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SHREYA NANDI 

New Delhi, 27 October 

With the finance ministry 
seeking “justification” for 
continuing the Interest 
Equalisation Scheme 
(IES) for exporters, the 
commerce department 
is exploring ways to 
revamp it to ensure the 
scheme meets the objectives 
outlined during its launch 
nine years ago. 

The scheme is currently set 
to expire on December 31. 

IES is an interest subven-
tion initiative under which 
banks offer reduced interest 
rates to exporters on their pre- 
and post-shipment rupee 
export credits. Lenders are 
then compensated by the gov-
ernment. 

Launched in 2015 for five 
years, the scheme aimed to 
alleviate stress among 
exporters, particularly in 
labour-intensive sectors, as 
well as micro, small and medi-
um enterprises (MSMEs). 
Since then, it has been period-
ically extended. 

“We are working on a 
revamped IES that more con-
vincingly demonstrates due 
diligence regarding labour 
intensiveness and ensures 
benefits are properly passed 
on. Overall, the goal is to deter-
mine whether the scheme is 
serving the objectives outlined 
by IES,” said a source familiar 
with the matter. 

The finance ministry has 
been of the opinion that the 
scheme enhances the prof-
itability of exporters rather 
than their competitiveness, 
according to another source. 

As a result, the scheme’s 
effectiveness is being 
reassessed, considering factors 
such as the overall cost of 
finance for exporters, utilisa-
tion of available funds, the cor-
relation between export reali-
sation and the subvention 
provided, and its impact on 
the growth of loans for 
exporters in sectors covered by 
the scheme. 

Exporters, particularly 
MSMEs, believe the scheme 
has been helpful because cred-
it costs for them are quite high. 
In some cases, the cost of cred-
it has posed a bigger concern 
than freight costs. 

Ajay Sahai, director-gener-
al and chief executive officer 
of the Federation of Indian 
Export Organisations, said 
that before making a decision 
on the extension, it will be cru-
cial to take a holistic view. 

“One should examine 
international key rates — India 

vis-à-vis other countries — 
and conduct a comparative 
study. It is essential to consider 
not only profitability but also 
whether IES mitigates the dis-
ability factor faced by 
exporters. In this case, the 
scheme helps insulate against 
the high cost of credit. Overall, 
it is beneficial for exporters 
and should continue,” Sahai 
said. 

However, over the past 
year, the benefits under the 
scheme have been diminish-
ing. Initially, the scheme 
applied to 416 identified tariff 
lines and to all MSME manu-
facturer-exporters across all 
export lines. 

In June, the government 
extended IES until September 
30, but it was limited to MSME 
exporters, excluding other 
exporters covering 410 tariff 
lines. 

The scheme was then 
extended for another three 
months, but fiscal benefits for 
each MSME, on aggregate, 
were capped at ~50 lakh for 
2024-25 until December 2024. 
Previously, benefits to individ-
ual exporters were capped at 
~10 crore per annum. 

The commerce depart-
ment has also been advocating 
for the inclusion of both 
MSMEs and non-MSMEs with 
the scheme’s extension. 

OVERHAULING  

EXPORT SCHEME 

 Launched in 2015 for 5 years, 
the scheme aimed to alleviate 
stress among exporters 

 Commerce department 
plans IES revamp to ensure 
objective alignment 

 Scheme offers interest relief 
on pre- and post-shipment 
export credit 

 IES aimed at MSMEs,  
labor-intensive sectors  
to ease export costs 

 Recent changes cap 
benefits, limiting MSME 
exporters to ~50 lakh annually 

 Over 75% of beneficiaries 
under the scheme were  
MSMEs in FY24

Interest subsidy 
plan for exporters 
up for revamp
Move after FinMin sought justification
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HARSH KUMAR 

New Delhi, 27 October 

The Union Ministry of Finance is expect-
ing to complete the privatisation process 
of IDBI Bank by March 2025, according to 
a senior government official familiar with 
the matter. 

“As the Reserve Bank of India (RBI) has 
issued the ‘fit and proper’ certificate to the 
shortlisted bidders, the government is 
moving at full pace on the disinvestment 
of IDBI Bank, aiming to complete it by this 
financial year. We will give access to the 
virtual data room to the bidders by the sec-
ond week of November,” said the official. 

