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I
f  you have trumped the high 
and mighty of  Indian busi-
ness such as the Birlas and 
Ambanis to get a bank li-
cence, the natural tendency 

is to declare victory. But not so 
for Chandra Shekhar Ghosh, 
the founder of  micro finance 
company Bandhan Financial 
Services, which is undergoing 
a metamorphosis.

For someone who has built a busi-
ness of  ̀ 8,000 crore without won-
dering much about how the offices 
looked, or used promotions to draw 
customers, it will be a new journey.

“Everybody is watching us,” says 
Ghosh, “waiting to see what we do, 
how we fare”.

“We have worked with one set of  
people, especially women from a 
poor economic background. As a 
bank, we will also cater to 
men. Our employees are now 
learning how to deal with men 
and customers of  different eco-
nomic backgrounds,” says Ghosh, 
chairman and managing director 
of  Bandhan, in conversation with 
ET in Kolkata recently. 

Unlike almost everyone in 
his genre, he still retains his 
rustic roots, from the way he 
speaks or dresses to the way he 
does business: straightforward 
and effective.

Just a step away from getting the 
final banking licence, the first mi-
crofinance company in the country 
to achieve this honour, Ghosh 
speaks about his game plan — 
the way he wants to get going as a 
banker, the kind of  branding 
he intends to have and the target 
segment he intends to serve, at 
least initially.

Winner of  The Economic Times 
Entrepreneur of  the Year Award, 
2014, Ghosh looks poised to throw 
everything he had into Bandhan 
the bank, to make it as hugely suc-
cessful as Bandhan the microfi-
nance institution (MFI). It won’t be 
too difficult perhaps because the 
bank will inherit a micro loan port-
folio of  about ̀ 8,000 crore and near-
ly 62 lakh borrowers, a large chunk 
of  whom will inevitably become 
its depositors.

While he is conscious of  the enor-
mity of  the additional load he has 
to shoulder as a deposit mobiliser, 
Ghosh is calm about it because the 
fundamentals remain the same. “At 
the end of  the day, Bandhan means 
a knot, a relationship — one we 
have explored, nurtured and se-
cured since 2001. For so long, we 
lent money. Bandhan was a hope 

for the poor. They know us, they 
trust us. As a bank, we will be mo-
bilising resources from them, be-
sides forging new relationships 
across the country. The modus op-
erandi will be the same — personal 
contact,” he says with a smile.

Given that Bandhan will gain ac-
cess to low-cost deposits after its 
conversion into a bank, its cost of  
funds will fall automatically. 
Ghosh says he will pass on the ben-
efit to borrowers almost immedi-
ately. The MFI now charges inter-
est of  22.4% a year to its borrowers.

The momentous journey into a 
new realm will begin in the next 
three to six months. Banking oper-
ations will flag off  with 600 branch-
es in all — a third of  which will be 
outside Bengal — and Bandhan 
should be on a roll.

There will be two distinct layers 
of  business. The first, ‘micro bank-
ing’, will be based on its proven ex-
pertise in the small loan business. 
Even as the entire MFI portfolio of  
nearly ̀ 8,000 crore gets transferred 
into this vertical, Ghosh says the 
ceiling of  micro loans will be 
raised to ̀ 1 lakh from ̀ 50,000 to 
boost business. The second vertical 
will be general banking, which will 
include SME, MSME, auto and 
small housing.

The double-decker strategy will 
prevail in operations as well as in 
Bandhan’s new branding strate-
gy. For example, 600 branches 
will include 200-250 branches in 
urban pockets. Urban Bandhans 
will incorporate state-of-the-art 
infrastructure comparable to 
what the likes of  Axis Bank, 
HDFC Bank or ICICI Bank offer. 
While these lenders are new-gener-

ation banks, Bandhan can claim to 
be the ‘newer’ generation. 

Rural Bandhans will be shorn of  
the glitz. “Our village people still get 
daunted by any show of  urban pomp 
and splendour. So Bandhan Bank 
branches across the countryside will 
be housed quite modestly, within 
premises almost as humble as the 
ones that Bandhan the MFI has. 
These are premises that the country 
folk know and can approach without 
fear. We need to make our clientele 
comfortable,” says Ghosh. 

