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Chapter III

Regulatory Initiatives in the Financial Sector

In their vesponse to COVID -19 pandemic, central banks and other vegulators as well as standard setting bodies
have gone beyond the policy measurves undertaken during the Global Financial Crisis (GFC) to addvess sagging
demand conditions, sector-specific liquidity stress and financial stability and other concerns. Such policy actions
find justification in the immediate circumstances, but they have also to balance vegulatory and supervisory
principles that ensure transparvency with long-term stability of the financial system. On the domestic front, the
Government of India and the financial sector regulators took several steps to deal with the pandemic-induced
disruptions. The Financial Stability and Development Council (FSDC) along with its Sub Committee (FSDC-

S8C) have been alert to emerging challenges.

3.1  COVID-19 has taken a colossal toll of lives
and livelihood and posed a cataclysmic threat to
global financial stability. During Q1:2020, prices
of risk assets collapsed, and market volatility
spiked, with expectations of widespread defaults
leading to a surge in borrowing costs. Given the
unprecedented nature of the crisis, central banks
have been called to the frontline again and have
mobilised an unprecedented defence, involving
both conventional and unconventional instruments
— interest rate reduction; funding liquidity and
market liquidity expansion; asset purchases;
credit easing; macroprudential policies; and swap
lines - to keep financial markets and financial
intermediaries functional, and to preserve global
financial stability. As a result of these measures!,
equity markets recovered from their troughs, credit
spreads narrowed from peaks, investor confidence

improved, and risk appetite is gaining traction.
I11.1 Monetary Policy

3.2 As COVID-19 exploded into a pandemic,
central banks' first line of defence was to reduce
policy interest rates in order to ease borrowing

costs and financial stress. Among the systemically

important central banks, the US Federal Reserve (US
Fed) cut its target for the Federal funds rate by 150
bps to a range of 0 to 0.25 per cent in a space of less
than 2 weeks. The Bank of England (BoE) reduced
its policy rate by 65 bps in little more than a week
to 0.1 per cent. Among other advanced economies,
central banks had little room available as they were
either close to the zero lower bound or already in
the negative interest rate territory as in the case
of European Central Bank (ECB) and the Bank of
Japan (BoJ), the latter maintaining 10-year JGB yields
at around 0 per cent under its yield curve control

policy.

3.3 Central banks in developing countries also
cut their policy rates sizeably relative to their
own histories. Among the large emerging market
economies, the Banco Central do Brasil cut its policy
rate by 75 bps; the South African Central Bank
reduced its policy rate by 100 bps; the Central Bank of
the Republic of Turkey reduced its policy rate by 100
bps and Bank Indonesia lowered its policy rate by 50
bps. Central banks also provided forward guidance
on the future path of policy rates, indicating a highly

accommodative policy stance going forward.

1" Global Financial Stability Report Update, International Monetary Fund, June 2020.
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I11.2 Funding and Market Liquidity

3.4 Central banks

developing countries also resorted to extraordinary

in both developed and

infusion of liquidity in the wake of the pandemic.
The US Fed, which was offering USD 100 billion in
overnight repo and USD 20 billion in 2-week repo,
expanded the facility, offering USD 1 trillion in daily
overnight repo, USD 500 billion in one month repo
and USD 500 billion in 3-month repo. In addition, it
established - re-established in some cases - a series
of facilities aimed at providing funding liquidity or
improving market liquidity to ensure the smooth
functioning of financial markets and to maintain the
flow of credit in the economy. Central banks in other
major economies, both advanced and emerging, also

took several measures to provide liquidity, with

several of them tailored to the country-specific
context (Table 3.1). These monetary authorities are
continuously recalibrating these facilities in terms of
size, duration and collaterals accepted. In a similar
vein, central banks in developing countries have
also established facilities for providing liquidity and
supporting economic activities. These facilities are
commensurate with the stage of development of
their financial systems and the headroom available.
Central banks in emerging markets (EMs) have also
proactively infused liquidity to prevent sudden
insolvencies and thereby support financial stability.
In India, the Reserve Bank of India (RBI) along with
the Ministry of Finance and other financial sector
regulators made robust interventions to offset the
impact of the pandemic, which are detailed later in
the section on ‘Domestic Developments'.

Table 3.1 : COVID-19 Liquidity Facilities

Central Bank Policy Action Details

Bank of England
of central bank reserves.

New term funding scheme with additional incentives for small and medium-sized enterprises (TFSME), financed by the issuance

Establishment of a COVID corporate financing facility which will provide funding to businesses by purchasing commercial papers
of up to one-year maturity issued by firms making a material contribution to the UK economy.

Activation of the contingent term repo facility (CTRF) - a temporary enhancement to its sterling liquidity insurance facilities.

Term funding scheme for small and medium-sized enterprises (TFSME). TFSME allows eligible banks and building societies to
access 4-year funding at rates close to the bank's rate.

liquidity to the government.

Extended the use of the government'’s long-established Ways and Means (W&M) facility temporarily by providing short term

Bank of Japan

Committed to purchasing up to yen 12 trillion in ETFs and yen 180 billion in J-REITs.

Committed to purchasing 3.2 trillion yen in commercial papers and 4.2 trillion yen in corporate bonds.

Increased the maximum amount of additional purchases of CP and corporate bonds and conducted purchases with the upper limit
of the amount outstanding of about 20 trillion yen in total. Maximum amounts of additional purchases of CP and corporate bonds
will be increased from 1 trillion yen to 7.5 trillion yen for each asset. Other than the additional purchases, the existing amounts
outstanding of CP and corporate bonds will be maintained at about 2 trillion yen and about 3 trillion yen respectively.

European Central | Eased the collateral standards by adjusting the main risk parameters of the collateral framework and expanding the scope of
Bank additional credit claims (ACC) to include claims related to the financing of the corporate sector.

Expanded the range of eligible assets under the corporate sector purchase programme (CSPP) to non-financial commercial papers,
making all commercial papers of sufficient credit quality eligible for purchase under CSPP; conducted LTROs and TLTROs.

pro rata.

Approved the creation of a guarantee fund worth EUR 25 billion by raising money from the European Union (EU) member states

Decided to conduct a new series of seven pandemic emergency longer-term refinancing operations (PELTROs).
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Table 3.1 : COVID-19 Liquidity Facilities (Contd.)

Banco Central do | Introduced special temporary liquidity line.

Brazil

Conducting repurchase operations — with up to one-year term — backed by federal government securities.

Bank Indonesia

Expanded monetary operations by providing banks and corporates a term-repo mechanism with tenures up to one year.

ensure adequate liquidity.

Increased the frequency of FX swap auctions for 1, 3, 6 and 12-month tenures from three times per week to daily auctions to

Central Bank of
the Republic of

Changed the Turkish lira and foreign exchange operations conducted at the Central Bank of the Republic of Turkey (CBRT) to
include asset-backed securities and mortgage-backed securities in the collateral pool.

Turkey

one-week repo rate.

Liquidity provided via repo auctions with maturities up to 91 days with an interest rate that is 150 basis points lower than the

Bank of Russia

Raised the maximum aggregate limit under irrevocable credit lines for systemically important credit institutions from 1.5 to 5
trillion roubles for the period April 1, 2020 to March 31, 2021.

Increased the limit on its FX swap operations to provide US dollars with the maturity date of 'today’ to USD 5 billion.

People's Bank of
China

Injected RMB100 billion via the medium-term lending facility.

South African
Reserve Bank

Adjusted the standing facilities (SF) borrowing rate-the rate at which SARB absorbs liquidity- to a repo rate less 200 basis points.
Previously, the borrowing rate was the repo rate less 100 points.

Provided intra-day liquidity support to clearing banks with intra-day overnight supplementary repurchase operations (IOSROs).

Source: COVID-19 Financial Response Tracker, Yale Program on Financial Stability (YPFS).

