
























Economics Nobel for inequality researchers
JEANNA SMIALEK 

14 October 

The Nobel Memorial Prize in 
Economic Sciences was 
awarded on Monday to Daron 

Acemoglu and Simon Johnson, both 
of the Massachusetts Institute of 
Technology, and to James Robinson 
of the University of Chicago. 

They received the prize for their 
work on the gaps in prosperity 
between nations, and for their 
research on how institutions affect 
economic progress. The laureates 
used both theory and data to better 
explain inequality between countries, 
according to the prize committee. 

“Reducing the vast differences in 
income between countries is one of 
our time’s greatest challenges,” Jakob 
Svensson, chairman of the economics 
prize committee, said in a statement. 
“The laureates have demonstrated 
the importance of societal institu-
tions for achieving this.” 

Their research has shown that the 
institutions that were introduced dur-
ing European colonisation have 
helped to shape economic outcomes 
in the once-colonised countries. 

“Rather than asking whether colo-

nialism is good or bad, we note that 
different colonial strategies have led 
to different institutional patterns that 
have persisted over time,” Acemoglu 
said during a news conference after 
the prize was announced. 

Their findings suggest that inclu-
sive institutions tend to put countries 
on a pathway to longer-term prosper-
ity, while extractive ones — designed 
to retain control — provide short-
term gains for the people in power. 

“Broadly speaking, the work that 

we have done flavors democracy,” 
Acemoglu said. “But democracy is 
not a panacea.”Democracy can be 
hard to introduce, he noted, and there 
are pathways to growth for countries 
that are not democracies, including 
rapidly tapping a nation’s resources 
to ramp up economic progress. But 
he said that “more authoritarian 
growth” is often more unstable and 
less innovative. The laureates found 
that colonisation brought about a 
major change in global fortunes. 

Places that were densely populated 
at the time of colonisation tended to 
be lorded over by authoritarian insti-
tutions, while those that were sparse-
ly populated saw more settlers and 
established a more inclusive form of 
governance — if not quite a demo-
cratic one. That has led to a reversal 
of fortunes: While the Aztec empire 
was richer than North America at the 
time of early European exploration, 
today the US and Canada have out-
stripped Mexico in prosperity. 

“This reversal of relative prosper-
ity is historically unique,” the Nobel 
release explained. “If we look at the 
parts of the globe that were not 
colonised, we do not find any reversal 
of fortune.” The legacy is still visible 
today. For an example, Acemoglu and 
Robinson pointed to Nogales, on the 
border of Mexico and Arizona. 

Northern Nogales is more affluent 
than the southern part, despite a 
shared culture and location.  
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Trio wins prize for work on gaps in prosperity among nations, and how institutions affect economic progress

The research has shown that the 
institutions that were introduced 
during European colonisation 
have helped to shape economic 
outcomes in the once-colonised 
countries. Findings suggest that 
inclusive institutions tend to put 
countries on a pathway to longer-
term prosperity, while those 
designed to retain control provide 
short-term gains for the people in 
power. “Broadly speaking, the 
work that we have done favours 
democracy,” Acemoglu said. 

FAVOURING DEMOCRACY

Daron Acemoglu (left) and Simon Johnson (centre) are professors at the Massachusetts Institute of Technology, and 
James Robinson is a professor at the University of Chicago PHOTOS: MASSACHUSETTS INSTITUTE OF TECHNOLOGY, UNIVERSITY OF CHICAGO
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Derisking loans may be first order of business
MANOJIT SAHA 

Mumbai, 14 October 

Partha Pratim Sengupta, who will take 
charge as managing director and chief 
executive officer (MD and CEO) of 
Bandhan Bank in early November, has 
his task cut out. 

The Kolkata-based lender, which 
converted from a microfinance insti-
tution into a universal bank, is now in 
its 10th year of operation. Over the 
years, the bank has reduced the share 
of its microloan book; however, 
microloans still account for around 50 
per cent of its total loan portfolio. At 
~61,910 crore, Bandhan’s microloan 
book is among the largest in Indian 
banking. 

