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Banking Updates

fiscal measures in the Budget for FY 22 aimed at
reviving growth.

More agri infra schemes on the card:
Finance Secretary

Government Policy

Finance secretary has indicated that more
schemes for agriculture development and
infrastructure may be rolled out in FY22 as the
government expects to generate ₹3000035,000 crore from the agriculture infrastructure
and development cess introduced in the
Budget. While the budgetary allocation for the
department of agriculture and cooperation has
been reduced by 8% to ₹1.23 lakh crore for next
financial year from the budget estimate of FY
21, there is no new scheme announced.

Super agency to probe financial fraud
on cards
The government could
soon set up an omnibus
agency to investigate
financial sector frauds. If
it comes through, the
proposal, which is now shuttling between the
finance and home ministries is likely to land on
the latter’s plate. The government is expected
to tout the move as a means to facilitate ease
of doing business in the country. Having to deal
with just one agency would be much more
convenient for businesses if they are called
upon to appear in a case. At present, they have
to run between multiple agencies.
The
proposal has come from the Confederation of
Indian Industries.

Centre notifies seed fund for start-ups
with ₹945 cr corpus
The centre has notified
the Start-up India Seed
fund scheme (SISFS) with
a corpus of ₹945 crores
to provide financial
assistance to start ups for proof of concept,
prototype development, product trials, market
entry and commercialisation.
Financial
assistance under the scheme will be disbursed
through select incubators across India in 202125, per a gazette notification from the Ministry
of Commerce and Industry. The Department
for Promotion of Industry and Internal Trade
(DPIIT) under the Ministry will implement the
scheme.

Govt mulls 5% inflation target to give
RBI room to trim rates
The government is considering a proposal to
raise the consumer price index (CPI) based
inflation target under the monetary policy
framework by a notch to 5% with a tolerance
level of plus and minus 2% from April to give
more leeway to RBI to cut policy rates to boost
growth in the pandemic ravaged economy. The
proposal will be announced along with other
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Interest equalisation scheme
exporters likely to be extended

for

Bank of India, 3 others may be
privatised

The government is likely to extend the Interest
Equalisation scheme (IES) for exporters, which
is to lapse on March 31, 2021, by at least
another year, to help them deal better with the
disruptions caused by the Covid-19 pandemic.
‘The interest equalisation scheme was
announced for a period of five years in the
Foreign Trade Policy (2015-20), Its validity was
extended by a year last fiscal as the government
deferred the announcement of a new five-year
Foreign Trade Policy due to the pandemic. It is
likely that the government would extend the
scheme at least by a year as exporters need
continued support to get back to their feet as
per industry sources.

The government has shortlisted four mid-sized
state-run banks for privatisation, under a new
push to sell state assets and shore up
government revenues, as per govt sources.
Privatisation of the banking sector, which is
dominated by state-run behemoths with
hundreds of thousands of employees, is
politically risky because it could put jobs at risk
but Prime Minister’s administration aims to
make a start with second – tier banks. The four
banks on the shortlist are Bank of Maharashtra,
Bank of India, Indian Overseas Bank and the
Central Bank of India.

Govt unearths over 9000 fake GST ID
numbers

Finance Bill fine print can squeeze firms’
working capital

The Central Board of Indirect Taxes and
Customs (CBIC) has claimed to have unearthed
over 9000 fake GST Identity Numbers (GSTIN).
The government had initiated a drive against
fake identity numbers in the second week of
November. As of February 13, the Department
has made 3046 cases and unearthed about
9294 fake GSTINs,”. GSTIN is a 15-digit unique
alphanumeric identity assigned to each
registered assessee.

The fine print of the Finance Bill has at least six
provisions that may negatively affect the
working capital of a company. These include no
benefit of Input Tax Credit (ITC) without
matching invoice, restriction on issuance of
Form C and conditions for refund and rebate.
The Finance Bill proposes a new condition for
availing ITC, placing restrictions on getting the
credit only to the extent of invoices/debit notes
reported by suppliers in their GST returns.
While there was partial restriction on availing
credit since October 2019, insertion of the
condition in the act has given legislative
competence requiring mandatory matching of
credits.

Fin Min asks RBI to ensure higher
dividend in FY22
The finance ministry has asked RBI to make
every effort to secure a higher dividend for the
government in the financial year 2021-22
(FY22), despite sliding interest rates globally. It
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has also sought the RBI’s advice on gold
monetisation.
RBI Governor has assured
Finance Minister that the ₹12.05 trillion gross
borrowing programme for FY22 will go through
smoothly. To ensure it, RBI team has, however,
cautioned the government against any dilution
of the inflation management policies.

announcements in the recent Budget, Prime
Minister highlighted that a Rs.25 trillion
opportunity is up for grabs for the private
sector in the country’s mega ₹111 lakh crore
National Infrastructure Pipeline (NIP) projects
over the next five years.

Depositors to get easy and time bound
access to cash

Now, private sector banks can vie for a
pie of government business

Depositors of a bank, which is temporarily
unable to fulfil its obligations will get easy and
time bound access to their deposits to the
extent of the deposit insurance cover, going by
the amendments that the government is
planning to make to the Deposit Insurance and
Credit Guarantee Corporation Act, 1961. This
would help depositors of banks that are
currently under stress. The government is to
move amendments to the DICGC Act,1961 in
the Budget session to streamline the provisions.
This move comes in the backdrop of depositors
of at least 50 urban cooperative banks (UCBs)
which are currently under the directions of the
RBI facing untold misery for many years due to
the cap on deposit withdrawal.

In a big booster dose for private sector banks,
the government has lifted an existing embargo
(nearly two-year old) on the grant of
government businesses to such banks. This
would mean that private sector banks get to
handle government - related banking
transactions such as taxes and other revenue
payment facilities, pension payments, and small
savings schemes. Private sector banks will also
now get to enjoy the creamy business of playing
on the float provided by government
transactions and balances running into lakhs of
crores, as per banking industry observers.