Ogilvy is drawing up the cross-
over strategy from micro-finance 
to mainstream banking. A logo will 
be created and the branding strate-
gy honed to perfection. Ogilvy will 
also look into the doing up of  inte-
riors, keeping the two distinct sets 
of  target customers in mind. Sam 
Balsara’s Madison World is finalis-
ing the advertising strategy. 

Bandhan has outsourced its entire 
information technology function to 
US-based FIS, which will provide 
and manage a fully integrated bank-
ing and payments platform.

It mandated human resource con-
sulting firm Aon Hewitt to design 
and implement a compensation 
strategy for existing and new em-
ployees. It has also hired 400 skilled 
bankers, mostly from private sector 
leaders, besides 3,000 people without 
banking experience. These people 
will be posted in its branches. 

A chunk of  the ex-
isting field 

workers will be given branch-level 
responsibilities.  Over 10,000 field 
workers will bridge the last-mile gap 
between the bank and the customer. 

Bandhan has also addressed the 
capital challenge with a 
`1,600-crore equity commitment 
from International Finance 
Corporation and Singapore’s 
Government Wealth Fund 
GIC (see graphic).

The Singapore government 
wealth fund was among the earliest 
foreign investors in ICICI Bank 
more than a decade ago and that 
turned out to be a great wager.  Will 
Bandhan prove to be as successful?

IFC and Singapore’s Government 
Wealth Fund GIC have 
committed

`1,600cr
equity investment

Interest Must be Managed Proactively 
Through Timing and Structured Options

Bandhan’s Two-step 
Leap into Mainstream
Micro banking and general banking will constitute operations and branding strategy while personal 
contact will continue to be its modus operandi, CMD  Chandra Shekhar Ghosh tells Atmadip Ray

CROSSOVER

Average interest rate cycles 
spanned around 20 months in the 
past decade. There was neither res-
pite from the stability of  rates be-
tween cycles nor short-term or me-
dium-term visibility of  interest 
rates, leave alone a long-term expec-
tation of  stability. The situation is 
attributed to the following factors: 
(a)  The fear of  an interest rate in-

crease among lenders and bor-
rowers through rising and fall-
ing rates cycles and 

(b)  The elevated levels of  interest 
rates through the cycle — yield 
on the benchmark government 
securities remained at a higher 
level of  around 8.50%-9.25%. 

The dilemma over interest rates 
has adversely impacted the coun-
try’s fiscal situation. We need to look 
at several moving parts of  the equa-
tion to understand this in its entirety.

India’s debt/GDP ratio is 64.6% 
and compares poorly with the 
‘BBB’ median of  39.8%. This im-
plies that the country’s absolute 
amount of  borrowing is substan-
tially higher than the comparable 
‘BBB’ rated countries. 

What is softening the blow is the 
management of  liquidity risk by 
the central bank. India’s average 
G-sec maturity is the second longest 
in the world at around 10 years. This 
compares favourably with the BBB 
median of  5.4 years. It allays any 
fear of  a meltdown of  sovereign 
debt on the back of  a liquidity 

squeeze in the domestic market or a 
global event-driven lack of  appetite 
for G-sec investors. The second 
longest maturity also means we 
have had sufficient headroom for 
managing the maturity profile of  
G-secs through taking advantage of  
short interest cycles.  

G-secs’ average maturity at 10 years 
covers several interest rate cycles 
both on an upward swing and a 
downward slide. G-secs were issued 
at the longer end of  the curve over 
2008-2014, typically with 10-30 years 
of  maturity irrespective of  upward 

or downward rate cycles. This strat-
egy has paid off  in terms of  liquidity 
risk management. However, it has 
also created an interest rate liability 
for the government for over 10 years 
at high unsustainable interest rates.

The average cost of  issuance is be-
ginning to inch up, with the average 
cost of  borrowing also increasing 
on the entire stock of  G-secs (see 
table). The situation is expected to 
aggravate as the maturities of  low-
yield G-secs come into effect.

The issuances made at historical 
low interest rates of  sub-6 % during 

2003-2004 have started maturing. A 
1 bps movement in average yield on 
an outstanding G-sec would result 
in a whopping `6,800 crore. The 
point to note here is that average 
yields have climbed up from 
7.81%in 2011 to 8.06% in 2014. This 
could impact India’s interest-to-
revenue ratio. 

