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Dear Readers,

This issue of CAB Calling contains five feature-
length articles. Allow me to give you a brief preview
of these articles.

The first article titled Agriculture and Agrifinance in
India: Issues and Priorities, dwells on the pros and cons
of the Green Revolution. It also mentions about the
priorities for future agricultural strategy for the
country. Although the Green Revolution brought
numerous benefits, not the least of which was food
security for our people and freedom from
programmes like the PL480. The impact of the Green
Revolution was uneven across various sections of
the farming population, that is why, the future
strategy for agriculture must be inclusive and
equitable by design, while also giving due
cognisance to technological improvement,
mitigating the impact of climate change and aiming
for nutritional security.

Micro enterprises frequently find themselves
neglected by formal financial institutions. An
important reason for this is that their credit history is
not easy to establish. The second article, on HOPE
Loans, argues that certain surrogates can help
lenders derive credit scores of such borrowers and
thus help them make informed decisions on
extending loans. HOPE is an acronym for Honesty,
Outlook, Personality and Economic decision-
making behaviour. An innovative method of
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measuring these competencies could well be the
game-changer in financing of micro enterprises.

The third feature article delves into a vexed
issues: that of continuing inter-state and inter-
regional disparities in the economic sphere across
the country. The problem may well have been
exacerbated with the opening up of the economy
and the greater play of market forces in the last
couple of decades. The authors have opined that
removal of gaps in human development and in
basic services and infrastructure may be the key
to resolving this persistent problem.

Mann Deshi Mahila Sahkari Bank has emerged as
a well-known name in the field of inclusive
banking. A detailed case-study on what
differentiates this bank in the crowded banking
space is sure to spur your thinking in a new
direction. It has revealed, for instance, that price
of credit is just one of the considerations of
financially excluded customers. Judicious
product design and delivery models can help
even a small bank win the favour of customers.

The fifth feature-length article in Hindi deals with
the very topical issue of consolidation in the
banking in India. The author has gone into the
depths of the issue and illuminated many aspects
of the question of consolidation among Indian
banks.

In addition to the above, there are also two
articles-in-brief, which briefly describe the use of
'customer analytics' in banking and a SWOT
analysis of cooperative banks in the country,
respectively. Three book reviews and our regular
items such as gist of important circulars related to
the College and the 'campus capsule' are sure to
give you a wholesome and fulfilling reading
experience.

Happy reading!

- Madhumita Sarkar Deb
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Agriculture and Agrifinance in India:
Issues and Priorities

K. C. Badatya*

Green revolution brought sufficiency in food production due to a combination of technologies viz., high yielding
varieties, fertilizers, improved agronomic practices, assured irrigation and price support policy. However, the
interventions mainly benefited irrigated regions and resourceful farmers, bypassing the larger segment of rainfed
farming and resource poor farmers. The future agricultural strategies need to stress upon agricultural
development that aims at greater inclusiveness and equitable transformation, whereby all farmers are able to reap
economic benefits with greater thrust on technology applications, mitigating climate change impact and

addressing nutritional security.

Introduction

Indian agriculture is witnessing radical
changes and challenges. Agriculture is the
pivotal sector for ensuring food and
nutritional security, sustainable inclusive
development and alleviation of poverty. It is
a key sector generating employment
opportunities for the vast majority of the
population. However, for some time now,
agriculture sector, as a whole, has been
confronted with numerous challenges
linked to food and energy crisis coupled
with climate change and degradation of
natural resources. While, on the one hand,
the demand for agricultural commodities is
rising steeply in tandem with the change in
lifestyle, change in food preferences of the
consumers, the agriculture sector is
struggling with decelerating profitability
with gradual decline in net return to the

farmer, on the other. The emerging
opportunities and challenges call for a
paradigm shift in policy actions to be taken
up by all the stakeholders in the entire food
supply chain to gear up agriculture and
agrifinance.

Since the beginning of the 21" century,
Indian economy experienced two
contrasting trends: (i) India is being
recognized as the global power in the key
economic sectors with consistent high
economic growth; and (ii) its slow growth
observed in the agriculture sector is causing
concerns for future food and nutritional
security of the country (ICAR, 2011). Indian
agriculture contributes to 8 per cent global
agricultural GDP to support 18 per cent of
world population with only 9 per cent of
world's arable land and 2.3 per cent of
geographical area. About 22 per cent of the

*Deputy General Manager and Member of Faculty, College of Agricultural Banking, Reserve Bank of
India, University Road, Pune - 411016. The views expressed in the article are those of the author and not
necessarily represent the views of the institution which he belongs. The usual disclaimer applies.
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country's population lives below poverty
line, and about 80 per cent of the landmass is
highly vulnerable to drought, floods and
cyclones. On the brighter side, India
possesses substantial biodiversity - nearly 8
per cent of the world's documented animal
and plant species are in India and many of
these are considered crucial for livelihood
security of poor and vulnerable. Therefore,
conservation of natural resources,
maintenance of biological wealth and
acceleration of agricultural growth are
considered of paramount importance in the
context of the future. Mainstreaming
ecology for prosperity of agriculture need to
be propagated on the lines of 'Evergreen
Revolution'.

However, the decelerating profitability with
gradual decline in net return to the farmer
poses a serious challenge before the
Government in meeting the target of
“Doubling of Farmers Income (DFI) in next
six years (2017-22). Agrifinance would play
an important role in making future
agriculture more inclusive, remunerative
and sustainable. This paper is an attempt in
a small way to enlist a few issues, challenges
and opportunities to gear up agriculture and
agrilending to the next decade. The first
section presents in brief the Seven-point
strategy evolved by Government for
doubling farmers' income. The second and
third sections elucidate the issues and
priorities on agriculture and agrifinance
separately and fourth section concludes the

paper.

I. Doubling Farmers' Income (DFI)

Government of India (Gol) unveiled a seven-
point strategy to double the income of
farmers in six years (2017-22). "In the past,
the emphasis has been on agricultural

output, rather than on farmers' incomes. I've
set the objective of doubling the farmers'
income by 2022”, Prime Minister addressed
in the Bloomberg India Economic Forum,
(Gol 2016). He also emphasized that the
target is achievable through a combination
of (i) growth in production, (ii) more
efficient input use, (iii) reduction in post-
harvest losses, (iv) higher value addition
and agro-processing, (v) reduced marketing
margins, (vi) risk mitigation and (vii)
ancillary activities.

(i) Growth in production and productivity

India has 142 million ha. of net cropped area,
out of which only 46 per cent land is under
institutional irrigation. With the objective of
providing water to every field, Pradhan
Mantri Krishi Sinchai Yojana (PMKSY) has
been launched. With the objective 'Per Drop
More Crop' to provide an end-to-end
solution in irrigation supply chains, water
resources, network distribution as well as
farm level application, an overall approach
combining irrigation with water
preservation is being adopted. In addition,
the aim is to complete pending medium and
large irrigation projects on a priority basis.
Water harvesting, management, and
watershed development projects are being
puton the fast track.

(ii) Effective use of Inputs

The 'Effective use of inputs' can lead to
increase in production and productivity
through use of improved seeds, planting
materials, organic farming, soil health, etc.
Government puts thrust on use of improved
seeds and nutrients, promoting organic
farming, curbing illegal use of urea and
ensuring its adequate supply through Neem
Coated Urea scheme. Soil Health Card

CAB Calling
January-June 2017, Issue 1/2017




Agriculture and Agrifinance in India:
Issues and Priorities

Feature Article

Scheme has helped in reducing the
cultivation cost and increased the
production by curbing misuse of fertilizers.
Farmers are also getting timely information
and advisory services through new
technologies.

(iii) Reducing Post-Harvest Losses

One of the biggest problems faced by the
farmers pertain to storage and post-harvest
losses. The farmers are being encouraged to
use warehouses and avoid distressed sales.
Loans against negotiable warehouse receipts
are being provided with interest subvention
benefits. To protect farmers from losses, the
government is focusing on development of
storage infrastructure and integrated cold
chainsinrural areas.

(iv) Value Addition and Agro-processing

The government also puts emphasis on
value addition, promoting quality and
improving food-processing capabilities
through developing forward and backward
linkage of agro processing clusters, thus
benefitting farmers and creating
employment opportunities.

(v) Reforms in Agriculture Marketing and e-
NAM

Reforms in agriculture marketing has been
initiated to ensure that a large part of the
profit reaches the farmer and the role of
intermediaries is minimized. The e-NAM
has been launched with three-pronged
strategy, i.e., three I's as institutional

reforms, incentives and infrastructure.'

Online trading has begun on various

mandis. Farmers are organized as.

Collectives, i.e., Farmer Producer
Organizations (FPOs) which will not only

help them in achieving economy of scale but
alsoincrease their bargaining power.

(vi) Risk, Security, and Assistance

The Pradhan Mantri Fasal Bima Yojana
(PMFBY), as a security shield for farmers'
income, has been under implementation
since Kharif 2016 with the lowest premium
rates fixed for Kharif (2%) and Rabi (1.5%)
crops covering both standing crops as well
as pre-sowing to post-harvesting losses.
Twenty-five per cent of the claim is settled
immediately online. The scheme has been
making a significant effect on derisking
agriculture. The remote sensing technology
and drones to estimate crop losses and settle
claims without much delay, new
technologies like smartphones are also being
used for harvesting. The Government has
also revised the norms for assistance from
State Disaster Relief Fund (SDRF) and
National Disaster Relief Fund (NDRF) with
providing compensation if at least 33 per
cent of the crop is damaged and raising the
compensation amount to 1.5 times of
damage.

(vii) Allied and Ancillary Activities

In order to increase the income of the
farmers, Government also puts thrust on
development of allied and ancillary
activities, including horticulture, dairy,
poultry, beekeeping, fisheries, agroforestry,
integrated farming and development of

-rural backyard poultry, etc. Adequate focus

is given to allied activities like poultry,

beekeeping, animal husbandry, dairy

development, and fishery. Farmers are

“encouraged to adopt integrated agriculture,

thus ushering in “Rainbow Revolution” in
order to increase the income of the farmers.

CAB Calling
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II. Agriculture: Approaching the Next
Decade: Meeting Challenges

1. Agriculture and Indian Economy

The contribution of agriculture to the Gross
Domestic Product (GDP) is declined, which
touched 15.7 per cent from about 30 per cent
in 1990-91. During the last two and a half
decades, the average annual growth of
agriculture sector was less than half (3.0%) of
the overall average growth of the economy
(6% - 7%) and industrial and service sectors
have outpaced performance of agriculture
sector. But the decrease in the proportion of
workforce engaged in agriculture did not
commensurate with the decline in share of
agriculture to the total GDP. Agriculture
sector still provides employment to about 52
per cent of the workforce that used to be
about 61 per cent in 1990-91. These starkly
different trends reveal that incomes in non-
agriculture sector are growing faster than
agriculture sector and a sizable workforce
from agriculture needs to be shifted to non-
agriculture sector for income and livelihood
opportunities. New avenues, activities,
subsectors, sectors, technologies need to be

promoted that raise agricultural income and
ensure employment opportunities in the
agri-supply chain to a majority of the
workforce.

2. Growing food demand

Total production of foodgrain during 2015-
16 isreported at 251.6 million tonnes and itis
estimated to grow to 273 million tonnes
during 2016-17 (Gol, 2017). There are
projections that demand for foodgrains
would increase to 345 million tonnes by 2030
(ICAR, 2011), means in the next 13 years,
production of foodgrains needs to be
increased at the rate of 5.5 million tonnes,
annually. The demand for high-value
commodities (such as horticulture, dairy,
livestock and fish) is increasing faster than
foodgrains. For most of the high-value food
commodities demand is expected to
increase by more than 100 per cent by 2030
(Table 1). These commodities are perishable
in nature and require appropriate
infrastructure for handling, value-addition,
processing and marketing. This will be a
challenge as well as an opportunity to be
seized in the next decade.

Table 1: Demand for high-value commodities by 2030

Foodgrains High Value Commodities

No 2000 | 2030 | No. 2000 | 2030
1 Ipulses 14 30 | 1 [Meat 45 15
2 |Cereals 33 102 | 2 [Fish 6 16
3 |Wheat 84 95 | 3 |Eggs 17 57
4 |Rice 81 156 | 4 |Fruits 43 110
5 Foodgrains 192 345 5 [Vegetables 93 180
6 |[Milk 76 182

Source: Vision 2030, ICAR, New Delhi, January 2011.
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There are many other studies which have
projected the demand for foodgrains under
alternative assumptions of income growth,
distribution of income and future dynamics
of rural and urban populations accompanied
by lifestyle changes. Substantial increase in
the consumption of high-value food
commodities like fruits, vegetables, milk,
meat, fish and eggs have been projected
(Table2).

Table 2: Projected Demand for Major Food
Commodities

Commodities Projected Demand
(million tons)

2030* 2050**
Cereals 284 359
Pulses 26.6 46
Edible Oils 21.3 39
Vegetables 192 342
Fruits 103 305
Milk 170.4 401
Sugar 39.2 58
Meat g2 14
Egg 5.8 10
&h 111 22

Source: Kumar (2016) for projected demand in 2030, NCAP
Vision 2050 for projected demand in 2050

It is encouraging to note that for majority of
the commodities, outputs have outpaced the
projections due to technological
improvements and better logistics. So it is
expected that the rising food demand will be
accompanied by increasing demand for its
safety and quality owing to rising health
consciousness and lifestyle changes among

the masses. The main challenge will be to
develop technologies, practices, varieties
and breeds that are high-yielding, laden
with nutrients and micronutrients and safe
for human health. The opportunities would
be in augmenting farm incomes, generating
employment and in involving a number of
additional stakeholders in the food-supply
chain. The key challenges would be to
develop appropriate technologies and
management options to raise productivity to
meet growing food demand and also
developing appropriate technologies, create
required infrastructure and to evolve
institutional arrangements for production,
post-harvest, quality control technologies
and marketing of high-value and perishable
commodities and their value-added
products.

3. Turning around Smallholders' Agriculture

The average size of the landholding declined
from 2.30 ha.in 1970-71 to 1.15 ha. in 2010-11,
and absolute number of operational
holdings increased from about 70 million to
138 million (Table 3). If this trend continues,
the average size of holding would be mere
0.68 ha. in 2020, and would be further
reduced to a low of 0.32 ha. in 2030 ICAR
2011). This is a very complex and serious
problem, when share of agriculture in GDP
is declining, average size of landholding is
contracting, and number of operational
holdings are increasing.
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Table 3: Number of Holdings, Operated Area and Average Size of Holdings as

perAgriculture Census, 2010-11

No. Size Classes of | Number of operational | Operated area | Average size of
Holdings Holdings (in X000) (in T000 ha.) | holdings (in ha.)

1 Marginal 92826 35908 0.39

2 Small 24779 35244 1.42

8 Semi medium 13896 37705 271

4 Medium 5875 33828 5.76

5 Large 973 16907 17.38

All Size Classes 138348 159592 1.15

Declining size of land holdings without any
alternative income-augmenting opportunity
is resulting in fall in farm income, causing
agrarian distress. The collectivization
initiatives taken up through constitution of
FPCs and FPOs are giving significant
positive outcomes. Along with constituting
FPCs/FPOs in large numbers, design
thinking process needs to be initiated to
make this collectivization initiative
sustainable. FPCs/FPOs can turn around the
agricultural economy provided they
promise farmers sustainable and better
returns to farming and these institutions
would not garner adequate returns without
farmers buying to a self-sustained business
model (Shah, 2016). Therefore, the future is
to see how this initiative is taken forward
with FPOs bringing out a well-planned
vision document containing self-sustained
business models.

4. Improving the Production Setting

The problem of land-and-water degradation
is becoming a key constraint in augmenting
agricultural production. Available estimates
reveal that nearly 120.7 million ha. of land in
the country is degraded due to soil erosion
and about 8.4 million ha. has soil salinity and
water-logging problems. Besides, huge

quantities of nutrients are lost during crop-
production cycle. Annually, India is losing
nearly 0.8 million tonnes of nitrogen, 1.8
million tonnes of phosphorus and 26.3
million tonnes of potassium deteriorating
quality and health of soil (ICAR, 2011).

The issue of imbalanced application of
nutrients has further aggravated the
problem along with excessive mining of
micro-nutrients, leading to deficiency of
macro- and micro-nutrients in the soils.
While the overall consumption of fertilizer
has increased from 70 kg. per ha. in 1991-92
to 169 kg. per ha. by 2015-16, the N, P, K
balance particularly, in high fertilizer use
areas (e.g. Northwest India) is seriously
distorted. It is apparent that an integrated
nutrient management (INM) approach is
required to enable a balanced use of
fertilizers for optimum results. Thrust
should be on nutrients and promoting
organic farming, curbing illegal use of urea
and ensuring adequate supply through the
ongoing Neem Coated Urea scheme. The
issue of soil testing cards and setting up of
adequate capacity for soil testing labs in
Krishi Vikas Kendras (KVKs) need to be
pushed further to encourage precise use of
fertiliser and micro nutrient to enhance
productivity of soil.
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Quality seed is considered as a catalyst of
change in agriculture. The Green Revolution
in India during the late sixties and seventies
witness to this truth. During the decade of
2000s, Bt cotton seeds and hybrid maize
seeds have shown spectacular results. While
increasing the level of public investment in
domestic R&D is important, institutional
reforms can lead to large scale private
participation. Overall, the seed replacement
rate (SRR) has been improving, but much
more needs to be done in this regard to give a
boost to productivity through seed
improvement in the next decade.

Similarly, the green-revolution belt is
exhibiting second-generation problems
owing to over-exploitation and

mismanagement of soil-and-water
resources. Only 46 per cent land is under
institutional irrigation (Table 4).In rain-fed
areas, on the other hand, where the majority
of the rural population live, agricultural
practices need adapting to reduce soil
erosion and increase the absorption of
rainfall. Over-exploited and degrading
forest lands need mitigation measures. In
order to address the issue, watershed
management programs, where
communities engage in land planning and
adopt agricultural practices that protect
soils, increase water absorption and raise
productivity through higher yields and crop
diversification need to be strongly
advocated.

Table 4: Distribution of Net Irrigated Area and Net Area Sown by Size Groups of Holdings as per

Agriculture Census 2010-11

No.|Major size classes| Net Irrigated Area Net Sown Area Percentage of Net
of holdings Area | per cent to Total| Area | per cent to Total hxigated Asrsjvflo et Azen

1 [Marginal 16835 26.07 32219 22.81 52.25
2 |Small 14263 22.09 31976 22.63 44.61
3 |Semi-medium 14995 —23.22 33778 2391 44.39
4 |Medium 13266 20.55 29442 20.84 45.06
5 |Large 5209 8.07 13864 9.81 37.57

Total 64567 100.00 14127 100.00 45.70

Source: Agriculture Census 2010-11, Ministry of Agriculture and Cooperation, Gol

Ways to radically enhance productivity
through irrigation (“per drop more crop”)
need to be found out. Underground piped
conveyance, (as is the practice in Punjab),
better on-farm management of water (Pani
Panchayats in Odisha and Water Users
associations in Andhra Pradesh), and use of
more efficient delivery mechanisms through
drip and sprinkler irrigation are among the
actions that could be taken in a larger scale.

In order to achieve the 'per drop more crop'
goal, the Union Budget 2017-18 has created a
dedicated Micro Irrigation Fund of Rs.5,000
crore in Nabard for promoting drip and
sprinkler irrigation.

5. Exploring Value Addition and Processing:
Connecting the World through Agri-business
Opportunities

The landscape of agriculture, including
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agribusiness in the supply-chain operations
and management is expanding fast and
adequate opportunities need to be exploited

food processing industries to GDP total and
GDP agriculture, its growth is presented in
Table5.

in food processing sector. Contribution of

Table 5: Contribution of Food Processing Industries to Gross Domestic Product at 2011-12
Prices (Rs. Crores)

S.No. |Economic Activity 2011-12 2012-13 2013-14 2014-15
1 GDP-All India 81,95,546 85,99,224 91,69,787 98,27,089
GDP- Manufacturing 14,82,158 15,74,471 16,58,176 17,76,469
3 GDP-Agriculture, Forestry and|  15,05,580 15,23,470 15,79,290 15,82,851
4 GDP-FPI 1,50,370 1,43,364 1,49,555 1,60,224*
(%) Growth
Economic Activity 2012-13 2013-14 2014-15
5 GDP-All India 4.93 6.64 v Vi
6 GDP-Manufacturing 6.23 5.32 7.13
- ;Sigl;-ggriculture, Forestry and| 119 3.66 023
8  |GDP-FPI -4.66 4.32 7.13
(%) Share of FPI
Economic Activity 2011-12 2012-13 2013-14 2014-15
9  |GDP-AllIndia 1.83 1.67 1.63 1.63
10  |GDP-Manufacturing 10.15 911 9.02 9.02
1 g?hl;‘;gr e s Lo T 9.41 9.47 10.12

The corporate sector has been investing at
different levels in the supply-chain, thus
linking production eco-regions with

Table 6: Foreign Direct Investment (FDI)
Inflow in the Food Processing Sector

consumers in the promising domestic and S. Year FDI FDI
P . ,g No.|(April- March) |(Rs Crore) | (US $ Million)

global markets. Foreign Direct Investment . R

(FDI) Inflow in the Food Processing Sector B58i00 188.67

has been gaining momentum (Table 6). . DILRC 826.16 17021
3 2012-13 2193.65 401.46
4 2013-14 25,106.78 3,982.88
5 2014-15 3,159.36 515.86

Source: Department of Industrial Policy and Promotion
(DIPP)
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As new opportunities have emerged in agri-
trade throwing challenge of competing
globally, issues related to sanitary and
phyto-sanitary measures need to be
appropriately addressed. The critical issue
for the future agriculture is to evolve
mechanisms for linking front-end activities
of agricultural supply-chain (wholesale,
processing, logistics and retailing) with its
back-end activities of farm production that
would lead to enhanced efficiencies, ensured
remunerative prices to producers, assured
markets and reduced production and
market risks (Rao, 2010). The e-NAM project
has been launched for an integrated, unified
seamless market cutting across State
boundaries. Plenty of opportunities for
strong public-private partnerships as well as
for efforts towards fostering relevant agro-
enterprises and technology incubators are
coming up and need to be pushed further.

However, agricultural marketing is
unorganized and inefficient; losses as high as
18 - 25 per cent occur in the entire food
supply-chain. Markets for value-added and
processed commodities are consistently
increasing with new demands from
consumers. Low-cost improved technologies
to link production to processing are required
to unleash potential and improve market
efficiency and to remain competitive
simultaneously. A three-pronged strategy is
needed to reduce post-harvest losses and
exploring opportunities in value addition and
processing.(i) compress supply-chain by
linking producers and markets; (ii) promote
processing of food commodities in

production catchments to add value before
being marketed; and (iii) develop small-scale
processing refrigerated chambers or cold
storages using conventional and non-
conventional sources. d

Public-private partnership (PPP) need to be
pushed further. Firstly, commodity-specific
agri-export zones identified earlier may be
given adequate 'focus'. Secondly, all efforts
need to be directed towards productivity
enhancement, to 'grow' more, ensuring
quantity and quality for value addition,
processing and market penetration both
domestic and export. Thirdly, 'partnering'
with private corporate entities will lead to
growth, both in volume and scale. Private
sector participation need to be ensured for
market tie-ups, processing and exports. A
well-coordinated value chain finance need
to be ensured in partner with financial
institutions. Lastly, 'reforms' are necessary in
marketing (APMC and e-NAM) and other
private participation. Government has to
play a lead role as an enabler, creating an
enabling environment in terms of building
incentives and adequate infrastructure.