One of Sengupta’s key priorities will 
be to engineer a business transforma-
tion while gaining the confidence of all 
stakeholders, particularly the regulator. 
According to bankers, the Reserve 
Bank of India’s (RBI’s) discomfort with 
banks engaging in microloans was evi-
dent from last November’s circular on 
risk weights. While increasing risk 
weights on consumer loans, the RBI 
exempted non-banking financial loans 
from higher risk weights on loans to 
microfinance customers. Banks, how-
ever, were instructed to raise the risk 
weight for their microloans. 

“Bandhan has to lower the share of 
microloans and increase the share of 
secured loans. While doing so, it needs 
to maintain healthy margins and 

return on assets (RoA),” said a senior 
banker. 

The bank has maintained a net 
interest margin of 7.6 per cent in both 
quarters of 2024-25 (FY25) and the 
fourth quarter of 2023-24. It reported 
an RoA of 2.5 per cent in the first quar-
ter of FY25, compared to 0.1 per cent in 
the preceding quarter and 1.9 per cent 
in the same period last year. 

“Clarity on leadership should get 
the focus back on the bank’s funda-
mentals and strategic direction to be 
undertaken moving forward,” JM 
Financial said in a note. 

The top position at Bandhan fell 
vacant after the surprise retirement 
announcement by its founder, Chandra 
Shekhar Ghosh. Sengupta previously 
served as a deputy MD and chief credit 
officer at State Bank of India and as MD 
and CEO of Indian Overseas Bank. With 
nearly four decades of experience, 
Sengupta served as chief general man-
ager of the SBI Kolkata Circle from 2016 
to 2018. 

“ Mr Sengupta’s experience during 
his tenure at SBI Kolkata Circle will 
prove beneficial for Bandhan. 
However, we need visibility on the 
future strategy for the bank and any 
further changes in senior leadership,” 
Axis Capital said in a report. 

As the bank reduces its microloan 
business, a related challenge may 
emerge regarding human resources. 
Currently, Bandhan employs over 
77,500, with around 45,000 focused on 

the microfinance sector. The microfi-
nance business does not require a high-
ly skilled workforce. As the share of that 
business decreases, reskilling and 
upskilling those employees for other 
lines of business will be crucial. 

At the same time, Sengupta inherits 

a bank that is in much better shape 
than it was a few years ago. 

“Bandhan has seen high non-per-
forming loan formation over the past 
two years, prompting it to tighten its 
credit screens. We believe the bank’s 
asset quality is likely to do much better 
than other microfinance lenders, 
notwithstanding some uptick in stress 
in the coming quarters from broader 
stress in the microfinance environ-
ment,” Jefferies said in a note. 

Last week, another major overhang 
was cleared with the Credit Guarantee 
Fund for Micro Units settlement claim 
showing no negative implications for 
the bank. The National Credit 
Guarantee Trustee Company (NCGTC) 
will pay ~314.68 crore to the bank, in 
addition to the ~916 crore it paid in the 
first tranche last year. The bank also 
recovered ~228 crore from written-off 
accounts that were part of this claim 
and will retain this recovered amount 
in addition to the claim payout from 
the NCGTC. Thus, the bank will recog-
nise a total of~543 crore as part of other 
income in its profit-and-loss statement. 

Some of Bandhan’s other metrics 
are also healthy. The bank’s capital ade-
quacy ratio was 15 per cent as of the 
end of June. Deposit mobilisation, 
which recorded 22.8 per cent year-on-
year growth, outpaced credit growth. 
The bank also operates 6,297 banking 
outlets, of which 4,597 are banking 
units that could be converted into 
branches in the future. 

NEW BANDHAN CEO TO TAKE OVER IN NOVEMBER

~1.33 trillion 

Total deposits 

~1.25 trillion 

Total loans and advances 

33.4% 

CASA ratio 

2.5% 

RoA 

18.8% 

RoE

15.0% 

CRAR 

1,700 

Branches 

4,597 

Banking units 

77,530 

Employees 

34.4 mn 

Customers

NUMBERS IN FOCUS

As on June 30, 2024 Source: Bandhan Bank 
Note: RoE refers to return on equity 
CRAR refers to capital to risk (weighted) assets ratio

Partha 
Pratim 
Sengupta 
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RBI approves Tata Cap-TMFL merger
DEV CHATTERJEE 

Mumbai, 14 October 

The Reserve Bank of India 
(RBI) has approved the merg-
er of Tata Capital, an unlisted 
entity, with Tata Motors 
Finance (TMFL), paving the 
way for the formation of 
India’s 12th largest non-bank-
ing finance company. 

