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Banking Updates

private crypto-currencies. It has prepared a
list of 17 new bills to be introduced during the
session. This includes a Bill to amend the
Deposit Insurance and credit Guarantee
Corporation Act (DICGS). The purpose of this
Bill is to enable easy and time bound access for
depositors to their hard earned money and to
further instill confidence in them about the
safety of their money. The objective is to
enable access by depositors to their savings
through deposit insurance in a time bound
manner in case there is suspension of banking
business of the insured bank under various
provisions of the Banking Regulation Act, 1949.

Government Policy
Small savings rates unchanged for Q2
The government has
opted to leave small
savings
rates
unchanged for the
July – September
quarter, after uproar
over a sharp cut in April had forced it to
reverse the decision. This is the fifth straight
quarter where rates have been left unchanged,
providing respite to middle class investors,
who park savings in Public Provident Fund
(PPF), Senior citizen savings scheme and
National Savings Certificates among other
instruments. But it is bad news for borrowers
as it is going to make interest rates more
sticky for banks, which will not be able to
reduce deposit rates, fearing a flight of funds
to higher earning products such as PPF that
also offer tax benefits. The inability of banks
to reduce deposit rates will make it difficult for
them to significantly lower home loan and
other lending rates.

‘Bad bank’ is legally born , as NARCL
gets incorporated with Corporate
Affairs Ministry
The much awaited bad bank – National Asset
Reconstruction Company Ltd (NARCL) – has
been incorporated, with the Corporate Affairs
Ministry giving legal recognition. The NARCL –
announced in this year’s Budget – will next
approach the Reserve Bank of India for
obtaining license as an Asset Reconstruction
Company 9ARC). “Registrar of companies
(RoC) Mumbai has given the registration for
incorporation of NARCL.

Centre weighing plan to waive Aadhaar
authentication fee

Bill for higher deposit cover to be
introduced in Monsoon session

The government is examining a proposal to
waive Aadhaar authentication transaction
charges levied on banks by the Unique
Identification Authority of India (UIDAI).
The move comes after both public and private

The government has listed a bill for the
Monsoon session of Parliament to enable
deposit insurance cover of Rs. 5 Lakh.
However, it has not included a bill to ban
1
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Govt mulls NitiAayog’s
consolidation of UCBs

sector lenders urged the UIDAI to waive such
charges for almost a year up to June 2021, in
line with the waiver granted for March-June
2020. A senior executive said the finance
ministry is expected to take up the issue with
both the electronics and information
technology ministry and UIDAI. It is being
examined if a one-time relief can be provided
for the period. The Indian Banks’ Association
has also sought such relief,” said the executive,
who did not wish to be identified. At present,
banks
are
exempted
from
paying
authentication charges but if they fall short of
Aadhaar enrolment targets, they are charged
in proportion to the shortfall in achieving the
target. Aadhaar authentication charges are Rs
20 for each know your customer (KYC)
transaction and Rs 0.50 for each Yes/No
authentication transaction. Banks have argued
that they were not able to meet Aadhaar
enrolment or updation targets by Aadhaar
Seva Kendras due to Covid-19 pandemic. Banks
are mandated to set up Aadhaar enrolment
and update facilities inside the bank premises.
The target for 20-21 was 14,349 enrolment
centres. This was revised after the government
announced the merger of 10 public sector
banks (PSBs) into four big ones in August 2019,
bringing down the number of PSBs in the
country to 12 from 27. The UIDAI has already
revised the target to eight transactions per day
per branch considering the present pandemic
situation. We don’t think these are difficult
numbers to achieve,” said the official, who
spoke on condition of anonymity. The financial
disincentive for not achieving this is a fine of
₹20,000 per branch.

role

in

In order to ensure better management of
urban cooperative banks, the centre is
planning aggressive consolidation drive for the
urban cooperative and is considering roping in
NitiAayog for it. According to the sources in
the finance ministry, the government in
consultation with the RBI is planning to reduce
the number of urban cooperative banks by one
third in next few years. Post PMC Bank crisis
finance ministry in working closely with the RBI
on regulating Urban Cooperative Bank. There
are many banks that are having financial
stress. The RBI and finance Ministry has
initiated many reforms but still there is need
to aggressively consolidation by merging them
into larger entity.

IBC, other reforms help banks recover
Rs. 5.5 lakh cr bad debt : FinMin
The steps taken by the government over the
last few years from enacting Insolvency and
Bankruptcy Code (IBC) and strengthening
other laws to administrative measures - have
helped banks recover around Rs. 5.5 lakh
crore of bad debt, including close to Rs. 1 lakh
crore from accounts that had been technically
written off. With indications that the build-up
of non-performing assets (NPAs) is lower than
anticipated, especially among large companies,
the government believes that state-run
lenders are well poised to meet credit
requirements given that they are adequately
capitalised. Besides, government sources
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argued that with provision coverage ratio of
83.7 % public sector banks were adequately
protected against any potential hit.

The move by the RBI is expected to force
businesses to make use of their resources
more productively or deploy them in longer
term deposits.

Banks to phase out Libor soon, move
to alternative reference rates

Regulator Speaks
Banks exposure to airports double over
last year : RBI

With the end near
for the
London
Interbank Offered
Rate (Libor), the
Reserve Bank of
India
(RBI)
told
banks and other financial institutions to stop
using the benchmark as soon as possible and
mandatorily by December 31 and move to any
Alternative reference Rates (ARR). Secured
Overnight Financing Rate (SOFR) and Sterling
Overnight Interbank Average Rate (SONIA) are
the two popular alternatives, but are nowhere
near as popular internationally as Libor, which
is being phased out by this year end. Libor had
to be scrapped after a rate fixing scandal was
unearthed a few years back. In August 2020
the RBI had advised bank to move away from
Libor.

The
gross
bank
outstanding
of
airports
have
doubled to Rs. 9,464
crore as of May 2021
compared to Rs. 4,519 crore last year,
according to data put out by the Reserve Bank
of India. Industry experts believe that the
increase in bank credit is because of many
airports facing a cash crunch due to the Covid 19 pandemic, some airports may have taken
credit to undertake expansion activities as
well.

