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BASIC DATA 
Strengthening Rural Financial Inclusion and Farmer Access to Markets  

Senior Loan:  Axis Bank Limited 
(Loan No. 3195 – India) 

Key Project Data 

As per ADB Loan 
Documents 

($ million) 
Actual 

($ million) 

Total Project Cost   
ADB investment:   

Loan: 200.0 200.0 
Committed 200.0 200.0 
Disbursed 200.0 200.0 
Outstanding 161.9 161.9 

Key Dates   

Concept Clearance Approval 
Board Approval 
Loan Agreement 
Loan Effectiveness 
First Disbursement 
Loan Maturity 

2014 
2014 
2015 
2015 
2015 
2022 

30 June 2014 
18 November 2014 

3 July 2015 
3 July 2015 

10 July 2015 
3 July 2022 

Project Administration and Monitoring  Number of Missionsa No. of Person-Days 

Concept Clearance … … 
Due Diligence Mission 3 20 
Private Sector Credit Committee Meeting … … 
Board Approval … … 
Project Administration 1 2 
XARR 1 4 
… = data not available, ADB = Asian Development Bank, XARR = extended annual review report. 
a Missions undertaken for the three financial institutions participating in the program. 



 

 
 

EXECUTIVE SUMMARY 
 
In October 2014, the Board of Directors of the Asian Development Bank (ADB) approved senior 
unsecured loans of $200 million each to Axis Bank Limited (ABL) and Yes Bank Limited (YBL) in 
India for strengthening rural financial inclusion and farmer access to markets. In addition, the ADB 
Board of Directors also approved technical assistance of up to $1 million each to ABL and YBL to 
be financed on a grant basis by the Technical Assistance Special Fund. This report covers ADB’s 
senior unsecured loan of $200 million to Axis Bank Limited (the project). 

The Government of India has made efforts to promote inclusive growth through financial inclusion 
and increasing financial depth. There are sizeable subsidized lending programs run by the 
government to reach the unbanked. Rural Indians comprise 68% of the population while 
agriculture provides 73% of rural employment (79% of agriculture employees are women). 
However, only 52% of the rural household income is generated through agriculture. The 
Government of India has acknowledged that a commercial business approach is needed to 
ensure the sustainability of its financial inclusion program. In support of government policy, the 
Reserve Bank of India (RBI) has imposed a mandatory lending target of 40% of banks’ net credit 
to priority sectors. The priority sectors include agriculture and economically weaker sectors. 
Notwithstanding the policies of the RBI, commercial banks have not met the priority sector lending 
targets.   

ADB’s nonsovereign intervention was able to promote Indian financial institutions’ efforts in 
increasing the reach of financial services. Financial inclusion was supported by the focus on rural 
areas where productivity was low, but the potential for income generation was high. The project 
was in line with ADB’s Strategy 2020, which aims to strengthen the financial sector by promoting 
inclusive growth. The assistance is also consistent with ADB’s country partnership strategy, 
2013–2017 for India, which highlights the importance of inclusive growth through inclusive 
financial systems. ADB selected a commercial bank to expand financial services to small farmers 
and women on low incomes, which is consistent with the government’s efforts. ADB’s 
nonsovereign support was to complement earlier and ongoing sovereign efforts in capital markets 
and rural cooperative restructuring, as well as agribusiness infrastructure development.  

ADB selected a high-quality private sector bank, Axis Bank Limited (ABL), which is India’s third 
largest private bank in terms of total assets. It had a broad reach in rural areas with 2,402 
branches in 26 states with successful lending programs serving small farmers and self-help 
groups (SHG), including women on low incomes. ABL was willing to partner with ADB to deepen 
rural financial inclusion.  

The project’s development results are rated satisfactory overall. Its contribution to private sector 
development and ADB’s strategic objectives is rated satisfactory. The project achieved all 
performance targets except a nonperforming loan ratio below 7% in the self-help groups category. 
This is directly due to the demonetization that took place in November 2016. The project 
contributed measurably to (i) improved financial inclusion for small farmers and SHGs in India, (ii) 
ensuring that ABL has established scalable financing models for sustainable outreach to small 
farmers and women SHGs, (iii) expansion of banking services to small farmers and women SHGs, 
and (iv) improving financial literacy of women SHGs. The financial measure relating to ABL’s 
sustainability—the nonperforming loan ratio in the agriculture sector was maintained while the 
nonperforming loan ratio in the SHG category was not maintained in the years 2016 and 2017. 
The nonperforming loan ratio for the women SHG category significantly reduced in early 2018. 

