme in 1968 with the objectives of achieving
a wider spread of bank credit, preventing its misuse and directing a larger
volume of  credit to priority  sectors and

3. The statutory reconstitution of commercial bank boards with a majority
representation to informal sectors

These were all designed to ensure that the instruments of credit are put to the use
of lifting those at the bottom instead of favoring those at the top.

It is important to recognize that all of this was happening in a particular socio-
political context. This was the second half of the 1960s and there was a general
disenchantment about the fate of the young Republic. Twenty years since
independence, there was a growing feeling that the promises to the people were
not being realized for those at the bottom which was reflected in the growing
inequalities. This was in fact highlighted by a series of studies such as the reports of
Monopolies Inquiry Commission and Mahalanobis committee on distribution of
income and levels of living (1964). R.K. Hazari in fact submitted a detailed report to
the Planning Commission in September 1967, wherein he stated “so long as many
of the major credit institutions, are under direct control and/ or influence of big
industry and unless the linked control of the industry and bank in the same hands is
snapped, by nationalization of banks, reducing concentration of economic power
with a few was not possible”.

The historic All India Rural Credit Survey carried out in 1954 showed that formal
credit institutions provided less than 9% of credit needs in India. Moneylenders,
traders and rich landlords handled more than 75% of rural credit. Between the
1950s and 1960s a way forward was possible through co-operative societies. Their
share in rural credit was less than 5%. But it rose to 20% in 1971.

The numbers were also showing that urgent action was required. If one looked at
the sectoral distribution of bank credit in the early years of the Republic, it was
alarming. The share of agriculture in total bank credit in 1951 was 2.1%; and even
this figure had declined to 0.2% by 1965-66. After the move to impose social
control, it edged up to 2.1% in March 1967. In the case of industry, on the other
hand, its share of bank credit rose from 30.4% in 1949 to 52.7% in 1961 and
further to 62.7% in March 1966.
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Bank Nationalization paved the way for small credits

From functioning purely from a profit-motive, 14 banks were nationalized in 1969
so that they could play a larger social purpose. Another 6 were nationalized in 1980.
That is how banking was taken to the interior most areas of the country where no
private players would venture. Credits were made available to those who needed it
the most and as such banks after nationalization fulfilled a national purpose of
supporting the economy by lifting those at the bottom of the ladder.

There is a long list of policy prescriptions that made this possible.
« Maximum lending rate was fixed at 16%

e 1969 - Lead bank scheme was launched giving responsibility to one bank in
every district for overall development through Credit Plans and strictly
monitored. SBI was given responsibility in maximum backward districts
including most of North East.

e« 1972 - Priority Sector lending norms were introduced.

« 1972 - Banks were asked to lend 1% of their total loans at 4% simple rate of
interest to the weakest section of the society. (When SB Interest rate was 5%)

« 1973 - District Credit Plans came into existence

« 1975 - The borrowers were asked to bring in at least 25% of the working capital
gap.

o« 1976 - Maximum lending rate was fixed by RBI

o 1982- National Bank for Agriculture and Rural Development was formed. It
started preparing potential linked credit plans for every district.

« 1988 - Service area approach was introduced, allocating service villages to
every bank branch covering the entire country.

. Cash Reserve Ratio was steadily increased making money available with RBI.
. Statutory Liquidity Ratio was steadily increased, paving the way for Govt. to

mobilize funds through Govt. bonds.
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Priority for the Small: And it worked

Such objectives backed with policy directives for lending practices had positive
impacts on the economy and credit pattern. Two decades after the nationalization,
by 1990, data show that rural credit especially small credit increased, number of
branches increased, more in rural semi urban areas, Credit Deposit Ratio (CDR)
improved across different regions including the backward states, Priority Sector
Lending (PSL) ensured credit for core sectors like agriculture and the Lead Bank
Scheme helped planned credit disbursal in every district. Banking sector also
became an opportunity for employment and as a public institution was also
mandated to implement reservation policies. Even today the Public Sector Banks
employ over 7.8 Lakh people.

Availability of loans was a crucial aspect of planning and the structure of the
banking sector was molded to facilitate credit availability to the crucial sectors.
Steps like the credit guarantee scheme for small scale industries (started in 1960),
setting up of the Agriculture Refinance and Development Corporation (in 1975) to
support rural credit structure and the setting up of NABARD (in 1982) to support
Agriculture and Rural Development were designed to support agriculture and the
MSMEs.

Agriculture is the largest provider of livelihood to almost 55% of the total workforce.
The growth of agriculture is also linked with the agriculture credit policies of RBI
and banks. One of the factors that have contributed to the growth of the
agricultural sector has been agricultural credits from the banking system. Priority
Sector Lending (PSL) by the commercial banks has been primary among them that
have strengthened rural agricultural credit since the 1970s.

These are all steps that contributed towards addressing the many inequalities that
plagued the country. Earnings of the top 1% for instance came down from 21% in
1940 to 6% by 1990 and the earnings of the bottom 51% grew faster (Finance
Matters, June 2020). The number of rural branches itself increased from 1443 in
1969 to 35000 in 1990s and the share of rural branches increased from 18% to
58%. From agrarian credit, priority sector lending, savings and investment rate to
tackling income inequality - the contribution of nationalized banks has been
monumental in shaping the nation.

19| Unlocking banking for the people



Something changed over time

Given that India is a bank based economy., Bank deposits as percentage of GDP in
2020 was 74.95% and Bank credit to GDP was 58% as per World Bank Data. i.e.
three fourth of the GDP is deposits which is used for providing creditor investments.
So, changes in the banking sector could always produce far reaching impacts, for
good or for bad. It can be used to reduce income inequality with targeted credit. Or
it could be used to benefit a few at the cost of others by making our savings and
investments available at the behest of corporate profits. Sadly, in the later decades,
that is the direction we took as a Republic. Abandoning our Constitutional promises
of putting checks and balances on concentration of wealth, we decided to enrich a
few at the top with the hope of trickling down. The logic was applied in banking too
which proved to ring the death knell for small credits.

A lot of illogic were supplied in the name and urgency of reforms. Some said that
the practice of directing credit to chosen or priority sectors at easier interest rates
is not conducive to growth. Clearly they were talking about the growth of the super-
rich, the corporates. But it was passed off as the growth of the nation. They said
that “excessive regulation” is inimical to development. The fact that without
regulations, we ended up fostering a system of reckless lending leading to
mounting NPAs is glossed over. They also spoke about the “inefficiency” of the
public sector banks. Interestingly it is these so called “inefficient” banks that till
date have the highest customers, maximum reach in rural areas and carry the lion’s
share of the weight when it comes to discussing MUDRA loans for MSMEs, PM
SVaNidhi loans for street vendors, the Livelihoods Mission Schemes, the pension
schemes and the Jan Dhan Yojna.

Advocates of reform wanted the financial sector to be left unregulated, such that
market forces could take more “efficient decisions”. What this effectively meant was
that in economies with substantial private assets and an important role for private
agents in investment decision-making, market signals determined the allocation of
financial resources. This could mean that the demand for financial resources from
crucial sectors would not be matched by supply because uneven development and
inequality may imply that inadequate collateral is on offer, transaction costs are
high and/or private returns in particular activities to financial entities are lower-
than-expected even though the social returns from such activities are high.
Unregulated allocation of financial resources inevitably leads to the problems
conventionally associated with a situation where private rather than social returns
determine the allocation of savings and investment.
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In other words, this meant overturning the prioritization achieved under
nationalization and an end of small credits which from hereon have been in decline.

But Priorities have changed over time: The Decline of Small Credit

Such reversals have been eroding the role of the banking sector as an
instrumentality for more rapid and broad-based development. In fact, there is
evidence to suggest that the change in banking policy is one among the
contributors to the agrarian distress and rural decline that has culminated in a wave
of farmers’ suicides in different parts of the country. Already we are looking at
declining rural branches that have come down from 58% to 29% and once again
Urban and Metro cornering the maximum loans. Share of credit that co-ops supply
is now at 30% of the overall credit, which used to be more than 40% around 10

years ago.
Table 2.1
DISTRIBUTION OF OUTSTANDING CREDIT OF SCHEDULED COMMERCIAL BANKS ACCORDING TO SIZE OF CREDIT
LIMIT
(AS ON LAST FRIDAY OF December 1972)
(Amount in lakhs of rupees)
No. of Amount
Accounts % Credit Limit % Outstanding %

Rs.10,000 or less 3923638 90.40 884.49 8.35 501.71 9.03
Above Rs.10,000 and upOto Rs.1 lakh 317885 7.32 1783.27 | 16.84 645.42 11.62
Above Rs.1 lakh and upto Rs.5 lakhs 69193 1.59 1264.46 | 11.94 737.05 13.27
Above Rs.5 lakhs and upto Rs.25 lakhs 17185 0.40 1637.03 | 15.46 987.17 17.78
Above Rs,25 lakhs and upto Rs.1 Crore 4227 0.10 1840.67 | 17.39 1062.84 19.14
Above Rs.1 Crore and upto Rs.5 Crores 1185 0.03 1490.22 | 14.08 1040.89 18.74
Above Rs.S Crores and upto Rs.10

Crores 101 0.00 476.51 4.50 165.82 2.99
Above Rs.10Crores and upto Rs.25

Crores 86 0.00 1209.87 | 1143 297.83 5.36
Composite limit & unclassified 6705 0.15 0.00 114.34 2.06
TOTAL 4340205 | 100.00 10586.52 | 100.00 5553.07 | 100.00

Source: BSR, RBI

As you can see above the share of loans that were less than 10,000 rupees used to
be a whopping 90% in 1972. Due to effective credit limits in place massive loans
were none too negligible.
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Table 2.2

DISTRIBUTION OF OUTSTANDING CREDIT OF SCHEDULED COMMERCIAL BANKS ACCORDING TO SIZE OF
CREDIT LIMIT
(AS ON LAST FRIDAY OF March 1991)
{Amount in Rs. Crores)
No. of Credit % Amount
Accounts % Limit Outstanding %6

Rs.25000 or less 58784192 94.9 31462.2 21.5 27322.54 22.0
Above Rs.25000 and up0to Rs.50000 1125174 1.8 4106.85 2.8 3625.53 2.9
Above Rs.50000 and upto Rs.1 lakh 1004621 1.6 7810.12 5.3 6617.98 5.3
Above Rs.1 Lakh and upto Rs.2 Lakhs 576352 0.9 8158.47 5.6 7023.75 5.7
Above Rs.2 Lakh and upto Rs.5 Lakhs 269635 0.4 8692.42 5.9 7252.38 5.8
Above Rs.5 Lakhs and upto Rs.10

Lakhs 79481 0.1 6005.17 4.1 5109.17 4.1
Above Rs.10 Lakhs and upto Rs.25

Lakhs 53683 0.1 8987.49 6.1 7468.87 6.0
Above Rs.25 Lakhs and upto Rs.50

Lakhs 25675 0.0 9594.32 6.5 7802.03 6.3
Above Rs.50 Lakhs and upto Rs.1

Crore 14396 0.0 10563.39 7.2 8501.82 6.8
Above Rs.1 Crore and upto Rs.4 Crore 10735 0.0 21299.58 14.5 18596.99 15.0
Above Rs.4 Crores and upto Rs.6

Crores 1374 0.0 6770.13 4.6 5775.56 4.7
Above Rs.6 Crores and upto Rs.10

Crores 860 0.0 6680.06 4.6 5677.39 4.6
Above Rs.10 Crores 577 0.0 16416.57 11.2 13428.92 10.8
TOTAL 61946755 | 100.0 | 146546.77 | 100.0 124202.93 100.0

Source: BSR, RBI

The pattern remained nearly the same till 1991 wherein you can see that the share
of loans less than 25000 rupees constituted nearly 95% of the loans. But things
change drastically in the ensuing times after the reforms as is visible in the table
below. While the volume of accounts with smaller loans are much higher than the
ones getting the mega-loans, the outstanding amount is far higher for the big ticket

players.

