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Foreword
The impact of COVID 19 has completely altered the economic paradigm. Globally, the uncertainty as a result
of the strict lockdowns necessitated to prevent the spread of the pandemic has had telling economic
consequences. Though necessary for protecting lives, the lockdowns have led economies world-wide to
struggle with deep recessionary conditions, the worst since the Great Depression of 1930s. The situation in
India has been no different, as it finds itself staring at a recession, the fourth ever in available records.
The Government’s response to protect and rebuild the Indian economy in the form of the 20 lakh crores
economic stimulus packages was well crafted ensuring that India becomes self-reliant. Acting in tandem with
the Government, the central bank, has used an assortment of innovative and pragmatic policy instruments
to ameliorate the impact on the economy. The rate cuts by a cumulative 115 basis points since March 2020
have been supplemented by an array of liquidity infusing measures to ensure that the credit needs of
productive sectors of the economy are met.
While the long-term implications of the pandemic for the Indian financial services sector is unknown, Banks
and financial institutions must prepare for scenarios that might occur post the lockdown period as well. This
would be essential in developing a flexible contingency plan that best equips the banks for crisis management
and provides supportive solutions to its customers. These plans will include maintaining regulatory capital
and working capital, digital channels and connectivity, confronting disruptions, risk assessment etc.
My heartiest congratulations to CII and Brickwork Ratings team for conceptualizing such a factual report
“BANKING SECTOR OUTLOOK 2020-21” for our banking community and industry. This report will be a
building block for creating a future ready Banking Industry.

Mr Abhijit Roy
Chairman, CII Eastern Region &
Managing Director, Berger Paints Ltd
Kolkata, 15 September, 2020
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Introduction
The COVID-19-induced crisis, followed by the strict lockdown implemented in the last week of March 2020
that continued until the end of May 2020 has brought domestic economy activities to a grinding halt. This
has resulted in a 23.9% contraction in the GDP for the first quarter of FY21. Although the lockdown is being
relaxed in a staggered manner, most metropolitan and large urban centers continue to be severely
constrained in terms of economic activities.
The lockdown has brought with it both supply disruptions and demand compressions, along with a direct
and indirect impact on the manufacturing and service industries and the resultant impact on the banking
sector. Even before the COVID-19 pandemic hit India in March 2020, bank credit growth was weak, due to a
slowdown in the domestic economy, coupled with weak business sentiments, in FY20. Bank credit growth
slowed to 6% in the previous fiscal, and the situation exacerbated further in the first quarter of FY21, with
heightened risk aversion among banks and other financial investors due to COVID-19-induced business
disruptions and uncertainty besides growing concerns on impairments in asset quality because of the
weakening credit profile of underlying borrowers.
In an effort to rescue the economy from this pandemic and mitigate any financial and liquidity stress, both
the Government of India and Reserve Bank of India (RBI) announced various stimulus and regulatory /policy
measures on multiple occasions since March 2020. In the ‘Aatmanirbhar Bharat Abhiyan’ package, the
government announced a host of critical measures to provide credit to different sectors, including a series of
liquidity boosters into India Inc., to alleviate the distress caused by the lockdown due to COVID-19.
The RBI on the other hand, reduced key policy rates by 175 basis points since March 2020 and announced
many other liquidity boosting measures, such as a reduction in CRR, and released funds through LTROs,
TLTROs and OMOs, among others. However, the banking sector credit to the industry continued to remain
subdued.
Owing to the prolonged pandemic situation and uncertainty over demand revival, Brickwork Ratings (BWR)
expects credit growth to see a major slump in FY21. The capacity utilisation of businesses is likely to remain
low in the current fiscal, with limited or no additional capex demand across most industries. Additionally, in
the retail loan segments as well, low discretionary spend resulting from job losses and pay cuts will slow
down the pace of growth witnessed in the past years. However, going forward, we expect the co-lending
model and digitisation in the banking sector are likely to improve the lending pattern and create demand for
credit.
Business challenges caused by the lockdown, followed by social distancing measures, are unprecedented;
moreover, uncertainty regarding the longevity of the pandemic is bound to impact domestic growth. While
the gradual lifting of the lockdown has helped industries restart their businesses, and there are some signs
of a resumption in economic activities, the sustainability and pace of revival in activities remains a key
monitorable.
From having ambitious aspirations of becoming a USD 5 trillion economy by 2022, the Indian economy is
now caught in a serious economic and financial crisis due to the COVID-19 pandemic and related challenges.
The GoI’s support through the interest subvention and guarantee, announcement of the moratorium, status
quo on asset classification by banks, TLTRO issuance, reclassification of the MSME category and infusion of
liquidity, among others, is likely to partially offset the impact of the current situation on the economy. The
recent move by the RBI for the one-time restructuring of loans without classifying these as non-performing
assets and KV Kamath committee’s recommendation on sector-specific thresholds for each ratio in respect
of 26 sectors could help alleviate COVID-19-induced financial stress. This will ensure that the asset quality
will not be impacted to the extent estimated earlier. Hence, the necessity of capital infusion into public sector
banks by the government is likely to be limited in the current fiscal.
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A crucial aspect for a country's development is a sound banking system. In this report, Brickwork Ratings
analyses the impact of COVID-19 on the banking sector and its credit quality, along with the role of banks
and other financial intermediaries such as non-banking financial institutions in lifting the ailing economy.
I would like to express my gratitude to the financial sector ratings and research team led by Vydianathan
Ramaswamy supported by Hemant Sagare, Sree Harsha, Abin Rasheed, Anita Shetty and Praveen Pardeshi
for their contribution in bringing out this knowledge paper for the conclave.
Mr Rajat Bahl,
Chief Ratings Officer,
Brickwork Ratings, Mumbai