The country had already created 31.8 million
tons of cold storage space as at end 2014,
almost 90 per cent of the overall capacity
required with a current gap of 3.28 million
tons in cold storage space (Bulk & Hub).
However, there exist other critical gaps for
integrating the cold-chain, as a medium that
connect farms with markets. The current
status and gaps in cold-chainareat Table 7.
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Table 7: Gap Analysis of Cold-Chain Infrastructure in India

Type of Infrastructure I[I{fl;fil::;::;: Infz:arset;':;c;ure All India Gap | Shortfall (%)
Integrated Pack-house 70,080 nos. 249 nos. 69,831 nos. 99.6
Reefer Transport 61,826 nos. <10,000 nos. 52,826 nos. 85
Cold Storage (Bulk) 341,64,411 MT 318,23,700 MT | 32,76,962 MT 10
Cold Storage (Hub) 9,36,251 MT
Ripening Units 9,131 nos. 812 nos. 8,319 nos. 91

Infrastructure in number, refers predefined unit size; in M'T denotes metric tonnes

Source: NCCD (2015)

6. Promoting Technology: Reforming
Research

Technology needs to play a major role in
future agriculture. Focus should be on a
'Technology-led Growth' as technology will
drive a third of growth in agriculture in
future (Alagh, 2016). Promoting new
technologies and reforming agricultural
research and extension are major factors that
can raise the efficiency level of agriculture
during the next decade. There is little
connection between research and extension.
The private sector involvement in Indian
agriculture is a recent development.
Successful examples like Bt cotton, hybrid
maize, pusa basmati rice, etc. suggest
beneficial outcomes arises from public sector
partnership with the private sector farmer
groups. The government has to play a more
proactive role as coordinator, facilitator and
also as a regulator. The investment in
agricultural research continues to be as low
as 0.5 per cent of the agricultural GDP as
compared to 2-3 per cent in developed
countries, which may constrain rapid
development of technology for productivity
increase.

Coming to application of information
technology (IT), India is the world's largest
sourcing destination for the IT industry,

accounting for approximately 67 per cent of
the US$124-130 billion market. However, the
emergence of farm technologies integrated
with a robust information and
communication technology (ICT) framework
is still evolving and it holds tremendous
potential to both positively impact
agricultural performance and enhance
farmers' income in future (Dutta S, et al.
2017).

Direct applications of digital technology
include remote sensing, geographic
information systems (GIS), crop and soil
health monitoring, and livestock and farm
management, etc. At the pre-harvest stage,
digital technology can recommend crop and
input selection and assist in obtaining credit
and insurance. At the on-farm stage, there is
need for weather advisories and disease-
and pest-related assistance and at the post-
harvest stage, real-time data on both
domestic and export markets. The growth of
competitive markets and demand for
consistent food quality is making the
adoption of such tech- based solutions
imperative for the Indian farmer. Much of
the scope for application and innovation
remains to be exploited. The application of
digital technology in agriculture will be
instrumental in promoting data generation

12
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as well as the advanced analytics that will
allow farmers to make smart decisions about
farming and to benefit it from an economical
use of inputs and labour.

7. Mitigating Climate Change Impact

Climate Change is another issue that merits
urgent attention. Inter-Governmental Panel
on Climate Change has projected that by the
end of this century, global earth temperature
is likely to increase by 1.8° to 4.0°C. This
would lead to more frequent hot extremes,
floods, droughts, cyclones, and recession of
glaciers. Dynamics of pests and diseases
would be significantly altered. The projected
increase in these events will result in greater
instability in food production and will
threaten farmers' livelihood security.
Producing enough food for increased
demand against the background of changing
climate scenario is a challenging task. This
would require increased adaptation and
mitigation measures, capacity-building,
changes in policies, and regional as well as
global co-operation.

Sinha and Swaminathan (1991) had estimated
that a 2°C increase in mean air temperature
could decrease rice yield by about 0.75
ton/ha. in the high yield areas and by about
0.06 ton/ha. in the low yield coastal regions.
Further, a 0.5°C increase in winter
temperature would reduce wheat crop
duration by seven days and reduce yield by
0.45 ton/ha. in wheat producing states. The
yields of dry crops in Andhra Pradesh and
sugarcane in Maharashtra may go down by
30 per cent. According to a World Bank (2008)
report, the rice yield in Orissa in the flood-
prone coastal regions is expected to drop by
12 per cent. The IPCC estimated that for every
2°C rise in temperature, the reduction in GDP
is expected to be about 5 per cent
(http:/ /www.ipcc.ch/activities/activities.

htm#1). Government has initiated several
social sector/ development schemes,
including constitution of 'National Action
Plan on Climate Change' (NAPCC), as
adaptation related activities to climatic
variability. Natural resource management
(NRM) strategies of Nabard need to be scaled
up. Programs like Watershed development,
WADI program under Tribal Development
Fund (TDF), etc. emphasize on “enhancing
livelihoods and quality of life of the rural
community through improved resource
conditions”.

With sensitization on climate change
impact, climate finance architecture for
India and models for bank finance in tune
with climate change need to be strongly
taken forward. National and international
climate change funds, like, Adaptation Fund
(AF), Green Climate Fund (GCF) and
'National Adaptation Fund on Climate
Change' (NAFCC) and projects supported
under these funds, regulatory guidelines on
climate finance and issue of climate bonds,
adaptation and mitigation strategies needs

greater deliberation for taking forward these .

initiatives to the next decade.

III. Sustainable Agrifinance:
Generating Productive Capacity within
Agriculture

The success of Green Revolution in Indian
agriculture to a large extent can be attributed
to institutional credit support to agricultural
sector. It acted as a means to provide control
over resources to enable the farmers to
acquire the required capital for increasing
agricultural production. It enabled the
farmer to go for short-term credit for
purchase of inputs and other services and
the long-term credit for investment
purposes. In all these, credit played an
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important role by facilitating technological
upgradation and commercialization of
agriculture.

However, there are many issues to be
addressed that have a bearing on bringing
synergy to agricultural growth through
credit. Issues like dwindling state of
investment credit, financing small &
marginal farmers with varied low cost
products and models, supporting farmer
producer organizations, financing
agriculture value chains bear special
challenges. The strategies are to be
formulated in the context of various
problems and associated issues.

1. Escalating Credit Flow: Ground Level
Credit: Investment and Production Credit

Both crop loan and investment credit aid the
production process - crop loan in sustaining
it while investment credit in generating the
capacity to further expand agricultural
production through capital formation in
agriculture. Empirical evidence indicates
that credit is an important determinant of
value added in agriculture-relationship
between institutional credit and agriculture
evidences positive and statistically
significant elasticity - every 1 per cent
increase in real agricultural credit results in
an increase in real agricultural GDP by 0.22
per cent with a one-year lag (Subbarao,
2012). Further the causality runs from
agriculture credit to agricultural GDP.

An important contribution of agriculture
credit is to ensure that capital formation
takes place which is essential for the future
growth of agriculture. Empirical evidence
shows that the major driver of capital
formation is the private sector which
accounts for almost 80 per cent of the total
capital formation in agriculture. And within

the private sector the major component is
bank credit (Badatya, 2010).

However, even though credit flow has
increased over the years, the long term credit
in agriculture or investment credit has
showed a declining trend over the years. The
share of long term credit in overall ground
level credit flow reduced from 42 per cent in
2005-06 to 22 per centin 2012-13 (Fig 1).
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Fig 1: Share of Short-term and Long-term Credit
(% to total GLC)

Banks have been able to achieve the overall
agricultural credit targets, but achievements
under investment credit have invariably
fallen short of the target (Table 8). During
2007-08, banks could achieve around 86 per
cent of the investment credit targets which
reduced to 58 per cent in 2012-13. The
percentage of achievement, however,
increased in 2013-14 to 91 per cent and
further to 98 per cent in 2015-16. It augurs
well for the agriculture sector that (with
concerted efforts by RBI, Nabard and Banks),
for the first time the achievements under
investment credit surpassed the target by a
significant 32 percentin 2016-17.

Public and private investments are
complementary rather than a substitute for
each other and thus a fall in public
investment affects private capital formation
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Table 8: Target and Achievement under
Investment Credit (Rs.Crore)

Year | Target|Achievement| Achievement
as % of
Target
2007-08 85000 73264 86
2008-09 120000 91447 76
2009-10 125000 107858 86
2010-11 155000 132741 86
2011-12 195000 114871 59
2012-13 230000 133875 58
2013-14 200000 181687 91
2014-15 225000 209916 93
2015-16(P)| 255000 250197 98
2016-17(P)| 285000 376298 132

Source: IBA, SLBC, Nabard, P: Provisional

in agriculture. A long term perspective plan
for infrastructure development in
agriculture need to be given a policy thrust
(Dave, 2014). Increased investment 'for'
agriculture, particularly, on irrigation
through RIDF, PMKSY (through long-term
irrigation fund), on micro irrigation through
Micro Irrigation Fund, on dairy through
Dairy Infrastructure Development Fund
(DIDF) will enhance investment 'in'
agriculture through credit support.
Growing commercialization along with
importance on high value crops, value chain
finance will emerge, which need to be
addressed with designing standardized
credit products for purveying investment
credit by banks in future.

Area Development Plans (ADPs) are being
prepared by Nabard. Banks need to enhance
their human resource, particularly by
recruiting technical manpower and training
them adequately in terms of project
appraisal and placing them at the branch
level. Banks also need to develop “location-
specific” credit portfolios (Desai, 2006).

2. Access of Small and Marginal Farmers to
Institutional Credit: Developing Low Cost
Models

Models like Kisan Credit Cards (KCC) and
financing Joint Liability Groups (JLGs) are
ways of providing low cost finance to small
and marginal farmers. However, one of the
major challenges of agriculture is the steadily
diminishing size of land holdings and
consequent dwindling net income. Thus low
cost financing models with newer credit
products need to be developed to purvey
credit to this segment of farmers. The 12" Five
Year Plan emphasizes that for achieving more
inclusive growth with focus on small and
marginal farmers, landless labourers, the
extant policy needs to factor in the complexity
of rural livelihoods and move from the
“credit for agriculture” approach to a broader
and more flexible, “credit for rural
livelihoods” approach. Designing
appropriate financial products, along with
appropriate risk mitigation tools are
paramount challenges for banks for the next
decade.

With about 5.5 crore farmers still remaining
outside the fold of institutional credit,
desired outcomes can only be achieved with
a thrust on credit widening. Small and
marginal farmers have to effectively
participate in the growth process and
aggregation and collectivization approaches
through FPOs/FPCs, including,
cooperatives, corporate and contractual
arrangements need to be adequately
explored. Aggregation models on the one
hand lead to benefits from the scale and on
the other help in creating credit absorption
capacity, accessing technology and markets.
Thus, while ensuring viability of small and
marginal farmers through such aggregation
models, financing such farmer producers'
organizations in a larger scale is no doubt a
potential challenge in the years to come.
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3. Financing High Tech Agriculture

There has been diversification of Indian diets
away from foodgrains to high value
products like milk, meat products and
vegetables and fruits. The increasing
middle-class due to rapid urbanization,
increasing per-capita income, increased
participation of women in urban jobs and
impact of globalization has been largely
responsible for the diet diversification in
India (Badatya, 2014). The expenditure
elasticity for non-cereal food items is still
quite high in India. It is thrice as high when
compared to cereals in the rural areas and
over ten times as high in urban areas. Per
capita consumption of fruits and vegetables
showed the highest growth followed by
edible oils.

Diversifying into high value crops and allied
activities is one of the important means for
raising agricultural growth and attaining the
target of doubling farmers' income in next
six years. Since risk is high in diversification,
necessary support mechanism through
development of varied financing models as
also financing value chain system need to be
the overriding priority.

4. Financing through Commodity-specific
Supply/Value Chain framework: Exploring
Institutions and policies

Agricultural value chain (AVC) that
encompasses the input supply, production,
post-harvest, storage, processing, marketing
and distribution, food service and
consumption functions all along the farm-to-
plate continuum for any given product is
gaining momentum and banks need to
explore and venture into financing within
such AVC framework. There is need for
creating awareness among the bankers on
value chain financing and banks would

require to reorient their policies and
products and introduce new banking
products for small and marginal farmers
aimed at strengthening their linkages with a
sustainable value chain. FPOs as
collectives/ aggregators are going to be the
first entry point for banks for a strong agri-
value chain finance framework (AVCF).

Modern agricultural value chains that
operate through networks typically support
three major flows:

* Physical product flows: physical product
movements from input suppliers to
producers to buyers to final customers

¢ Financial flows: credit terms and lending,
payment schedules and repayments,
savings, and insurance arrangements,
and

* Information flows: which coordinate the
physical product and financial flows

For the smooth functioning and successful
agricultural value chain, all three flows need
to be regular, uninterrupted and
continuous. The government, regulators,
banks and other players need to strategize a
policy framework to strengthen these three
network flows,

While moving towards an integrated e-
NAM, support of banking sector has to be
ensured at every stage of the value chain as
well as for every stake holder. Along with e-
NAM, there is a need to ensure better
integration within the chain, better price
discovery mechanism in place, co-
integration with various other players in the
chain, efficient storage and efficient
transportation system. A well-designed PPP
framework with Government playing the
role as an enabler may be explored.
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IV.Concluding Observation

Agricultural development continues to
remain critical for economic growth, poverty
alleviation and ensuring food and nutritional
security of the country, besides meeting other
compulsions of the agricultural sector. Green
revolution brought sufficiency in food
production due to a combination of
technologies viz., high yielding varieties,
fertilizers, improved agronomic practices,
assured irrigation and price support policy.
However, the interventions mainly benefited
irrigated regions and resourceful farmers,
bypassing the larger segment of rainfed
farming and resource poor farmers. The
future agricultural strategies need to stress
upon agricultural development that aims at
greater inclusiveness and equitable
transformation, whereby all farmers are able
to reap economic benefits. Along with
addressing food security, nutritional security
need to be addressed adequately. The
Committee on DFI is guided by the fact that
more than 85 per cent of the farm holdings are
small and marginal, and are economically
challenged. To achieve income growth, there
is a need for deploying scales of operation,
and therefore, the future thrust would be
more on promoting new generation farmer
collectives, such as Commodity Interest
Groups (CIGs), FPOs and and Village
Produce Organisations (VPOs).

Technology will play a major role and focus
will be on a 'Technology-led Growth'.
Promoting new technologies and reforming
agricultural research and extension will be a
priority to raise the efficiency level of
agriculture during the next decade. There
should be adequate thrust on investment
credit flow ensuring capital formation in
agriculture which is essential for the future

growth of the sector. A strong agri-value
chain finance framework (AVCF) has to
work seamlessly with a greater degree of co-
ordination across producers, aggregators,
traders, processors, retailers, exporters and
other stakeholders.
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HOPE Loans: Competence Based Credit Scoring
for Lending at the Bottom of the Pyramid

Hrudananda Panda*

Micro enterprises typically have weak financial footprint, which is why they remain financially invisible to
mainstream financial institutions. This is especially the case for 'new-to-credit' cases, where credit history is yet to
be built. Digitalization of financial transactions and greater financial literacy will even tually remove financial
invisibility of micro enterprises and households, and improve their financial footprint. But in the meanwhile, non-
cognitive and cognitive competences like Honesty, Outlook, Personality and Economic-decision-making-behavior
(HOPE) can be used as surrogates for deriving credit scores that can enable financial institutions to finance,
without serious risk, those who would otherwise get no loan at all.

I. Introduction

It is well known that the size of the credit gap
in the micro and small enterprises segment is
enormous. But why is it difficult to lend to
micro and small enterprises?

Lending to the salaried individuals is easy -
you just need to verify the salary. If you are
lending to a large corporation, thereisa lot of
financial information about that company
and the size of the loan is so large that you
can always go up and verify the financials in
detail.

But the micro enterprises sector needs large
number of small loans with little information
available. Given the small ticket size, lenders
can bear only a small transaction cost to
evaluate these proposals.

IL. Need for an Alternative Credit Score

The traditional approach to small-ticket
loans has been to take whatever little
information is available at low cost (e.g.,
demographic information, NOC), relying
primarily on collateral. But most micro
enterprises don't have the collateral to
pledge, and they don't have much of a credit
history.

In the absence of collateral and credit
history, a second approach is to strengthen
available information by a 360-degree
assessment of cash flow. By taking the
family as a unit and combining the incomes
and expenses of all members of the family
one can derive a net cash surplus for the
household. This assessment can be further
corroborated through third-party discrete
enquiries. This approach too is resource

*General Manager and Member of Faculty, College of Agricultural Banking, Reserve Bank of India,

University Road, Pune - 411016. The views exp
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intensive. Further, it does not cover people
who are just starting a new family and those
who do not have adequate surrogates.

A third approach is the microfinance
approach - sending loan personnel and
keeping close personal contact on daily or
weekly basis. The close supervision covers
for the lack of financials, but also makes it
expensive. In the absence of an objective
score, this approach suffers further from
subjective judgment.

Mainstream banks go for the first approach.
Even if collateral is not available, they
sanction a loan if a cash flow is readily
visible, otherwise not. Such an approach is
unable to serve people who are 'new to
credit'. Besides, credit history is about the
past, not the future. The information that is
available is backward looking. When
economic conditions change, credit history
is not necessarily a guarantor of either
success or repayment.

The new generation small finance banks, in
search of a blue-ocean, go for the second
approach and try to derive a cash flow by
looking at surrogates. Even they insist on at
least 2 years of 'vintage'. Which means, a
prospective borrower must already be in
that business for at least 2 years before they
can be considered for a loan. So, 'new to
credit' people getexcluded again.

The third approach has been tried for long by
microfinance institutions (MFI) and the Self-
Help-Group (SHG) program. But both the
MFI and SHG models have been limited by
their high cost structure and inability to scale

up.
The problem in funding micro enterprises

essentially remains that of high transaction
cost, low information and high credit risk.

A competence-cum-technology based
approach can handle these problems better
than the traditional approaches. It can keep
transaction costs low by automating credit
appraisal and delivery. It can deal with the
lack of information by making use of
alternative information that are inherent in
people - personality traits, numeracy, self-
confidence, outlook etc. It can reduce credit
risk by basing decisions on objective scores
(as opposed to a subjective judgment).

Well-established and reliable tools on
personality traits are easily available. By
adding some more layers in terms of
economic decision making capability
(numeracy), outlook (optimism and self-
confidence) and trustworthiness (honesty),
one can establish a reasonable measure of a
person's Character and her likelihood of
success (Capacity).

Micro enterprises usually do not have much
Capital, are exempted from Collateral
security and are rather agnostic to economic
Conditions because of their small size and
local markets.

In such cases, small loans can be given
merely on the basis of an assessment of
Capacity and Character, without insisting on
the other Cs of credit appraisal. As and when
information on the other Cs become
available, and lender's confidence increases,
these loans can be taken up for enhancement.

By relying on factors that are inherent to the
entrepreneur, this approach overcomes the
obstacles posed by the financial analysis
approach. Moreover, microenterprises
being largely in the nature of proprietorship
or partnership firms, most of the
management decisions are taken by one or
two individuals. Therefore, the inherent
characteristics of the individual are likely to
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have strong bearing on the success or failure
of the firm. Intrinsic behavioral markers of
the entrepreneur can therefore be used as
surrogates for predicting the probability of
success and default. Instead of looking
backwards at what the enterprise did
yesterday, it can look forward at what they
are likely to do tomorrow, thus reducing
risk.

Besides, use of a technology platform makes
this method highly scalable and takes out the
human subjective judgment.

Further, competence-based credit scoring
(CCS) solutions can be self-learning in
nature and improVe their logic as they
process more and more applicant data and
'watch' their performance.

CCS solutions quantify attributes and give a
score, making comparisons easier. One can
combine it with other information/scores
for a more complete picture of risk.

Where those other sources of information are
not available, CCS can be used on a stand-
alone basis.

I1I. How CCSs Work?

CCS solutions collect and analyze
psychometric and behavioral information
about borrowers to better forecast their
likelihood of default. They rely on
innovative technology to achieve this
objective.

All humans live in a world of choices, which
is constantly evolving. That means the
assessment of an applicant's current
business or cash flow may bear little
resemblance to their situation through the
term of the loan. CCS solutions therefore
provide insights into future ability and

success as against projections based on static
or backward-looking data.

A borrower's integrity is crucial to her
willingness to repay a loan. Understanding
people's intentions and identifying those
with doubtful intentions is crucial to this.
Using methods developed in personality
testing, CCS can learn an individual's
viewpoint of the world around her. This
understanding influences how people actin
times of crisis and during periods of stability
and prosperity. It thus allows us to view
individuals relative to the pool of applicants
competing for the same loan. To better
understand a client's true motivations, CCS
solutions explore the same concept from
multiple angles.

Measuring honesty and integrity has proven
difficult in most environments. But, how
long did it take the applicant to slide from
one answer to another? Did she change her
opinion in the middle, or was she fast and
confident as she selected? Unlike traditional
bank applications, this approach gathers
data on how applicants answer in addition
to what they claim about themselves.

Again, how confident is the applicant in her
monthly revenues/turnover? Is her initial
versus final answers consistent with her
written request to the financial institution?
By asking about how the applicant's
working hours compare with others in
similar occupations CCS can provide
insights into her industriousness. Variations
in these answers provide a deeper
understanding of an individual.

CCS solutions can notice how the question s
answered, as much as what the answer was.
This competence-cum-technology approach
enables deeper insights into confidence,
reliability, and ultimately willingness of a
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borrower to repay, which traditional
methods are unable to capture.

IV. A Multivariate Competence-Based
Approach

Better entrepreneurs generally make better
borrowers. Entrepreneur or not, a certain
mix of traits and attitudes predisposes
people towards a healthy credit culture. A
combination of factors - trustworthiness of
the person (Honesty), self-confidence and
general outlook in life (Outlook), personality
orientation (Personality) and Economic
decision making pattern - can predict a more
reliable credit behavior than what can be
surmised from analysis of financial
statements alone. Loans granted on the basis
of these four proxies are what we call HOPE
loans.

Assessing HOPE variables necessitate use of
innovative technology in order to capture
also the manner in which the responses were
made. This is useful in harvesting clues that
may not be captured in the response itself.

Homnesty

Honesty and integrity are attributes of one's
character. Character refers to the mental and
moral qualities distinctive to an individual.
The problem with evaluating attributes of
character is that these are difficult to capture
and vary widely among societies and
cultures. You can'tjust go up to someone and
ask if she is honest. But, whether or not she
goes back to the last screen to check on a
memory question can speak volumes on her
character and her likelihood of default.
There are no definitive ways by which
reliable responses to such questions can be
elicited. However, reasonable inferences can
be made by observing the involuntary
behavioral footprints left by people while

dealing with mundane day-to-day things,
and by making inter and intra-societal
comparisons.

Even among people who are seen to be
honest, the reasons for their honesty may be
different. Some may be honest merely
because they lack the opportunity to be
otherwise. Some others may be honest
because they are not smart enough to be
dishonest and get away with it. Some may
just be dumb enough to see the opportunity
to make a quick buck, so they are honest by
default. Yet some others may have the
opportunity, are smart enough to handle the
after-effects, but still choose to be honest
because they believe that is the right thing to
do. Because they believe there lies the
common good.

Outlook on Life

An important part of human judgment and
decision-making concerns how applicants
view, and interact with the world around
them. Among entrepreneurs and consumers
alike, the "locus of control," or how much
control someone believes they have over
their future destiny is important. For
example, the speed and vigor with which
clients answer certain questions can shed
light on their level of confidence. CCS
models therefore look at how an applicant
interacts with the application in addition to
the answers themselves.

