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News of Interest 27th July
QUOTE OF THE DAY

“NEVER STOP FIGHTING UNTIL YOU ARRIVE AT YOUR DESTINED PLACE - THAT IS, THE UNIQUE YOU. HAVE AN AIM IN LIFE, CONTINUOUSLY ACQUIRE KNOWLEDGE, WORK HARD, AND HAVE PERSEVERANCE TO REALISE THE GREAT LIFE.”

 A. P. J. ABDUL KALAM 

1. GOVTS MUST PROTECT CENTRAL BANKS' INDEPENDENCE, SAYS RAJAN

2. UNIONS AGAINST DIVERTING UNCLAIMED EPFO DEPOSITS, BOYCOTT MEET

3. LOKPAL BILL TO BE SENT TO STANDING PANEL

4. STATE BANK OF MYSORE POSTS RS 472 CRORE LOSS IN Q1 ON BAD LOANS

5. GOVT NOT CONSIDERING STRATEGIC SALE OF IDBI BANK: FIN MIN

6. IDFC BANK Q1 NET SOARS 60.4%

7. DESPITE 60% RISE IN GNPAS, SEVEN PRIVATE BANKS’ COMBINED Q1 NET INCREASES 15.3%

8. KVB NET UP 8.75% IN Q1

9. SBI LAUNCHES INSTANT MONEY TRANSFER FACILITY AT ATMS
Business Standard
1. Govts must protect central banks' independence, says Rajan

He argued India's real interest rate was actually in the middle-of-rates prevailing in the world, and lower than China's
Anup Roy 
Reserve Bank of India (RBI) Governor Raghuram Rajanon Tuesday said governments must protect the independence of central banks to act as they think fit and should look beyond uninformed criticism. He argued that India’s real interest rate was actually in the middle-of-rates prevailing in the world, and lower than China's.
 

The outgoing governor has in the recent period sharpened his attack on his critics who repeatedly pinned the central bank for not slashing rates, which the critics argue would spur rapid growth. Rajan’s address at the 10th Statistics Day Conference held at the RBI headquarters is an extension to that.
 
An exhibit presented by Rajan showed that India’s real interest rate (interest rate minus inflation) is lower than one per cent, whereas in China, one of the fastest growing major economies, the rate of interest is close to 2.5 per cent. 
 

“Why is the debate uninfluenced by the data? Why is it that as we seem to be bringing inflation under control, public voices to abandon the fight are loud? I don’t know for sure but let me hazard a guess: Is it possible the political economy of inflation is different from the received wisdom we were taught in class as students? And are there parallels to the political economy of bank clean-up?” Rajan said at his address to a gathering of statisticians and economists from across the world.
 

“Specifically, despite all the public commentary against inflation and its pernicious effect on the weaker sections of society, there seems to be surprisingly little anxiety in public commentary about inflation so long as it stays in the high single digits.” 

Industrialists enjoy negative interest rates and the critics usually portray examples of companies that pay high interest rates because of their bad credit profile.  

“With no powerful and vocal political constituency getting agitated about generalised inflation so long as it is only moderately high, opponents of disinflationary policies are free to frame the debate as they wish. The persuasive way is to claim that interest rates are hurting growth.”  

The best way central banks can support growth over the medium term is by keeping inflation low and stable, he said, adding “Without any political push back as inflation rises, it is necessary to build institutions to ensure macroeconomic stability…. Perhaps this is why successive governments, in their wisdom, have given the RBI a measure of independence.” 

To refute the argument of his critics, Rajan reiterated the differences between the high credit growth of the private banks and tepid growth rate at the public banks, arguing the problem is with the public sector banks that are now saddled with bad debt and are therefore risk averse.  

“In sum, the Indian evidence, supported by the narrative of experiences from other parts of the world such as Europe and Japan, suggests that what we are seeing is classic behaviour by a banking system with balance sheet problems,” Rajan said in his address. “It is important that governments around the world look beyond sometimes uninformed and motivated public criticism and protect the independence of their central bank to act. That is essential for stable sustainable growth.”  

“The obvious remedy to anyone with an open mind would be to tackle the source of the problem — to clean the balance sheets of public sector banks, a remedy that has worked well in other countries where it has been implemented,” he said, adding, “Clean-up is part of the solution, not the problem, and that is what we are doing.” 

Rajan also defended the stance of the central bank’s inflation targeting framework that critics argue do not take into consideration volatile components like vegetables and other food. The monetary policy committee will have to explain its failure only in case the inflation target is missed for three quarters in a row, and here “volatile components like vegetables tend to be smoothed over three quarters,” the governor said.  

However, it was not reasonable to drop food entirely from the target index, given that “it is the single most important consumption category for most Indians still,” and would exert further pressure in favour of prices for certain favoured items as Indians get richer.  