Page 4 of 27

Contents
I

Indian Banks- To Witness a Slump in Growth in FY 2021

II

Digital Banking - Critical Enabler for Banking Sector Growth

III

Co-lending model - Need of the Hour for Banks and NBFCs

IV

Securitisation – A Key Essential for the Banking and Financial Services

Page 5 of 27

I. Banking credit growth to see major slump in FY21 due to
COVID-19
Banks’ credit registered the slowest growth in a decade in FY20 on account of weak business sentiments
during the year due to the slowdown in the economy as a result of lower demand in the market. Additionally,
risk aversion among banks due to an all-time high in non-performing assets in the system further restricted
the flow of credit in the system.
The industry and services sectors have seen the worst decline on account of a subdued business environment
in the country. In addition, high levels of delinquencies in the past in lending to industries have made banks
cautious in lending towards this sector. While credit to the agriculture sector remained more or less stable,
banks aggressively pushed retail lending products due to chances of lower delinquencies.
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In FY21, owing to the prolonged pandemic situation, credit growth is expected to see a major slump, growing
by a mere 0 to 2%. With the pandemic situation getting prolonged and the resultant business disruptions
this has caused, the capacity utilisation of businesses will continue to remain low during the year. Hence, no
additional capex demand is expected from the industries. Furthermore, low discretionary spend, resulting
from job losses and pay cuts, will derail growth in the retail loan segments as well.
On the one hand, credit growth in agriculture will be the only bright spot as rural demand continues to remain
strong. A normal and well-distributed monsoon, along with the minimal impact of the pandemic in rural
areas, bodes well for the livelihoods of people in rural areas, especially in the agriculture sector. On the other
hand, the industry and services sectors are both badly impacted by the pandemic and the resultant lockdown.
Although some normalcy will return in the second half of the year, this situation getting prolonged will result
in these sectors taking much longer to recover. Hence, credit growth in these sectors will be subdued in FY21.
In the last two years, banks have aggressively increased their share of retail lending as it was a safer bet in
terms of asset quality, compared with corporate loans. However, stress in the economy due to the pandemic
and lockdown have resulted in job losses and pay cuts for individuals, which may hamper demand for such
credit in the next year or so.
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Sectoral Credit Growth (y-o-y)
Agriculture

Industry

Services

Personal / Retail loans

25%
20%

15%
10%
5%
0%
-5%
Mar-16

Mar-17

Mar-18

Mar-19

Mar-20

Mar-21 (P)

Source: RBI, BWR Research

While most industries witnessed decline in credit growth, a significant contraction has been witnessed in
industries such as gems and jewelry, engineering, textiles, metals and mining. As these industries were already
under stress in FY20, they will continue to be under stress in FY21 as well, along with other industries and
services such as hotels and tourism, airlines and real estate.
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Banks investments in securities grew at a rapid pace in FY20, courtesy LTRO and TLTRO
While, credit offtake was subdued in FY20, the RBI through its liquidity infusion measures, has boosted
liquidity in the system with the announcement of LTRO and TLTRO were announced. Under TLTRO, banks
opting for funds were supposed to invest those funds in investment-grade corporate debt. This gave banks
an opportunity to look for an alternate avenue to grow their income in times of subdued credit growth and
also helped companies get access to working capital funds at a cheaper rate from the capital market. The
outstanding investments of the banking system as on June 2020 have already matched growth seen in the
last full financial year.