Prime Minister makes strong pitch for
privatisation, asset monetisation

Ministerial panel to decide on number
of PSUs to be retained

Prime Minister said the
government
has
identified 100 assets for
monetisation that could
fetch as much ₹2.5 Lakh
crore for the exchequer. Putting his weight
firmly behind privatisation and asset
monetisation at a webinar organised on
Department of Investment Promotion and
asset
Management
(DIPAM)
related

A panel of Ministers, comprising Finance
Minister and Road Transport Minister will take
the final call on the number of public sector
companies that will be retained in each of the
strategic sectors. The Govt in the Budget
unveiled
the
Disinvestment/Strategic
Disinvestment Policy and identified four sectors
– Atomic energy, Space and Defense, Transport
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and Telecommunications, Power, Petroleum,
Coal and other minerals, and Banking,
Insurance and financial services – as strategic
sectors, where bare minimum CPSE would be
retained. The Central Public Sector Enterprises
(CPSEs) in other sectors would be privatised.
NITI Aayog would be working on the
preliminary list of CPSEs, which could be taken
up for strategic disinvestment.

Banking Regulation Act may be amended to set
up the DFI for enabling it access to a line of
credit, according to the draft Cabinet note

Regulator Speaks
RBI said to have bought $2bn from
Market to keep Rupee Competitive

Banks wrote off ₹62000 Crore of wilful
defaulter loans

RBI is said to have bought nearly $2 billion in the
spot and forwards currency market over the
past few days to neutralize the impact of
continued portfolio inflows into local equities.
The authorities are acting to ensure that the
currency (the rupee) remains competitive on a
relative basis and is not over-valued. A weaker
rupee aids local exporter as they receive more
rupees per unit of global dollar payments. New
Delhi is pushing for home grown manufacturing
to boost export earnings and the purchases
would help stem the potential rise in the local
currency.

Banks have written off almost ₹62000 Crore of
loans of top 100 wilful defaulters as of March
2020 with Jatin Mehta’s Winsome Diamonds
and Jewellery topping the list. Data the RBI
shared with rights to Information Activist that
Mehul Chowksi owned Gitanjali gems was the
top wilful defaulter accounting for ₹5071 crores
of non-performing assets. Banks wrote off
₹622 crores off the firm’s loans. RBI did not
disclose information on overseas borrows,
citing a Supreme Court judgement in 2015.
Borrowers of written-off loans remain liable for
repayment.

No plan to withdraw ₹100, ₹10 and ₹5
notes

DFI to be set up with ₹10K cr capital of
IIFCL

RBI, clarified that it has no plan to withdraw the
old series of ₹100, ₹10 and ₹5 banknotes from
circulation in the near future. In a tweet, the
central bank said, “with regard to reports in
certain sections of media on withdrawal of old
series of ₹100, ₹10 and ₹5 bank notes from
circulation in near future it is clarified that such
reports are incorrect. In January 2018, RBI said
that it has come to its notice that in certain
places traders and public were reluctant to

A new government owned Development
Finance Institution (DFI) is likely to be set up
with India’s Infrastructure Finance Company’s
(IIFCL’s) paid up capital of ₹10000 crore and an
equivalent amount from budgetary support. It
may have a lower minimum capital adequacy
ratio of 9%, compared to 12-15% for nonbanking financial companies. RBI Act and the
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accept ₹10 coins due to suspicion about their
genuineness. RBI clarified that it puts into
circulation the coins minted at Government
mints.

Further, RBI will undertake intensive review of
the grievance redress mechanism of banks
having persisting issues in their redress
mechanism. Based on the review, a remedial
action plan will be formulated and formally
communicated to banks for implementation
within a specific time frame. In case no
improvement is observed in the grievance
redress mechanism within the prescribed
timelines despite the measures undertaken, the
banks will be subjected to corrective actions
through appropriate regulatory and supervisory
measures, RBI said in a notification to all
scheduled commercial Banks (excluding
Regional Rural Banks.)

RBI open to digital currency, say need
being examined
RBI said it is examining
the need to introduce a
central bank digital
currency (CBDC) in the
country. In case the
need to have a CBDC arises, the apex bank will
also look for ways to operationalise it. “In India,
the regulators and governments have been
skeptical about these currencies and are
apprehensive about the associated risks.
Nevertheless, RBI is exploring the possibility as
to whether there is a need for a digital version
of the fiat currency.

Retail RBI accounts can ease the path to
a digital currency
India’s central bank is opening its balance sheet
to the public. Retail investors will have online
access to the government bond market via
investment accounts with RBI.
As the
government’s investment bank, it manages
institutional buying and selling in gilt securities.
Skepticism over “Retail Direct’ is high because
previous attempts at bringing public debt to the
masses have not gone anywhere. But if the
initiative takes off, it could be a precursor to an
interest paying digital currency competing with
bank deposits. The idea of a central bank digital
currency, which will reside on smartphones but
as a direct claim on the state (rather than a
bank) is gaining ground. Covid has made people
reluctant to handle cash for fear of infection.

RBI prescribes enhanced norms to boost
grievance redress mechanism at banks
Enhanced disclosures on customer complaints
and operationalisation of a cost recovery
framework have been prescribed by RBI to
strengthen and improve the efficacy of the
grievance redress mechanism of banks. RBI will
undertake, as a part of its supervisory
mechanism, annual assessments of customer
service and grievance redressal in banks based
on the data and information available through
the Complaint Management System and other
sources and interactions as per RBI
notifications.
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persons residing in India. In the case of rupee
bonds issued by persons residing in India, they
have to be listed on a recognised stock
exchange in India; and assigned a credit rating
of ‘AAA’ issued by a rating agency registered
with SEBI.

RBI tightens norms for investments in
NBFCs from FATF non-Non Compliant
Jurisdictions
RBI tightened the rules governing investments
in non-bank lenders originating from countries
that are not compliant with global standards on
prevention of money laundering. “Investments
in non-banking financial companies (NBFCs)
from FATF non-compliant jurisdictions shall not
be treated at par with that from the compliant
jurisdictions – RBI said. FATF or the Financial
Action Task Force, is the inter-governmental
watch dog for global money laundering and
terrorist financing. It periodically identifies
jurisdiction with weak measures to combat
money laundering and terrorist financing in two
of its publications: High risk jurisdictions
subject to a Call for Action and jurisdictions
under Increased Monitoring.