The government and Life Insurance 
Corporation (LIC) plan to sell a 60.72 per 
cent stake in IDBI Bank. As on December 
31, 2023, LIC holds 49.24 per cent of IDBI 
Bank, while the government owns 45.48 
per cent. 

“KPMG, the transaction adviser, is facil-
itating the process by providing access to 
the bank’s data room for evaluation and 
addressing any queries. The next step 
involves finalising the draft Share 
Purchase Agreement in collaboration with 
the bidders,” the official added. 

In the FY17 Union Budget, the govern-
ment proposed reducing its stake in IDBI 

Bank to below 50 per cent. The strategic 
stake sale is seen as a test case for the gov-
ernment’s public-sector enterprise policy 
to reduce its presence in business. The 
Department of Investment and Public 
Asset Management (DIPAM) had received 
multiple expressions of interest for the pro-
posed stake sale and transfer of manage-
ment control in IDBI Bank. 

The government forwarded bidders’ 
details to the RBI in January 2023. “One 
reason for the delay is the involvement of 
multiple players — private equity firms, 
NBFCs (non-banking financial companies), 

a consortium — and not just banks (who 
are in the fray). In that case, the condition-
alities are also detailed,” the official said. 

The government received expressions 
of interest (EoIs) from multiple bidders on 
January 2, 2023. Once the RBI approves, 
the eligible bidders will conduct their due 
diligence on the bank. 

“If a bank successfully bids to buy IDBI 
Bank, the promoters will be granted a rea-
sonable period to merge the two entities 
in order to meet the RBI’s requirement that 
a promoter or promoters can hold only one 
bank licence,” according to source. 

About the further disinvestment of oth-
er public-sector units, a senior government 
official said the pace of disinvestment 
would be slow in the current financial year. 

“This year, we are expecting a slow pace 
in terms of disinvestment. Any disinvest-
ment process requires lots of effort. Rather, 
we are focusing more on the growth of 
companies,” added the official. 

The privatisation of the state-owned 
Shipping Corporation of India (SCI) could 
be delayed beyond FY25, as the Centre has 
been unable to resolve “documentation 
issues” with the state government follow-
ing the demerger of its non-core assets, 
according to a senior government official 
who requested anonymity. 

IDBI Bank stake sale gathers pace 

LIC holds 49.24% of IDBI Bank, while 

government owns 45.48%
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RUCHIKA CHITRAVANSHI 

New Delhi, 27 October  

Terming the steps taken towards the 
multilateral development banks’ (MDB) 
reforms suggested under India’s G20 
presidency as “disappointing”, a G20 
independent expert group has said the 
pace and ambition of implementation 
falls well short of what is required even 
though every institution has embarked 
on a programme of reform. 

“Major shareholders of the MDBs 
must shoulder the main responsibility 
for this disappointing performance…
Our judgement is that we are still falling 
well short of ‘good enough progress’,” 
the G20 Independent Expert Group 
Report Card on strengthening MDBs 
titled ‘An incomplete grade’ said. 

The report card comes a year after 
the G20 independent expert group on 

Strengthening MDBs had made its rec-
ommendations for reforming these 
institutions. 

It added that shareholders signalling 
of support for the overall agenda has not 
been matched in the implementation 
phase or in the provision of additional 
resources. 

Authored by the co-convenors of the 
G20 expert group Lawrence Summers, 
former United States secretary of the 
Treasury, and Nand Kishore Singh, 
chairperson, Fifteenth Finance 
Commission of India, it highlighted that 
despite some commendable improve-
ments, such as the expanded use of 

guarantees, the aggregate volume of pri-
vate capital mobilisation at about $70 
billion in the last year shows an incre-
mental approach, not a radical transfor-
mation of business mode. 

“Changing MDB relationships with 
the private sector has proven to be hard 
and difficult,” the report said. 

The expert group in its report last 
year had said that an additional spend-
ing of some $3 trillion per year is needed 
by 2030, a part of which can come from 
leveraging the current balance sheets 
and implementing the capital adequacy 
framework. The report said that there is 
an inescapable need for a significant 
increase in new equity of $100 billion 
across all MDB institutions. 