The RBI sent its “no-objec-
tion” to both companies earli-
er this month, according to the 
companies’ regulatory filings. 

As consideration for the 
merger, Tata Capital will 
issue equity shares to the 
shareholders of TMFL, result-
ing in Tata Motors holding a 
4.7 per cent stake in the 
merged entity. 

In September, the 

Competition Commission of 
India cleared the merger. The 
banking regulator’s permis-

sion is key to moving the 
merger process forward, said 
a legal source. 

The RBI’s approval is cru-
cial for the company, which 
is expected to list its shares 
by September next year, fol-
lowing an earlier mandate 
from the regulator that 
requires all non-banking 
financial companies classi-

fied as upper layer to 
list their shares by 

September 2025. 
As of March 31, 

2024, Tata Sons, 
the holding com-
pany of Tata 

Group, directly 
owns 92.83 per cent 

of Tata Capital’s equi-
ty shares, with the 

majority of the remaining 
stake held by other Tata 
Group companies and trusts. 

Through this merger, 

Tata Capital aims to attract 
new customers in the rapid-
ly growing commercial vehi-
cle and passenger car 
financing segments. The 
company plans to enhance 
customer service with digi-
tal offerings while providing 
unique growth opportuni-
ties for its employees. 

In the past five years, 
Tata Sons has invested a 
total of ~6,097 crore in Tata 
Capital, demonstrating the 
group’s commitment to 
enhancing its lending busi-
ness and transforming it 
into a retail-focused finan-
cial services firm. Tata 
Capital is also funding the 
needs of various Tata Group 
affiliates, including suppli-
ers, vendors, and dealers.

CREDIT TITANS
                      FY24 revenue  (~ cr) 

Bajaj Finserv                           110,382 

Power Fin Corp                        91,508 

Bajaj Finance                           54,972 

REC Ltd                                       47,517 

Max Financial                         46,580 

TVS Holdings                            40,248 

Shriram Finance                  36,388 

Aditya Birla Cap                        34,524 

LIC Housing Fin                          27,277 

IRFC                                          26,645 

Chola Financial                        25,830 

Tata Capital + TMFL                23,169 

Source: Capitaline, Compiled by BS Research Bureau



 

RUCHIKA CHITRAVANSHI 

New Delhi, 14 October  

The Prime Minister Internship 
Scheme is aimed at bridging the employa-
bility gap for students coming fresh out of 
college, Finance Minister Nirmala 
Sitharaman said on Monday. 

Speaking at the ‘Meet the Great Leaders' 
Programme at St Teresa's College, 
Ernakulam, in Kerala, Sitharaman said, “In 
a prospective employee, companies are 
looking for something more than just a suit-
able degree or qualification. This is because 
they don't have to spend months training 
them on the job.” 

The FM said that as of Monday, under 
the scheme, 39 companies from the top 500 
in India have given 1,800 internship oppor-
tunities in Kerala. One-third of this is pro-
vided by companies in Ernakulam itself. 

The internships here are being offered 
in diverse sectors, ranging from manufac-
turing, automotives & textiles, to banking, 
financial services, travel & hospitality. So 
far, over 91,000 opportunities have been 
posted on the internship portal and 155,000 
applicants have registered themselves. 

Highlighting the importance of financial 
literacy among children, Sitharaman said, 
“From childhood, we need to have financial 
education given to students. We should not 
wait for them to become adults to under-
stand how to handle their money.” 

Sitharaman said India can be a leader 
in artificial intelligence (AI), machine learn-
ing (ML) and big data & analytics, which 
are guiding Industrial Revolution 4.0. It can 
achieve what the other countries could not. 

She added, “It's largely led by young 
minds spending a lot of time in research & 
innovation. That's why India can be a 
leader in it because our youth is very tal-
ented & use innovations to create out-of-
the-box solutions. Our aspirations are high 
and we want to achieve what other coun-
tries could not.” 