The project’s business and economic performance is rated satisfactory. As of March 2018, ABL 
was the third largest commercial bank by total assets. Despite high nonperforming loans, which 
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caused a pre-tax loss in the last quarter of the financial year 2018 (April to March), ABL had 
healthy capital adequacy with total capital adequacy ratio of 16.6% and tier 1 capital of 13.1%, 
and a nonperforming loan ratio of 7.1%. ABL’s strong retail franchise is supported by 3,703 
branches and extension counters, growing stability in deposits, and having one of the most 
valuable brands in India. 
 
The project’s environmental, social, health, and safety performance is rated satisfactory. ADB’s 
loan to Axis Bank was classified as category FI (financial intermediary) on the environment and 
FI treated as C for involuntary settlement and indigenous peoples, consistent with ADB’s 
Safeguard Policy Statement (2009), during project processing. ABL has adopted an 
environmental and social policy and procedures consistent with ADB’s standards. It complies with 
national labor laws and includes measures to comply with ADB’s Prohibited Investment Activity 
List (PIAL), internationally recognized core labor standards, and ADB’s Social Protection Strategy 
(2001), including provisions prohibiting discrimination against women in recruitment and 
remuneration (equal pay for equal work). The bank’s annual environmental and social monitoring 
reports indicate that all microfinance loans provided to SHGs and small farmers have minimal 
environmental impacts and are classified category C. ABL’s policies target female customers as 
an important business segment, and its commercial policies and practices support equal 
opportunities for women to access services and markets. The project is classified as “some 
gender elements” under ADB’s guidelines on gender mainstreaming. ABL’s activities using the 
project’s proceeds did not have any impact on involuntary settlement and indigenous peoples. 

ADB’s additionality is rated excellent. The project supported scalable lending models for priority 
sectors and inclusive agriculture growth. Although ABL had done some successful groundwork 
since 2010 in developing lending models for supporting small farms and rural women, it remained 
below the Priority Sector Lending targets instituted by the RBI. The project contributed appreciably 
towards ABL’s efforts to meet Priority Sector Lending targets. ADB’s funding, with a long tenor of 
7 years, assisted the stability of ABL’s funding base in supporting rural financial inclusion 
compared to shorter-term bilateral lending and less stable deposits available to ABL at the time 
of the project.  

The project’s investment profitability is rated satisfactory. The margin that ADB charged ABL was 
in line with various loans denominated in United States dollars that other lenders extended to ABL 
in the same period. 

ADB’s work quality is rated satisfactory for (i) screening, appraisal, and structuring; (ii) monitoring 
and supervision; and (iii) role and contribution. Its loan to ABL was approved along with a loan to 
YBL. The loan was given to ABL’s branch in Hong Kong. An equivalent amount in ₹ was set aside 
for the project by ABL in India. In line with ADB’s co-financing strategy, 40% of the loan to ABL 
was transferred under a risk insurance arrangement to four leading insurance companies. 

This extended annual review report rates ADB’s investment in ABL successful overall. Lessons 
from the project include improvements in the implementation of the technical assistance scheme 
made available to ABL. The implementation of technical assistance was significantly delayed due 
to the inability of ADB and ABL to reach common ground on reimbursable items. It is, therefore, 
recommended to enable better implementation arrangements in regard to commencing technical 
assistance, which would strengthen the additionality of the project.





 

 
 

I. THE PROJECT 

A. Project Background 

1. In October 2014, the Board of Directors of Asian Development Bank (ADB) approved 
senior unsecured loans of $200 million each to Axis Bank Limited (ABL) and Yes Bank Limited 
(YBL). The loans to ABL and YBL were to improve financial inclusion and develop farmer access 
to markets in India. This extended annual review report is on the senior unsecured loan of $200 
million disbursed to ABL (the project). The project had access to technical assistance of up to $1 
million from ADB’s Technical Assistance Special Fund on a grant basis.1 
 
2. In India, 56% of the population lacks the income and safety nets required for day to day 
living and lives mostly in rural areas (68% of the population). The poverty headcount index in India 
although falling from 66% to 22% from 1977 to 2011 remains high.2  Most rural dwellers (73%) 
derive an income from agriculture while 52% of rural household income is through engagement 
in agricultural activities.3  The rural agriculture sector employs 79% of the women and 63% of the 
men.4 
 
3. The gross domestic product of India grew at a compound annual growth rate (CAGR) of 
7.5% from 2000 to 2012, much improved from a CAGR of 4.5% in 1961–2000 (refer footnote 1).  
The agriculture sector saw a CAGR of 3% while industry enjoyed a CAGR of 7.1% and services 
a CAGR of 8.8% during the same period. The contribution of agriculture to gross domestic product 
declined from 42% in 1961 to 17% in 2012. The improvement in the productivity of the agriculture 
sector would have a direct positive impact on rural poverty. 
 