Similarly, all of us know of the half-full-half-
empty anecdote, but we tend to remain in
our own equilibrium outlooks of optimism
or pessimism. Outlooks vary greatly
depending upon culture, age, and even
occupation. Models to measure outlook
therefore needs to accommodate such
variations.
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CCS models make it possible to look into
character and outlook of respondents by use
of innovative technology, working with
varied client groups, following a multi-
variable approach and factoring behavioral
events based variables.

Personality

Despite the famous saying - “Genius is 1%
inspiration and 99% perspiration” - one of
the most common myths about successful
individuals is that they are reckless risk-
takers. However, data shows that
characteristics like conscientiousness, self-
control, and the ability to accurately identify
risk are more relevant predictors of success
and defaultamong borrowers.

The ability to act dutifully and strive for
achievement against measures or outside
expectations is related to the way in which
people control, regulate, and direct their
impulses.

Similarly, the importance of likeability as a
factor for success is widely underrated.
Likeability relates to individual behavior
that is perceived as kind, sympathetic,
cooperative, warm and considerate. People
can go to any extent to help someone, if they
like her. That means, likeable people are
likely to be more successful in their
endeavors and therefore they will make
better clients.

Personality factors like people's ability to
handle stress also play a significant role in
these times of volatility, uncertainty,
complexity and ambiguity. An
understanding of the vulnerability of an
applicant to succumb to stress is therefore a
useful indicator for borrower selection.

Economic Decision Making Behavior

Economic decisions involve trade-offs
between competing choices. Observing how
an individual makes economic decisions,
analyzes opportunity, and values the future
versus the present can afford us an
understanding of how her decisions may
impact her financials in future.

Traditional economic theory assumed that
people always try to maximize their
benefits, and make decisions in an
environment where all the constraints and
preferences are known and weighed
appropriately. However, behavioral
sciences have, of late, shown that people
make decisions in the face of incomplete
information, limited cognitive resources
and cognitive biases.

Empirical findings in the areas of behavioral
economics and decision making have shown
that human beings are not only economically
not rational, but often act in ways that are
economically suboptimal. For example,
people may actually be seeking risk while

believing that they are minimizing risk. They )

may show financial impatience involving
huge financial costs, or they may engage in
altruism, regret and revenge, which may not
make apparent economic sense.

V.Can CCS solutions be Gamed?

Usually, psychometric instruments are
carefully designed to seek out respondents'
natural preferences. It is hard for people to
respond against their natural instincts.
However, respondents can try to game the
test, where they are aware of the objective
and design of an instrument.

With the help of technology and other
techniques we can reduce gaming and
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improve reliability. Technology can
captures valuable clues that cannot be
captured in a pen-and-paper format.
Therefore, psychometric instruments like
CCS are deployed only on a technology
platform. Some of the techniques deployed
to counter gaming are:

Repeated questions: Questions are repeated
multiple times in order to look for
consistency in responses. Where responses
are not borne out of natural preferences,
answers to repeat questions will show
variations.

Variations in questions: Questions are
varied slightly in order to reduce their recall
factor, thereby improving fresh application
of mind.

Flipped questions: Flipping is a standard
technique, where a question is presented in
reversed manner. This requires respondents
to also reverse their response before
recording their answer.

Speed of response: Interpreting the speed at
which a respondent is dealing with
questions, can throw several clues. Someone
answering a question in less than 10 seconds
has scarcely applied her mind. Similarly,
someone who takes long time to respond to
an apparently simple question may have
attention deficitissues.

Random Order: Questions are presented ina
random order, to minimize repeating of
responses.

Question Bank: Alternative questions are
drawn from a question bank to prevent
respondents to memorize questions for
future use.

Scoring Algorithm: Scoring algorithms are
kept secret so that respondents cannot easily

figure out the 'desirable' way to answer a
question.

VI. Further Validation

No matter how robust a questionnaire is,
experts can always game it. The
questionnaire method collects voluntary
inputs. So, an aware respondent can provide
'desirable' answers in order to obtain a better
score.

In contrast, involuntary responses cannot be
easily faked. Inferences that can be drawn
from big-data sources (records of behavior
obtained from data aggregators like mobile
phone operators, credit/debit card issuers,
e-commerce platforms, internet search
engines and similar other sources) are more
reliable as the behavior so recorded has
already happened and cannot be faked.
While indulging in the behavior in question,
the respondent was unaware of how her
behavior was going to be used.

For example, a person who checks her email
every few minutes may be vulnerable to
stress. However, if asked to answer whether
sheis vulnerable to stress, she may answer in
the negative. Chances of gaming are less
where inferences can be drawn from
behavioral events that have already
happened. Similarly, involuntary data
collected through functional MRI method
cannot be faked.

Therefore, behavioral scores obtained
through the questionnaire method may be
re-validated with involuntary data sources,
wherever feasible.

VII. How to use CCS Scores

A higher score generally indicates better
suitability of the applicant to meet the
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demands of the role of a retail borrower,
which revolves around the discipline and
temperament required for productively
managing retail loans, running a stable
business and repaying loans.

CCS can be administered online or offline,
on PC or tablet and in assisted mode or on
self-identification mode through OTP, e-
KYC or pre-accepted email-links. These can
be made available in any requested language
or even in purely pictorial form for people
who cannotread atall.

The score gets delivered to the financier
preferred by the applicant. A financier who
makes use of the score pays a small fee to
cover for costs.

VIIIL. Concluding Observations

By reducing banks' dependence on financial
indicators for credit appraisal, competence-
based credit scoring can make it possible for
banks to lend to people who are financially
'invisible'. As micro enterprises typically
have weak financial footprint, CCS can
provide an alternative credit score and thus
boost lending at the bottom of the pyramid.
This is especially the case for new proposals
where financial history is yet to be built.

Digitalization of financial transactions and
greater financial literacy will eventually
remove financial invisibility of micro
enterprises and households, and improve
their financial footprint.

But in the meanwhile, competence-based
alternative credit scores can complement
available indicators to enable banks and
financial institutions to finance, without
serious risk, those who would otherwise get
no loan at all. Thus, competence-based credit
scoring can bring HOPE to households
where thereisnone.
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Inter-State Regional Disparities in Indian
Economy:An analysis of Major States
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The persistence of regional disparities in [ndian economy is a major concern for policy makers in both advanced and
emerging market economies. Clarity on the causal factors of weak regional performance and careful consideration
of potential trade-offs are needed, which would guide policy choices over region-specific interventions. No doubt
that the Government has a crucial role to play in reducing regional disparities and promoting balanced
development in which all regions will be able to develop equally. This role calls for initiatives to identify and remove
gaps in human development and basic services and infrastructure with a view to ensure that all regions/sub-
regions and groups have equitable access to the benefits of development. Such an equity-promoting role assumes
even greater criticality in the changing environment in which, with the opening of the economy and removal of
controls, the interplay of market forces usually exacerbates disparities.

period, it is imperative to identify the reasons
for their success in order to replicate it in
other states lagging behind. Ultimately, the
performance of the Indian economy depends
on what and how much of its states/regions
are doing. Understanding the drivers of
growth at a regional level is therefore, crucial
for effective policy formulation. Differences
in the income level across regions, if

I. Introduction

Regional disparity is the most complex
development problem faced by many states
in India since their formation. Many regional
conflicts are an outcome of disparities in the
development of a particular region
compared to the remaining parts of the
country. No State can afford to ignore its
region specific conflicts whether they arise on
account of disparities or for other reasons. In
this context, strong, sustainable and balanced

sustained over time, eventually, may have
significantimplications for the economy.

regional development has been one of the
objectives of economic reforms in India. Since
state level performance shows considerable
variation across states, with many states
recording strong growth in the post-reforms

With the above issues in the background, this
paper analyses variations in state domestic
product in Section L Section II highlights
Agricultural Disparities in Indian states.
Disparities in regional performance are a
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matter of concern not just in terms of income
indicators, but also human development
indicators that is highlighted in Section IIIL
The importance of Foreign Direct Investment
(FDI) in the development process of an
economy is well recognized. The regional
dimension of FDI is set out in Section IV.
Section V discusses State-wise ranking in the
Ease of Doing Business Report. Section VL.
highlights variations in the Fourteenth
Finance Commission, which has
recommended for devolution of taxes and
other transfers from the center to the state.
Finally, Section VII contains conclusion and
policy suggestions to remove inter-state
economic disparity.

II: Variations in State Domestic
Product (SDP)

States in the developing countries play an
important role in promoting economic
growth and in reducing inequalities and
poverty (Kohli, 2007). The Indian states are
no exception. Performance of agriculture at
state level was examined by looking at
growth rate in Net State Domestic Product
(NSDP). According to the Five year plan
period data, the Eleventh Plan period
witnessed states with the lowest PCI register
relatively higher rates of growth,
particularly, Bihar, Odisha, Uttar Pradesh,
Punjab, Andhra Pradesh and Karnataka
which had the lowest per capita income
(PCI) in the Eighth Plan. Due to consistent
conducive policy initiatives, all of these have
progressively improved their growth rates,

particularly in the Eleventh Plan. However,
it is noticeable that during the eleventh plan
period, the bottom six special category state
have recorded lower growth rate as
compared to the tenth plan period. The
average gross domestic product (GDP)
growth rate of these states increased from 4.3
per cent in the Eighth Plan to 6.1 per cent in

12.0

the Ninth plan and subsequently declined to
10.0
8.0

=5 9.79'2
8.0 - 8.4
Tl
62 6.6
6.0
4.0
2.0
0.0

Eighth Nineth Tenth  Eleventh

Per cent

Axis Title

¥ Top 6 General Category...
¥ Top 6 Spl category States

Fig1: Average Growthrate of Top Six States

10.0

8.0

7.5
6.1
6.0 49 W)
4.14.3
4.0 40 4

0.0
Eighth  Nineth Tenth

Per cent

Eleventh

¥ Boptto 6 General Category...
M Bottom 6 Spl category States

Fig 2: Average Growth rate of Bottom Six States

'Based on their growth rate in Net State Domestic Product.

“The special category status is accorded to states based on criteria that include hilly and difficult
terrain; low population density and or sizeable share of tribal population; strategic location along
borders with neighboring countries; economic and infrastructure backwardness, and non-viable
nature of state finances. At present, 11 states have special category status.
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5.2 per cent. The Chart 1 and 2 below
indicates that the top six special category
states at the eight plan period having less
growth rate as compared to other
subsequent plan period (Annex1).

Variations were found in the SDP growth
rates during 2005-06 to 2013-14. On an
average, nine States and UTs have registered
the growth rate in the range of 9.0 per cent to
16.5 per cent. Twelve States including Odisha,
Punjab, UP and West Bengal have registered
growth rate in the range of 7-8 per cent and
only eight states have their growth rate below
All India level at 7.6 per cent during 2005-06
to 2013-14 (Table 1 and Annex 2).

III: Agricultural Disparities

In India, with the beginning of era of planned
development in 1950-51 it was recognized
that agricultural development is the key for
rural economic development and eradication
of widespread poverty and malnutrition.
Performance of agriculture sector was also
considered crucial for overall development
of vast majority of people of India and for
attaining several economy wide goals. It was
thus imperative to follow the policy and
development strategy which favoured quick
and high growth rate of agriculture. Another
notable feature of India's agricultural
economy isits diversity.

Table 1: Range: Growth of SDP (2005-06 to 2013-14) At Factor Cost

(Constant Prices)

Per cent

>9 8-89

<8

Gujrat (9.3 per cent), Maharashtra | p e r

Uttarakhand (12.5 per cent) (8.6 per cent)

Andaman and Nicobar (9.9 per | Chhattisgarh (8 per | AP (7per cent), Chandigarh (7.1 per cent),
cent), Bihar (9.5 per cent), Delhi | cent), Haryana (8.5 | Jharkhand (7.2 per cent), Karnataka (7.4
(10.0 per cent), Goa (10.3 per cent), | per cent), MP (8.3 | per cent), Kerala (7.4 per cent), Odisha
cent),
(9.0 per cent), Puducherry (10.6 | Rajasthan (8.2,
per cent), Tamil Nadu (9.2 per | Meghalaya (8.3 per | Arunachal Pradesh (6.1 per cent), Assam
cent), Telangana (9.8 per cent), | cent), Mizoram (8.7 | (5.6 per cent), Himachal Pradesh (7.8 per
Sikkim (16.5 per cent), | per cent), Tripura cent), J&K (5.8 per cent), Manipur (5.6 per

(6.6 per cent), Punjab (6.7 per cent), UP
(6.6 per cent), West Bengal (6.6 per cent),

cent), Nagaland (7.7 per cent)

Source: Respective State Websites.

Interestingly, barring Assam, J&K and
Manipur, all special category sates have
recorded above all-India growth rate (7.6 per
cent) during the considered period.
Surprisingly, Andhra Pradesh and Punjab
have grown slower than the all-India
average. These states have comparatively
better infrastructure and known to have pro-
market attitude. Punjab's slow growth could
be attributed to stagnation in agriculture and
fiscal mismanagement.

Both, agriculture growth and productivity
have shown tremendous variation across
regions and states of the country. In the recent
period, though the production of foodgrains
(in volume terms) has exhibited an increasing
trend, on the decadal phase it has shown
declining trend (Table 2).

Regional disparities and instability in
agriculture in India have remained the subject
of deep concern in the area of agricultural
economics in India. Instability in agricultural

_
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Table 2. Performance of Agriculture and Allied Sector

Production Agri. and Allied
Sector GDP at
Decade Foodgrains Non-Foodgrains 2004-05 prices
1 2 3 4
1950s 4.25 3.66 2.71
1960s 1.85 1.49 1.51
1970s 2.07 217 1.74
1980s 273 SR 2.97
1990s 2.09 2.67 3.34
2000-01 to 2012-14 2.52 1.18 3.41
Phase
1950-51 to 1965-66 2.96 3.6 207
1966-67 to 1990-91 2.84 2.96 2162
1991-92 to 2013-14 1.7 0.55 3.02

Source: Ministry of Agriculture and National Account Statistics, Government of India

production raises the risk involved in farm
production and affects farmers' income and
decisions to adopt high paying technologies
and make investments in farming. It also
affects price stability and the consumers, and
increases vulnerability of low - income
households. Instability in agricultural and
food production is also important for food
management and macroeconomic stability.
Besides instability, Indian agriculture is also
known for sharp variations in agricultural
productivity across space which results in
various types of disparities. Such regional
variations are partly due to disparities in
resource endowments, climate and
topography and also due to historical,
institutional and socio-economic factors
(Chand et.al. 2011).

Due to availability of irrigation, fertilizer and
other favorable facilities, few states namely
Uttar Pradesh, Punjab and Madhya Pradesh
accounts around 39 per cent of India's total
foodgrain production (Table 3). Another
important indicator of regional disparity is
the differences observed in the levels of

agricultural and industrial development
among states of the country. In India, states
like Punjab, Haryana and part of Uttar
Pradesh have recorded a higher rate of
agricultural productivity due to their high
proportion of irrigated areas and higher
level of fertilizer use.

According to the recently released World
Health Organization (WHO) Report’, each
year over 800,000 people die due to suicide
across the world. In India, agriculture has
remained traditionally the most important
economic activity. In view of the importance
of the agriculture sector in the national
economy, the Reserve Bank of India, the
Government of India have taken several
policy initiatives to facilitate hassle-free flow
of credit from the institutional financial
sector to the agricultural/rural sector. These
measures have played a significant role in
enhancing credit flow to this sector.
Notwithstanding these measures, Indian
agriculture has been facing difficult times
and the Indian farmers have been
experiencing distress.

3Preven’cing Suicide: A Global Imperative, 2015 by WHO.
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Table 3: Three Largest Producing States of Important Crops during 2015-16*

(Million Tonnes)
Group of Crops States Production
I. Foodgrains Uttar Pradesh 44.01
(18.9)
Madhya Pradesh 30.21
(10.9)
Punjab 28.41
9.2)
All India 252,22
I1. Oilseeds Madhya Pradesh 6.24
(20.8)
Rajsthan 5.71
(20.3)
Gujrat 410
(18.5)
A1l India 25.30
I11: Other Cash Crops
Sugarcane Uttar Pradesh 145.39
(38.6)
Maharashtra 72.26
(21.9)
Karnataka 38.48
(10.3)
A1l India 352.16
Cotton# Gujarat 9.7 *
(29.9)
Maharashtra 6.5
(23.3)
Telangana 3.86
(19.5)
All India 30.15
Jute & Mesta$ West Bengal 7.78
(74.4)
Bihar 1.58
(16.7)
Assam 0.89
(6.4)
A1l India 10.46
*Fourth Advanced Estimates. #: Production in Million Bales of 170 kg each
$: Production in Million Bales of 180 kg each
Figures in brackets are share in per cent.
Source: Agricultural Statistics at a Glance 20156, Ministry of Agriculture, Government of India
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IV. Human Development Indicators

Disparities in regional performance are a
matter of concern not just in terms of income
indicators, but also human development
indicators. State-wise data on human
development indicators display considerable
variation in performance across States.
According to 2011 Census, Kerala was the
best performer, witnessing a literacy rate of
93.91 per cent and sex ratio of 1,084. At the
same time, the worst performance in literacy
rate was recorded by Bihar (63.82 per cent),
Rajasthan (67.01 per cent) and Jharkhand
(67.63 per cent). Population density in the
National Capital region of Delhi is as high as

11320 persons per square km as compared to
only 17 persons per sq. km. in the north
eastern hill state of Arunachal Pradesh. In
terms of sex ratio, among the states and UTs
Daman and Diu and Dadra & Nagar Haveli
had the lowest ratio at 618 and 774,
respectively. Among the advanced states sex
ratio in Haryana is the lowest (877). The
performance of Haryana and Punjab, two of
India's richest States, on indicators such as
sex ratio and female literacy rates is a matter
of serious concern. Among the special
category states, barring J&K ( lower literacy
rate at 68.47 per cent and sex ratio 883) and
Arunachal Pradesh (lower literacy rate at
66.95), have comparably improved (Table 4).

Table 4: Human Development Decadal Indicators, as per 2011 census

Population Density of Sex Ratio Literacy rate
growth rate (%) | Population (%)
Andaman and Nicobar Islands 6.68 46 878 86.27
Andhra Pradesh 11.10 308 993 75.6
Bihar 25.07 1106 918 63.82
Chandigarh 17.10 9258 818 86.43
Chhattisgarh 22:59 189 991 71.04
Dadra and Nagar Haveli 55.50 700 774 77.65
Daman and Diu 53.54 2191 618 87.07
NCT of Delhi 20.96 11320 868 86.34
Goa 8.17 394 973 87.40
Gujarat 19.17 308 920 79.31
Haryana 19.90 573 877 76.64
Jharkhand 22.34 414 948 67.63
Karnataka 15.67 319 973 67.66
Kerala 4.86 860 1084 93.91
Lakshadweep 6.23 2149 946 92.28
Madhya Pradesh 20.30 236 931 70.63
Maharashtra 15.99 365 929 82.91
Odisha 13.97 270 979 73.45
Puducherry 27.72 2547 1037 86.55
Punjab 13.73 551 895 76.68
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Population Density of Sex Ratio Literacy rate
growth rate (%) | Population (%)

Rajasthan 21.44 200 928 67.06
Tamil Nadu 15.60 555 996 80.33
Uttar Pradesh 20.09 829 912 69.72
West Bengal 13.93 1028 950 77.08
Special Category States

Arunachal Pradesh 25.92 17 938 66.95
Assam 16.93 398 958 73.18
Himachal Pradesh 12.81 123 972 83.78
Jammu and Kashmir 23.71 56 883 68.74
Manipur 18.65 122 985 79.85
Meghalaya 27.82 128 989 75.48
Mizoram 22.78 52 976 91.58
Nagaland -0.47 119 it 80.11
Sikkim 12.36 86 889 82.20
Tripura 14.75 350 960 87.75
Uttarakhand 19.17 189 963 79.63
ALL-INDIA 17.64 382 943 74.04

Source: The Office of the Registrar General & Census Commissioner, Govt. of India

It has been notice that there is significant
improvement in economic growth and per
capita income, which translated inreducing
in the level of poverty in the country.
Though there are differences in the estimates
of the percentage of the poor by different

sources, there has been a spectacular decline
in the share of poor in the population, except
few states like Arunachal Pradesh, J&K, °
Andaman and Nicobar Island during 2009-
10and 2011-12 (Table 5).

Table 5: Population Below poverty Line by States 2009-10and 2011-12

(Tendulkar Methodology)* (Per cent)
General Category [2009-102011-12 | % change General Category |2009-102011-12|% change
States States

Andhra Pradesh 21.1 9.2 -56.4 A & N Island 0.4 1 150.0
Bihar 53.5 33.7, -37.0 Chandigarh 9.2 28.8 213.0
Chhatisgarh 48.7 39.9 -18.1 D & N Haveli 39.1 39.3 0.5
Delhi 14.2 9.9 -30.3 Daman and Diu 33.3 9.9 -70.3

*The Expert Group (Tendulkar) had used the all-India urban poverty line basket as the reference to
derive state-level rural and urban poverty. This was a departure from the earlier practice of using two
separate poverty line baskets for rural and urban areas.
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Source: Planning Commission, Government of India

V: Regional Dimension: Foreign Direct
Investment

The importance of FDI in the development
process of an economy is well recognized.
Inflows of FDI bridges the gap between the
desired and the actual level of capital stock,
especially when domestic investment is not
sufficient to push the actual capital stock up
to the desired level. The FDI flows to India
have picked up significantly in the recent
years. The rise in FDI flows to India has been
accompanied by strong regional
concentration. The top six States includes
NCT of New Delhi, viz., Maharashtra,

General Category (2009-10|2011-12 | % change General Category (2009-10{2011-12 (% change

States States

Goa 8.7 5.1 414 Lakshadweep 6.8 2.8 -58.8

Gujarat 23 16.6 -27.8 Special Category States

Haryana 20.1 112 -44.3 Arunachal Pr.  [25.9 34.7 34.0

Jharakhand 39.1 37 -5.4 Assam 37.9 32 -15.6

Karnataka 23.6 20.9 -11.4 Himachal 9.5 8.1 -14.7

Kerala 12 71 408  |Pradesh

Madhya Pradesh 36.7 31.6 -13.9 Jammu'& 9.4 10.3 9.6

Kashmir

Maharashtra 24.5 17.4 -29.0 Vani 471 36.9 217

Orissa 37 326 119 e o : LI s

o T 57 7083 Meghalaya 17.1 11.9 -30.4
SRR ' : : Mizoram 211 204 |33

o 1o 83 478 I 131 82 374

s 28 187 A7 Unaranchal |18 113|372

Uttar Pradesh 7.7 294 -22.0 Tripura 17.4 14 -1 95

West Bengal 26.7 20 -251] Al India 298 219 [-265

Karnataka, Gujarat, Tamil Nadu and
Andhra Pradesh accounted for over 71 per
cent of the FDI equity flows to India during
2012-2015 (Table 6). The top two states, i.e.,
Maharashtra and N. Delhi accounted for 49
per cent of FDI flows during this period.

Maharashtra alone accounted for 29 per cent «

of FDIflows to India during the same period.
Despite impressive growth rates achieved
by most of the Indian states as well as
aggressive investment promotion policies
pursued by various state governments, the
concentration of FDI flows across Indian
states remained skewed.