Banks can pay less on matured bulk
FDs
In a bid to discourage businesses from using a
bank for treasury management, the Reserve
Bank of India has allowed banks to offer the
lower of either the savings deposit rate or
fixed deposit rate on matured FDs. Given the
surplus liquidity in the system, short term
interest rates are very low, and banks offer a
risk free return on idle money. For businesses
that have a cash stash running into crores, a 34% return (which is what most savings deposits
provide), is a decent yield for the short term.

RBI accepts bids at a higher cut-off
yield of 6.10 per cent
The government’s cost of borrowing is likely to
go up in FY 22 as the Reserve Bank of India
(RBI) accepted bids at the auction of the new
10 year Government Security (G-sec/GS) at a
higher cut-off yield of 6.10 per cent. The
previous10 year G-Sec (maturing in 2030) was
issued at a cut off yield of 5.85 per cent. So,

3

Banking Updates – Jul 2021

RBI may tweak rules to reduce ARCs’
cash outgo when buying stressed
assets

effectively, the government paid 25 basis
points more to raise resources via the new 10
year G-Sec. This comes in the back drop of
the RBI trying to pull out all the stops – by
mopping up the 5.85 per cent GS 2030 via
Special Open Market Operations (OMO) and GSec Acquisition Programme (G-SAP)- to keep
G-Sec yields policy report (April 2021), the RBI
observed that despite a sharp increase in the
quantum of borrowings in FY 21, ample
surplus liquidity, regular open market
operations (OMO), including special OMOs,
regulatory measures and forward guidance,
enable the government to complete its
borrowing at a 16 year low weighted average
cost -5.79 per cent compared with 6.84 per
cent in 2019-20 along with the highest
weighted average maturity.

The Reserve Bank of
India may tweak the
‘skin in the game’
criteria
for
asset
Reconstruction
Companies (ARCs) in cases
where they link-up with an investor to buy
stressed assets from lenders on 100 per cent
cash basis. The Central bank is examining the
possibility of lowering an ARCs contribution to
acquire a stressed asset on all cash basis from
15 per cent of the acquisition price of 2.5 per
cent to 5 per cent. The reason for this is that
there are investors willing to bring in a chunk
of money (95-97.5 per cent of the acquisition
price) for buying stressed assets.

10-day surprise leave for some bankers
Bankers working in sensitive positions,
including treasury operations and currency
chests, will get a surprise holiday of at least
10 working days in a single spell every year
under the modified risk management
guidelines of the Reserve Bank of India (RBI).
As a prudent operational risk management
measure, banks should have a “mandatory
leave” policy wherein the employees posted
in ‘sensitive positions or areas of operation
shall be compulsorily sent on leave for a few
days (not less than 10 working days) in a single
spell every year RBI said. This should be done
“without giving any prior intimation to these
employees, thereby maintaining an element of
surprise RBI said.

Liquidity in the banking system rises as
govt steps up spending
Liquidity in the banking system has increased
by at least Rs. 1 trillion since the last week of
June as the government has stepped up
spending and the Reserve Bank of India (RBI)
has started winding down its outstanding
position in the currency forward segment. Net
daily liquidity absorbed from banks on July 9
was Rs. 4.6 trillion, as per data released.
Including the outstanding operations, such as
long term repo and standing liquidity facility
availed from the RBI, the system liquidity
surplus surged to nearly Rs. 5.6 trillion.
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FY21 round of survey launched on ITES
exports

Asia from signing up new card customers The
multinational card network will not be allowed
to on-board new credit, debit or prepaid card
customers in India beginning 22 July, an RBI
press release said, adding the order will not
affect existing Mastercard customers. In April
2018, RBI set a six-month deadline for all
system providers to store all their payments
data solely in India. They were also required to
report compliance to RBI and submit a boardapproved system audit report conducted by a
CERT-In
(Indian
Computer
Emergency
Response Team)-empanelled auditor within
specified timelines. The regulator had said this
was to ensure improved oversight over
licensed entities in case of fraud or money
laundering. Several entities had resisted this
rule on the grounds that much of their
processing was centralized and it was not
feasible to restructure global operations.RBI
later clarified that while data can be stored
only locally, it can be sent overseas during the
day for processing but should be deleted from
offshore servers in 24 hours.

The Reserve Bank
said it has launched
the 2020-21 round
of its annual survey
on
computer
software
and
information technology enabled services (ITES)
exports, results of which are used for
compilation of balance of payments statistics.
The RBI has been conducting this annual
survey since 2002-03. It collects data on
various aspects of computer services exports
as well as exports of ITES and business process
outsourcing (BPO).The survey results are
released in the public domain, besides being
used for compilation of balance of payments
(BoP) statistics and other uses, it said in a
release. In another release, the RBI said it has
also launched the 2020-21 round of the annual
survey on 'Foreign Liabilities and Assets of
Mutual Funds and Asset Management
Companies'. In another release, the RBI said it
has also launched the 2020-21 round of the
annual survey on 'Foreign Liabilities and Assets
of Mutual Funds and Asset Management
Companies.

RBI working towards implementing
digital currencies in phases
The time for introduction of central bank
digital currencies (CBDCs) is possibly near, with
the Reserve Bank of India (RBI) currently
working towards a phased implementation
strategy and examining use cases which could
be implemented with little or no disruption,
according to Deputy Governor T Rabi Sankar.
Referring to countries generally implementing
specific purpose CBDCs in the wholesale and

Mastercard barred from issuing new
cards
Barely three months after cracking the whip on
American Express and Diners Club for noncompliance with local data storage norms, the
Reserve Bank of India (RBI) barred Mastercard
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retail segments, Deputy Governor observed
that going forward, after studying the impact
of these models, launch of general purpose
CBDCs will be evaluated. A CBDC is the legal
tender issued by a Central bank in a digital
form. It is the same as a flat currency and its
exchangeable one to one with the flat
currency. Only its form is different.

settlement and National electronic Fund
Transfer (NEFT) in the first phase of its plan
bring non banks on the same platform. Direct
access for non-banks to CPS lowers the overall
risk in the payments ecosystem. It also brings
advantages to non-banks like reduction in the
cost of payments, minimising dependence on
banks, reducing the time taken for completing
payments, eliminating the uncertainty in
finality of the payments as the settlement is
carried out in central bank money etc as per
RBI.