I11.3 Asset Purchases

3.5 Many central banks resumed large-scale
asset purchases, or 'quantitative easing’ (QE), a key
tool used in response to the GFC to overcome the
zero lower bound which has been hit by most AE
central banks. The US Fed announced its intention
to increase its holdings of Treasury securities and
agency mortgage-backed securities (MBS) by at least
USD 500 billion and USD 200 billion, respectively, to
support the smooth functioning of financial markets.
Subsequently, it went for open-ended purchases and
also widened the purchases to include commercial
mortgage-backed securities to support smooth
market functioning and effective transmission of
monetary policy to broader financial conditions
and the economy. Market activity subsequently
improved, and the Fed tapered its purchases through
April and May. On June 10, however, the Fed
indicated it would stop tapering and would buy at
least USD &0 billion a month in Treasuries and USD

40 billion in residential and commercial mortgage

backed securities until further notice. Between mid-
March and mid-June, the Fed's portfolio of outrightly
held securities grew from USD 3.9 trillion to USD 6.1
trillion. Likewise, the BoE increased its holdings of UK
government and sterling non-financial investment-
grade corporate bonds by £200 billion. The Boj
decided to (a) actively purchase ETFs and Japan real
estate investment trusts (J-REITs) to support their
issuance; and (b) conduct further active purchases
of both JGBs and T-bills, with a view to maintaining
stability in the bond market and stabilising the entire
yield curve at a lower level. The ECB launched a new
temporary asset purchase programme - the Pandemic
Emergency Purchase Programme (PEPP) - directed at
private and public sector securities to the tune of
€750 billion. It also added a temporary envelope of
additional net asset purchases of €120 billion until
end-2020 to the existing asset purchase programme
(APP). Central banks in developing countries largely
resorted to traditional open market operations
(OMOs) in respective government securities to
support the financial markets' functioning and some
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of them fashioned unconventional liquidity tools in

response to the extraordinary situation.
I11.4 Credit Facilities

3.6 As QE programs appeared to reach a wall in
their efficacy — while overall borrowing costs eased,
risk averse financial intermediaries and markets
continued to discriminate against entities lower
down in the credit risk curve - central banks made
efforts to ensure credit flow to productive sectors.
The US Fed established new facilities to support
large corporations, small businesses, states and
municipalities and, in an unprecedented move,
decided to provide up to USD 2.6 trillion in loans
although utilisation levels of the various programs
have been significantly small relative to the outlay.
The ECB recalibrated its targeted lending operations

by expanding the range of acceptable collaterals

with reduced haircuts for its refinancing operations,
and also introduced pandemic emergency longer-
term refinancing operations (PELTROs). The BoE
introduced a 4-year concessional funding facility for
banks, with provisions for additional funding for
lending to small and medium sized enterprises.

3.7 These credit easing measures have helped in
alleviating panic selling and in stabilising market
through
effects. In the US, corporate bond prices have been

conditions, including announcement
boosted across the rating spectrum, fuelling a record
surge in new corporate bond sales, backed by the Fed's
purchases of USD 3 billion out of the budgeted USD
750 billion for corporate debt purchases till June 3.
It is noteworthy that companies have been reluctant
to utilise these facilities in jurisdictions with strong
market oversight and corporate governance in view

of perceptions of stigma (Table 3.2).

Table 3.2 : Credit Support Intervention

Country Program Name Total Funding Coverage Ratio Program Description
Australia | Coronavirus SME | AUD 40 billion 50% Guarantee on new unsecured loans to be used for working capital
Guarantee Scheme (%?B;;s SMEs with revenue up to AUD 50 million are eligible
Maximum total size of loans is AUD 250,000
Three year term
Initial 6 months repayment holiday
Government is encouraging lender to provide facilities that SMEs only have
to draw if needed (means that SME will only incur interest on the amount
they draw down)
Begins in April 2020 and available through September 30 2020
Austria Bridge-Finance EUR 9 billion 100% up to EUR | Updated initial program after EU amended Temporary Framework
Guarantees d1‘1e to 500.000; For loans up to EUR 500k, 100% guarantee with 3 month Euribor + 75 bps
the Coronavirus 90% up to EUR 27.7 |, ; . ;
" 1 interest, but 2 years interest free. No guarantee fees. Can be combined with
Crisis (operated million; a guarantee on up to EUR 1.5 million with coverage of 90%
by Austria (previously offered guar P i ton wi verag >
Wirtschaftservice 80% up to EUR 1.5 | For loans up to EUR 27.7 million, 1% interest with a guarantee fee between
aws) million) 0.25% and 1%
Loan term of 5 years
NOBEG EUR 20 million 80% Lower Austria only, SMEs in the tourism and trade and membership in
chamber of commerce
Working capital loan of EUR 500k max, 5 year term
Government pays the processing fee and guarantee commission
Brazil Operations BRL 15.9 billion 100% Launched on June 10
F illi
Guarantee Fund | (USD 3 billion) Guarantees loans for micro and small enterprises in the National Support
Program for Micro and Small Enterprises (Pronampe)
Up to 85% of a portfolio can be guaranteed
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Table 3.2 : Credit Support Intervention (Contd.)

Country

Program Name

Total Funding

Coverage Ratio

Program Description

30% of gross 2019 revenue cap

36 month term with 8 month grace period

Must commit to preserving the number of employees from the date of
contracting the loan to 60 days after receiving the last instalment

Bulgaria

Program for
liquidity support
through portfolio

guarantees for
micro and SMEs
suffering from the
declared emergency
and COVID-19

BGN 1.6 billion
expected
portfolio (USD
919 million)

80%

Max loan size of BGN 300k

Can guarantee up to 80% of the bank's loan portfolio

5 year term

36 month grace period on principal and interest

Reduced collateral requirements, max set at 20%

outbreak
Chile FOGAPE USD 3 billion | Not predetermined, | Loan size equal to 3 months of sales
(to mobilize guarantee rights are ) )
USD 24 billion) Juctioned Term of 24 to 48 months with 6 month grace period
Maximum interest of 300 bps above benchmark
UF25,000 in sales and less eligible for the program
Auction guarantees to bank, the first offer was in May and worth rights for
UF 30 million or USD 1 billion.
Denmark | Garantiordning DKK 1 billion 70% For SMEs only that expect to experience a 30% decline in revenue
for udlén til smé- (USD 151
11 Term max of 7 years
og mellemstore million)
virksomheder
EU InnovFin SME EUR 1 billion | 80% (up from 50%) |The EC unlocked EUR 1 billion from the EFSI budget to guarantee the EIF
Guarantee and (to mobilize allowing the EIF to issue a special guarantee for 100,000 SMEs
EL EUR 8 billi
COsM o UR 8 billion) Guarantees offered through the EIF to the market via a call for expressions
Guarantee Facility .
of interest
Finland Finnerva Start Part of EUR 2 80% For companies operating for a maximum of 3 years
illi ki
Guarantee billion package Coverage ratio is up to 80%
Guarantee fee of max 1.75%
Service fee is reduced to 0.1%
Minimum loan size of EUR 10,000 and maximum guarantee is EUR 80,000
One firm can receive another guarantee but 2 months required between,
total per firm is EUR 160,000
Finnerva SME Part of EUR 2 80% For companies operating more than 3 years
Guarantee billion package Maximum loan size of EUR 150,000
Investment and working capital, but not repayment of existing debt
Minimum EUR 10,000
One firm can receive another guarantee, but 2 months required between,
total per firm is EUR 240,000 (guarantee size not loan size)
No collateral required
Guarantee fee based on the company's rating given by the Suomen
Asiakastieto (0.95% for AAA or AA+ and 1.75% for AA, A+, A and B)
France State Guaranteed | EUR 300 billion | 90% for loans to | Emergency aid under COVID response on March 16

Loan

firms with less than
5000 employees;
80% for loans to
firms with 5000

employees or more
or EUR1.5bin

turnover
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Table 3.2 : Credit Support Intervention (Concld.)