Table 2.3: Bank group-wise outstanding credit of scheduled commercial banks according to size of credit limit

(March 2024)

Amount in Rs crore
§0.0025 and Less 64,406,258 (IF 16.0% 78,845l 0.3% [ 0.3%
|Above 0.0025 and upto 0.02 230,986,743 (IN5T 3% 1,881,242 (I 7.2% 1,300,676 (I8 T.7%
[Above 0.02 and upto 0.05 55,457 848l 13.8% 1,869,556 [ 7.2% 1,222 106 [0 7.2%
[Above 0.05 and upto 0.1 27,405,389 |F 6.8% 2,032,779 (I 7.8% 1,343,587 (I 7.9%
|Above 0.1 and upto 0.25 16,174,722k 4.0% 2595668l 10.0% 1,898,994 (I 11.2%
[Above 0.25 and upto 0.5 5,541,050|| 1.4% 1,977,266 (I 7.6% 1,515,738 (I 9.0%
[Above 0.5 and upto 1.0 1,956,036| 0.5% 1,382,067 [F 5.3% 1,042,222|IF 6.2%
[Above 1.0 and upto 4.0 924 123] 0.2% 1,750,489 |IF 6.7% 1,259,990 (I 7.4%
[Above 4.0 and upto 6.0 110,153 0.0% 546,261 4.4% 3727330 4.1%
lAbove 6.0 and upto 10.0 78,504 0.0% 644 285 |IN30.7% 419,375 27.5%
[Above 10.0 and upto 25.0 68,792 0.0% 1,139,198 (I 8.2% 700,565 | 6.7%
[Above 25.0 and upto 100.0 42 567 0.03% 2,131,957(I 2.1% 1,138,381(F 2.2%
lAbove 100.0 16,892 0.02% 7,992,300(F 2.5% 4,655,618(F 2.5%
TOTAL 403,169,077 100% 26,022,002| 100% 16,91 3,694| 100%)|

Source: BSR, RBI
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The inflated number of accounts with less than Rs. 25,000 credit is a result of the
government schemes that give token credits but then get counted in this slab. For
instance, the 84.15 lakh PM Svanidhi accounts with just Rs. 10,000 credit are
included in this less than Rs 25,000 slab. Again, 24,18,30,902 accounts were
sanctioned under MUDRA in the last 4.5 years.If the loan accounts for loans up to
Rs 5 lakhs is 286444591, the number of borrowers other than MUDRA are only
44613689. This includes HTL,farm loans, TRADERS loans, small SME loans,
Personal loans and Education loans. Do you understand why people go to NBFCs
and MFIs?

So far 46 crore MUDRA loans have been given under the scheme aggregating to
about 27 lakh crore rupees. Is it really true? Then every household should have
more than one MUDRA loan as the number of households is only 31 Crores. Where
are these borrowers and their business? Is it another Jumla?

This, while just 16,892 accounts (with above 100 crore credit limit) have an
outstanding debt of more than 4.5 lakh crore rupees!

Corporates avail cheaper loans than ordinary citizens

Table 2.4:
2024
INTEREST RATE RANGE PRIVATE HOUSEHOLD
CORPORATE SECTOR - OTHERS
SECTOR
LESS THAN 5% 0.6% 0.3%
5% AND ABOVE BUT LESS THAN 6% 0.9% 0.4%
6% AND ABOVE BUT LESS THAN 7% 2.9% 1.2%
7% AND ABOVE BUT LESS THAN 8% 12.8% 2.5%
8% AND ABOVE BUT LESS THAN 9% 35.4% 127%
9% AND ABOVE BUT LESS THAN 10% 25.1% 29.8%
10% AND ABOVE BUT LESS THAN 11% 13.5% 23.8%
11% AND ABOVE BUT LESS THAN 12% 3.7% 12.9%
12% AND ABOVE BUT LESS THAN 13% 2.0% 6.5%
13% AND ABOVE 3.1% 10.0%
TOTAL LOANS & ADVANCES 100% 100%

Source: BSR, RBI

If we make calculations based on the table above, we will see that loans with less
than 8% are much more accessible to the private corporate sector (17.2%) than
the household sector (4.4%). Again, for loans with interest rates above 11% it is
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disproportionately high among the household sector (29.4%) while low for the
corporate sector (8.8%).

Size of credit limit and interest rate ranr-wise classification of outstanding loans and advances of scheduled

commercial banks, March 2024.

Table 2.5.1:
LESS THANM 5% 5% AND ABOVE BUT LESS THAN &%
CREDIT LIMIT RANGE No. of Amount Mo. of Amount
{In ¥ Crore ) Accounts CreditLimk Outstanding Accounts Crodit Limit Outstanding
1 2 3 4 5 3
00025 and Less 1517312 16828 420 52661 70 49
Above 00025 and upto 0,02 1307148 B138 2479 147057 1335 12
Above 0,02 and upto 0.05 132103 4652 1731 113667 4443 27
Above 0.05 and upto 0.1 43728 3278 1343 2542683 20028 14260
Above 0.1 and upto 0.25 27488 4726 2801 195551 31863 24784
Above 0,25 and upto 0.5 17489 G422 4354 131623 47621 41597
Above 0.5 and upto 1.0 6273 4434 2459 41008 26551 21274
Above 1.0 andupto 4.0 4733 9814 3985 5631 10229 B3585
Above 4.0 and uplo 8.0 1146 5708 1735 B31 4150 3380
Above 6.0 and uplo 100 1157 49718 26RT 661 H285 4000
Above 10.0 and upto 25.0 1328 21210 5617 731 11888 BESG
Mbova 250 and uplo 100.0 1009 50503 8471 415 20078 13822
Abave 100.0 440 167063 34511 BS 28085 13654
TOTAL LOAMNS & ADVANCES 3061370 297598 TIB03 944085 211620 15TB46
See Notes on Tables
Table 2.5.2:
6% AND ABOVE BUT LESS THAN 7% 7% AND ABOVE BUT LESS THAN 8% 8% AND ABOVE BUT LESS THANS%
CREDIT LIMIT RANGE No. ot Amount No. ot Amaount No.of Amount
{in ¥ Crore ) Acoounts | CreditLimit Outstanding | Accounts | CresitLimi Outstanding | Accounts | CreditLimit Outstan ding
7 ] 9 10 1 12 13 14 15

00025 and Less 55974 105 8| 1aTzma 2126 1543 | 1748830 067 a7
Above 0.0025 and upto 0.02 460564 4519 3812 | 17844102 191204 171823 | 26509660 252125 250357
Above 0,02 and upto 0.05 156541 5752 4202 | sesera4 182515 144200 | 7062480 254542 231415
Above 0.05 and upta 0.1 165898 13164 s776 | 1sse10a 134853 525 | 045080 238138 173148
Above 0.1 and upto 0,25 118473 15772 15167 572408 86032 5671 | 2801217 435204 324714
Above 0.25 and upio 0.5 10115 42489 38807 128132 45114 368 | 1483850 521508 P
Above 0,5 and uplo 1.0 s2233 41623 35702 25405 20521 12456 556620 414075 323164
Above 1.0 and upto 4.0 9189 17827 13623 17244 22759 20872 233409 411172 311242
Above 4.0 and upto .0 1518 7448 5537 238 14431 526 15738 97483 74074
Above 8,0 and uplo 10,0 128 8861 748 2542 21488 13567 14280 116298 88985
Above 10.0and upto 25.0 1351 2121 15570 2660 45851 B8 12889 208533 158815
Abova 25.0 and upto 100.0 751 35758 26329 2468 138648 112025 062 417626 207086
Above 100.0 a2z 153203 145588 2178 1481878 1283268 4757 2708084 1833834
TOTAL LOANS & ADVANCES 1158459 782 319028 | 27594708 2405888 1960701 | 43314380 6067884 4478950
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Table 2.5.3:

{Amountin ¥ Crores]

