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Towards optimism...

The month of August had given a silver line of hope to
many investors with the Fed finally announcing that after
many quarters of postponing their decision, they would
finally be easing interest rates in US. The impact of this
news helped the global markets rally.

In India the progress of the monsoon has been
commendable translating to substantial increase in
sowing area, which in effect would mean a guaranteed
bumper foodgrain production.

The lower international prices of crude and natural gas
would be favourably impacting India

At this point of history, it is very important to understand
two major changes that are currently happening in India
which probably is going unnoticed

1. A substantial broad-based growth by MSMEs due
to increased penetration of cheap high-quality
broadband across the country thereby allowing
smaller companies in tier 2 cities and rural towns
to have access to bigger markets and better
talents by building online businesses.

Transactions through UPI/digital mode is now
50% of GDP. The digitisation of the economy has
ensured broad basing of tax collection and
enhanced compliance.

The penetration of broadband combined with wide
adoption of UPI as a payment mode has resulted in
financial inclusiveness of small enterprises, reducing their
transaction cost, quickening cash cycles and providing
access to formal credit. The cumulative effect of all this
has been the rural economy growing faster than the
urban economy, considerably reducing the dependence
on agriculture. The enhanced prosperity provides a large
market for products and services which had so far
remained just rural dream.
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RBI has recently announced that pilot testing is currently
underway for Unified Lending Interface (ULI), modelled
on the lines of UPI, to democratise lending with
transparency and quick turnaround. ULl is designed to
provide consent-based flow of digital information
including land records from various states, multiple data
service providers to lenders thereby significantly reducing
the time required for credit appraisal. This can once again
revolutionise credit disbursal and lay the foundation for
financial inclusiveness for all strata of societies across
regional geographies.

India has also witnessed a demographic behaviour
change with the younger population having a greater risk
appetite both towards their career and the choice of
savings instruments, which is very evident in the savings
being directed more towards mutual funds and stocks
rather than parking in the traditional fixed deposits of
bank. This behaviour change is impacting banks,
translating to lower deposit growth, which in turn is not
able to keep pace with loan disbursement growth. This
will possibly push the banks to now aggressively pursue
deposit growth, thereby resulting in a higher interest rate
on fixed deposits continuing, which in turn will put
pressure on the profitability of the banks.

The other noteworthy behaviour change in urban areas
has been that currently more than 50% of daily use
essentials are being ordered through quick service
commerce.

The changing business models are disrupting many well-
established companies and creating lots of opportunities
for young minds with fresh thinking.

With optimism let us hope for better days ahead!
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