4. The Government of India has identified the lack of financial inclusion and costly access to 
financial services as contributory factors to the continuing poverty in the rural areas and farming 
communities. 5  The government had introduced a significant number of subsidized lending 
programs that had become unsustainable. The government had decided that a commercial 
business approach would need to support its subsidized interventions. The Reserve Bank of India 
(RBI) introduced the Priority Sector Lending Scheme (PSL) as a mandatory measure to compel 
the financial institutions to lend to priority sectors.6 The banks had lent only 15.9% vis-à-vis the 
required 18% of the agriculture lending target by 2011.  

 
5. The project aimed to strengthen rural financial inclusion and farmer access to markets by 
partnering with a private commercial bank having good reach, sound financial performance, and 
a leading franchise in India.  ABL was the third largest bank in terms of total assets ($62.1 billion 
in FY2014) and had a distribution network of 2,402 branches in 26 states (total states 29). ABL is 
listed on the national and Bombay stock exchanges with a diversified ownership. In FY2014, it 

                                                
1  ADB. 2014. Report and Recommendation of the President to the Board of Directors. Strengthening Rural Financial 

Inclusion and Farmer Access to Markets Project. Manila. 
2  Measured at $2 per day purchasing power parity. World Bank. 2014. PovcalNet. 

http://irsearch.worldbank.org/PovcalNet.index.html (accessed 29 April 2014). 
3  McKinsey Global Institute. 2014. From poverty to empowerment: India’s imperative for jobs, growth and effective 

basic services. Mumbai. 
4  ADB. 2013. Country Program and Strategy: India, 2013–2015. Manila (Gender Assessment). 
5  Government of India, RBI. 2013. Committee on Comprehensive Financial Services for Small Businesses and Low- 

Income Households Report. Mumbai. 
6  RBI requires all commercial banks to maintain 40% of the net credit of a financial year to consist of the priority sectors 

identified as 18% for agriculture, 10% for weaker income segments and 12% for micro, small and medium enterprises 
and export-oriented targets. 

 

http://irsearch.worldbank.org/PovcalNet.index.html
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had sufficient capital supported by a stable income generation, with capital adequacy ratio (CAR) 
of 16.1% and tier 1 capital of 12.6% and enjoyed a return on average assets of 1.8% and return 
on average equity of 18.2%. ABL was already focused on lending to agriculture and financial 
inclusion, leveraging its market position and rural reach to meet the sizeable PSL requirements.7 
 
B. Key Project Features  

6. The project was used to make sub-loans to rural borrowers consisting of farmers and 
women using Axis Sahyog program (footnote 9). 

 
7. ADB provided technical assistance of up to $1 million to assist ABL in (i) customizing small 
farmer products to regional and agriproduct specific needs, (ii) developing agriculture value chain 
and inclusive and social finance, (iii) training staff and beneficiaries, and (iv) developing 
supporting information technology systems and controls.8  
 
8. The project was required to comply with ADB’s Safeguard Policy Statement (2009). In 
addition, ABL was required to establish and maintain an environmental and social management 
system (ESMS) satisfactory to ADB before the disbursement of the loans.9 The ESMS was also 
required to include compliance with national labor laws and measures in line with internationally 
recognized core labor standards and gender equality in recruitment and pay, and ADB’s Social 
Protection Strategy.10  
 
9. The project was classified as “effective gender mainstreaming” under ADB’s guidelines on 
gender mainstreaming.11 Under its social collateral lending initiative (Axis Sahyog), ABL uses 
technology to reach out to rural poor in the states of Bihar, Madhya Pradesh, and Uttar Pradesh 
with the involvement of 43 branches. Biometric technology-enabled IT infrastructure is used for 
enrolment and for authorizing transactions. ABL also uses the services of institutional business 
correspondents for sourcing and servicing microloans in certain regions.12 
 
C. Progress Highlights 

10. The ADB Board of Directors approved the project in October 2014. The loan agreement 
for $200 million to ABL was signed on 3 July 2015. The loan matures on 3 July 2022. ABL services 
the loan to ADB regularly with principal and interest.  
 