RBI sets up 8 – member panel to
‘strengthen UCB sector
RBI has set up an eight-member expert
committee to examine the issues and to
provide a road map for strengthening the urban
cooperative banking (UCB) sector, including
suggesting effective measures for faster
rehabilitation / resolution of these banks and
assess potential for consolidation in the sector.
The committee headed by NS Vishwanathan,
former Deputy Governor, RBI will leverage on
the recent amendments to the Banking
Regulation Act 1949 (As applicable to
Cooperative Societies) to review the current
regulatory / supervisory approach and
recommend suitable measures/changes to
strengthen the sector.

Banks allowed to post and collect
derivative contract margin
RBI
has
allowed
Authorised dealer (AD)
Category-I Banks to
post
and
collect
margin in India, on
their own account or on behalf of their
customers, for a permitted derivative contract
entered into with a person residing outside
India. The AD Cat-I Banks can post and collect
margin in the form of Indian currency; freely
convertible foreign currency; debt securities
issued by Indian Central government and State
governments; and rupee bonds issued by

Banks to streamline information access
for nominees / legal heirs
RBI is likely to ask banks to follow a
standardised approach to help nominees / legal
heirs of depositors get information easily on
unclaimed deposits from their websites and
activate inoperative accounts. Simultaneously,
the central bank is examining the possibility of
having a common portal so that information
regarding unclaimed deposits / inoperative
accounts is available at one place, as in certain
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cases the nominees/heirs of depositors are
unaware of the deposits. The number of
accounts under the unclaimed deposits
category rose about 34% year-on-year to 6.41
crore as of December end 2019 with the
outstanding amount increasing by about 28% yo-y to ₹18,379.52 crore according to RBI.

The regulated entities should also make it
mandatory (that is not providing any option to
circumvent/avoid the material) for the
consumer to go through secure usage
guidelines (even in the consumer’s preferred
language), as per RBI Master Direction on
Digital Payment security Controls’.

Credit default swap deals to be
reported in 30 minutes

Piramal group gets RBI nod for DHFL
buy

RBI said all over the counter credit default
swaps (OTC-CDS) transactions should be
reported within 30 minutes of the deals to the
trade repository, clearly marking the purpose of
whether it is for hedging or not. The trade
repository will be run by the Clearing
Corporation of India (CCIL). “In case a market
participant assigns a CDS contract to any other
market participant, the market-maker in the
assigned contract shall report such assignment
to the trade repository of CCIL” RBI said in a
draft guideline on CDS released on its website.

RBI cleared the ₹34,250 crore acquisition of
Dewan Housing Finance Corporation (DHFL) by
the Piramal group. The Ajay Piramal – led group
had outbid US-based asset management firm
Oaktree last month. Piramal plans to merge
DHFL with its financial services business as soon
as the National Company Law Tribunal (NCLT)
approves the transaction.

PSB acquirer will have to meet the ‘fit
and proper’ criteria
Prospective owners wanting to take over public
sector banks (PSBs) will have to meet RBI’s ‘fit
and proper’ criteria and ensure that the banks,
post-takeover, are well capitalised, according to
RBI, governor. This observation comes in the
backdrop of Finance Minister Nirmala
Sitharaman’s announcement in the Budget that
the government proposes to take up the
privatisation of two PSBs. Privatisation of PSBs
is a major reform which the government has
embarked upon. So, as the owner of public
sector banks, they will decide.

REs to Incorporate secure, safe usage
guidelines for digital payments
RBI wants regulated entities (REs) to make it
mandatory for the consumer to go through
secure usage guidelines vis-a-vis digital
payment applications. REs (all scheduled
commercial banks, excluding Regional rural
Banks/Small finance Banks/Payments banks/
credit Card issuing non-banking finance
companies) should incorporate secure, safe and
responsible usage guidelines and training
materials for end users within the digital
payment applications, the central bank said.
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pulls, the report opined that rising inflation
erodes the purchasing power of money
domestically and externally as well by causing
the exchange rate to depreciate against
currencies of other countries that maintain a
relatively lower rate of inflation.

Proposed ARC won’t
‘jeopardise’
existing players - RBI Governor
The proposed asset reconstruction company
(ARC) for management of non-performing
assets (NPAs) announced in Budget 2021 will
not jeopardise the activities of existing players
in the space RBI Governor said. Finance
Minister proposed to set up an asset
reconstruction
company
and
asset
management company to consolidate and take
over existing stressed debts and manage them.
There are close to 28 asset reconstruction
companies operating in the country at present.
The proposal for setting up an ARC was given by
public sector lenders to the government, which
accepted it and announced in the Budget RBI
Governor said. The proposed entity will take
over stressed assets from the books of public
sector banks and try to resolve them like any
other ARCs are doing.

Banks get 3 more months to appoint
CCO
RBI has given banks three more months to
appoint Chief Compliance Officer (CCO) as per
guidelines it issued in September 2020. This
breather has been given due to the difficulties
being faced by many banks on the issue of
appointment of new CCO meeting all
requirements of the September 2020 guidelines
/ circular on ‘Compliance Functions in Banks
and Role of Chief Compliance Officer (CCO). In
view of the difficulties expressed by banks, they
may follow the indicated processes for
selection of CCO in the above circular within a
period of nine months from the date of circular
and are free to reappoint the current
incumbent as the CCO if she/he meets the
requirements as per RBI.