Rajan also lauded the government effort in increasing production of pulses after years of high pulses price-led inflation. 

Under Rajan, the central bank has cut policy rates by 150 basis points and managed to rein in inflation below six per cent even as prices have started inching up slowly again because of persistently high food and rising commodity prices. 
2. Unions against diverting unclaimed EPFO deposits, boycott meet
Unions boycotted meeting over alleged attempts at diversion of provident fund money by the government to the Senior Citizen's Welfare Fund
Arindam Majumder 

Central trade unions on Tuesday walked out of a meeting of the Central Board of Trustees (CBT) that was supposed to take a decision on increasing the quantum of investment by the Employees' Provident Fund Organisation (EPFO) in equity. CBT is the highest decision-making forum of the EPFO.

The unions boycotted the meeting over alleged attempts at diversion of provident fund money by the government to the Senior Citizen's Welfare Fund (SCWF). According to a finance ministry notification on March 18, deposits unclaimed for over seven years of employees' provident fund (EPF), public provident fund and small saving schemes such as Post Office Savings Accounts, Post Office Recurring Deposit Accounts and National Savings Certificates subscribers will be diverted towards setting up SCWF. According to the rules, the government office concerned "shall try to contact" every account holder of the unclaimed deposits through written notices, e-mails or telephone at least twice in 60 days before transferring the amount to SCWF.

The CBT meeting was supposed to decide on increasing the equity exposure of EPF from the present five per cent. EPFO guidelines give a leeway to take the exposure up to 15 per cent.

"Any misappropriation of fund from the EPFO corpus cannot be diverted," Vrijesh Upadhyay, national secretary, Bharatiya Mazdoor Sangh, said. "We are totally against the move. All central trade unions have boycotted the meeting."

Inoperative EPF accounts are those where no deposits have taken place for 36 months. Under pressure from the unions, Labour Minister Bandaru Dattatreya said he would take up the issue with the finance ministry. "We will withdraw the agenda item from today's meeting. Will look into the issue," Dattatreya said, requesting unions to resume the meeting.

M Jagadishwara Rao, all India general secretary, Bharatiya Mazdoor Sangh, said the trade unions were opposing the move as the money belonged to employees. "We support the government's move to set up a fund for senior citizens. But, it is wrong to divert EPF money for the purpose. EPF money is workers' money. This cannot be taken away from them," Rao said. Rao said the unions were also opposed to the government's move to increase equity exposure through exchange-traded funds. However, the central trade unions are outnumbered in the CBT, with just 10 members out of the 42, with the remaining being representatives of central and state governments and employers.

LABOUR PAIN

| The unions boycotted the meeting over alleged attempts at diversion of provident fund money by the government to the Senior Citizen's Welfare Fund

| Finance ministry had said deposits, unclaimed for over seven years, would be diverted towards setting up the fund


| The CBT meeting was supposed to decide on increasing equity exposure of EPF from the present 5 per cent. EPFO guidelines give a leeway to take the exposure up to 15 per cent

| Trade unions say diversion of funds from EPFO corpus is illegal

3. Lokpal Bill to be sent to standing panel
The contentious order asking family of govt officers to disclose their wealth would also now be reviewed
Nitin Sethi
The Lokpal (Amendment) Bill is likely to be sent back to the Parliamentary Standing Committee for review and the deadline for non-governmental organisations (NGOs) to submit their details under the law has been put on suspension.

This was decided at a meeting between Finance Minister Arun Jaitley and a group of members of Parliament (MPs) who called on him.
As a consequence, the contentious order asking family of government officers to disclose their wealth would also now be reviewed. The deadline for submission of information under this order has been repeatedly postponed for the past two years.

The government had put out a notification on June 20, 2016 asking board members and officers of NGOs (including those established by the central government), those which receive central government grants exceeding Rs 1 crore annually and those receiving donations of over Rs 10 lakh annually from foreign sources, to declare their assets by July 31.

The order had stirred protest not just from the independent NGOs but also business leaders who also run not-for-profit trusts or operate their own NGOs either as private enterprise or under their corporate social responsibility programmes.

The MPs met Jaitley as a follow up of their meeting with Prime Minister Narendra Modi on Monday on the same issue. The PM had assured them of redress and requested them to meet the finance minister with the assurance that the deadline for the order regarding NGOs would be extended.

D Raja was one of MPs who, along with Sharad Pawar, Anu Aga and others had met the PM.  According to another source present in the meeting, Jaitley said the government had taken the decision in light of a large number of people being adversely affected by this provision of the Lokpal Act.

He assured the MPs that until a solution was found, the relevant provision asking NGO directors to divulge the details of their assets would be held in abeyance.