11. There were changes in key covenants at the request of ABL. The changes were on the 
definition and thresholds of the net nonperforming loans ratio. The proposed changes were in 

                                                
7  In 2011 Axis Bank commenced Axis Sahyog, a direct social collateral lending initiative to reach out to the rural poor. 

The lending product is from ₹10,000 to ₹50,000 to economically active poor women individually or under a joint 
liability group. 

8  ADB. 2014. Report and Recommendation of the President to the Board of Directors for the Strengthening Rural 
Financial Inclusion and Farmer Access to Markets Project. Manila. Technical Assistance. Axis Bank Component 
(accessible from the list of linked documents in Appendix 2). 

9  ADB. 2014. Report and Recommendation of the President to the Board of Directors for the Strengthening Rural 
Financial Inclusion and Farmer Access to Markets Project. Manila. Summary Poverty Reduction and Social Strategy; 
and Financial Intermediary: Environmental and Social Management System Arrangement (accessible from the list of 
linked documents in Appendix 2). 

10  ADB. 2001. Social Protection Strategy. Manila. 
11  ADB. 2012. Guidelines for Gender Mainstreaming Categories of ADB Projects. Manila. 
12  Footnote 9. The Axis Sahyog loan book in FY2014 stood at 31% of total advances, employing 1,500 staff (3.75% of 

ABL’s total staff of over 40,000). 
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agreement with ADB’s Office of Risk Management (ORM). ABL met all conditions prior to 
disbursement and had installed an ESMS as stipulated by ADB.  
 
12. A monitoring mission took place in January 2017. This was followed by a mission in March 
2018 to complete this extended annual review report on ADB’s loan to ABL. The Private Sector 
Operations Division’s environmental and safeguards team visited ABL in 2017. 
 

II. EVALUATION 

A. Project Rationale and Objectives  

13. The Committee on Comprehensive Financial Services for Small Businesses and Low-
Income Households was appointed by the RBI and the Government of India in 2013 to make 
recommendations on financial inclusion.13 The recommendations included the implementation of 
PSL targets for commercial banks and developing appropriate products to improve financial depth. 
The government’s strategy was to create access to finance for underserved and unbanked rural 
communities using a commercial business approach.14 The project’s objective of strengthening 
rural financial inclusion and farmer access to markets correlates with India’s development policies 
and strategies for financial inclusion. 
 
14. The project is in line with ADB’s Strategy 2020’s (i) objective of improving access to formal 
financial systems and developing outreach and (ii) core area of financial system intermediation 
and development of financial systems.15 Strategy 2020 also outlines inclusive economic growth 
and has identified private sector development, private sector operations, and direct financing of 
private sector institutions as key drivers. ADB’s country partnership strategy, 2013–2017 for India 
focuses on inclusive growth through inclusive financial systems.16 The project’s objective is in line 
with both ADB’s Strategy 2020 and ADB’s country partnership strategy, 2013–2017 for India.   
 
15. India’s demonetization in November 2016 caused challenges for the investment 
environment. The demonetization also exerted pressure on credit quality of the portfolio and 
increased nonperforming loans. The demonetization had a significant impact on money circulation 
due to the old notes being taken out of the system and the immediate unavailability of an adequate 
supply of new notes. However, the development targets set by the project were highly relevant 
as the rural communities who mostly deal in cash were better served by having banking 
relationships. The project also leveraged the successes of ongoing sovereign initiatives in capital 
markets and rural credit cooperative restructuring, as well as agribusiness infrastructure 
development.17 

 
16. ADB’s value additions were to (i) support ABL’s scalable lending models for priority sectors 
and inclusive agriculture growth, (ii) strengthen the banking sector by providing ABL access to 
long-term funding, (iii) provide technical assistance to support the buildup of ABL’s inclusive 

                                                
13 Footnote 5. 
14  Government of India, Planning Commission. 2012. Twelfth Five-Year Plan (2012–2017). Faster, More Inclusive, 

Sustainable Growth. New Delhi. 
15 ADB. 2014. Midterm Review of Strategy 2020: Meeting the Challenges of a Transforming Asia and Pacific. Manila. 
16 ADB. 2013. India: Country Partnership Strategy, 2013–2017. Manila. 
17  ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Program Loan and 