The report card presented on the 
sidelines of the annual meetings of the 
International Monetary Fund and World 
Bank in Washington DC said that the 

MDBs have put in place measures to 
expand annual sustainable lending by 
making better use of their balance sheet 
and attracting additional capital 
through innovative channels. However, 
it noted, that the volumes involved - 
about 30 per cent of current lending vol-
ume – fall far short of the tripling they 
need, given their enlarged mandate. 

“We had also recommended a 
tripling of concessional finance chan-
nelled through MDBs to the poorest 
countries, but we see few signs of any 
meaningful rise. Expanding mandates 
with insufficient financial resources will 
not work effectively,” the report said. 

It said that the short-sighted 
approach of waiting until a crisis  
hits before acting forcefully on MDB 
reform will turn out to be a costly mis-
judgment. “Time is not on our side,” the 
report added.  

 Major MDB shareholders are criticised  
for failing to back reform efforts with 
adequate resources 

 Only $70 billion of private capital mobilised 
last year, highlighting a conservative rather 
than transformative approach 

 An estimated $3 trillion annually by 2030 is 
required for global goals, with MDBs needing 
$100 billion in new equity

FROM THE REPORT
ILLUSTRATION: AJAY MOHANTY

Progress on MDB reforms ‘disappointing’: G20 report
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Das receives A+ in Central  
Bank Report Cards 2024 
ANJALI KUMARI 

Mumbai, 27 October  

Reserve Bank of India (RBI) Governor 
Shaktikanta Das received an A+ grade in the 
Central Bank Report Cards 2024 for the sec-
ond consecutive year.  

The award was presented by Global 
Finance in Washington, D.C. Grades were 
assigned on an “A+” to “F” scale, evaluating 
success in key areas like inflation control, 
economic growth targets, currency stability, 
and interest rate management. 

An “A” reflects outstanding performance, 
while an “F” indicates a clear failure. 

Since 1994, Global Finance has published 
the Central Bank Report Cards annually, 
grading central bank governors from nearly 
100 key countries, territories, and regions, 
including the European Union and various 
central banks in the Caribbean and Africa. 

Governor Das is credited with many 
achievements, particularly how he navigated 
the pandemic challenge and then the war in 
Europe amid global central banks’ increasing 
interest rates. During his tenure, the banking 
sector has become resilient, improving prof-
itability and maintaining healthy capital. 

During his tenure, India’s foreign 
exchange reserve has expanded by  
$311 billion. During the tenure of the past 
five governors, the total reserves expanded 
the most, followed by $200 billion expansion 
witnessed during the tenure of Dr YV Reddy. 
During 2024 (up to October 11), India’s 

reserves saw a net increase of $68 billion, 
positioning the country as the second-
largest accumulator of foreign reserves, 
behind only China, among major reserve-
holding nations.  

RBI Governor Shaktikanta Das got the 

grade for the second straight year PHOTO: PTI

SBI named best bank in ‘24
State Bank of India (SBI) was recognised as 
the best bank in India for 2024 by Global 
Finance Magazine of the US at its 31st Annual 
Best Bank Awards event held during the 
sidelines of Annual Meetings of the IMF and 
the World Bank. SBI Chairman CS Setty 
received the award. PTI
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My neighbour Mr Fernandez has 
resumed his habit of visiting bank 
branches. A super senior citizen, he 
earlier used to visit the branches 
often. But he stopped as branch staff 
started hounding him, selling mutual 
funds and insurance policies. 

He has kept his money with two 
banks – a private and a public-sector 
bank. The “treat-
ment” was the same 
at both banks. 

Last month, the 
relationship manager 
of one bank dropped 
by Mr Fernandez’s 
house. She convinced 
him to open a fat 
fixed deposit (FD) 
with the bank as a 
large amount in his 
savings bank account 
was earning very low 
interest. She also 
promised that Mr 
Fernandez would no longer be 
“harassed” if he decided to visit the 
branch. 

She didn’t lie. The first branch visit 
after a gap of three years was a pleas-
ant surprise for Mr Fernandez. The 
branch manager ushered him into his 
glass cabin and offered him a cup of 
coffee. Instead of selling him mutual 
funds and insurance policies, he 
floated the idea of opening another 
FD for a higher return. 