Table 6: Region-wise Received FDI Equity Inflows

(Amt. in Rs. Crores)

Region 2012-13 | 2013-14 2014-15 Cumulative | % age to total
(April- | (April - (April- Inflows (April,| Inflows (in
March) | March) March) 00- March, 15) | terms of US$)
Mumbeai 47,359 20,595 38,933 3,53,022 29
New Delhi 17,490 38,190 42,252 2,49,023 20

"Determinants of Inter-State Variations in FDI Inflows in India.
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Region 2012-13 | 2013-14 2014-15 Cumulative | % age to total
(April - | (April - (April- Inflows (April,| Inflows (in
March) | March) March) 00- March, 15) | terms of US$)
Chennai 15,252 12,595 23,361 88,766 7
Bangalore 5,553 11,422 21,255 82,121 7
Hyderabad 6,290 4,024 8,326 49,240 4
Ahmedabad 2,676 5,282 9,416 53,797 4
Top Six States 94,620 92,108 1,43,543 8,75,969 71
Kolkata 2519 2,659 1,464 14,627 1
Chandigarh® 255 562 234 6,360 0.5
Jaipur 714 233 3,237 6,795 0.5
Bhopal 1,208 708 601 6,096 0.5
Kochi 390 411 1,418 6,150 0.5
Pariaji 47 103 211 3,867 0.3
Kanpur 167 150 679 2,444 0.2
Bhubaneshwar 285 288 56 1,961 0.2
Guwabhati 27 4 29 381 0
Patna 41 9 68 267 0
Jammu 0 1 25 26 0
Region Not Indicated 21,833 50,283 37,544 3,08,060 249
Total 1,21,907| 1,47,518 1,89,107 12,33,005 100.00
Note:
1. FDIequity inflows include 'equity capital component' only.
2. Mumbaiincludes Maharashtra, Dadra & Nagar Haveli and Daman & Diu.
3. N.Delhiincludes New Delhi and part of UP and Haryana.
4. Chennaiincludes Tamil Nadu and Pondicherry.
5. West Bengal includes West Bengal, Sikkim, and Andaman & Nicobar Islands.
6. Chandigarh includes Chandigarh, Punjab, Haryana and Himachal Pradesh.
7. Madhya Pradeshincludes Madhya Pradesh and Chhattisgarh.

8. Uttar Pradesh includes Uttar Pradesh and Uttaranchal.
Source: Department of Industrial Policy and Promotion (DIPP), Ministry of Commerce and Industry,

Government of India.

State-wise distribution of FDI have

undergone substantial changes over the
years. It appears that FDI each progressively
getting concentrated in the western and

southern

states. Some of the backward

states mightbe losing their initial appeal.

VI. Business Environment

According to the World Bank's latest Report
on ease of doing business, Gujarat has

topped with a score of 71.14 per cent
followed by Andhra Pradesh. The western
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Indian state, occupied the top five places on
the list, which also highlights the poor state

Governments' level in order to achieve the
Governments vision of making India a

of business environment in a large number ~ successful destination for business

of states (Table 7). progression.

Table 7 : State Ranking in Doing Business

State Rank | Score (per cent) State Rank | Score(per cent)

Gujarat 1 71.14| Himachal Pradesh 17 23.95
Andhra Pradesh 2 70.12| Kerala 18 22'87
Jharkhand 3 63.09] Goa 19 21.74
Chhattisgarh 4 6245 Puducherry 20 17.72
Madhya Pradesh 5 62.00| Bihar 21 16.41
Rajasthan 6 61.04| Assam 22 14.84
Odisha 7 52.12| Uttarakhand 23 13.36
Maharashtra 8 49.43| Chandigarh 24 10.04
Karnataka 9 48.50| A and Nicobar 25 9.73
UP 10 47.37| Tripura 26 9.29
West Bengal 11 46.90| Sikkim 27 7.23
Tamil Nadu 12 44.58| Mizoram 28 6.37
Telangana 15 4245 J&K 29 593
Haryana 14 40.66| Meghalaya 30 438
Delhi 15 37.35| Nagaland 31 3.41
Punjab 16 36.73| Arunachal Pradesh 32 1.23

Source: Assessment of State Implementation of Business Reforms, Department of Industrial Policy & Promotion, Government of

India and World Bank September 2015

The effort is part of the government's
initiatives to improve India's ranking on the
World Bank's “Ease of Doing Business'. India
stands at 142" on the list, among 189
countries. The Government wants India be
among the top 50 countries of Ease Doing
Business at the earliest. While efforts at
improving India's ranking in the Doing
Business Report do cover some of the
regulatory issues pertaining to state
governments, much needs to be done at State

VII. Fiscal Situation

In its recent report, the Fourteenth Finance
Commission (FFC) has recommended for
devolution of taxes and other transfers from
the center to the states, and between the
states, for the period 2015-16 to 2020-21.
These are likely to have major implications
for Center-State relations. The FFC has
enhanced the share of the states in the central
divisible pool of taxes from the current 32
per cent to 42 per cent which is the biggest
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ever increase in vertical tax devolution. (The
last two Finance Commissions viz. Twelfth
(2005-10) and Thirteenth (2010-15) had
recommended a state share of 30.5 per cent
(increase of 1 percent) and 32 per cent
(increase of 1.5 percent), respectively in the
central divisible pool). Implementing such
recommendations will be a new initiative for
moving the country towards achieving
greater fiscal federalism, conferring more
fiscal autonomy on the States. For example,
based on assumptions about nominal GDP
growth and tax buoyancy and the policy
measures that are contemplated for 2015-16,
itis estimated that the additional revenue for

the states could be as much as Rs.2 lakh
crores relative to 2014-15. Of this, a
substantial portion represents the difference
that is purely due to the change in the States'
share in the divisible pool. According to
Economic Survey 2015, preliminary
estimates suggest that all States stand to gain
from FFC transfers in absolute terms. The
biggest gainers tend to be the Special
Category States (SCS) (Table 8). The major
gainers in per capita terms turn out to be
Arunachal Pradesh, Mizoram and Sikkim
for the SCS states and Kerala, Chhattisgarh
and Madhya Pradesh for General Category
States.

Table 8: Additional FFC Transfers (in 2015-16 over 2014-15)

States Benefits from FFC | Benefits Per capita | Benefits as percent
(Rs. Crore) (Rs.) of NSDP

General Category States

A. Pradesh 14620 1728 22
Bihar 13279 1276 4.9
Chhattisgarh 7227 2829 A
Goa 1107 7591 3.0
Gujarat 4551 753 0.8
Haryana 1592 628 0.5
Jharkhand 6196 1878 4.8
Karnataka 8401 1375 1.8
Kerala 9508 2846 3.1
M. Pradesh 15072 2075 4.5
Maharashtra 10682 951 0.9
Odisha 6752 1609 32
Punjab 3457 1246 1.4
Rajasthan 6479 945 1.6
Tamil Nadu 5973 828 0.9
Uttar Pradesh 24608 1232 3.5
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States Benefits from FFC | Benefits Per capita| Benefits as percent
(Rs. Crore) (Rs.) of NSDP

West Bengal 16714 1831 3.0
Special Category States

Aru. Pradesh 5585 40359 51.0
Assam 1295 2338 5.8
H. Pradesh 8533 12430 14.6
J&K 13970 11140 22.4
Manipur 2130 8286 195
Meghalaya 1381 4655 8.6
Mizoram 2519 22962 333
Nagaland 2694 13616 18.7
Sikkim 1010 16543 10.7
Tripura 1560 4247 6.9
Uttarakhand 1303 1292 1.4

Source: Economic Survey, 2014-15

57.5 per cent assigned by the 13" FC. Under
the new tax devolution formula, the share of
19 states in taxes would be higher than those
under the Thirteenth Finance Commission

The 14" FC has removed the distinction
between non-special and special category
states. It has accorded greater importance to
fiscal capacity, with indicators of cost and
revenue disabilities being assigned a
combined weight of 72.5 per cent as against

recommendations (Table 9).

Table 9: Inter-se Share of States in Tax Devolution

(Per cent)
States 13" FC | 14" FC State 13" FC 14" FC
Andhra Pradesh 6.937 4.305 |Manipur 0.451 0.617
Arunachal Pradesh 0.328 1.37 |Meghalaya 0.408 0.642
Assam 3.628 3.311 |Mizoram 0.269 0.460
Bihar 10917 | 9.665 |Nagaland 0.314 0.498
Chhattisgarh 247 3.08 |Odisha 4.779 4.642
Goa 0.266 0.378 [Punjab 1.389 13577
Gujarat 3.041 3.084 |Rajasthan 5.853 5.495
Haryana 1.048 1.084 |Sikkim 0.239 0.367
Himachal Pradesh 0.781 0.713 |Tamil Nadu 4.969 4.023
Jammu & Kashmir 1.5561 1.854 |Telangana - 2.437
Jharkhand 2.802 3.139 (Tripura 0.511 0.642
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States 13" FC | 14" FC State 13" FC 14" FC
Karnataka 4.328 4713 |Uttar Pradesh 19.677 17959
Kerala 2.341 2500 |Uttarakhand 1.120 1.052
Madhya Pradesh 7.12 7.548 |West Bengal 7.264 7.324
Maharashtra 5.199 5.521

Source: State Finances: A study of Budgets, 2015, RBI

VIII: Concluding Observations and
Policy Implications

In India, several commissions/committees/
working groups to suggest policy measures
to feed 1.252 billion population and provide
employment opportunities for its growing
population. The persistence of regional
disparities within countries is a major policy
concern, which is being confronted by many
Governments in rich and poor countries.
Clarity on the causal factors of weak regional
performance and careful consideration of
potential trade-offs are needed, which
would guide policy choice over region
specific interventions. No doubt that the
Government has a crucial role to play in
reducing regional disparities and promoting
balanced development in which all regions
will be able to develop equally. This role calls
for initiatives to identify and remove gaps in
human development and basic services and
infrastructure with a view to ensure that all
regions or sub-regions and groups have
equitable access to the benefits of
development. Such an equity-promoting
role assumes even greater criticality in the
changed environment in which, with the
opening of the economy and removal of
controls, the play of market forces usually
exacerbates disparities.

With about 69 per cent of the population in
rural areas, and most of them dependent on
agriculture, it follows that the strategy for

economic reforms must address the
constraints on efficiency and production in
the agricultural sector. Much of what needs
to be done in this area consists of effective
implementation of the basic strategy for
agricultural development that has worked
well in many parts of the country and needs
to be extended to other parts. This calls for
substantial investments in land and water
management, supply of improved seeds,
biodiversity, an effective institutional
system for delivery of rural credit. Many of
these elements fall within the area of
responsibility of State Governments.

A disturbing feature of recent trends in the
agricultural sector is that real investment in
agriculture, both public and private, has been
stagnant for quite some time. Therefore,
there is need for substantial increase in public
investment in agriculture and irrigation but
this can only happen if resources available
for investment with the State Governments
can be increased. Top priority must be given
to reducing these implicit subsidies through
rational pricing of both water and electricity
and also better management. The resources
thus saved should be devoted to increased
investment in agriculture and related rural
infrastructure.

The presence of strong agglomeration effect
indicates that the states already rich in FDI
flows tend to receive more of them which
make it more difficult for the other states to

.
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attract fresh investments. In view of this
difficulty, a conscious and coordinated effort
at the national as well as State levels would
be essential to make the laggard states more
attractive for FDI flows. The direct method to
achieve this objective may be to design the
national FDI policy in such a way that a
sizable portion of FDI flows to India move
into the laggard states. The indirect way is to
provide a boost to the overall economy of the
less advanced states, with special thrust on
the manufacturing, services and the
infrastructure sectors so that they themselves
become attractive to foreign investors.

Balanced regional development is an
important criteria in the country's planning
and various measures including fiscal
incentives, industrial policies and directly
targeted measures have been used in the past
to achieve this objective. In fact, adoption of
planning as a strategy of State-led
industrialization with plans and policies
designed to facilitate more investments in
relatively backward areas, were intended to
lead to a more balanced growth. It was
expected that over time, with such measures
in place, regional disparities would
gradually disappear. Even though there is
no historical consensus on the best
mechanism for reducing regional
disparities. However, there is a need to

fortify the backward areas adequately and
target them with additional resources and
investments to help them overcome
structural bottlenecks that contribute to
their backwardness, which hinders the
process of growth.

Further, there is a need to improve the overall
environment for economic and social growth
of less developed States and areas through a
judicious combination of major infrastructure
interventions, institutional reforms and
appropriate incentives structures. It would,
however, bear repetition that not all
imbalances are amenable to positive solutions
and that under certain circumstances
palliative measures in the form of safety nets
may also be necessary for quite some time.
Admittedly, the need for investment in social
services and infrastructure in the relatively
backward States is far greater than in the
more developed States. Governance in the
poor performance states are, fiscally weak
and, as a result, not in a position to muster
adequate resources to fund the huge
investments, which are required to catch up
with the developed States. Backward States
are usually unable to attract sizable private
investment due to poor infrastructure which
cannot be upgraded due to lack of resources,
The challenge, in essence, is to break this
vicious cycle.

Annex I: Growth Rates in SDP Across Plan Periods

(Per cent)
States/Union Territories Eighth Plan Ninth Plan | Tenth Plan Eleventh Plan
Andhra Pradesh 54 4.6 6.7 8.33
Bihar 2 4.0 47 12.11
Chhattisgarh na. n.a. 9.2 8.44
Goa 8.9 5.5 7.8 9.02
Gujarat 124 4.0 10.6 9.59
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States/Union Territories Eighth Plan Ninth Plan | Tenth Plan Eleventh Plan
Haryana b2 4.1 7.6 9.1
JTharkhand na na 11.1 7.27
Karnataka 6.2 7. 7.0 8.04
Kerla 6.5 57 7.2 8.04
MP 6.3 4.0 43 8.93
Maharashtra 8.9 4.7 79 9.48
Odisha 2.1 5.1 9.1 8.23
Punjab 4.7 44 4.5 6.87
Rajasthan 7.9 3.5 5.0 7.68
N 7 6.3 6.6 8.32
UP 49 4.0 4.6 6.9
West Bengal 6.3 6.9 6.1 7.32
Special Category States
Arunachal Pradesh 51 44 5.8 9.42
Assam 2.8 21 6.1 5.5
Himachal Pradesh 6.5 5.9 7.3 5.5
J&K 5 52 512 4.4
Manipur 4.6 6.4 11.6 4.6
Meghalaya 3.8 6.2 5.6 7.5
Mizoram na na 59 8.7
Nagaland 8.9 2.6 8.3 3.5 .
Sikkim 5.3 8.3 7.7 12.2
Tripura 6.6 74 8.7 8.0
Uttarakhand n.a na 8.8 9.3

Source: Twelfth Five year Plan (2012-17).

Annex II Gross State Domestic Product At Factor Cost ( Constant Prices)

(Per cent)
States 2005-06|2006-07|2007-08(2008-09|2009-10|2010-11(2011-12|2012-13|2013-14| 2005-06

to

2013-14
A & N Islands 5.2 18.0 10.1 14.3 1322 7.8 79 7:5 5.1 9.9
Andhra Pradesh 53 10.9 1341 21 7.2 6.8 6.2 4.0 72 7.0
Bihar -1.7 16.2 5.6 14.5 5.3 15.0 10.3 10.7 91 9.5
Chandigarh 10.7 14.7 7.3 8.1 5.5 1.0 34 3.8 9.6 7ol
Chhattisgarh 3.2 18.6 8.6 8.4 3.4 10.6 5.7 8.8 5.0 8.0
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States 2005-06|2006-07|2007-08|2008-09/2009-10(2010-11|2011-12/2012-13|2013-14] 2005-06
201?—14
Delhi 10.0 | 124 | 112 | 129 8.2 7 9.3 9.3 9.3 10.0
Goa 7.5 10.0 5.5 10.0 | 102 | 169 | 20.2 4.2 T 10.3
Gujarat 14.9 8.4 11.0 6.8 11.2 | 10.0 6.7 6.1 8.8 93
Haryana 9.2 11.2 8.4 8.2 L7 74 8.0 5.5 7.0 8.5
Jharkhand -3.2 24 20.5 -1.7 10.1 15.9 4.5 74 39 12,
Karnataka 105 | 10.0 | 126 71 13 10.2 3.7 55 54 7.4
Kerala 10.1 79 8.8 5.6 9.2 6.9 5.9 5.9 6.3 7.4
MP 5.3 9.2 4.7 12,5 9.6 6.3 8.5 8.7 9.5 8.3
Maharashtra 13.3 13:5 123 2.6 9.3 11.3 4.8 6.2 8.7 9.0
Odisha 5.7 129 | 109 e 4.5 8.0 4.0 3.8 1.8 6.6
Puducherry 249 3.7 8.6 8.1 16.3 6.2 551 12.0 | 10.7 10.6
Punjab 59 10.2 9.0 5.8 6.3 6.5 6.5 4.6 5.2 6.7
Rajasthan 6.7 11.7 5 9:1 6.7 14.4 8.3 6.4 48 8.1
Tamil Nadu 140 | 152 6.1 55 10.8 | 13.1 74 34 7.3 9.2
Telangana 159 | 116 | 105 | 134 1.1 18.0 8.7 4.1 4.8 9.8
Uttar Pradesh 6.5 8.1 7.3 7.0 6.6 79 5.6 5.8 5.0 6.6
West Bengal 6.3 7.8 7.8 49 8.0 5.8 4.7 7.5 6.9 6.6
Special Category State
Aru. Pradesh 2.8 5.2 12.1 8.7 94 3.8 5.6 -1.6 8.9 6.1
Assam 34 47 4.8 5.7 9.0 Gk 4.6 5.1 iz 5.6 .
Himachal 8.4 9.1 8.6 74 8.1 8.8 7.3 6.1 6.2 7.8 5
Pradesh
Jammu and 5.8 6.0 6.4 6.5 45 5.6 7.9 4.5 5.2 5.8
Kashmir
Manipur 6.3 2.0 6.0 6.6 6.9 -0.6 9.7 7.0 6.2 5.6
Meghalaya = 7.7 45 129 6.6 8.6 12.5 3.8 9.8 8.3
Mizoram 7.0 4.8 11.0 | 133 | 124 | 172 -2.6 7.2 7.8 8.7
Nagaland 10.2 7.8 7.3 6.3 6.9 9.4 8.3 6.5 6.5 7T
Sikkim 9.8 6.0 7.6 164 | 73.6 8.7 10.8 7.6 Tiebts 16.5
Tripura 5.8 8.3 7.7 94 10.7 8.1 7.2 11.2 9:2. 8.6
Uttarakhand 143 | 136 | 181 | 127 |. 181 | 100 9.4 74 8.4 12.5
ALL-INDIA 9.5 9.6 9.3 6.7 8.6 8.9 6.7 4.5 4.7 7.6
Source: CSO.
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Cooperative and Social Innovation in Finance:
A Case Study of Mann Deshi Mahila Sahkari Bank

Ajit Kumar*

The preference by the financially excluded women for the costly Mann Deshi Mahila Sahkari Bank over others is a
case of successful outreach efforts made by the bank. The financially excluded segment of the society probably need
social inclusion to precede financial inclusion. They need respect, recognition, timeliness and doorstep service
more than interest rate benefits. Mann Deshi Bank succeeded in capturing the sense of these excluded population
with customized products and delivery model. Banking penetration in India being still low, the banks still have
enough scope to challenge market competition provided access to products is made easier and hassle free to its
clients. A suitable design and delivery model will continue to give enough head room to bankers on product pricing.

I. Introduction

The cooperative movement in India started
in response to the emergence of capitalism
resulting in greater economic inequality in
the society. It encouraged people to own
property through the power of association.
The origin of the credit cooperative
movement in India traced back to the close of
nineteenth century inspired by the success of
the same in Britain and Germany. The first
Cooperative Bank in India was Anyonya
Cooperative Bank Limited (ACBL) at Baroda
established in 1889 with the primary
objective of providing an alternative to
moneylenders. It was started with a Capital
of Rs.76 and having 23 members.

People having wealth and property usually
get favourable treatment from the banking
system because of the collateral asset they

own. As opposed to this, cooperative credit
institutions (both bank and non-banks) have
usually been successful in catering to the
needs of the poor. They are not averse to
small ticket uncollateralized lending to their
members. Further, they are better suited to
customize credit products and innovate
delivery mechanism as per the needs of their
members.

As at the end of September 30, 2017, there are
1554 urban cooperative banks in India. The
sector is highly heterogeneous in size and
geographical presence. While most of the
banks are located in the western part of the
country, its size varies from a business mix
of roughly Rs.100 million to Rs.500 billion.
While the bigger entities have generally
adopted commercial bank type working
model, small banks like Mann Deshi Mahila

*Dr. Ajit Kumar, Deputy General Manager and Member of Faculty, College of Agricultural Banking,
Reserve Bank of India, University Road, Pune - 411016. The views expressed herein are those of the
author's and no way related to the organization which he belongs. The usual disclaimer applies.
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Sahkari Bank finds its niche market among
the poor women headquartered at Mhaswad
in Satara district in Maharashtra. The Bank is
one of the small but iconic urban cooperative
banks in India for women which has done
exemplary social innovation in the field of
banking to reach out to financially excluded
population in its area of operation.

With the above background, the objectives of
this paper is to study the product designing,
delivery model in general and product cost
structure in particular to ascertain and
understand how it succeeded in making
significant changes in the lives of women
beneficiaries of the bank. The case study is
based on both primary and secondary
sources of information. We have visited the
head office of the bank and its Pune branch to
gather detailed information about selection
of niche market for the bank, loan products,
pricing of loan products, loan sanctioning
process, delivery mechanism and loan
recovery process etc. There was also a
random survey of bank's clients to
understand their approach towards bank's
product and cost structure and its
acceptance by the customers. We have also
made some socio-economic impact analysis
of innovative schemes through random
interviews of beneficiaries of the bank.

I1. Survey of Literature

Social innovation was discussed in the
writings of experts such as Peter Drucker and
Michael Young in the 1960s’. There are
numerous definitions of social innovation
found in literature. Murray et al. (2010)

defined social innovation as “..new ideas

(products, services and models) that
simultaneously meets social needs (more
effectively than alternatives) and create new
social relationships or collaborations...”.
Phills et al. (2008) defines social innovation as
“a novel solution to a social problem that is
more effective, efficient, sustainable than
existing solutions and for which the value
created accrues primarily to society as a
whole rather than private individuals.” The
Young Foundation, in order to distinguish
between social and business innovation,
stressed that social innovation is developed
and diffused via organisations, whose
primary purpose are not centered on mere
profit maximization (Mulgan et al. 2007). Pol
and Ville (2009) suggest the following
definition of social innovation: “an
innovation is termed a social innovation if the
implied new idea has the potential to
improve either the quality or quantity of life.”

Here, it may be mentioned that the study of
cost structure of the bank's products in
general and of the weekly market cash credit
product, in particular, was carried out only
for Mann Deshi Mahila Sahakari Bank. It is
understood that there are a few banks both
in cooperative and commercial banking
segment who have similar client profile and
similar delivery model and are extending
credit facility at more competitive interest
rates. No comparative analysis of the
product design and product cost of these
banks has been done. Such comparative
analysis would provide better insight into
the reasons why other banks with similar
client profile have different cost structures.

*For example Gavron, Dench (eds.) Young at 80, Carcanet Press, London, 1995 for a comprehensive
overview of one of the world's most successful social innovators.
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III. Profile of Mann Deshi Mahila
Sahkari Bank and Product Innovation

Mann Deshi Mahila Sahkari Bank (The Bank,
hence forward) originally started as a credit
union/credit society in 1993 and received
bankinglicense in 1997. The bank began with
550 members, initial capital of Rs.0.6 million
with staff strength of seven members. At
present, the bank has seven branches (with
24,978 members) and 68 staff members with
acapital of Rs.54.37 million.