According to the source, Jaitley also said the spouses and dependent children of government servants were also proposed to be excluded from the applicability of this provision.
Financial Express

4. State Bank of Mysore posts Rs 472 crore loss in Q1 on bad loans
SBI associate State Bank of Mysore slipped into losses at Rs 471.88 crore in the first quarter on mounting bad loans, resulting into over sevenfold jump in provisions.

By: PTI
SBI associate State Bank of Mysore slipped into losses at Rs 471.88 crore in the first quarter on mounting bad loans, resulting into over sevenfold jump in provisions.
The bank had posted a net profit of Rs 94.07 crore during the corresponding April-June quarter of the previous fiscal.

Provision for bad loans zoomed to Rs 1,037.78 crore, more than 7.8 times from Rs 131.89 crore parked aside a year ago, showed the bank’s balance sheet filed with BSE.

Total income increased marginally to Rs 1,987.63 crore during the June quarter from Rs 1,951.65 crore a year ago.


Bank’s gross non-performing asset (NPAs) or bad loans almost doubled at 7.83 per cent of gross advances as of June 2016, from 4.21 per cent at the end of June 2015.

In absolute terms, the gross NPAs surged to Rs 4,323.14 crore from Rs 2,213.62 crore.

Similarly, net NPAs also jumped to 4.65 per cent of net advances as of June, up from 2.10 per cent a year ago. In volume terms, net NPAs were Rs 2,479.93 crore as against Rs 1,076.56 crore.

Classification of stressed assets under RBI’s asset quality review (AQR) guidelines has been eating into most of public sector lender as they have to keep a higher reserves to against non-performing loans.


State Bank of Mysore shares were trading at Rs 649.90, down 1.26 per cent
in afternoon session on BSE.
 
5. Govt not considering strategic sale of IDBI Bank: Fin Min
The government today said it is not considering any proposal of strategic sale of state-owned IDBI Bank.
By: PTI 
The government today said it is not considering any proposal of strategic sale of state-owned IDBI Bank.

Minister of State for Finance Santosh Kumar Gangwar in a written reply in the Rajya Sabha said: “No” to a question whether the government is proposing strategic sale of IDBI Bank.

The Minister, however, said that public sector banks including IDBI have been allowed to raise capital through follow on public offer or qualified institutional placements.

This, he added, could result in dilution of “government holding up to 52 per cent in a phased manner based on their (public sector banks’) capital requirement, their stock performance, liquidity, market conditions etc”.

According to media reports, global lenders, Asian Development Bank and International Finance Corporation, as well as other investors are in talks for state-owned IDBI Bank’s Rs 3,771-crore stake sale via qualified institutional placement route.

 
6. IDFC Bank Q1 net soars 60.4%
Private sector lender IDFC Bank on Tuesday said its net profit for the June quarter rose 60.4% to Rs 264.8, compared with Rs 165.06 crore in the previous quarter.
By: FE Bureau 
Private sector lender IDFC Bank on Tuesday said its net profit for the June quarter rose 60.4% to Rs 264.8, compared with Rs 165.06 crore in the previous quarter.
The increase in profit was because of a 54.6% jump in non-interest income and a 25.2% rise in net interest income – the difference between interest earned and interest expended.

The bank said while its net interest margin (NIM) expanded by 30 bps to 2.4% during the quarter, its operating expenses fell by 6.4% to Rs 276.8 crore.

The big jump in IDFC Bank’s non-interest income was led by a 60.4% increase in trading gains to Rs 117.1 crore, while fees and commissions grew 40% to Rs 76.7 crore.
The bank said its loan book grew by 7.3% and stood at Rs 57,470 crore at the end of the quarter. Current account and savings account (CASA) deposits increased by 95.3% to Rs 869 crore.

Born out of the de-merger of IDFC, IDFC Bank has been striving hard to emerge as a mass retail bank. As part of such efforts, it had earlier this month signed a share purchase agreement to fully acquire the Tiruchirappali-based microfinance company Grama Vidiyal Micro Finance (GVMFL) in an all-cash deal. Post completion of the acquisition, GVMFL will become a wholly owned subsidiary of IDFC Bank and act as one of its dedicated business correspondents. The acquisition will also see all loan assets of GVMFL transferred to IDFC Bank.

7. Despite 60% rise in GNPAs, seven private banks’ combined Q1 net increases 15.3%

Despite more than 60% Y-o-Y rise in gross non-performing assets (GNPAs), the combined net profit of seven private sector banks for the June quarter has risen 15.3% (Y-o-Y) to Rs 6,507.2 crore, a detailed FE analysis has revealed. Sequentially, however, their combined net profit witnessed a 7% decline.

While the primary driver of the rise in the net profit was a 19.2% (Y-o-Y) increase in net interest income, the difference between interest earned and interest expended, a 46.2% (y-o-y) rise in provisions necessitated by the jump in GNPAs acted as a headwind.