Private sector banks market share increased over the years
Private banks’ share in the overall outstanding credit in the market has increased over the years, rising sharply
in the last couple of years owing to the clean-up of bad assets in public sector banks, along with low
capitalisation levels in public sector banks. This resulted in PSBs lending cautiously, as well as a halt in the
lending of some PSBs that have been put under a prompt corrective action (PCA) framework. Going forward,
while credit growth itself is expected to be subdued, private banks may not be able to build further on this
and increase their market share.
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CD ratio to improve slightly owing to slump in credit growth
Bank deposits growth reached a low of 6.2 per cent in FY18 due to high base effect last year. In FY17, there
was a sudden surge in deposits in the banking system due to demonetization which then moved out and
hence lower growth in FY18. In FY19, bank deposits growth normalized but again struggled in FY20 due to
economic slowdown. The deposit growth has been lagging behind the credit growth for a long time now,
resulting in rising Credit-Deposit (CD) ratio, thereby putting pressure on banks resources for lending.
However, in recent times, credit growth has taken a hit and will continue to remain subdued in FY21 as well,
thereby pulling down the CD ratio from a high of 78% in FY19.
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Asset quality pressures to intensify depending on regularization of payments post
moratorium
Asset quality for banks have peaked out in FY18 and witnessed a decline in FY19 on account of IBC backed
resolutions and write-offs happened during this period. Fresh slippages have also reduced due to cautious
lending approach by banks and better underwriting of loans. Also, focus of banks shifting from loan to
industries towards retail segment further helped in reducing the NPA levels.
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BWR expects the slippages in the banking system to nearly double in the near term and worsen further in
the medium term. During FY20, the assets under infrastructure and non-banking financial sector space and
belonging to industries under metals, telecom, power, real estate and gems jewelry remained to be of a
concern to the banking system. Over the last few years, slippages to NPA of private sector banks remained
volatile while that of public sector banks were declining till FY19. The gross non-performing assets of the
banks which was decreasing since FY18 was expected to increase for FY20 with an incremental slippages to
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NPA, but for the various measures initiated by the regulator with the support of government to manage the
impact of outbreak of the COVID-19 pandemic in mid-march 2020 as a result of nation/worldwide lockdown
of business and services.
As a result, the regulator and the government engaged in announcing various measures to address liquidity
concerns and reduce the likely impact caused by the pandemic, like announcement of moratorium, status
quo on asset classification by banks, TLTRO issuance, reclassification of MSME category, government
guaranteed schemes under MSME, infusion of liquidity through Aatmanirbhar package etc. The RBI
announced that the banks to continue with the asset classification of weaker accounts as of 29 Feb 2020 for
a period of 3 months and further extended it by another 3 months up to 31 August 2020. It allowed the banks
to extend moratorium to its borrowers for payments falling due during this period. It advised banks to make
additional provisions of 10% spread over the next two quarters of March 2020 and June 2020 on these weaker
accounts under SMA2 category. The regulators call was a result of the complete lockdown of business and
services of the country since mid-March 2020 for the next 2 months and gradual unlocking of business and
services.
As of 31 August 2020, the regulator has not announced any further extension of the moratorium. Thus, the
lower level of slippages to NPA as of 31 March 2021 are expected to increase substantially during the second
half of FY21. BWR in its 31 March 2020 press release on the 21-day lockdown article had identified certain
industries and the likely impact of Covid-19. Industries catering to engineering and capital goods,
automobiles (excluding tractor and two wheelers), BFSI, hotel and tourism, gems and jewelry are likely to be
impacted most. The retail and MSME which comprises of ~35% of gross advances is likely to have slippages
of ~50%, given that unlocking of business and services is too slow. Further, retail loans especially under
personal loans are likely to be impacted most, due to job loss and reduction in income compensation from
certain Industries like aviation, tourism and commercial real estate. Given the stressed levels of income
generation and constraints on the ability to repay in a timely manner, further with lower recoveries the
weakening of asset quality shall remain elevated unless substantially written off. BWR expects the GNPA of
PSBs to be around ~13% (FY20: 11%) while that of private banks to be ~6% (FY20: 4.2%). The overall GNPA
of banking system is expected to be at ~11% (FY20: 8.5%).

PSBs to require capital to the tune of 1-1.25 lakh crore in next two years
Banks have to maintain capital adequacy ratios above the minimum regulatory requirement under Basel III
guidelines. The time frame for achieving this requirement was set for a period of 5 years from 31 March 2015
to 31 March 2019. The guideline requires banks to achieve a minimum common equity Tier-I ratio of 8.0%,
Tier-I ratio of 9.5% and total capital adequacy ratio of 11.5%, including the overall capital conservation buffer
of 2.5% as of 31 March 2019. However, the regulator has extended this deadline twice to achieve completion
as of 30 September 2020. The first extension was by a year from 31 March 2019 to 31 March 2020, while the
second extension was in view of the current COVID-19 pandemic situation so as to achieve the completion
of the regulatory capital adequacy requirement as on 30 September 2020. While most private banks have
maintained their capital adequacy ratios with adequate buffer capital above the regulatory requirement, PSBs
have remained vulnerable to maintain capital adequacy ratios with supportive buffers.
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Capital infusion by government in PSBs (Rs crore)
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BWR views that substantial capital has been infused by the government in PSBs over the last three years.
Asset quality concerns were relieving until FY19 and slippages declined, reducing stress on incremental capital
requirement. However, rising concerns from unexpected sectors such as NBFC, telecom, power, and gems
and jewelry were expected to weaken the asset quality for FY20; however, these concerns were deferred due
to regulatory intervention as a result of the outbreak of the pandemic in March 2020. Furthermore, other
sectors that remained standard assets in the previous period are likely to increase slippages in the near to
medium term as a result of the lockdown of businesses during the first half of FY21 and thereby, build-up
stress on provisions and weaken profitability for the near to medium term. To achieve credit growth of 810% annually and address the weakening profitability, BWR estimates a capital requirement of Rs.1.00 lakh
crore - Rs.1.25 lakh crore in PSBs to maintain Tier-I capital adequacy ratios above 10.5%.
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II. Digital Banking - Critical Enabler for Banking Sector
Growth
Banks in India are the backbone of the country’s financial and services industries. Over the past couple of
decades, traditional banking has started giving way to digitalised banking with the revolution in information
technology in the early part of the 21st century. FinTech or digital innovations have emerged as a potentially
transformative force in the banking services space, with payment and settlement systems migrating from
cash transactions to electronic payments in recent years. India has witnessed a rapid increase in the volume
of cashless payments in the last 5 years at a CAGR of 51% (Chart). The steep increase towards digital payments
is largely attributed to mobile banking and a growing penetration of smartphones particularly in the rural
India. Yet, among countries in the Asia Pacific region, cash propensity in India remains high, at 49.3%, against
China (35.9%) and Japan (3.4%).
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Digital payment system provides array of new-age banking options
Although India is largely a cash-based economy, non-cash payments, especially those using electronic or
digital modes, have gained pace and are rapidly increasing with wide-ranging options for making payments
based on the value, situation and purpose. In addition to an increase in new technologies, various e-payment
options are gaining pace, providing convenience to customers to transact anywhere and at any time, thus by
saving time. The digital revolution has enabled an array of electronic payment options, particularly for the
common man, with a wide range of payment services being offered through bank accounts, bank branches,
business correspondents, cards, mobile phones and related devices, and backed by robust and resilient
payment infrastructures.
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Digital Payment Infrastructure system
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According to the Ministry of Electronics & IT, until September 2018, 152 lakh merchants’ PoS devices,
including banks’ wallets, BHIM (UPI), Bharat QR Code, BHIM app, banks’ own QR codes and BHIM Aadhaar
Pay, were present in the market. Similarly, growth has been witnessed in the number of Prepaid Payment
Instruments (PPIs) in the market, and the regulatory regime is moving towards the greater interoperability of
PPIs. People with smartphone applications have a host of options to make payments through apps that run
on the BHIM UPI platform. People having feature phones can opt to make transactions using USSD. People
who do not have any phone can use AePS and BHIM Aadhaar Pay for banking transactions.