The bank started with the motto of serving
the poor, downtrodden and financially
excluded women. After twenty years of its
existence, the bank continues to serve the
same set of people with average loan ticket
size of Rs.41,800. However, excluding 10% of
banks high value loan, the average loan
ticket size is still lower at Rs.18,500 only.
About half of the loans sanctioned by the
bank is of less than Rs.0.5 million in value.
Furthermore, most of the small ticket loans
of the bank are unsecured debt. In value
terms, total uncollateralized loans of the
bank is 28.2% of the total loans as on March
31, 2017. However, borrower-wise the
unsecured loan of the bank is significantly
higher at 81.25% of the total loans. Till
recently the bank was not paying any
dividend to its shareholders. Of late, it has
started paying dividend at a meagre rate of
5%. The bank clearly remained focused on
horizontal growth rather than vertical
growth.

The Bank has designed weekly market cash
credit product for the poor women in
collaboration with Deutsche Gesellschaft fur
Internationale Zusammenarbeit (GIZ) by
studying daily cash flow of poor households
along with financial diary of households.
Interestingly, the bank also studied the

working of some of the moneylenders to get
an insight into their lending and recovery
processes. It is assessed that cash credit
product for micro-entrepreneurs in general
and vegetable vendors in particular, is one of
the high impact product innovations by the
bank. Mann Deshi Bank observed that the
weekly markets in most part of Satara
district were common phenomenon but the
vendors in these markets, like their
counterparts in other parts of the country
had invariably no linkage with formal
financial system. The vendors operating in
these markets frequently purchased goods
on credit from wholesalers.

Interview of 134 randomly selected vendors
at the weekly market by GIZ team (July
2014) revealed that the average worth of
stock bought per day was Rs.5,050.
Purchasing on credit was a common
phenomenon. As per the Report, 91% of all
respondents had bought on credit at least
once from the wholesaler. Close to half of the
sellers in these markets borrowers bought
their entire day's goods on credit while the
other half bought a small fraction on credit.
The wholesalers charged daily interest up to
1.4%. Moreover, it was observed that credit
buyers had less bargaining power than cash
buyers and they would often be given poor
quality goods by the wholesaler. The
product specification is provided in the
Annex.

Analysis of Product Cost

The cost of loan products offered by the
Bank is higher than that of commercial
banks as well as urban cooperative banks.
The interest on cash credit product charged
by most of the commercial banks during
September 2017 generally ranged from 9% to
13% depending on the borrower. In
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commercial banks, pricing is usually linked
to credit rating of the borrower. However the
normal cash credit product of Mann Deshi
Bank attracts a flat interest rate of 15% which
is 2% higher than the commercial bank. As
per the regulatory prescription* for Non-
Banking Finance Company-Micro Finance
Institution (NBFC-MFI), the interest charged
by an NBFC-MFI would be lower of the
following: (a) The cost of funds plus a
maximum margin of 10% for large MFIs and
12% for the others (b) The average base rate
of five largest commercial banks multiplied
by 2.75. Given this backdrop, the interest rate
on weekly market product of Mann Deshi
Bank is high at 26%. The justification given
by the bank is that servicing cost of this type
of doorstep credit product is very high and
therefore the higher interestrate.

IV.Survey Results

Although Mann Deshi Bank type of clientele
is not the niche market for commercial
banks, many of them, through their Business
Correspondents (BC), do provide doorstep
banking service to their clients in rural areas
atcheaper rates. The moot point, therefore, is
that despite Mann Deshi Bank being very
costly in terms of interest rate why this bank
was preferred over other cheaper sources of
formal credit channels. As part of the present
study a random survey was conducted
through a questionnaire to ascertain the
reasons. The respondents were asked very
direct questions viz., (i) Whether they were
aware that the interest rate charged by the
Mann Deshi was exorbitant? (ii) Whether
they approached any other bank before
choosing Mann Deshi? (iii) On being
informed that other banks are providing
cash credit at much cheaper rates whether
they would now shift to other banks? The

survey revealed that (i) 70% of the clients
surveyed had never approached
commercial banks for loans as they
perceived commercial banks non-accessible
for them. (ii) 30% of the clients had visited
commercial banks but they had poor
experience with them. Most of these 30%
clients had deposit accounts with
commercial bank but no loan account with
them (iii) 45% of the clients were unaware
that interest rate charged by Mann Deshi
was higher. In fact, out of these interest rate
ignorant group, 9% clients had a sense that
interest rate charged by Mann Deshi was
rather cheaper than other institutions. (iv)
55% of the clients were aware about the high
interest rate charged by Mann Deshi. But
these respondents were completely
dismissive of any suggestion of availing
credit from commercial banks at cheaper
rates of interest. Even after being educated
that commercial banks are providing
cheaper loans, they had no second thoughts
on banking with Mann Deshi. Clearly, for
these poor clients of Mann Deshi Bank,
commercial banks carried a negative image.

15% of the respondents attributed it to bad *

staff behavior and 12% to delay in
processing of loans. 8% of the clients opined
that they did not believe commercial banks
give this type of loan. Others did not
attribute any reason but they said that
nobody from commercial bank ever
approached them.

This brought to the fore the issue of
availability vs accessibility. In urban areas
credit channels are available but probably
not accessible. The survey reveals that what
matters for poor is not only good and
customized product but also efficient
delivery channel. The preference for Mann
Deshi over others is a case of successful
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outreach efforts made by this bank which
their counterparts lacked. The excluded
population probably need social inclusion to
precede financial inclusion. They need
respect, recognition, timeliness and
doorstep service more than interest rate
benefits. Mann Deshi Bank probably
succeeded in capturing the sense of these
excluded segments of society with
customized products and delivery
mechanism.

Goat Rearing and Artificial Insemination of
Goats

The bank, in association with Mann Deshi
Foundation’ is helping women of the area
breaking all social barriers to adopt
unconventional vocations. One such
vocation is artificial insemination of goat
project in Satara district. The district,
particularly Mann taluka, is a drought-prone
area and has faced successive droughts in
recent times. Farming is very difficult in this
monsoon dependent area. Goat rearing was
considered a viable income generating
occupation. Mann Deshi Bank decided to
provide loans for purchase of goat in a big
way which usually cost Rs.5000 to Rs.6000
each. However, the area had dearth of
qualified veterinary doctors. There was
usually only one doctor for four to five
villages. Further, in the absence of higher
breed insemination facility, goat rearing was
not really remunerative. The Mann Deshi
Foundation decided to support women
willing to take up the work of artificial
insemination of goat. The Foundation
financed training of these women with the

help of Nimbkar Seeds Pvt. Ltd. which
imported Boer Goat embryos from Australia
in order to make Boer Goat stock widely
available throughout India. It also imported
semen of Damascus Goats from other parts
of the world and started breeding them with
locals. Post training of these women, the
Foundation financed insemination kit and
container while the bank financed two
wheeler to these “goat doctors”.

Socio-economic Impacts

Out of the total loan portfolio of the bank, as
on March 31, 2017, housing loan
constituted16.47% while consumption loan
was an insignificant 0.48%. The major chunk
of bank's loan (54.5%) was for business and
other productive purposes. 72% of the
borrowers of business/ productive purpose
loan could significantly improve their
economic status. There were a few failures
also but such cases were low at 10% only.
The condition of 18% of the borrowers
neither improved nor worsened. The most
popular businesses, women chose to set up
or expand, were dairy farming, goat
farming, catering, poultry farming, ladies
shops, grocery shops and street stalls.
During the course of study visits were made
to certain successful entrepreneurs of the
bank and a phenomenal change in the life of
theseladies were observed.

V. Concluding Observations

The preference by the financially excluded
women for the costly Mann Deshi Bank over
others is a case of successful outreach efforts

Mann Deshi Foundation: Mann Deshi Foundation was founded in 1996 by Chetna Gala Sinha in
Mhaswad, Maharashtra to empower women to make their own choices by equipping women with the
knowledge, skills, courage, access, and capital to become successful entrepreneurs with more control

over their lives.
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made by the bank. The financially excluded
segment of the society probably need social
inclusion to precede financial inclusion.
They need respect, recognition, timeliness
and doorstep service more than interest rate
benefits. Mann Deshi Bank succeeded in
capturing the sense of these excluded
population with customized products and
delivery model. Banking penetration in
India being still low, the banks still have
enough scope to challenge market
competition provided access to products is
made easier and hassle free to its clients. A
suitable design and delivery model will
continue to give enough head room to
bankers on product pricing.
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1. |Eligibility Criteria
Females only

Age between 21 and 59 years

Has business in the weekly market where the loans is to be given. Has been| *

coming to the market regularly for the past three months. Business is not
seasonal but conducted throughout the year.

2 |Guarantor/ JLG

Two guarantors with a business in the same market as the client are
required. Each borrowing member guarantees at least the interest
component of the loan of the other two members.

3 |Required Documents

Photo ID (Voter ID, Aadhar card, PAN card, Bank Pass Book)
Address Proof (Voter ID, Aadhar card*, Bank Pass Book, Electricity Bill,
House Tax Receipt)

4 |Credit Limit Rs.10,000/ - initially, increased to Rs 20,000/ - upon regular payment
5 |LoanTenor Three years

6 [Interest Rate 26% per annum on reducing balance computed every week

7 |Repaymentterms Required payment: Accrued interest every week

Recommended repayment: Atleast 10% of loan amount

8 |Location

Collection of documents, disbursements, repayments and withdrawals
take place largely in the weekly market that has been pre-decided. Client
has also the option to withdraw or deposit at the bank during working
hours.

CAB Calling
January-June 2017, Issue 1/2017

49




HRA Sl T Taaa:
HRIIG U A

IR LSICEI

3ITSThet 2RI | 7 597 fwas ol &1 e &1 U
TN e SR H i §epi T IRy
21 T o o iR # et 300-350 ATEH! BT
Gehict T AT Yed! 21 T '’ Ueh &R
IR A AT g9 W17 Wierd! g1 oy ‘@’ o)
IR HG ST & gad @Idr uid G oud |
Grerdt g1 aar ‘T oft Igpt D gOd @i Y
gfaer <ot 8, PAGE I & YaH T AY TR
ARIT ', ARIT '@ SR ARG T AEH b
ST, SO, Ua f$fiee Srg S U SN 8l
gl HgFR & TP Y19 IaIRId el H STal
31iftha &1 Raet g¥ee Y€ 20,000/ - 0 ufey avf
Bc gl 9 oo A Rt d@f & ake a9
et /3ar/ T eRafag &1 &) gD
PRI § 125-150 b BT ¥CTh &

fftrer ol  fasT & 73 -a AT T gL B
T e 319 fISo # g 501 H 1o gR1 Bt
T TN IR ATEDI DT IH DY DI TR T &
a1 T gEt 9o o faea # SRR 6 Y ge B
91 el TS B

frmfonei el & SaeR iR fieer & TwR
T IRE A SATGT Il o Tioiae STIe BT qIS o
eI

SURIh G9! ¥ 1 qe It foyaet & a1l 2

IFTEH wT A Th & e’ ¥ a1 U & i
3Td H dpi B GEAT P 3B @ A B
I ATEH] BT 3T |

ot §p1 B oIS H HHINY T ST Fa AT
3Tafeies STHT, TaxT 3kUT, HiY 3k01, fefiee Saurg
(R €1 Sft &, o € uwh &, Wiarget dfdhT, Sexee
) senfe) o9 STl § saet |AEHdT &
TED] P! FIT Hheb Ul & fob s arar ot T
et atel do5 § T a1 &R A7 ARM 1 % Riget arel
Jp A x|

do oraet fY Srftrs e (WRIaR el @ik
RR 2 I §) 8 & BRUT &1 BT ST HIdhe
Teh TRE ¥ AJH &1 g1 & iR a2t e wewt
st greft (arge Uferthe) e R TS &

Sl B oI IeeT < H srefagawen H Aefd
RGBT, ANRDI d glRgsHs w9 |
ferefi Tae dfchT Seure ygaT 81 3 At
o1 facia e o 21 g fise @ gere
] I8 W1 ST V@ @ fob &1 Gt 7 31ferep o e
SR TP b AT H & TeATeple ufereaef o
T §U §1Th N D 3lebgl A N feper bl Tg
q-de (Y W) fvga qmiie dfer &
SIYRUI T e FHhITf HRURT HeaR | deqel &l

TH T

% T PAR, IS TEYH T4 G 9eed, FEiaT srpieH!, Feian I Y W fER @ferd &

50

CAB Calling
January-June 2017, Issue 1/2017




AR ot @1 e -
BRI @ grtfe

Feature Article

geIfe a1 e erifer (wEiifgfea i
BHelferT i) &Y Fwear ot e gl | agl
doel B FE ¥ Wi Ied PRl H
ey &1 gg Per —dvan o, 5m R T BT
I B

WE PEE IO 1l § We-ae b R qIE
e () AT <1l oR H T, P AN 3
¥ for) dopl R qaTa I 2

SR a1t P! ear 3@ S ar 9ot anffe
R & forg g e erawen § ft &g g
1 wreed 21 3 aRade T A g 3T 918
&R =, Rat, srpracfaferd], A 9 (GR-
F) % ded o) a8 S 57 i srgerRI HI &

1L YR Y1 & faeras $t sragehdl

7 fe ¥ oo e 92 aref cyawen 2 gU A gAR
et a1 1S ot dop frer 3 At & 40 H i el &
(Ve ¥ ok S Aganf) Fof & faera & a4
woe b 45 3 T W UGAT &) |

T wort TR ¥ HRe Ffe & & St
& dFA-gdm & dgad sfpcl @ Fgdl
raeaarall & gy ¥ o g fb A 2019 d®
70,000 1€ | 90,000 FRIg T FfHT Aaex H
Goft &Y eI &1 AT TR A 30 Iofe H
3paret 20,000 TS & 39 & forg amafea fo &1
2 oo 3 aiftre Fapt A | B ST 37U 3ffRRI
ST P STEIoTEg B ol ¢

7 & & Rod d& 7t & ¢ (e BRfaed
o) % dEd Sgeidiand do, S SaleT
$op 31T HERTY % dad BRalE B &1 S PH D
Ye PRUT T8 AT b TR S URAFINT (3C)
&t Torer § fRrae o1 <& oft Sk dopt FY Sl

anfeT (v ot v) § R gfg & @@ oftl R
STHTERfaN &% TRT STRica Bl X1 R & ferg febit
$op 3 Y TR IS e et &, A d=ATT Hisget &
fopeft oft Hef & T Uep e Rtieg e ufehar
BT WERT T T FehaT &1 9 Ugel Iniet H
aRdtaE & Iy HHad B Uh @S D A
Gonfere fram o R 3R d  GuR el @
ST S, Y 3 o e g fareta AT arferrgur febar
ST Gl 2

I arer 99§ §8 1T (IND AS) a1 ikafefd
oaT uefy § e Pl & e ot @1 3R
it e (e & srexd el e
|1t TeTta & ¢ Sopef cpiarera ST A A off Hepi
& praTferSa W e o g3 |

fircir v dfbT &b vEITe B STER Hoik Al g
RE P B 21 S b gieitee an &t (39
RE & ok & < S S 3o ¥ wfoeel 2 3R
T ORE & IeUTS AT JTY UG Bl & SR Il
e T SR AIbE T TR B BIeht &) dfcat AT
Sed ToR § 1w &t ¢ &t Gt & fiF & A €,
SR TSR 37R ST HuT &b i |

=it TR FomRe goR, R &1 e e
o) 31 first firet SeuTe 3 U & e bl AT
SIS 39 &1 8 SR U DI T HRYER DU
iR TR BT BT TR H fer|

$b ¥ 7ok Afciiee ok & 3fcrfd oI 81 I8
a1 ReTa % bR &Y IerelT H o STfeed 8|
BRI §Y Toe dap 3iTth $Fam 3 S 3 wEart
St 3 Rrerr § Rret SfeeTaTat @ BHAR T ST
<R O g STTH Teict e g3 3R S & weran
% 7% RierfiaRur dus gam e 1997 # b
R 3 forq e R S aier 1998 H
sl RAE & s g forfiaRo & vy o
o g Ry

o i 3 frerT IR 9ot T T U1 A1feh AP b

CAB Calling
January-June 2017, Issue 1/2017

51

| A




Feature Article

AR Sl 1 ferm:
BTG U IR

& folv omR iR uRerer emar & gfe @
b 1R H 2 H 3§ JTRFT TR R, 8-
10 I § g9 =nfuy

e P I THM PR P Fwernal & dha QT
ElIEy]

R &t 3 & g e & ERm o 7 off ‘g
TP & 30 U oivg § forar o fs e
SR fenet qor 7 I8t i Hivg wifeerdmsti, agf @
ST quie (SHIth Mthrger) 3R F7t &1
AHHG Yale B e gQ fAemer dai
LG ehell F9T Y T 2|

I11. 1 T faera T - T aRe™

g3 ol Bl aoTg | PRI § SurEr G
SR AT &Y, 51 Jopi § B bl a1 Reforepeor
EH & BRI, 98 Jobl &b IR & qaip iR Jegedh
PT AT T BIC dobl & ATgd! q TG T
go1g | @ ot 9 8T, S bl prfemar gt afik
g% H gl &rft, VT Pt Sl 1 fers & arg
Ugel A1 N ot BF g W §9IR BRIS IR
gad grft, T grar fobar ST &1 9 aretrar St
A o1l o & fordr 3R St Fifey 3ot oy & foro
/T yR Y ufereuef gorcdt off, g oft a9 @t
SIEZE I

ST U TTEenI=REt AT 815 & 37 SR Moot
Rpet a7 TR SeraT Bl STTaeTehdT s B
g3 §F & ufrerr yomelt (ST Ried) & w1y
HHATRAT H SToxt QeI &Y ST &) 517 Fapeht &

BIC BIC dd1 & a3 Jopl & Aok I 39T e}
Rt 5 snemclia Bt amet) sat ST sy
A H g aTel @t ¥ Y et wrer g areent
ff g TRE b P SHT god R A T A
IR Yo, Teh aRIet! o< TS 5 et ety

bl T SR T &S BT Y I T o7 Srafey
Uq e sl it Rerar (o o Ug @ o

ferfepfSct) @ JgeR & X UdeH PR ¥ wRerar
erftl 59 oRe Rotd d9 oifw R & wifafe
feenfrcen & T forfifed) srgorere hiiferdt
(TAT.Uh.) Td HIRiTeT T hifordt (v o
U%) & foTT IR IR PicT AIbe A SMaeTH SR
1 SReve Tal gt

dopi & g sroeft ufereaet § o : -

3Tl SATHUG gl WRTAR B, ae) &t o
TSR 1 ufcaaf & R A S orarei 6t
WW%WW@?&#@@@@’
RIS &1 5 SIRaTat &l et 21wk & Far it 3
ST Dl R fopar ST et 21 St &
eI WY | T X IS Bl Iepx IR 3
nfcreaef g 1 e 21 39 arave ufegfRar
1 D3 IR PG I JTgeh DI AW P T ST AR
TR 31D SATT &R AT VN TR =IATT &I X &
BT AGT AR & R 91 H 3 FEST arofer a1 g g1
P S ST & Oy e +ft Tt Y o7 g
T AT g

4ol & et R el (g WRN), #ieRT

3Tl 1T AR vd feenfie & v oyt -

341G ITEed & A1 FIY Jepl & forg oft aRuw
Rufer Seue et 2

gfcreae§ & HRUT B db haer eadRT H T
T & TG &8 aRE P Wl fReanfidet @y off
RIPIR IR I B 81T $ ast o b F wfeq
faftrer eiamerst & Hqot o off areq Prefiv em aren
ASIRAT &

aRerTer e H ot ud e o afy: -

Ig F]feI el & 36 Q) a1 aifrep b1 T &
RO ¥ T # ekt gt €1 qER ereal o
S B W R & SR BrRf F aar a1 37
ferepT 3T 39 YR A UR=ITe SR & T B

I
i
|

52

CAB Calling
January-June 2017, Issue 1/2017




ARG Jopt BT AT -
BRI T AR

Feature Article

TR 3 foru wep et o faIcRuT a7 QreRt diet
THTH R HHCT & AT Prodpd FRIE B B
oI R & AT Yehigpl AT SR FRior srormedt
qR-T1fRI TR Febell &

Sopi oY e o BN A S vee (W S, g1, ¥
St qm, Sft w1, TR o anfY) sl Y e A AT
et Ry Y meTRafeep @t H reht et S
T TRE S b arviear § +ft gfg gl

98 §o Reh RfFT @R (PRE ffesT) ®
STE] BT X T ST 3R AThe e
Giradscall

ot 1 3HiR SrfRres FegaT B -

Jopt o amoed) whteRr A Fffa d i AroTR IOl
e 9, TEd ER (PeeiR 99), A
3t ¥ gfig 2N v SR @ Y i Afds d
3 o7 o off 3o ¥ & e & QA & dD D
gTavCH Pl HRIST g3l

U NP P Higgl S AT Pl BT &
JER T HEGTR AT gl | § dE
Ffireer 39 B aog A PIcd S TS T it 4T b
wiiorer sita 2 Gy farsT e griiet +ff R ||

R} Y P TR S B W 37T T Sff 9T Bl

Jeue T b o P 2 TAT g3 Sl e &
gaveH & forg argfarea wfad gai|

2010 a1t it o <f 3 ¥ 3 i o oY @
ek S AT ST BT Jeguer SHb Iob 9o
1 3 AT A SIGT T 1T T

ITED WaT 3 OICHS GUR: —

¢ S v v wliiferes & e A &, S
Gorre ik Rig d 6t ara Pad IR AR B
o5 Aol o & T @ wf A e d,
e e &Y ARATY TG SFR0T AR H Do &l
ok a1 Rerft @xor & gaTd iifere g gt

iR fierr & a1e Fiffd gag S 1 Faim (%)

fY TmEept T uga

Fept Y I HH B W T Pl 3T i oY

2 Hepdl B

o ! P TN (fFeraier) & 8 arel e o
T STCAY

o 3R ¥ oF o U M dTeN Yed TH 8
ST

o 92 d% B ¥ Tl A v M R
TrEept &y a7 el oRg i A el
SRl

o WHN Ry werar ol db O SR
ST TgEt

o Rt TTeH IR TR ATED! Bl AT ettt

WER Arerel @ BRI B AR B H

ST —

2014ﬁﬁcﬁwao‘ruﬁqwﬁsﬁaﬁwzhw

¥ ded T 33 T P e B 22 IRIS I

@ﬁ@ﬂ?ﬁ?ﬁﬁfﬁﬂwﬁaﬁ?ﬁrswﬁmaﬁ

Y O o q1e H RISy (ST W T e

3 7rg ot ur T b v & Atk & T S o

ST 3 e A & IR Fi H el

<A R I & S FoRT o T MG UG
g § TRBRY AT BT A [l b fdegper
& fireT U1 &7 AT A P &1 IR SoT T AT S
AR IRBRY AT & dgd sise fofdst, FgT
&, ot T § o o &, e Tt Smar Ao,
feperT Shfee PrS geaTfal

St % Riorr F 72 Jopi o U Qg BT T9T ST
21T Ry a8 8 arreff o TR AT b
T U AT el & |

TRBR B 2t QT SO e fRret et o forg et
woe da W PR ReT g 21 MR wee 9 &
S IR IR Ufg 3R gegaR B g WRBR DI

CAB Calling
January-june 2017, Issue 1/2017

53




Feature Article

URAT bl BT e
BRI W gt

3o foret oa Sfdm e R & o ey ft
et ST 3fR fR7elT ta o TR W= 8 arel) €
Tet <t 4t o1 v ff < 52 S arferes @ oY v
SRR g, P F For AN, eH, oy vd
qEGH N BT B0 | SHed U@ I FIRF,
et 7 FReAT g

iR frearfea snfesal a1 g e (I
w ftyanoe): -

acfar SfdT aRgea §  aFote anfewt srerfa o
4t T W e gt & 0 § @S &1 R
2016 T 9Rd | R i 49 WY wd it
i & T Ot T T Pot N7 T 6 TRG FRIS T
T g fociia o 2016-2017 # dot o1 et @
dl ¢ 7.65 @Rg axIs 2T, Sl b o1 o oIRg IS
A ol if¥w & T 1 o & W Sk F g
&9 9T ¥ AT ARG RIS BT | A My
e gt R/ do6 & g ek gearE ¥
qATfech ARBRI Sepi T S dTet ATedl & Faela
U7 WY DT Y SR gl

gfeeh HAICIH & Tad Pe deb T o &1 99
3BUT b U UT Q& Y T a1 IR yget ST K0T
H gae @ 3@ @, O 3 o guR a1 H @
AT O ff U g9 % forw qRa o g oy
&I ITGIHT BIchl 81 Sopi Y 31feres dear 8 &
PR pIg Ht R Frofg o7 F ST Breht & \rer
g doi & 99 vp Feufd s AT ff 9 ToEe
PN AT AT 2

TSR & 91T 93 S 8 IR fpet ft avg & aRg
foofa & st grft wrer € fRwieer FoieRt &
faog BT PRATE W& 3T Aot b HregHy &
T T H B Irgu A e rer €
&, Repert it 3 anfe F arsfa snfamt
b YSET Y TOTaTT H FUR S|

s §fFT defidr sk fiwga s
T

bl & woik [ T GfrcdR ¥ weeudr
(Ffrpififet) wa vdhipa aRered (S2ads
JTRYA) ¥ &feb enfidht ok arferep worg
(e FRIE (FRR) R YR Beeht g
3roft faf¥er I ST 31T WiFeRR R BRf By
21 PV dp! SN b AT weter, fr o Y, and o
3TS 3T 3118 31fS H ipet (IR gt Affa)
g d o doi S yRdly we §5, deot Fo
geare § &t 1 ¥ w7 (BaNCS, & ot & gy
) 2, I8 o doi oY 1 ¥, A9 T
3 A wetery agd (TRt GRT FAfder) sREh g
.