9% AND ABOVE BUT LESS THAN10%

10% ANDABOVE BUT LESS THAN 1%

1% AND ABOVE BUT LESS THAN 12%

CREDIT LIMIT RANGE No. of Amount No. of Amount No. of Amount
{In ¥ Grore ) Accounts | Oredi Limit Outstanding | Accoums | CreditLimt Outstanding | Accoumts | CEOtLIMIt o standing
18 17 18 19 20 21 2 2 24
00025 and Less 4285214 5761 4sa8 | zemears 4201 2729 | 2125048 2708 2398
Above 0,0025 and upto 0,02 19321212 179961 165148 | 11301603 101788 7487 | 9831058 101280 87102
Above 0.02 and uplo 0.08 H044171 205027 164873 | so1s72 181308 137972 | 5800294 206664 150275
Above 0,05 06 uplo 0,1 4380870 333489 240701 | 43seore 336250 280807 | 4001472 209292 226755
Above 0.1 and upto 0.25 4609904 To9239 sa400 | 3100407 501003 am | 2100702 326322 259247
Above 0.25 and upto 0.5 2128375 50186 579648 819491 264197 20779 354139 128267 97747
Above 0.5 and upto 1,0 695427 435134 364500 781434 213415 154329 118401 85440 64322
Above 1.0 and upto 4.0 343143 652038 477354 170658 37313 20172 57903 112703 35361
Above 4,0 and upto 8.0 30444 184802 141490 2136 110217 TA8T3 8678 31248 25074
Above 8,0 8nd Uplo 10.0 25816 208254 151287 15104 124079 TEaE 4380 35973 26183
Above 10.08nd uplo 25.0 19517 314686 223773 13204 223553 120041 3549 56394 30416
Above 25.0.and uplo 100.0 9052 442182 276477 8175 410883 201774 2081 104320 57238
Above 100.0 2047 1140439 633753 2804 837180 am0z 605 172821 67073
TOTAL LOANS & ADVANCES 41986272 5705366 4047340 | 28207173 1725372 2315618 | 24405138 1672592 HaTH
Table 2.5.4:
12% AND ABOVE BUT LESS THAN 13% 13% AND ABOVE
CREDIT LIMIT RANGE No, of Amount No, of Amount
{In ¥ Grora } Accounts Lradie Limi Outstanding | Accounts e Limi Outstanding
25 26 an 28 29 a0
00025 and Less 1 AEHITH 8482 2533 347110280 SO0 25877
Above 0.0025 and updo 0.02 13314700 108714 a2ra 17733 30585 470514
Above 0,02 and upto 0.05 4200841 148429 108572 20118004 a7a2ed 284811
Apove 0,05 and uplo 0.1 25565187 180553 148137 543808 488878 211953
Above 0.1 and updo 0.25 927H17 140389 113420 1890573 252370 132154
Above 0,25 and upio 0.5 181906 S8511 43238 153884 71183 470548
Abdove 0.5 and uplo 1.0 43787 32378 24774 445901 33504 MiaT
Above 1.0 and upto 4.0 23878 47027 35223 20268 58074 437
Above 4.0 and upto 8.0 3016 15035 100048 4519 22611 14792
Above 8.0 and upto 10,0 2382 18455 13387 3519 25485 18078
Above 10.0 and upio 25.0 2019 33815 21972 33848 55042 3350
Above 25.0 and uplo 100.0 10487 83504 279482 1808 g92472 41644
Above 100.0 255 TS 8322 52 280714 HA79
TOTAL LOANS & ADVANCES NE25913 824371 641150 200168380 30170 137T8TA2
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There are only 449 accounts with credit limit of Rs. 167063 crores where the
interest charged is less than 5% for these loans which are above Rs. 100 crores
each. There are just 85 borrowers with a credit limit of Rs. 28085 crores, who pay
interest less than 6% and there are just 322 Borrowers with credit limit of Rs.
193203 crores who pay less than 7% interest. There are 2178 borrowers with credit
limit of 1491878 crores who pay less than 8% interest. There are 4757 borrowers
with credit limit of Rs. 2708094 crores who pay less than 9% interest and there are
3047 borrowers with credit limit of Rs. 1140439 crores who pay less than 10%
interest. Who are these 10838 “poor” borrowers who pay less than
5%,6%,7%,8%,9% and less than 10% interest for loans of more than Rs. 100
crores? Definitely not farmers, not MSME borrowers, not Housing Loan borrowers,
not Education Loan borrowers, not traders, Artisans or SHG Women? Because the
ones who truly need credit support end up paying more than 10% interest and up
to 24% and for credit cards even as high as 36%.

Till about three years back the RBI's BSR report used to show loans above 1000
crores separately. To avoid questions being raised, this separate listing has been
removed and everything is listed under the above 100 crore head. Why would such
a step be taken unless there is an intent to hide such data so that questions are not
raised about the loans of such massive scales.

In a way, it is the common people, the ordinary depositors who run the banks who
are at the losing end. They get lesser interest rates from their deposits and have to
pay higher interest rates when they take loans. In a way we are subsidizing the
corporates who avail cheaper interest rates in their loans. While a lot of hue and cry
is raised about farmers loan waivers, but the write offs to the corporates exact a
higher load on the economy. While banks can easily tide over a few farmers and
small traders defaulting on their loans, it is the giant corporate borrowers who are
behind the NPA crisis as they often refuse to pay back.

The Deliberate Demise of Small Credits

One of the means of bringing about this change was through changes made to
priority sector lending norms which altered and diluted the very social purpose that
the policy was put in place. Today we have agriculture, Micro Small and Medium
Enterprises (MSME), export credit, housing, education, social infrastructure,
renewable energy and others under PSL. On 4th September, 2021, RBI revised PSL
norms once again; this time including start - ups (uptoX50Crs), loans for
installations of solar power plants, setting up of biogas plants into priority sector
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lending. Further the credit limits of Farmers Producers Organisations (FPO) and
Farmers Producer Companies (FPC) has been increased. All of this ensured that
flow of credits to the most needy, the small and marginal farmers took a hit.

Earlier out of the priority sector corpus of loans, 18% had to go to agriculture. And
agricultural credit had to be directly given to the farmers. But with the introduction
of the new category - ‘indirect agricultural credit’, RBI allowed banks to cut down
their direct credit to farmers to just 13.5%. Rest of the 4.5%, redefined as the
indirect credit to agriculture, the bank could lend to big corporations for the
purpose of corporate farming, to set up chains of cold storages and warehouses,
agro-processing business units and even to biotechnology firms. Any lending to
such entities up to Rs. 100 Crore would be considered agricultural credit. With this
new definition, among others, companies can take credit for setting up cold
storages and warehouses for their supermarkets in metropolitan cities, and banks
can claim all of this under the agricultural credit. And now the differentiation
between direct and indirect credit has also been done away with.

RBI has also introduced something called a ‘priority sector lending certificate
(PSLC)’, to make it even easier for banks to divert funds away from agriculture. The
RBI has, actually, started a portal where banks can trade in PSLCs. The banks that
buy the PSLC, simply pay a small fee to the selling bank for ‘transferring their
agricultural credit achievement’. The actual loan and the risk associated with a loan
are not transferred. The buying bank does not even pay the face value of the loan;
it will only pay a small fee. Any banks that fall short of its agricultural credit target
of 18%, can simply go on to the portal and buy some agricultural PSLCs - which is
much more convenient than actually going to a village and lending to a farmer. The
chart shows how banks are using this option more instead of giving direct credit.
Most affected are the small and marginal farmers.

Prof. Ramakumar’s study shows that only 44% of the total agricultural credit given
in 2013 and 2014 were of size less than 2 lakhs. The rest 56 % of the Direct
Agricultural Finance, was of size more than 2 lakhs which is this farmer? It is
surprising that loans have also increased more than one Crore size. One Crore, ten
Crore, 25 Crore, that's the segment of Direct Agricultural Finance which has grown
over these years.

Also, it has been found out that 28% of the Total Agricultural Credit that is given
out by commercial banks in India are given from urban and metropolitan branches
and not by rural or semi-urban branches. Who are these? It's well known.
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Sometime back, 'Business Today’ had a cover which said India's New Farmers and
two people were on the cover - Ambani and Sunil Mittal. It turns out that 37% of
the Total Agricultural credit is given in the months of February and March when
there is no farming activity.

Table 2.6:

Year | No. of Credits
Accounts (%) | Limit (%)

1972 | 97.72% 25.19%
1991 | 99.27% 24.3%
2024 | 73.37% 7.5%

It is alarming that the share of small borrowers with loan upto Rs 2 lakhs is going
down drastically in numbers as well as amount of Credit limits sanctioned. Only
7.5% of the whole credit is less than Rs 2 lakhs which is the reason for sending
people to the modern day money lenders.

Table 2.7: Share of agriculture credit outstanding from branches (%)

Share of agriculture credit outstanding from branches (%)
Year Rural Semi-Urban Urban Metropolitan
1995 51.7% 29.3% 9.5% 9.5%
2005 43.0% 26.4% 11.7% 19.0%
2006 37.1% 25.3% 13.8% 23.8%
2011 37.9% 29.0% 18.4% 14.7%
2016 41.7% 34.3% 15.1% 8.8%
2018 39.2% 36.0% 15.2% 9.7%
2020 38.2% 36.3% 15.5% 10.0%
2023 38.9% 35.9% 14.1% 11.2%
2024 38.1% 36.2% 14.4% 11.3%

Source: BSR, RBI

The above table clearly reflects that rural credit which used to be more than 50% in
1995 has come down to 38% by 2024 while urban and metropolitan credit has
grown in its expense.
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MSMEs too, similar to agriculture, are suffering due to change in policies starting
with change in definition favoring the big players. The revised categorization of
MSMEs is affecting micro enterprises badly as they are neglected at the cost of
medium and small. The Emergency Credit Line Guarantee Scheme (ECLGS) that
was supposed to help MSMEs recover from the pandelim shock wasn’t actually easy
to be availed for a significant share of eligible borrowers shared a report. Based on
sample data of loans amounting to Rs 1.45 lakh crore disbursed out of Rs 1.7 lakh
crore in overall disbursement under ECLGS 1.0 and ECLGS 2.0 till March 2021, 57%
of borrowers said it wasn't easy to avail the credit facility. It was the smaller MSMEs
that found it most difficult. Bigger entities found it easier to avail. 61% of very
small borrowers with exposure less than Rs 10 lakh said it wasn’t easy for them to
avail credit under ECLGS.

The outcome is for all of us to see. Today those with more than INR 1000 crore
increased by 76% in the last five years at the same time when household savings
have been eroding alarmingly. This while lakhs of crores of corporate loans have
been written off at the cost of common people’s credit availability. India today is
the only country among the ultra high net worth countries who have registered an
increase in its ultra wealthy population at a time when those at the bottom have
been starved of resources and their recourse to equitable banking measures have
been done away with.
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Do Non-Banking Financial Companies (NBFCs) in India Serve
Public Interest?

Introduction: NBFCs Evolution and Growth

Non-Banking Financial Companies (NBFCs) have become a significant component of
the Indian financial landscape. While they claim to offer an alternative to traditional
banks, and are often preferred for their easier loan disbursal criteria, the
bloodsucking and exorbitant interests they are charging from the common people
has forced even the RBI to raise eyebrows even though it has allowed these NBFCs
to proliferate in recent years.

Their evolving role, particularly in light of recent partnerships with Public Sector
Undertakings (PSUs), has sparked considerable debate. This chapter explores the
origins, growth, regulatory landscape, and current dynamics of NBFCs in India,
emphasising their impact on both the banking sector and the broader economy.

Non-Banking Financial Companies (NBFCs) emerged in the 1960s as a crucial
alternative for savers and investors whose financial needs were not adequately met
by the traditional banking system. Initially, these entities focused on raising funds
from investors and extending credit to industries. Their role became more
prominent as scheduled commercial banks, particularly after nationalisation,
concentrated on lending to small retail borrowers, often overlooking other segments.
Over the decades, NBFCs diversified their operations significantly, encompassing
areas like asset finance, infrastructure finance, and microfinance. This expansion
necessitated the implementation of stricter regulations to ensure financial stability,
protect investors, and maintain market integrity .

NBFCs were initially governed by the Companies Act, but their financial
intermediary role led to additional regulations under the Reserve Bank of India (RBI)
Act. Key recommendations from the James S. Raj Study Group (1975) and the A. C.
Shah Committee (1992) helped shape NBFC regulations. By the 1990s, post-
liberalization, the sector saw explosive growth, with the number of NBFCs
increasing from 7,000 in 1981 to 30,000 in 1992.
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Recent Developments:

The sector continued to grow, particularly after being opened to Foreign Direct
Investments (FDI) in 2016. However, this growth has not been without challenges.
Regulatory failures led to the collapse of major players like Infrastructure Leasing &
Financial Services (ILFS), prompting the RBI to tighten control over NBFCs. Despite
these setbacks, the number of registered NBFCs continues to rise as can be seen in
the following figure, owing to the disproportionate policy push given to them. But is
their expansion at the cost of public sector banks? Do they serve public interest?