Digitisation Trends: High-value, low-volume transactions to low-value, high-volume
transactions
The RBI has been taking many initiatives for encouraging the digitisation of payments in the country. Over
the past few years, the government and RBI have set-up various committees for understanding the needs of
the payments ecosystem and suggesting suitable measures for enhancing the penetration and usage of
digital payments.
Constant efforts by the RBI and government resulted in a jump in digital transactions, with a shift from highvalue, low-volume and high-cost transactions to low-value, high-volume and low-cost transactions. This is
evident from the increasing share in the total volume of non-cash retail payments from 92.6% in 2018-19 to
97.1% during 2019-20 (Chart). The share has further increased to 98.8% in the first three months of 2020-21,
following the imposition of the lockdown and the social distancing measures. Interestingly, the number of
transactions through credit transfers gained traction, showing a sharp increase in retail electronic clearing
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during the lockdown period, while large transfers such as through the RTGS system remained subdued,
possibly due to the loan moratorium offered by banks since March 2020. This also signifies the subdued
credit growth in the banking system.

Digital Transaction in 2020
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Benefits and challenges
Over the last few years, there has been a rapid progress towards digitalisation, which has brought newer
opportunities to the forefront like never before. However, the unique challenge of keeping-up with new
technologies should be well-addressed to maintain the convenience of services; such as ATMs, which are
crucial to every bank’s success.
With the merger of PSBs, consolidation in the ATM network is likely to have an impact on the number of
ATMs, which has already been on a declining trend since 2017-18. The total number of ATMs in the country
declined by 3.2% in 2018-19, but again increased by 4.3% in 2019-20. As on 31 March 2020, there were
2,08,900 ATMs in India, with PSBs owning 67% of the total ATMs. On the other hand, the number of ATMs
run by private sector banks increased by 14.5% in 2019-20, cornering 36% of the total ATMs.
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Going forward, rising digital payments may lead to a reduction in cash transactions and the need to withdraw
cash, along with the use of ATMs. However, to facilitate the easing of the banking business, ATM infrastructure
is equally important.
Benefits
● Improved efficiency and productivity, reduced human errors and increased convenience, leading to quick
transactions, immediate settlement with less manual time-consuming processes as repetitive tasks will be
eliminated by automation
● Reduced risk- mismanagement of cash or credit, as the need for handling large amounts of cash will be
reduced, and fake currency threats also will be reduced
● Advantage of targeted and direct delivery to intended beneficiaries without the involvement of middlemen
who may otherwise subvert the system
● Help financial inclusion- with new bank accounts, customers, elimination of rural and urban gap
● Reduction in costs for banks and customers as well by using ATMs, cashless transactions, and so on
● A uniform KYC process
● The rise in usage of smartphones, increased mobile Internet user base, tremendous growth in e-commerce
market in India
● With more digital data available, banks can take data-driven dynamic decisions by using digital analytics,
which benefits both customers and banks

Along with the benefits, adapting to the associated challenges and risks, and managing them with proper
infrastructure and guidelines is necessary.
Challenges
● Difficulty of regulating an evolving technology with different use cases, adapting to new technology and
changing regulations
● Limited awareness of using digital banking facilities
● Banks’ ability to improve financial literacy through demonstration and practical sessions in the form of kiosks
and other sources
● Improve usage of digital financial services in a safe and secure manner
● Unprecedented competition among banks, along with other financial services firms
● Identifying and monitoring new risks, such as cyber-attacks, arising from the technology
● Monitoring activity- mobile banking, password usage, and so on