Country Program Name | Total Funding Coverage Ratio Program Description
Companies of all sizes with loan size up to 3 months of 2019 turnover or 2
years of payroll for companies created after January 2019
Tiered system
Germany | ERP-Griinderkredit- N/A 90% for SMEs; Interest between 1-2.12%
Universell 80% for large
) Entrepreneur loan
enterprises;
Not predetermined, | For acquisitions, running costs, and material and goods warehouse
guarantee rights are
. Loans up to EUR 800k have 10 year terms, more than 800k have 6 year terms
auctioned
KfW Schnellkredit N/A 100% New scheme launched after initial take up of <100% guaranteed loan was
(Quick Loan 2020) low
3% interest up to EUR 800,000
Companies with more than 10 employees
No repayment for first 2 years
Cannot be used for refinancing
"Limitless"
KfW- N/A 90% Initially 80% guarantee but expanded to 90%
Unternehmerkredit
ntemehmeriredt Up to EUR 100 million and 2 years no repayment
Interest between 1-2.12%
Entrepreneur loan
Greece | COVID-19 Business | EUR 2.25 billion 80% Introduced the new fund on April 30
Guarantee Fund 15 : v f 1
within the Hellenic -5 year terms only for new loans
Development Bank Fund loss on a financial intermediary's total portfolio is capped at 40% for
SMESs and self-employed and 30% for large enterprises
Iceland | Guarantee scheme | ISK 50 bn (USD 70% Maximum guaranteed loan size of 1.2 billion krona
in response 'Fo the | 361 million) Maximum term of 18 months
pandemic
Ireland DBEI SME Credit N/A 80% A credit guarantee scheme is available in collaboration with major banks in
Guarantee Scheme the country (Ulster Bank, Bank of Ireland, and AIB)
Between E10,000 and E1 million
Interest rate is the bank lending rate. Guarantee fee initially set at 0.5%
Refinancing is included
Japan Part of economic N/A 100% Japan Federation of Credit Guarantee Corporations (JFG) will guarantee the
package in full loan amount for such SMEs under a framework separate from a general
response to financing guarantee
C irus:
”;);'?eri;v;;:; Approval criteria relaxed so that companies operating for less than 1 year
for Financing can also apply
Guarantee"

Source: Yale Systemic Risk Blog (accessed on July &, 2020).

II1.5 Macroprudential Policies

3.8

Macroprudential

interventions

(e.g.

modification or more flexible accounting rules;

prudential criteria for classifying and measuring

bank exposures affected by the crisis) have also been

2 Source: Yale Systemic Risk Blog (accessed on April 15, 2020)
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extensively deployed to combat the negative
effects of COVID-19 and preserve financial stability
(Table 3.3). 56 countries have implemented more
than 700 macroprudential policies since late January
2020%. Such steps effectively lighten capital and
other regulatory requirements and/or a less stringent
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Table-3.3 : Select regulatory policy measures for the banking sector

Jurisdiction | Government Capital Requirements Asset classification | Expected loss provisioning Dividends and other
Guarantees pay-outs
Australia Yes Encouragement to use buffers New guidance New guidance, introduction | Expectation to limit
of transitional arrangements
Canada Yes Lower domestic stability buffer, Expectation to halt
encouragement to use buffers increases
EU/SSM Yes (*) Release CCyB, encouragement New guidance Expectation to halt
to use buffers
Japan Yes Encouragement to use buffers Adjust risk weights
of certain loans
United Yes Release CCyB, encouragement New guidance New guidance Expectation to halt
Kingdom to use buffers
United States | Yes Encouragement to use buffers, | New guidance, Optional suspension, Expectation of prudent
adjust the supplementary definition of extension of transitional decisions, smoothening
leverage ratio restructured debt arrangements of automatic restrictions

(*): conditions vary across member countries.

Source: Borio,C, & Fernando Restoy (2020) , "Reflections on regulatory responses to the Covid-19 pandemic”, Financial Stability Institute (FSI) Briefs,
Bank of International Settlements, April. https./www.bis.org/fsi/fsibriefs]1.htm

supervisory stance. International standard setters
(e.g. Basel Committee on Banking Supervision
(BCBS)) have also postponed the implementation of
new standards and have publicly supported similar
steps at the national/multilateral level [Group of
Twenty (G20); Financial Stability Board (FSB)].

I1L.5.1Policies for Flexibility in Troubled Asset
Classification

3.9 Globally, governments and regulators have
introduced steps to reduce the costs of loan
modifications/restructuring to help borrowers
adversely affected by the pandemic. These initiatives
also obviate the requirement of additional capital
against increased risk under prevailing accounting
standards. The BCBS has endorsed these strategies
as long as supervisors make sure that banks use
them prudently and due disclosures are made to
enable market participants to assess the rationale

and potential impact of such actions by the banks.

I11.5.2Policies for Easing Impact of Lifetime
Expected Loss Accounting

3.10 Latest accounting standards require lenders
to conduct forward-looking assessments of expected
credit losses (ECLs) over the lifespan of each asset.

Since expected-loss models cannot prepare banks for
situations where black swan events materialise (e.g.,
COVID-19), it would be prudent to assume that the
potential impact of COVID-19 on bank capital may be
more pronounced than they would have been under
an incurred-loss model or the earlier accounting

approach.
I11.5.3 Relief to Insurance Industry

3.11 COVID-19 has had a pronounced impact on
the insurance business, which is bracing up for a
potential surge in insurance claims, including for
business interruption covers, in anticipation of
delays in claim submissions because of dislocations.
In this
encouraged or instructed insurers to conserve capital

context, insurance authorities have
by either delaying, reducing or cancelling dividend
distribution and share buybacks and/or by reviewing
variable remuneration policies and considering the
postponement of disbursements. The International
Association of Insurance Supervisors (IAIS), through
its Insurance Core Principles (2019), has advised
insurance supervisors to consider putting in
place measures to dampen procyclical investment
behaviour when designing a risk-based regulatory

capital framework. Additionally, many insurance
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regulators® have taken action to provide operational
relief to insurers so as to help them re-deploy
resources, maintaining business continuity and
intensifying monitoring of financial exposure to
COVID-10.

I11.5.4 Securities markets

3.12 The International Organisation of Securities
Commissions (IOSCO) issued a public statement
on May 29, 2020 highlighting the importance of
timely and high-quality information on the impact
of COVID-19 on
performance, financial position and prospects.

securities issuers’ operating
The pandemic’'s material implications for financial
reportingand auditing, includingissuers’ disclosures,
should inform investment decisions. The 10SCO

specifically underscored:

a. disclosures of COVID's impact on amounts
recognised, measured and presented in
financial statements;

b. the reporting of key audit matters and how
auditors approach such issues; and

c. balancing flexibility provided by regulators
in extending the period for filing financial
information, along with the responsibility
of providing timely and comprehensive

financial information.
I11.5.5 Need for an Exit Plan

3.13 Themassivechallengescausedbythe pandemic
have required regulators and policymakers to adopt
bold and extraordinary approaches, measures
and tools. Yet, such regulatory and supervisory
responses should not compromise the stability and
transparency of the financial system and endanger
inter-generational stability. Regulatory forbearance
should be complemented with sufficient and due
disclosures on creditworthiness and supervisory
oversight. A clearly laid out exit plan from the
forbearance regime is highly desirable for the
assurance of all stakeholders. For instance, the slew
of measures aimed at countering the immediate
impact of the pandemic has affected banks’ assets
and liabilities, but the markets have varied reactions

to banking stocks across jurisdictions (Box 3.1).

Box 3.1: COVID-19: A Relook at G-SIBs in Key Jurisdictions

Globally, banks - especially global systemically
important banks or G-SIBs - are required to provide
for potential losses based on the expected credit loss
(ECL) approach. Faced with the pandemic, however,
the regulators have allowed flexibility in interpreting
loss provisions, temporarily sterilising the effect of
new rules on regulatory capital and allowing banks
to temporarily suspend the application of the new
standard. While these are in the nature of regulatory
forbearance, it may be of interest as to how markets are
reacting to the implementation of such variable policies
on loan loss provisions across jurisdictions, given the
intricate link between loan loss provisions and the
banking sector resilience. Such market responses can be
captured through the movements in bank debt pricing
[through Credit Default Swap (CDS) prices] as also with
the equity price movements.

Given thatloan loss provisions of major US and European
global systemically important banks (G-SIBs) in Q1:2020
are not uniform, there is a possibility of variability in
ECL assessments, which may not be insignificant, for
similar asset classes. In fact, outstanding loan loss
provisions show significant variability even within the
same jurisdiction (Charts 1 & 2). Such variability poses
challenges for the supervisory oversight.

Equity prices of US and European banks have declined
sharply in the wake of the pandemic (Chart 3) while
bank CDS spreads both in US and Europe have settled
down to levels in the beginning of this year (Charts
4 and 5). Equity price and CDS spreads incorporate
information about market expectations of any
potential shortfall in asset cover for existing liabilities;

(contd..,)

3 FSI noted actions relating to operational relief for insurers undertaken by 32 insurance regulators globally including India.
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Chart 1 : Loan loss provisions - US banks
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Chart 2 : Loan loss provisions — European banks
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Chart 3 : Movement in bank indices in US and Europe (rebased)

Source: Bloomberg,

Chart 4 : CDS spreads of US G-SIBs
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Chart 5 : CDS spreads - Major European G-SIBs

Source: Bloomberg,

Chart 6 : Sovereign CDS - Select Eurozone countries
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additionally, they also embed information on forward
looking growth opportunities in the economy, equity
prices being the discounted present values of future
cash flows. CDS prices of banks, in contrast, reflect the
price for insuring their debt and hence represent the

Source: Bloomberg.

default probability i.e. market estimate of solvency of
the underlying banks.

