Survey on International Trade
in Banking Services: 2016-17*

The annual survey of international trade in banking
services (ITBS) covers the functioning of overseas branches/
subsidiaries of Indian banks and branches of foreign
banks operating in India. The survey collects the profile
of their fund/mon-fund based business as well as their
income, expenditure and profitability. During 2016-17,
bank credit, intevest income and profitability declined
for all categories of banks with cross-border presence and
their consolidated balance sheet also contracted, veflecting
global moderation of trade in banking services'.

Introduction

International trade in banking services (ITBS)
covers banking services provided to residents of an
economy through local presence of (a) foreign banks
and (b) foreign affiliates. Itincludes fund-based services
(such as, deposit-taking, lending to firms, consumer
finance) and a host of non-asset-based services (e.g.,
securities underwriting, local currency bond trading,
foreign exchange trading, custody services, financial
consultancy services, funds transfer and management
services).? Over the decades, the number of Indian
banking outlets operating abroad and the number
of branches of foreign banks operating in India have
increased to meet the demand for cross-border banking
services and it is useful to assess their efficiency and
other parameters regularly.

The framework of the General Agreement on
Trade in Services (GATS) under the World Trade
Organisation (WTO) envisages that delivery of

This article is prepared by Seema Jaiswal, Prithwis Jana and Pallavi in
the External Liabilities and Assets Statistics Division, Department of
Statistics and Information Management, Reserve Bank of India. The views
expressed in the article are those of the authors and are not necessarily
shared by the Reserve Bank.

1 Detailed data related to ITBS 2016-17 survey have been released on RBI

website (www.rbi.org.in) on November 1, 2017 where further details of the
banking services covered under the survey are also given.

2 The previous article in the series with reference period 2015-16 was

published in November 2016 issue of the Reserve Bank of India Bulletin.
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any commercial service can be in one of the four
modes, viz.,, Mode-1 (cross-border exchange), Mode-2
(consumption abroad), Mode-3 (commercial presence)
and Mode 4 (movement of natural persons), as per
the global manual of statistics of international trade
in services (MSITS). Service rendered by a bank
with cross-border presence in the territory of the
country availing service, comes under Mode-3. Such
presence can be through various investment vehicles
like representative offices, branches, subsidiaries,
associates and correspondents. GATS emphasises inter
alia the need of consistent and comparable statistics
on ITBS for assessing the progress of liberalisation of
financial services sector.

The Reserve Bank has been conducting the
annual ITBS survey since 2006-07 to compile
information on banking services provided under
the Mode-3 of supply. The survey covers overseas
branches and subsidiaries of Indian banks as well
as foreign banks operating in India. As per the IMF's
Balance of Payments and International Investment
Position Manual: Sixth edition (BPM6), subsidiary is
a direct investment enterprise (DIE) over which direct
investor is able to exercise control, which is assumed
to exist if the investor has majority share in total
equity of the investment recipient enterprise.

The 2016-17 survey round covered 192 overseas
branches and 325 overseas subsidiaries of Indian
banks as well as 286 branches of foreign banks
operating in India. As all banks with cross-border
presence responded to the survey, the results present
census position, though the data for the latest year
remain provisional. In this article, the salient features
of the international trade in banking services in the
last few years are analysed in terms of branch network
(section 2), fund based and non-fund based business
(section 3 and 4) and profitability (section 5). Some
concluding thoughts are given in section 6.

2. Branch Distribution

Cross-border presence of banks has increased
over the years in line with the growing demand from
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cross-border trade and other activities. The number of
Indian banks' overseas branches increased gradually
from 121(with 2,629 employees) in March 2008 to 192
(with 3,984 employees) in March 2017 (Chart 1). The
highest number of such branches was in the United
Kingdom (33), followed by Hong Kong (17), Singapore
(16), United Arab Emirates (15), Sri Lanka (13) and
South Africa (12).
the overseas presence of Indian banks, where State

Public sector banks dominated

Bank of India had the largest overseas presence (61
branches in 22 countries) followed by Bank of Baroda
(47 branches in 15 countries). The number of foreign
bank branches increased from 273 in March 2008 to
317 in March 2016 before declining to 286 in March
2017 and their staff-strength declined from 30,159 in

March 2008 to 24,766 in March 2017. Indian banks'
overseas branches employed 63.3 per cent local
employees whereas 99.3 per cent of foreign banks
employees working in India were local (Table 1).