FM: Internship 
scheme looks 
to bridge gap in 
employability 



 

India wants to become a developed 
country by 2047. Are we on  
the right track?  
You need about 7-8 per cent growth rate 
for the next 25 years. And 
there's of course a whole lot 
of uncertainty. That will be 
very hard to give one precise 
answer. The infrastructure 
reforms undertaken are 
certainly in the right 
direction. This is because the 
return on infrastructure 
comes for a long period of 
time. What we lack, in my opinion, is 
fundamentally two things: one, 
investment in human capital. There's a 
whole lot of focus on investment in 
physical capital - which is great, you 
need that. But human capital is still 
lacking. And second, regional inequality 
is going to be a big make or break. If you 
look at people from Bihar, Jharkhand 
and eastern Uttar Pradesh, there's a 
massive inequality. How do you bring 
that part of your country up?  

Growth has been driven by public 
sector expenditure. So, what is it that 
we need to improve the performance of 
private investment?  
You had good private investments till 
2007 and 2008. A lot of that investment 

was on the back of bad loans that were 
discovered later. When we cleaned up 
the banking sector, the hope was that 

private investments would pick up. 
When you improve the 
banking sector’s non-
performing assets (NPAs), 
sometimes banks become 
too risk averse. But then you 
are not making productive 
investments. So, we need to 
incentivise good long-term 
risk taking.  

How concerned are you about this over-
financialisation in the Indian 
economy? 
This obviously is a concern. Suppose a 
big crash happens, everybody starts 
losing money. The question is, will it 
stop there? Or will it require a bailout of 
systemic institutions? The whole 
financial chain from non-banking 
financial institutions (NBFCs) to banks 

and trading companies, they're all 
interconnected in this. If there is a crash, 
it may have this spillover effect across 
the chain. 

Are you concerned about a situation 
like that — another financial  
crisis hitting us? 
I am always concerned about a financial 
crisis. We all should always be 
concerned about a financial crisis 
because the job of policy makers and 
academics like us who work in this area 
is precisely that — when you sleep, that's 
when the thieves come. Yes, we are 
concerned, but the good news is that the 
Indian banking sector's ability to 
withstand this shock has improved a lot, 
because it is very well capitalised now. 

What are some of the risks that  
concern you? 
Among potential sources of risk 
propping up in the Indian financial 
sector, unsecured debt will be one. A lot 
of trading by retail investors in these 
speculative markets will be another. The 
growth of fintech lending will be 
another one, which has a good side; 
nobody denies that.  

How do you handle fintech to balance 
innovation and strong regulation?  
Some of the things that India has done 
have been absolutely marvellous, such 
as the way the payment system works in 
this country with the UPI. It has been a 
fantastic achievement. We have to worry 
about the financial crisis and risk. But 
we should not lose sight of the fact that 
there have been some fundamental 
things that have been done — same-day 
settlement in trade. The US is still not 
there. The solution to most of the 
problems is very simple. The question is 
whether there is a willingness to do that 
or not, which is more skin in the game. 

India has been sceptical of measures 
such as the Carbon Border Adjustment 
Mechanism (CBAM). What is your view? 
I think there needs to be some sort of 
concession given to developing 
countries like India. Otherwise, 
politically, I don't see this happening. I 
do think that there is an uneven 
distributional issue where people who 
have already jumped through the curve 
of economic development through 
fossil fuels should help people who are 
struggling to get to a basic level of decent 
living standards.  

Going forward, what is the future of 
crypto currency? And what do 
countries like India need to do in order 
to prepare themselves against any risks 
that may befall us?  
The whole premise of crypto is that we 
will escape all the regulation. There is no 
jurisdiction. And, it indeed is very 
cryptic. I think the RBI policy has been 
to not allow crypto in any meaningful 
way. In my mind, that's a good approach. 
Because it's a kind of financial 
innovation where the benefits are very 
small in my mind and costs are 
enormous. 

RBI has come up with its own digital 
currency — the Central Bank Digital 
Currency (CBDC).  
It's like a solution, as I heard somebody 
say, looking for a problem. Crypto 
doesn't really solve any problem in my 
mind. So, I'm extremely negative on 
crypto, to put it very simply.  

