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ers all the four pillars of financial inclusion—savings, 
loans, insurance and remittances,” says Ghosh. “For 
that, a banking licence is the only option.”

In financial inclusion circles, the question intriguing 
everyone is: what kind of bank will Bandhan create? 
“Bandhan’s strength lies in reaching borrowers at their 
doorstep. It is also reasonably successful in places where 
commercial banks operate,” says BP Kanungo, RBI’s re-
gional director in Kolkata. “Its USP is small loans, door-
step services and procedural simplicity. It may continue 
to follow its USP.”

Vijay Mahajan, a microfinance veteran, differs. “Once 
you have a banking licence, you can’t just say I will lend 
only to the poor,” says Mahajan, chairman of Basix. “It’s 
like a power utility—it can’t supply electricity to just one 
segment of the people and not to the others. Similarly, 
once you become a bank, you have to observe all those 
public good requirements.”

The Bandhan Bank 
Ghosh is unwilling to share specifics of the probable 
bank design—the RBI gives a new player 18 months to 
launch—but he does say that it will be aimed at the un-
banked and the under-banked, and that it will build on its 
existing microfinance setup. So, Bandhan’s existing staff 
would continue to provide doorstep services as banking 
correspondents to villagers.

It could also redraw the cost matrix of a bank. “We can 
be a lower-cost bank, in terms of the software we use, the 
staffing we do, our branch cost,” says Ghosh. “Others 
hire post-graduates and MBAs, but our existing field 
staff are mostly high-school passouts and graduates.”

Even as Ghosh talks the low-cost language, an expecta-
tion building among the Bandhan staff is they will see 
their salaries rise. “The biggest challenge for Bandhan 
will be HR-related, of how Ghosh professionalises the 
organisation,” says the senior RBI official quoted earlier. 
“Bandhan has always been very centralised, a one-man 
show. If bankers come and join him, he will have a job 
keeping the new and old guard happy.”

The second big challenge is meeting statutory require-
ments. According to Ghosh, raising deposits should not 
be a problem, more so with the legitimacy a bank identity 
confers in a state scarred by ponzi operators. Bandhan, 
he explains, has 5.5 million borrowers. If each deposits 
Rs 25 per week, it will collect Rs 55 crore a month. But 

it won’t have all of that to lend 
onwards. For reasons of safety, 
all banks have to park 4% of 
their deposits with the RBI (on 
which they earn nothing) and 
another 23% in government 
securities (on which they earn 
around 8%). 

“They (Bandhan) will have to 
learn many, many new things,” 
says Mahajan of Basix. This 
includes setting a treasury 
and calibrate risk processes to 
regulatory norms. “Running a 
bank requires stricter adher-
ence to the letter and spirit of 
the regulations, and the RBI 

watches much more closely,” adds Mahajan.
This framework can reduce Bandhan’s ambition of be-

ing a bank with a difference —standing for true financial 
inclusion—to being to a bank that, like most others, re-
volves so much around systems that it starts to exclude 
the poor and the under-banked.

Ghosh says that won’t happen. “The question is whether 
we create an institution as per the regulator’s needs or 
the customer’s needs,” he explains. “There are 29 million 
MSMEs (micro, small and medium enterprises) in India. 
Maybe just 1 million are registered. If we start asking 
for trade licences before lending, we will never lend.”

According to MS Sriram, visiting faculty at IIM 
Bangalore’s Centre for Public Policy, the rules do give 
banks latitude in lending. “The RBI doesn’t define the 
processes for issuing loans,” he says, adding that a bank 
has provide for capital in line with the quality of its port-
folio and collateral. “If a bank has a largely unsecured 
portfolio, it has to provide for a higher risk weight.”

The challenge around running a decentralised opera-
tion is that Bandhan caters to the vulnerable. So, while it 
seeks to be responsive, it also needs to ensure its clients 
are not hurt by mis-selling, more so as its expands its 
suite of financial products.

Over-lending by MFIs, says Sengupta of Arohan, has 
happened in Bengal as well. “In 2010, there were com-
munity defaults in some locations near the Hooghly and 
North Parganas. Similar forces as in Andhra, too many 
MFIs lending too much money, were at work.”

It settled after the Andhra crisis as the supply of money 
slowed. And it didn’t flare up again, partly due to credit 
bureaus and partly due to better MFI discipline. 