3. Fund based business

Bucking the past trend, the total assets/liabilities
of all groups of banks (viz., overseas branches of
Indian banks, their subsidiaries operating abroad and
foreign banks’ branches operating in India) contracted
in 2016-17 (Table 2 and Chart 2). Business of Indian
banks’ branches abroad and Indian banks' subsidiaries
abroad recorded higher contraction (-5.2 per cent and
-5.7 per cent, respectively) as compared to foreign
banks operating in India (-1.4 per cent).

Table 1: Composition of Employees — 2015-16 and 2016-17

Category Indian Banks’ Indian Banks’ Foreign Banks’
Branches Operating Abroad Subsidiaries Operating Abroad Branches in India

2015-16 2016-17 2015-16 2016-17 2015-16 2016-17
Total number of branches 189 192 310 325 317 286
Total number of employees 4,040 3,084 4,001 4,704 26,642 24,766
of which:
Local 2,549 2,520 3,616 4,104 26,487 24,602
Indians 1,368 1,417 401 458
Others 123 47 74 52 155 164
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Table 2: Bank Balance Sheet — 2012-13 to 2016-17 (end-March)
Category 2012-13 2013-14 2014-15 2015-16 2016-17
Indian Banks’ Branches Operating Abroad
Credit to Total Assets (%) 58.9 58.5 57.4 58.3 59.6
Deposits to Total Liabilities (%) 39.5 39.0 39.0 36.7 36.4
Total Assets/Liabilities (% billion) 9,939.8 12,791.2 14,520.0 15,323.6 14,530.7
Total Assets/Liabilities (US$ billion)* 182.8 212.8 232.0 231.1 224.2
Indian Banks’ Subsidiaries Operating Abroad
Credit to Total Assets (%) 66.5 67.9 70.7 69.1 68.5
Deposits to Total Liabilities (%) 55.2 58.2 58.1 56.7 55.9
Total Assets/Liabilities (X billion) 848.3 1,050.9 1,069.5 1,347.5 1,271.3
Total Assets/Liabilities (US$ billion)* 15.6 17.5 17.1 20.3 19.6
Foreign Banks’ Branches in India

Credit to Total Assets (%) 50.7 40.8 44.8 46.2 42.4
Deposits to Total Liabilities (%) 46.7 47.8 53.7 56.0 57.5
Total Assets/Liabilities ( billion) 6,060.5 7,290.3 7,497.6 8,172.7 8,075.2
Total Assets/Liabilities (US$ billion)* 111.5 121.3 119.8 123.2 124.6

* Using end-March RBI reference rate of Rupee/US Dollar.

It is noteworthy that on average, the balance
sheet of all bank-groups has grown at a lower pace
during the latest three years (2014-17) than in the past
(2009-14). Similar pattern is witnessed at the global
level in the international banking statistics (IBS) of
the Bank for International Settlements (Chart 3). It is

noted that the combined cross-border liabilities and
assets (locational banking statistics — LBS) of all IBS-
reporting countries in March 2017 were over 5 per
cent lower than their level in March 2014. This can
be attributed to lower requirements of bank-financing
in light of moderate levels of economic activities,
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Chart 3: International Banking Statistics - Annual Growth
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which has been a widespread concern and therefore
necessitated measures like sustained low interest rate
regime, easy liquidity conditions and several other
policy measures, at the global level.

India’s share in IBS liabilities/assets is relatively
low but it has gradually increased over 2002-2016.
At end-March 2016, India's share in the combined
liabilities and assets of IBS-reporting countries stood

at 0.65 per cent and 0.24 per cent, respectively.

These, however, declined marginally during 2016-17
(Chart 4).

The tempered condition of fund-based banking
business (Table 2 and Chart 2) is best reflected in the
decline in loans extended by the three bank-groups
(Chart 5). It is important to note here that lending
accounted for nearly 60 per cent of the US$ 224 billion
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Chart 5: Annual Credit Growth
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Chart 6: Credit-Deposit Ratio
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asset-base of overseas branches of Indian banks in
March 2017 whereas it constituted 42 per cent of
foreign bank's assets in India (US$ 125 billion).

On the liabilities side, all bank groups barring
foreign banks' branches in India witnessed decline
in deposits during 2016-17. Foreign banks in India,
like other banks in India, witnessed a surge in
their deposit base following the demonetisation of
specified bank notes (SBNs) during the later part of
the year. Deposit mobilisation, however, has not been
a constraint for lending by these banks with cross-
border presence as they mobilise resources through
other avenues, including headquarter funding. As a
result, their credit-deposit ratio has been generally
around 100 per cent or even well above that, which
is also the case of overseas branches of Indian banks
consistently (Chart 6).