Appropriate inflation rate, a challenge
before sovereign
The challenge before
the sovereign is to
give to the people an
appropriate inflation
rate that balances
conflicting pulls and maximises social welfare
according to RBI’s Report on currency and
Finance (RCF) for the year 2020-21. This
observation comes in the context of the of the
upcoming review of the flexible inflation target
regime of 4% with upper tolerance level of 6%
and lower tolerance level of 2%. On conflicting

External firm appointed for special
audit of HDFC Bank’s IT infrastructure
RBI has appointed an external IT firm for
carrying out a special audit of the IT
infrastructure of HDFC Bank, which has faced a
number of outages in digital banking services.
“RBI has appointed an external professional IT
firm for carrying out a special audit of the entire
IT infrastructure of the bank under section 30 (IB) of the Banking Regulation act, 1949 at the
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cost of the bank under section 30 (I-C) of the
Act. As per HDFC Bank in regulatory filing.

allowed to deduct credit disbursed to new
MSME borrowers from their net demand and
time liabilities (NDTL) for calculation of CRR, RBI
said.

RBI plans to restore the cash reserve
ratio to 4% in 2 phases

Making assessment of true state of
NPAs in banks - RBI Governor

RBI has decided to
gradually restore the
cash reserve ratio (CRR)
in two phases in a nondisruptive
manner.
This move is based on a
review of monetary and liquidity conditions.
CRR, which is the slice of deposits that banks
maintain with the RBI, will go up from 3% to
3.5% effective from March 27, 2021 and to 4.0%
effective from May 22, 2021. To tide over the
disruption caused by Covid -19 the CRR of all
banks was reduced by 100 basis points to 3.0%
for one year ending on March 26, 2021.

RBI has deepened its supervision and is making
an assessment of the true state of nonperforming assets (NPA) in all banks, RBI
Governor said. As part of its regular supervision,
RBI does an independent assessment to get
clear pictures of bad loans in banks. As part of
supervisory process, RBI will be doing deep
dive. RBI will make its own assessment of the
true state of NPA in each of the banks and have
a sense of the overall situation.

Investments via liberalized remittance
scheme in IFSCs permitted

Loans for first time MSME borrowers
exempt from CRR

RBI permitted Indian residents to make
remittances to international financial services
centres (IFSCs) established here under the
liberalized remittance scheme (LRS). The move
is likely to benefit retail investors, high net
worth individuals (HNIs) and family offices to
diversify their portfolios while it will also
deepen the financial markets in IFSCs. Till now
only global participants were allowed to invest
in funds set up in India IFSCs, which deal with
flows of finance, financial products and services
across borders.

In a push to ensure more credit to small
businesses, RBI has exempted banks from
keeping the cash reserve ratio (CRR)
requirement against loans disbursed to first
time borrowers of micro, small and medium
enterprises (MSMEs). In its statement on
development and regulatory policies, RBI said
MSMEs that had not availed of any credit
facility as of 1 January can be considered for this
exemption. This includes exposures of upto ₹25
lakh per borrower for credit extended up to the
fortnight ending 1 October 2021. In order to
incentivise new credit flow to the MSME
borrowers, scheduled commercial banks will be
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Banking & Finance News

is also expected to be announced by the
government.

HDFC Bank submits plan of action to
RBI, to fix outage issue in three months

NBFC norms will check regulatory
arbitrage

The country’s largest private sector lender
HDFC Bank has submitted a detailed plan of
action to RBI to address repeated service
disruption issues due to outage and hopes to
improve its technology platform in three
months. Progress is being made on the plan of
action provided to RBI and the bank has taken
this positively as it will raise the standard as per
HDFC Bank officials. The action plan will take
10-12 weeks for implementation and further
timeframe will depend on RBI’s inspection.
Based on the satisfaction level, the regulator
will lift the ban.

The Reserve Bank’s plan to use scale-based
approach to regulate and enhance minimum
capital requirement of non-banking financial
companies (NBFCs) will reduce arbitrage and
support their sound growth. NBFC executives
and rating agency analysts said the financial
sector regulator needs to provide a clear path
for the transition of large, complex, wellregulated and well governed NBFCs into banks.
The regulations should be ownership neutral
and avoid special treatment. The state-owned
finance companies should be treated on a par
with their private counterparts. Government
owned NBFCs are still in the transition period
wherein they have to attain the minimum
capital to risk (weighted) assets ratio (CRAR) by
March 31, 2022.

Select class of unlisted firms need to file
results with ROC
The centre has moved a step closer towards
making certain unlisted companies prepare
financial results on a periodical basis,
operationalising a provision in company
amendment law enacted in September last
year. Besides requiring certain classes of
unlisted companies – yet to be specified to
prepare financial results on a periodical basis,
the government now wants this information to
be filed with the Registrar of Companies within
30 days of the completion of the specified
period. The period for which results are to be
prepared is yet to be announced although the
indication is that quarterly reporting could be
introduced. The format of the financial results

Paytm, Policy Bazaar parent among 6
startups looking at global listing
Around half a dozen companies including Paytm
and EtechAces Marketing and consulting, which
houses both Policy Bazaar and Paisa Bazaar are
considering an international listing but are
awaiting detailed guidelines from the corporate
affairs ministry and the revenue department.
While legal amendments for a global IPO have
been undertaken, guidelines on where they can
list as well as the tax regime are yet to be
thrashed out and companies are expecting that
it will be clearer in the Budget. Etech Aces
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Marketing and Consulting, which has kick
started the internal process for an IPO, is
looking at a timeline of around October to be
ready for the issue.

recap bonds or direct allocation can be ₹35,000
– 40,000crore.

Banks review
Whatsapp

Depositors seek end to ATM ‘decline
fee’

services

policy

for

Banks, which were looking to integrate
WhatsApp as a key channel for customers to
transact on, are reviewing their policies in
respect of the messaging platform. This comes
after general concerns among the public over
Facebook sharing user data among its group
companies. HDFC Bank, which was earlier
offering customers the option to obtain bank
account balances through WhattApp banking,
has discontinued the facility.
Customers
seeking balance inquiry are asked to use the
banks mobile banking app, net banking or other
offline methods. Others – ICICI Bank, IDBI Bank,
Kotak Mahindra Bank and IndusInd Bank
continue to allow customers to check their
balance.