Two of the most affected economies in Europe - Italy
and Spain - have shown rising sovereign CDS, implying
an increased risk of default (Chart 6).
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I11.6 Domestic Developments

3.14 Since the publication of the last FSR in

December 2019, the Financial Stability and
Development Council (FSDC) and its Sub
Committee (FSDC-SC) have been constantly

monitoring the evolving situation through formal
and informal interactions. In its 22" meeting on
May 28, 2020 chaired by the Finance Minister,
the Council reviewed current global and domestic
macroeconomic conditions, financial vulnerabilities,
issues relating to NBFCs and credit rating agencies
(CRAs), strengthening the resolution framework
and cyber security of the financial sector. The
Council noted that the COVID-19 pandemic poses a
serious threat to the stability of the global financial
system. It noted that decisive monetary and fiscal
policy actions have stabilised investor sentiment in
the short-run, but there is a need for the government
and all regulators to keep a continuous vigil on
financial vulnerabilities even as efforts are focussed
on avoiding dislocation in financial markets.

3.15 At its 24™ meeting held on June 18, 2020 the
FSDC-SC reviewed major developments in global
and domestic economies and financial markets. The
Sub-Committee also discussed the setting up of an
Inter Regulatory Technical Group on Fintech (IRTG-
Fintech); the importance of cyber security across
the financial system; and the National Strategy on
Financial Education (NSFE) 2020-2025. It deliberated
upon the status of and developments under the
Insolvency and Bankruptcy Code (IBC), 2016 and
the working of credit rating agencies. Overall, given
the prevailing extraordinary circumstances, the Sub
Committee unanimously resolved that (a) every
participating regulator and ministry will continue
to remain alert and watchful of the emerging
challenges; (b) interact more frequently, both
formally and informally, as also collectively; and
(c) do whatever is necessary to revive the economy
and preserve financial stability.
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I11.6.1 Initiatives from Regulators

3.16 The RBI, other financial sector regulators
and the Government of India (GOI) have taken
several steps to mitigate the impact of COVID-19
induced dislocation. Financial sector regulators have
taken initiatives spanning monetary stimulus and
regulatory regimes to offset the COVID-19 impact.
Significant regulatory actions to ease operational
constraints due to the COVID-19 induced lockdown
as also for maintaining market integrity and
resilience in the face of severe risk aversion by
market participants have been undertaken by the

financial sector regulators (Annex 3).

3.17 The Government of India has, on its part,
worked out a support package entailing a prudent
mix of sovereign guarantee based schemes, direct
fiscal expenditure and longer-term structural policy
reforms. The package encompasses a comprehensive
‘Atma Nirbhar' (self-reliance) package in five tranches
covering measures to create rural employment,
support to MSME
creation of an enabling business environment.

infrastructure, sector, and
Other measures include expenditure control such as
a freeze on employees’ dearness allowance as well
as a relief package to support the vulnerable and
disadvantaged sections of society, both in kind (free
supply of grains) and cash (Direct Benefit Transfer
or DBT). Put together, the overall package, including
from the RBI in the form of various liquidity
measures, is of the order of 10 per cent of GDP.
Furthermore borrowing limits of State Governments
were increased from 3 per cent to 5 per cent of gross
state domestic product (GSDP).

3.18 The major elements of the GOI's policy
package include: (i) Fund of Funds for infusing
equity into micro, small and medium enterprises
(MSMEs),
MSMEs, provision of subordinate debt to those
MSMEs which are classified as stressed or NPA; (ii)

collateral-free loans for standard



Employee Provident Fund (EPF) support to eligible
establishments by means of payment of employer
and employee EPF contributions till August 2020;
(iii) special liquidity scheme for NBFCs/HFCs/MFIs
and Partial Credit Guarantee Scheme 2.0 for NBFCs/
HFI/MFIs to inject liquidity; (iv) Tax deducted
at source (TDS) and tax collected at source (TCS)
reduced by 25 per cent of the existing rates for
the remaining period of 2020-21; (v) additional re-
finance support for crop loan requirement of rural
cooperative banks and RRBs through the National
Bank For Agriculture and Rural Development
(NABARD); (vi) concessional credit via Kisan Credit
Card (KCC) for PM-KISAN beneficiaries, animal
husbandry and fishery-dependent persons to inject
additional liquidity; and (vii) Interest subvention
of 2 percent on MUDRA Shishu loanee; and (viii)
scheme to facilitate easy access to credit for street
vendors to restart their businesses.

I11.7 Cyber Security

3.19 Over the years, cyber threats have emerged as
a major area of concern in the financial sector, more
specifically in the context of banking operations
involving critical payment system infrastructure.
Several milestones have been accomplished in the
area of cyber risk management and developing
threats. Cyber
preparedness requires continuous and synchronous

resilience to such security
efforts from multiple stakeholders with varied levels
of cyber security preparedness. Some of the recent
measures include:

(@) centralisation of regulatory and supervisory
functions related to cyber security aspects for
all supervised entities with the CSITE (Cyber
Security and IT Risk) Group of the Department
of Supervision, RBI (a comprehensive cyber
security framework for UCBs was issued
in December 2019 wherein controls were
mandated on the basis of digital depth adopted
by the UCBs).
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(b) mandating base lines requirements for critical
service providers to the payment system of
the banking sector through the RBI-regulated
entities - to start with, instructions were issued
mandating baseline cyber security controls for
third-party ATM applications switch service
providers.

3.20 The banking industry is a target of choice for
cyber-attacks. In the post COVID-19 lockdown, there
has been an increased incidence of cyber threats.
In order to ensure that unconventional, remote
working conditions necessitated by the lockdown
and adoption of other practices/procedures do not
lead to a relaxation of existing cyber security and
data protection controls in supervised entities,
the RBI has taken several measures. On March 11,
2020, when WHO declared COVID-19 a pandemic,
the RBI issued an advisory on March 13, 2020 to
all its regulated/supervised entities to inter alia
ensure that access to systems is secure and critical
services to customers operate without disruption.
Since March 2020, the RBI issued more than 10
advisories/alerts to supervised entities on various
cyber threats and best practices to be adopted.
Some of them were issued in close coordination
with Indian Computer Emergency Response Team
(CERT-In). A series of video conference meetings
were conducted in May 2020 regarding cyber
security preparedness and broad cyber/IT threats in
order to proactively sensitise the top managements
of supervised entities.

3.21 For the financial sector, on a proactive
basis, CERT-In is tracking latest cyber threats,
analysing threat intelligence from multiple sources
and issuing advisories and automated alerts to
the Chief Information Security Officers (CISOs)
encompassing relevant details so that the financial
entities may develop a set of effective practices for
responding to and recovery from cyber incidents,
while enhancing their respective cyber resilience.
CERT-In is enabling the finance sector to deal with
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cyber attacks by conducting workshops as well as
dedicated cyber security exercises and joint cyber
security exercises with RBI and IDRBT. CERT-In
has carried out 13 exercises for the financial sector
till date.

II.8 Payment and Settlement Systems

3.22 The RBI continued its efforts to bring in
improvements in existing payment systems and
implement measures to ensure business continuity
in the context of such pandemic situations for
extended periods. The major developments with
regards to Payment and Settlement Systems since
December 2019 are detailed below.

I11.8.1 Launch of NEFT 24x7x365

3.23 The Reserve Bank's Payment Systems Vision
2021 aspires to ensure efficient and uninterrupted
availability of safe, secure, accessible and affordable
payment systems. In pursuance of this vision, the
RBI made available in December 2019 the National
Electronic Funds Transfer (NEFT) system for round-
the-clock fund transfer facility. India joined a select
group of nations which offer round-the-clock fund
transfer facility, others being Hong Kong, United
Kingdom, South Korea, Singapore and China. With
this, the general public can use the NEFT system
any time of the day/night on all days of the year for
transferring funds, purchasing goods / services and
making utility bill payments.

