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AATHIRA VARIER 

Mumbai, 3 November 

M
ajor non-banking financial 
companies (NBFCs) faced 
increased credit costs and a 

decline in asset quality during the sec-
ond quarter of FY25 (Q2FY25) compared 
to the previous quarter. This is primarily 
due to disruptions in cash flows and 
challenges in the unsecured segments, 
including microfinance. 

For Mahindra & Mahindra Financial 
Services (M&M Finance), gross stage 3 
assets in Q2FY25 stood at 3.83 per cent, 
20 basis points (bps) higher than 3.6 per 
cent in Q1FY25. 

“….40 per cent of the increase in gross 
stage 3 has come from the tractor seg-
ment. And, we have witnessed pain 
mostly in the agrarian states where cash 
flows have been disrupted. The cash flow 
issue is not just in the agri sector, but 
some in the commercial vehicle (CV) 
customer segment has also seen a bit of 
elevated pain in Q2. This has had a bear-
ing on our collection efficiency,” Raul 
Rebello, managing director (MD) & chief 
executive officer (CEO) of the company 
said during the post earnings analyst 
call. Meanwhile, asset quality of L&T 
Finance has been largely stable due to 

the write-offs. The gross stage 3 assets of 
the company inched up marginally to 
3.19 per cent from 3.14 per cent in 
Q1FY25.   

During the post earnings call, 
Sachinn Joshi, chief financial officer 
(CFO) of L&T Finance agreed that the 
write-off has helped reduce the increase 
in stage 2 and stage 3 assets. 

He also said, “…the deterioration in 
gross stage 3 assets was primarily 
because of the macro operating environ-
ment deteriorating in the rural business 
finance vertical, a rationalisation of the 
tractor repo policy and some localised 
adjacencies in the two-wheeler business” 

Bajaj Finance also witnessed asset 

quality pressure across its retail and 
small and medium enterprise (SME) 
lines of business, resulting in its loan loss 
provisions remaining elevated. In Q2, the 
lender saw its stage 2 assets reduce by 
~357 crore but its stage 3 assets increased 
by ~899 crore.  

Piramal Enterprises also highlighted 
concerns in the unsecured portfolio in 
business loans and risk deterioration in 
the sub-~50,000 segment. Gross non-
performing assets (GNPAs) of the com-
pany rose to 3.1 per cent from 2.7 per cent 
in Q1. The Q2 net credit cost stood at 1.6 
per cent against 1.3 per cent Q1. 

More on business-standard.com 

Falling asset quality, credit 
costs weigh on NBFCs in Q2
Driven by cash flow disruptions, challenges seen in unsecured segments

COSTLY AFFAIR 
Credit cost of NBFCs (in %) 
 Q1FY25  Q2FY25 

*Net credit cost 
Source: Exchange filingILLUSTRATION: AJAY MOHANTY
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ANJALI KUMARI 

Mumbai, 3 November 

Banks have suggested phasing 
out the uncollateralised 
Mumbai Interbank Offer Rate 
(Mibor) and proposed a new 
benchmark for the interest rate 
derivatives market, according 
to sources privy to the develop-
ment.This came after the 
Reserve Bank of India’s 
(RBI’s) Mibor 
Committee released 
a report on October 1. 
It recommended 
changes in the 
methodology of 
MIBOR while proposing a 
shift to a new benchmark for 
derivative products. 

Fixed Income Money 
Market and Derivatives 
Association of India (FIMMDA) 
recently held a meeting with 
bankers to discuss transitioning 
India’s interest rate derivatives 
market from the current uncol-
lateralised MIBOR benchmark 
to a collateralised framework, 
similar to international stan-
dards. 

The meeting was organised 
for feedback on the RBI’s report 

which sought feedback from 
the market by November 15. 

The banks proposed a new 
benchmark for interest rate 
derivatives market with a bal-
anced 50-50 weighting between 
TREPS and CHROMs, accord-
ing to sources. 

“FIMMDA sought feedback 
from member banks and organ-

ised a call for discussions 
on the new proposal. 

The market is advo-
cating for the transi-
tion away from the 
uncollateralised ref-

erence rate to a collat-
eralised rate, similar to 

the Secured Overnight 
Financing Rate (SOFR),” said 
the treasury head at a private 
bank. 

“Banks were in agreement 
with this and discussion was 
around assigning 50 per cent to 
TREPs and 50 per cent to 
CHROMs,” he added. SOFR is a 
benchmark interest rate that 
reflects the cost of overnight 
borrowing, collateralised by US 
Treasury securities. It was intro-
duced as an alternative to the 
London Interbank Offered Rate 
(Libor). 