4, Non-Fund based business

Banks charge explicit and implicit fees or
commission to customers for rendering various
banking services. Information on such fee and
commission provides a valuable sketch of international
trade in banking services. The ITBS survey classifies
such services into eleven major groups, as per the
MSITS. The share of fee income in total income of
various groups of banks ranged between 11-22 per
cent (Table 3).

Fee income of Indian banks' overseas subsidiaries
declined for the third consecutive year in 2016-17
but it increased for Indian banks' branches operating
abroad and foreign banks' branches operating in
India, after a dip in the previous year (Table 3). It was
evenly distributed across the four quarters of 2016-17
(Chart 7). Indian banks’ overseas branches maintained

Table 3: Fee Income / Commission for Banking Services

(Amount in ¥ billion)

2012-13 2013-14 2014-15 2015-16 2016-17
Overseas Branches of Indian Banks 93.5 89.6 04.3 87.3 94.0
Overseas Subsidiaries of Indian Banks 4.8 16.6 13.0 10.4 9.3
Foreign Bank Branches in India 74.5 78.8 72.7 70.6 71.3
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Table 4: Activity Share in Trade in Banking Services
(per cent)
Activity Indian Banks’ Branches Operating Abroad Foreign Banks’ Branches Operating in India
2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17 | 2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17
Deposit Account Management Services 83 1.3 1.2 1.4 3.4 5.1 4.6 2.8 1.9 1.8
Credit Related Services 43.2 27.8 28.2 30.0 30.1 12.2 11.9 12.0 13.8 9.7
Financial Leasing Services 0.0 0.0 0.0 0.0 0.1 0.0 0.0 0.0 0.0 0.0
Trade Finance Related Services 36.7 16.0 16.0 15.8 215 22.1 17.1 16.6 18.7 15.6
Payment and Money Transmission Services 5.7 3.1 3.6 3.8 3.3 15.0 15.7 183 23.5 23.8
Fund Management Services 0.0 0.0 0.0 0.0 0.0 6.1 4.4 5.6 7.1 6.0
Financial Consultancy and Advisory Services 0.1 1.2 13 0.8 0.4 15.0 16.6 17.2 10.8 10.5
Underwriting Services 0.0 0.0 0.0 0.0 0.1 0.2 2.9 0.6 0.8 1.1
Clearing and Settlement Services 0.3 0.4 0.5 0.6 0.5 1.2 0.9 0.7 1.0 0.7
Derivative, Stock, Securities, Foreign Exchange 3.5 22.1 20.8 23.7 20.4 17.6 20.9 204 9.5 16.4
trading Services
Other Financial Services 2.3 28.0 28.4 23.9 20.1 5.6 4.8 5.9 13.0 143
All activities 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

their focus on rendering ‘credit related services’,
‘trade finance related services' and 'derivative, stock,
securities, foreign exchange trading services’, which
together accounted for over 70 per cent of their fee
income during 2016-17. Foreign banks operating in
India had more diversified platter and 'payment and
money transmission services' was the highest source

of fee income (Table 4).

Earnings of Indian banks' branches in the UK
from rendering banking services were the highest

followed by those in the UAE, Hong Kong and
Singapore (Table 5) and a dominant portion of their fee
income is earned from services rendered to residents
(Chart 8). Earnings of banks from the USA and Japan
in India from such operations remained higher than
the amount accrued from similar operations by Indian
banks in these countries.

5. Profitability

The waning of advances during 2016-17 led to 2.9
per cent drop in interest income of overseas branches

Table 5: Country-wise classification of Fee Income by Indian banks’ branches operating
abroad and Foreign Banks Operating in India

(Amount in ¥ billion)

Indian Banks’ Branches Operating Abroad Foreign Banks’ Branches Operating in India