I11.8.2 Business Continuity of Payment Systems
3.24 The COVID-19 pandemic and the resultant
lockdown necessitated the triggering of business
continuity plans for the smooth running of

systemically important and critical payment systems.
While the day-to-day operations of the Real Time
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Gross Settlement (RTGS) and NEFT systems were
shifted to the Primary Data Centre to operate under
a protected environment, the Clearing Corporation
of India Limited, which operates systemically
important financial market infrastructure for the
money market, government securities and foreign
exchange settlements, implemented work-from-
home procedures for most of its officials with
skeletal staff in the office while keeping ready the
on-city-site and remote disaster recovery sites with
minimum staff to take over in case of disruption of
activities at the primary site.

I11.8.3 Setting up the Payments Infrastructure
Development Fund

3.25 The Payment Systems Vision 2019-21 of
the RBI envisaged creation of an Acceptance
Development Fund [now, renamed as Payments
Fund (PIDF)] to
subsidise the deployment of point of sale (PoS)

Infrastructure Development
acceptance infrastructure. The focus of the PIDF is to
increase the acceptance infrastructure (both physical
and digital modes) across the country with emphasis
on Tier III to Tier VI centres and the north-eastern
parts of the country. The RBI has made an initial
contribution of ¥250 crores to the corpus of PIDF
covering half the fund and remaining contribution
will be from card issuing banks and card networks
operating in the country. The PIDF will be governed
through an Advisory Council and managed and
administered by RBL

II1.9 Resolution and Recovery

3.26 Since the coming into force of the provisions
of the Corporate Insolvency Resolution Process
(CIRP) with effect from December 1, 2016, close to
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Table 3.4: Corporate Insolvency Resolution Process (CIRP)

(Number)

Quarter CIRPs at the Admitted Closure by CIRPs at the

beginning of end of the

the quarter Appeal/ Withdrawal under Approval of Commencement quarter

review/ settled Section 12A resolution plan | of liquidation

Jan-Mar, 2017 0 37 0 0 0 36
AptJun, 2017 36 130 8 0 0 0 158
July-Sept, 2017 158 235 18 0 2 365
Oct-Dec, 2017 365 144 40 0 7 24 438
Jan-Mar, 2018 438 196 23 0 11 59 541
Apr-Jun 2018 541 249 22 1 14 51 702
Jul-Sept, 2018 702 242 33 27 29 80 769
Oct-Dec, 2018 769 276 13 38 18 82 804
Jan-Mar, 2019 894 382 50 21 20 86 1,099
Apr-Jun, 2019 1,099 301 26 26 26 95 1,227
Jul-Sept, 2019 1,227 582 28 21 32 153 1,575
Oct-Dec, 2019 1,575 613 27 11 35 149 1,966
Jan-Mar, 2020 1,966 387 23 12 27 121 2,170
Total NA 3,774* 312 157 221 %** 914 2,170

*These CIRPS are in respect of 3706 Corporate Debtors (CD).
**Excludes one CD which has moved directly from BIFR to resolution.
Source: Compilation using data on NCLT's website.

3800 CIRPs had commenced by the end of March
2020 (Tables 3.4 and 3.5).

Table 3.5: Sectoral Distribution of CDs under CIRPs

Sector No. of CIRPs (March
31,2020)

Closed | Ongoing | Total
Manufacturing 676 851| 1527
Food, Beverages & Tobacco Products 76 120| 196
Chemicals & Chemical Products 69 85| 154
Electrical Machinery & Apparatus 61 51 112
Fabricated Metal Products 39 46 85
Machinery & Equipment 74 04| 168
Textiles, Leather & Apparel Products 125 136| 261
Wood, Rubber, Plastic & Paper Products 66 114| 180
Basic Metals 119 147| 266
Others 47 58| 105
Real Estate, Renting & Business Activities 307 450 757
Real Estate Activities 56 127 183
Computer and related activities 43 66| 109
Research and development 3 2 5
Other business activities 205 255| 460
Construction 147 261 | 408
Wholesale & Retail Trade 168 210 378
Hotels & Restaurants 42 46 88
Electricity & Others 30 87| 117
Transport, Storage & Communications 57 55 112
Others 177 210| 387
Total 1,604 2,170 | 3,774

Note: The distribution is based on the CIN of CDs and as per the National
Industrial Classification (NIC 2004)
Source: The Insolvency and Bankruptcy Board of India (IBBI).

3.27 Operational creditors (OCs) triggered 49.65
per cent of the CIRPs, followed by 43.61 per cent by
financial creditors and the remaining by corporate
debtors (CDs) (Table 3.6).

3.28 As regards the status of CIRPs, 34 per cent of
the ongoing CIRPs were delayed beyond 270 days,
(Table 3.7).

Table 3.6 : Initiation of the Corporate Insolvency Resolution Process

Quarter No. of CIRPs Initiated by
Operational | Financial | Corporate Total
Creditor Creditor Debtor

Jan-Mar, 2017 7 8 22 37
Apr-Jun, 2017 58 37 35 130
Jul-Sept, 2017 98 99 38 235
Oct-Dec, 2017 65 65 14 144
Jan-Mar, 2018 89 85 22 196
AprJun, 2018 129 102 18 249
Jul-Sept, 2018 126 100 16 242
Oct-Dec, 2018 146 114 16 276
Jan-Mar, 2019 164 197 21 382
Apr-Jun, 2019 154 130 17 301
Jul-Sept, 2019 294 279 9 582
Oct-Dec, 2019 329 267 17 613
Jan-Mar, 2020 215 163 9 387
Total 1,874 1,646 254 3,774

Source: IBBL
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3.290 About 56 per cent of the CIRPs, which were
closed, ended in liquidation and 14 per cent ended
with resolution plans. It is, however, important to
note that 73 per cent of the CIRPs that ended in
liquidation (637 out of 879 of which data is available)
were earlier with the Board of Industrial and
Financial Reconstruction (BIFR) or defunct and the
economic value of most of these corporate debtors
had already eroded before they were admitted into
CIRP (Table 3.8).

II1.10 Non-Banking Financial Companies

3.30 NBFCs complement banks in extending credit
in the economy and they are a vital cog in the wheel
for extending last mile credit needs. There were
0,543 NBFCs registered with the RBI as on September
30, 2019 (excluding HFCs), of which 82 were deposit-
accepting* (NBFCs-D) and 274 were systemically
important non-deposit accepting NBFCs (NBFCs-
ND-SI). As on March 31, 2019, the total assets of
NBFCs and HFCs was 344.4 lakh crore (NBFCs: 70
per cent; HFCs: 30 per cent), which is approximately
one-fourth the size of the assets of the scheduled
commercial banks (3166 lakh crore) (Tables 3.9 and
3.10).

Table 3.7: Status of CIRPs as on March 31, 2020

Status of CIRPs No. of CIRPs

Admitted 3774
Closed on Appeal / Review / Settled/Others 312
Closed by Withdrawal under section 12A 157
Closed by Resolution 221
Closed by Liquidation 914
Ongoing CIRP 2170
> 270 days 738
> 180 days < 270 days 494
> 90 days < 180 days 561
<90 days 377

Note 1. The number of days is from the date of admission.
2. The number of days includes time, if any, excluded by the

Tribunals.
Source: IBBI.

Table 3.8: CIRPs Ending with Orders for Liquidation

State of CD at the Commencement of | No. of CIRPs initiated by

CIRP FC | OC | CD |Total
Either in BIFR or non-functional or both | 251| 285| 101| 637
Resolution Value < Liquidation Value 308| 340 107| 755
Resolution Value > Liquidation Value 63 35 26| 124

Note: 1. There were 55 CIRPs where CDs were in BIFR or were non-
functional but had resolution values higher than the liquidation

values.

2. Where liquidation value was not calculated, it has been taken as

0.
3. Data of 35 CIRPs are awaited.
Source: IBBI.

Table 3.9: NBFCs' Balance Sheets

(Amount in T crore)

Items NBFC NBFC-ND-SI NBFC-D
Mar-18 Mar-19 Sep-19 Mar-18 Mar-19 Sep-19 Mar-18 Mar-19 Sep-19

Share Capital and Reserves 6,10,383 6.95,807 773,163 5,56,043 6,28,603 6,99,301 54,339 67,204 73,862
Public Deposits 30,439 40,058 47,710 - - 30,439 40,058 47,710
Debentures 8,90,105 9,05.833 0.27,557 | 8,060,667 | 8,006,663 8,32,048 83,437 9,170 95,509
Bank Borrowings 4,18,902 6,07,037 6,30,786 3,47,546 5.00,803 5,13,205 71,356 1,06,235 1.17,581
Commercial Paper 1,47,742 1,54.469 1,23,440 1,29,569 1,36,357 1,04.477 18,173 18,112 18,964
Others 5,20,219 6,82,276 7.54,986 4,36,800 591,162 6,54,606 83,414 91,114 1,00,330
Total liabilities / assets 26,17,790 | 30,85.480 | 32,557,642 | 22,76,631 | 26,63,588 8,03,637 3,41,159 4,21,892 4,54,006

Source: RBI Supervisory Returns.