Banks propose new 
benchmark for rate 
derivatives market
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26 MN APPLICANTS FOR PM 

VISHWAKARMA SCHEME

TOP 5 STATES WITH HIGHEST REGISTRATIONS 

TOP 5 TRADES WITH REGISTRATIONS

Karnataka                      519,346 

Rajasthan                       201,395 

Maharashtra                  200,278 

Gujarat                            195,759 

Madhya Pradesh            176,936

Mason (Raj Mistri)           425,881 

Tailor (Darzi)                  396,800 

Carpentar (Badhai)          359,101 

Barber (Naai)                  190,037 

Garland maker                 171,237 
(Malakaar) 
*Data as of November 1. Source: NSDC

As India marked Vishwakarma Puja on Friday, here's a look 
at the performance of the Centre’s flagship scheme PM 
Vishwakarma, which was launched last year for the 
welfare of traditional craftspeople and artisans in the 
country.  A total of 25.8 million applications have been 
submitted so far, of which 2.37 million applicants have 
successfully registered after undergoing a three-step 
verification process. Nearly a million registered people have 
received toolkit incentives of up to ~15,000 through e-
vouchers to buy modern tools suitable for their occupation. 
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A few months ago, in the run-up to 
the general elections, a large bank 
could not continue with the recovery 
process of bad loans given to farmers 
and micro, small and medium indus-
trial units in one region of an Indian 
state. The recovery agents were 
denied entry in that region by the 
workers of a political party. That’s not 
the end of the story. The party even 
worked out a loan-waiver formula, 
with the help of a chartered account-
ant, and circulated it among the bor-
rowers, explaining who wouldn’t have 
to pay how much. 

Later, at a state-level bankers’ com-
mittee (SLBC) meeting, a senior min-
ister of that state told the bankers to 
start giving loans to farmers without 
checking their credit score.  

SLBC is a body of 
lenders that work, 
coordinate and  
consult each other on 
banking develop-
ment and social wel-
fare initiatives in a 
state. It’s part of the 
Reserve Bank of 
India’s (RBI’s) lead 
bank scheme.  
There is a lead bank 
in every district of 
India. The purpose is 
to ensure effective 
and efficient use of 
banking facilities. 

The bankers did not buy the senior 
minister's idea. They told the minister 
that if they needed to sanction and 
disburse loans to farmers without 
checking their credit score, they 
would adopt the so-called service area 
approach (SAA). A prospective bor-
rower would need to collect no-objec-
tion certificates from local bank 
branches as a precondition to get the 
loan. The SAA scheme was introduced 
in 1989 to increase productive lend-
ing. The banks could stymie the min-
ister’s idea after the RBI intervened. 

In private, many, particularly in 
the public-sector banking industry, 
have been complaining about a sharp 
deterioration in credit culture. The 
villain of the piece is farm loan 
waivers, which often are a promise by 
different political parties ahead of 
elections. An IIFL Securities Ltd study 
estimates the amount waived across 
18 Indian states in the past decade at 
~3 trillion. Needless to say, this has 
spiked the non-performing assets in 
agricultural loans. Once a loan waiver 
is announced, even those who can pay 
have a strong disincentive to service 
their loans. 

In the recent past, after the 
Telangana government announced a 
waiver of up to ~2 lakh of crop loans, 
farmers of Punjab also demanded a 
debt waiver. The Telangana scheme, 
which will benefit 4 million farmers, 
would cost ~31,000 crore. Five years 
ago, in 2019, the Punjab government 
had announced a crop loan waiver 
scheme to offer up to ~2 lakh of relief 
to small and marginal farmers. 

In the run-up to the general elec-
tions, a promise for farm loan waivers 
was in the manifesto of a national 
party. Its leader promised that the 
party would waive farmers’ loans in 

Punjab and entire India. He even said 
a commission would be formed to 
look into farmers’ woes, and their 
loans would be waived not only once 
but again and again, whenever 
farmers would need a waiver. 

Since Independence, there have 
been nationwide farm loan waivers 
twice. The VP Singh government at 
the Centre announced the first loan 
waiver scheme in 1990. Called the 
Agricultural and Debt Relief Scheme, 
it waived up to ~10,000 of loans of 32 
million borrowers. The cost of the 
scheme was ~7,825 crore. Almost two 
decades later, in 2008, the Manmohan 
Singh government announced the 
Agricultural Debt Waiver and Debt 
Relief Scheme worth ~71,680 crore. 

 Incidentally, the first farm loan 
waiver in India was 
announced by a state 
— well ahead of the 
1990 central scheme. 
Chaudhary Devi Lal-
led Lok Dal govern-
ment in Haryana 
wrote off loans up to 
~10,000 in 1987.  
This cost the state 
government around  
~227 crore. 