‘RBI policy of not allowing crypto is a good approach’
India needs to improve on reducing regional inequalities and invest in human capital in 
order to become a developed country by 2047, AMIYATOSH PURNANANDAM, economist, 
University of Michigan, says in an interview with Ruchika Chitravanshi in New Delhi. He 
adds that the government needs to incentivise good long-term risk taking by banks to 
push private investment. Edited excerpts:

THE INDIAN BANKING SECTOR’S ABILITY TO 
WITHSTAND A FINANCIAL CRISIS HAS IMPROVED A 
LOT, BECAUSE IT IS VERY WELL CAPITALISED NOW”

AMIYATOSH 
PURNANANDAM 

Economist, University 
of Michigan



SHIVA RAJORA 

New Delhi, 14 October 

The retail inflation rate in the coun-
try, driven by a spike in food prices 
and a fading base effect, climbed 

to a nine-month high in 
September. At the same time, 
the wholesale inflation-
rate, which reflects fac-
tory gate prices, also 
picked up pace. 

The National 
Statistical Office (NSO) 
reported Monday that the 
consumer price index (CPI) 
rose to 5.49 per cent in 
September from 3.65 per cent in 
August. In December 2023, it 
was 5.69 per cent. 

Meanwhile, wholesale price 
index (WPI)-based inflation, 
reported by the Ministry of 
Commerce and Industry, increased 
to 1.84 per cent in September from 
1.31 per cent in August, fuelled by 
food price inflation jumping to 
11.53 per cent from 3.11 per cent the 
preceding month. 

Retail food inflation surged to 9.2 per 
cent in September from 5.66 per cent in 
August, driven by sharp price increases 
in fruit (7.65 per cent) and vegetables 
(35.99 per cent). However, price increas-
es for cereals (6.84 per cent) and protein-
rich items, such as eggs (6.31 per cent) 
and meat & fish (2.66 per cent), showed 
a modest deceleration.  

Despite these increases, retail infla-
tion remains within the RBI’s target 
range of 2 per cent to 6 per cent. Last 
week, the RBI’s monetary policy com-
mittee (MPC) shifted its stance to neutral 
from a “withdrawal of accommodation” 
while holding the policy repo rate steady 
at 6.5 per cent for the 10th consecutive 
meeting. It also maintained its FY25 
retail inflation forecast at 4.5 per cent. 
In his customary address, RBI Governor 
Shaktikanta Das had projected a “big 
jump” in retail inflation in September 
due to a combination of unfavourable 
base effects and increased food price 
pressures caused by the lingering effects 
of a shortfall in production of onions, 

potatoes, and chana dal (gram) in FY24. 
“The headline inflation trajectory, 

however, is projected to sequentially 
moderate in Q4 of this (financial) year 
due to good kharif harvest, ample buffer 
stocks of cereals, and a likely good crop 
in the ensuing rabi season. Unexpected 
weather events and worsening of geopo-
litical conflicts constitute major upside 
risks to inflation,” Das had said.  

Core retail inflation, excluding food 
and fuel, edged slightly higher to around 
3.5 per cent in September. Prices rise for 
items like clothing and footwear (2.71 
per cent) and services such as education 
(3.79 per cent), health (4.09 per cent), 
and personal care (9 per cent) accelerat-
ed, while fuel prices remained in defla-
tion – down 1.4 per cent. 

ICRA Ratings Chief Economist Aditi 
Nayar remarked that the significant 
rebound in September’s CPI-based infla-

tion diminishes the likelihood of a rate 
cut following the October policy change. 
“For a rate cut in the December policy 
review, either the CPI-based inflation 
will need to flatten considerably below 
5 per cent in the next print or GDP 
growth for Q2FY25 will need to signifi-
cantly undershoot the MPC’s expecta-
tions,” she said. 

On the wholesale front, inflation for 
manufactured products, which carry a 
64.2 per cent weighting in the index, 
slowed to 1 per cent from 1.22 per cent 
in August. This was led by easing price 
increases in textiles, wood products, 
chemicals, pharmaceuticals, and rub-
ber goods. Additionally, factory gate 
prices for fuel and power fell by 4.05 
per cent, as diesel prices slid by 5.33 
per cent and petrol by 7.47 per cent. 
Cooking gas prices decelerated slightly 
to 13.18 per cent. 

