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Abstract:

India is a populous country with a population of roughly 138 crores. It has a low per capita income, with a
GDP per capita of 1,750.00 USD at the end of 2011 and a predicted GDP per capita of 1850.00 USD at the end
of 2022. In India, the majority of loan/credit requirements are modest. These loan/credit obligations, if not met
through proper channels and financial institutions, can lead to a slew of social issues. Furthermore, India's
banking sector is critical to the country's economic progress. This article examines the role and influence of
small finance banks on the Indian economy and growth.

Keywords: small finance banks, loan and credit requirements, financial inclusion, banking system, Indian
economy, and growth.

. Introduction
India is a low-income, densely populated, impoverished, and developing nation. It aims to achieve
stronger growth and greater social and financial equality. In this regard, for the country's high and balanced
economic growth, India must prioritize the development of rural/urban impoverished people as well as the
development of rich/posh class gentry and moderate/middle-class citizens. This cannot happen without the
implementation of new updated financial systems or services that are technically sound and viable, as well as
catering to the diverse demands of disadvantaged people.

To finance Indian growth, there are two options: domestic financing and external sector financing. External
sector financing has major implications due to both exchange rate risk and political effects. As a result, nations
take a conservative approach, limiting the current account deficit to less than 2% of GDP. As a result, domestic
financing bears the lion's share of the growth financing burden.

The overall health of the economy is reflected in the health of its banking system. The slowdown of the
economy immediately gets reflected in the increase of non-performing assets of the banking system. RBI
indicated that recently the Commercial Banking System’s Gross Non-Performing Assets are 9.1% of advances
in March 2019. This was 8.2% in March 2020. The Gross Non-Performing Assets have become doubled in the
last seven years.

Gross NPA as on Gross NPA as on %
BANK 30/06/2014 30/09/2021 increases
Bank of Baroda 15,879 46,382 192%
Bank of India 11,160 40,915 267%
Bank of Maharastra 3,716 6,403 72%
Canara Bank 12,647 52,494 315%
Central Bank of India 11,449 27,252 138%
Indian Bank 12,013 36,081 200%
Indian Overseas Bank 8,781 13,935 59%
Punjab and Sind Bank 3,010 9,823 226%
Punjab National Bank 32,416 98,484 204%
State Bank of India 74,482 1,20,811 62%
Uco Bank 5,982 10,182 70%
Union Bank of India 22,199 77,781 250%
IDBI Bank 10,762 .-
Total 2,24,496 5,40,543
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Fig:1 NPA in the Banks in India in Seven Years

In landing operations, the Indian Banks have low profitability, irregularity; rising operation costs, etc. have led
to decreasing.

With this objective of Inclusive Indian Growth in the focus, the Indian government conceived about the ‘Small
Finance Banks (SFBs)’ and these banks are expected to on rural/urban banking, priority sector, and micro and
small enterprises. Additionally, these Banks will bring more unbanked people or sections of society under the
ambit of the banking system. These SFBs have been introduced in the Indian Banking Structure in the year
2015. The aims of the Indian government are to strengthen financial inclusion and extend basic banking services
in the country.

The primary objective of the SFBs is to provide basic banking services to uncovered and conventionally
underserved sections of society. The SFBs are allowed to accept deposits from customers and lend money to
people. These aim to strengthen financial inclusion and to promote small business units, small and marginal
farmers, micro and small industries, and unorganized sector entities.

Following are the RBI’s guidelines for SFBs:

- Minimum paid-up equity capital requirement of Rs 100 crore only.

- Every small finance bank must have the words - Small Finance Bank - in its name.

- Small Finance banks can carry out financial services like distribution of mutual fund units, insurance products,
pension products, and so on, but not without prior approval from the RBI.

- A fundamental requirement is that it must have 25% of its branches set up in unbanked areas.
And, the following are the actions to be avoided for SFBs:

- SFBs cannot lend to big corporates and groups.

- A small bank cannot transform into a full-fledged bank without RBI’s approval.

- It cannot set up subsidiaries to undertake non-banking financial services activities.

- Not allowed to be a business correspondent of any bank.

2. Impact analysis

Move of giving licenses to small finance banks is a major step towards pushing financial inclusion in
the country. The main target for the small finance banks is small businesses and low-income households by
providing them financial services at low transaction costs. It is uneconomical for big banks to open branches in
every village, but with smaller units that have wider reach and penetration, a small unit bank can provide a low-
cost platform for taking banking services to every citizen. This will include people who mainly transact in cash
to take their first step into the banking system and also slowly accelerate India’s journey as a cashless economy.