The All-India Bank Depositors Association of
India in their pre-policy meeting with RBI
governor have asked for the withdrawal of an
“unjust” transaction decline charge’ on debit
cards. Each time a person without adequate
balance in his account tries to withdraw cash
from an ATM or uses debit cards to make a
payment, the bank penalises ₹25 plus GST as
transaction decline charges. This can be termed
as digital version of a charge for bouncing a
cheque. Such exorbitant penalty for digitally
paying consumers ‘disincentivises’ them, and
many are moving away from digital payments.

Fund PSBs, create bad bank to absorb
NPAs : Financial sector

Banks ready to move from LIBOR
Indian banks are ready to delink their foreign
exchange loans from the London Interbank
offered Rate (LIBOR) to an alternative reference
rate, at a time when international markets
seem happy continuing with the old
benchmark. The LIBOR era comes to an end in
2021 and banks across the globe will have to
shift to an alternative rate. Secured Overnight
Financing Rate (SOFR) and Sterling Overnight
Interbank Average rate (SONIA) are the two
most popular alternatives, but globally only a
few swap deals are linked to them. There are
three kinds of lending referenced to such

The financial sector wants the Budget to
capitalise public sector banks (PSBs) to support
growth and form a bad bank to take over and
turn around stressed assets. Keeping an eye on
economic revival, it should set up a
development finance institution to provide long
term funding for infrastructure projects. Rating
agency CARE Ratings said that bank credit
growth would be higher in FY22 than in FY21,
incremental credit would be ₹10-11 trillion.
And with a share of60-65% in banking, PSBs can
see an increase in credit of ₹6.57 trillion. The
need for capital from the government, through
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international benchmarks, one is the line of
credits, second is raising dollar loans for
working capital and third is long term external
commercial borrowings (ECB) linked to LIBOR.

discontinued at the first opportunity when the
economy exhibits recovery, not a staple diet
that gets continued for years as per economists.

April – December fiscal deficit touches
145% of full year target

The Secured Overnight Funding Rate (SOFR) will
likely to be new bellwether for Indian
companies / banks pricing overseas money
market/derivative deals or loans. That would
replace LIBOR a global borrowing gauge likely
on its last legs. Top banks including ICICI Bank
and State Bank of India, have apparently
already cut a few deals. Indian Banks need to
be in sync with global peers when it comes to
LIBOR linked transactions. The banks and the
regulator are mapping a smooth transition.

India’s fiscal deficit during April- December
2020 stood at ₹11.58 lakh crore exceeding the
Budget target by 145.5%, data released by the
Controller general of Accounts showed. The
government of India has received ₹11,21,678
crores (50% of corresponding BE 2020-21 of
total receipts upto December 2020 comprising
₹9,62,399 crore tax revenue (net to centre),
(1,26,181 crore of non -tax revenue and
Rs33,098 crore of non0Debt Capital Receipts as
per finance Ministry. Of the total Non debt
capital receipts, recovery of loans was ₹14,202
crore, Disinvestment proceeds stood at
₹18,896 crores. According to the data total
expenditure was ₹22.8 lakh crore, which was
75% of corresponding BE 2020-21 out of which
₹19,71,173 crore is on revenue account and
₹3,08,974 crore is on capital account.

Survey sees economy rebounding to
11% in FY 22
The rebound from an expected 7.7%
contraction in real GDP for 2020-21 will be led
by the low base and continued normalisation in
the economic activities as the roll out of Covid
19 vaccines gets traction as per Economic
Survey.

Bank Nifty could outperform markets
as earnings set to swell

Bank Loans ‘Forbearance emergency
medicine, not staple diet’

Banking and Financial services stocks
underperformed the benchmarks in calendar
year 2020, with Bank Nifty delivering a negative
return of 2.8%, against Nifty’s 14.9%. This could
change this year as the banking sector is set to
witness a re-rating on account of improving
economic outlook and the focus on growth and
profitability. Market experts believe that the
Nifty Bank could outperform the markets in

Keeping in mind the negative consequences of
prolonged regulatory forbearance following the
2008 global financial crisis (GFC), policy makers
should lay out thresholds of economic recovery
for withdrawal of the current regulatory
forbearance on bank loans, economists in the
finance ministry said. Forbearance represents
emergency medicine that should be
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2021. After the Budget, the Nifty Bank has
rallied by 17.96%, which is ahead of the Nifty’s
rise of 10.8%.

increased desire among youth to own homes
early in life, rising incomes and government
policies like the cuts in stamp duty and subsidy.

Economy to shrink 7% in FY 21 says SBI

Slippage risks are easing for PSBs :
Moody’s

Penciling in a growth in
GDP in third and fourth
quarters, SBI research
revised its contraction
forecast for the current
fiscal year to 7%. The agency had earlier
forecast a 7.4% contraction in 2020-21 GDP
numbers. In April-September, the economy
contracted 15.7% but the second half may see
a surprise 2.8% growth, if the SBI analysis turns
out to be correct. Soumya Kanti Ghosh, group
chief economic adviser at State Bank of India
said of the 41 high frequency leading indicators,
51% are showing acceleration which should
help the economy turn around to the green
from the third quarter with a 0.3% point growth
which is likely to surprise positively when the
final numbers are out.

Public Sector Banks in India may not see a sharp
deterioration in asset quality because of the
Covid 19 pandemic as per global rating agency
M/s Moodys, helped by an expected economic
recovery next fiscal year. However, Banks will
continue to face capital shortages as their
profitability remains weak given high credit
costs leaving them vulnerable to any
unexpected stress, this is despite a likely
government equity infusion.
“Various
measures by the Indian government to support
borrowers have helped curb growth in PSBs non
– performing loans and the volume of
restructured loans is not as large as anticipated.
Asset quality of the five largest PSBs that
Moodys rates - State Bank of India, Bank of
Baroda, Punjab National Bank, Canara Bank and
Union Bank of India – improved mildly in the
first nine months FY 21 despite an economic
contraction.