SWIth BR BT Aegem & arerrar R e
sreaRR +ff 7Rt § @10 S § S, v O o
3P, A S|

dl & 7o A 31T 31 TRNART W b S
aTell g HY B 3R 1 & v & wiehid )
IR SefaR) A-ieT UTeep! ol fiyet | |

TUTd 9GS TEgd, THTE e
H@ﬁﬂwﬁ:—

do! & faerasy geg § & AffT a9 J S9,
Tegd SR A7 yeieH o S iR ufFedy @
9QraT e | IFg SR R R ot TR @
e (Sefe Ao, aial o1 \akay aa=
Td YA (ST B9 ), Toelt ufdreor anfe
{1 FTR et a1 S e £

gleT & uf N o3 INE P URETET TaH 0T el
dIaTerSt bt T ot Rt §1 st b e
BIC BIC & 39T RidR 3 gy &1 dabi &
feera & uRee vepseudn, feer Seraw, areff
FHerd, IR His Morie Ried g9 | Fadar
3R R TGSl o1 TR 3R e Td woll &
a1y A, Tl YT 311 IR oI RN

54

CAB Calling
January-June 2017, Issue 1/2017

| _



WReRr St @1 faemm -
HIIS ¢a AT

Feature Article

IV. getfer: -

SR TRE &R T a7 & gRac o badt |/« =i
FHRICHD & -1E) eI, SHP T F& Al
B Pioredl Hft AT Bl 21 &R 9 a%eH B
e T T g Sifeny sft wga § St ke &
g3 31N & AT P B! A Hi TRe) fesedt
REe 8l

OHa STEE, o g WRNfid, 9 g o,
JUITelt 31 T YehiepRur oft ST 181 &1 3
3retran YR Bl e & forg it ar, 7
G o1 fhetie, fasdfer &t e o arfergfct <
ATefSTferep &1 & Sapt o forg getefguf g i gef A &1
TRBRY IUhHI TR Sfear 3iiR Sfeae weRaEa &
Tt o s ST ST AT FATEH BT TehIehvul &t
gl Tl Iq TSR ST &l dqglell Pl BRUl
TehTehRUT T & STIT 7T 2&T &

o3 g Aok BT AR dfT & T J Sfyd
HeH 18! I | 9 3 U THR aRomT @ gferar
FATd 21 3T 3T X b uer F (3reifd AR &
faRrer ) 9 = deh < 2|

IRehg SfT caven o v 7 a1 P8 596 |
ffifa 2 g8 81 g v ke A S BU W, A
Sfifer T & fepRia srerfd gated g8 1 o dtel
T8 SId § 931 I 3R Fog I GG &
e b & BU § T DI AT AR oF | 39
a1 &t g TR @ik FfdT TE o Sopl b Aok A
et 9T a1 F e s st § §p 3y TR b IFD
BT gTRTeT R o | 38 TR IR QAT PIg SGTERT T
2 Y e | Ia & fory ot & faerlt e Big
Bl Yo AT g

gl I @ f “Parts are the greater than the
sum of whole” 3flid & 3~ d <9 dF 48H
foxfir Sehe (Great Financial Crisis) & S5 SRT

fop 1920-1921 &t 3mRepr Pl 7gT w1, 1939 -
1945 o focita forer]g 1 fageaig g9mE, 1991
B YR faxir Fepe, T+ 2000 &7 S DH
g9 A1 2001 BT 9/11 gHel & &1 i fRAfT a1
2008 T 9 TTgH Ahe ; B3 I3 I3 dab (S ot
STSde dg ST ¥) g | TR BIC B 3 3R
iy Gve om 3T @I saw W A
DTS Y|

& BIel IT JeI9 PR BT b 0 T TR
Jrmferes a1 ARPprs & § HRRT B 2l S
ST G &7 & S Stia i forcfir Sreval @t e
Wl 2 R I 9 AR & “Customized
Product” @I @NMl T Ugard gl & Sfd a1
forft Scurg &R & H THE ®U | ITAN gl
BT S & Mes AF BT Tdeld IR HIRd Dl
3 gfdor wRT # o1f¥e Bl 99 & o5 el |
geattiep Sfd Y AT gt <& 21 g9 b BIc-
B &3 it S Srexal @1 agf & |rrh -
aifefer FRFAT (Social-Economic structure) AT
TIfeTal eI BT SATGT Tl g odf | $ BRI BIT
Sopt Y ST Pl fSegpet el TDR Hebdl |

St & TIoR W AT AT TR BB Serel Geret

&I Ry S STt 78 81 &R S T Teb 3T &l
TG HRATE ERBIT AT P e AN gl
g1 Joi & oo B faery | et o, arfter
oif, rRfuTeres aff & fadi R oft @ U 8 19
TR B PR PRI F GG DT FTeH H IRES
e IR 8| TET 93 Ao 1 pRf 9T (b Bk
3Eq a1 N & g o off S mr
preRIa o e RIRE T arcTaRvr A g &
3R e e ot o arfReaca & forg deef &
ol e € 3R ¥ ooy &t emfda emveRar &
929 | Weh oI B

CAB Calling
January-June 2017, Issue 1/2017

55




Feature Article

gReg Jpi @ e
BT T AT

SUHER: -

St &% Tofk a7 uehtepvur AT ferft @Rur s
afrpar arefoferdl, SR fasawal, Aifd
fmfaratl B gt & v FFTART BeH &, §INI
arefegaven ¥ Y aveH & A ¢ TS T
TR ST T SIARTET ¥R IR ygar fertt, g
R A B A @R S e
(Banking Giant) ¥ 9qRa & ot g d S T
Ry RIS R IR @R | Aok gAR IET BIg
= et oft 78 21 arcfia o oft g Fopl &b STURT H
ok gV & SN 5 1993 H =g gfean I ot U

*k%

Joret ¥ ¥, 1999 H et PI-31fg fAfics &
S arfes gEkeT §, 9 2000 H eTg=T S BT TF St
o ot ¥ fafiee #, T 2004 § e g db
1 3NN & ATt Bt &, T 2006 H HfTedt
S @1 enSdtenSitang o H1 gt & auf 7 o
2014 T TSN RT b 1 Pled AfgST db o
fereTar gar|

i depi b Hok H T1g TR AT T BT b &9
o oEfifey s, iy s AU o e, T
Aefprei e, silk famr fopedt Iifces oy
21T T &g | W o ST ATy

CAB Calling
January-June 2017, Issue 1/2017




%

rticle
in
rie

\._\A
( B




Customer Analytics in
Banking and Finance

I. Introduction

The latin term “Caveat Emptor” i.e. let the
buyer beware, was the concept which was
predominant in trade and commerce. This
concept meant that it is the responsibility of
the customer to ensure that the right product
is purchased. Later, that concept was
replaced by another latin term “Caveat
Venditor” i.e. seller beware. Under that
concept the responsibility was on the seller
to keep the buyer completely informed of the
goods or services he is selling or providing.
In the modern trade and commerce, the
sellers have evolved to be more competitive
and are now collecting information about
the customers and are designing products
especially for those customers. This new age
method is called Customer Analytics.

II. Customer analytics

Customer Analytics is the method of
identifying customer's behavior and
requirements through various means and
offer customized products that enhance
customer satisfaction. A satisfied customer
means better sales. The first question is how
customer analytics is being done. The
answer is big data analytics. Itis the process
of examining large and varied sets of data to

Mohan Venkateswaran K.*

uncover hidden patterns, unrelated
correlations, market/shopping trends and
other insights, which enable businesses to
make more informed business decisions.
The technology firms identify the customers'
behaviours and requirements to enable the
vendors to offer customised products that
increase customer satisfaction and improve
the sales.

The second question is how much time it
takes to examine the large and varied data.
The answer is that it is being done in no time.
The technology available today enables
analysis of massive data and provides a
solution almost immediately. The third
question is from where the data is being
collected. The data is collected from every
possible digital footprint of customers.

IIL. Improving banking experience

The past few years have seen additions to the
already fiercely competitive banking sector.
With the competition to attract the customers
ever growing, the unique selling proposition
is which bank knows the customer better.
Banking is no longer standing in a queue with
token at a bank counter. It is about building
relationship with the customer taking the
service to the doorstep and providing the

*Member of Faculty and Assistant Legal Adviser, College of Agricultural Banking, Reserve Bank of
India, University Road, Pune - 411016. The views expressed herein are author's own. The usual

disclaimer applies.
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right banking product to the customer at the
right time without making the customer
waste her time. The banking product could be
deposit or investment or loan product as per
the requirement of the customer. On one hand
it is very important to offer the right product
but on the other hand it is very important as to
who approaches the customer first at the right
time with the right product. Therefore,
knowing the requirements of customers is
going to be key for competitive advantage in
banking. Further, it is necessary for the banks
to evolve to adapt to the changing needs of
their customers, which will improve cross-
selling and up-selling of products. Customer
analytics will enable banks to know the
customers better and this is an opportunity,
which the banks can use to differentiate
themselves in the competitive market.
Predictive analytics enables targeting the
right customers by studying their behavioural
patterns. It is possible to know about which
customer will stay longer with them and what
actions of the service providers will earn the
loyalty of the customers.

There is lot of digital data available about
everybody and much of it is relevant. These
data can be used for business decisions.
Using web browsing history, it is possible to
know whether a customer is looking for a
loan, and with the keywords used for search,
itis also possible to understand the priorities
of the customer while seeking to avail a loan.
With this knowledge, credit institutions may
be in a better position to approach the
customer with the right product at the right
time.

IV. Customer experience in payments
and remittances

With the advent of e-commerce platforms,
there has been lot of focus on the buying
experience by designing the website and
providing better functionalities. However,
the convenience in making payments is also
equally important. Payments banks and
wallets are significantly contributing
towards enhancing the customer experience
in online payments and remittances. These
newbies are giving the incumbent banks a
run for their money in this niche sector. The
customer's behavior is being analysed while
designing products and the products are
accompanied with rewards and incentives
in the form of cashbacks to motivate
customers to use their services. Once the
customers are acquired, the convenience
and service quality is being used as a major
tool to retain them.

Today, one need not wait in a long queue to
recharge her Mumbai and Delhi Metro Train
smart cards. On a real time basis, a customer
can now log into a payment wallet app and
key in the Metro Train card details to check
the card balance and instantly recharge the
same. This facility is applicable for
electricity, gas and telecom services. In
today's scenario customers can log into one
payment wallet and make payment for all
their utility services. This shows that there is
integration of databases of financial service
provider and other utility service providers.
This integration is assisted by application
programming interface (API), which
enables the stakeholders to deal with the
complex software systems and disjointed

'http:/ /www.mas.gov.sg/Singapore-Financial-Centre/Smart-Financial-Centre/ Application-

Programming-Interfaces.aspx
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technologies. 'API is a set of formalised
commands that allow software applications
to talk with each other in a seamless manner.
APIs make it possible for innovative
applications to leverage on foundation
services to create better customer-centric
services. APIs are a crucial enabler for
financial institutions to harness the benefits
of Fintech. They facilitate financial
institutions' push towards customer-
focused initiatives by enabling applications
to be developed quickly and responsively.
APIs also allow financial institutions to
leverage on external talent and tap on
emerging and innovative Fintech.

V. Customer experience in borrowing/
lending

The customer's needs for finance may vary
depending upon the stage of their life cycle.
It could be for personal purposes or business
purposes. Though borrowing from banks
are still a popular option, customers may or
may not satisfy the specifications of the
banks and they may also need the finance
urgently which may or may not fit into the
application process of the banks. Therefore,
banks are stated to have’ partnered with
fintechs to adopt innovative technology
based solutions for sourcing of customers,
anti-fraud detection and easier customer
onboarding processes. Banks have also
realized that collaboration with fintechs is
the best way to go forward. Some of the Non
banking financial companies (NBFCs) have
changed the face of lending by digital means.
In respect of these companies, the customers
are required to apply online with minimum
details such as mobile number and aadhaar

number. Most of these NBFCs do unsecured
lending. In October, 2017, the Reserve Bank
of India (RBI) has issued directions for
NBFCs that operate peer-to-peer (P2P)
lending platforms. P2Ps provide a
technology platform through an online
market place, which enables the borrowers
and lenders to connect. The question which
arises at this juncture is how these
institutions underwrite these loans.

In cases where the loan applicants are
seeking to access credit for the first time,
they may not have a CIBIL score. Further,
they may not have any security to offer for
the loans. As per the Fourth Census of
MSME, 92.77 % of the MSMEs had no access
to external finance. The limited credit
history and non-availability of security have
generally been quoted as a reason for not
financing.

The fintech companies have created ways
and means to underwrite the loans without
relying ona credit score by CIBIL or security.
These companies have developed a black
box algorithm to assess the borrowers and
process the loan application in minimum
time and with no paper work. The factors
which matter for under writing could be the
identity of the applicant, the intention of the
applicant, the fraud risk and the credit
worthiness. To assess these factors, the
fintech companies rely upon a large amount
of data which is left behind by the applicant
as her digital footprint. These data could be
available in the form of:

a. web browsing history and social media
to understand the nature, reputation,
connections and character of a person,

*https:/ / economictimes.indiatimes.com/markets /stocks/news/ yes-bank-taps-ai-to-directly-offer-

small-loans-to-students/ articleshow /59483294.cms

CAB Calling
January-June 2017, Issue 1/2017

61




Article in Brief

Customer Analytics in
Banking and Finance

b. online bill payment records to show
regularity in paying bills ; and

c. shopping trends and fitness information
through trackers to understand the food
habits and lifestyle of a person.

The analytics of the above digital data which
provide a 360 degree view about the
customer to enable the credit institutions to
decide whether to lend or not. Apart from
assessing the capacity of a person to repay,
the data analysis enable the credit institution
to have a better idea about the intention and
willingness of a person to repay. The
interesting part of this process is that it
happens in no time since it is machine
driven. With the advent of Aadhaar, the KYC
is being done through electronic means. The
credit decision is being taken in minutes and
the money is transferred immediately using
the UPI infrastructure. This seems to have
enhanced customer experience with such
creditinstitutions.

A tech company called “Redcarpetup”’
claims to have access to a lot of data,
including data on the mobile phones and
they use this data to service customers who
never had any access to credit before.
Redcarpet offers loans to students who may
not have a credit score and these kinds of
tech companies have also collaborated with

banks’ to lend to students. The loan is
repayablein flexible installments.

Lenddo is another tech company, which
assesses the borrowers based on digital foot
prints. Lenddo's patented score’ is stated to
be a powerful predictor of an individual's
character or 'willingness to pay'. The
LenddoScore ranges from 1 to 1000, with
higher scores representing a lower
propensity to default. Lenddo states that
LenddoScore complements traditional
underwriting tools, like credit scores,
because it relies exclusively on non-
traditional data derived from a customer's
social data and online behavior. It is also
stated that when the LenddoScore is added
to a traditional underwriting scorecard, it
helps to discriminate between good and bad
borrowers.

Another tech company called “Affirm”* is
stated to have introduced smarter
underwriting and anti-fraud technology to
improve on the traditional systems, and
therefore create financial products that are
simple, transparent and fairly-priced.
Proper capitalization in the sentences while
filling up online applications and time spent
in reading the terms and conditions makes a
customer more credit worthy’ for these new
age fintechs.

*https:/ /www.redcarpetup.com/ credit/loan/

*https:/ / economictimes.indiatimes.com/ markets/ stocks/news/ yes-bank-taps-ai-to-directly-offer-

small-loans-to-students/ articleshow /59483294.cms

*https:/ /www.lenddo.com/products.html#creditscore

‘https:/ /www.forbes.com/sites/zackfriedman/2017/05/05/ max-levchin-paypal-
affirm/#6b3b06a360d3 Affirm founded by Max Levchin, a co-founder of Paypal.

"https:/ /www.nytimes.com/2015/01/19/technology/banking-start-ups-adopt-new-tools-for-

lending.html

*http:/ /www.ey.com/Publication/ vwLUAssets/EY _
_Big_data:_changing the_way_businesses_operate/ %24FILE/EY-Insights-on-GRC-Big-data.pdf
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VI. Data Protection

Data is becoming an integral part of the
banking and financial landscape. The
increased use of big data challenges the
traditional frameworks for protecting the
privacy of personal information, forcing
companies to audit the implementation of
their privacy policies to ensure that privacy
is being properly maintained®. Though, it is
necessary to foster innovation and
entrepreneurship, it is also pertinent to
protect the personal data of the customers.
The Supreme Court of India in the
Puttaswamy case observed that the dangers to
privacy in an age of information can
originate not only from the state but from
non-state actors as well. The Court
recommended the Union Government to
examine and put in place a robust regime for
data protection. The Government of India
has set up a Committee of Experts’ to study
various issues relating to data protection in

*k%k

India, make specific suggestions on
principles underlying a data protection bill
and draft such a bill. The objective of any
data protection framework must be to
ensure growth of the digital economy while
keeping personal data of citizens secure and
protected.

VII. Conclusions

The steps to be taken by banks and financial
institutions to know their customers is no
longer only a matter of compliance. It is the
mantra of doing business and the new
normal. The digital revolution in financial
services now places the customer and the
data about the customer at the forefront of
the banking and financial sector. If the
traditional financial institutions do not
embrace this new reality and adapt to the
evolving needs of customers, then those
who do so, may replace them.

*http:/ / meity.gov.in/ writereaddata/files/ meity_om_constitution_of_expert_committee_31072017.p
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Cooperative Banks in India -
A SWOT Analysis

Mauli Bodiwala*

Cooperative banks in India have played pivotal role in shaping banking sector in tandem with public sector, private
sector and foreign banks. Their existence and sustenance are of prime importance given the mandate of financial
inclusion incurred by the Government of India at macro level. Within this background, this article describes
growth of cooperative banks, special characteristics of cooperative banks, and their stren qth, weaknesses,
opportunities and threats in the emerging banking policy landscape.

I. Introduction

India is perennially a capital starved
economy. Her small entrepreneurs,
agriculturists, small traders, women and
rural folks and people with less or no
collateral are always in need of capital.
Originally, Cooperative banks were
conceptualized to cater the needs of these
segments. Cooperative banks are supposed
to serve the largest section of people who are
untouched by commercial banks as these
banks can't venture to the remote corner of
the Country and remain viable. Cooperative
banks are envisioned as the original vehicle
for financial inclusion. They are expected to
encourage saving at the grass root level and
make credit available to those unserved by
mainstream banking channel.

The Report of the High Powered Committee
on Urban Cooperative Banks (UCBs) headed
by Shri R. Gandhi, Deputy Governor,
Reserve Bank, categorized the evolution of
post 1966 cooperative banking segment in

three phases. The first one, the growth phase
that lasted till 2003 which was marked by
tremendous growth in the number of
cooperative banks, number of branches,
deposits and advances. From 1100 UCBs
with deposits and advances of X1.67 billion
and 1.53 billion respectively, in the year
1966, the segment has grown to over 1579
UCBs and 9722 branches with deposits of
%3.55 trillion and advances of X2.24 trillion.

Second phase of the co-operative banks
lasted till 2008 and the same was marked
with collapse of Madhavpura Mercantile
Co-operative Bank, Gujarat. Between April
2004 and March 2008, the number of UCBs
declined from 1926 to 1770. In the face of
such failure, the Reserve Bank stopped
issuing licenses to new banks. It also signed
memorandum of understandings (MOUs)
with State Governments as well as the
Central Government to achieve better
coordination of regulatory policies and
actions, initiating capacity building

*Chief Manager, Kalupur Commercial Cooperative Bank Ltd., Ahmedabad, Gujarat - 380014. The views
expressed herein are author's own. The usual disclaimer applies.
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initiatives and putting in place measures to
bring in efficiency through adoption of
technology. It introduced the Graded
Supervisory Action (GSA) framework in
2003 and classified UCBs into four grades -
Grade I, II, III and IV, depending on their
financial conditions. This was replaced by
Supervisory Action Framework (SAF) in
2012, wherein supervisory action was
initiated based on various trigger points
such as CRAR, gross NPAs, CD ratio,
profitability and concentration of deposits.
SAF was reviewed and modified in 2014 by
advancing the trigger points for imposing
directions and cancellation of license.

In the post-2008 period, the co-operative
banks segment has been in consolidation
mode. As a result of the new initiatives and
sustained efforts by the Reserve Bank,
number of financially weak banks in the
UCB sector declined. Further, due to
consolidation in the sector on account of
closure and merger, the number of UCBs
came down from 1770 as at end-March 2008
to 1589 as on March 31, 2014 and further to
1579 by end-March 2015. However, the
impact of consolidation was a substantial
increase in deposits and advances of UCBs
which increased from %1,398.71 billion and
904.44 billion as of end-March 2008 to
%3,551.34 billion and %2,243.08 billion,
respectively, as on end-March 2015.

As per the available literature, Ramu (2004)
and Selvam (2008) have done their SWOT
analysis of cooperative banks. The first study
finds that the Government, policy makers,
cooperators and supervisory authorities
have undertake collective action for review
and recognize activities of century old
movement and make up strategies to cope
up with socio-economic, political and

business environment. Instead of bowing to
challenges, UCBs must bounce back and
take up challenges and utilize opportunities.
The second study has done SWOT analysis
of cooperative banks from historical
standpoint. As per the finding, commercial
banks, during the period of depression
following the two World Wars, had suffered
considerable loss of public confidence and
cooperative banks were considered to be
safer institutions.