Technical Assistance Grant to India for Rural Cooperative Credit Restructuring and Development Program. Manila; 
and ADB. 2011. Report and Recommendation of the President to the Board of Directors: Proposed Multitranche 
Financing Facility to India for Agribusiness Infrastructure Development Investment Program. Manila. 
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business strategies via innovative approaches for linking farmers to markets, and (iv) effective 
gender mainstreaming. These objectives are even more relevant at the time of this report because 
of the challenging operating environment for banks in India post demonetization (8 November 
2016).18  
 
B. Development Results 

17. The project’s development results are rated satisfactory overall. 
 

1. Contribution to Private Sector Development and ADB Strategic Development 
Objectives 

 
18. The effect of the project on private sector development and ADB’s strategic development 
objectives is rated satisfactory. The project contributed to the (i) improvement of financial inclusion 
for small farmers and SHGs in India, (ii) establishment of scalable financing models for 
sustainable outreach to small farmers and women SHGs by ABL, (iii) expansion of banking 
services to small farmers and women SHGs, (iv) improvement of ABL’s operating and risk 
management systems, (v) improvement of financial literacy of women SHGs, 19  and (vi) 
establishment of an ESMS screening system at ABL to exclude projects with potential adverse 
environmental and social impacts. The loan from ADB helped ABL to work toward the key 
outcome and output targets specified in the project design and monitoring framework (DMF).20  
ABL has achieved most of the project’s developmental performance targets with commendable 
results. The remaining target (nonperforming loans (NPL) ratio of women SHGs) is on track to be 
met. ABL suffered a setback in the sustainability of financing women SHGs due to the 
demonetization in India in November 2016. However, new loans disbursed to farmers and women 
SHGs post demonetization are on track, reflecting the growing reach of ABL to the rural 
communities. Given the recovery of the economy from the demonetization coupled with ABL’s 
strategies and financing models to reach the farmers and women SHGs, ABL is well placed to 
achieve all development performance targets within the stipulated timeframe. 

19. Good agriculture footprint assisting higher priority sector lending achievements. 
An increase in agriculture and farmer loans would boost the priority sector lending (PSL) of the 
bank. As of March 2018, ABL has 612 branches in rural areas. ABL has developed a payment 
solution for the procurement of dairy online and is helping develop the e-National Agriculture 
Market (eNAM), a pan-India electronic trading portal to digitally connect rural markets (mandis) 
by offering end-to-end transaction solutions that provide an integrated ordering platform and 
simplified funds collection.21 

 
20. Scalable financing models for sustainable outreach to small farmers and women 
SHGs. The project target was to ensure that ABL established a scalable model that would be able 
to absorb higher business volumes.22 The scalability was tested through the increase in ABL’s 
small farmer loan portfolio and women SHG loan portfolio from 2014 to 2021, the number of 

                                                
18  RBI. 2017. Macro-Economic Impact of Demonetization. New Delhi. 
19  ABL has an onboarding program with all SHG clients where they are trained in basic banking and joint liability group 

methodology. ABL has already trained 1.5 million women. ABL will engage with an agency to streamline training and 
develop awareness through campaigns. 

20 ADB. 2014. Report and Recommendation of the President to the Board of Directors for the Strengthening Rural 
Financial Inclusion and Farmer Access to Markets Project. Manila. Appendix 1: Design and Monitoring Framework.  

21 Refer footnote 24. 
22  ABL had in place a hub and spoke model to increase agriculture footprint which included branches supported by 

agriculture clusters and agriculture business centers. 



5 

 
 

women serviced through SHGs, and the increase in small farmer borrowers from 2014 to 2021. 
The scalability in risk management was measured through the level of nonperforming loans 
(NPLs) in the SHGs and agriculture portfolios.  

 
21. ABL’s operating and risk management systems have undergone process improvements 
and technological advancements that include the digitization of the entire loan process from 
customer onboarding, credit bureau verification, joint liability group formation, training, 
sanctioning, and disbursement. The implementation is through the Sahyog (footnote 7) software 
application using a tablet-based solution. Tallyman software application was introduced to field 
staff for managing loan repayments. As a result, the documentation per self-help group has 
reduced by 70%. 

 
22. ABL reached its target on loans to women SHGs and direct farmer loans in March 2015 
and March 2017, respectively, ahead of March 2021 as envisaged.23 ABL also exceeded its target 
of the number of women SHGs serviced by March 2021. They are on track to achieve the number 
of small farmer borrowers by March 2021. The target of nonperforming loans (Portfolio at Risk 
(PAR) levels of up to 30 days) in SHGs at below 1% was attained in years 2014 and 2015 but 
increased to more than 1% in March 2017 and September 2017 due to the cash constraints 
encountered due to the demonetization in November 2016. The SHG NPL has since declined at 
end March 2018. 
 