At present, Bandhan’s staff meet potential customers, 
ask them about their livelihoods and capital needs, and 
outline how Bandhan can help them. This results in a 
certain conversion ratio. “We measure our staff’s per-
formance in terms of the process they follow and not the 
outcomes,” says Ghosh. “We will need to build up capac-
ity of the existing staff to ensure there is no mis-selling. 
We need to be systems- and heart-based.”

The MFI question
Other MFIs will closely watch Bandhan’s journey. The 
competitive landscape they operate in is changing. While 
their system is rigid and slow, banks are enabling ac-
cess via branches and village agents. The official in the 
Baruipur branch says UBI has achieved 72-73% bank ac-
count penetration and is meeting 40-45% of loan demand. 
“All this has happened in the last five years,” he adds.

In the next three to four years, he says, banks can cap-
ture most of the rural demand. “Other companies are 
growing because we are not working to expectations.”

Between banks with their cheaper loans and Bandhan 
planning to lend at 16% in its new avatar, microcredit 
companies might soon have a pricing disadvantage. 
Sengupta disagrees. “Customers in this segment are 
not very price-sensitive. A 5-6% difference in lending 
rates doesn’t really matter.”

For Sengupta, the bigger worry is that as the MFIs’ 
share shrinks, they will lose relevance with the RBI, 
which might take the priority sector tag off them. “What 
have NBFCs been doing? Will you borrow money at 24% 
interest?” asks KC Chakrabarty, an outgoing RBI deputy 
governor, in an interview to ET yesterday. “NBFCs are 
able to do business presently because banking penetra-
tion is very low. The day banks are able to increase their 
reach, NBFCs will be out of business or they would have 
to become more efficient.”

MFIs are feeling the stress. “Plain-vanilla microcredit 
companies are seeing a decline in growth rates and inter-
est from private equity,” says Sengupta. “They will have 
to move beyond microcredit towards credit, savings, in-
surance, pensions, remittances and investments.” One 
way to make that transition is to become a banking cor-
respondent company. Or, a bank. Both answers depend 
on how the Bandhan experiment shapes up.
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With inputs from CR Sukumar in Hyderabad

T
ake a local train out of Kolkata, and you will 
see a lot of people barely eking out a living. 
Tiny enterprises line the platforms. On 
newspaper-sized plastic sheets, men and 
women sell vegetables. Others sell cola bot-
tles refilled with locally-made cool drinks. 
Yet more stand behind tiny counters and 

sell nimbu paani or bhel. The nature of enterprise is lo-
cal, small and on the edge of subsistence.

Beyond these stations lie Kolkata’s agrarian surround-
ings. Districts like South 24 Parganas are not very af-
fluent either. People either farm, or sell fruits, fish and 
vegetables in bigger markets. The formal banking sector 
does not reach most of them. 

Chandra Shekhar Ghosh wants to change that, tak-
ing forward the work the organisation he founded—
Bandhan, India’s largest giver of tiny loans—has been 
doing. “Today, 60% (of Bandhan’s customers) do not have 
bank accounts and the 40% with accounts do not use them 
regularly,” says Ghosh, sitting in his office in Sector V, 
Salt Lake, outside Kolkata. “Microfinance institutions 
can serve well in these areas.”

Armed with a permit from the Reserve Bank of India, 
Indian’s banking regulator, Ghosh is set to turn areas 
like South 24 Parganas into a test site for a new approach 
to financial inclusion. “Inside the RBI, this is being seen 
as an experiment,” says a senior RBI official, not wanting 
to be named. “The RBI wants more local/niche banks. In 
that sense, there is a lot riding on how Bandhan fares.” 
On April 2, when it issued two new bank licences after 12 
years, the RBI chose Bandhan over mainstream players 
like Aditya Birla Nuvo, L&T Finance Holdings and Anil 
Ambani-promoted Reliance Capital.

Bandhan, which had a gross loan portfolio of about Rs 
5,700 crore as of March 2014, operates in under-banked 
parts of India. Two-thirds of its 2,016 branches and three-
fourths of its loans are in West Bengal, Assam and Bihar. 
Over the last seven years, this part of India, like the rest 
of the country, has seen a large financial inclusion push. 
This is partly due to the RBI’s push and partly due to a 
new crop of welfare programmes that credit money only 
to beneficiaries’ bank or post office accounts.

However, even this banking push has either left many 
untouched or not delivered financial inclusion in the 
truest sense. In a 2011 RBI working paper titled ‘Financial 
Inclusion in India: A Case Study of West Bengal’, Sadhan 
Kumar Chattopadhyay notes that “moneylenders are 
still a dominant source of rural finance despite wide 
presence of banks in rural areas.”