Payment banks expanding digital reach across India
Payment banks are taking further what digital wallets started, i.e., cashless economy. Almost everyone keeps
a smartphone nowadays, and there has been a surge in the number of digital wallet service providers that
have started offering their own payment banks. To help achieve the government’s and RBI’s objective of
financial inclusion and to extend organised banking services, the RBI granted payment bank licences to 11
entities in August 2015. Owing to various business factors, only 7 of the 11 started operations. To familiarise
India with transaction modes that did not involve the use of currency bills, payment banks expanded the
horizon of financial inclusion in the country.
Payments banks will revolutionise banking and make it very exciting for customers, and existing lenders will
have to improve services to retain depositors. Despite the strict guidelines issued by the RBI and the limit on
earning models due to no lending, payment banks’ licenses are still being sought out by the biggest names
in the industry. With India being on the verge of becoming a digital country, payment banks offer the reach
that traditional banks cannot.
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How digital banking has gained importance during COVID-19 pandemic
Amid heightened demand for online transactions buoyed by the rising use of mobile and smartphone
devices, digital banking has become an integral part of the banking sector business in the current
environment. Digital banking services, which are already at the cusp of a revolutionary transformation, driven
by technological and digital innovations, have further gained importance due to COVID-19-induced social
distancing measures.
In the current unprecedented situation wherein social distancing measures disrupted the entire business
activity, digitalisation has helped the banking sector continue with its major role of borrowing and lending
and to connect customers with their bank accounts at anytime and anywhere to access their money and
needs. The extended lockdown period resulted in subdued economic activity and lower discretionary
payments, thereby leading to a sudden fall in digital transactions, particularly in April 2020. However, it has
been observed that digital payments again gained pace in June 2020, with banks witnessing a renewed jump
in new volumes.

Way Forward
Digitization is not an option for the banking industry; it is rather inevitable because every industry is being
digitised, and the banking sector is no exception. It is also a part of the business models forcing banks to
adopt new technologies and strategies. The COVID-19-induced social distancing measures further
necessitated this, and with easy access to online banking, digitalisation is helping banks continue their
businesses and services without much interruption despite the extended lockdown imposed as a COVID-19
containment measure.
Increased smartphone adoption and favourable regulatory policies have created the baseline infrastructure
required for leapfrog growth in digital payments. Given the evolving nature of payment instruments and
technologies used to provide payment services, a framework for a regulatory sandbox for payment systems
would be designed to provide a controlled environment, with certain regulatory exemptions, to allow
experimentation for new payment system products by traditional and non-traditional players. Furthermore,
relentless innovation, easy-to-use payment products, interoperable payment platforms and customer
awareness are expected to continue to drive the shift to digital payments from cash.
Given the rapid pace of progress made in digital financial services, focused efforts are needed to strengthen
knowledge on safe digital financial practices. To effectively manage the banking business, banks must
embrace new technologies and modify them to suit their customer needs. The combination of digital
payments and financial inclusion will provide universal access to a wide range of financial services beyond
banking, such as insurance products. Going by the current trends in mobile banking, in the next five years,
much of that credit card spend may also migrate into mobile and digital wallets. Digital banking on the whole
is becoming the new normal for banking in India and provides a strong platform for enhancing credit growth,
building strong service capabilities and also improving operating efficiencies across the wide spectrum of the
financial services space in India.
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III. Co-lending model - Need of the Hour for Banks and NBFCs
After witnessing consistent growth of 20 percent up to fiscal 2018, lending by non-banking finance
companies (NBFCs) and housing finance companies (HFCs) considerably dropped in the second half of fiscal
2019 to less than 10 per cent. This sharp decline was a result of the sector undergoing a severe bout of a
liquidity crisis as investor confidence dipped post September 2018. Funding to the sector was impaired, and
many NBFCs curtailed disbursements. As traditional borrowing routes of term lending from banks and capital
market borrowings shrunk, NBFCs had to switch to loan securitisation, which witnessed an unprecedented
rise in fiscal 2019 and 2020, thereby aiding NBFCs in managing liquidity and ALM challenges. They also started
exploring co-lending arrangements with banks, thereby reducing the balance sheet exposure and conserving
capital and managing fund requirements. Brickwork Ratings (BWR) believes adopting the co-lending model
can be a win-win situation for all stakeholders.
Co-lending provides a unique opportunity for banks and NBFCs to come together and synergise their
business operations, and revive credit growth at a time when the economy is witnessing the biggest
disruption in the form of the COVID-19 pandemic, businesses across the globe have been adversely impacted
and borrowers are in need of liquidity and thereby, fresh credit, to manage liquidity and cash flows. This
model is currently in its early stage of adoption, and a few tie-ups have already happened between banks
and NBFCs. Going forward, the successful adoption of the model, achieving better volumes under co-lending,
will provide much needed impetus for the revival of lending growth.

Need for the model amplified post IL&FS fiasco in fiscal 2019
Since September 2018, NBFCs have been facing differentiation in market access and financial conditions, with
only higher-rated entities being able to raise funds. They have also started maintaining a liquidity cover of
two to three months, despite higher costs. NBFCs usually rely on short-term market borrowings for longterm loans. However, the IL&FS fiasco underlined the high business risk inherent in NBFC business models.
This caused risk aversion and caution on the lender/investor side. Lenders/investors turned vigilant and
started scrutinising NBFCs’ balance sheets and liquidity profiles more closely. They refrained from
incrementally funding NBFCs with higher leverage, mainly firms with a large portion of the wholesale lending
book, and also those with high asset-liability mismatches. Concerns on the strain on asset quality and
refinancing/liquidity issues further contributed to the escalation in funding costs. Smaller/mid-sized and AA
or lower rated / unrated NBFCs have been shunned by both banks and markets, accentuating the liquidity
tensions faced by NBFCs. The declining share of market funding for NBFCs is a concern as it has the potential
to accentuate liquidity and credit risk for the financial system.