The branch manager also sug-
gested that Mr Fernandez opt for a 
sweep-in facility. Such a facility 
ensures whenever funds in his sav-
ings account drop below a certain 
level, money will flow from the FD to 
his savings account without affecting 
the interest rate on his fixed deposit. 

Banks are desperately looking for 
deposits as high credit deposit (CD) 
ratio is staring at them. Until this phe-
nomenon had hit them, they were 
happy earning commission and fee 
income, aggressively selling mutual 
funds and insurance products. Now, 
they have reached a stage where they 
need to choose between fee income 
and interest income. (Of course, they 
can always earn processing fees from 
loans.) 

They can’t afford to win away 
depositors’ money into these avenues 
any more as their credit growth will 
be affected, with deposits failing to 
meet the credit demand. This will also 
bring down their interest income. 

Banking is the only business in the 
world where raw material and fin-
ished products are the same – only 
packaging changes. 

Lime, silica, alumina, calcium sul-
phate, iron oxide, magnesia, sulphur 
trioxide, soda and potash are used to 
produce cement. Similarly, the ingre-
dients for making a pizza are flour, 
yeast, mozzarella cheese, white sugar, 
tomatoes, onion and olive oil. But 
banking is about taking Mr 
Fernandez’s money as deposit and 
passing it to, say, Mr Tripathy, as a 
loan. Money could be kept in savings 
accounts, fixed deposits or recurring 

deposits and the loan could be a 
home loan, auto loan, personal loan 
or working capital and term loan (for 
corporations), but the ingredient 
remains the same – money. 

On a bank’s balance sheet, the 
deposits are placed on the left side 
and loans and investments on the 
right. The deposits are a bank’s liabil-

ity and loans and 
investments are 
assets. 

Mobilisation of 
deposits is not easy 
as depositors run 
the risk of losing 
money if a bank 
fails (up to ~5 lakh 
worth of deposits 
enjoy an insurance 
cover). Choosing 
the borrowers is 
equally tough; if a 
borrower does not 
pay up, a loan turns 

bad, and the bank needs to provide 
for it. This affects a bank’s profitability 
and capital. 

Even after giving a loan, a bank 
needs to keep a hawk eye on the bor-
rower to make sure that the account 
doesn’t turn bad. In contrast, once a 
depositor is in, nothing needs to be 
done till an FD is due for renewal. 

For every ~100 worth of deposits, 
banks need to keep ~4.50 with the 
Reserve Bank of India (RBI) under the 
cash reserve ratio requirement. 
Another ~18 is spent on buying gov-
ernment bonds under the statutory 
liquidity ratio requirement. This 
means, they are left with ~77.50 to 
lend for every ~100 worth of deposits. 
That’s not exactly the case as most 
banks invest far more in government 
bonds. Besides, depending on the 
profile of the liabilities, they also need 
to keep additional 3-4 per cent of 
deposits under liquidity coverage 
ratio requirements. Of course, they 
use their capital too to lend.  

In FY24, banks’ CD ratio rose from 
75.8 per cent to 80.3 per cent, the high-
est level since FY05. It had been hov-
ering around 80 per cent since 
September 2023 before the recent 
downward movement. In fact, in 
March this year, the incremental CD 
ratio was 95.94 per cent. 

As on October 4, year-on-year 
credit growth had been 12.8 per cent 
and deposit growth 11.8 per cent -- 
leaving a gap of 1 percentage point. 
At the beginning of the current finan-
cial year (on April 5), year-on-year 
credit growth was 19.9 per cent vs 13.8 
per cent deposit growth – a gap of 6.1 
percentage points. (Of course, they 
are not exactly comparable as the 
base of the credit portfolio is lower 
than the deposit portfolio.) 

Many reasons have been cited for 
the low growth in deposits. 

The most prominent among them 
is that the community of savers has 
become investor. Instead of keeping 
money with banks, they are investing 
in the stock market – buying equity 
directly as well as putting money in 

mutual funds. The counter argument 
is: The money ultimately comes to 
the system. Instead of coming from 
individual savers, it is flowing through 
a different route. Of course, the cost 
of such money and maturity and tags 
are different from deposits. 