Chart 3.1: Registrations and Cancellations of Certificae of Registrations of NBFCs
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In the first two decades of their presence NBFCs had a moderate growth, but post
the 1990s liberalisation the sector had a boom; from 7000 in 1981, the number of
NBFCs grew to 30000 in 1992. But the growth of NBFCs was also marred by
colossal regulatory failures leading to collapse of NBFC giants like the ILFS. This
forced RBI to bring NBFCs further into its fold. The above graph not only shows the
consistent growth of NBFCs that are registered with the RBI but also the number of
companies whose registration has been cancelled which peaked in the year 2018 -
2019.
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In a recent report by RBI the shifts and changes within the sector clearly
establishes a trend where the NBFCs are slowly replacing the banks. There are
around 10000 NBFCs now. Now corporates like Reliance, Adani, Tatas, Aditya Birla,
Mahindra & Mahindra own NBFCs. What is more alarming is that Private Banks like
HDFC, ICICI have their own NBFCs which charge higher interest than the Banks.

NBFCs had traditionally been a creditor to industrial needs and it continues to do so,

but the increasing role in retail credit is a cause for concern. The Parliament
Standing committee on finance had warned about the increasing competition from
NBFCs for the Nationalised banks. The below tables and graphs show that the retail
loans including housing loans, vehicles loans, gold loans etc are second to only the

industrial credit.

Table 3.1: The sectoral deployment of NBFC credits

Sectoral Credit Deployment by NBFCs

Items End- March 2022 End- March |End- September Percentage Variation
2023 2023 2021-22 2022-23
1 2 3 4 L 6
I. Gross Advances (II + 1II) 29,52,442 34,26,970 36,93,921 9.0 16.1
II. Food Credit 1,739 - - -
III. Non-Food Credit (1 to 5) 29,50,703 34,26,970 36,93,921 8.9 16.1
1. Agriculture and Allied Activities 53,759 60,760 70,603 17.0 13.0
2 ln-clusl'ry (21to2.4) 11,31,558 12,76,666 13,45,347 6.1 12.8
2.1 Micro and Small 44,329 71,638 83,879 16.5 61.6
2.2 Medium 17,411 20,068 18,546 16.7 15.3
2.3 Large 8,94541 10,20,441 10,98,821 46 14.1
24 Others 1,75,277 1,64,519 144,101 10.2 -6.1
3. Services 4,07,367 4,76,728 4,90,536 12.2 17.0
Of which
3.1 Retail Trade 41,190 59,470 68,001 52.5 444
3.2 Commercial Real Estate 87,566 84,666 83,325 6.8 -3.3
4. Retail Loans (4.1 to 4.10) 8,38,528 10,54,530 11,96,757 125 25.8
4.1 Housing Loans (incl. priority 23,280 32,425 39,223 8.9 39.3
4.2 Consumer Durables 24,789 31,543 38,484 33.9 27.2
4.3 Credit Card Receivables 32,710 44,007 49,231 25.8 34.5
4.4 Vehicle/Auto Loans 3,35,460 3,684,475 4,33,653 52 146
4.5 Education Loans 14,162 25,352 36,330 52.7 79.0
4.6 Advances against Fixed Deposits 43 21h 247 37.0 406.9
4.7 Advances to Individuals against 13,023 14,053 18,532 56.8 7.9
4.8 Advances to Individuals against 1,19.311 1,31,165 1,40,901 57 9.9
4.9 Micro Finance Loan/SHG Loan 81,599 1,18,752 1,16,908 22.6 45.5
4.10 Other Retail Loans 1,94,153 2,72,543 3,23,248 19.0 404
5. Other Non-Food Credit 519,491 5,58,287 5,90,677 6.4 7.5

Note: Data are provisional.

Source: RBI
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Chart 3.2:

The graph below compares the credit ratio of NBFCs to SCB. NBFCs are growing
faster than the Banks.

Chart 3.2.1: Incremental Vehicle Loans: NBCs and SCBs
a. NBFCs b. SCBs
4,000,000 -
A sngao Lhl02 856551 St
sl.cmlmu SN -_- 2 50,0004 o 20048 241,657
.00,0004 et 12,968 ___-_
g 2,50,000 E:;,OD,DDO— 1.70,525 12—
£ 2000004 S Bk 2 1.50,0001
* 1,650,000
108500 1,000,000
1,00.000+ e
50 mo-. iy
0 T — T T o4 T e e s
L o ] ] ga 4 = = = =
58 o 2 & a £g ES % & 3§ £ g
= =] =) =] S = = =) =] =] g =
‘E = =] =1 = o o a = 5 = 0
= = =
=] =] = =)
M Increase W Decrease m Total M Increase H Decrease W Total

‘Sources: 1. Supervizory Returns, RBL
2. Handbook of Statistics on Indian Economy. REL

3. Report on Trend and Progress of Banking in India. various issues.

Chart 3.2.2: NBFCs’ Credit vis-a-vis SCBs’ Credit and GDP

a. Credit to GDP Ratio (end-March)
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Chart 3.2.3: Distribution of Advances against
Gold: NBFCs’ and SCBs’ (At end - March)
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NBFC'’s Partnerships with Public Sector Banks: In Whose Interest?

In recent years, partnerships between NBFCs and public sector banks have become
more common. For instance, the State Bank of India (SBI) signed a deal with Adani
Capital to collaborate on farm credit disbursement. SBI, with its vast network of
22,219 branches, 245,652 staff, and 71,968 Business Correspondents, contrasts
sharply with the limited capacity of NBFCs.

Why co-lending models have failed?

Unfortunately, several other public sector banks, including Punjab National Bank
(PNB), Central Bank of India (CBI), Bank of India (BOI), and Bank of Baroda (BOB),
have also entered into co-lending agreements with NBFCs. This model shifts direct
bank credit to indirect credit through NBFCs, a move reminiscent of the pre-
nationalization era of money lenders. Initially, banks were not allowed to lend to
NBFCs, but regulatory changes now permit up to 15% of bank credit to go to NBFCs,
translating to an additional $10 billion for these companies. This increase has
sparked concerns about a conflict of interest, as many NBFCs are also major
borrowers from banks. As on March 2024 there outstanding to SCBs is Rs 16.58
lakh crores and the share of Bank Credit in their fund mobilisation is 55.1%. But
they have very limited staff and reach because of which they have not been able to
increase farm and MSME credit.

Regulatory Concerns:

Such partnerships have raised concerns about the potential risks to the banking
sector. Despite the failures of NBFC giants like ILFS, Dewan Housing Finance
Corporation (now under the Piramal Group), SREI Finance, and Reliance Capital,
the RBI continues to support these collaborations. Critics argue that these
partnerships expose borrowers to greater risks and might lead to inefficiencies.

Shift in Lending Patterns towards retail lending

NBFCs have traditionally focused on industrial credit but are increasingly involved in
retail lending. This shift has significant implications for the banking sector and the
broader economy.
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The increasing role of NBFCs in retail lending, including housing loans, vehicle loans,
and gold loans, poses a competitive threat to nationalised banks. According to a
recent RBI report, the retail loan segment is nhow second only to industrial credit

among
NBFCs.
Chart 3.3: Retail Share - Total Loans and Fresh Accretion to NPAs
a. Retail Loans as a Share of Total Loans b. Slippage from Retail Loans as a
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Source: RBI supervisory returns and staff calculations.

As a percentage of total advances, retail loans have increased over the period.
Between April 2022 and March 2024, bank lending to the retail sector grew at a
CAGR of 25.2 percent, while lending to services - which includes bank lending to
NBFCs - grew at 22.4 percent. Regarding the fresh accretion to NPAs for PVBs, the
share of slippage from retail loans (excluding housing loans) in the overall fresh
accretion to NPAs is increasing. In 2023-24, it formed 40.0 percent of the fresh
accretion to NPAs, even though the share of these loans in total advances is 21.3
percent.

Bank Lending to NBFCs

Growth in bank lending to NBFCs is another area of concern. It can be problematic
for several reasons, including systemic risk, credit risk, regulatory arbitrage, and
liquidity issues. Bank lending to NBFCs has increased By around 74% from Rs 8.9
lakh cr in Jan 2021 to Rs 15.5 Lakh cr in April 2024. However, bank lending to
NBFCs has declined to 9.4 percent of total bank credit as of end-April 2024, down
from its peak of 10.0 percent in June 2023. From the second chart, it can be seen
that Y-o-y growth rate in lending to NBFC has also increased, however post May 23
it has decreased. This is due to the RBI.The growth has moderated from 18.9
percent in November 2023 to 14.6 per cent in April 2024.
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Agricultural Finance:

Despite the minuscule share of agricultural finance in their portfolios, NBFCs are
being pushed as partners for co-lending to increase farm loans. This strategy
highlights the irony of using NBFCs, traditionally industrial creditors, to boost
agricultural credit.

Chart 3.4: Sectoral Credit Growth of NBFCs (y-o-y)
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In March 2024, credit growth to personal loans and agriculture decelerated,
whereas growth in loans to industry and services accelerated. However, the irony is
that the industry sector has the highest percentage of outstanding loans (36.8%)
credited by NBFCs, whereas the agriculture sector accounts for just 2.1% of
outstanding loans.

Chart 3.5: Sectoral GNPA Ratio of NBFCs
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The above trend of outstanding loans in the industry sector can also be seen from
the sectoral GNPA ratios chart. The industry sector accounts for the highest GNPA

ratio at 43.2%, whereas the agriculture sector accounts for the lowest GNPA at
2.4% ratio of NBFC credit.

Current Trends:

The data for FY 2021 reveals a drastic reduction in small loans and a significant
increase in corporate loans. Loans under Rs. 1 lakh constituted 76.2% of accounts
but only 9.1% of the outstanding amount. In stark contrast, a mere 0.0004% of
accounts (13,123 accounts) held loans over Rs. 100 crores, amounting to 29.01%
of the total outstanding loans. This trend underscores the growing dominance of
large corporate loans in the banking sector.

Chart 3.6: Activity - based Credit Growth of NBFCs (y-o-y)
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The drastic reduction in microloans can be seen in Chart 2.30. Credit growth for the
largest category of NBFCs by activity, viz., investment and credit companies (NBFC-
ICCs), has been accelerating in the post-pandemic period, while NBFC-MFIs (Micro
Finance Institutions) have decreased in March 2024.

Additionally, there exists a wide gap between the outstanding loans among different
categories of NBFCs. The share of outstanding loans for NBFC-ICCs and NBFC-IFCs

stands at 57.7% and 36.6%, respectively, whereas for NBFC-MFIs, it is just 3.5%
in March 2024.
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Who is lending to NBFCs & what is the most favoured choice of instrument?

According to the latest Financial Stability report of RBI, NBFCs were the largest net
borrowers of funds from the financial system, with gross payables of ¥16.58 lakh
crore and gross receivables of X1.61 lakh crore as at end-March 2024. A breakup of
their gross payables reveals that the bulk of funds were sourced from SCBs,
followed by AMC-MFs and insurance companies (Chart 2.49 a). The choice of
instruments in the funding mix of NBFCs shows continued reliance on LT funds. The
share of LT debt instruments (held by insurance companies and AMC-MFs)
moderated in 2023-24 (Chart 2.49 b).