SBI’s home loan portfolio crosses ₹5
trillion mark
It took the country’s largest lender State Bank
of India (SBI 10 years to scale its home loan
portfolio from ₹89000 crores to ₹5 trillion.
Now, it is aiming to double that to ₹10 trillion in
five years at a time when lenders – banks and
housing finance companies - are locked in an
intense battle to gain market share. SBI
Chairman Dinesh Khara said the bank is
expecting its home loan portfolio to touch ₹7
trillion by financial year 2023-24 buoyed by an

PSBs explore aircraft leasing arms at
GIFT
Several state-owned banks including the
country’s largest lender State Bank of India (SBI)
are in talks with the government to set up
aircraft leasing arms at the International
Financial Services Centre (IFSC) in Gujarat’s
GIFT city. An SBI official said the bank is
exploring the setting up an aircraft leasing
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business at the GIFT City. “SBI has been
financing airlines but not leasing aircraft. Due
to the current circumstance, banks are not keen
to finance airlines though the sector is expected
to bounce back after the pandemic. SBI official
further said, they are looking at aircraft leasing
and will take a call depending on the viability
model.

according to data tracked by CMS Info systems,
which is an ATM and cash management
company. In smaller cities and towns, cash
usage continues to be high with increases of 810% in some towns. “Data show that in urban
centres cash use has come down as they were
hit more by the Covid-19 pandemic and had
more lockdowns”.

Banks provisioning in Q3 rises 10%
sequentially

PFC, REC score over state-run banks
Term lenders Power Finance Corporation (PFC)
and Rural Electrification corporation (REC) have
shown better profitability and reported faster
growth in advances than listed public sector
banks (PSBs) such as State Bank of India, Bank
of Baroda and Punjab National Bank. PFC and
REC have come into focus as Union Finance
Minister in her Budget announced plans to set
up a development finance institution or term
lender to finance infrastructure projects. The
combined advances of PSBs were down 2.4% in
FY20 when adjusted for their mergers and they
reported losses.

Provisioning for Banks during the December
quarter (Q3FY 21) is up nearly 10% sequentially
as per data from 18 Banks. Eighteen Banks have
provided ₹52,403 crores against loans during
the December quarter, compared to ₹47,827 in
September 2020. While 11 Private sector
lenders made provisions of ₹18,798 crores
during the quarter, seven public sector lenders
provided almost double of that at ₹33,605
crores. Despite rise in provisions, the aggregate
net profit of 18 lenders stood at ₹28,604 crores
up 6% sequentially. The lenders had made
extra provisions during the quarter on account
of loans that were not classified as nonperforming assets (NPAs) due to Supreme
Courts direction.

Risk averse banks take a shine to gold
loans
Gold loans stood out in banks’ loan portfolio in
the first nine months of the current financial
year, both in terms of growth and asset quality.
Banks aggressively expanded their loan against
pledge of gold ornaments and jewellery (Jewel
loans) portfolio in the wake of the Covid 19
pandemic. During the first nine months of FY
21, banks preferred to lend either against highly
liquid collaterals such as gold or Government
guarantee as they feared the economic

Cash is king in towns, even as metros go
digital
Cash continues to be the king in most small
cities and towns even as the dependence on
hard currency has dipped in metros. There is a
dip of about 20% in cash usage in Tier I cities.
However, from a pan-India perspective, cash in
circulation is up 20% in the last 9-10 months

14

Banking Updates – February 2021

downturn would affect customer’s ability to
repay loans.
State bank of India ‘s (SBI)
personal gold loan book jumped four times in
six months (up to December end 2020) to stand
at ₹17,492 crores.

years high at 85.06% at the end of September
2020.

Small finance Banks gear up for
expansion, higher disbursements
With collection efficiencies slowly moving back
to normalcy, small finance banks hope to be in
expansion mode in the coming months even
though a segment of customers remain
impacted by the Covid 19 pandemic. Along with
higher disbursements branch expansion and
the listing exercise for some of them are likely
to gather pace in the coming months. Small
finance banks came into existence after 2016
and were set up with the aim of furthering
financial inclusion to the unbanked and underserved areas and customers. There are 10
entities that had started SFB operations of
which three are listed.

State owned banks
have stopped issuing
non-RuPay debit cards
unless
specifically
requested, following a
government nudge last year to favour India’s
home-grown card network. Lenders were
ready promoting RuPay cards, but finance
minister speech in November gave a further
impetus. On November 10th, Finance Minister
had said that banks need to promote only
RuPay cards as its global network has made in
unnecessary for Indian customers to be given
other cards. RuPay, the Indian card payment
network, is a product of the National Payments
Corporation of India (NPCI), the organization in
charge of retail payments in the country.

Gross NPAs of public sector banks fall to
₹6.09 lakh crore

Indian Bank completes CBS integration
with Allahabad Bank

Gross non – performing assets (NPAs) of public
sector banks) declined from ₹8.96 lakh crore in
March 2018 to ₹6.09 lakh crore in September
2020 due to various measures taken by the
government, Minister of state for finance said.
There were record recovery of ₹2.54 lakh crore
during March 2018 and September 2020 and 11
out of 12 PSBs reported profit in the first half off
2020-21
amounting to ₹14,688 crores.
Provision coverage ratio of PSBs is at over 8

Indian
Bank
has
announced the successful
go-live
of
the
consolidated
CBS
platform, a move that
follows the merger of Allahabad Bank with
Indian Bank that was implemented with effect
from April 1,2020. The CBS integration was
taken up over the weekend of February 13 and
14 and successfully completed in time.

PSBs push RuPay cards to further Fin
Min’s objective
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The CBS and all channels were made available
for use by branches and customers by 9am on
February 15. Under the integration exercise,
the data of 3000 plus branches and all channels
of erstwhile Allahabad Bank were migrated
seamlessly to the Indian bank data base with
the help of CBS provider TCS. The customer
account numbers of both banks remain
unchanged and the login credentials of internet
banking and mobile banking were also retained.

for banks to reduce the amount of nonperforming assets (NPAs) on their books at a
time when the process and timelines for
settlement and recovery have become
elongated. Banks typically make two categories
of write-offs. A technical write –off is made
when the bank removes an account from the
NPA category even as it continues to make
efforts to recover the amount involved. The
other kind is when the bank takes the loan off
its books altogether while providing fully for it.

