Banking Service Price Index- A Concept Paper

i) Definition of product and its sub-elements

Product of Banking sector can be grouped into two broad-Eategbsesvices and
intermediation servidds intermediation services to be covered undeosee Banking
Service Price Index (BkSPI) are accepting deposits and giving loans Birectvances.
services refer to the services for which banks charge fees, commissions,BkSkdrage etc.
is proposed to cover following direct services:

@ Issue of Deand Draft

(o)) Inland Bill collection

(© Foreign Bill collection

d Inland cheque collection
© Foreign cheque collection
® Export L/C advised

(s)] Forward contracts

(h) TC and other foreign exchange services
(i) Bank guarantees

0) NEFTFoutward

(9] RTGS-outward

()] ATM-Debit card biness
(m  Credit Card business

()] D-MAT account

(0) Core Banking solution

ii) Price of the product

For direct services, fees, commissions, brokerage etc. charged by the banks will be
considered as price while constructing the BKSPI. For the intermedigirae serthees,
service is defined in terms of a referenoe hiecepportunity cost of masbglow:
Loan price = Interest rate received orletarence rate
Deposit price = Reference-iaterest rate paid on deposits
It is proposed to usweighted average yield to maturity (YTM) ofG0gatrahent

securitiegdefault risk freejth residual maturity between 1 and Shgeassdas a
reference rate.

iii) Methodology and Weighting diagram

Laspeyre’s Formula shall be used for aogsgk®PI. The base year will bedD3004
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The weighting diagram used for BKSPI Direct Services is as below:

Service Cla Service Weigl
Remittance Servi Issue of C 30.669¢
Collection servi Inland bills/cheque colle 15.787¢

Foreig bills/cheque collec 8.6111
Foreign exchange | Export L/C advi 3.1513
related services Forward Contre 0.1181
TC & other Foreign exchange s 22.611¢
Bank Guarantt 19.0502
Tote 100.0

It is proposed that the fee inammeefach service should be used for determining
the weighting diagram so as to overcome the problem of volume measurement of transactions.

Thebasket of intermediation services and their weaghts

Activity Weight (%

Loan: 100.0
Agricultur 10.9:
Industn 38.0.
a. Mining and quarr 1.2¢
b. Manufacturing and proce 29.6!
c. Electricity, gas and \ 3.1¢
d. Constructi 3.9
Transport Operatc 1.2°
Professional and other servi 4.9¢
Personal Loat 20.3
a. Loans for purchasconsumer dural 0.4¢
b. Housing Lo: 9.7(
c. Other personal Ic 10.1
Trade 11.5.
Financi 6.7(
Other: 6.2:
Deposit 100.0
Current Accou 12.9
Saving deposi 23.7.
Other deposits (Terr 63.3
a. Less than 3 moi 8.1¢
b. 3- 6 montfr 6.9]
c. 6 month- 1 yee 9.0(
d. 1 yee 3 year 21.6
e. 3year5 year 12.4.
f. Over 5 yei 5.2(
Overall (Loans + Depos 100.0
a. Loar 35.8!
b. Depos 64.1!




Aggregation Formula for Direct Services:

@ Compute the average price fparticular specification of service across the
banks (EAPI] for specification i of service j).

(o)) Compute price relatives GARRR / EARP.

(© Compute simple average (FAPRAPRacross the different specifications of a
particular service j.

d Compute weighted arithmetic average pfisiAdPReights based on the share
of fee income from service |.

Themethodology for computationpoice index fomtermediation Servicesas below:

(@) The price of loan / deposit service is consppegdeguations in p@naabove
using an appropriate Reference Rate.

(b) For various products under loan and deposit services, a single interest rate is obtained
by simple average over the baisie weighted interest rates, weight being praportional

amount outstanding. The paper has assumed that interest rates for a particular product are
homogeneous across the banks.

(© The index for loans / deposits is computed as weighted average of the price relatives
of various loan products / deposieseryhe weights are proportional to outstanding credit /
balance in deposits of scheduled commercial banks (as on end March, 2004) according to
various categories.

(d) Lastly, the indices for deposit and loan services are combined with w@nghts propor
to the total business.

For calculating BKSPI, thesetareights to be assthteethe Direct Services & the
IntermediatidBervices on the basis of their shares in total income of banks-@&ring 2004
For thigt is proposed that interest mamd other income should be used as proxy for
IntermediatidBervices anbirectServices respectivelgcording to the Trends & Progress
of Banking in India, 2084ublished by the RBI, the sharerest income in total income
of scheduled comnmrbanks during 2@®was 81.98% and the share of other income in
total income was 18.02%. Accordingly it is propB&&dPthaly becalculated assigning
an intese weight of 81.98% and 181#02%e Intermediation Services and the Direct
Servicesspectively.

iv) Sources of data

It is proposed to cover data collected from top 30 Scheduled Commercial Banks, 4
Regional Rural Banks and 4 Urban CooperativBd&ardan be sourced either directly
from these banks or from the RBI.

v) Frequency of release of Index

Proposeddquency of Price Index is monthly.



vi) Nature of potential fluctuations and reasons thereof

Prices of various Banking services outlined above are usually stable over short run (a few
months or so). For example interest rates @8 Alegousiare not changed frequently. We
may, therefore, expect BKSPI to show a fairly stable pattern egéemos#ys ahd then
showing spikes when interest rates are changed followed by another relatively stable period of
4-6 months. This shelss in interest rates may result in periods of low inflation of banking
services interspersed by couple of months of high inflation of banking services.

NOTE: KINDLY POST YOUR FEEDBACK/COMMENTS TO SHRI ASHWINI KUMAR,
DEPUTY DIRECTOR AT Erkaihar.ashwini@min