Limit on loan to bank directors hiked
The Reserve Bank of India (RBI) increased the
limit on personal loans given to a director of a
bank to Rs. 5 crore from Rs. 25 lakh earlier.
The central bank amended the master circular
for this and said unless sanctioned by the
board of directors or the management
committee, banks should not grant loans and
advances aggregating Rs. 5 Crore and above to
any relative other than spouse and dependent
children of their own Chairmen/Managing
directors or other directors. This also extends
to firms in which any relative other than
spouse or dependent children is interested as
a partner or guarantor. Any credit facility
given to the directors and their relatives have
to be sanctioned by the appropriate authority
in the financing bank, and the matter has to be
reported to the board, the RBI said.

Non-banks can access
system

Banking & Finance News
Indian Banks to feel effect of Covid
second wave long after infections fade
The second wave of pandemic is likely to
impact the performance of Indian financial
institutions during the first half of the current
fiscal, S & P Global ratings said. Talking about
banks in particular, it said that lenders face
systemic risk as the country sorts through the
aftermath of the Covid second wave. “The
second wave has front ended weakness in
asset quality” and that financial institutions
face a strained first half amid weak collections
and poor disbursements. S & P further said
that banks have much to digest in the quarter
ahead. Disbursements slowed considerably in
April and May.
The credit that banks
extended fell by about 1 per cent in the first
two months of this fiscal.

RBI payment

The Reserve Bank of India (RBI) allowed
payment system providers, prepaid card
issuers, card networks and white label ATM
operators access to its centralised payment
systems (CPS), such as Real Time Gross
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Loan stress looms
more capital now

but lenders have

on March 27, 2020 over the March 29, 2019,
outstanding figure of Rs. 24,866 crore.

India’s banks should brace for another wave of
stress as bad loans may touch 9.8 % of their
loan book by the end of the fiscal year from
7.5 % in FY 21, as per financial stability report
of RBI. The second wave of the pandemic is
expected to have had an adverse impact on
the income prospects of both corporate and
individual borrowers. “As the impact of the
second wave plays out and regulatory
forbearances are withdrawn, banks face the
risk of incipient challenges to asset quality
materializing”. However, unlike in the past,
lenders won’t find themselves lacking in capital
to weather this stress.
The capital risk
weighted assets ratio of banks may fall
marginally to 15.5 % by March 2022 as the
base-case scenario from 15.8 % as of March
this year.

Private banks report deposit surge,
muted advances growth till June 30
Private sector banks have reported a steady
increase in deposits though advances
remained subdued as local lockdowns
impacted business activity. Bucking this trend,
HDFC Bank reported a 14.4 per cent growth in
advances to about Rs.11,47,500 crore as of
June 30, 2021 compared to Rs. 10,03,300 crore
a year ago. Its domestic retail loans as of June
30, 2021 rose 10.5 per cent over June 30, 2020
and remained at a level similar to that of
March 31, 2021. Domestic wholesale loans
jumped around 17 per cent over June 30, 2020
and around 2 per cent over March 31, 2021
HDFC Bank said in its filing.

Lenders seek collateral-free Edu loans
inclusion in ECLGS

Gold Loans – a win-win for banks,
customers

Adding
collateral
free education loans
to the programme
of
state-backed
loans for several
sectors being rolled
out would help lenders recoup losses,
according to bankers. There could be some
cushion in the education loans segment, which
has one of the highest levels of delinquencies,
if the government includes it in the Emergency
Credit Line Guarantee Scheme (ECLGS), the
bankers said.
The total education loan
portfolio has a 9.55 % bad loan ratio, it is

Loans against gold jewellery seem to have
become a veritable gold mine for banks, going
by the rapid growth in their portfolio in FY 21.
This is underscored by the fact that the
portfolio of banks swelled 81.6 per cent year
on year (y-o-y) to Rs. 60,464 crore as on March
26, 2021, against Rs. 33.303 crore as on March
27, 2020, as per Reserve Bank of India data.
The growth in bank’s loans against gold
jewellery portfolio in linked to gold rush. The
portfolio clocked 33.9 per cent y-o-y growth as
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Pickup in economic activity may turn
India’s current account back to deficit
in FY 22

greater for loans of up to Rs. 4 lakh, where
collateral is not needed, as per Bankers.

MSME, retail loans pose higher
slippage risk for lenders: RBI FSR

The healthy growth in exports during the AprilJune quarter notwithstanding, the country’s
current account deficit could see a big turn in
FY22, changing from a surplus position in Covid
hit FY21 back to a deficit situation in the
current year. According to a report from
Emkay global Financial, the Indian economy
would catch up from Q2 FY22, led by tailwinds
of a smart global recovery and steady progress
in vaccination. This would push up imports as
compared to exports, and the return of the
current account deficit.

Showing up the effects of the second wave of
Covid, the consumer credit aka retail and loans
to MSMEs could pose higher slippage risk for
lenders in the coming quarters. The financial
stability report by Reserve Bank of India said
going forward close monitoring on asset
quality of MSME and retail portfolios
of banks is warranted. Since 2019, weakness in
the MSME portfolio of banks and finance
companies has drawn regulatory attention.
The Reserve Bank permitted restructuring of
temporarily impaired MSME loans (of size upto
'25 crore) under three schemes. While Public
sector Banks (PSBs) have actively resorted to
restructuring under all the schemes,
participation by PVBs was significant only in
the COVID-19 restructuring scheme offered in
August 2020. Despite the restructuring,
however, stress in the MSME portfolio of PSBs
remains high, the report said.

MSMEs are engines of growth
Sundaram Finance
and MSME Develop
ment
Institute
(MSME-DI) Chennai
Govt of India hosted
the first webinar as
part of its bi-monthly MSME – Need to know
information series. The webinar series was
organised to promote MSME registration in
Udyam portal and to create awareness about
various MSME schemes launched by the
government. Joint Director, MSME DI Chennai
said that in addition to the huge contribution
to India’s GDP , exports and employment,
MSMEs, as the engines of economic growth ,
play a crucial role in promoting equitable
distribution of development. Tamil Nadu is
among the top five economically and

The government guaranteed credit scheme to
eligible categories boosted the disbursements.
The net credit flow to stressed MSMEs during
March 2020-February 2021 rose to Rs 50,535
crore with the shares of PSBs and private
banks at 54 per cent and 35 per cent,
respectively. The transition from low and
medium risk MSME borrowers, year-on-year
basis, to the high-risk segment was
noteworthy.
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industrially developed states and it was
possible because of financial support by
lenders, technical support by players like
MSME DIs and the entrepreneurial attitude of
people of Tamil Nadu.

are likely to be among the first to start the
bond sales.