In the past dec-
ade, at least a dozen 
state governments 
have announced 
farm loan waivers, 

even as the contours of the scheme 
vary. One particular state waived only 
the interest, not the principal amount 
of the loans. Going by a 2023 State 
Bank of India study, Andhra Pradesh, 
Telangana, Uttar Pradesh, 
Maharashtra, Karnataka, Punjab, 
Madhya Pradesh, Chhattisgarh, 
Jharkhand and Tamil Nadu 
announced ~2.52 trillion of loan 
waivers in eight years between 2014 
and March 2022, benefiting 36.8 mil-
lion farmers in these states. 

Muhammad bin Tughluq (1325-51) 
is believed to be the first king to grant 
agricultural loans to farmers to help 
them fight distress. His successor 
Firoz Shah Tughluq wrote off these 
loans as famine and rebellion hit hard. 

If the freebies announced in the 
run-up to the elections to woo voters 
are supported by budgetary provi-
sions of states, why should bankers 
worry? After all, money is not flowing 
out of their coffers. That’s what the 
politicians would say.  

Bankers know that such waivers at 
periodic intervals spoil the credit cul-
ture in multiple ways. Once a waiver 
is announced, even those who have 
the ability to pay stop paying. Also, 
borrowers start expecting a repeat in 
future and stop bothering much about 
timely repayments. Finally, there is a 
spillover effect. Once one state 
announces such a scheme, it affects 
the behaviour of borrowers in the 
neighbouring states too. 

Indeed, the farmer community can 
get affected by natural calamities like 
cyclones, floods, draughts, et al, but 
making loan waiver an election  
promise is something bankers cannot 
stomach. 

There is a twist to the tale. While 
lenders blame politicians, in private, 

for spoiling the credit culture, some 
lenders themselves are party to it. The 
RBI is aware of this and has already 
taken action against four non-bank-
ing financial companies (NBFCs). 

I have recently come across this 
open letter written by the head of a 
microfinance institution (MFI)  
to peers. It’s an appeal to all MFIs 
expanding in Andhra Pradesh  
and Telangana. 

This is a heartfelt request to all 
MFIs eager to start operations in 
Andhra Pradesh and Telangana. My 
intention is not driven by personal 
interests but solely by concern for the 
well-being of poor households and the 
long-term sustainability of the micro-
finance sector. I am not overly con-
cerned about increased competition… 
However, I see troubling signs that 
could cause harm to both borrowers 
and the institutions themselves. 

There are clear indications of a 
looming AP Crisis 2.0. In several loca-
tions, including operations by banks, 
NBFCs, mutually aided cooperative 
societies, and informal players, there 
are reports of more than 30 lenders 
active in a single area. In the aftermath 
of recent floods and persistent rains, 
some branches are reporting a portfolio 
at risk (PAR) as high as 20 per cent. 
Despite this, I continue to see advertise -
ments in WhatsApp groups from insti-
tutions eager to establish new branches 
in these already saturated areas. 

Andhra Pradesh and Telangana, 
with their higher GDP and per capita 
income compared to other regions, 
have seen the microfinance market sig-
nificantly contract. Every player is 
competing for the same client, and the 
lending is happening through "ring 
leaders". Just recently, one of my 
branch managers shared an alarming 
story: When he went to collect an EMI, 
he encountered 24 motorbikes and 30 
MFI staff, all of them collecting EMI 
from the same ring leader. 

Incidents of borrowers approaching 
local legislators to intervene have esca-
lated, with MFIs being strictly 
instructed not to enter certain villages. 
Entire communities have even taken 
oaths not to repay any MFIs. In several 
villages, migration is on the rise as 
people flee amid constant pressure 
from as many as 10 different MFI rep-
resentatives. Tragically, there have 
even been suicide attempts aimed at 
intimidating MFI staff, and numerous 
cases of staff being physically 
assaulted… 

This is happening because of the 
unchecked greed for growth among 
MFIs. It’s time to reflect. Enough is 
enough. While many of you might 
choose to ignore these warnings, I urge 
you to consider the consequences. The 
last time, the RBI came to our rescue. 
But this time, we may not have such a 
safety net. 

I leave this to your wisdom and 
judgement. 

Need I say more? 

The writer is an author and senior advisor 

to Jana Small Finance Bank Ltd. His latest 

book: Roller Coaster: An Affair with 

Banking. To read his previous columns, 

please log on to www.bankerstrust.in 

X: @TamalBandyo

Credit culture: What’s that?

BANKER’S TRUST 

TAMAL BANDYOPADHYAY

Many bankers are complaining about deteriorating credit culture. The villain  
is farm loan waivers. But some of the NBFCs too are contributing to it
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