Chart 3.7: Gross Payables of NBFCs to the Financial System
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Implications of Co-Lending and Regulatory Challenges

The co-lending model, while designed to enhance credit flow to priority sectors, has
complex implications for both borrowers and the financial system.

Advantages and Disadvantages:

On the one hand, co-lending can increase access to credit, particularly for
underserved segments like agriculture and Micro, Small, and Medium Enterprises
(MSMEs). On the other hand, it can lead to higher costs and risks for borrowers due
to the involvement of multiple financial entities.

Regulatory Oversight:

Effective regulation is crucial to mitigate the risks associated with NBFCs and their
partnerships with banks. The RBI's enhanced oversight aims to ensure financial
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stability, but the dynamic and evolving nature of NBFC operations poses ongoing
challenges.

Do NBFCs really benefit the small industry and rural poor?

According to reports, a loan repayment crisis has emerged in rural India due to
sluggish economic recovery, weak consumer spending, and high-interest rates
imposed by Non-Banking Financial Institutions (NBFIs). The decline in tractor and
two-wheeler sales indicates reduced rural consumption, while unpredictable
monsoon patterns have further heightened uncertainties. Over time, rural
borrowers have increasingly depended on NBFIs, which charge high-interest rates.
Unlike public sector banks that focus on priority sector lending, NBFIs prioritise
profit and quickly become cautious at the first signs of financial trouble. This
situation underscores the urgent need to reassess the promotion of NBFIs over
traditional bank branches. Additionally, lenders have identified micro, small, and
medium enterprises (MSMEs) as another sector severely affected by current
uncertainties

Are NBFCs Extracting Larger Interests from Borrowers?

Non-Banking Financial Companies (NBFCs) could endanger borrower welfare unless
regulatory scrutiny is increased.

Recent data from the RBI shows that bank lending to NBFCs surged by 15%,
reaching Rs 15.5 lakh crore in April 2024, up from Rs 13.5 lakh crore the previous
year. Public Sector Banks (PSBs) have been required to increase their lending to
NBFCs despite the high default rates seen in these companies. Typically, NBFCs
secure loans from PSBs at an interest rate of about 10%, but they lend these funds
at rates of 24% or higher.

The Centre for Advanced Financial Research and Learning (CAFRAL), an institution
set up by the RBI, has raised alarms about the rising bank financing of non-banking
finance companies. They have also issued a warning about the numerous fake or
illegal lending apps available, which masquerade as legitimate services but collect
data that can be misused.

The practice of predatory lending, which includes charging exorbitant interest rates,
employing harsh recovery tactics, and engaging in deceptive practices, can severely
impact borrower welfare. This is particularly concerning for disadvantaged
households, who are increasingly becoming targets of digital lending.
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RBI Governor Admits The Malpractices by NBFCs, Putting Borrowers at Risk

In his speech, the RBI Deputy Governor has highlighted several critical points about
Non-Banking Financial Institutions (NBFIs), which are increasingly behaving like
banks by offering loans but without being subject to the same regulations and
oversight. According to one of the Financial Stability Reports, he mentioned that
from 2017 to 2022, the proportion of total financial assets held by the NBFI sector
decreased in half of the emerging market economies. However, India is one of the
few countries where the share of total financial assets held by NBFIs has grown,
and notably, in India, they are heavily involved in lending activities. He remarked,
"Recently, some business practices of NBFC-P2Ps do not seem to align with
regulatory guidelines," indicating they have been criticised for downplaying risks to
borrowers. "We are aware of the misuse of the freedom granted to the microfinance
sector, and irresponsible practices will force us to take action." The extremely high
and exploitative interest rates charged by NBFIs, along with their dubious recovery
practices and exposure to technology-related (cybersecurity) risks, have often been
highlighted.

In the latest financial Stability report the RBI has expressed concern about the
buildup of risk on the liabilities side, especially in the NBFC sector, which
constitutes more than one-fifth of the banking sector. Given the failures of big
NBFC s like IL&FS show that the risks are quite real. After all they are the largest
net borrowers from the financial system the bulk of which were from Scheduled
Commercial Banks. The banks' share in the funding mix of NBFCs has jumped from
47.5 per cent in December 2018 to 55.1 per cent in March 2024. As such a failure
of any NBFC could produce shock waves for the banking sector. The fundamental
question remains as to why has the RBI in the first place allowed this proliferation
of blood sucking NBFCs charging such high interest from common people acting
literally as predators by borrowing money from our banks.
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Conclusion

The increasing integration of NBFCs with public sector banks, thus, particularly
through co-lending models, necessitates careful regulatory oversight to balance the
benefits with potential risks. As NBFCs continue to grow and evolve, their impact on
the banking sector and the broader economy will remain a critical area of focus for
policymakers and stakeholders.

This chapter has outlined the complex landscape of NBFCs, highlighting the
challenges they pose. Moving forward, the focus should be on ensuring that these
entities contribute to inclusive and sustainable economic growth while safeguarding
the stability of the public sector banks and serving public interest. The Banks should
not be asked to lend to NBFCs and they should increase their branches and staff.
Let NBFCs mobilise funds from the market.
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Rising NPAs, Mounting Write-offs: Whose gain and at what cost?

The Indian banking sector was rocked by the NPA crisis and it grabbed the
headlines in the 2012-13 period. While the next government made tall promises
about eradicating NPAs, there in fact is a 1.6 times increase in the accumulation of
Gross NPA across Public sector Banks at the 2014-15 level which sums to 54 lakhs
cr during the two terms. They managed to make the NPAs disappear not by
addressing the fundamentals, but by using two magic wands. One of write offs and
the other of haircuts. In this chapter we will look at both, but before that, let's
know what the NPA issue is all about.

The NPA Cirisis

India's banking sector has been grappling with the persistent challenge of Non-
Performing Assets (NPAs), which are loans that have ceased to generate income for
banks due to non-payment by borrowers. This issue reflects deep-rooted systemic
challenges in lending practices and regulatory oversight. Historically, loans have
been treated as assets primarily due to the interest income they generate, a
principle grounded in traditional lending practices where some level of default was
expected and managed. However, as banks expanded their lending portfolios to
include large-scale infrastructure and development projects, they encountered
higher risks from corporate defaults, adding to the NPA problem.

As of recent reports, NPAs in India have amounted to over Rs. 7 lakh crore,
approximately 10% of all loans, with potential additional stress from restructured
and unrecognised assets potentially pushing total stressed assets to 15-20% of
total loans. Factors contributing to the rise in NPAs include the misuse of
restructuring norms, economic downturns, and sector-specific challenges such as
intense competition and external economic shocks impacting industries like steel
and telecom. This situation not only poses a threat to financial stability but also has
significant implications for economic growth and public policy.

The Emergence of Commercial Lending and the Genesis of the NPA Crisis

The concept of Non-Performing Assets (NPAs) in India traces back to the evolution
of commercial lending, particularly accelerated by neoliberal reforms in the post-
liberalization era. Initially, banking operations relied on traditional risk assessment
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models and collateral-based lending practices. However, with the liberalisation of
the economy, commercial banks were encouraged to expand their lending portfolios
to include large-scale development projects and corporate borrowers. This shift was
driven by policies aimed at reducing government intervention, fostering competition,
and lowering interest rates to stimulate economic growth.

As commercial banks embraced these new opportunities, they developed a greater
appetite for risk, driven by the potential for higher lending volumes and increased
profitability during economic booms. The reforms allowed commercial banks to tap
into larger deposits and expand their lending corpus, thereby fueling economic
expansion. However, this expansion also exposed banks to heightened risks,
including the potential for NPAs, due to inadequate risk management practices and
insufficient regulatory oversight.

Furthermore, big ticket projects, which often turn into NPAs, are exposed to climate,
environment, geographic risks and more. In addition such projects often take a
huge toll on the ecology and communities. The current lending frameworks fall
short in mandating robust environmental, social, and climate safeguards at the
level of financial institutions. Even as there is an urgent need for mandatory climate
risk assessments and sustainable practices to be integrated into the project finance
framework. This integration is crucial for mitigating long-term environmental
impacts and ensuring that financed projects do not adversely affect vulnerable
communities, as well as prevent them from turning into NPAs.

The surge in NPAs can thus be attributed to this dual effect of liberalised lending
practices—while it facilitated economic growth and access to credit, it also
heightened vulnerabilities within the banking sector, leading to challenges in asset
quality and financial stability. It was the public sector that bore the brunt.
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Chart 4.1: NPA Ratio in PSBs and PVTBs

Share of Gross NPA n Advances in PSB = Lhare of Gross NP4 n Advanices in PWBsS

Source: Database of Indian Economy, RBI

Understanding Write-Offs: Impact and Implications

Write-offs constitute a critical aspect of managing NPAs within banks' balance
sheets. Defined as the removal of non-performing loans from the financial records,
write-offs are intended to cleanse balance sheets and allow banks to focus on viable
lending opportunities. However, the process of write-offs lacks transparency and is
misused, especially in cases involving influential corporate entities.

Over the past decade, Indian banks wrote off a cumulative amount of Rs. 14.56
lakh crore, representing a significant increase compared to previous years. Yearly
write-offs by public sector banks escalated from Rs. 7,187 crore in 2013 to Rs. 1.27
lakh crore by 2023, a seventeen-fold rise. Similarly, private sector banks saw their
write-offs surge from Rs. 4,115 crore to nearly Rs. 84,000 crore during the same
period, a twenty-fold increase. Despite these write-offs, the recovery rates from
such loans remain relatively low, with only about 14% recovered between 2017-18
and 2021-22. The number of wilful defaulters has also risen, reaching 9,249 cases
involving debts of Rs. 25 lakh and above by November 2023.

The Reserve Bank of India's recent allowance has allowed corporate defaulters on
several occasions to negotiate settlements while criminal proceedings against them
continue, prompting opposition from public sector bank unions concerned about its
impact on banking transparency and accountability.
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Who is responsible and who is suffering?

The crisis of non-performing assets (NPAs) in public sector banks (PSBs) is a tale of
betrayal by the powerful, where the big corporations have wreaked havoc on the
financial stability of the nation.Once, the non-priority sector accounted for 50% of
NPAs in PSBs during the 2000s, but by 2019, this figure had skyrocketed to a
staggering 80%.

Chart 4.2: Share of Priority Sector and Non-Priorit Sector in NPA of the PSBs (%)
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It is the big sharks that are driving the NPAs, not the small fishes. It was the large
corporations which registered the sharpest rise in their NPA ratio during the recent
period. The medium-sized corporates also registered a rise in NPA ratio, though the
rate of increase was not as sharp as the large corporates.