Retail, Wholesale trade coming under
the ambit of MSMEs widens scope of
UCBs

GNPAs of lenders set to improve this
fiscal : ICRA

The classification of retail and wholesale trade
as Micro, Small and Medium Enterprises
(MSMEs) has come at an opportune time for
urban Co-operative banks (UCBs) as they are
up against the challenge of a steep rise in
priority sector lending (PSL) targets. The
Reserve Bank of India (RBI) had revised
upwards the PSL target for UCBs in March
2020 from the then prevailing 40 per cent of
net credit target. So, UCBs had to achieve a
PSL target of 45 per cent of net credit by
March end 2021. Further they have to achieve
PSL milestones of 50 per cent by March end
2022, 60 percent by March end 2023 and 75
per cent by March end 2024. Bankers in the
UCB sector were somewhat anxious as to
whether they would be able to achieve the 75
per cent PSL target by 2024. Now with the
inclusion of retail and wholesale trade within
the ambit of MSMEs, this target seems
attainable.

The Banking system’s gross non-performing
assets (GNPAs) are set to decline to at least 7.1
% by March 2022, as against 7.6 % at FY 21 end
rating agency ICRA said. The NPAs will go
lower on higher recoveries and upgrades and
also faster credit growth. Adding that the
fresh accretion to NPAs will be higher in FY 22
due to the absence of any regulatory
dispensations like moratoriums. The GNPAs
and NNPAs (net NPAs) are expected to decline
to 6.9 -7.1 % and 1.9 – 2.0% respectively by
March 31, 2022.

Top Banks plan to raise $2bn abroad
to meet credit demand
Five top lenders in the country, including HDFC
Bank, Axis Bank and state Bank of India are
seeking to collectively raise up to $ 2 billion
overseas in the next few months through
additional tier I (AT1) bonds, bolstering their
capital bases ahead of an anticipated increase
in credit demand. Mutual funds, once major
buyers of such AT1 bonds are lukewarm about
this quasi equity asset class after the banking
regulator
last year ordered that these
instruments be written off in YES Bank’s state
sponsored bailout. Axis Bank and HDFC Bank

ARCs are eyeing retail small-ticket bad
loans
Asset reconstruction companies (ARCs) are
eyeing stressed retail and small business
borrowers as the next big growth opportunity
as banks see more stress building up in these
sectors, according to CEO ARCIL. ARCs can
focus on acquiring and recovering small ticket
9
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bad loans with the help of technology
following the creation of the National asset
Reconstruction Company Ltd. (NARCL).
Lenders have decided to initially transfer 22
bad loan accounts totaling Rs. 89000 crore to
the proposed NARCL, aiding the clean-up of
their balance sheets. The aggregate amount of
bad loans likely to be transferred in tranches
will be Rs. 2 trillion.

National Automated Clearing House (NACH)
platform showed that failure rates for debit
transactions used for recurring debit payments
like equated monthly instalments (EMIs) and
insurance, remained high at 30.27 % by value
in line with the 30.73% failure rates reported
in May. That means that easing of restrictions
last month has not had a major impact yet on
lowering stress in the broader economy.
Analysts said NACH data is an early indicator,
showing that the economy is still under some
financial stress.

Large banks fight for a slice of their
customers shopping pie
Banks are sprucing up their mobile apps with
virtual market places of discounted products
and services, in order to retain them and in
the process gain insights into their shopping
preferences. Banks such as Kotak Mahindra
Bank, ICICI Bank, axis bank and State Bank of
India (SBI) already offer such features, some of
them providing them through internet banking
as well. These lenders allow customers to
access e-commerce websites such as amazon
and Flipkart through their in-house apps and
avail of discounts. Experts believe that such
super apps would help banks track and analyse
the spending patterns of their customers and
cross-sell more products.

Automated Debit Transaction
Rate stays high in June

NPCI issues guidelines for prepaid UPI
e-vouchers
Paving the way for a prepaid Unified Payments
interface – or UPI - platform, the National
Payments Corporation of India (NPCI) has
come out with guidelines for issue of
electronic vouchers that can be used by mobile
phone owners without any app or bank
account. These vouchers will be for one time
use for payments. The government aims to
use these vouchers for promoting Covid
vaccinations using the private infrastructure.
However, in the long term, the UPI prepaid
vouchers are expected to play a much bigger
role in onetime benefit transfers and replace
other prepaid instruments like gift cards.
Currently, issuing a plastic prepaid card with a
chip can cost as much as Rs. 200 for a bank,
considering the logistics cost of purchasing the
cards, printing and delivering them. A UPI
prepaid voucher does away with all these costs
as it can be delivered directly to the phone in
the form of QR code image or an SMS.

Failure

Failure rates in automated debit transactions
have remained stubbornly high in June,
indicating that financial stress due to localised
lockdowns to curb the spread of the Covid -19
pandemic has still not subsided. Data from the
National Payments Corporation of India’s
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Yes Bank working with fintechs, neo
banks to launch products

Write-offs of Rs. 1.85 lakh cr aid banks
to bring down bad loans

Private sector lender YES Bank is looking at
opportunities in the digital space and working
with fintechs to launch more products. “Many
opportunities are unfolding in the digital
space. There is the emergence of neo banks
and fintechs. We are ensuring that we are
present in the space to contextualize
payments and banking with the overall digital
experience that fintechs are creating for
customers as per YES Bank. The lender has
been working on savings products for blue
collar workers. ‘There is an opportunity to
help them save more money in digital or
assisted format.