4 Only 22 NBFCs are allowed to accept deposits as they have investment grade ratings.
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Table 3.10: Liability Structure of the NBFC Sector - December 2019

(Amount in ¥ crore)

Particulars NBFCs with asset size NBFCs with asset size above ¥ NBFCs with asset size Total (a+b+c)

above ¥ 5,000 crore (a) 500 crore but below below % 500 crore (c)

¥ 5,000 crore (b)
NBFCs with % of NBFCs with asset % of NBFCs with % of Total % of
asset size Outside | size above¥ 500 | Outside asset size Outside (a+b+c) Outside
above < 5,000 | Liabilities | crore but below % | Liabilities | below ¥ 500 | Liabilities Liabilities

crore (a) 5000 crore (b) crore (c) (%)
Number of NBFCs 102 220 9,289 0,611
Outside liability 23,58,207 188,941 252,794 27.99,942
Bank Borrowings 578,193 245 64,451 34.1 103,914 41.1 746,558 26.7
Debenture 872,748 37.0 34,661 18.3 56,302 223 963,711 34.4
Inter Corporate Borrowing 01,846 3.9 12,213 6.5 104,059 3.7
CP 95,116 4.0 8,535 4.5 13,603 5.4 117,254 4.2
Other Outside Liabilities 720,304 30.5 69,082 36.6 78,974 31.2 868,360 31.0
Total Liabilities 29,81,471 361,395 377,868 37,20,734

Source: RBI Supervisory Returns.

3.31 Following the credit events of 2019, NBFCs
with strong governance standards and resilient
operating practices remained operational with
market access; however smaller NBFCs and MFIs
faced constraints and illiquidity, reflecting inherent
fragilities rather than a systemic liquidity crunch.
Financial markets have been discriminating between
strong NBFCs and weaker ones. These developments
have brought greater focus on market discipline and
asset quality.

3.32 The RBlissued regulatory guidelines on Ind-AS
implementation by NBFCs from 2020-21 onwards.
NBFCs/ARCs are mandated to follow board approved
policies that clearly articulate and document their
business models and portfolios, objectives for
managing each portfolio, and sound methodologies
for computing expected credit losses (ECL). The
audit committee of the board (ACB) should approve

the classification of accounts that are past due
beyond 90 days but not treated as impaired, with
the rationale clearly documented. Also, the number
of such accounts and the total amount outstanding
and the overdue amount should be disclosed in the
notes to the financial statements. NBFCs/ARCs also
need to maintain asset classifications and compute
provisions as per extant prudential norms on Income
Recognition, Asset Classification and Provisioning
(IRACP).

I11.11 Mutual Funds

3.33 The mutual fund industry’'s assets under
management (AUM) fell by 9.2 per cent at the end
of March 2020 over its value at the end of September
2019, with AUM of the equity-oriented schemes
declining more than their debt counterparts
across the top-30 (T-30) and bottom-30 (B-30) cities
(Table 3.11).

Table 3.11 : Assets at the End of the Period- B-30 versus T-30 cities

R crore)
Ason B30 AUM T30 AUM Industry AUM
Equity Non-Equity Total Equity Non-Equity Total Equity Non-Equity Total
31-Mar-20 1,73.686 1,74.481 3,48,167 5,62,389 13,15,646 18,78,036 7.36,076 14,900,127 22,26,203
30-Sep-19 2,12,722 1,90,016 4,02,738 7.18,742 13,29,307 20,48,049 0.31,464 15,19,323 24,50,787
30-Apr-20 199,130 1,87.259 3,86,389 6,35,600 13,71,488 20,07,097 8,34,739 15,58,746 23,93,486

Source: The Securities and Exchange Board of India (SEBI).
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Table 3.12: SIPs in 2019-20 (October 01, 2019 to March 31, 2020)

Category Existing at Registered Matured during | Terminated Closing no. of AUM at the AUM at the end
the beginning during the the period prematurely SIPs at the end | beginning of of the period
of the period period during the of the period the period

(excluding STP) period
(Lakh) (% crore)

T-30 Cities 151.48 32.75 6.07 11.66 166.49 1,98,055 1,60,618

B-30 Cities 133.48 26.61 3.31 11.04 145.74 04,265 79,098

Total 284.96 59.36 9.38 22.70 312.23 2,92,320 2,39,716

Source: SEBL.
Table 3.13: SIPs in 2019-20 (April, 2020)

Category Existing at Registered Matured during | Terminated Closing no. of AUM at the AUM at the end
the beginning during the the period prematurely | SIPsattheend | beginning of of the period
of the period period during the of the period the period

(excluding STP) period
(Lakh) (T crore)

T-30 Cities 166.19 4.12 1.23 1.93 165.22 1,60,618 1,84,286

B-30 Cities 145.68 3.38 0.68 1.57 148.76 79,098 91,552

Total 311.87 7.50 1.91 3.50 313.98 2,39,716 2,75,838

Source: SEBIL.

3.34 Systematic investment plans (SIPs) have been
favoured by investors (Table 3.12).

3.35 At the end of April 2020, the number of folios
through SIPs increased over March 2020 (Table 3.13).

3.36 On the other hand, there was a net outflow
of ¥ 7,384 crore from non-SIP investments as on
March 31, 2020. In April 2020, both SIP and non-SIP
investments recorded inflows (Table 3.14).

I11.11.1 Exposure of MFs to Downgraded Corporate
Bonds

3.37 While investments in corporate bonds offer
higher returns, the risk premium may not be
commensurate with the current elevated risk in
the corporate bonds market. The exposure of debt
oriented mutual fund schemes to corporate bonds
rose to 46.9 per cent of total AUM of these schemes at
the end of March 2020 from 42.9 per cent at the end
of September 2019. The exposure of debt oriented
mutual funds to corporate bonds, which have
been downgraded, exhibited a steady downward
movement in the last 6 months. This exposure was
2.37 per cent at the end of September 2019 which
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Table 3.14: SIP versus non-SIP net inflows

(% crore)
Category Net Inflows as on
September 30, 2019 | March 31, 2020 | April 30, 2020
SIP 32,625 39,214 7,160
Non-SIP 22,846 -7.384 38,840
Total 55,471 31,830 46,000

Source: SEBIL

came down to 0.61 per cent in March 2020 and to 0.6
per cent in April 2020 (Chart 3.1).

Chart 3.1 : MFs’ Exposure to Downgraded Corporate Bonds
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I11.11.2 Deployment of Resources by Mutual Funds

3.38 Mutual funds' total deployment in the equity
market in March 2020  8,98,472 crore) was sizably
lower than in October 2019 (kR 11,77,565 crore),
owing to reduction in value of equities in the wake
of

However,

extreme uncertainty surrounding COVID-19.

market conditions and sentiment
improved in April 2020 and the equity markets
recovered, the with total deployment in the equity
market increased in value to % 10,14,909 crore. In the
debt segment, MFs' investments in instruments of
maturity of 90 days and less - mostly in commercial

paper- dwindled since October 2019 and touched a
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trough in March 2020. In April 2020, however, there

was a turnaround (Chart 3.2).

3.39 Investment in medium and long-term
instruments (of maturity of more than 90 days) —
corporate bonds are preferred the most, followed by
PSU bonds - remained broadly stable, although there
has been a slow but steady increase in investments

in government securities (Chart 3.3).

I11.12 Capital Mobilisation - Equity and Corporate
Bonds

3.40 Total capital raised in primary markets during

2019-20 rose by 11 per cent year-on-year (y-o-y), with

Chart 3.2 : Deployment of Funds in less than 90 days Instruments
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¥ 3.34 lakh crore raised through both equity and debt
issues during January-March 2020, despite volatile
market conditions (Chart 3.4).

