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1. What is your overall view on the union
budget and more specifically how will it
impact the Banking industry?
Overall the budget has been good and it is
interesting that despite elections being due in
2019, the Hon’ble Prime Minister has not been
swayed by political compulsions. The planned
expenses for social subsidies has been as
expected and the government has maintained
fiscal discipline, which is wonderful from a
macro-economic perspective.
The indirect tax revenue is not growing
as expected and is at 9%; however, direct
tax is expected to grow at 25% post the
demonetization. The government intentions are
good with an attempt to increase the tax base,
which will yield results with time. Going forward,
GST will also increase the indirect tax base which
is good from the perspective of banking industry
too. We will see larger flow of money coming
into the banking system which will make more
customers bankable. It’s going to be a fabulous
opportunity in the near future.

2. Demonetization and currency exchange
process has seen a lot of action for the
banks. Post demonetization, what do you
think has changed for the Banks, especially
in terms of deposits and cost of funds?
It was anticipated that policy rates would be
untouched by RBI even though there has been
a downward trajectory in inflation. However, we
have seen that the respective banks have gone
ahead and reduced their interest rates post
demonetization. The current interest rates are
lower than the expected due to excess liquidity
in the market. But, how much liquidity will
remain in the banks will depend on the extent of
outflow in the coming months and the build-up
of loan demand. Large banks will see interest
rates on fixed deposits going up when liquidity
dries up, which means the loan rates will also
increase. RBI’s neutral policy stance hence, is
justifiable.

3. There is increasing competition from
the payment banks and also new banking
licenses are being granted. As a CFO, how are
you going to address these challenges?
The Indian banking system offers everything
that payment banks offer. So I am not sure what
differentiation the payment banks will bring to
the table. We need to understand the business
model of the payment banks. If the business is
good and we see revenue, we can always tie-up
with a payment bank or apply for the license
which is on tap.
4. NPAs have become a cause of significant
concern for the banking sector. Do you see
this trend continuing and will it improve or
further deteriorate?
NPAs are a problem. It needs to be classified in
two parts. First category is on account of lending
to top 50 corporates and the second is the
lending to the rest of the economy.
The NPAs arising from lending to top 50
corporates is dragging the system down and is
not good for the economy in the long-run. Some
of these are due to unfavourable movement
in commodity prices, whereas a large part of
it are the loans that could have been avoided.
The reality is that banks will have to take a huge
knock, which they are not willing to take a call on
and the government is also not stepping-in due
to political compulsions. I feel, the issue can be
solved by forming an independent committee to
fair value the assets and the government PSUs
buying these fair valued assets over. However,
the lending to the rest of the economy does not
seem to be an issue and the flow rate in these
buckets are stable.

5. Online payment methods have added
to customer convenience, but has a new
dimension of cyber risk. How secure do
you think the industry is to these cyber
frauds and what further measures should
the banking industry take to make the
transactions more secure?
The CFOs have an important role to ensure
that the organization is constantly reinventing
itself in finding new markets and reengineering
processes in changing times. Digitization and
next generation technology such as artificial
intelligence and robotics, helps us in process
re-engineering leading to cost reduction and at
the same time creating customer delight. I would
say, “Winner is the one who is able to bring
good price for products and services to the
customers, along with a ‘wow’ customer
experience.”

The biggest fear today is the implications of
breach in cyber security. It’s an evolving field
and the world is being surprised daily with
new vulnerabilities. We have an objective
to be cutting edge on cyber security, with
a fair proportion of strategic investments
in it as protection of brand from reputation
risks is paramount. While we try and move
to digitization quickly across the length and
breadth of the bank, we also ensure that
application controls and testing are tight, and we
have better security controls.
It is imperative to have a strategy in place
and set clear milestones, which needs to be
monitored by the CFO’s office.

6. As a CFO, what are your 3 biggest
learnings which you would like to share with
the other industry CFOs?
i.		 The CFOs role now is just about 20% of
financial accounting and controls. The
balance 80% is to ensure that the strategy laid
out by the CEO or the board is being executed
to the fullest within committed timelines; to
ensure that you are constantly benchmarking
with competition and market opportunities.
ii. “Cut the unnecessary steps and get cost
down as you move towards technology.”
A CFO constantly needs to challenge the
existing processes and ensure that the cost of
operations comes down.
iii. CFO is the custodian of compliance, ethics
and governance. As a CFO, you need to
advise the management that decisions are
ethical, within the corners of law, and of high
governance standards. It is imperative to
ensure the right tone at the top.