23. Expansion of banking services to farmers and women SHGs. ABL is on track to meet 
the target of new loans disbursed to farmers and women SHGs by 2021. 

2. Economic Performance 

24. The economic performance of the project is rated satisfactory. This is based on the 
qualitative stakeholder analysis. ADB’s loan to ABL became effective in July 2015. ABL has 
received external validation from several sources on its banking business, corporate social 
responsibility, and financial technology innovation. ABL received the Bank of the Year India award 
in 2016 and the Best Domestic Bank in India award in 2016 from Asiamoney. 24 In the corporate 
social responsibility sphere, ABL received the Socially Aware Corporate Citizen of the Year award 
from Business Standard corporate social responsibility awards 2016 and Excellence in CSR from 
CII-ITC Sustainability Awards, 2016. ABL won the runner-up in the best use of digital and channel 
technology among large banks awarded by the IBA Banking Technology Awards, 2017. 
 
25. ABL reported a satisfactory performance during 2014–2018. It increased its total assets 
by a compound annual growth rate (CAGR) of 16%. Loan asset growth CAGR was 18% and 
deposit growth CAGR was 14%.  In September 2017, ABL faced asset quality pressures in the 
aftermath of the RBI audits conducted across the banking system, which required ABL to 
reclassify ₹56 billion standard loans (1.5% of gross loans) as nonperforming. They made 
aggressive provisions on nonperforming assets in FY2018 but achieved CAGR of Net Profit after 
Tax (NPAT) growth of 15% from 2014 to 2016. 

 

                                                
23  A direct farmer loan is up to ₹5 million. 
24  Awarded by Bankers Awards 2016. Banker is a magazine commenced in 1926 on International Financial Affairs and 

is owned by the Financial Times Limited. 
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3. Environmental and Social Performance 

26. The environmental, social, health, and safety performance of ABL is rated satisfactory.  
ABL has established an environmental and social management system (ESMS) to manage the 
environmental and social impacts and risks of its activities. It takes into account the performance 
standards and requirements of the International Finance Corporation. For its corporate lending 
activities, ABL requires clients to comply with the applicable national and international laws and 
regulations pertaining to the environment, health, and safety. ABL’s safeguard review procedure, 
as detailed out in its ESMS, is commensurate with the impacts and risks of its transactions. As its 
first filter, ABL screens all investments against an exclusion list, which is consistent with the ADB 
prohibited investment activities list. ABL then classifies and categorizes investments based on its 
potential environmental and social risks and impacts. Consistent with international practice and 
the ESMS, all investments are categorized into A, B and C depending upon the nature, scale, and 
severity of the impact. The ESMS included a provision to ensure that the definitions of these risk 
categories are consistent with the definitions in ADB’s Safeguard Policy Statement (2009). 
 
27. ABL has updated its ESMS for retail agriculture and microfinance lending to comply with 
ADB safeguard requirements for using the proceeds of the ADB loan. ABL extends very small 
loans with individual loan exposures of up to ₹1.8 million. All sub-projects are categorized as “C” 
for environment, involuntary resettlement, and indigenous people issues. The risk assessment 
and mitigation planning is being done as per the requirements of the ESMS and in line with ADB 
Safeguard Policy Statement requirements. 
 

4. Business Success 

28. The business success of ABL is rated satisfactory based on an analysis of the borrowers’ 
business performance and prospects.25 The bank’s performance from 2014 to 2018 (capital 
adequacy, asset quality, management, earnings, and liquidity) is each rated satisfactory. In 2016 
ABL had requested ADB to remove the provision coverage ratio as a covenant as outlined in the 
facility agreement. ADB consented to this request considering that ABL is still subject to the 
prudential provisioning requirement and has adequate capital to absorb additional provision costs 
for further asset quality risks.    
 
29. ABL has been successful in aligning its strategies with its vision of being the preferred 
financial services provider excelling in customer service delivery through insight, empowered 
employees, and smart use of technology. The external validation ABL has received in the spheres 
of customer service and digital payments are indicative of their success (para. 22). ABL grew its 
balance sheet at a CAGR of 16%, maintaining the slot of third largest private sector bank in India 
amidst fierce competition. Customer deposits grew at a CAGR of 14% while net profit had been 
on a declining trend since the end FY2016 with high provisioning requirement amid recent asset 
quality pressure. The bank produced a return on average equity of 0.5% and a return on average 
assets of 0.0% in March 2018. ABL’s cost to income ratio increased to 47.6% from 41.2% of the 
previous year due to investments in digital payments and the increased reach of the network. Its 
capital adequacy remained robust at a total CAR of 16.6% and tier 1 capital ratio of 13.1% in 
March 2018. Liquidity ratios were well within regulatory levels at 93.6% in March 2018. 
 