Not surprisingly, the country’s most valuable lender, HDFC Bank, accounted for over 60% of this rise, with its standalone net profit growing by more than 20% (Y-o-Y) to Rs 3,238.9 crore.

What seems to have really impressed the Street, however, is these banks’ growth in advances and stability in net interest margins (NIMs). Despite loan growth by the banking system as a whole failing to record even 10.5% for a single fortnight during the last quarter, the combined loan book of these seven bank’s grew 22.3% (Y-o-Y).

Similarly, even in a falling interest rate environment, the median NIM of these seven banks was down just three basis points sequentially to 3.94%, with only Axis Bank and Federal Bank reporting lower NIMs compared with the March quarter.

“Going into results, our focus was on HDFC Bank’s ability to sustain loan growth and margins and while loan growth was slightly lower than expected, NII growth was in line due to better margins. Further, a 23% (y-o-y) loan growth is still well above the system and clearly HDFC Bank is gaining disproportionate market share from the rest of the system which is experiencing weakness,” analysts at HSBC Global Research observed.

According to them, the reason behind HDFC Bank’s NIM expanding by 10 bps during the quarter was higher contribution of retail loans. Typically, loans to individuals are more expensive than corporate loans. While several private sector banks don’t disclose their yields on loans for each quarter, the ones that do have reported an expansion.
IndusInd Bank, for instance, has reported an yield on advances of 12.07% in Q1FY17, which is three basis points more than the March quarter. In case of South Indian Bank, the increase was 33 bps to 10.89%. Other than higher yields, what has helped the NIMs of these private sector banks is a 20.3% (y-o-y) jump in current account and savings account deposits.

A sharp rise in bad loans in some of these banks, however, has concerned the Street. GNPAs at Axis Bank, for instance, more than doubled y-o-y, necessitating an 88.7% (y-o-y) increase in provisions, pushing its bottom line lower by 21.4% (y-o-y) to Rs 1,555.5 crore.

While the top management of the bank said the rise in bad loans during the quarter was in line with its expectation, with a majority of it coming from the ‘watch list’ the bank had created from within its corporate loan portfolio, analysts are not entirely convinced. 

Analysts at HSBC Global Research fear that the portion of slippage from the bank’s ‘watch list’ accounts could be higher than 60% guided by its management.
Analysts at Motilal Oswal, however, are not perturbed, and believe the deterioration in the asset quality remains well within the full-year guidance. “Management has already communicated that 60% of the watch list is likely to turn into NPAs over two years with slippages likely to be front loaded,” they said.

Business Line

8. KVB net up 8.75% in Q1

OUR BUREAU
 
Karur Vysya Bank’s first quarter net profit grew 8.75 per cent to ₹146.35 crore compared with ₹134.58 crore in the year-ago quarter.

In Q1 FY17, the ratio of gross non-performing assets (NPA) to gross advances improved marginally to 1.79 per cent (from 1.91 cent in the year-ago quarter) and the net NPA, to 0.79 per cent (0.88 per cent).

Net interest margin climbed to 3.52 per cent (3.30 per cent) and net interest income grew 13.71 per cent to ₹481.12 crore (₹423.10 crore).
The bank’s aggregate business crossed the ₹90,000-crore mark, up 8.71 per cent from ₹82,879 crore at the close of last fiscal. Deposits recorded a year-on-year growth of 11.07 per cent to ₹50,715 crore (₹45,659 crore).
Managing Director K Venkataraman said that the bank plans to ramp up products and services to suit the requirements of its retail and SME customers and make use of technology to enhance customer experience.

9. SBI launches Instant Money Transfer facility at ATMs

OUR BUREAU
State Bank of India (SBI) has launched an Instant Money Transfer (IMT) Payment System on its ATMs in India.

IMT enables a payment up to Rs. 10000 to be made from any SBI bank account to a person using just his/her mobile number as the identifier. The recipient of this payment can withdraw funds instantly from an IMT-enabled ATM of SBI without using a debit card.

SBI said this facility will be more useful for the migrant population who are regularly sending the money to their native places. IMT will also eliminate the middle men who are charging commission for remittances.

IMT is a payment system launched in India by Empays Payment Systems. It enables a payment to be made to a mobile phone from a bank account. There is no requirement for the beneficiary to have a bank account. The receiver can obtain the funds immediately from any IMT-enabled ATM.

Using IMT, the State Bank Group will be able to expand its reach to those sections of the population who are either unbanked or do not have access to their bank accounts. Additionally, it offers a new form of convenience payment to the emerging younger generation as SBI seeks to address them through new options.
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Dr. A.P.J. Abdul Kalam
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With kind regards,

Yours Comradely,
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