Govt can raise up to ₹12,800 cr if it
divests in two PSBs : CARE

ZERO MDR – Govt sites skip net banking,
foreign card schemes

The government could raise between ₹6400
crore and ₹12,800 crores if it cuts its stake to
51% in two of the four public sector banks
(PSBs) – Indian Overseas Bank, Bank of
Maharashtra, Bank of India and Central Bank of
India said to be candidates for disinvestment,
according to CARE Ratings. As per an equity
matrix- based on average price (one year
average daily), paid up capital, number of
shares and government ownership drawn up by
the credit rating agency – IOB has the highest
equity capital (₹16,437 crore) while Bank of
India has the highest market price (₹44.75 per
share) relative to the others.

In an indirect fallout of the zero merchant
discount rate (MDR) regime on Unified
Payments Interface (UPI) and Ru Pay cards,
some state – owned establishments have
disabled the net banking option for certain
banks and card networks. The idea behind the
move is to save on MDR outgo especially on
low-margin transactions by nudging customers
to pay using UPI or RuPay cards, payment
industry executives said.

Indian Bank – IISc arm deal to fund
start-ups , MSMEs
Indian Bank has entered into an MOU with the
Society for innovation and development (SID),
an initiative of the Indian Institute of science,
Bengaluru for extending exclusive credit facility
to start ups and MSMEs. SID is the forerunner
in setting up joint R & D with industries and
supporting start-up incubation, and it provides
support to the MSME sector by providing joint
research and development arrangements,

Banks wrote off loans worth over
₹25,500 crore in Q3
A clutch of banks have together written off
loans worth ₹25,539 crores in the December
quarter, even as an interim judicial stay on the
recognition of bad loans after August 31 kept
slippages in check. Data for 18 banks compiled
by FE showed that write – offs remain a key tool
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technical and financial support for incubation
and acceleration of high-end technology
products under its department named ‘TIME2’
(Technology
Innovation
for
Midsized
Enterprises).

New users and clunky apps add to UPI
failures at PSBs
Transaction failures on Unified Payments
Interface (UPI) are on the rise, with state-run
banks leading the way. However, according to
National Payments Council of India (NPCI),
transaction failure due to customer errors were
higher than the number declines due to a
technical snag. Technical declines occur due to
network or system errors, while business
declines happen when a wrong pin or incorrect
beneficiary account details are provided by the
customer. Seven of the 10 lenders reporting
the highest number of business declines in
January were state owned entities led by
Canara Bank, which witnessed 16.74% business
declines and 2.14% technical failures on 81.7
million transactions, or a success rate of little
over 81% for all UPI transactions as a remitter
bank

PSBs to tie up for digital banking infra
Public sector banks are exploring the idea of
setting up a company to build and share digital
infrastructure in response to the rapid digital
adoption in the banking sector because of the
pandemic. The lenders are looking to pool in
resources to set up a Digital Banking
Infrastructure Corporation to facilitate tie-ups
with fintech companies and develop software
for doorstep banking and co-lending. The idea
of setting up the company was discussed last
week at a meeting with secretary, financial
services department. An internal committee
has been set up under the Indian Bank’s
association to work on the initiative.

IBA starts identifying stressed Loans for
proposed Bad Bank

NBFCs need to plan for effective IBOR
transition : EY India report

The
Indian
Bank’s
association (IBA) has
started the process of
identification of bad
loans that can be
transferred to the proposed bad bank. The
bankers lobby group has written to the lenders
seeking a list of all bad loans above Rs.500
Crore. This exercise by IBA could help lenders
identify the magnitude of the bad loan problem
and get clarify over the initial capital required
to set up the entity. “With reference to the

Non – Banking Finance companies (NBFCs) in
India need to plan for an effective Inter-Bank
Offered Rate (IBOR) transition, as majority of
LIBOR rates are likely to be phased out by the
end of 2021 as per new EY India report. London
inter-bank Offered Rate (LIBOR) is one of the
most common series of benchmark rates
referenced by contracts measured in trillions of
dollars across global currencies. About $350
trillion worth of contracts across the globe are
pegged to LIBOR, which is the key interest rate
benchmark for several major currencies.
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budget announcement of the formation of bad
bank. IBA is working with the Department of
Financial services and a few lenders to set up
the bad bank IBA said. The process for
identification of accounts which can be
transferred to the proposed bad bank is being
carried out.

claims to reverse the extra charges. While
FASTags ensure automatic payment off toll
charges, sometimes issues with systems and
processes present at the toll plaza result in
deduction of more than the applicable charges.
To expeditiously resolve all such customer
complaints, PPBL has put in place a dispute
management process that audits all customer
complaints, associated toll transactions and
issues raised by the toll plazas.

Surge in new investment technology
start-ups during pandemic
As the lockdown forced people to look for
investments that could be done conveniently
from home, entrepreneurs grabbed the
opportunity to launch more investment tech
start-ups in 2020. According to Tracxn, the
increase in the number of new start-ups in the
investment tech space is in contrast to the
scenario in the fintech segment and overall
Indian tech start-up space, where the number
of start-ups founded in 2020 was the lowest in
the last six years. Investment tech start-ups are
a subset of fintech start-ups, and include all
companies that provide software tools and
solutions to facilitate investment. They also
include companies that provide financial data
and related analytics.

Bad Bank : Seasoned public sector
bankers to be roped in on deputation
Veteran bankers from public sector banks
(PSBs) will be roped on deputation to get the socalled ‘bad bank’ off the ground. This bank is
being floated to clean up the books of PSBs.
With the Indian Bank’s association (IBA) and the
Department of Financial services (DFS) putting
the formation of the bad bank on fast-track,
bankers feel deputation is the best option, as
inviting applications for filling various positions,
shortlisting eligible candidates and interviewing
them could be a drawn – out process. In the
run-up to the formation of the bad bank, the
association has already asked banks to furnish
data on stressed accounts with principal
outstanding above ₹500 crore, both under
consortium and multiple banking arrangement.