Loan write offs have again aided banks to
report lower non-performing assets (NPAs)
during the year ended March 31, 2021.
However, total write offs during the fiscal
amounted to Rs. 1,85,000 crore, which is lower
than Rs. 2,37,876 crore in the previous year
ended March 31, 2020. As per the financial
disclosures made by the SCBs, loans written off
accounted for more than Rs. 70,000 crore in
the quarter ended March 2021. This has led
to an improvement in the asset quality (GNPA
reduction) of the banks according to figures
compiled by Care Ratings. NPA ratio of the
banks decreased to Rs. 8.2 lakh crore in the
quarter ended March 2021 as compared with
the year ago period (Rs. 8.8 Lakh crore in
Q4FY20), due to recoveries and higher write
offs made by multiple banks.

Bank FDs continue to play a role in
diversified portfolios
With markets getting efficient over time,
interest rates falling to record lows and
investors turning more tech savvy and open to
experimentation, bank fixed deposits have
been losing appeal over the past few years.
Bank deposits slumped nearly 10 % between
23 April and 21 May this year. At the same
time, equity mutual funds saw net inflows of
about Rs. 9230 crore in May. Although the
inflow into equity schemes halved in June, the
continued investment suggests that investors
are looking at avenues for higher returns
despite increased risks. One key factor behind
this migration is low returns from bank
deposits from 8 - 8.5 % returns to 5 - 5.50%.

Visa complies with
localisation norms

RBI’s

data

Visa has become one of the first global
financial services companies to have complied
with the Reserve Bank of India’s data
localisation norms. This will pave the way for
the California based payment gateway
company to garner a larger market share in
India at a time when its rivals including
Mastercard and American Express have been
barred from taking new users for not
complying with the data localisation rules.
Visa can keep on-boarding customers and
work with Indian players for issuing debit and
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credit cards since they have complied with the
data localisation norms. The advantage for
Visa may be greater given its global presence
and reward points. At stake is a market that
accounted for a total credit card spend of Rs.
54,700 crore in May 2021.

Market has been appointed as an advisor for
the proposed stake sale. The lenders have set
qualification criteria for potential investors,
such as they should have net worth of not
less than Rs. 100 crore or assets under
management of not less than Rs. 500 crore.
The investors should also not been debarred or
restrained by the Reserve Bank of India or any
other regulatory authority from making
investments in India.

Bankers fear huge disruption from RBI
ban on Mastercard
Reserve Bank of India (RBI) decision to bar
global card network Mastercard from issuing
new cards, close on the heels of similar
punitive actions on two other card networks,
will cause significant disruption in India’s
evolving payments system. Banks that solely
depend on Mastercard will take at least two
months to move their business to either Visa,
the sole global survivors so far, or home
grown RuPay. RBI had restricted Mastercard
from on-boarding new customers from 22 July
for failing to comply with its data localization
norms. At the centre of these restrictions is a
regulation from April 2018 that mandated all
payments data from India to be stored in the
country.

Central bank digital currencies can
offer finality, liquidity, integrity: BIS
Central bank digital
currencies can offer
"finality, liquidity and
integrity", and could
provide strong data
governance as well as
privacy standards based on digital identities,
the Bank for International Settlements (BIS)
said. The backing for such currencies by the
Switzerland-headquartered BIS, all central
banks, also comes at a time when there are
ongoing intense discussions in India and many
other countries on crypto currencies. Noting
that central banks stand at the centre of a
rapid transformation of the financial sector
and the payment system, BIS said Central Bank
Digital Currencies (CBDCs) represent a unique
opportunity to design a technologically
advanced representation of central bank
money, one that offers the unique features of
finality, liquidity and integrity. Innovations
such as crypto currencies, stable coins and the
walled garden ecosystems of big techs all tend

Three PSBs to divest stake in ASREC
(India)
Three State owned Lenders, Union Bank of
India, Bank of India and Indian Bank have
jointly invited bids to sell up to 8,84,99,900
equity shares, constituting up to 90.31 % of
the total equity share capital of ASREC (India).
Interested bidders have to submit their
expressions of interest by July 30 and may be
extended from time to time. SBI Capital
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to work against the public good element that
underpins
the
payment
system.
IS released a chapter titled 'CBDCs: an
opportunity for the monetary system' that is
part of its Annual Economic Report 2021. To
realise the full potential of CBDCs for more
efficient cross-border payments, BIS said
international collaboration will be paramount.
Cooperation on CBDC designs will also open up
new ways for central banks to counter foreign
currency
substitution
and
strengthen
monetary sovereignty.

available so far. “Following the phased
unlocking, GST e-way bills, vehicle registration,
electricity demand and petrol consumption
have all reported a sequential improvement
over May and a year-on-year growth in June.
While diesel consumption has contracted on a
year-on-year basis in June, this is likely to be
on account of high prices diverting some
freight to the railways.
India’s economic recovery is expected to be
“less steep” than the bounce back in late 2020
and early 2021 because households that are
eating into their savings could hold back
spends on consumption as the economy
reopens, S&P Global Ratings said last week.
The rating agency, which projects the economy
to grow at 9.5% in FY22, said a gradual revival
is underway after the severe second covid
outbreak in April and May led to lockdowns
and to a sharp contraction in economic
activity.

Manufacturing PMI shrinks for first
time in 11 months in June
Manufacturing activity surprisingly contracted
in June for the first time in 11 months despite
states easing lockdown curbs as cautious
consumer sentiment after two months of a
brutal second wave forced producers to cut
output. The purchasing managers’ index (PMI)
for the manufacturing sector dropped to 48.1
in June from 50.8 in May, according to data
released by analytics firm IHS Markit. A figure
below 50 indicates contraction. The latest
results highlighted renewed contractions in
factory orders, production, exports and
quantities of purchases. With business
optimism fading over the month, job shedding
also continued. Demand weakness prompted
firms to slash purchases of inputs in June.
Buying levels marked one of the steepest
declines since PMI data collection started in
March 2005.