With the above facts in the background, the
present study delves into latest
developments in cooperative banking
industry in tandem with entry of small
finance banks and payment banks, etc.

I Strengths of Cooperative Banks

Most of the employees of cooperative banks
are rooted in ground realities and they are
better aware of the business opportunities
that are unique to the area, as well as
borrowers' credentials. Because of being
local and having knowledge of local
language, cooperative banks are more
trusted by small time depositors. This helps
banks to mobilize resources from lower and
middle-income groups. Bigger commercial
banks struggle to reach these sections of
population who are unable to create that
environment of trust and support.

Cooperative banks most often have strong
connections with specific communities and
often draw employees from those
communities, which increases the trust of
small savers as well as borrowers. This trust
is the most important ingredient in financial
inclusion. Cooperative banks' cost structure
is generally lower than that of commercial
banks. Co-operative banks charges/
penalties are comparatively low as well as
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many times they pass part of benefit to
customers.

III. Weaknesses of Cooperative Banks

Despite various advantages and positive
developments, cooperative banks continue
to face a number of structural problems/
weaknesses. Most important is the size of the
cooperative bank. Most of these banks are
still single-branch banks, which make them
extremely vulnerable to the localized
problems and business risks. Such banks,
when they have exposure to other equally
vulnerable banks, and which is a common
phenomenon, the systemic risk rises
significantly. The failure of the Madhavpura
Mercantile Co-operative Bank (MMCB) in
Ahmedabad in 2001 is an example which led
to widespread interbank contagion among
cooperative banks in Gujarat.

Lack of professionalism is another major
weakness. The localized profile of these
banks, which keeps cost down, often
becomes a drag on professional work ethic.
The problem is not restricted to lower levels,
the quality of people and processes at the top
is also a cause of worry for a sizable number
of cooperative banks. Talent acquisition and
retention at all levels has been a tough task
for cooperative banks as they cannot
compete with larger commercial banks as far
as salaries are concerned. Because of this, in
order to improve the human resources of
cooperative banks, free of cost training
courses for Directors, Chief Executive
Officers (CEOs) and other officials of UCBs is
being conducted by the Reserve Bank at
regional locations and in local languages for
the convenience of banks.

Cooperative banks are very slow in
adoptions of latest technologies due to
resource constraints i.e., lack of skilled IT

personnel as well as insufficient funds to
adopt new technology. In most of the
cooperative banks, quality of audit is very
poor and many times there is absence of
concurrent audit system. This results in
weaker internal control system and increase
inrisk.

Many cooperative banks are closely
connected with local politicians and due to
the said reason, in many cooperatives banks,
majority of loans are becoming NPAs. In
majority of cooperative banks, there is low
attendance in Annual General Meeting and
there is lack of meaningful discussion. Most
of the time, re-election is of the same
management or their family members.
Corporate governance in majority of
cooperative banks is weak.

IV. Opportunities for cooperative
banks

RBI has taken several policy initiatives for
cooperative banks that has enhanced
opportunities. Among them are: (i)
Introduction of LAF for scheduled UCBs; (ii)
Quantum of gold loan under Bullet
Repayment Scheme increased from X1 lakh

to X2 lakh for all cooperative banks; (iii)
UCBs can act as PAN Service Agent (PSA) in
tie-up with authorised agencies; (iv)
Permission to invest in shares of Market
Infrastructure Companies (MICs) - CCIL,
NPCI & SWIFT; (v) CBS enabled UCBs not
having own ATMs can issue ATM-cum-
Debit Card in tie up with a Sponsor Bank; (vi)
Eligible banks can offer all their products
and value-added services through ATMs
subject to availability of supporting
technology; (vii) Banks having CBS and IPV6
can provide Internet Banking with “view
only” facility without prior approval from
RBI and Transaction Facility with RBI
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approval; (viii) CBS enabled banks can
participate in Govt. schemes like PMJJBY,
PMSBY & APY; (ix) Installation of Off-
Site/ Mobile ATMs without prior approval of
RBI; (x) Authorisation to open one
Controlling Office for a cluster of 40 branches
without prior approval of RBI; (xi) Banks can
grant unsecured loans up to 35% of Total
Assets under priority sector subject to certain
conditions; (xii) Acceptance of deposits by
Scheduled UCBs from other Scheduled /
non-Scheduled UCBs; (xiii) Relaxation in
raising and repayment of long-term
disability and introduction of mandatory
disclosure requirements; (xiv) Permission to
Salary Earners' Banks for grant of loans
against fixed/term deposits for non-
members; (xv) scheduled UCBs have been
permitted to undertake various activities
such as opening specialized branches,
undertaking intra-day short selling in
secondary market transactions in
government securities, undertaking ready
forward contracts in corporate debt
securities, opening currency chests etc.

Cooperative banks that have single-branch
and face localized problems, business risks,
are unable to cope with technological
advancement, should get merged with
Urban cooperative bank. UCBs can explore
possibilities to consolidate such small banks
and can increase their branch network and
business mix.

V. Threats/Challenges for Cooperative
banks

Co-operative banks will perhaps be the most
impacted segment because of churning and
evolution of the financial sector. Looking at
operating environment, a few strands
emerge that can significantly impact the
cooperative banking system.

First, banking industry in general is
becoming more technology driven.
Emergence of banking through hand held
devices such as smart phones is an example.
Any financial intermediary ill-equipped to
leverage technology faces extinction in this
scenario.

Second, moving forward, rural banking will
be increasingly done by individual
representatives of banks with enough back-
end support from banks. Nationalized
banks will increase usage of banking
correspondents once their financial viability
is ensured. This will enhance competition
for cooperative banks.

Third, Cooperative banks will have to face
tough competition from Small finance banks
and Payment banks. Payment banks
sponsored by telecom companies can easily
capture remittance business of cooperative
banks.

VI. Concluding Observations

Co Operative banks are required to change .

their working style, become more efficient
and transparent in their operations, stay
clear of regional and local politics and be
prudent in credit management. It is not easy
and would require extreme discipline,
something that has not been the forte of
banking industry in general and cooperative
banks in particular. Further, cooperative
banks are required to strengthen capital base
through internal accretions and reduction in
operational cost. There is a need to develop
good governance standards in the
cooperative banks.

As suggested by Malegam committee,
regulators need to tighten the leash on the
management of these banks through
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measures like setting up Board of
Management (BoM) in addition to Board of
Directors; election of Board of Directors in
accordance with the provisions of the
respective Co-operative Societies Acts;
putting Board of Management and CEO in
complete control of RBI etc. This will help
cooperative banks to retain public trust.
Cooperative banks have to leverage
technology to improve efficiency and bring
down cost. Through partnerships and
acquisitions, cooperative banks will have to
integrate financial services, wallets,
payments, shopping services etc. to deliver
an enhanced customer experience.
Cooperative banks have to implement
grievance redressal/complaint handling
system.

Cooperative banks have to improve MIS and
regulatory reporting system through CBS.
These banks should strengthen audit and
inspection machinery and improve
compliance function. Cooperative banks
have to diversify in new territories as well as

*k%

into new activities mainly fee based services
and for that, they need to concentrate on
good quality of human capital, talent
acquisition, retention of employees at all
levels and should increase pay scale also.
Thereis aneed to provide training to staff for
capacity building. Cooperative banks
should increase use of Banking
Correspondents (BC) and focus on financial
inclusion. They must try to achieve targets of
priority sector lending and weaker section
and can take benefit of participating lending
certificate by selling the same to private
banks who do not have much presence in
rural and semi urban areas.
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PRIORITIES for the FUTURE

In 2017, India is celebrating her 70"
independence day. Looking back at the year
1947 and while reflecting on the happenings,
we can very well visualize the diversity and
poverty that India inherited from British Raj.
Over time, however, India's democratic
system has not only survived but is
universally regarded as a role model for
other democracies. The Indian economy,
which for quite some time - in the 1960s and
the 1970s - was in the doldrums also
recovered and has shown steady growth
since the beginning of the 1980s. The
economy's potential for even faster growthis
now gaining strength. The view that India
will become one of the dominant economies
of the world by the middle of the 21" century
is gaining traction very first. These are the
views provided by Dr. Bimal Jalan, the
former Reserve Bank of India Governor
(from 1997 to 2003) in this latest book. His
formidable analysis of the last thirty-five
years (1980-2015) of India's economic
journey illuminates the nation's transition
from a strictly regulated, slow-growth state

India: Priorities for the Future

By Bimal Jalan, 2017; New Delhi: Penguin Random House, pp.

Narayan Chandra Pradhan*

enterprise to one of the fastest-growing
economies in the world. In these years, Dr.
Jalan was at the helm of affairs in managing
the Indian economy in various capacities.

The book by Dr. Jalan is divided into two
sections: (i) 'India Then' (1980-2000), and (ii)
'India Now' (2000-2015). The very first
chapter of the book is an edited version of
the author's 1991 book India's Economic
Crisis: The Way Ahead. This chapter is a
prologue to the crisis period and unfolds the
scenario for discussion on crisis and
thereafter. India's Plans failed to develop a
viable strategy for the management of
balance of payments. The last chapter of the
book in second section highlights some
important priorities for the future in the
areas of politics and governance in the light
of recent developments in the economy. The
objective of the whole book is to put the
priorities together in a form that makes it
feasible to implement them within a
relatively short period of time - hopefully,
before the next General Election in 2019.

*Assistant Adviser, College of Agricultural Banking, Reserve Bank of India, University Road, Pune -

411016.
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The Punch line

Dr. Jalan posits quite early in the book that
India has an over-abundance of plans and
schemes. But what keeps the nation from
attaining its goal? High potential is that all of
them remain on paper. Nothing about its
governance framework — the electoral
system, the working of Parliament, Centre-
State relations, the 'steel frame' of civil
services, the public delivery system — works
as it should. The growing divide between
politics and economics, where a
government's performance on growth or
poverty alleviation matters little to its
winning elections, is another big problem.
He argues for deep-rooted reforms to fix the
broken workings of these institutions.

India's history since independence, as
indeed that of other developing countries
across the world, highlights the importance
of politics to outcomes. In this context, an
additional factor that needs to be kept in
view is that the overall political situation
changes from time to time, for better or
worse, which in turn, affects the economy.
Interestingly, Dr. Jalan also has a political
advice to push forward India's growth story.
"We need a stable government to achieve the
desired economic results. And what comes
in between, in a big way, is the current anti-
defection laws, which provide incentives for
the fragmentation of political parties." His
suggestion: Amend the anti-defection law to
ensure that elected representatives aren't
able to switch sides without seeking re-
election! Dr. Jalan, just as his book's name
suggests, truly and clearly sets the priorities
for India's future.

The post-Independence period in India was
characterized by several external and
domestic shocks, such as war, drought, oil

price increases and political upheaval. In
defence of the earlier Indian strategy, it can
be argued that while the growth rate was
slower, India was able to maintain a stable
and democratic political system with a
mixed economy against very difficult odds.
This was a unique achievement in the
developing world. The nation was able to
achieve self-sufficiency in food. India was
able to develop a diversified industrial
structure and raise its savings rate, from 10
per cent of the GDP in 1950-51 to 21 per cent
in the mid-1980s. Technological change
made the accumulation of skills a more
important factor in determining
comparative advantage than capital
endowments. The sharp decline in costs of
communication and transport made
geography and proximity to markets less
relevant in influencing the choice of location
for manufacturing.

The author points out that the most
remarkable feature of the so-called 'mew
economy' in the twenty-first century is the
role of the services sector in generating
growth in income and employment.
Services were believed to be mainly non-
tradable activities with slow productivity
growth and low employment potential. In
developing countries, the conventional view
of the growth of the services sector was even
worse. It was seen to divert scarce resources
away from the production of goods and
contribute to the accentuation of income
inequalities.

India's Tryst with Destiny

There has been a fair amount of debate in the
country on the implications of the new
directions in India's economic policy. There
is also broad agreement that the
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government's fiscal deficits should be
reduced, exports should be increased, and
that more should be done for improving the
health and education of the poor. Concern
has also been expressed on certain political
and social implications of the new policies,
particularly about whether they will make
the country more amenable to external
pressure and hurt the development of the
country's domestic resources. These issues
are important, and deserve to be fully
considered in the evolution of India's
economic policy in the twenty first century.
Most of India's public resources are
currently dissipated in the payment of
salaries or for interest on past debt, with little
or no resources available for the expansion of
public or publicly supported services in vital
sectors.

The process and procedures for conducting
business in government and public service
organizations, over time, have become non-
functional. There are multiplicity of
departments involved in the simplest of
decisions, and administrative rules
generally concentrate on the process rather
than the results. There is very little
decentralization of decision making powers,
particularly financial powers. Thus, while,
local authorities have been given significant
authority in some states for implementing
national programs, their financial authority
islimited.

Any Solutions?

The author has critical about the tendency of
recent governments to pass new laws
without bothering about the niceties of a full
parliamentary debate and the unruly
behavior which disrupts the House. He
suggests a legislative cap on the number of
adjournments permitted during a session.

The book is critical of the declining
administrative capacity of the bureaucracy
to implement the grand plans of the
Government. It thus prescribes greater
autonomy for the civil services from
ministerial whims. Butit also suggests doing
away with the special legal protection to
civil servants under Article 311 of the
Constitution and the Official Secrets Act.

The delivery of public services could be
made vastly more efficient if the
Government delegated the job to private
agencies. Overall, the book cutsa wide range
of issues across economics, politics and
public administration. But then, Dr. Jalan
has been in a unique position to observe the
workings of multiple institutions by virtue
of his varied stints in policymaking roles
within the Government and outside of it. His
prescriptions are quite specific, as a result.
On the criminalisation of politics, the author
has mentioned: “An urgent political reform
is to reduce the attractiveness of politics as a
career of choice for persons with criminal
records. There is a natural reluctance on the
part of investigative agencies and ministries
to speed up investigations and prosecute
persons who are leaders of political parties
and/ or members of the Cabinet

II!

Dr. Jalan is at pains to lean towards neither
the so-called Leftist nor Right-wing
ideologies in his search for solutions to
reform India's political and governance
structure. He takes a similar middle road in
eschewing any political affiliations while
diagnosing problems. Both the NPA and
UPA led regimes attract equally trenchant
criticism from him for systematically
undermining the working of Parliament and
the lawmaking process. The NDA, however,
manages to win oblique praise in the latter
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chapters for its success with rooting out
corruption in the upper echelons of
government.

The Lacuna

One of the uncomfortable reading of this
book is its tendency to swap back and forth
in time, making it a disorienting read at
times. Some of the sections could also have
overlaps with the author's five other books
on the economy and governance. That some
of the content for this book is drawn from the
author's edited speeches at various global
forums, delivered over an extended period
from 1991 to 2007, also detracts from its flow.
Inreading the first few chapters, for instance,

k&%

the reader has to bear in mind that some of
the data points cited as well as the assertions
made relate to the nineties, which is why
they seem at odds with the present economic
context.

Dr. Jalan resolves this problem towards the
end, extracting prescriptions from and
across the book into a final chapter. For those
impatient folk who believe they are well-
acquainted with the myriad problems
plaguing India, and are keen to get to the
solutions part, starting with the last chapter
of this book may be a good idea. For others,
this short read offers a good lesson on India's
political economy over the last 35 years from
1980 to0 2015.
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The Secret of Leadership: Stories to Awaken,
Inspire and Unleash the Leader Within is a
simple and easy to understand book on
leadership. The book is divided into four
sections, viz., (i) the Leader Within, (ii) the
Leader's Mindset, (iii) the Leader's Way, and
(iv) Leading Teams. The author believes that
every single person is the leader and through
this book, he gives simple and powerful
examples from lessons on leadership. The
book is filled with stories that illustrate
important leadership lessons. The author
feels that people can learn something
valuable from something as simple as a tea
bag. Just like any tea bag, a leader's true
value and strength is understood only when
he or she is dipped in hot water. The book
has interesting examples such as the
comparison between footballers and people
working in the corporate world. It has been
proven on the football field that players who
use both their feet achieve much more than
those who use only one. Similarly, in the
corporate environment, a person is more
likely to succeed if he has two skill sets
instead of one.

The Secret of Leadership

By Prakash Iyer, 2011; New Delhi: Penguin Books, pp. 249, X172.

Mukesh Kumar*

Lessons from Animal World

The author gives lessons from the animal
world and tells the tale of a bunch of frogs
who decide to climb up a television tower.
This example is used to emphasize on the
importance of self-belief and learning how
not to let cynics affect your confidence.
Another learning story is that of a mother
giraffe who kicks her newborn baby.
Though it may sound shocking, this
technique helps the young animal learn how
to stand quickly, and understand that the
world is a tough place. The story of how an

elephant that is chained and held captive on *

a wooden peg from its infancy teaches
lessons to come out of self-limiting belief.
The elephant is chained by its limitations.
Likewise, if we continue to be fed on 'Don't
do that!' or 'You can't do it, we become slaves
of our own self-limiting beliefs. We need to
come out of our limitations and fears and
break from our self-limiting belief.

Importance of Discipline

Discipline is key to success as can be learnt
from the story of the gold medal winning

*Deputy General Manager & Member of Faculty, College of Agricultural Banking, Reserve Bank of

India, Pune -411016.
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gymnast who, when asked for the secret of
her success, simply said, “I practiced when I
felt like it. And when I didn't feel like it.”
Most of us are halfway there on the road to
success. We do things when we feel like it.
The challenge is to push self and stay
committed, even when we don't feel like it.
The story of Gillian is about the child with
learning disorder. A psychologist advised
her mother to observe what she liked best.
Observing the little girl dangling her feet,
she was trained in dancing to become the
greatest dancer. The author points out that
each one ought to search for special talents
and achieve greatness by making disciplined
efforts.

The Role of Positive Thoughts

When you are unhappy with the people and
circumstances in your life, may be the
problem is not with them, rather it is with
you. Change your thought process and the
complete outlook will change. The story of
batsman Ricky Ponting is about focusing on
the opportunities and ignoring the obstacles.
The batsman described his secret of hitting
fours and sixes that he doesn't see the
fielders, he only sees the gaps. Therefore
change of thoughts is shift from looking at
the obstacles in life to looking for the
opportunities. Never Give Up is another
story of Thomas Alva Edison who never
gave up to experiment to invent the filament
light bulb. Failure holds valuable lessons if
only we are willing to learn. Start by doing
what's necessary; then do what's possible;
and suddenly you will be doing the
impossible.

Developing Talent Pipeline

Betting on unripe fruit is the hallmark of
great leaders. It gives young talent a chance

to raise their game. It reassures the young
person that someone believes in their ability
and is backing them to succeed. And they
then do all they can, rather a little bit more to
make sure the faith is justified. For a leader,
betting on unripe fruit isn't easy. If it goes
wrong, as it sometimes will, people will be
quick to pounce on the failure. The
interesting bit is, no leader gets punished for
not taking the risk. Which is why it takes a
special kind of leader, a courageous one,
who is motivated to take that risk. “A Very,
Very Special Lesson from Laxman” speaks
of how V.V.S. Laxman proved his worth as a
successful captain able to bat with tail-
enders and delivering great results. The
author points out that no leader should try to
be a hero all by himself, instead trust and
inspire ordinary teammates to achieve
success.

The Success Mantra

The author believes that if you want to
change the results in your life, and if you
want to alter the outcomes, start by changing
your mindset, your thoughts and your |
beliefs. In our heads, we all have two little
voices. One that's positive, optimistic,
bullish, let's call it the “I can!” voice. And the
other is negative, pessimistic, bearish, the “I
can't” voice. One says: “Come on, slog, and
go for it.” And the other says: “You unlucky
sod, you won't make it, so why even bother
trying?” Whether “I can” wins in your mind
or “I can't” depends on which thought you
are feeding. The one you feed, grows. When
Nelson Mandela forgave and invited his
former jailors to attend his presidential
inauguration on 10 May 1984, he set an
example of forgiving and moving ahead
towards achieving greater goals. Carrying a
grudge in life only makes you overweight
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and in turn slows down your progress. the
author points out the need for rules of
success: i) Decide what you want, ii) Make
sure your goals are SMART (Specific,
Measurable, Actionable, Realistic, Time-
bound), iii) Write them down, iv) Commit to
doing whatever it takes, and v) Take action.

Empathy

Being empathetic is key to success in. the
author points out how people can be divided
into the 99% of people who push the door
open and move on and the 1% of people who
open the door and hold it open to allow next
person to walk through. Those leaders who
open the door and let others in, are true
leaders and go on to build their teams. Upar
se Sirf Gap hi Gap Nazar Aata Hai!” is a
statement made by the legendary Indian
hockey player Viren Rasquinha who told his
coach that he sees only gaps from the
galleries upstairs. On the actual field of play
the reality is very different. Like in a game of
hockey, leaders ought to relate with other
people, since the view from the top is often
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distorted. In yet another story, the author
recalls how he observed trucks driving on
Mumbai-Pune Expressway, disregarding
those driving behind. Good leaders know
that they need good headlights and
functioning tail lamps to prevent disasters.
“It's a poor leader who is solely focused on
his own bosses, constantly looking up, and
forgetting about the people he leads. In the
final story entitled “The Pencil and the
Eraser,” the author recalls the story in which
the eraser tells the pencil to go on writing as
he is there to erase his mistakes. A true
leader should never be afraid to make a
mistake as there would be erasers around to
set thingsright.

Overall, the book gives lessons on resilience,
discipline, passion, and commitment. The
author has given interesting stories with
meaningful lesson one after the other to
keeps the readers engaged. The book is for
the ones who like light reading and the ones
looking for serious stuff, formulas and
equations, may get disappointed. The book
is an interesting read and is difficult to leave
itbefore concluding.
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A WORLD OF
THREE ZEROS

pages, Rs.431.

MUHAMMAD
YUNUS

To arrest the recent global financial crisis, the
international and domestic political and
economic forums have dealt with many
issues, particularly, economic growth,
poverty, climate changes, etc. Prof.
Muhammad Yunus, a Nobel Laureate from
Bangladesh, who made capital available to
the poor, especially, to the women in
Bangladesh (over US$ 2.5 billion a year to 9
million) on the basis of trust, has recently
authored a book titled 'A World of Three
Zeros: The New Economics of Zero Poverty,
Zero Unemployment, and Zero Net Carbon
Emissions'. Prof. Yunus has offered his vision
of an emerging economic system that can
save both the mankind and the planet earth.

This book has described the theories of
microcredit, and documents how these
financial habits are being put into practice by
entrepreneurs who run successful
businesses that also alleviate poverty, clean
up pollution, and improve health standards.
The book is divided into four parts: (i)
Challenges - highlighting the failure of

A World of Three Zeros

By Muhammad Yunus, 2017; Hachette India, Hard Cover 352

Ramesh Golait*

capitalism and creating a new civilization,
the counter economics of social business; (ii)
Three Zeros - zero poverty that brings an end
to income inequality, zero unemployment,
and zero carbon emission; (iii) Mega powers
for transforming the world's youth,
technology, good governance, and human
rights; and (iv) fourth part offers stepping
stone to the future.