3.41 Within the total funds raised in capital markets
during FY 2019-20, the amount raised through
equity issues increased by 29.2 per cent mainly due
to higher amount raised through public issues, right
issues and qualified institutional placements (QIPs),
whereas the capital mobilised through debt issues
went up by 7 per cent (Chart 3.5 a and b).

3.42 During April 2020, however, both equity and
debt issuances went down significantly in terms
of numbers and amount in relation to a year ago
(Table 3.15).

3.43 During the year, 314,084 crore was raised
through public issues in the bonds market. ¥ 6.75
lakh crore was raised through private placements of
corporate bonds (Chart 3.5b). The major issuers were
body corporates and NBFCs, accounting for nearly
55 per cent of the total issuances during the year

Table 3.15: Funds Raised in the Primary Market during April 2020

Particulars April 2020 April 2019
No. Amount No. Amount
R crore) X crore)
Public issue (Equity) 3 14 8 3,221
Rights Issues (Equity) 0 0 2 25,012
QIP & IPP 0 0 1 3,173
Preferential Allotments 23 1,108 23 35,828
Total Equity 26 1,122 34| 67,234
Public Issue (Debt) 0 0 5 2,191
Private Placement of 70 54,639 224 70,064
Corporate Bonds
Total Debt 70 54,639 229 72,255
Total Fund Raised 96 55,761 263 | 1,39,489

Chart 3.4 : Capital Mobilisation in Capital Markets
(in ¥ lakh crore)
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Source: SEBI (data prepared based on issue closing date).

Chart 3.5 : Capital Mobilisation through Equity and Debt Issues
(in % lakh crore)
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(Chart 3.6a). Banks and body corporates were the
major subscribers during the period (Chart 3.6b and
Chart 3.7).

I11.13 Credit Ratings (October 2019-March 2020)

3.44 On an aggregate basis there was a y-o-y
increase in the share of downgraded/suspended
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listed companies during quarters ended December
2019 and March 2020. Downgraded/ suspended
CARE rated debt issues of listed companies went up
to 22 per cent of total rating action during the quarter
ended March 2020, the highest in the last 3 years.
CRISIL-rated downgrades/suspensions witnessed a
spike to 17 per cent in the December 2019 quarter,

Chart 3.6 : Category-wise Issuers and Subscribers of Corporate Bonds
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Chart 3.7 : Category-wise Issuers and Subscribers (Public and Private)
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but they went down to 9 per cent during the quarter Chart 3.8 : Debt Issues of Listed Companies in terms of
Rating Action - CRA-wise
ended March 2020 (Chart 3.8).
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3.45 COVID-19 is expected to drive down 80.01
commodity prices in 2020, with energy prices being

Per cent

the most impacted so far. Crude oil prices touched
a historic low in April 2020 with April crude oil
futures settling at negative levels one day before
expiry on supply gluts and technical positioning of
oil ETFs, despite the production cuts announced by

ICRA
the Organisation of Petroleum Exporting Countries B Upgraded +Reaffirmed ® Downgraded +Suspended

(OPEC) plus.

Source: Individual Credit Rating Agencies
3.46 Global base metal prices have also fallen,
albeit by a lesser magnitude, pulled down by the
prolonged slump in global manufacturing demand.
The slowdown in economic activity (particularly in
China) and shutting down of mines and refineries Chart 3.9 : Global Commodity Price Changes in per cent

20, 2020-April 21, 2020
across the world disrupted metal supply chains Yanuary P :

in Q1: 2020. Global uncertainties and safe-haven
flows drove gold prices higher in 2020, with some
correction in March (Chart 3.9). Commodity prices
are expected to trade softer in 2020 than in 2019. The
outlook will depend on the effective containment

Per cent

of the pandemic and relaxation of social distancing 704
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3.47 Most of the physical markets across the

Agriculture (Food)

country were shut post March 20. Although market

i . X Source: World Bank.
activity has resumed in most places by end-April,

arrivals have been adversely impacted in the peak
of physical market supplies for rabi crops (March to
May). Wheat, which is the biggest rabi season crop,
saw a 05 per cent y-0-y decline in mandi arrivals at
an all-India level during April 2020, while mustard
(-68 per cent), coriander (-75 per cent), castor (-78
per cent), chana (-82 per cent) and jeera (-83 per
cent) were also affected. Closure of markets badly
impacted trading on the exchanges as well as
ancillary functions such as deposits in warehouses.
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Traded values across major commodities fell sharply
by around 40-60 per cent post the lockdown.

3.48 During 2019-20, the benchmark commodity
derivative indices fell sharply - the MCX iCOMDEX
composite index declined by 22.9 per cent while
the NKrishi index decreased by 6.9 per cent The
decline in indices was steeper during the last quarter
of 2019-20. While the iCOMDEX bullion index
increased marginally by 2.6 per cent during January-
March 2020, the iCOMDEX crude oil and iCOMDEX
base metal indices declined by 63.3 per cent and 16.0
per cent, Movement in domestic and international
commodity futures indices during 2019-20 is shown
in Chart 3.10.

3.49 Trading activity in the commodity derivatives
segment of the exchanges registered an uptick
during the year in terms of total number of
derivatives contracts traded (23.3 per cent) and
aggregate turnover of all exchanges (25.0 per cent).
The turnover of futures contracts increased by 24.1
per cent while that of 'options on futures’ contracts
increased by 61.1 per cent. The aggregate turnover
was boosted by the energy and bullion segments
(Table 3.16).

3.50 At NCDEX (a leading exchange in agri-
derivatives), however, the average daily turnover
witnessed a fall from ¥1,488 crore before March 20,
2020 to % 682 crore in the period post March 20,
2020. The open interest on the NCDEX platform
fell from around 7.73 lakh units to 4.73 lakh units
(around 40 per cent) in the period post March 20,
2020. MCX, which is a leading exchange in non-agri
commodity derivatives also saw a similar magnitude
of decline in turnover (by 55 per cent); however, the
decline in open interest by 7 per cent was lower than
on NCDEX. Since the imposition of the lockdown in
India, the turnover in all the segments has witnessed
a drastic decline (month-on-month) - by 70 per cent
in the pan-India turnover in the energy segment
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Chart 3.10 : Movement of Domestic and International
Commodity Futures Indices
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Table 3.16: Segment-wise Turnover in Commodity Derivatives

Period/Turnover | Agri | Metals | Bullion | Energy | Gems | Total
 billion) &
Stones

H1: Apr 2019- 3,251 9,180| 14,010| 17,402 120 | 43,962
Sep 2019

H2: Oct 2019- 2,505| 6,601| 16,938 | 21,995 157 | 48,286
Mar 2020

Change (%) -20.2 -28.1 20.9 26.4 30.5 9.8
Share (%) 6.3 17.1 33.5 42.7 0.3| 100.0
(H1+H2)

Source: SEBIL
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in April 2020, by 63.1 per cent and 58.2 per cent,
respectively, in the bullion and metal segments,
and by 54 per cent in the agri -derivatives segment
(Chart 3.11).

I11.15 Insurance

3.51 COVID-19's impact on the insurance sector
may take the form of potential increase in life and
health insurance claims, concerns about solvency
of insurers due to market volatility, asset-liability
mismatches and depressed premium collection and
revenues. A prudent regulatory framework, greater
supervisory oversight of investments through
conservative investment policies and asset valuation
methods in the Indian insurance sector limited some
of these downside risks. A preliminary study by the
Insurance Regulatory and Development Authority of
India (IRDAI) shows that all insurers will meet the
solvency margin as on March 31, 2020. The IRDAI
has issued guidelines to all insurers to put in place
effective mechanisms to closely monitor COVID-19
related developments, including its impact on
companies’ risks and financials and also to assess
possible business disruption in advance and activate
business continuity mechanisms.

3.52 Insurers have also been advised to put in
place business continuity plans (BCPs) and crisis
management committees to monitor the situation
on a real-time basis and adopt necessary measures
Crisis

for minimising business disruptions.

Chart 3.11 : A Snapshot of Commodity Derivatives
Turnover at Exchanges
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management committees have to provide regular
inputs to the insurers’ risk management committees,
which will evaluate strategic, operational, liquidity,
credit, reputational, market and foreign exchange
risks, besides the threats stemming from reduction
in new business, renewals, capital erosion and
claims, which have to be promptly communicated
to the regulatory authority. All insurers have been
directed to align dividend pay-outs for 2019-20
so as to ensure that they have adequate capital
and resources available with them for protecting
policyholders’ interests.