It is expected that the cost of banking will come down due to competition from small banks. At present,
private banks like ICICI, HDFC, Axis, etc. are making unreasonably and unjustifiable huge profits by collecting
funds at lower costs from savings accounts and current accounts (CASA deposits account for 40% of bank
deposits) and lending it to small borrowers at much higher rates. Here, the small finance banks will get a big
chunk from this by providing higher interest rates on deposits and giving credit (small finance banks only) at
lower rates. This will increase competition and lower-income groups and small businesses will be benefitted the
most.

For low-income customers, the real attraction will not be higher interest rates, but the convenience of
carrying out banking transactions with ease, comfort, and security. Also, as SFBS will mainly have poor people
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as a borrower of small money, there are very few chances of huge defaults. Poor people will also get benefitted
as a borrower, as SFBs will expand access to cheap funds.

Furthermore, there is a chance for us also to eliminate the black money from a large part of the
financial system by reducing cash transactions and encouraging people for the usage of the money through
banks. This is achievable within the next 5 to 10 years with investment in financial literacy and educating urban
and rural poor citizens, especially women.

The SFBs will reduce dependency on cash and will increase banking commerce, as banks can offer a
variety of payment options. It will also transform our subsidy and social welfare schemes. With the usage of the
Aadhaar card, Jan Dhan Yojana and SFBs Indian government will be enabled to provide direct subsidy through
bank account transfer.

At present, there is a large unmet need for those at the bottom of the population pyramid not just to
have a bank account but also to get a low credit/loan to run their small businesses and to move out of the heart-
wrenching poverty. Different models of the rural and cooperative banks have largely failed to deliver these.
However, the organizations that are selected for small finance banks have successfully done this job of
giving/lending/-crediting small amounts and they know their borrowers’ needs. Hence, we believe that they
shall have high chances of success.

We believe that the SFBs will extend formal financial access to poor people and small enterprises that
are currently dependent on high-cost unorganized sector lending. According to an RBI estimate, around 90
percent of small enterprises do not have access to formal financial institutions. Because of this, the SFBs will be
a big and transformative step towards full financial inclusion.

In India, at present, the commercial banks largely fund big and medium industries or give loans for
home, education or vehicle purposes. But it is almost impossible for the diamond cutting units or restaurants or
any other small enterprises to get working capital funding. The SFBs are expected to fill this gap. The RBI
expects them to be high technology-driven and low-cost operators, and these will bring new innovations in the
industry.

It is expected that the customer base of commercial banks will reduce due to the shifting of savings
account money into SFBs and because of this the low-cost deposits of banks will reduce. Due to this shift, the
commercial banks’ regular fee incomes (i.e. cash transfers, cheques withdrawals, and fees for making demand
drafts or ATM transactions, etc.) will reduce. At present, the commercial banks park 21.5% of their deposits as
Statutory Liquidity Ratio (SLR). This gives the government a ready market for borrowings. However, this also
encourages lazy banking. As the SFBs will have to invest some of their deposits in G-sec and when they become
large and successful, then it will also reduce the Statutory Liquidity Ratio (SLR) burden on commercial banks.
Finally, the names of the approved SFBs’ licensees are listed in Table 1.

Table no 2: Names of the approved SFBs’ licensees as per RBI’s approvals.

Original licensee/promoter Commenced Bank name Headquarters

Ujjivan Financial Services Pvt Ltd 1 February 2017 Ujjivan Small Finance Bank Bangalore

legalakshml Financial Services Pvt 29 March 2018 Jana Small Finance Bank Bangalore

Equitas Holdings Pvt Ltd 5 September 2016 | Equitas Small Finance Bank Chennai

Au Financiers India Ltd 19 April 2017 AU Small Finance Bank Jaipur

Capital Local Area Bank Ltd 24 April 2016 Capital Small Finance Bank Jalandhar

DishaMicrofinPvt Ltd 21 July 2017 Fincare Small Finance Bank Bangalore

ESAF Microfinance 17 March 2017 ESAF Small Finance Bank Reg: .Cher_mal,
Corp: Thrissur

RGVN North East Microfinance Ltd 17 October 2017 ggﬁ? Bast Small Finance Guwahati

Suryoday Microfinance Pvt Ltd 23 January 2017 Suryoday Small Finance Bank | Navi Mumbai

Utkarsh Microfinance Pvt Ltd 23 January 2017 Utkarsh Small Finance Bank Varanasi

Il.  Conclusions

We are confident that the inclusion of SFBs will usher in a significant shift in the Indian banking
system following bank nationalization. This would ensure that the Indian banking sector becomes more
competitive and inclusive for both borrowers and depositors, hence making banking more accessible to the
general public. With comprehensive and efficient financial inclusion, poor Indians would have a proper
mechanism to assist their efforts to break free from the fatal trap of poverty, implying that the era of poor
consumers has finally arrived in India.
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