Razorpay, Mastercard launch solution
for recurring payments; aims to
integrate with over 50 banks
Payments solution provider Razorpay said it
has partnered with Mastercard to launch
‘MandateHQ’ – a payment interface that will
help card-issuing banks to enable recurring
payments for its customers. Razorpay, which is
backed by Sequoia Capital, GIC, and others,
aims to integrate MandateHQ with more than
50 banks in the next 12 months. The Reserve
Bank of India (RBI) had issued a framework for
processing e-mandates on recurring online
transactions. It has made AFA (Additional

The dip in June PMI is somewhat at odds with
the mostly positive high-frequency data
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Recast loans at non bank lenders may
double by this fiscal

Factor of Authentication) mandatory for all
recurring transactions below Rs 5,000 on debit
cards, credit cards, UPI, and other Prepaid
Payment Instruments (PPIs), and all
stakeholders are required to ensure full
compliance with the framework by September
30, 2021.

Restructured assets of non-bank lenders are
estimated to double to up to 3.3 per cent by
March 2022 largely because of the impact of
the second wave of the pandemic. The same
ratio had stood at 1.6 per cent as of March
2021, after the first wave of the pandemic. The
pandemic had led the Reserve Bank of India
(RBI) to make an exception by launching a loan
recast facility for borrowers impacted by
COVID-19.Ratings agency ICRA said the
restructured book for NBFCs (non-bank finance
companies) is expected to be 4.1-4.3 per cent
as of March 2022 (as against 2.2 per cent in
March 2021), while the same is expected to be
2.0-2.2 per cent for housing finance companies
(as against 1.0 per cent in March 2021).The
second wave of coronavirus infections has
impacted the budding recovery in non-bank
collections witnessed in Q3 FY2021 and Q4
FY2021, impacting the cash flow of the
underlying borrowers and thereby further
prolonging the recovery process. The target
borrower segment also plays a key role as a
high share of restructuring was observed in
smaller entities (assets under management of
less than 5,000 crore).Borrowers catered by
these entities would have a relatively higher
risk profile, also characterized by higher yields,
which
exposes
them
to
increased
vulnerabilities in a down-cycle or a stressed
scenario.

Equitas seeks to merge holding
company with small finance bank
Equitas Small Finance
Bank (ESFB) said the
Reserve Bank of India
(RBI) has permitted
the
Chennaiheadquartered bank
to apply to the banking regulator for approval
of its scheme of amalgamation that will
facilitate the merger of the promoter
entity Equitas Holdings (EHL) with the bank.
In accordance with the RBI small finance bank
licensing guidelines and the RBI clarification
issued on January 1, 2015, a promoter of small
finance bank can exit or to cease to be a
promoter after the mandatory initial lock-in
period of five years, depending on the RBI’s
regulatory and supervisory comfort and
market regulator SEBI regulations in this
regard at that time. In the case of ESFB, the
said initial promoter lock-in expires on
September 4, 2021, and the bank had
requested RBI if a scheme of amalgamation of
the promoter and holding company, EHL, with
the bank, resulting in exit of the promoter,
could be submitted to RBI for approval, prior
to the expiry of the said five years.
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by the Reserve Bank of India (RBI) will continue
till them. The RBI however needs to resolve a
related issue that exporters face. The RBI
Master Circular on rupee/foreign currency
export credit and customer service to
exporters says that the packing credit/pre
shipment credit granted to an exporter may be
liquidated out of proceeds of bills drawn for
the exported commodities on its purchase,
discount etc thereby converting pre-shipment
credit into post shipment credit. Further
subject to mutual agreement between the
exporter and the banker it can also be repaid /
prepaid out of balances in EEFC a/c as also
from rupee resources of the exporter to the
extent exports have actually taken place.

Digital solution for Gen Next banking
The pandemic has ushered in structural
changes in the operations of banks/financial
institutions (FIs) regarding technology, and
shift in the customer behavioral patterns. This
is evident from the surge in Tech-enabled
Digital (Retail) payments as per the annual
report of Reserve Bank of India for the FY
2020-21. The Covid crisis can be converted
into an opportunity if banks/FIs leverage the
new age technologies like AI, Block-chain,
Cloud Computing, Internet of Things (IoT), etc.
Given the increasing preference for contactless
banking and remote employee access,
banks/FIs may look at digital on-boarding
enable by video Know Your Customer (KYC),
virtual
customer
servicing,
on
line
authentication and payments to maintain
healthcare of their personnel. Also, personal
digital coaches may be deployed to assess
performance of the employees to enhance
productivity through visual and cognitive
nudges. Banks may face a shortage of trained
personnel with skills related to data science.
For this, banks need to focus on constant
training and capacity building of their human
resources.

RBI should ease
shipment credit

regulations

HDFC Bank writes off
NPAs in Q1

Rs. 3,100 cr

The country’s largest private lender HDFC
Bank’s bad-loan write-offs doubled to Rs.
3,100 crore in the April – June quarter (First
quarter, or Q1) of 2021-22 (FY 22) from the
level of Rs. 1500 crore in the same quarter of
2020-21 (Q1FY21). It also off loaded its nonperforming assets (NPAs) amounting to Rs.
1800 crore in Q1FY22 to maintain a robust
asset quality profile. It had jettisoned NPAs
worth Rs. 1000 crore in the last quarter.
Lenders Knock off stress assets from books
after making full provisions. Their right to
recover dues from delinquent borrowers
remains intact after the write-downs.

for

In a welcome move, the government has
extended the Interest Equalization scheme for
Pre and Post Shipment Rupee Export Credit,
with the same scope and coverage, till the end
of September 2021. Consequently, the extant
operational instruction on the scheme issued
15
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IBA to soon move application to RBI to
set up bad bank

as the central government have challenged the
ruling in various ways. State Bank of India,
HDFC Bank, Kotak Mahindra Bank and HDFC
Bank have filed a petition against the notice,
in a last ditch attempt by the banking system
to keep the information confidential.

Having secured license from the Registrar of
Companies, the Indian Banks association (IBA)
will soon move an application to the Reserve
Bank of India (RBI) to set up a Rs. 6000 crore
National asset Reconstruction Company Ltd.
(NARCL) or bad bank. With registration of the
company, the process for putting an initial
capital of Rs. 100 crore is on as per the
guidelines, adding that the next step will be
audit and then move application to RBI seeking
license for the asset reconstruction company.
RBI in 2017 raised capital requirement to Rs.
100 Crore from the earlier level of Rs. 2 Crore
keeping in mind higher amount of cash
required to buy bad loans. Legal consultant
AZB and Partners has been engaged for
seeking various regulatory approvals and
fulfilling other legal formalities.