                                                
25 Specifically, Alternative 4: Business Performance and Prospects of Institutions Supported under Other Financial 

Market Projects in para. 38 (Appendix 1) of ADB. 2014. Guidelines for the Preparation of Project Performance 
Evaluation Reports on Nonsovereign Operations. Manila.   
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30. ABL similar to other commercial banks in India faced asset quality pressures in their loan 
book due to (i) demonetization in 2016 in India, and (ii) lending to infrastructure segment of India’s 
economy which was adversely affected with difficulties in repayments by borrowers.  Its provision 
coverage declined but was maintained above 40% and closed at 54.7% in March 2018. ABL is 
continuing to improve its lending practices, asset selection, and diversification of the asset 
portfolio leveraging lessons learned from its existing portfolio. 
 
31. ABL raised a significant amount of funds from debt capital markets in India subsequent to 
ADB’s loan. It has frequently tapped the middle eastern markets for shorter-term funding and 
successfully issued perpetual bonds as per RBI regulations.  
  
C. ADB Additionality  

32. ADB’s additionality is rated excellent. Its loan to ABL was disbursed in 2015 at a time when 
commercial banks were restricted to borrowing long-term funds in foreign currency for other than 
infrastructure and affordable housing when commercial banks were looking to increase their PSL 
exposures.26 Although ABL had already raised funds overseas from bilateral sources, these 
borrowings were for tenors of 1–3 years. ADB’s loan helped to diversify funding sources and add 
tenor to ABL’s borrowings. Further, the loan assisted ABL’s strategy to increase its borrowings 
and supplement deposits to fund the growth targets of the bank. ABL’s borrowing requirements 
amounted to $1,000 million a year to keep pace with its growth targets. ADB’s loan was in line 
with ABL’s strategy to partner with international financial institutions to obtain loans in foreign 
currency using ABL’s offshore offices. The project’s 7-year tenor and grace period (from July 2015 
to July 2017) improved the asset and liability profile of ABL. 
 
33.  This was an ideal time to assist ABL via long-term funding to leverage the scalable 
financing models ABL had already built to strengthen rural financial inclusion and lending to small 
farmer borrowers. All commercial banks, including ABL, were looking to increase their PSL 
exposures (footnote 6). ADB loan’s development indicators included lending to target groups that 
were eligible for inclusion under PSL. 
 
D. ADB Investment Profitability 

34. ADB’s investment profitability is rated satisfactory. The pricing of the loan was endorsed 
by the Office of Risk Management and the Investment Committee and was within the 
recommended pricing for the credit rating and structure based on ADB's pricing model.27 The loan 
is current and without payment delays so far. It is expected to be repaid on time. The pricing was 
comparable with ADB’s loans to other similarly rated Indian banks during the same period.  
 
E. ADB Work Quality 

35. ADB’s work quality is rated satisfactory based on its (i) screening, appraisal, and 
structuring of the project; and (ii) monitoring and supervision. 
 

1. Screening, Appraisal, and Structuring of the Project 
 

36. ADB’s work in screening, appraisal, and structuring is rated satisfactory.  

                                                
26 Government of India. RBI Circular 2014-15/127. Delhi. This circular permits banks to raise medium-term funds for 

other than subordinated debt and permits the use of proceeds for infrastructure financing and affordable housing. 
27 ADB. Office of Risk Management. 26 September 2014. Credit Note for Axis Bank Limited: Loan for Strengthening 

Rural Financial Inclusion and Farmer Access to Markets. Manila.   
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37. ADB selected ABL as a participating financial institution to launch the program based on 
stringent criteria that included strong brand franchise and credibility in the Indian banking system. 
ABL was able to withstand the asset quality issues that have arisen across the Indian banking 
system post the RBI audits in 2016 and 2017 plus the effects of demonetization in November 
2016. ABL had gained invaluable experience in dealing with infrastructure, retail, and 
microlending during stressed times maintaining sound capital metrics. ABL being a privately-
owned commercial bank had reasonable but not excellent levels of PSL achievement, which was 
a qualifying factor for its selection by ADB.  
 