Win-win model for banks and NBFCs
In the wake of falling credit growth from the latter half of fiscal 2019, co-origination of loans by banks and
NBFCs became an important alternate model for NBFCs, whereby loans are originated and serviced by them,
and the banks provide balance sheet strength by holding a significant part of the loan on their balance sheet.
It also provides a significant source for banks to scale-up and meet their priority sector lending targets. Colending provides a unique opportunity for banks and NBFCs to come together and synergise their business
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operations. Banks can leverage NBFCs' geographic reach and also benefit from their origination and servicing
capabilities without incurring much additional operating costs. Furthermore, NBFCs will get access to betterprofile clients, require lower capital for deployment, and improve liquidity and profitability, given the feebased nature of the business. It helps NBFCs get the funding they need, and the ultimate borrowers can
access funds at a cheaper rate.

Loan Growth (y-o-y)
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At a time when the economy is witnessing the biggest disruption in the form of the COVID-19 pandemic,
and businesses across the globe have been adversely impacted, borrowers are in need of liquidity and
thereby, fresh credit, to manage liquidity and cash flows. Co-lending can provide the much-needed impetus
with greater access to credit. To keep the banking system strong while fighting the COVID-19 pandemic,
BWR believes the lender community needs more collaboration among various stakeholders to unlock a
higher business value and deliver enhanced customer experience. The co-origination of loans is a critical
pathway to such collaborative business models that is expected to transform credit delivery in the times to
come.

Traction picking-up in co-lending business
Indian banks have a past experience in the co-origination of loans through the business correspondence
model. The business correspondent (BC) model was initiated by the Reserve Bank of India (RBI) in fiscal 2006
to promote financial inclusion in India. Under this framework, banks were permitted to use the services of
third-party agents as BCs to provide banking and financial services, such as credit and savings, on their behalf.
As on 31 March 2020, banks had 5,41,175 banking outlets in villages and 6,35,046 banking outlets in urban
locations covered through BCs. Encouraged by the success achieved through the BC model, banks are now
looking aggressively at the co-lending model.
Post September 2018, given the funding challenges faced by NBFCs, many started exploring co-lending with
banks as an important and necessary alternate business model. This model is currently in its early stage of
adoption, and a few tie-ups have already happened between banks and NBFCs. The major and medium
NBFCs have already migrated a large part of their business to this model and have tied-up with both public
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and private sector banks for co-Lending. Given the declining trend in growth in the credit of both banks and
NBFCs, BWR believes they should complement each other's strengths and actively pursue co-lending
arrangements. This can be successfully achieved by progressively integrating the credit and risk management
systems and processes of partner banks and NBFCs.
NBFCs will be the front end for customer sourcing and servicing. It would require multi-directional
information flow at various points between banks and NBFCs, which also necessitates the urgency for mature
integrated technology solutions. Financial institutions need to carefully evaluate if their current technology
systems are capable of handling the requirements of this arrangement.

Advantages and challenges of co-lending
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IV. Securitisation – A Key Essential for the Banking and
Financial Services
Securitisation, for India, is not just an innovative fixed income investing instrument, but an essential key
for the banking and financial services sector with an ever-growing importance. Banks meet their priority
sector targets partly through portfolio acquisitions and securitisation, thereby putting securitisation at
par with the banking book. For NBFCs and housing finance companies, securitisation plays a critical role
in growth and liquidity management. Securitisation, hence, acts as an unavoidable link between banks
and financial institutions, and an essential key for the financial sector.
In India, the securitisation market has been on an ever-evolving trajectory while sailing through
challenging times, including the global financial crisis, and the ongoing COVID-19 pandemic. However,
such times have always brought in financial innovations, regulatory strengthening, and stronger supply
and demand in the post-crisis period.

Genesis of Securitisation
Securitisation in its present form originated in the US in 1970, when the first mortgage-backed securities
(MBS) were issued. The concept of securitisation as a mode of financing was introduced by the US
government as an innovative initiative to promote secondary markets in mortgages to improve liquidity
of mortgage finance companies, and thereby, improve the reachability of affordable housing.
In India, securitisation has been in practice since the early 1990s, initially as an instrument for the bilateral
acquisition of the portfolio of finance companies. However, the lack of regulatory guidelines until FY07
and that of appropriate legislation, clarity on accounting treatment, limited understanding of the
instrument among investors, and originators constituted some of its initial challenges. Over the period,
the Reserve Bank of India (RBI) issued comprehensive guidelines on securitisation in fiscal 2007 and 2013,
along with the recent securitisation framework proposed in June 2020, namely for the securitisation of
standard assets (Draft Securitisation Framework) and a framework for the sale of loan exposures (Draft
Sale Framework), to bring securitisation in line with Basel III requirements. In fiscal 2020, the RBI had also
set-up a task force for the development of a secondary market for corporate loans, and separately, had
also set-up a committee for the development of the housing finance securitisation market in India. These
developments on regulations, due to domestic and international events, including the global financial
crisis, led to a more matured securitisation market in India, resulting in innovative structures, and
propelled securitisation volumes.