Chart 4.3: NPA ratios of Firms.
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The weight of these bad loans crushed the PSBs, especially throughout the 2010s,
where the banks endured relentless losses despite growing operating profits. The
years from 2015-16 to 2019-20 saw these banks haemorrhage Rs 2,07,329 crore in
losses, depleting their capital reserves. To keep these banks afloat, the government
was forced to inject over Rs 3 lakh crore from 2016-17 to 2020-21.

Chart 4.4: Share of PSBs in Total Credit of Scheduled Commercial Banks (as%)
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Chart 4.5: Profit and NPA Provisions (in Rs. billion).
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The high NPAs from the elite has drained the banks' ability to lend to those in need,
leading to a sharp decline in PSBs' share of total credit disbursement. The humble
depositors find themselves bearing the brunt of this corporate greed. Lower interest
rates on their savings, higher interest rates on their loans, and increased bank
charges has become the new reality.

Banks have been restricting and putting limits on the number of times account
holders can go to bank branches to deposit or withdraw money from their own bank
accounts. Apart from putting limit on the number of times customers can visit
banks in a month, banks are also charging for providing other banking services -
penalty for not maintaining prescribed minimum monthly average balance being the
one which hurts the poor, working-class and the pensioners most, charges for using
debit cards / ATMs / cash deposit machines, NEFT & RTGS charges, SMS charges,
charges for changing the address, mobile number & other KYC related details,
account closing charges, etc. — which are supposed to be provided by banks without
any cost. These service charges hit economically weaker sections disproportionately
and eat up their small savings deposited with banks.

The cost of corporate bailouts has been cruelly transferred to the toiling masses. If
one just looks at the MSME lendings from public sector banks it has been taking the
hit.

The others to suffer are the depositors who have been receiving far less interest
rates, the silent sufferers in this saga of financial exploitation. And of course the
final ones to suffer such huge write offs and provisions have been the bank staff
who have had to endure downsizing as the banks have tried to cut overhead costs.

Failing Government Remedies: The Insolvency and Bankruptcy Code (IBC)

The fundamental cause of the NPA crisis in India was the shifting of long-term
financing to commercial banks, coupled with weak collateral, inadequate recovery
mechanisms, and insufficient safeguards. Instead of addressing these issues by
changing lending policies, conducting due diligence in identifying defaulters, and
blacklisting willful defaulters, the government introduced the Insolvency and
Bankruptcy Code (IBC) and established the National Company Law Tribunals
(NCLT).

From 2016 to 2023, 7,325 cases of defaulters were admitted under the Insolvency
and Bankruptcy Code for what is called the Corporate Insolvency Resolution Process
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(CIRP). By December 2023, Rs. 23.19 lakh crore had been admitted for resolution,
out of which only Rs. 3.867 lakh crore had been realised or was realisable. This
reflects a recovery rate of merely 32% for the cases that underwent resolution,
while for those cases that ended in liquidation, the recovery rate was abysmal at
just 5%. According to a report by credit rating agency CareEdge, the overall
recovery rate has fallen in the past few years. The cumulative recovery rate has
been on a downtrend, decreasing from 43% in Q1FY20 to 32.9% in Q4FY22, and
further down to 32% in Q1FY24. The recovery rates present a different picture if
the 12 initial big-ticket accounts announced by the RBI in 2016 are excluded. In
such cases, the recovery rate for those ending in resolution falls from 31.9% to
24.4%.

Chart 4.6:
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The IBBI reports indicate that in major cases, the average haircut is 80%. The
original requirement for creditors to agree to settlements by a 75% majority was
amended to 60%, to benefit prominent industrialists to secure substantial haircuts
on their loans. This trend indicates that the IBC has disproportionately favoured
corporations over banks.

The massive haircuts in several high-profile cases underscore the issues with the
IBC process. For instance, DHFL had an NPA of Rs. 91,000 crore and was sold to
the Piramal Group for only Rs. 37,250 crore, resulting in a 60% haircut. Similarly,
13 companies belonging to Videocon Industries with an NPA of Rs. 71,433 crore
were sold to Vedanta Group for Rs. 2,962 crore, causing banks to face a haircut of
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95.85%. Mukesh Ambani took over Alok Industries with 82% haircut and he took
over Anil Ambanis R.COM with 92% haircut. Adani has has similar takeovers too.
Other notable cases include Siva Industries settling its Rs. 4,863 crore debt for Rs.
318 crore (a 93.5% haircut), Monnet Ispat & Energy Limited being acquired by JSW
and AION Investments for Rs. 2,892 crore (a 74% haircut), and Jet Airways being
sold to Jalan Fritsch for Rs. 1,375 crore (an 82% haircut). In each case, banks and
operational creditors, such as MSMEs, have suffered significant losses. The IBC has
not deterred willful defaulters and fraudsters as the government had claimed. From
2018 to 2022, there was a 65% increase in the number of willful defaulters with
loan defaults over Rs. 1 crore.

Chart 4.7:
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In October 2021, the RBI emphasised the need for vigilant external auditors to
prevent bankruptcies. Former US Federal Reserve Chairman Paul Volcker
highlighted the importance of character in financial governance. The IBC aims to
provide a transparent, equitable, and timely resolution process, crucial for long-
term lending. However, the Indian economy is still recovering from the COVID-19
slowdown, making it premature to definitively assess the IBC's impact on NPA
resolution and sustainable GDP growth.

The Role and Challenges of National Company Law Tribunals (NCLTSs)

Central to the implementation of the IBC are the National Company Law Tribunals
(NCLTs), tasked with adjudicating insolvency cases and overseeing the resolution
process. Despite their pivotal role, NCLTs have faced significant challenges,
including judicial vacancies, procedural delays, and complexities in handling large-
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scale insolvency cases. These issues have hampered the timely resolution of NPAs
and eroded creditor confidence.

According to the Parliamentary Standing Committee’s 67th, only 25 to 30% of
cases are being resolved. Some cases take more than two years to culminate,
leading to the erosion of asset value. One of the key findings of the report
highlighted the limited capacity of the NCLT, which is currently operating at only
50% capacity, with 34 out of 62 member positions vacant and over 20,000 cases
pending. As of December 2023, 5426 cases were closed, and 44% of these resulted
in liquidation. 21% of cases are closed on appeal, and 16% by resolution. The
average resolution time is 590 days, despite the IBC limit of 330 days. Of the
ongoing admitted cases, 1295 cases (68% of 1899) have been ongoing for more
than 270 days. The code's effectiveness has been undermined by operational
challenges, including prolonged litigation, inadequate judicial infrastructure, and
ambiguities in regulatory interpretations.

The Concept of Bad Banks: National Asset Reconstruction Company Ltd (NARCL),
Challenges and limitations:

To address the persisting NPA crisis, the Indian government proposed the
establishment of a "Bad Bank" under the National Asset Reconstruction Company
Ltd (NARCL). This entity aims to aggregate and manage distressed assets by
acquiring NPAs from banks, thereby relieving them of toxic loans and facilitating
cleaner balance sheets. The Union Government has announced setting up of a Bad
Bank, officially named the National Asset Reconstruction Company Ltd (NARCL),
which will purchase loans above Rs. 500 crores from banks. NARCL will be majority-
promoted by public sector banks, with support from India Debt Resolution Co Ltd
(IDRC), wherein private lenders will hold a 51% stake and public sector banks a
49% stake.

The Bad Bank will buy non-performing assets from banks, providing 15% payment
in cash and 85% in security receipts backed by a government guarantee for five
years. However, historical data from Asset Reconstruction Companies (ARCs)
indicates minimal recovery beyond the initial 15%, often used for operational
expenses by ARCs rather than benefiting banks. This process could potentially
benefit borrowers, as banks may cease loan follow-ups, leading the Bad Bank
towards settling loans at lower rates. Consequently, the moment the NPA is sold to
the Bad Bank, the bank rids itself of the loan from its books, boosting its balance
sheet and profitability, thus making it attractive for sale.
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In India, there are 29 Asset Reconstruction Companies (ARCs) such as Reliance,
Aditya Birla, Edelweiss, India Bulls, and JM Financial, regulated under the SARFAESI
Act 2002. According to a study by the RBI published in April 2021, recovery rates
have varied significantly over the years, from as low as 8.9% in 2003-04 to a peak
of 61% in 2007-08, averaging at 27.67%. Despite initial payments of 15% by ARCs,
banks see limited recovery from them.

The RBI report raises concerns about ARCs' heavy borrowing from banks,
questioning potential fund circulation between banks and these entities. Studies,
including those by RBI, indicate modest success in recovering non-performing
assets (NPAs), reflecting the challenges ARCs face. Recent reports by Economic
Times in December 2021 highlighted income tax department scrutiny of
transactions exceeding Rs 75,000 crore allegedly involving four ARCs: CFM Asset
Reconstruction Pvt. Ltd, Omkara Assets Reconstruction Pvt. Ltd, Rare Asset
Reconstruction Pvt. Ltd, and Invent ARC Pvt. Ltd. The investigation suggests these
ARCs recovered only about 20% of acquired NPAs, prompting raids on 60 premises.

The Bad Bank alone cannot resolve this crisis without additional capital infusion and
stringent recovery mechanisms. They advocate for strengthening laws and recovery
frameworks, including personal liability for directors of defaulting companies, and
transparency in loan write-offs. Existing mechanisms like Debt Recovery Tribunals
(DRTs), established under the Recovery of Debts and Bankruptcy Act 1993, have
faced criticism for delays and inefficiencies, taking an average of two years to
resolve cases instead of the mandated six months. Calls for more DRTSs, strict
timelines, and enhanced legal frameworks have yet to be fully addressed, despite
past criticisms and recommendations for improvement.

The Way Forward: Reforms and Recommendations

The Parliament Standing Committee's report of 5th February 2016 provides
comprehensive recommendations to address the issue of non-performing assets
(NPAs) in the banking sector. Key recommendations include enhancing
accountability for nominee Directors of RBI and Ministry on Bank Boards and
CMDs/MDs of banks regarding bad loans. It suggests mandatory forensic audits for
certain borrowers to prevent fund diversion and emphasises strengthening due
diligence processes for large loans. The report advocates restructuring loans to
prioritise economic revival over asset classification benefits, and stresses the need
for equity infusion evaluation by lender banks. It proposes developing a robust
bond market and reviving Development Financial Institutions for long-term
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infrastructure financing. Furthermore, it recommends Infrastructure Finance
Companies (IFCs) to manage and invest in NPAs, allowing them to purchase
infrastructure projects that have become NPAs and keep them classified as
standard assets, thereby providing relief to stressed portfolios and facilitating
continued funding for the infrastructure sector. The report also suggests that IFCs
should be permitted to participate in equity investments. Regarding Corporate Debt
Restructuring (CDR), the report highlights the need for a more efficient and timely
resolution process, emphasising that delays in decision-making can lead to asset
erosion. It calls for improved guidelines to ensure that loan restructuring aims at
restoring project viability rather than serving malicious intent. The report also
suggests evaluating the effectiveness of CDR and other schemes, such as OTS (One
Time Settlement), SDR (Strategic Debt Restructuring), and ARC (Asset
Reconstruction Company) sales, to identify shortcomings and enhance their efficacy
in addressing stressed assets in the banking sector.