While debt/GDP is considered sus-
tainable at the higher-than-‘BBB’ 
median levels, interest/revenue is 
not. The central government’s in-
terest/revenue is as high as 36% for 
FY15. This leaves virtually little 
funds for investments and burdens 
the fiscal for investments.

Interestingly, advanced economies 
have debt/GDP higher than India’s, 
at around 90%-100%. However, their 
interest/revenue percentage is vir-
tually one-third of  India’s. The 
‘BBB’ median is also at 8.3%. In 
summary, our debt to GDP is lower 
but our interest servicing cost is al-
most three times. 

Revenue being the other part of  
the equation, let’s look at that 
as well. 

Revenue/GDP for the country is 
22% compared with the ‘BBB’ me-
dian of  33%. This means the reve-
nue base is weak and needs to be in-
creased. Our tax/GDP ratio is 10% 
compared with the ‘BBB’ median 
of  24%. 

With only 3% of  population paying 
tax, the ratio of  direct tax/revenue 
increased to around 54% in 2014 
from 44% in 2004. The issues of  leak-
age and coverage remain centre 
stage but with no discussion in 
sight to improve the situation. 

Another interesting aspect is that 
excise duty as a percentage of  man-
ufacturing GDP fell to 13% in 2014 
from 26% in 2004. Although the 
country’s low revenue base cannot 
be addressed in the short term, we 
could have managed expenses bet-

ter. Interest being one of  the largest 
expenses head in the central gov-
ernment’s budget, we could have 
managed the situation in an 
orderly fashion. 

Here are some suggestions we 
could adopt for managing expenses 
better: 
  The maturity of  profile of  G-secs 
could be reduced from over 50% be-
ing issued in the three-to-five-year 
category. This will bring down the 
average maturity of  G-secs to 
some extent but not drastically to 
endanger a liquidity crisis.
  Put options should be built into 
G-secs. Maturity date of  issuances 
may be around 10 to 30 years but 
the Reserve Bank of  India would 
have the ability to use put options 
and extinguish a high-cost G-sec. 
Similarly, G-secs with multiple put 
options at five and seven years are 
useful. Investors are anyway used 
to such put options in upper Tier-II 
and perpetual issuances by banks. 
The pricing has been well estab-
lished and will not pose a problem. 
On the other hand, it will establish 
the intermittent yield curve, vi-
brantly resulting in more trans-
parent pricing on corporate bond 
issuances
  Floating rate interest rates could 
be strategised, using MIBOR or 
one-year G-sec as the benchmark. 
This will take some time to develop 
but its long-term impact for the de-
velopment of  the bond market will 
be immense. 
 An aggressive OMO plan could be in 

place to buy back the high yield G-sec 
and replace the same with low-yield 
similar maturities at lower yields. 

In summary, among the many dif-
ficult moving parts of  sovereign debt 
management, interest can play a ma-
jor role and needs to be managed 
proactively using timing, maturity 
profile and structured options.

Guest Column

ATUL JOSHI

MD & CEO,
India Ratings

We have worked with one 
set of people, especially 
women. As a bank, we will 
also cater to men. Our em-
ployees are learning how 
to deal with them

Bandhan means a knot, a relationship — one we have explored, nurtured and secured since 2001. 
Bandhan was a hope for the poor. They know us, they trust us. As a bank, we will be mobilising 
resources from them, besides forging new relationships across the country
CHANDRA SHEKHAR GHOSH, CHAIRMAN & MANAGING DIRECTOR, BANDHAN
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Credit Card Outstanding
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Annual Growth
After the 2008 credit 
crisis, banks have 
become very cautious 
about receivables 
against credit cards 
turning bad. However, 
with credit bureaus 
coming up with the 
latest credit records 
of individuals and 
improved borrower 
discipline, banks are 
comfortable extending 
repayments 

Large Corporates
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20,605.34

19,342.15

Corporates have 
been shunning bank 
loans as big projects 
have still to take off. 
However, they have 
tapped the market 
directly to raise funds 
to meet their working 
capital requirements. 
Banks on their 
part have played 
safe due to asset 
quality concerns

Vehicle Loans
(` Billion)
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1,240.36
1,261.46
1,274.37
1,285.26
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17.60%