INFLATION 
TRACKER 
Retail inflation 

remains within 

RBI’s target  

range of 2% to 6%

Note: Sep figures are provisional 

Note: Aug and Sep figures are provisional Sources: NSO, Ministry of Commerce and Industry 

Retail (Y-o-Y % chg) 

Wholesale (Y-o-Y % chg)

Retail inflation rises to 
5.49%, highest in CY24
Higher food prices, fading base effect behind surge; WPI inflation rises, too



Over-reliance on AI poses  
financial stability risks: Das
SUBRATA PANDA 

Mumbai, 14 October 

Reserve Bank of India (RBI) Governor Shaktikanta Das (pictured) on 
Monday warned that while artificial intelligence (AI) and machine learn-

ing (ML) have opened new avenues for business and profit 
expansion in the financial sector, over-reliance on these 
technologies could pose risks to financial stability. As a 
result, banks and financial institutions must implement 
adequate risk mitigation measures, he said. 

“The heavy reliance on AI can lead to concentra-
tion risks, especially when a small number of tech 
players dominate the market. This could amplify 
systemic risks, as failures or disruptions in these 
systems may cascade across the entire sector,” Das 
said at an event in New Delhi. Turn to Page 6 > 



The growing use of AI intro-
duces new vulnerabilities, 
such as increased suscepti-
bility to cyberattacks and 
data breaches, Das said. 
“Also, AI’s opacity makes it 
difficult to audit or interpret 
the algorithms that drive 
decisions, potentially lead-
ing to unpredictable market 
consequences,” he said. 

“In the ultimate analysis, 
banks have to ride on the 
advantages of AI and 
BigTech, and not allow the 
latter (these technologies) to 
ride on them,” Das said. 

The governor suggested 
that, given India’s 24x7 real-
time gross settlement system 
(RTGS), the feasibility of 
expanding RTGS to settle 
transactions in major trade 
currencies, such as the US 
dollar, euro, and British 
pound, can be explored 
through bilateral or multilat-
eral arrangements. RTGS is a 
continuous, real-time settle-
ment system developed by 
the RBI, enabling immedi-
ate, final, and irrevocable 
transfers between banks and 
financial institutions, both 
for customer and inter-bank 
transactions. 

Das also highlighted 
efforts by India and other 
economies to link cross-bor-
der fast payment systems 
through both bilateral and 
multilateral modes. He not-
ed that remittances are a key 
starting point for many 
emerging and developing 
economies, including India, 
to explore cross-border peer-
to-peer payments. “There is 
immense scope to signifi-
cantly reduce the cost and 
time for such remittances,” 
he said. 

The governor mentioned 
central bank digital curren-
cies (CBDCs) as an area with 
potential to facilitate effi-
cient cross-border payments. 
India is among the few coun-
tries that have launched both 

wholesale and retail CBDCs. 
In the modern world, 

with widespread social 
media usage and rapid 
online banking, where mon-
ey transfers occur within sec-
onds, Das stressed the 
importance of banks remain-
ing vigilant in such space 
and strengthening their liq-
uidity buffers to combat 
potential misinformation 
that could cause liquidity 
stress. 

On emerging financial 
stability risks, the governor 
warned that the divergence 
in global monetary policies 
could lead to volatility in 
capital flows and exchange 
rates, potentially disrupting 
financial stability. He refer-
enced the sharp appreciation 
of the Japanese yen in early 
August, which triggered dis-
ruptive reversals in the yen 
carry trade and unsettled 
global financial markets. 

Das also raised concerns 
about the rapid growth of 
private credit markets, which 
have expanded with limited 
regulation and have not been 
stress-tested in a downturn, 
posing significant risks to 
financial stability. 
Additionally, higher interest 
rates aimed at controlling 
inflation have increased debt 
servicing costs, financial 
market volatility, and risks to 
asset quality. 

 “Stretched asset valua-
tions in some regions could 
trigger contagion across 
financial markets, creating 
further instability. The cor-
rection in commercial real 
estate (CRE) prices in some 
jurisdictions could put small 
and medium-sized banks 
under stress, given their 
large exposures to this sector. 
The interconnectedness 
between CRE, non-bank 
financial institutions, and 
the broader banking system 
amplifies these risks,” Das 
warned.

Expanding RTGS to 
settle transactions can 
be explored, says Das
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