In about 66.5% cases, he notes, people borrow from 
moneylenders at interest rates as high as “10-20% per 
month”. In Birbhum and Murshidabad, he found onerous 
terms tagged to loans: like doubling of interest rates if 
not repaid on time and a commitment by a borrower to 
serve as farm labour to moneylenders.

It’s why the RBI nod to Bandhan is opening new conver-
sations in financial inclusion circles. Can it make a dent 
where the formal sector has struggled? It is a high-stakes 
question for three sets of players. 

For the RBI: to gauge if this is a robust way to financial 
inclusion in the truest sense. For the microfinance sec-
tor, which is looking for new ways to survive and grow. 
Even as the sector recovers from a crisis of confidence, 
new players like banks, banking correspondent compa-
nies and mobile service providers are entering its turf. 
For Bandhan: to see if its “100% bottom-of-the-pyramid 
bank”, as Ghosh puts it, can meet the rigorous demands 
of banking norms and yet respond to local needs.

The RBI Question
The paradox detailed in Chattopadhyay’s paper is visible 
in South 24 Parganas, which has a population of about 8.9 
million. This district has 936 villages with a population 
above 2,000—the first of the baselines for the govern-
ment’s all-India financial inclusion drive that began 
around 2009.

United Bank of India, a public sector bank, is the dis-
trict’s lead banker. In addition to overseeing financial 
inclusion by all banks in the district, it is in charge of 
setting up banking facilities  in 175 villages. Accordingly, 
it has set up one branch and 174 ultra-small branches. 
The latter is staffed with a village agent, with a bank 
official coming down every week or so, and handles 700-
800 households.

UBI offers the suite of banking services—savings, 
remittances, loans, insurance, etc. It also offers loans 
at 4% to people with an annual 
income of below Rs 18,000. Yet, 
villagers continue to borrow 
from elsewhere, including from 
Bandhan at 22%. “I had applied 
for a loan to start a carpentry 
business,” says a resident of 
Koltara village. “I waited six 
months. There was no luck.”

Tight lending norms are a big 
reason. “We need documents,” 
says an official in the Baruipur 
branch of UBI, not wanting to 
be named. “The ultra-small 
branches can scout proposals, 
but the loan has to be approved 
by the local branch. At a mini-
mum, it takes 15-20 days. Also, the sanctioning has to 
be done over and above the existing work. So, it can take 
longer. And it is not priority.”

In contrast, he accepts, MFIs are faster. “There is a mad 
drive to ensure KYC (know your customer, an essential to 
access a loan or other services),” an official at the Bank 
of Baroda branch in Sonarpur says. “We want to run the 
tempo fast, but we also want to put the brakes in order to 
prevent any accident.”

The Bandhan Question
Ghosh feels he can run the tempo at a decent speed with-
out causing an accident. Bandhan emerged relatively un-
scathed from the microfinance crisis of 2010, which was 
the result of over-lending in Andhra Pradesh, partly be-
cause it was not present in the state. Ghosh adds what has 
stood Bandhan in good stead is its sensitivity to people 
needs, incentivising its staff on adherence to processes 
than outcomes, and avoiding mission drift. “We declined 
private equity (PE) funding at thrice the valuation IFC 
was giving us. We needed similar-minded investors so 
that there was no mission drift,” explains Ghosh.

Bandhan has also managed the political environment 
well. “The business has a lot of political risk with it,” 
says Shubhankur Sengupta, CEO of Arohan Financial 
Services, a Kolkata-headquartered MFI. “Ghosh has 
reached out to the administration and politicians, and 
told them about the work that MFIs do. That reduces the 
room for misunderstandings.”

In 13 years, Bandhan has been through one large transi-
tion—from a non-government organisation (NGO) to a 
non-banking finance company (NBFC). Now, it is about 
to embark on a second transition—into a bank.