Another reason is that a large seg-
ment of the population does not have 
money to keep in banks. India's 
household savings as a percentage of 
gross domestic product (GDP)  
has declined from 22.7 per cent in 2021 
to 18.4 per cent in 2023. This is a 47-
year low. 

The theory that every credit 
creates new deposits may not always 
work, particularly if the money raised 
as a bank loan is used for investing in 
the stock market. 

Everyone agrees on one issue: The 
cash management by the government 
– both at the central and state levels – 
has affected banks. Instead of keeping 
money with banks, the governments 
are now keeping money with the RBI. 
Particularly during the general elec-
tions, the government’s cash balance 
with the regulator was huge. 

Bankers feel that their hands are 
tied and they cannot fight with 
mutual funds. Typically, the return 
from mutual funds is higher than 
bank deposits. On top of that, there’s 
tax advantage on such returns while 
interest income on bank deposits is 
taxable (depending on the customer’s 
annual income)— even before it is 
realised. If one keeps a two-year FD, 
the tax clock starts ticking from the 
first quarter itself, even though the FD 
will mature after two years. This is not 
the case with mutual fund returns. 

What can banks do to raise 
deposits? The easiest solution is rais-
ing the interest rate. But this will 
impact their profitability as they will 
not be able to raise loan rates when 
the policy rate is set to go down. 

It’s time for banks to innovate. 
State Bank of India has spoken about 
targeting trusts, societies, associa-
tions and clubs as well as the Jan 
Dhan accounts for deposits. Another 
bank has introduced a liquid product 
– one can withdraw money after 
seven days but earns the FD rate. And 
many banks are planning to expand 
their branch network to reach out to 
more people for deposits. 

After the savings bank rate was 
deregulated in 2011, a few private 
banks experimented with savings 
bank products. When it comes to FDs, 
we have not seen innovation, barring 
floating-rate FDs, which never took 
off. It’s time to innovate. Depositors 
are not the liability of the banking sys-
tem; they are the real assets. 

The financial system should also 
prepare itself for structural changes. 
In most developed nations, corpora-
tions source money from the market, 
not banks. This means we need a 
more vibrant corporate bond market. 
That’s a separate story. 

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 

When deposits become 
‘assets’ of banks

BANKER’S TRUST 

TAMAL BANDYOPADHYAY

Offering a higher interest rate is an easy but costly 
solution. It’s time for banks to innovate 

<
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Stop, think, then take 
action: PM’s mantra to 
counter ‘digital arrests’
Prime Minister Narendra 
Modi on Sunday flagged the 
issue of fraudsters targeting 
people with the cyber crime of 
“digital arrests” and urged 
people to adopt the mantra of  
stop, think and take action-
when faced with such a  
scam, asserting that these 
steps will provide digital secu-
rity to them. 

In his monthly ‘Mann ki 
Baat’ broadcast, he said probe 
agencies are working with 
states to deal with the issue but 
added that awareness is essen-
tial in protecting oneself from 
this crime. 

He also shared a conversa-
tion between a victim and a 
fraudster to highlight the 
cyber crime of digital arrest. 

“The fraudsters of digital 
arrest phone calls, at times, 
impersonate as police, CBI, 
Narcotics; at times RBI... using 

such various 
labels, they 

converse 
as fake 
officers 
with a lot 
of confi-

dence. 

Explaining the modus oper-
andi of such fraudsters, he said 
they collect personal informa-
tion as their first move and 
then in their second move 
create an atmosphere of fear. 

The prime minister also 
highlighted that the country 
has decided to celebrate the 
150th birth anniversary of 
Sardar Vallabhbhai Patel and 
Bhagwan Birsa Munda, noting 
that while Patel's 150th birth 
anniversary celebrations will 
begin from October 31, 

Munda’s will start from 
November 15. PTI 

Scammers use 
fear, urgency: 
Cyber agency
 Indian cyber-security 
agency CERT-In on 
Sunday shared a list 
that talks about more 
than a dozen ways in 
which online scams 
are being perpetrated 
by fraudsters in the 
country, including 
"digital arrest" to dupe 
people by stealing 
their money and 
private data. PTI
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