Why the Government has not implemented the recommendations is to help the
friends in Corporates who could become the richest in the World by pauperising the
poor and middle class through various means.
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Shrinking bank staff!!
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Why are Public Sector Banks Under-staffed and who suffers?

The state after liberalization was no longer one whose purpose was to abide by the
Constitutional promise of equality. Instead of acting against concentration of wealth,
the purpose was redefined to allow market forces to operate freely at the expense
of the marginalized and those at the bottom of the social pyramid. Banking, as we
observed, was a crucial instrument to be bent towards this end. One of the means
to do that was through privatization. Highly influenced by the directions of the
World Bank and finance capital successive committees since 1991 have all
recommended that the only way to improve “efficiency and professionalism” is to
privatize the public sector banks.

These recommendations along with years of campaign and propaganda that the
public sector banks are unprofessional and inefficient painted a picture of public
sector banks that was far from reality. The public was constantly fed with stories of
under-performance but not about the vast difference in the number of people the
public banks serve in comparison to their private counterparts.

Apples and Oranges

Despite all the propaganda and deliberate stranger holds around the neck of public
sector banks, in more ways than one, to compare between public and private sector
is like comparing apples and oranges.

Table 5.1: Deposits of Scheduled Commercial Banks According to Bank Group

(No. of Accounts in Thousands and Ameunt in T Crores)

PUBLIC SECTOR BANKS 754561

1367595 4146351 173724 7187687 1665628 12088599
PRIVATE SECTOR BANKS 44670 34205 944926 342173 2020242 77163 4330224 453541 7295392
FOREIGN BANKS 820 664 339818 G247 58417 2629 601647 9540 999882
REGIONAL RURAL BANKS 22425 4574 11112 277257 347379 16276 283108 298108 641599
SMALL FINANGE BANKS 6798 1467 10299 37739 59675 4410 141752 43617 21727

PAYMENTS BANKS a7 1242 72 180697 16086 0 0 181939 16159

ALLINDIA 5CB's 163216 166451 2060789 21110 6648151 274213 12544418 2652373 21253358

Note 1. Deposits shown under this table exelude inter-bank deposits.

Deposits under savings accounts & term accounts constitute the maximum deposits
in banks. Savings accounts in PSBs constitute 74% of the total savings account,
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with deposits amounting to Rs 45 lakh crore as of March 2024. In private sector
banks, savings accounts constitute around 26% of the total, with deposits
amounting to Rs 21 lakh crore.

On the other hand, term deposits in PSBs constitute around 69% of the total term
accounts, with deposits amounting to Rs 75 lakh crore. In private sector banks,
term deposits account for Rs 51 lakh crore, making up 31% of the total term
accounts.

To serve these large number of accounts we need employees. Lets see the staff
pattern in banks.
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Table 5.2: Bank Group and Population Group - Wise Distribution of Employees of Scheduled Commercial Banks

According to Category

Total Officers  Clerical  Subordinate Total

67270 55466 21503 144250 11865 5676 324 24765
5B531 4652 1448 64631 7842 1054 34 9
577 125 57 759 136 8 15 189
WA 19448 2008 52410 8271 3835 85 10392
12480 2633 18 15512 1662 158 5 1825
200 0 0 200 1 0 0 1
81214 5864 25639 72717 19731 20138 4104 43979
151124 2490 2745 163368 27430 3431 773 3163
990 188 114 1232 271 79 3 384
14439 7460 957 22856 4204 %18 134 7046
2441 1196 10 40517 3410 572 0 399
474 0 0 474 15 0 0 15
100670 60424 22162 183256 29504 24678 3807 57989
180503 9156 1933 191502 41884 3205 423 45602
2141 214 11 2486 576 8 3 B96
9710 3027 619 13356 079 1498 121 4698
35303 9501 133 44037 4583 879 18 5480
273 0 1317 3540 341 0 262 603
156212 E5211 25024 24R447 4TG0 2978B 4583 BlB41
406651 17084 2313 47604 125022 £222 6 131640
21782 849 a7 2002 6864 368 106 7358
2601 946 79 3626 879 471 8 138
3837 10789 1021 50188 T114 2228 259 9599
415 43 35 3873 611 91 4 706
HhdEE 2EUEY USAH  P4EE/Y TUISE BAZHD THUE  J0HS74
THEB0D 41282 8430 B4BSI0 202178 14002 1826 218006

25430 1376 653 27519 7847 531 Awrg IV 867
ST704 30881 W6 WME 14523 B4z S8 2%
114582 35189 1383 151154 16769 3835 Y%7 Joese
8312 423 1352 8087 978 a1 86 133
1406263 | 356116 | 109838 | 1872217 | 3so6:1 | 11121 | 19020 | 480932

58| Unlocking banking for the people



Table 5.3: Bank Staff 2024 (RBI BSR Data)

Officers | Clerical | Sub Total
PS. Banks 405366 |246965 |94348 746679
Pvt. Banks | 796809 |41282 8439 846530
For. Banks | 25490 1376 653 27519
RRBs 57704 30881 3663 92248
SFBs 114582 | 35189 1383 151154
Payment 6312 423 1352 8087
Bks
Total 1406263 356116 |109838 |187221

7

PS Banks +
RRBs 463070 |277846 |98011 838927
All Pvt 943193 78270 11827 103329
Banks |0

Source: RBI BSR data

Recent data from the RBI shows a wide gap between PSBs employees and PVSBs
employees in the rural sector. However, in semi-urban, urban, and metropolitan
areas, this gap favors private bank employees. In rural areas, public sector bank
employees constitute around 71% of the total, while private bank employees
constitute merely 29%. It shows the reluctance on the part of private banks to
cater to the rural areas highlighting once again the significance of public sector that
runs on social parameters than just market determined profit motive.

In semi-urban and urban areas, public-sector bank employees make up 47% of the
total, and private-sector bank employees account for around 53%. The gap widens
further in metropolitan areas, with public-sector bank employees constituting
around 33% and private-sector bank employees making up around 67% of the total.
At the all-India level, private-sector bank employees make up around 55%, while
public-sector bank employees constitute around 45% of the total employees.

Additionally, there exists a wide gap between the clerical staff strength in PSBs and
PVSBs. At the all-India level, clerical staff in PSBs constitute 15% of the total

59| Unlocking banking for the people



employees, whereas in PVSBs, it is just 4%. This shows how PSBs serve as
important sources of jobs for a larger section of people. By population group, the
gap is wider in rural areas compared to other groups. In rural areas, clerical staff in
PSBs make up 27% of the total employee strength, while in PVSBs, it is just 3%
showing the lack of priority that the PSVBs give to rural areas.

Table 5.4: Bank Group-Wise Deposits of Scheduled Commercial Banks According to Broad Ownership Category

(No. of Accounts in Thousands and Amount in ¥ Crores)

Bank Group Name

PUBLIC SECTOR BANKS 1596876

7245166 601813 2854037 4843433 1665628 12088589
PRIVATE SECTOR BANKS 414773 3245320 166698 1300484 38768 4050072 453541 7295392
FOREIGN BANKS 7545 80506 1999 28456 1985 919376 9540 999882
REGIONAL RURAL BANKS 286808 566898 132297 234114 11300 74701 298108 641589
SMALL FINANCE BANKS 42728 137819 30181 58795 LG 73907 43617 211727

PAYMENTS BANKS 181936 16158 58377 6183 3

-

181938 16159

ALLJNDIA 2530667 11291867 991365 4482080 121707 9961491 2652373 21253358

Note 1. Depesits shown under this table exclude inter-bank deposits.

Source: RBI

The data on deposits according to the ownership category shows that individual
deposits with banks account for around 53% of the total deposits and 95% of the
accounts, while other deposits make up around 47%. Out of the individual deposits,
those made by women account holders constitute around 40% of the total deposits
of individuals

While a lot is made of the so-called “efficiency” of the private banks and their work
culture, there is simply no comparison in terms of the work load shared by public
bank employees and that of a private bank.

SBI has 2119 customers per employee, whereas the leader among Private Sector
Banks, HDFC has just 392 customers per employee.

Similarly Punjab National Bank caters to 1728 customers per employee while the
corresponding figure for Axis bank is merely 268. So, next time we complain about
the long queues and service time taken in public sector banks we should be
informed enough to emphasize the gross understaffing of Public Sector Banks by
the government.
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Table 5.5:

Public Sector Banks

Bank No. of Employees [ No. of Customers|Customers per Employee
SBI 235,858 500,000,000 2119.919613
P“”jagaﬂiﬁo”a' 104,120 180,000,000 1728.774491
Bank of Baroda 76,493 150,000,000 1960.963748
U”iolnndsiaa”k o 75,594 210,000,000 2777.998254

Private Banks

Bank No. of Employees [ No. of Customers|Customers per Employee
HDFC Bank 173,222 68,000,000 392.5598365
Axis Bank 104,333 28,000,000 268.3714644
KOtakB“;?E‘”dra 126,193 41,200,000 326.4840364
Yes Bank 27,517 6,500,000 236.2176109

If the public sector banks have to serve the public there is a need for increase in
branches especially in Rural and Semi Urban branches and massive increase in staff
strength. But that is not the agenda of the neo liberal policies that started since the
1990s. The banking ‘reforms’ that came through the various committee
recommendations had other objectives.

We need more bank staff, not Business Correspondents

There are nearly 19.5 lakh Business Correspondents running Customer Service
Points as per the RBI Report, 2023-24.[Rural+Urban] Many of them are not able to
earn adequate income and become Business Correspondents for many banks,
NBFCs and Insurance Companies. Many customers are forced to go to them as
banks chase them to the Business Correspondents. There is nho permanency in this
job. They take commissions without authorisation. There is also no reservation
policy applied for the appointment of Business Correspondents. This is the model
that is being promoted instead of regular staff. In order to make provisions for the
huge write-offs given to the big corporations, the banks are cutting overhead costs
and that is often taking the form of cutting down on branches and staff strength
while relying on BRs.

India is one of the largest under banked countries with an average per branch
population of around 11000. The North East and Central India have very few bank
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branches compared to the West and the South. As such it makes no sense to cut
down on brick and mortar branches pushing the marginalized to the usurious
charges of Non Banking Financial Corporations.

Unless these outlets are converted into bank branches of the service area bank, the
customers are going to blame the banks. This will increase the bank employee
strength by another 19.5 lakh and credit outreach to rural and semi urban areas
will increase tremendously. This factor is also alienating customers from the public
sector banks. The data on BCs and their performance is given below.