Expert Views

Digital Aces; King Cash
Deloitte India predicts that in 2017,
mobile and digital payments will finally
overtake physical card payments as the
predominant non-cash payment mode.
The use of cards has grown significantly
in the past few years. The total number
of cards in the country has grown by
~400 million in the past three years
alone. India boasts of over 770 million
cards1 as of November 2016, with
credit cards accounting for less than
5% of the total volume as banks are
slow in offering credit to a population,
whose majority does not have formally
reported collateral. The number of
credit cards has remained steady
between 20 and 30 million, meanwhile
debit cards have witnessed strong
growth and currently stand at ~750
million as of November 2016, up from
~300 million three years back (primarily
on the back of the Pradhan Mantri Jan
Dhan Yojana [PMJDY] scheme).
While positive steps have been taken by
both the regulator and the government
to promote card payments such as the
launch of the Acceptance Development
Fund (ADF), a diktat to increase Point
of Sale (PoS) terminals by 1 million by
March 2017 and a reduction in the
Merchant Discount Rate (MDR) for debit
cards are showing positive results,
there is still a long way to go for card
payments to be accepted for everyday
transactions. Higher installation and
operative costs (cost of the PoS device
and operative costs such as servicing
and refilling of consumables, etc.)
dissuade small merchants from the
adoption of card payment acceptance
infrastructure. In India, a country
that is extremely price sensitive and

where a cash transaction has relatively
lower cost for the merchant than card
payments (cash management costs
included), the switch to card payments
over cash is no simple feat.
With close to 1 billion mobile
connections (1/3rd of which are
projected to be mobile internet users in
2017)2, the mobile phone has become
both ubiquitous and a staple of most
households if not of individuals. FinTech
companies were the first to take
advantage of the ubiquity of mobile
phones, with banks following, slowly
but surely. Mobile payments were
seen as a worthy opponent to the
more costly card-based payment POS’,
with lower installation and operative
costs. However, for a country so set
in its ways of using cash, the move to
mobile payments would be a drastic
shift (even more so when compared
to the shift from cash to cards). While
mobile wallets used prepaid accounts,
banks started offering mobile payments
on the back of Immediate Payment
Systems (IMPS) channels, thus truly
ushering in the mobile revolution.
Non-card-based payments have
evolved significantly in the last two to
three years with a number of channels
being offered such as biometric, QR
code, etc. Mobile wallets have seen
significant growth as well. With close
to 200 million mobile wallets reported,
both adoption and usage statistics
are increasing due to not just heavy
discounts but also the increasing
comfort and convenience being realized
by customers. Demonetization has
fast-tracked the mobile wallet adoption
exponentially.

While traditional banks have seen
moderate success with their own
mobile wallets, the launch of the Unified
Payment Interface (UPI) is seen as a
turbo boost, allowing interoperable
payments using a simple unique
identifier known as virtual address. The
launch of Aadhaar-based payments
using biometric based authentication
will also gather steam.
The industry is likely to witness a
change in the customer preference
where cards may not be the form factor
of choice for electronic payments and
may be replaced by the mobile phone
or biometric payments. We foresee
the following trends emerging in the
Payments Industry.
A. Mobile wallet companies to see
additional gains with Product 2.0
Digital payment companies seem to
have adopted a simple but effective
two-stage strategy that promoted
the inherent features associated with
mobile phones such as ubiquity, ease of
use, convenience, while being cognizant
of the need to change user behavior
by tugging at the financial strings of
the Indian consumer. First, offer a
simple Minimum Viable Product (MVP)
with basic features (e.g., bill payments
and recharges) that would have
minimal acquisition costs (onboarding
through simple downloads of apps
on a smartphone achieved this) and
offer substantial discounts to services,
thus enticing the ‘saver’ in the Indian
consumer to drive adoption. Next
provide an easy, convenient, and secure
customer experience to drive usage
and finally launch Product 2.0 with a

higher number of use cases (e.g., P2P payments
and P2M payments) to solve daily payment
woes thus increasing the cost of switching. In
parallel, these companies are also targeting
the other end of the spectrum: merchants.
Payment acceptance solutions were designed
to be relatively cheaper, and onboarding meant
a much less cumbersome process. Thus digital
payment companies are leveraging the natural
advantages of mobile-based payments to solve
the needs of an ever-growing consumer class.
Mobile wallet companies are in the midst of
relishing their success from the launches of their
MVP and launching their Products 2.0. Mobile
wallet transactions have been doubling in value
and volume from FY 13 onwards, (the earliest
date that the RBI started recording prepaid
instrument transactions) and this growth is
expected to continue in 2017. While the entire
prepaid instrument (PPI) market has seen an
exponential rise, mobile-based transactions have
progressively overtaken PPI cards accounting
for 82% in volume terms (up from 60% in FY 13)
and 66% in value terms (up from 18% in FY 13) of
total PPI transactions (as of November 2016.3)
Moreover, average ticket sizes for mobile wallet
transactions have increased from `280 to `450,
highlighting the success m-wallet companies
have seen in increasing the use cases—from the
fledgling recharges and bill payments to retail
purchases. M-wallet companies will continue to
innovate and introduce new ways to transact
including allowing payments from a feature
phone as well, which is expected to see strong
adoption.
The graph below highlights the increasing
share of m-wallet transaction volumes (when
compared to the total volume of m-wallets and
debit card at PoS).