Roadblock for rate transmission :
External benchmark – linked loans rise,
but MCLR still dominant
The share of outstanding loans linked to
external benchmarks like the Repo rate
introduced by the Reserve Bank of India rose
significantly in the last two years, but MCLR
loans (or marginal cost of funds based lending
rate) continues to be the dominant rate
structure for the banking industry, still
hindering rate transmission. Data collected
from banks by the RBI suggests the share of
outstanding loans linked to external
benchmarks – mostly the repo rate which is at
4 per cent – increased from as low as 2.4 per
cent during September 2019 to 28.5 per cent
during March 2021 contributing to significant
improvement in transmission on the back of
persisting surplus liquidity conditions. The
share of loans linked to MCLR stood at 62.9
per cent as of March 2021. Only 8.6 per cent of
floating rate rupee loans were still linked to
the BPLR and base rate even though the RBI
had moved to MCLR based regime over five
years ago.

Top banks again move SC to keep RBI
inspection reports hidden
The country’s top lenders have, once again
moved Supreme Court against attempts to
make their sensitive inspection reports public
under the Rights to Information Act. These
inspections are conducted by the Reserve Bank
of India (RBI), and even bank employees,
except the top management, were never
allowed to see it. However, a 2015 ruling by
the Supreme Court directing the RBI to make
the reports available under the RTI act
changed everything. So far, no such report
has been made public given that banks as well

HFCs want to impose pre-payment fee
With banks offering home loan interest rates
at an all-time low, housing finance companies
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are feeling the pain as many of their customers
are opting for balance transfers. The attrition
rate for HFCs in terms of customers
undertaking balance transfers is between 7 per
cent and 10 per cent, according to industry
players. Therefore, HFCs are in discussion
with the Reserve Bank of India as well as the
National Housing Bank seeking permission to
impose a prepayment penalty on customers
who transfer their loan account. “Housing
finance companies spend time, effort and
money in originating and acquiring customers.
Many choose to leave within six months to a
year of the loan being disbursed as they are
lured away by banks with cheaper interest
rates as per head of a housing finance
company.

last five years. SBI provided credit to 32 per
cent of Corporates in 2020, up from 30 per
cent in 2016. Private Banks were providing 24
per cent in 2020 up from 17 per cent in 2016.

PSB loan write-offs twice govt’s capital
infusion in 7 years
Public sector banks (PSBs) have written off a
massive Rs. 8 trillion of loans in the seven
years of the present government in office. This
is more than twice the capital infused by the
Govt. during the period. Between 2014-15 and
2020-21 (FY21) the centre had infused Rs. 3.37
trillion into PSBs. At Rs. 1.06 trillion, FY 19 saw
the highest capital infusion. In FY 21 it injected
Rs. 14500 crore into four PSBs. Alternatively,
between 2014-2021, government owned
banks wrote off Rs. 8.07 trillion loans. Bad
loans in the banking sector started rising from
FY 12, with PSBs sharing a disproportionate
burden of the stress. Gross NPAs in the sector
reached a peak in 2018, when they hit 11.5 per
cent of gross advances. Since then there has
been a decline in the trend. One of the
reasons for the decline in bad loans is due to
high loan write-offs in the past few years.

A segmented banking system can
boost credit
Despite ample liquidity provided by the RBI
under the multipurpose Targeted Long Term
Repo Operations (TLTRO), there is no
perceptible improvement in the credit growth.
Credit growth dipped to 5.8 per cent in FY 21
as against 6.14 per cent in FY 20, a 58 year low,
according to an SBI research analysis. But the
recent “Coalition Greenwich report- a Division
of CRISIL brings some cheer. It says that big
banks are gaining better share in corporate
lending. SBI, ICICI Bank and HDFC Bank have
emerged as 2021 Greenwich Share Leaders
while axis Bank was the 2021 Greenwich
quality Leader. The report further observes
that market penetration of SBI and private
banks in corporate banking improved in the

UCBs fear disruption as RBI’s deadline
on appointment nears
Hundreds of urban co-operative banks (UCBs)
may have to change their managing directors
by August 25 if the Reserve Bank of India does
not give them leeway in its directions on the
appointment of managing directors and
whole-time directors, according to an apex
body of co-operatives.
The National
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Stop withdrawal penalty on death of
SCSS a/c holder : IBA

Federation of Urban Co-operative Banks and
credit societies (NAFUCB) has requested the
RBI to allow incumbent MDs of UCBs to
complete their tenure and make its directions
on appointment of MDs/WTDs applicable only
to fresh appointments.
The federation
emphasised that the arrangement will be least
disruptive and give banks time to comply with
the RBI directions.

The Indian Bank’s association (IBA) has asked
banks to not charge penalties for premature
withdrawal under the Senior Citizen savings
Scheme (SCSS) after the death of the account
holders.
SCSS is a government backed
retirement benefits programme, where senior
citizens residing in the country can invest upto
Rs. 15 lakh and get access to regular income,
along with tax benefits. An SCSS account can
be opened at a bank or a Post Office. The
maturity period for the scheme is five years,
which can be extended by another three. The
scheme offers an interest rate of 7.4% at
present. IBA cited the amendment made in a
government notification dated July 28, 2010 in
the Rule 8, sub rule (3) of the SCSS rules, 2004,
which says in case of a death of a depositor
before maturity, the account shall be closed
and deposits should be refunded to the
nominee or his/her legal heirs, along with
interest as applicable to the scheme till the
date on which the bank depositor expired.

Banks review settlement processes for
deceased customers
Banks are reviewing their processes relating to
the settlement of deposit accounts of
deceased customers in view of the adverse
impact of the Covid -19 pandemic, which as
per official figures has claimed about 4.18 lakh
lives so far. They are weighing the possibility
of quick settlement of partial deposit amount
to provide an immediate relief to family
members of the deceased and extending a
helping hand in filing insurance claims if the
deceased was covered by a life insurance
scheme sold through them, among others. In
an advisory, the Indian Bank’s Association
emphasised that banks need to sensitize their
staff at various levels and particularly at the
branch level, to handle death settlement cases
sympathetically in the light of the pandemic.
The Association said all possible steps should
be taken to mitigate sufferings of survivors of
the family of the deceased depositor.