3.53 The COVID-19 pandemic has refocused
attention on the influence of insurance cover on

business solvency (Box 3.2).

Box 3.2: Catastrophic Risk Insurance

The COVID-19 global pandemic has refocused attention
on the importance of a properly designed insurance cover
alongside insurers’ ability to handle potential claims for
death, hospitalisation, event cancellations and business
interruptions. The cost of catastrophes has increased
worldwide from USD 30 billion/year in the 1980s to
USD 232 billion in 2019. On average, only about 30 per
cent of a catastrophe’s losses are covered by insurance
while the rest are borne by affected individuals, firms
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and governments. Can insurance mitigate some of these
losses?

The pricing of insurance contracts is based on expected
loss estimates; however, a sophisticated view of
insurance pricing has to take into account strategic
actions on the part of the insured. Two types of strategic
actions have been distinguished — hidden action and
hidden information. Hidden action creates incentives

(Contd.)



of the nature of moral hazard - purchasers of insurance
policies will not take the due level of diligence. Hidden
information can also lead to adverse selection wherein
the insured party has more private information related
to insurance pay-offs than the insurer. Even without
strategic action, the insurance pay-offs can be correlated-
- for an infectious global pandemic, the probability of
a person being infected by the virus depends, among
other things, on the person being in contact with
another infected person i.e. such events of infection are
non-random. The same holds for catastrophic insurance
where geographical proximity may influence insurance
claims. Finally, from an perspective,
investments in financial instruments with embedded
insurance contracts warrant an evaluation of how
such returns correlate with the overall returns of the
portfolio.

investor's

Typically, pay-outs for catastrophic events are
uncorrelated with other financial assets, which makes
them an ideal investment vehicle for diversifying
risks. Yet, as the COVID-19 pandemic demonstrates,
there can be insurance contracts for which pay-outs are
designed to happen when the rest of investible assets
are already under pricing pressures. Such a correlation
makes assets with embedded insurance unattractive
for investors. Without government intervention,
informational asymmetry and correlated pay-outs
will ensure the level of insurance for the economy
at large to be lower than optimal, which implies that
the risks borne by individuals / businesses are higher.
Consequently, their consumption stream/ output
becomes vulnerable to sudden and idiosyncratic shocks
which has attendant welfare and financial stability
implications. Hence, a well performing insurance
market plays an integral role in smoothening out
consumption shocks and increasing general welfare
and financial stability.

A vivid example is earthquakes of similar magnitude
striking Haiti and New Zealand in 2010. The economic
consequences suffered by both the countries differed:
Haiti suffered a drop in real growth from 3.5 per cent
to (-) 5.1 per cent in 2010 alone along with a decline
in exports and outbreak of diseases. In New Zealand
by contrast, there was a 50 bps increase in GDP due
to the reconstruction of damaged infrastructure. This
difference in outcomes was attributed to insurance
coverage: in New Zealand 81 per cent of the direct losses
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were insured while insurance coverage was only 1 per
cent in Haiti.

The Indian Perspective

For India, being prone to natural catastrophes, an
insurance cover for mitigating the negative financial
consequences of these adverse events is crucial, but it is
still public sector driven and relatively underdeveloped,
potentially a financial strain on the limited resources
of the state. A Calamity Relief Fund for each state
contributed by the central and state governments in the
ratio of 75:25 has been established, based on the average
of the ceiling of expenditure for natural calamities in the
last 10 years. The government has also been emphasising
allocation of resources for disaster mitigation in its
annual plans. The disaster management policy of
the government addresses prevention, mitigation,
preparedness, response, recovery, reconstruction and
rehabilitation funded by government resources but does
not deal with insurance as a financial mitigant.

Given the lack of purchasing power, lack of interest
in insurance and ignorance about the availability of
insurance cover in India, public welfare insurance
policies become an imperative. Initiatives such as the
Pradhan Mantri Fasal Bhima Yojana (PMFBY)-crop
insurance, Ayushman Bharat-health insurance and
the Pradhan Mantri Jan Dhan Yojana (PMJDY)-life
insurance are being used as a social security and social
empowerment tools for reducing the financial burden
on the government through effective risk transfer
solutions. However, the experience has been less than
optimum. The IRDAI recommends certain product
structures for catastrophe insurance that may be effective
but in the final analysis the best solution appears to be
government funding (IRDAI, 2019). Given the enormous
uncertainties surrounding natural catastrophic (NAT
CAT) events, it advocates for government funding the
losses and, in turn, purchasing reinsurance solutions.
Nevertheless, recent experiences have undermined
confidence in reinsurance solutions. Globally, risk pools
with government backstop are becoming the preferred
mechanism for insuring "un-insurable” extreme risk
events including pandemics.

Arisk-layered approach in which the government, banks
and insurers finance different risks, depending on their
size and frequency, may be the best way forward.
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3.55 The Authority included COVID-19 among
the critical illnesses eligible for partial withdrawals
under the National Pension System (NPS). A request
placed for partial withdrawals by the subscriber
shall be immediately addressed, towards treatment
of illness of self/subscriber, his legally wedded
spouse, children ( including a legally adopted child)
or dependent parents as per the regulations.

3.56 The Atal Pension Yojana (APY) is a defined
benefit voluntary pension scheme, with subscribers
mostly belonging to the unorganised sections of
society suffering the most during lock-down and
post lock-down periods. Under the APY scheme,
subscribers have to contribute to their pension
accounts on a monthly/quarterly/semi-annual basis
through an auto debit facility from their savings
bank accounts. The Authority took cognisance of the
difficulties for subscribers to contribute regularly
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to the scheme during COVID-19. Hence, it was
decided to stop auto-debits from savings accounts
for APY contributions till June 30, 2020. Also, APY
subscribers would not be charged any penal interest
if they regularise their APY accounts by depositing
such non-deducted APY contributions along with
regular APY contributions between July 1, 2020 and
September 30, 2020.

3.57 In addition, the Authority also permitted

operational relaxations for easing operational

constraints induced by the lockdown as under:

(i) Points of Presence (POPs) were permitted to
submit the compliance reports (due between
March 1, 2020 and June 30, 2020) within 30 days
from the normal due date through email;

(i) Waiver of compensation to be paid to
subscribers due to delays in prescribed TATs
under guidelines for period March 1, 2020 and

April 30, 2020;

(iii) It was decided to allow employers/corporates to
authorize the NPS Subscriber Registration Forms
submitted by their employees through email
instead of physical authentication ; and

(iv) Barring accounts opened though e-NPS, all other
PRANs which were opened in the June quarter
have been given a timeline for completion of
document with CRA till July 30, 2020.



3.58 The National Pension System (NPS) and the
Atal Pension Yojana (APY) have shown progress in
terms of the total number of subscribers as well
as asset under management (AUM)). The number
of subscribers in NPS and APY have reached 1.34
crore and 2.11 crore respectively. Assets under
Management under NPS and APY have also touched
T 4,060,953 crore and ¥ 10,526 crore respectively
(Table 3.17).

3.59 The PFRDA continued to work towards
financial inclusion of the unorganised sector and
low-income groups by expanding coverage under
APY. As on March 31, 2020, 403 banks were registered
under APY, with the aim of bringing more and more

citizens in the pension net.

3.60 Overall, authorities have been

responding to the COVID-19 pandemic across

policy

monetary, liquidity, fiscal and financial regulatory
domains to keep the financial system functional
and well-oiled, on the one hand and, businesses
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Table 3.17: Subscribers and AUM : NPS and APY

Sector AUM Subscribers
March March March March
2019 2020 2019 2020
(Z crore) (Z crore) (No. in (No. in

lakhs) lakhs)

Central Government 1,09,010 1,38,046 19.85 21.02
State Government 1,58,492 2,11,023 43.21 47.54
Corporate 30,875 41,243 8.03 9.74
All Citizen Model 9.569 12,913 9.30 12.52
NPS Lite 3,409 3,728 43.63 43.32
APY 6,860 10,526 149.53 211.42
Total 3,18,214| 4,17,479 273.55 345.55

Source: PFRDA.

and households viable and solvent, on the other.
However, challenges remain in pandemic-proofing
large sections of society, especially those that tend
to get excluded in formal financial intermediation,
unwinding the stimulus and support packages in a
calibrated manner, without disrupting the markets
and re-establishing prudential norms in their pre-

pandemic stance.
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