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“The world’s second-most-
populous country has been
flirting with a Lehman

moment”
—The Economist (November 2018)
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Sources: Haver Analytics and IMF Staff Calculations
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India: GDP growth and poverty rate
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»  Economic Backdrop
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IS the Central Bank Doing?
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How is the Central Bank Doing?
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‘¢ Are Financial Markets Competitive?
Countries Dominated by
State-Owned Banks
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Are Financial Markets Deep?
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Are Financial Markets Deep?
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Are Financial Markets Deep?
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Does the Financial Sector Serve the Population?

Aadhaar Accounts Number and Balances of PMJDY Accounts
(In millions and INR; as indicated)
Zero-balance accounts
@ Millions people (lhs) M Non-zero balance accounts
B In percent of population (rhs) —Avg Account Balance (INR; rhs)

Jan-2012
May-2012
Sep-2012
Jan-2013
May-2013
Sep-2013
Jan-2014
May-2014
Sep-2014
Jan-2015
May-2015
Sep-2015
Jan-2016
May-2016
Sep-2016
Jan-2017
Sep-2014
Nov-2014
Jan-2015
Mar-2015
May-2015
Jul-2015
Sep-2015
Nov-2015
Jan-2016
Mar-2016
May-2016
Jul-2016
Sep-2016
Nov-2016
Jan-2017
Mar-2017

Source: Unique Identification Authority of India (UIDAI). Source: PMIDY

14



Does the Financial Sector Serve the Population?
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Is There a Tradeoff Between Financial Inclusion
and Financial Stability?

Financial stability: risks with broadening
credit access rise as supervisory quality falls
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... in contrast, increases in financial services other than credit
do not seem to hurt stability
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Source: “Financial Inclusion: Can It Meet Multiple Macroeconomic Goals?” Ratna Sahay et al. SDN 15/17 IMF September 2015



Are Banks Sound Enough to Finance the
Real Economy?

-10 | 1 -10
Mar-1 6|Mar—17|Mar—1 8|Sep-18 Mar-1 6|Mar—1 7|Mar-18|Sep—18 Mar—16|Mar-17|Mar—18|Sep—18

Public sector banks Private banks Foreign banks

17

Source: Reserve Bank of India, and IMF Staff estimates.



o Are Banks Sound Enough to Finance
the Real Economy?
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Source: Reserve Bank of India, and IMF Staff estimates.



“; Are Corporates Sound Enough to Contribute to Growth?
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19



¥, Are Corporates Sound Enough to Contribute to Growth?

high across

- 80

jz . thelargest
: ~ corporates,
- =5 = and debt-at-
SR S risk levels
Debt-at-Risk Leverage

edging up.

Sources: CapitallQ; and IMF staff estimates.
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“¥;Are Corporates Sound Enough to Contribute to Growth?
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Corporates are exposed to external shocks through
external commercial borrowings...
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1/ Other local securities include commercial paper (CP) and syndicated loans.



“¥’; Are Corporates Sound Enough to Contribute to Growth?
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declined considerably
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Sources: Reserve Bank of India; IMF, Financial Soundness Indicators; IMF, Corporate Vulnerability Utility; and IMF staff estimates



@ Can the Non-Bank Sector Pick Up the Slack?

mutual funds, 15

25
20
Insurance
companies, 18
15
60%
Non-banking (Share of total) 10
financial
companies, 12 L
cheduled >
Rural banks ?j% commercial
cooperative banks, 81 i

Sources: India Article IV IMF Staff Report (2017)

MMar-12 M Mar-17

- 23.6

22.0

5.0
3.8

NBFC-D NBFC-ND-SI

NBFC-D

NBFC-ND-SI

CAR NPAs

Sources: Bloomberg; Reserve Bank of India; Insurance Regulatory and Development
Authority of India and Securities Exchange Board of India

23



@ Can the Non-Bank Sector Pick Up the Slack?
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Non-Bank Sector
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India’s Financial System: Key Takeaways

Macroeconomic fundamentals improving slowly.

Credibility of RBI has increased.

Most banks are well capitalized, the insurance and security markets are well
supervised.

The PSBs dominate banking sector, are inefficient, NPAs are large, governance
is poor. Sovereign-bank nexus is large.

L Financial markets are deepening. Pension sector is underdeveloped.

Financial sector increasingly reaching the underserved, helped by technological |
innovations.

Corporate sector is highly leveraged, high debt-at-risk, impacting banks’ and
non-banks’ balance sheets.

Non-bank sector, though small is rising rapidly, creating vulnerabilities for the

Interconnections amongst banks and between banks and non-banks are high.
financial system.
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Recent Reforms: What Has Been Done?

2016-18

2017-18
Recapitalization plan for P

Review of 36 9.6% t0 11.6% in one

better interagency

commercial banks

(including all PSBs)

covering 93% of all
loans.

cooperation.

year as restructured
loans were moved to
NPA category.

percent of GDP): announced in
October 2017, first tranche of
recapitalizations Feb.-March 2018.

2015
Introduction of 2016
Inflation Targeting Insolvency and

Framework in the RBI. Bankruptcy Code
introduced to deal with

insolvency of companies
and individuals.

2017
The new Prompt Corrective
Action framework became
effective in April 2017. By

December 2017, RBI instructed
11 PSBs (out of 21), representing
40% of NPAs, to put several large

corporate accounts to time-

bound resolution process’s.
Amendment of IBC in June 2018
prioritizes a speedy sale of assets

under liquidation.

2018
Introduction of Banking Reforms
Roadmap. Indradhanush Plan
and Banking Board Bureau (BBB)
to improve governance and
operations in PSBs—quality of
Board members, infuse new talent
from private sector, etc.
Recapitalization to be contingent
on strengthening governance.

29



30




Strengthening the Financial System: What Next?

Amend RBI Act to provide full regulatory and supervisory powers over the PSBs.

In addition to IBC, enhance out of court restructuring of corporates, speedy/time
limits, with penalties for non-cooperative creditors. Remove impediments to voluntary
settlement processes and develop distressed debt markets.

Recapitalization of PSBs should attract fresh capital. Provision of fresh capital based on
5 meaningful restructuring of PSBs. Exit of weak banks. Outright privatization?

In additional to stock problem (NPAs), address flow problem by enhancing risk- |
5 management of banks and financial strength of corporates.

BBB should be further empowered to appoint and remove senior management of PSBs.

Monitor risks migrating to non-bank sector. Improve prudential framework for balance |
sheet risk management of NBFCs. Enforce stricter standards of corporate governance.

Review Statutory Liquidity Ratio (SLR) and Priority Sector Lending (PSL).

Introduce Special Resolution Regime for financial institutions, per international ‘
standards.

Reform ELA (emergency liquidity assistance from the RBI) to clarify eligibility,
collateral standards, penalty rates. Government to give guarantee if solvency in doubt.

Strengthen FSDC—systemic risk monitoring, crisis preparedness and response. ‘
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