Securitisation trends in India
Growth in securitisation in India was driven mainly by the repackaging of retail assets and residential
mortgages from priority sector segments, and the same trend continues to dominate. NBFCs and
housing finance companies are the key originators of securitisation deals in India, while banks are the
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leading investors because of priority sector lending (PSL) targets. However, recently, the mix of PSL and
non-PSL securitisations were at similar levels due to increasing demand for the securitisation of gold and
consumer finance loans, which are not classified under the PSL scheme. Growth in non-PSL volumes
signifies the change in market dynamics and the entry of more originators (NBFCs, FinTech’s, corporates)
and investors due to the benefits of securitisation. Furthermore, the innovations on structured finance in
India continue to progress year-on-year to the recent invoice-backed securitisation and negotiable
warehouse receipts securitisation, to name a few, apart from multiple new innovative structures executed
in recent times.
Currently, three types of instruments are prevalent in the Indian securitisation market. They include assetbacked securities (ABSs), which are instruments backed by receivables from financial assets, such as
vehicle and personal loans, credit cards, and other consumer loans (but excluding housing loans);
mortgage-backed securities (MBSs), which are instruments backed by receivables from housing loans;
and collateral debt securities, which are instruments backed by various types of debt, including corporate
loans or bonds. In terms of volumes, ABSs have consistently led the Indian securitisation market, over
MBSs and collateral debt securities.

Trends in asset-backed securities and mortgage-backed
securities (Rs crore)
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Meanwhile, the trends in pass-through certificates (PTCs) and direct assignment (DA) were varying over
the years, depending on shifts in regulations at various points in time. DA transaction is in the nature of
a ‘loan sale’ and does not create tradeable securities, which is at the heart of any securitisation. A PTC is
a certificate that is given to an investor against certain mortgaged-backed securities that lie with the
issuer.
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Trends in PTCs and DA (Rs crore)
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As per our estimates, securitisation volumes for 2019-20 remained robust at ~ Rs 1.97 lakh crore, which is
similar to the previous financial year, despite the fall witnessed in the fourth quarter of FY20, due to the
spread of the COVID-19 pandemic and resultant nationwide lockdown imposed by the government.
Securitisation volumes during the period were at Rs 39000 crore, compared with Rs 46,000 crore during
similar period in the previous financial year. In FY20, PTC transactions contributed to ~39% of the total
volumes, compared with 36% in fiscal 2019. DA contributed to the remaining volume. The securitisation
volume mix based on asset classes witnessed the highest volumes from mortgage finance at ~31% of the
total volumes, followed by ~29% from the CV, CE and car finance product segments. Gold loan
securitisation’s, a new addition to the Indian structured finance market, contributed ~6% of the total volumes,
at ~Rs 12000 crore in fiscal 2020.
In the first quarter of fiscal 2021, securitisation volumes plunged by 80-90% to approx. Rs 7000 crore, as per
our estimates, due to the challenges raised by the COVID-19 pandemic. Lockdowns imposed by the state and
central governments have impacted cash flows in the economy. In addition, the loan moratorium offered by
lenders for a period of up to 6 months, as per RBI guidelines, have also thinned the collections in the first
quarter of the financial year. These factors resulted in minimal demand from investors.
Furthermore, because of the uncertainty in cash flows of end borrowers, coupled with operational challenges,
the funding requirements of HFCs and NBFCs declined during the first quarter, leading to limited incremental
disbursements. The NBFCs and HFCs focused on improving collections, rather than on fresh sourcing, during
the period. The availability of on-balance sheet funding through TLTRO schemes also reduced reliance on
securitisation. In the first quarter of 2021, ABSs constituted the majority of volumes, at ~75%, compared with
~60% during similar period in FY20. MBS constituted the remaining.
Additionally, as per our analysis, from ~75% of ABS volumes reported in the first quarter of fiscal 2021,
approx. 67% were gold loan receivables, compared with ~30% of the ABS volumes during similar periods in
FY20. The increase in gold loan backed securitisation was due to its strong demand among investors because
of its secured and short-tenure nature of loans, strong collection performance historically and due to rising
gold prices. Other asset classes saw limited interest from investors. Only prominent originators were able to
draw some interest from investors, primarily from insurance companies and new private banks. The
participation of mutual funds has also remained limited.
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Asset class-wise securitisation volumes – DA+PTC
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FY21 Securitisation Market
As per our estimate, securitisation volumes are expected to gradually improve over the coming quarters.
However, compared with the previous fiscal, volumes may dip by around 50% to approx. Rs 1 lakh crore.
The economy has already witnessed a contraction in the first quarter of 2021 due to the lockdown, which
resulted in supply chain disruptions and a contraction in demand. However, post the relaxation of lockdown
restrictions, economic activities have improved. BWR takes comfort in the improvement in collection
efficiencies reported by financial institutions since June to August of 2020, across asset classes, compared
with April 2020.
Continued efforts from the government and regulatory bodies to improve liquidity and demand in the
economy, along with the active down-streaming of necessary liquidity to financial institutions via banks, are
expected to improve the confidence of originators and investors. BWR also expects innovative structured
finance transactions across asset classes to aid in improving the liquidity position of financial institutions in
the rest of the current fiscal.
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List of abbreviations BWR – Brickwork Ratings