Ghosh cites three reasons to become a bank. One, to 
lower its cost of funds. As a bank, Bandhan can raise 
deposits from individuals at 6-7% a year, including oper-
ating expenses, against the 13% it pays banks currently. 
Two, to reduce its dependence on banks for funds. Three, 
to expand beyond micro-credit. “We need to offer borrow-

Banks offer 
loans at 4% 
to the very 

poor. Yet, they 
borrow from 

elsewhere, 
including from 

MFIs at 22%

Even as Ghosh 
talks the low-
cost language, 
an expectation 
building among 
Bandhan staff 
is of higher 
salaries

THE BANDHAN EXPERIMENT
After 12 years, India is set to get two new banks. India’s largest microfinance company Bandhan will set up one of those, 

and it will be an experiment for three sets of players. For the central bank, to gauge if this is a robust way to deliver financial inclusion in the truest 
sense. For microfinance companies, looking for ways to stay relevant. For Bandhan, to see if it can meet the rigorous demands of 

banking and yet stay responsive to local needs. M Rajshekhar and Atmadip Ray report

What 
Bandhan’s 
Bank Could 
Look Like

BRANCH NETWORK

REGIONAL IMBALANCE  

PRESENCE
Mostly in under-banked parts 

of India. Of the 245 districts, 

Bandhan operates in, 173 are 

under-banked. Of its 2,016 

branches, 1,444 are in 

under-banked eastern 

and north-eastern India

MODEL
Redeploy existing staff as banking cor-

respondents servicing each branch. It 

currently has 12,691 staff members, 

nearly all in the field

LOANS AND DEPOSITS
Seek deposits from existing 5.2 million 

clients, who have borrowed about `5,700 

crore from it. If each deposits `25 a 

week, that will add up to total deposits of 

`55 crore a month

While Bandhan has a presence in 

22 states, three states — West Ben-

gal, Assam and Bihar — account for 

two-thirds of its branches

East India & North-East India, Bandhan’s 

main areas of operations, severely lag 

the rest of India on financial inclusion

  
POPULATION
PER BANK
BRANCH

BANK
BRANCHES
PER 1,000 SQ KM

CREDIT-
DEPOSIT
RATIO

Figures for 2011-12,   Source: Department of North-East Region; 

2012-13 Economic Survey; RBI

Arunachal 17,282 1 28.4

Assam 21,103 19 40.3

Manipur 33,602 3 33.2

Meghalaya 13,916 9 28.2

Mizoram 11,133 4 41.9

Nagaland 22,007 5 47.6

Sikkim 8,252 10 57.9

Tripura 19,120 22 31.7

West Bengal 19,697 19 65.1

Bihar 34,734 31 31.7

ALL INDIA 13,916 26 79.0

Source:  Bandhan

                                       BRANCHES

West Bengal 802

Assam 286

Bihar 256

Maharashtra 106

Uttar Pradesh 91

Tripura 84

Madhya Pradesh 73

Gujarat 52

Jharkhand 51

Rajasthan 50

Orissa 50

Chhattisgarh 42

Uttarakhand 22

Delhi 16

Haryana 11

Meghalaya 7

Sikkim 6

Punjab 6

Mizoram 2

Himachal Pradesh 1

Manipur 1

Dadra & Nagar Haveli 1

2,016
Total 

Branches

Other 
Experiments 

in Financial 
Inclusion

Since independence, India has 

tried diverse tacks to achieve 

financial inclusion. Besides older 

efforts by cooperatives and re-

gional rural banks, here are four 

newer models being tried:

ULTRA-SMALL 
BRANCHES 

AT VILLAGES
Model: Local agent 

handles payments 

and deposits; overseen 

by bank, which 

approves loans

Who: PSU banks

Where: Across India

Advantages: 
Low-cost model to 

reach areas not viable 
for branch banking

Challenges:
Slow response 

time. Agent 
can become 

independent power 
centre in village. 

Financial illiteracy can 
result in mis-selling

KGFS
Model: Village bank of-

fering savings, remittanc-

es, insurance and loans

Who: IFMR

Where: Orissa, Tamil 

Nadu, Uttarakhand

Advantages:
Complete coverage as 

each bank operates 
in just two districts

Challenges: 
Scale up is slow 

MFIs AS 
BCs

Model: MFIs sign up as 

banking correspondents 

for banks  

Who: Microfinance 

institutions 

Where: Across India

Advantages:
Have a field presence

Challenges: 
RBI norms currently 

do not allow this

MOBILE 
BANKING 

Model: Currently offer 

remittances and pay-

ments through mobile

Who: Telecom companies 

and startups like Eko

Where: Across India

Advantages: 
Low-cost model. Don’t 

need branches, only 
local franchisees

Challenges: 
New technology. 
Will take time to 

gain followers

CHANDRA SHEKHAR GHOSH
Chairman and MD, Bandhan

“We will need to 
build up capacity of 
the existing staff to 
ensure there is no 
mis-selling. We need 
to be systems- and 
heart-based”
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