38. The project was well designed to leverage ABL’s existing agriculture footprint through its 
2,296 branches supported by 117 agriculture clusters, and 11 regional centers. The development 
targets measuring the new lending to small farmers and women SHGs and the improving financial 
literacy of women SHGs were well understood by ABL and appropriate for its rural financing model 
and financial inclusion initiatives (footnote 20). The design and monitoring framework (DMF) 
reinforced the government’s policy of financial inclusion by using PSL levels reached by banks 
specifically in the agriculture category as a development target (footnote 6). 

 
39. The project was structured using a single approval to lend to both ABL and YBL by the 
deal origination team.  It was a reflection of the efficient approval process by ADB’s Private Sector 
Operations Department. The project was structured to avoid foreign exchange risk to ABL. The 
loan facility was given in US dollars to ABL’s branch in Hong Kong. This ensured that ABL was 
able to enjoy borrowing in foreign currency at a competitive cost. The borrowing enabled ABL to 
increase its foreign currency funding pool (used for lending in foreign currency) and permit the 
release of an equivalent amount in Indian rupees from the Indian rupee pool to lend to small 
farmer borrowers and women SHGs.  

 
40. The single Board approval in October 2014 facilitated the strengthening of rural financial 
inclusion and farmer access to markets through two financial intermediaries. The project’s 
relevance to ADB’s Strategy 2020, and country partnership strategy for India, 2013–2017 was 
high due to the overlapping objectives of economic inclusion, financial inclusion, and 
strengthening of financial systems. The Board also approved capacity development technical 
assistance of up to $1 million on a grant basis by ADB’s Technical Assistance Special Fund. 
 

2. Monitoring and Supervision 
 

41. ADB’s monitoring and supervision of ABL is rated satisfactory. ABL is monitored (i) for its 
compliance with reporting and financial covenants in the facility agreement; (ii) through review 
missions by Private Sector Portfolio Management (PSPM) in 2017 and 2018 and by Private Sector 
Transaction Support Division (PSTS) in 2017; and (iii) through periodic monitoring reports. The 
regular review missions provided the project team with a realistic perspective of ABL’s operations 
in the banking and finance industry. These missions helped open and maintain necessary 
communication lines to help clients meet the information requirements and deadlines stipulated 
by ADB. The annual monitoring reports were completed and submitted on time and approved by 
the Office of Risk Management.  
 
42. The monitoring of clients’ environmental, social, health, and safety performance was 
satisfactory. Reports were duly submitted. 
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F. Overall Evaluation 
 
43. Overall, the project is rated successful. 
 

Table 1: Evaluation of ADB’s Senior Loan to Axis Bank Limited  

Indicator Unsatisfactory 
Less than 

Satisfactory Satisfactory Excellent 

Development Results   √  
(i) Contribution to private sector 

development and ADB strategic 
development objectives 

  

 √ 

(ii) Economic performance   √  
(iii) Environmental, social, health, 

and safety performance 
  √  

(iv) Business success   √  
ADB Additionality    √ 
ADB Investment Profitability   √  

ADB Work Quality    √  
(i) Screening, appraisal, and 

structuring  
  √  

(ii) Monitoring and supervision    √  

Overall Rating    Successful  

ADB = Asian Development Bank. 
Source: ADB. 

 
III.  ISSUES, LESSONS, AND RECOMMENDED FOLLOW-UP ACTIONS 

 
A. Issues and Lessons 

 
44. The loan to ABL has been effective for the implementation of ADB’s developmental 
strategies in the areas identified by the design and monitoring framework. The Indian banking 
system underwent economic stress due to the demonetization in November 2016 and issues with 
the quality of assets in infrastructure, retail and microlending.  The selection of ABL as a recipient 
financial institution for the project reflects the importance of robust financial and business 
performance to withstand adverse economic conditions and offer sustainable finance to weaker 
sections of the economy. 
 
B. Recommended Follow-Up Actions 
 
45.       The design and monitoring framework includes target nonperforming loan ratios in the 
agriculture and the women SHG borrower categories. The threshold level for women SHG 
categories is felt to be too stringent. The technical assistance by ADB had not been signed at the 
time of this report. While delays have been inevitable due to coordination issues on the client’s 
side, more emphasis on implementing technical assistance to best exploit the project’s potential 
will contribute to a higher level of achievement of development performance targets within a 
shorter time frame. 



 

 
 

 


