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Banking Sector in India

Courtesy : Banking industry report - India

In India we are very familiar with Multi-purpose co-
operatives, which are typically cooperatives that engage
in more than one type of activity. If a cooperative has
provision for engaging in multiple business activities
such as credit, retailing, production, services etc., it can
be called a multi-purpose cooperative. In fact, in Karna-
taka there are a large number of multi-purpose cooper-
atives, and they are formally registered so which gets
reflected in their name too. However, Multi-stakehold-
er cooperative is totally a different model and many
countries in the world have established new type of co-
operative model. It is typical for a cooperative to draw
its membership from a single category of members.
This means an agricultural cooperative will have farmers
as members, producers’ cooperatives will have produc-
ers as members and consumer cooperatives will have
ROBUST DEMAND
® |ncrease in working population and growing dispos-

able income will raise the demand for banking and

related services.

® By 2025, India’s fintech market is expected to reach
Rs. 6.2 trillion (USS 83.48 billion).

INNOVATION IN SERVICES

® Mobile, internet banking and extension of facilities
at ATMs will improve operational efficiency.

® RBI announced the launch of its first global hacka-
thon ‘HARBINGER 2021 — Innovation for Transforma-
tion” with the theme ‘Smarter Digital Payments’.

BUSINESS FUNDAMENTALS

® Rising fee incomes are improving the revenue mix of
banks.

® High net interest margins along with low NPA levels
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will ensure healthy business fundamentals.

POLICY SUPPORT

® Wide policy support in the form of private sector
participation and liquidity infusion.

® RBIlaunched the ‘RBI Retail Direct Scheme’ for retail
investors to increase retail participation in govern-
ment securities.

INTRODUCTION

As per the Reserve Bank of India (RBI), India’s bank-

ing sector is sufficiently capitalised and well-regulated.
The financial and economic conditions in the country
are far superior to any other country in the world. Cred-
it, market and liquidity risk studies suggest that Indian
banks are generally resilient and have withstood the
global downturn well.

Indian banking industry has recently witnessed the
roll out of innovative banking models like payments and
small finance banks. RBI’'s new measures may go a long
way in helping the restructuring of the domestic bank-
ing industry.

The digital payments system in India has evolved the
most among 25 countries with India’s Immediate Pay-



ment Service (IMPS) being the only system at level five
in the Faster Payments Innovation Index (FPII).*
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The Indian banking system consists of 12 public sec-
tor banks, 22 private sector banks, 46 foreign banks, 56
regional rural banks, 1485 urban cooperative banks and
96,000 rural cooperative banks in addition to coopera-
tive credit institutions As of September 2021, the total
number of ATMs in India reached 213,145 out of which
47.5% are in rural and semi urban areas.

In FY18-FY21, bank assets across sectors increased.
Total assets across the banking sector (including public
and private sector banks) increased to USS$ 2.48 trillion
in FY21.

In FY21, total assets in the public and private bank-
ing sectors were USS 1,602.65 billion and USS 878.56
billion, respectively.

During FY16-FY21, bank credit increased at a CAGR
of 0.29%. As of FY21, total credit extended surged to
USS 1,487.60 billion. During FY16-FY21, deposits grew
at a CAGR of 12.38% and reached USS 2.06 trillion by
FY21. Bank deposits stood at Rs. 162.41 trillion (USS
2.17 trillion) as of December 31, 2021.

According to India Ratings & Research (Ind-Ra), cred-
it growth is expected to hit 10% in 2022-23 which will be
a double-digit growth in eight years. According to the
RBI, bank credit stood at Rs. 116.8 lakh crore (USS 1.56
trillion) on 31st December 2021.

As of February 2022, credit to non-food industries
stood at Rs. 114.10 trillion (USS 1.53 trillion).

OO
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INVESTMENTS
Key investments and developments in India’s bank-

ing industry include:

® As of February 21, 2022, the number of bank ac-
counts—opened under the government’s flagship
financial inclusion drive ‘Pradhan Mantri Jan Dhan
Yojana (PMJDY)'—reached 44.63 crore and deposits
in the Jan Dhan bank accounts totalled Rs. 1.58 tril-
lion (USS 21.25 billion).

® On November 09, 2021, RBI announced the launch
of its first global hackathon ‘HARBINGER 2021 — In-
novation for Transformation’ with the theme ‘Smart-
er Digital Payments’.

® |nNovember 2021, Kotak Mahindra Bank announced
that it has completed the acquisition of a 9.98%
stake in KFin Technologies for Rs. 310 crore (USS$
41.62 million).