Figure 1: Transaction Volume (M-wallet vs. Debit
card at POS in %)
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B. IMPS wave will gather momentum with
UPI and USSD 2.0
IMPS started out as a fledgling service executing
payments either through laptops/ desktops or
mobile phones with the underling instrument
being bank accounts. However, it has seen
significant growth in recent years, registering
over 100% growth over the last 12 months
in both volume and value. While a significant
portion of IMPS payments are P2P payments,
with UPI, which rides on IMPS, one can expect
a shift to P2M payments as well hence further
reducing the need for a physical card while
executing a transaction at retail outlet.
The adoption of UPI, which enables small and
micro payments directly from bank accounts
are also expected to gather pace. With 21
banks currently offering UPI as a channel, many
other banks and some e-commerce platforms

will launch UPI apps in 2017. An interoperable
platform such as UPI will sow the seeds for
a number of innovative business models. A
key value proposition, especially for merchant
payments is that there is no need to acquire a
merchant, so long as a virtual address has been
created and linked to a bank account – a speed
breaker of sorts for m-wallet and card payments
alike. Further, the use of a virtual address for
transfer of funds is much smoother than the
more cumbersome entry of IFSC codes and
account numbers. The use of a virtual address
will help UPI compete with the ease of use and
convenience afforded by m-wallets.
While UPI is currently available only for
smartphone users, upcoming releases will
probably entail tapping into the feature phone
base as well. In the meantime, however, NPCI is
planning to launch USSD 2.0 (an alternative for
feature phone users) that promises to provide
a far greater and sleeker customer experience
than the current USSD version.

C. New age payment banks and channels
The impending launch of differentiated banks
in India is also expected to drive innovative
cashless payments. With payments banks
unable to offer credit products, income is
restricted to transaction income and that from
investments in government securities. With thin
margins, these banks will need to evolve and
introduce innovative products that are costeffective without compromising on customer
experience. The first payments bank to be
launched by one of India’s leading Telcos has
already taken a step in this direction by not
issuing any debit cards. Instead, customers will
use biometric authentication using Aadhaar
for in-person payments. Not only will this
substantially bring down cost of customer
acquisition but also, a smartphone with an inbuilt biometric scanner (duly certified) can serve
as a payment acceptance point. Further, other
channels of transacting include Interactive Voice
Response (IVR), where transactions are made by

calling a number and the push of a few buttons.
Other payments banks are expected to follow
suit, leaving card as a form factor behind in place
of either the mobile phone or something even
more personal – the iris or fingerprint.
D. Aadhaar-enabled payment system
(AEPS)
Aadhaar-based payments also find a notable
mention with their ability to make India’s
subsidy program (one of the largest in the
world) digital end-to-end. With Aadhaar-enabled
payments, subsidy availing customers would
leapfrog from cash-based to Aadhaar-based
payments bypassing cards. The government
is actively promoting the use of the AadhaarEnabled Payment System by which biometric
authentication can be used to debit an Aadhaarlinked bank account for any purchase. AEPS
is targeted toward the masses; with Aadhaar
penetration over 1 billion (as reported by UIDAI),
this is a payment solution agnostic of the type
of mobile phone one has. A stumbling block of
sorts is the need for installation of hardware that
can authenticate biometric identities, however,
2017 may see the advent of a slew of cost
effective smartphones, phablets, and tablets
with built-in iris scan capabilities, thus removing
this roadblock.
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E. E-commerce will drive mobile payments
as mobile emerges as the preferred
channel
E-commerce has created a large potential
market not only for payments but also for digital
financial services. While RuPay cards have only
been recently introduced in the market, RuPay
for e-commerce transactions is growing at
twice the rate at which RuPay at POS is growing
(RuPay at POS itself saw a 5X growth Year on
Year between FY 16 and FY 17), highlighting how
important card not-present transactions are.
With this growth, there has also been a shift in
Cash on Delivery (COD) payments, with leading
e-commerce companies reporting a reduction in
COD purchases from 70% down to below 50%
(as reported by e-commerce companies).

Deloitte India's 7th edition of TMT India
Predictions reflects the evolution of the
three sectors—Technology, Media, and
Telecommunications. For more information
and to download the complete report ,
click here.
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