Annual Growth
New car production 
growth has been 
subdued and analysts 
say car demand is tepid 
this year. But loans for 
vehicle purchase have 
outpaced overall loan 
growth. Besides new 
cars, individuals are 
also borrowing to 
fund used cars

Other Personal Loans
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1,954.77

2,271.12

Individuals have also 
borrowed funds from 
banks without providing 
collateral. Such 
unsecured loans have 
attracted higher rates. 
These loans are taken 
mostly taken by non-
salaried professionals or 
the business community. 
Other personal loans 
have again outpaced 
the overall industry 
loan growth

20.20%

Annual Growth

Agriculture & Allied Activities
(` Billion)
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Loans for agriculture 
and allied activities 
have grown the fastest 
in 2014. Even as there 
were no clear signs of 
a strong pick up 
in the farm sector, 
loan demand grew 
during election year 
on expectations 
of waivers 

46.79%

Annual Growth

Consumer Durables
(` Billion)
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The slowdown in 
the economy has 
not stopped people 
from bringing home 
refrigerators, television 
sets or other 
consumer durables. 
They are even relying 
on bank loans to 
fund these purchases. 
Consumer durable 
loans almost doubled 
in 2014

16.38%

Annual Growth

Housing (Including Priority Sector)
(` Billion)

Nov 29, ’13
Dec 27, ’13
Jan 24, ’14
Feb 21, ’14
Mar 21, ’14
Apr 18, ’14
May 30, ’14
Jun 27, ’14
Jul 25, ’14
Aug 22, ’14
Sept 19, ’14
Oct 31, ’14
Nov 28, ’14

5,120.76
5,185.33
5,243.44
5,291.19
5,408.19
5,450.94
5,557.65
5,631.34
5,680.46
5,743.05
5,804.04
5,933.59
5,959.70

Even as real estate 
prices soar in many 
metropolitan cities, 
the attraction for 
home purchases 
continues in smaller 
cities where prices 
are still affordable. 
Besides, tax 
concessions on loans 
are an incentive to 
opt for loans even 
at high rates

23.88%

Annual Growth

Advances To Individuals
Against Shares, Bonds 
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One noteworthy Modi 
effect is the rise in the 
stock market. This has 
prompted individuals 
to leverage their 
stock holdings and 
borrow from banks by 
pledging shares. Banks 
too are comfortable 
taking these as 
collateral as long as 
the bull run continues 

How You & I 
Saved Indian 
Banking

Non-food Credit
(` Billion)
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Annual Growth

Almost three quarters into the new government’s ten-
ure, credit growth has remained tepid. While the gov-
ernment has announced reforms, there is still a block 
to new projects taking off. In such a dull year for busi-
ness, individuals have managed to keep the banking 
sector’s balance sheets afloat, with loan growth coming 
largely from the retail sector. Gayatri Nayak reports

SOURCE: RBI

IFC and Singapore’s Government 
Wealth Fund GIC have 
committed

`1,600cr
equity investment

Net worth to 
improve to around 

`3,200cr

Madison
World is 
fi nalising 
advertising 
plan for fi rst 
six months

Ogilvy is drawing up branding 
and branch decoration plan

Global HR fi rm Aon 
Hewitt to implement 
compensation strategy

US-based FIS 
to manage 
integrated 
banking and 
payments 
platform

The New Face

The Big Picture
AVERAGE YIELD AND 
MATURITY OF GoI’S 
PUBLIC DEBT 

INTEREST TO REVENUE (%)

FYE01 10.95 -

FYE02 9.44 10.84

FYE03 7.34 10.44

FYE04 5.71 9.3

FYE05 6.11 8.79

FYE06 7.34 8.75

FYE07 7.89 8.55

FYE08 8.12 8.5

FYE09 7.69 8.23

FYE10 7.23 7.89

FYE11 7.92 7.81

FYE12 8.52 7.88

FYE13 8.36 7.97

FYE14 8.48 7.98

FY15* 8.81 8.06

Wt Avg Yield (%); * End Sept 14

Source: Ministry of Finance, GoI; Fitch Ratings

Issues during 
the Year

Outstanding 
Stock

India

Brazil

Russia

US

UK

Germany

France

China

21.2

15.8

1.9

9.4

7.4

3.4

4.2

2.6
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