2012-13 2013-14 2014-15 2015-16 2016-17 2012-13 2013-14 2014-15 2015-16 2016-17
Bahrain 29 3.9 5.2 3.9 3.3 0.1 0.1 0.1 0.1 0.0
Hong Kong 9.4 7.9 8.2 7.2 6.2 15.7 13.4 13.5 4.4 4.2
Japan 1.0 1.2 0.8 1.4 0.9 1.4 1.2 1.4 1.6 1.4
Singapore 8.2 7.5 73 6.8 5.7 3.6 23 2.2 2.4 2.0
Sri Lanka 15.4 0.3 0.4 0.3 0.7 0.0 0.0 0.1 0.1 0.1
UAE 4.1 8.5 9.9 9.0 8.0 0.2 0.4 0.4 0.5 0.8
UK 38.8 49.8 523 48.0 48.2 18.5 23.0 18.5 16.4 16.4
USA 4.3 3.7 4.1 4.1 3.7 20.4 26.6 25.6 28.6 35.2
Other Countries 0.4 6.8 6.1 6.6 17.4 14.6 11.8 10.9 9.1 11.2
Total 93.5 89.6 94.3 87.3 94.0 74.5 78.8 72.7 63.1 713
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Chart 7: Fee income / Commission for Banking Services: Annual and Quarterly
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of Indian banks (IB Br O) and their total income
declined by 4.6 per cent as non-interest income also
dropped significantly. This led to the a typical situation
of their expenditure exceeding income during the
year. Foreign banks in India (FB_Br I) also had lower
interest income though higher non-interest earnings

led to 3.8 per cent growth in their total income. The

divergence in business funding models of banks
was appropriately reflected in the share of interest
expenses in total expenditure which was 58.6 per cent
for overseas branches of Indian banks, 37.5 per cent
for overseas subsidiaries of Indian banks (IB_Sub_O)
and 46.1 per cent for foreign banks operating in India
(Chart 9 and Table 6).
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Chart 9: Income and Expenditure - 2016-17
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Despite lower asset base, foreign banks in India
generally recorded higher profitability than the
overseas branches and subsidiaries of Indian banks.
Focus on non-fund based activities generating higher
fee income contributed to this. The decline in credit
base and interest income across all groups of banks
during 2016-17 coincided with lowering of asset base
and increase in non-interest income for foreign banks
in India and, as such, the income to total assets ratio

Table 6: Income and Expenditure —
2012-13 to 2016-17

(Amount in ¥ billion)

2012-13 | 2013-14 | 2014-15 | 2015-16 | 2016-17
Indian Banks’ Branches Operating Abroad
Income 365.6 399.8 4323 457.3 436.1
Expenditure 273.7 306.4 318.8 419.4 453.0
Indian Banks’ Subsidiaries Operating Abroad
Income 48.0 56.1 59.0 67.3 68.0
Expenditure 34.3 45.8 48.4 62.8 67.7
Foreign Banks’ Branches Operating in India
Income 528.4 587.2 647.7 647.4 671.7
Expenditure 372.6 446.5 489.5 498.1 514.8

did not undergo any major shift. The profitability ratio
(return on assets - ROA), however, plummeted for
overseas branches/subsidiaries of Indian banks but it
increased for foreign banks in India due to a surge in
their non-interest income (Charts 10A and 10B).

Country-wise data indicate that Indian banks’
branches operating in Bangladesh continued to have
the highest ROA (3.8 per cent) during 2016-17 followed
by banks in Maldives (2.3 per cent). In countries with
larger number of branches, the ratio was lower at 0.5

Chart 10A: Income to Total Assets
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Chart 11: Country-wise ROA — Overseas Branches of Indian Banks
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per cent for Singapore, 0.02 per cent for the UK, and
-0.05 per cent for Hong Kong (Chart 11).

6. Conclusion

During 2016-17, international trade in banking
services from/to India moderated due to subdued
level of global economic activities. Global growth
in trade in banking services has decelerated in the
recent period, especially during the last three years,
as reflected in international banking statistics (IBS)
of the BIS. The expansionary phase of cross-border
presence of banks has come to a near-cessation and
branches / staff-strength of foreign banks in India
reduced during 2016-17. The decline in the balance
sheet was more pronounced in case of overseas banks
from India than foreign banks in India. Lower demand

RBI Bulletin December 2017

for bank funds resulted in decline in lending by all
bank groups. Deposit mobilisation by these bank-
groups also declined, barring a marginal growth in
demonetisation-related deposits of foreign banks in

India.

The weakening of fund based activities of cross-
border banks was, however, not witnessed in non-
fund based activities. Fee and other income remained
an important constituent of banks' profitability. Most
of the fee income of Indian banks’ overseas branches
came through rendering services to residents. Non-
interest income is a primary component in total
income for foreign banks operating in India, due to
which their income and profitability generally exceeds
that of Indian banks' overseas branches despite a

lower asset base.
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