PSBs vacating branches open doors for
other lenders
The move by five public sector banks to reduce
their branch numbers is proving godsend for
lenders looking to expand their network. The
branches being vacated by Bank of Baroda,
Punjab National Bank, Canara Bank, Union
Bank of India and Indian Bank have opened the
doors to ready-made premises for other
lenders. For the latter set, network expansion
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happens faster, at reasonable costs (as owners
of these premises are desperate to rent them
out)
and without the hassle of re-doing
interiors. To cut down on operating expenses,
the five PSBs have been merging or
rationalising branches after the amalgamation
of banks with them. PNB rationalised about
430 branches after Oriental Bank of Commerce
and United Bank of India were merged with it.
Canara Bank merged or closed 105 branches
after taking over Syndicate Bank. Union bank
of India merged or closed 275 branches after
the amalgamation of Andhra Bank and
Corporation Bank with
it. Indian Bank
rationalised 203 branches after absorbing
Allahabad Bank.

system and exit framework with the fintech
service providers, the PFRDA said.

Legally Speaking
SC seeks response of Centre, RBI on
plea of PNB against disclosure of info
under RTI
The Supreme Court has refused to grant
interim stay on the RBI’s notice asking PNB to
dis- close information such as defaulters list
and its inspection reports under the RTI Act,
and sought responses from the Centre, federal
bank and its central public information officer.
The apex court tagged the plea of the Punjab
National Bank (PNB), which is a public sector
unit bank, with a similar pending case filed
by HDFC Bank against the RBI’s direction.
Banks are aggrieved by the notices issued by
the RBI to them under Section 11(1) of the
Right to Information (RTI) Act asking them to
part with information pertaining to their
inspection reports and risk assessment.

PFRDA asks CRAs to do ‘instant bank
a/c verification
Pension regulator PFRDA has advised the
Central Record Keeping Agency (CRAs) to
implement the process of “Instant bank
account verification ‘for the benefit of National
Pension System (NPS) subscribers at the time
of processing their exit/withdrawal request.
CRAs have been asked to adopt the “penny
drop” process that involves crediting the bank
account of a beneficiary with a token amount
of say Re 1 and matching the name in the bank
account numbers with the permanent
Retirement Account Number (PRAN) based on
the penny drop response. This will be an
enhanced
due
diligence
under
the
exit/withdrawal process of NPS. For this
purpose, CRAs would have to integrate their IT

Major overhaul of rules governing RPs
Insolvency regulator,
Insolvency
and
Bankruptcy Board of
India (IBBI) has now
brought in several
changes
to
its
Corporate Insolvency Resolution Process (CIRP)
regulations as part of its overall effort to
ensure arms-length dealings and transparency
in the appointment and functioning of
Resolutions Professionals (RP). Amendments
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In relief to depositors, Cabinet clears
Bill to amend Deposit Insurance Act

have been introduced to ensure elimination of
any potential conflict of interest in the
functioning of RPs. With the latest changes
changes, an
insolvency professional would not be eligible
to be appointed as an interim resolution
professional for a CIRP of a corporate debtor if
he or any other partners of directors of such
insolvency professional entity represent any
other stakeholder in the CIRP process. This is
obviously designed at ensuring arms
arms-length
dealings and to preclude allegations of lack of
fairness, collusion and to introduce a spirit of
transparency.

The Union Cabinet
approved the Deposit
Insurance and Credit
Guarantee CorporatCorporat
ion (Amendment) Bill.
This
will
enable
depositors access their deposits up to the sum
prescribed
ribed under deposit insurance - Rs. 5
Lakh - even if the bank is placed under
moratorium. Depositors of PMC Bank are also
likely to be covered under the new
mechanism, which means they can withdraw
up to Rs. 5 lakh against Rs. 1 lakh once the Bill
Bil
is passed in parliament. As of now, depositors
have to wait for liquidation or passage of
resolution to get the benefit of deposit
insurance.

Insolvency Bill passed - Pre--packs for
MSMEs
The Lok Sabha
abha passed the Insolve
Insolvency and
Bankruptcy code (amendment ) Bill 2021,
giving statutory backing to the pre
pre-packaged
insolvency resolution process (pre
(pre-pack)
regime for
companies classified as micro,
small and medium enterprises (MSMEs). This
Bill, once passed by Parliament,, will replace
the ordinance the Centre had promulgated in
April this year to introduce pre
pre-packaged
insolvency for MSMEs.
A pre
pre-packaged
insolvency – in the Indian framework context –
is an arrangement where the resolution of a
company’s business is negotiated
tiated with a buyer
before the appointment of and
d insolvency
professional.
It is a blend of informal and
formal mechanisms, with the informal part
stretching up to NCLT admission, following by
the existing NCLT supervised process for
resolution under the IBC.
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Financials of Public Sector Banks–Quarter ended 31.03.2021(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

281660
1718586
1037549
1686030
506886
928388
379885
1845739
163919
6220670
324324
1577489

1540
6266
2094
5703
688
2548
1724
5634
174
19700
1533
5180

Net Profit
Amount

165
-1047
250
1011
-1349
1709
350
586
161
6451
80
1330

Gross NPA

Net NPA

Amount

%

Amount

%

7780
66671
56535
60288
29277
38455
16323
104423
9334
126389
11352
89788

7.23%
8.87%
13.77%
8.93%
16.55%
9.85%
11.69%
14.12%
13.76%
4.98%
9.59%
13.74%

2544
21800
12262
24442
9036
12271
4578
38576
2462
36810
4390
27281

2.48%
3.09%
3.35%
3.82%
5.77%
3.37%
3.58%
5.73%
4.04%
1.50%
3.94%
4.62%

CRAR
Basel III
%

14.49%
14.99%
14.93%
13.18%
14.81%
15.71%
15.32%
14.32%
17.06%
13.74%
13.74%
12.56%

ROA
%

0.35%
-0.36%
0.13%
0.36%
-1.58%
1.09%
0.50%
0.18%
0.55%
0.58%
0.12%
0.49%
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CRR

4.00%

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. 03.06.2021
Overnight

6.90%

1month

3months

6 months

One Year

RBLR

7.05%

7.15%

7.20%

7.30%

6.80%