BC – Business Correspondent

CII – Confederation of Indian Industry

PSL – Priority Sector Lending

RBI – Reserve Bank of India

PSB – Public Sector Banks

PCA – Prompt Corrective Action

MBS – Mortgage Backed Securities

CD – Credit Deposit

ABS – Asset Backed Securities

FY – Financial Year

PTC – Pass Through Certificate

Mn – Millions

DA – Direct Assignments

Y-o-y – Year on Year

ECAA- External Credit Assessment Agency

LTRO – Long Term Repo Operations

SEBI – Securities Exchange Board of India

TLTRO – Targeted Long Term Repo Operations

MNRE- Ministry of New and Renewable Energy

OMOs- Open Market Operations
RTGS –Real Time Gross Settlement
NEFT- National Electronic Funds Transfer
IMPS - Immediate Payment Service
BHIM UPI - Unified Payments Interface
PoS- Point of Sale
BQR - Bharat QR
ATMs- Automated Teller Machines
NACH -National Automated Clearing House
ECS- Electronic Clearing Service
APBS- Aadhaar Payment Bridge System
AePS- Aadhaar Enabled Payment System
PPI- Prepaid Payment Instruments
NBFC – Non Banking Financial Companies
HFC – Housing Finance Companies
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About Brickwork Ratings
Brickwork Ratings is India’s home-grown credit rating agency built with superior analytical prowess from industry’s
most experienced credit analysts, bankers and regulators Established in 2007, Brickwork Ratings aims to provide
reliable credit ratings by creating new standards for assessing risk and by offering accurate and transparent ratings.
Brickwork Ratings provides investors and lenders timely and in-depth research across the structured finance, public
finance, financial institutions, project finance and corporate sectors. Brickwork Ratings has employed over 350 credit
analysts and credit market professionals across 8 offices in India. Our experienced analysts have published over 12,000
ratings across asset classes. Brickwork Ratings is committed to provide the investment community with the products
and services needed to make informed investment decisions. Brickwork Ratings is a registered credit rating agency
by Securities and Exchange Board of India (SEBI) and a recognized External Credit Assessment Agency (ECAI) by
Reserve Bank of India (RBI) to carry out credit ratings in India. Brickwork Ratings is promoted by Canara bank, India’s
leading public sector bank. More on Canara bank available at www.canarabank.co.in.
BWR Rating criteria is available at https://www.brickworkratings.com/ratingscriteria.aspx
Brickwork Ratings (BWR), a SEBI registered Credit Rating Agency, has also been accredited by RBI and empaneled by
NSIC, offers Bank Loan, NCD, Commercial Paper, MSME ratings and grading services. NABARD has empaneled
Brickwork for MFI and NGO grading. BWR is accredited by IREDA & the Ministry of New and Renewable Energy
(MNRE), Government of India. Brickwork Ratings has Canara Bank, a Nationalized Bank, as its promoter and strategic
partner.
BWR has its corporate office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh,
Chennai, Guwahati, Hyderabad, Kolkata, Mumbai and New Delhi along with representatives in 150+ locations. BWR
has rated debt instruments/bonds/bank loans, securitized paper of over 10,00,000 Cr. In addition, BWR has rated over
6300 MSMEs. Also, Fixed Deposits and Commercial Papers etc. worth over 24,440 Cr have been rated.
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The Confederation of Indian Industry (CII) works to create and sustain an environment conducive to
the development of India, partnering industry, Government and civil society, through advisory and consultative
processes.

For 125 years, CII has been working on shaping India’s development journey and, this year, more than ever before,
it will continue to proactively transform Indian industry’s engagement in national development.
CII is a non-government, not-for-profit, industry-led and industry-managed organization, with about 9100 members
from the private as well as public sectors, including SMEs and MNCs, and an indirect membership of over 300,000
enterprises from 288 national and regional sectoral industry bodies.
CII charts change by working closely with Government on policy issues, interfacing with thought leaders, and
enhancing efficiency, competitiveness and business opportunities for industry through a range of specialized services
and strategic global linkages. It also provides a platform for consensus-building and networking on key issues.
Extending its agenda beyond business, CII assists industry to identify and execute corporate citizenship programmes.
Partnerships with civil society organizations carry forward corporate initiatives for integrated and inclusive
development across diverse domains including affirmative action, livelihoods, diversity management, skill
development, empowerment of women, and sustainable development, to name a few.
With the Theme for 2020-21 as Building India for a New World: Lives, Livelihood, Growth, CII will work with
Government and industry to bring back growth to the economy and mitigate the enormous human cost of the
pandemic by protecting jobs and livelihoods.
With 68 offices, including 9 Centres of Excellence, in India, and 9 overseas offices in Australia, China, Egypt,
Germany, Indonesia, Singapore, UAE, UK, and USA, as well as institutional partnerships with 394 counterpart
organizations in 133 countries, CII serves as a reference point for Indian industry and the international business
community.
Confederation of Indian Industry
West Bengal
6, Netaji Subhas Road, Kolkata-700001
West Bengal, India
Phone : +91-33-22307727 / 28 / 1434 / 22303354
Fax :+91~33~22301721 E:info@cii.in W:www.cii.in
Follow us on:

cii.in/facebook

cii.in/twitter

cii.in/linkedi

cii.in/youtube

Reach us via our Membership Helpline Number: 00-91-99104 46244
CII Helpline Toll Free Number: 1800-103-1244
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