I. Capitalism and Inequality

The author has described how capitalism
breeds inequality. Of course, capitalism has
stimulates innovation and economic
growth. But it's time to admit that the neo-
classical vision of capitalism offers no
solution to the economic problems we face.
It has produced amazing technological
advances and huge accumulations of wealth
but at the cost of creating massive inequality
and the terrible human problems that
inequality fosters. Therise of such inequality
hasled to social unrest, political polarisation
and growing tensions among groups. The

*Assistant Adviser, Department of Economic and Policy Research, Reserve Bank of India, Central

Office, Mumbai - 400001.
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author feels the need to abandon our
unquestioning faith in the power of
personal-profit-centred markets to solve all
problems and confess that the problems of
inequality are not going to be solved by the
natural workings of the economy as it is
currently structured.

Rather these problems may become more
acute and very fast. In that context, charity
and welfare programs are well intentioned
efforts to lessen the damage done by the
capitalist system. However, a real solution
requires a change in the system itself. The
author advocates redesign the economic
engine to bridge the gap of inequality. Prof.
Yunus has engaged in redesigning the
economic engine with three basic elements:
(i) need to embrace the concept of social
business; (ii) Need to replace the assumption
that human beings are job seekers; and (iii)
need to redesign the entire financial system
and trying out the new model in the real
world.

While explaining the new civilisation, the
counter economics of social business, Prof.
Yunus has cited the Paris agreement (Paris
climate agreement is an agreement within
the United Nations Framework Convention
on Climate Change dealing with greenhouse
gas emissions mitigation, adaptation and
finance starting in the year 2020), as victory
for the people, led by the committed
activities who never gave up campaigning
for common cause. The author emphasised
the need to create the new economic system
that will unlock their powers and allow them
to relaize the potential.

II. Three Zeros

(i) Zero Poverty

According to the World Bank, there has been
marked progress on reducing poverty over
the past decades. The world attained the first
Millennium Development Goal (MDG)
target to cut the 1990 poverty rate to half by
2015, five years ahead of schedule, in 2010.
Despite the progress made in reducing
poverty, the number of people living in
extreme poverty globally remains
unacceptably high. And given global growth
forecasts, poverty reduction may not be fast
enough to reach the target of ending extreme
poverty by 2030. According to the most
recent estimates, in 2013, 10.7 percent of the
world's population lived on less than US$1.90
a day, compared to 12.4 percent in 2012.
That's down from 35 percent in 1990. For too
long, we have tolerated the persistence of
poverty. Author believes that this is a failure
of our economic system. Since the economic
system was created by human beings, better
to replace that economic system with a new
one that more accurately reflects human
needs and desires. The central problem with
capitalism is that the system recognises only
one goal i.e., the selfish pursuit of individual
profit. To come out with this disease, Prof.
Yunus offers initiatives of social business'.

The author is confident that the rising
generation has the power to ensure the
elimination of poverty from this planet. It is
up to the policy makers to decide that the
world we choose to live in will not contain
the scourge of poverty and then to create the
new economic system that will make the
world we choose possible.

'This concept has got an international attention in 2006, when the Grameen Bank launched a joint
venture with Danone, the multinational food products company from France, which offers advantages
that are available neither to profit maximisation companies nor to traditional charities.
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ii) Zero Unemployment

The problem of unemployment is not
created by the unemployed people
themselves. It is created by grossly flawed
conceptual framework, which has drilled in
to our heads that people are born to work for
a few fortunate capitalists. The author also
rejects the myth that unemployment
problem is the idea that some people are
incapable of producing economic values and
they are fit only to receive charity. He
advocates to change the economic system
which starts with challenging the orthodox
that currently controls it.

iii) Zero Net Carbon

Research Studies highlighted that humans
must reduce net greenhouse gases emissions
to zero well before 2040 in order to ensure
global warming does not go above 1.5
degrees Celsius by the end of the century.
Under the Paris Agreement on climate
change, the world committed to prevent
global warming from going above 2 degree
Celsius but also attempt to restrict it to as
close as 1.5 Celsius as possible amid
mounting evidence that dangerous effects
could kick in sooner than previously
thought. The Author, in this section
illustrates a growing number of social
businesses around the world dedicated
specifically to selling goods and services that
address environmental problems.
Advancing towards the goal of zero net
carbon is a giant task that requires
contributions from all the people and all
kinds of organisations. He believes that a
new economic framework that makes ample
room for business dedicated to social goals is
an essential pre-requisite to achieve this goal.

The author believes that we live with
philosophical paradox. Many economic

theorists, journalists, pundits continue to
proclaim that free market capitalism is a
perfect mechanism to solve of humanity
problems. Society tactically confesses the
shortcoming of the free market and channels
billions of dollars every year towards
remedial efforts. Prof. Yunus disagrees with
the view and claims that these efforts are
largely ineffective and he calls for a new way
of thinking to tackle these issues. He has
pointed out that low-income people in the
advanced economies have been suffering
from the problems as the poor faced in poorer
nations in terms of lack of institutional
services, health care, inadequate education,
substandard housing, and so forth.

III. Summing UP

Author contends that capitalism is not the
answer to inequality, unemployment, and
environmental damage that are rampant
worldwide. He believes that it's time to
abandon capitalism and find an alternative
economic system, one grounded not in self-
interest but in generosity. The author has
rightly described the new civilisation
emerging from the economic experiments.
He explains how global companies have
been involved with the new economic
model through their own social action
groups and pointing out legal and
regulatory changes needed to jumpstart the
next wave of social driven innovations.

At the end, Prof Yunus' economic reforms
with humane face proposals makes the book
a stimulating one for readers. He believes
the solutions to many of our recent pressing
problems including hunger, poverty and
disease that have plagued humankind since
the dawn of history are within reach. Most of
the solutions could be accelerated through
the creation of a new economic order that
includes the powerful tool of social business.
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Financial Literacy by FLCs (Financial Literacy Centers) and Rural Branches -
Policy Review

The Reserve Bank has revised the policy on conduct of camps by Financial Literacy Centers
(FLCs) and rural branches of the banks. Financial Literacy Centers (FLCs) are advised to
conduct special camps for a period of one year beginning April 1, 2017 on “Going digital”
through Unified Payment Interface (UPI) and *99# (USSD)”. Besides the special camps on
going digital, FLCs will continue to conduct the tailored camps for the different target groups.
Rural branches of banks are henceforth required to conduct only one camp per month (on the
Third Friday of each month after branch hours). This camp will cover all the messages that are
part of the Financial Awareness Messages (FAME) booklet and the two digital platforms UPI
and *99# (USSD).

FLCs and rural branches of banks are eligible for funding support for the financial literacy
camps to the extent of 60 per cent of the expenditure of the camp subject to a maximum of
%15,000/ - per camp.

FIDD.FLC.BC.No0.22/12.01.018/2016-17 dated March 02, 2017

Financial Literacy Week

The Reserve Bank has decided to observe the week from June 5 to June 9, 2017 as Financial

Literacy Week across the country. The literacy week will focus on four broad themes, namely,
KYC, Exercising Credit Discipline, Grievance Redressal and Going Digital (UPIand *99#). The
five messages will be communicated to the common man based on the above broad themes.

Banks to advise their Financial Literacy Centers to conduct special camps on each of the five
days in backward/unbanked areas. All bank branches in the country may display posters on
the five messages in the local language inside the branch premises for atleast six months in the
branch premises even after the Financial Literacy week is over. Banks may display one
message each day on the home page of their websites in English and Hindi and also display
one message each day on the ATM screens across the country in English and the local
languages. All Rural branches may conduct one camp on any of the five days of the week after
branch hours.

FIDD.FLC.BC.No0.27/12.01.018/2016-17 dated April 13,2017
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Guidelines on Merchant Acquisition for Card Transactions

In order to encourage digital channels for financial transactions in cooperative banks, the
Reserve Bank has decided that all cooperative banks, not intending to act as Point of Sale (POS)
acquiring bank are permitted to deploy third party POS terminals without prior approval of
Reserve Bank subject to the bank fulfilling the prescribed criteria. The co-operative banks
intending to act as POS acquiring bank are permitted to deploy their own POS terminals with
prior approval of the Reserve Bank subject to the bank fulfilling the prescribed criteria.

The banks shall comply with instructions and guidelines on Merchant Acquisition for card
transactions and POS issued by Department of Payment and Settlement Systems, RBI from
time to time.

DCBR.RAD (PCB/RCB) Cir.No.4/7.12.001/2016-17 dated April 28, 2017

Rationalisation of Branch Authorisation Policy - Revision of Guidelines

Taking into account the suggestions/feedback received from the Government of India and
other stakeholders, the Reserve Bank issued final guidelines on '‘Banking Outlets'.

A 'Banking Outlet' for a domestic scheduled commercial bank (DSCB), a small finance bank
(SFB) and a payment bank (PB) is a fixed point service delivery unit, manned by either bank's
staff or its Business Correspondent where services of acceptance of deposits, encashment of
cheques/ cash withdrawal or lending of money are provided for a minimum of 4 hours per day
for atleast five days a week.

A banking outlet which does not provide delivery of service for a minimum of 4 hours per day
and for at least 5 days a week will be considered a 'Part-time Banking Outlet'.

An 'Unbanked Rural Centre' (URC) is a rural (Tier 5 and 6) centre that does not have a CBS-
enabled 'Banking Outlet' of a scheduled commercial bank, a small finance bank, a payment
bank or a regional rural Bank nor a branch of local area bank or licensed co-operative bank for
carrying out customer based banking transactions.

DBR.No.BAPD.BC.69/22.01.001/2016-17 dated May 18, 2017

Regulatory requirements for issue of Pre-paid Payment Instruments by Co-
operative Banks

The Reserve Bank permitted all licensed co-operative banks having their own Automated
Teller Machine (ATM) network to issue semi-closed Pre-Paid Payment Instruments (PPIs),
provided there were no restrictions on acceptance or repayment of deposits. This was subject
to the compliance with eligibility criteria and other guidelines as prescribed by the
Department of Payment and Settlement Systems (DPSS) of the Reserve Bank from time to time.

Further, co-operative banks satisfying the above criteria, have also been permitted to issue
Open System PPIs. The banks should comply with the additional regulatory requirements for
this purpose.

DCBR.CO.LS.(PCB/RCB).Cir.No.5/07.01.000/2016-17 dated May 25, 2017
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Continuation of Interest Subvention Scheme for short-term crop loans on
interim basis during the year 2017-18-regarding

Refer to RBI Circular FIDD.CO.FSD.BC.No 9/05.02.001/2016-17 dated August 4, 2016 on
Interest Subvention Scheme for Short-term Crop Loans 2016-17 wherein RBI had advised the
continuation and implementation of the Interest Subvention Scheme for the year 2016-17. As
regards the Scheme for the year 2017-18, Ministry of Agriculture & Farmers Welfare,
Government of India (Gol) has informed that they have initiated the process for continuation
of the Interest Subvention Scheme.

In view of the above, it has been decided by Gol, as an interim measure, to implement the
Interest Subvention Scheme for the year 2017-18 till further instructions are received, on the
terms and conditions approved for the Scheme for 2016-17, as contained in the above cited
circular. All banks are, therefore, advised to take note and implement the Interest Subvention
Scheme for 2017-18 accordingly.

FIDD.CO.FSD.BC.N0.29/05.02.001/2016-17 dated May 25, 2017

Aligning roadmap for unbanked villages having population more than 5000
with revised guidelines on Branch Authorisation Policy

The Reserve Bank advised State Level Banker's Committee (SLBCs) Convenor banks to review
and identify the unbanked rural centers (URCs) in villages with population above 5000, in
light of the revised guidelines on rationalisation of branch authorisation policy and ensure that
such unbanked rural centres in villages with population above 5000, if any, are banked
forthwith by opening of Core Banking Solution(CBS) enabled banking outlet. A confirmation
stating that all unbanked rural centres in villages with population above 5000 have been

banked, may be furnished to the respective Regional Office of Financial Inclusion and

Development Department of the Reserve Bank, latest by December 31, 2017.
FIDD.CO.LBS.BC.No 31/02.01.001/2016-17 dated June 8, 2017

Limits on balances in customer accounts with payments banks - sweep out
arrangements with other banks

Based on the comments/ proposals received from the Payments Banks (PBs), and keeping in
view the financial inclusion objective of the Payments Bank model, the Reserve Bank advised
the PBs to follow the instructions as mentioned below:

e Payments Banks are permitted to act as Business Correspondents (BCs) of other banks.
Under the BC arrangement and with prior specific or general consent of the customer, PB
may effect the transfer of funds deposited by a customer into own account with another
eligible bank, so that the balance in the customer's account with the PB does not exceed
100,000 or any such lower amount as specified by the customer.
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e At any time, PB shall not have rights to operate or have real-time access to the funds
available in the account of the customer at any other bank, including the transferee bank.
However, as a BC of a bank, PBs may facilitate withdrawals and transfers by the
customer from her account with the bank of which it is the BC.

e A PBshall neither arrange nor avail of intraday funding facilities for its customers, based
on the balances available in the customer's account with any other bank, or otherwise.

DBR.NBD.No.77/16.13.218/2016-17 dated June 29, 2017

*k%
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During the period January-June 2017, the
College has conducted the following
important training programmes,
conferences and seminars. The brief of the
same are given below.

I. Conferences and Seminars

National Conference on Agrifinance 2030

Reviving growth in agriculture in the longer
term and on a sustainable basis is a key
priority for the country. In view of the
changes that are taking place, viz., rise in
disposable income, change in dietary pattern
etc., agriculture and agribusiness will
undergo a paradigm shift and so will
agrifinance. To explore the space the
financial institutions, would and should
occupy in the changed landscape for
financing agriculture and agribusiness in
futuristic terms, i.e., by 2030 and given the
significance of the subject as also being a
leading institution in dealing with training
and capacity building of banking personnel
on agricultural finance, the College
conducted a National Conference titled
“Future of Agri-finance 2030” during April
24-25,2017.

The Conference was inaugurated by
Dr. Deepak Mohanty, Executive Director,
RBI. About 74 delegates including the
priority sector heads/agriculture of both
public and private commercial banks, select
Chairmen of Regional Rural Banks,
academicians, representatives from
institutions/agencies/ think-tanks involved
in the field of agriculture and senior officers

from RBI participated in the conference. Dr.
Mohanty delivered the inaugural address
and the keynote address was delivered by
Prof. Vijay Paul Sharma, Chairman,
Commission of Agricultural Costs and
prices (CACP), Government of India.

Conference on Credit flow to Priority
Sector - Policy and Implementation

The College has organized the 13" annual
two-day Conference on Credit flow to
Priority Sector - Policy and Implementation
during June 27-28, 2017. The objective of the
conference was to provide a platform for
deliberating on issues related to credit flow
to priority sector and coordination issues
under the lead bank fora. The Conference
focused on achievements of banks under
revised priority sector lending targets,
challenges in meeting priority sector lending

targets, pricing of PSLC certificates,

innovations in agri and MSME finance and
coordination issues under lead bank fora.
About 50 delegates, including heads of
priority sector divisions of commercial
banks, conveners of SLBCs, select Chairmen
of RRBs and officials from RBI attended the
conference. The conference was inaugurated
by Shri S. S. Mundra, Deputy Governor, RBL
In his speech, Shri Mundra emphasized
upon the need for banks to look at priority
sector lending as a business opportunity and
not as a compliance issue and the need for
coordination amongst relevant verticals
dealing with priority sector segments,
integrated approach and proper strategy for
lending to priority sector.
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Seminar on Agri Export-Import Financing

The College conducted a seminar on Agri
Export-Import Financing during March 6-7,
2017. The seminar was inaugurated by Shri
H. N. Panda, General Manager, CAB and
keynote address was delivered by Dr. Sudhir
Kumar Goel, IAS and former Additional
Chief Secretary to the Government of
Maharashtra. The seminar had three
modules viz., (i) Export Finance Module
with 5 sessions on various export financial
products and schemes, (ii) Export Promotion
module -with 6 sessions on promotional
efforts of various agencies to boost exports,
and (iii) Export Logistics Module with 2
sessions on new dimensions of agricultural
marketing in India, quality control, food
safety standards, Global GAP, HACCP
certification, etc.

II. Training Programmes

Foundation Course on Agricultural
Banking (FCAB)

The College introduced its new flagship
programme, the Foundation Course on
Agricultural Banking (FCAB) during
January 9-28, 2017, as a comprehensive,
thoughtfully designed, long duration
programme in tune with the current and
emerging trends in agriculture, agribusiness
and agrifinance. The basic objective of the
program is to look at agriculture as an
enterprise and looking at agriculture,
agribusiness and agrifinance not in silos but
insyncas a continuum.

The FCAB was inaugurated by Smt. Surekha
Marandi, Executive Director, RBI on January
9,2017. Shri Umesh Chandra Sarangi, retired
IAS officer delivered delivered keynote
address. A total of 42 bank officers including

Reserve Bank participated in the training
programme. Leading speakers during the
programme were Shri Deepak Mohanty,
Executive Director, RBL; Prof. Vijay Paul
Sharma, Professor, IIM Ahmedabad and
Chairman, Commission for Agricultural
Costs and Prices (CACP), Govt. of India; Shri
Sivakumar, Head, Agribusiness, ITC
Limited.

Exposure programme in SHG, JLG and
Farmers Club for Centre for International
Cooperation and Training in Agricultural
Banking (CICTAB)

The exposure programme was conducted by
CAB in collaboration with CICTAB from
January 30 to February 3, 2017. There were
14 participants from Nepal, Bangladesh and
India. The program started with the
introduction of basic models and bank
linkage programme of SHG, JLG and
Farmers Clubs in India, and also gave
adequate exposure to the participants on
SHGs through field visits and face-to-face
interaction with SHG groups and members
of Farmers Producer Companies. The
programme concluded with a visit to Krishi
Vigyan Kendra (KVK), Baramati.

Programme on Innovative Agriculture and
Bank Financing

The College conducted two programmes on
innovative agriculture and bank financing
during February 6-8, 2017 and May 2-4,2017.
The basic objective of the programme was to
enable bankers to understand the
innovations in agriculture. A few such
sessions include precision farming, agri-
exports and export finance, urban and peri-
urban agriculture, hydroponics,
aquaponics, horticulture and floriculture.
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Advanced Course on Agricultural Banking
(ACAB)

A six-day comprehensive training
programme 'Advanced Course on
Agricultural Banking' (ACAB) was held in
the College during February 13-18,2017. The
programme was designed with the objective
of re-orienting the mind-set of bank officials
dealing with agri-credit, to view agriculture
as a hi-tech, high value business proposition
having huge hidden potential for financing.
Sixteen officers dealing with agri-finance
from commercial banks including Regional
Rural Banks participated in the programme.
The participants were provided inputs on
the latest developments in agriculture,
techniques for appraisal of hi-tech projects in
emerging supply and value chains under
farm and allied sectors, post-harvest
management, agri-marketing and e-
commerce, contract farming, agri-export
and documentation, supervision, recovery
aspects and NPA management.

State Focused Programme on Financing
Agriculture in Bihar (In collaboration with
ROs of RBI &NABARD)

The College has organized a State Focused
Programme on Financing Agriculture in
Bihar from February 15-17, 2017, at Reserve
Bank of India, Patna. The programme was
organized to cater to the capacity building of
banking personnel in Bihar keeping in view
the specific needs of the state for enhancing
the credit flow to agriculture and allied
sectors and to generate new investment and
job opportunities for stimulating the rural
economy.

Programme on Agri-financing for Rural
Branch Managers

A one week programme on Agri-financing
for Rural Branch Managers was conducted at

the College during March 14-18, 2017. The
programme was aimed at addressing the
emerging challenges in making the rural
branches profit centers and reorient their
business strategies to meet the challenges of
inclusive growth and ensure profitability.
Besides the regular sessions on project
financing to agriculture and allied sector like
sustainable dairy farming, poultry,
greenhouse cultivation etc., the participants
benefitted from the special sessions
organized to develop appreciation of HR
issues in rural branches, including
understanding the unique needs of a rural
customer and expectations from rural
branch managers.

Customized Programme for Different
Banks

A customized programme on Agri financing
and Business Development for the officers of
Saurashtra Gramin Bank, Rajkot, Gujarat
was conducted from May 15-19, 2017 at
Junagadh, Gujarat. There were 32 officers
attended the programme. A customized
programme on Agri Financing was

conducted for 30 officers of Bank of ~

Maharashtra during June 12-16, 2017. The
College also conducted a customized
programme in Bhubaneswar for 31 officers
of Odisha State Cooperative Bank (OSCB)
and District Central Co-operative Banks
(DCCB) in Odisha.

Programme on Governance and
Management for Directors of UCBs

The primary objective of the programme
was to create awareness about RBI Policy
initiatives and sensitize the directors about
corporate governance issues. A total of 33
directors from 14 different UCBs with
different professional background attended
the programme.
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II1. Other Events

International Archives Day

The Reserve Bank of India Archives
celebrated International Archives Day on
June 9, 2017. On this occasion a one day
workshop on Archival and Records
Management Policy (ARMP) for head of
HR/Administration Division of Central
Office Departments and Regional Offices of
RBIwasheld. The programme was attended
by 31 participants. The Inaugural address
was given by Shri A. K. Sarangi, CGM-in-
Charge, HRMD, CO, Mumbai. Shri V.
Srinivas, IAS, Joint Secretary to the
Government of India gave the keynote
address on the topic "Archiving the History
of RBI'. Some extracts from the speech is
reproduced below.

The speech identified 15 landmark events in
RBI's 75 years of history: (1) RBI - Shaping of
History, (2) Resignation of Sir Osborne
Smith, RBI's first Governor, (3) Sir C. D.
Deshmukh - RBI's young Governor, (4)
India at the Bretton Woods, (5)
Nationalisation of RBI, (6) First Rupee
Devaluation, (7) India's First Bank Run - The
Palai Central Bank, (8) Second Rupee
Devaluation in 1966, (9) Bank
Nationalisation in 1969, (10) Setting of

*h%

Regional Rural banks in 1975, (11) IMF
Program during 1981-83, (12) IMF Program
in 1991, (13) Asian Currency Crisis in 1997,
(14) RBI during 2000-2007, and (15) Financial
Crisis during 2008 onwards.

Coordination Committee on Training in
Hindi (CCTH)

The Coordination Committee on Training in
Hindi of which CAB Principal, is the ex-
officio Chairman, has been set up by RBI on
the suggestion of Parliamentary Committee
on Official Language with a view to
ensuring greater use of Hindi by banks in
their training activities. During the period
January-June 2017, two meetings of the
CCTH were held.

CAB has brought out a publication on CCTH
named as 'History of CCTH', which includes
the
CCTH, covering the journey from first to
100" meeting. Initially it has been released in
soft copy in 103" CCTH meeting. It will also
be printed in hard copy and circulated
among all member banks in due course.

origin, evolution and activities of

AllIndia Rajbhasha Conference

CAB hosted the All India Rajbhasha
Conference during April 7-8, 2017. About
110 Rajbhasha Officers attended the
conference.
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Building & Enhancing Capabilities in the Financial Sector

College of Agricultural Banking (CAB) was established by the Reserve Bank of India in 1969 to provide training inputs in Rural
and Cooperative Banking. Subsequently, recognising the changing needs of the Indian financial sector, the College has
expanded its scope to provide training in other areas like Information Technology, Human Resource Management, General
Banking and Non-Banking Financial Services. The College also conducts programmes in collaboration with international
agencies like FAO, APRACA, CICTAB, UNDP and the Commonwealth Secretariat. It has earned acknowledgement as an
international centre of excellence for development banking. The College also conducts customized taining programmes for
institutions, both national and international, as per their specific requirements.

The College is committed to enhancing and building capabilities in the financial sector in tune with the changing times.

College of Agricultural Banking
www.cab.org.in
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