® In July 2021, Google Pay for Business has enabled
small merchants to access credit through tie-up with
the digital lending platform for MSMEs—FlexiLoans.

® |n December 2020, in response to the RBI’s caution-
ary message, the Digital Lenders’ Association issued
a revised code of conduct for digital lending

® On November 6, 2020, WhatsApp started UPI pay-
ments service in India on receiving the National Pay-
ments Corporation of India (NPCl) approval to ‘Go

Live’ on UPI in a graded manner.

® |n October 2020, HDFC Bank and Apollo Hospitals
partnered to launch the ‘HealthyLife Programme’, a
holistic healthcare solution that makes healthy living
accessible and affordable on Apollo’s digital plat-
form.

® |n 2019, banking and financial services witnessed 32
M&A (merger and acquisition) activities worth USS
1.72 billion.

® |n March 2020, State Bank of India (SBI), India’s larg-
est lender, raised USS 100 million in green bonds
through private placement.

® |n February 2020, the Cabinet Committee on Eco-
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nomic Affairs gave its approval for continuation of
the process of recapitalization of Regional Rural
Banks (RRBs) by providing minimum regulatory cap-
ital to RRBs for another year beyond 2019-20 - till
2020-21 to those RRBs which are unable to maintain
minimum Capital to Risk weighted Assets Ratio
(CRAR) of 9% as per the regulatory norms prescribed
by RBI.

® National Asset reconstruction company (NARCL) will
take over, 15 non-performing loans (NPLs) worth Rs.
50,000 crores (USS 6.70 billion) from the banks.

® National payments corporation India (NPCI) has
plans to launch UPI lite this will provide offline UPI
services for digital payments. Payments of upto Rs.
200 (USS 2.67) can be made using this.

® |nthe Union budget of 2022-23 India has announced
plans for a central bank digital currency (CBDC)
which will be possibly known as Digital Rupee.

® National Asset reconstruction company (NARCL) will
take over, 15 Non performing loans (NPLs) worth Rs.
50,000 crores (USS 6.70 billion) from the banks.

® |n November 2021, RBI launched the ‘RBI Retail Di-
rect Scheme’ for retail investors to increase retail
participation in government securities.

® The RBIlintroduced new auto debit rules with a man-
datory additional factor of authentication (AFA), ef-
fective from October 01, 2021, to improve the safety
and security of card transactions, as part of its risk
mitigation measures.

® |n September 2021, Central Banks of India and Sin-
gapore announced to link their digital payment sys-
tems by July 2022 to initiate instant and low-cost
fund transfers.

® In August 2021, Prime Minister Mr. Narendra Modi
launched e-RUPI, a person and purpose-specific dig-
ital payment solution. e-RUPI is a QR code or SMS
string-based e-voucher that is sent to the benefi-
ciary’s cell phone. Users of this one-time payment
mechanism will be able to redeem the voucher at
the service provider without the usage of a card, dig-
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ital payments app, or internet banking access.

® As per Union Budget 2021-22, the government will
disinvest IDBI Bank and privatise two public sector
banks.

® Government smoothly carried out consolidation, re-
ducing the number of Public Sector Banks by eight.

ACHIEVEMENTS

Following are the achievements of the Government:

® |n January 2022, Unified Payments Interface (UPI)
recorded 4.62 billion transactions worth Rs. 8.32 tril-
lion (USS 111.8 billion).

® According to the RBI, India’s foreign exchange re-
serves reached USS 630.19 billion as of February 18,
2022

® To improve infrastructure in villages, 204,000 point
of sale (PoS) terminals have been sanctioned from
the Financial Inclusion Fund by National Bank for Ag-
riculture & Rural Development (NABARD).

® The number of transactions through immediate pay-
ment service (IMPS) reached 430.67 million and
amounted to Rs. 3.70 trillion (USS$ 49.75 billion) in
October 2021.

ROAD AHEAD

Enhanced spending on infrastructure, speedy imple-
mentation of projects and continuation of reforms are
expected to provide further impetus to growth in the
banking sector. All these factors suggest that India’s
banking sector is poised for a robust growth as rapidly
growing businesses will turn to banks for their credit
needs.

Also, the advancement in technology has brought
mobile and internet banking services to the fore. The
banking sector is laying greater emphasis on providing
improved services to their clients and upgrading their
technology infrastructure to enhance customer’s overall
experience as well as give banks a competitive edge.

India’s digital lending stood at US$ 75 billion in FY18
and is estimated to reach USS$ 1 trillion by FY23 driven
by the five-fold increase in the digital disbursements. By
2025, India’s fintech market is expected to reach Rs. 6.2
trillion (USS 83.48 billion).
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