Table 5.6: Financial Inclusion Plan: A Progress Report

FParticulars March Decambear Dacembar
2010 2022 20238

1 2 a 4

Banking Outlats in Villagas — 33,378 53,159 53. 893

Branches

Bankimg Outlets in 8,390 13.83,568 13,15.004

Willagas = 2000*— BCs

Banking Outlats in 25,784 2.95 657 2. 77.554

WVillages = 2000*— BCs

Total Banking Outlats in 34,174 16.79,226 1592 508

Willages — BCs

Banking Outlats in 142 2273 2289

Willagas — Othar Modas

Banking Outlets in Villages 67,694 17.34658 16.48.780

— Total

Urban Locations Cowered 447 4_38,333 3.58.167

Through BCs

BSBDMA — Through Branches a00 2,704 2. 780

(Mumbear in lakh)

BSBDMA — Through Branches 4. 400 1.23,6563 1.35.628

{Amount in crora)

BSBDOWA — Through BCs 130 4,082 4. 274

(Mumbar im lakh)

BSBDW — Through BCs 1,100 118,777 1,336,558

(Armount in crore)

BSBDA — Total Tas 6,786 T.053

(Mumber in lakh)

BSBDA — Total 5,500 2.40.430 2,772,186

(Amount in crora)

OD Facility Availed in BSBDAs 2 a9 53

(NMumbear im lakh)

OD Facility Availad in BSBDAs 10 546 579

(Aot in crorns)

KCC — Total (Mumb-ar in kEakh) 240 499 S0

KCC — Total (Amount in crorea) 1,24,000 766,594 8.11.906

GiCC — Total (Mumiber in lakh) 10 a7 55

GOCC — Total (Amount in crorne) 3.500 1,855,915 53,650

ICT-ANCs-BC-Tatal 270 25,434 27.294

Transactons (Mumbear in lakh)*

B T-ASC=s-BC-Total Too B.15 598 9,88 236

Transacticns (Amournt in crons)®

BCs: Business Caormespondents. BSBDAs: Basic Sawvings Bank
Daposilt Acoounis.

OD: Owvardraft. KCC:! Hegnr Cradit Card. GCCs: Genearal Craediit
Carnds.

KCoT: Imformation and Communication Technaology.

S Data are provisional. = Village populaticn.

#: Transactions during tha financial year.

Sowurce: FIF retums submitted by public sector banks, private sector
banks and regional rural bamks.
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PSBs, still relied upon to serve the nation

While the sermons for dismantling the PSBs started since the Narsimhan
Committees, till date the contribution of Public Sector Banks to Govt Schemes
remains astounding and in no way comparable to the the performance of private
banks in meeting the social objectives. The Public Sector Banks alone implement
the Govt Sponsored Schemes even if they are not remunerative and need a large
number of staff devoted for it.

As per the available data, under the much talked about MUDRA loan scheme Public
sector banks including RRBs have disbursed 110932 crores which is 33.6% of the
loans disbursed by all agencies. Private Banks have disbursed only 27.7%. Most of
it is by IDFC Bank, Bandhan Bank and Indusind Bank. Out of 62247606 loan
accounts 3676217 ACCOUNTS AND Rs.34977.76 was by SBI Whereas ICICI gave
just 376980 loans amounting to Rs.57773 Cr, Axis 810955 loans of Rs.4025 Cr,
Kotak Mahindra 5570 loans of Rs.235.43 Cr, Federal Bank 4220 loans of Rs. 131.59
Cr and Catholic Syrian Bank just 32 loans amounting to 0.56 Cr. This after the
Govt permitted these banks to conduct Govt business which gives income as well as
access to a large number of employee accounts. The rest is given by cooperative
banks and NBFCs.

Under the PM SVANidhi scheme for street vendors 90% of the loans are given by
Public Sector banks as per FE dated Sept 11,2020. Till date, SBI has disbursed
2,747,131 loans under the scheme. Punjab National Bank has disbursed 661,773
loans. ICICI has disbursed just 4493 loans.

Under Deen Dayal Antyodya Scheme NRLM AND NULM [Rs 5000 to SHG women the
best performers are UBL PNB,INDIAN BANK and SBIL. Same is the case with Stand
up India Scheme under which 10 lakh to 100 lakh loan is provided to green field
(New) projects to SC, ST and women.

If we look at the Atal Pension Yojana, the picture remains the same. It is the
understaffed public sector banks that are doing the heavy lifting even as the private
banks get all the praise for their apparent “efficiency”. See below the top 9 banks to
whom goes the credit of disbursing the most number of pensions. If you try to spot
a private footprint, you will only find one payment bank.
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Table 5.7: The Top Banks having more than 1 lakh APY enrolments during current FY 2021-22

State Bank of India 7,990,428

Canara Bank 2,65.826
Airtel Payments Bank Limited 2.06.643
Bank Of Baroda 2,01.009
Union Bank of India 1,74.291
Bank Of India 130,362

- Todian Bauk 113739

Central Bank of India 1.04.905

- Punjab National Bank 1,01.459

Source: PIB Press Release

Bank Category wise number of APY enrolments

In the table alongside you can once again see how the major share of the
responsibility of taking care of our old are still in the hands of the public sector
despite dealing with gross understaffing and being located in the most remote areas
of the country. So, next time when one sees a longish queue of senior citizens in
one of these banks waiting for their pension, before baling the bank staff, do spare
a thought about the unfairness of inadequate staffing, target-load on employees
and how it is ultimately the public who are made to suffer for such layoffs and
understaffing.
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Table 5.8:

Category of
Banks

Public Sector
Banks

Private Banks

Small Finance
Bank & Payvment
Bank

Regional Rural
Banks

Cooperative
Banks

DOP

Total

Source: PIB Press Release

As on (August
25, 2021)

2.33,26,855

20,64,342

1078019

61.31.874

841.627

3.39.915

3.30.26.232

Chart 5.1: Number of Pradhan Mantri Jan-Dhan Yojana RuPay debit cards issued in India as of August 2023, by

sector

400

Number in millions

100

11.5

Private banks

Source: Statista

293.1

Regional rural banks

Public banks

339.1

Total
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The Jan Dhan Yojana that has been one of the government’s major claims has been
handled largely by the public sector banks. Of a total 339 million debit cards, about
293 million RuPay debit cards came from public sector banks under the Indian
government's financial plan as of August 2023. Only about eleven million were
issued under the private sector.

There is no valuation that one can put to such service as there is no idea of
valuation in the market sense of the term that can be put to obligations and
responsibilities that the PSBs serve. One can only imagine what will happen with
privatization to weaker sections, farmers, middle income groups, MSMEs, women
and workers in the unorganized sector.

The new entrants and the seniors also need to constantly upgrade their knowledge
as well as skill. These cannot be achieved by short term capsule programmes or by
outsourcing them. Promoting the right attitude, skill and knowledge among the
youngsters should form the essence of the training as part of the HRD Policy. The
recurring complaints against the service of PSBs emanate from the failure of the
management to understand the significance of the training of the right kind. It can
also be noticed that very often mushroom training institutes are floated by ex-
CEOs/top executives of PSBs and through the links they have with the serving
executives they get patronage in the form of customized ‘in-company training
programmes’. The goals here are to make quick earnings and not really build the
quality needed.

In the early years of nationalization most training was provided by the full-fledged
staff training colleges and regional training centers of every PSB. Each PSB had
built its own infrastructure- well developed campus, trained faculty, drawing help
from knowledgeable executives drawn from the operations to share their practical
experience and lately computer labs to give IT related training tailored to the
bank’s needs. Specialized and advanced programmes also were designed by them
with the help of National Institute of Bank Management and RBI’s Bankers’ Training
College and College of Agricultural Banking. Such programmes also provided
opportunities for the top executives of the PSBs to interact with their field staff
periodically which in turn strengthened the two-way communication process. This
has reduced a lot affecting the quality of business as well as customer service.

On being asked why Public Sector Bank management is not incentivized as private
sector banks, the Ministry of Finance (Department of Financial Services) submitted
the following in their post evidence reply: "Government has granted managerial
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autonomy to Public Sector Banks (PSBs), allowing their Board of Directors to
exercise power in respect of decision on remuneration and compensation of officers
and staff. The Boards are free to sanction differential pay, linked to performance.
As per the PSB Reforms Agenda, Public Sector Banks have committed to reward
select top performers through a Board-approved policy that covers incentives and
fast-track promotions".

The problem is incentives to top officials has created partiality; differential pay
linked to performance has created a divide and the salary structure of bank
employees has become much inferior to Central Govt employees, RBI employees
and even LIC employees which needs to be addressed. For a robust banking sector,
we need to recruit a huge number of staff, invest in training them because
unwillingness to incur that cost in the long run will cost the banking sector and the
people of India more. Mass recruitment in Public banks will create employment with
reservation policy.
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What is to be done

1. Increase Interest Rate for SB Accounts to 5%, pay 3% Interest on CA balance
of Societies and service Organizations. Pay at least 10% Interest on fixed
deposits beyond 2 years.

2. Increase the small loans. Fix targets for micro loans. As the majority of the
population needs only small loans there should be a target for small loans which
should be monitored strictly. The Interest rate should be low. Revive the
Differential Rate of Interest Scheme under which the weaker sections are given
loans at 4% simple interest. Stop giving loans to large corporations at cheap
rates of less than 5%, 6% etc.. Implement RBI's own decision of restricting
loans to one corporate by the entire banking system to Rs 10,000 crores.

3. Increase Priority Sector Lending to 50% of total loans with a sub target for
loans below Rs.2 lakh. PSL norms should be changed to help smaller borrowers
and there should be a sub target for micro loans and SHG loans. Under
Agriculture 18% should be only for direct lending to agriculture.

4. Appoint Employee Directors in Public Sector Banks: This is a crucial issue not
only to provide employee participation in Management but also to have watch
dogs in the boards.

5. Bring back Development Banks so that commercial banks are not pushed into
risky development finance.

6. Wind up NCLT and have stringent Laws for recovery: The purpose of NCLT
seems to be only for write offs. Hence wind it up and strengthen recovery laws,
bring transparency, publish list of written off accounts and its directors and
have personal liability of board of directors including RBI and Finance Ministry
nominees.

7. Increase the Staff strength. At least double it. The public sector banks are not
able to provide excellence in customer service due to shortage of staff. Hence
immediate recruitments are needed which will also ease the unemployment
situation. Strict implementation of Reservation policy should be followed.
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8. Stop Outsourcing of essential functions like cash distribution, cleaning and
security: This takes away job security, social security and reservations. Hence
this should be reversed with regular employment.

9. Convert Business Correspondents and Customer Service Points into employees
and branches: Nearly 19 lakh lakh BCs are there in rural and urban areas.
Converting them into employees(After strict evaluation) and CSPs as branches
will transform the economy with more credit facilities.

10. Remove Bank Charges for small and middle income customers: For real
financial inclusion this is a need of the hour.

11. Have Environment and Social Safeguards for lending to large developmental
projects: Now these are talked about but nothing concrete has been done. RBI
and NABARD should arrive at norms and conditions for large projects keeping in
mind climate change and environmental concerns.

12. Stop talking about Privatisation. Privatization of banks is going to affect the
entire population in the country which has 140 crore accounts in Public sector
banks. The faith in the system will diminish. It is against the constitution which
insists on a welfare state, equity and equality. It will take away the policies of
reservation in recruitment. Hence the proposal to privatize should be withdrawn.
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