Paytm Payments Bank empowers
FASTag user with fast redress
mechanism

MSMEs seeking factoring credit should
get ratings : Parliament panel to govt.

Paytm Payments Bank Ltd (PPBL) has
announced that it has facilitated refunds for 2.6
lakh FASTag users who were charged
incorrectly by toll plazas in the year 2020. It has
set up a fast redressal mechanism, which
identified in-correct deduction and raises

The government should encourage rating
agencies to provide ratings to MSMEs that seek
loans based on receivables or factoring credit,
the Parliamentary Standing Committee on
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Finance said in its report. With the government
proposing amendments to the Factoring
Regulation Act, 2011 the volume of business
through factoring credit is expected to expand,
according to the report.
“This may be
accomplished by encouraging the existing
credit rating agencies to provide ratings for the
MSMEs that are actively seeking to factor in
their receivables.

Debt recasts under RBI scheme at ₹1
trillion
Indian banks agreed to
recast loans worth ₹1
trillion under a central
bank
scheme,
significantly lower than
what was originally anticipated, signalling an
improvement in borrowers repayment
capability amid a rebound in economic activity.
Although many such loan accounts may turn
sour, things are likely to be better than the last
round of forbearance after the global financial
crisis, given that only about 1% of banks loan
books are up for recast, a fraction of what was
initially estimated by credit analysts. RBI’s onetime debt recast framework was aimed at
helping stressed borrowers dodge pandemic
related defaults by allowing them to defer
payments, among other steps.

Banks to provide funds to NBFCs under
TLTRO ‘on tap’
RBI announced that
banks
would
be
permitted to provide
funds under the TLTRO
‘on tap’ scheme to NBFCs
for incremental lending to identified stressed
sectors. “It has been decided to permit banks
to provide funds under the ‘on tap’ TLTRO
scheme to NBFCs for incremental lending to the
sectors in view of the important role played by
NBFCs as well recognised conduits for reaching
credit out to the last mile and acting as a force
multiplier in expanding credit to various
sectors” it said. With a view to support revival
of activity in specific stressed sectors that have
both backward and forward linkages and have
multiplier effects on growth, RBI had
announced the TLTRO ‘on tap’ scheme for
banks on October 9, 2020.

With banks wary of loans under ECLGS,
MSMEs could be the next stress area
Micro, small and medium enterprises (MSMEs)
could turn out to be the next stress area for
banks, with many lenders and analysts worried
about loans given under the Emergency credit
Line Guarantee Scheme (ECLGS). These loans
have a 12-month moratorium and many
lenders say there is no clarity on how many of
the borrowers will be able to repay. A better
understanding of the repayment behaviours
and possible defaults is likely to emerge in the
second half of next fiscal year, but could take at
least another year for full clarity on the issue.
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Legally Speaking

the fast-track process for mergers under the
Companies Act 2013 has also been now
extended to include mergers of start up with
other start-ups and with small companies to
expedite the process for such companies.

Lay down norms for locker facility
management in banks
Holding that banks cannot wash off their hands
and claim they bear no liability towards their
customers for the operation of lockers, the
Supreme Court directed RBI to lay down
regulations within six months mandating the
steps to be taken by banks with respect to
locker facility management. The top court said
people are hesitant to keep their liquid assets
at home as we are steadily moving towards a
cashless economy”. Thus, as is evident from the
rising demand for such services, lockers have
become an essential service provided by every
banking institution. Such services may be
availed of by citizens as well as by foreign
nationals the bench said.

MCA revises threshold for paid up
capital, turnover off small companies
On the heels of budget
announcement
giving
fresh impetus to startups and one person
companies (OPCs), the
Corporate Affairs Ministry (MCA) has amended
rules to allow OPCs to grow without any
restrictions on paid up capital and turnover.
OPCs have also been allowed to convert into
any other type of company at any time. Also,
the residency limit for an Indian citizen to set up
an OPC has been reduced from 182 days to 120
days, Besides, the government has now allowed
NRIs to incorporate OPC in India. In addition,
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Financials of Public Sector Banks– Quarter ended 30.09.2020 (Rs in Crores)
Sl.No

1
2
3
4
5
6
7
8
9
10
11
12

Total
Business(Net)
Amount

Bank

Bank of Maharashtra
Bank of Baroda
Bank of India
Canara Bank
Central Bank of India
Indian Bank
Indian Overseas Bank
Punjab National Bank
Punjab & Sind Bank
State Bank of India
UCO Bank
Union Bank of India

Operating
Profit
Amount

262034
1673297
1015400
1597747
500737
867852
365076
1786671
140922
5854086
312746
1537160

806
5552
3098
4640
1459
2995
1346
5675
231
16460
1330
4735

Net Profit
Amount

130
1679
526
444
161
412
148
621
-401
4574
30
517

Gross NPA

Net NPA

Amount

%

Amount

%

9105
65698
56232
53438
30785
36198
17660
96314
8673
125863
13366
95797

8.81%
9.14%
13.79%
8.23%
17.36%
9.89%
13.04%
13.43%
14.06%
5.28%
11.62%
14.71%

3220
16795
10444
21063
8684
10052
5291
30920
3307
36451
3832
23894

3.30%
2.51%
2.89%
3.42%
5.60%
2.96%
4.30%
4.75%
5.87%
1.59%
3.63%
4.13%

CRAR
Basel III
%

13.18%
13.26%
12.80%
12.77%
12.34%
13.64%
10.90%
12.84%
11.11%
14.72%
11.80%
12.38%

ROA
%

0.28%
0.59%
0.28%
0.16%
0.20%
0.28%
0.20%
0.19%
-1.58%
0.44%
0.05%
0.19%
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CRR

3.00%

SLR

18.00%

Repo Rate

4.00%

Reverse Repo

3.35%

MSF Rate

4.25%

Bank rate

4.25%

MCLR/RBLR Rates of our Bank w.e.f. 03.09.2020
Overnight

7.05%

1month

3months

6 months

One Year

RBLR

7.10%

7.25%

7.30%

7.30%

6.80%

