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Three Cs – climate, conflict and contagion –
dominated global headlines in 2022. As climate 
risk appeared to escalate to an unprecedented 
level, concerted mitigation attempts acceler-
ated across the world. The Russia-Ukraine war 
disrupted supply chains and aggravated infla-
tion everywhere. Political tensions in East Asia 
added to the uncertainty. The co-ordinated 
policy rate hikes by major central banks, to 
mitigate inflation spikes, hit financial markets 
worldwide and raised the spectre of a global re-
cession. The recent spate of bank failure, in US 
and Europe, shows how fast financial instability 
can be transmitted from one country to anoth-
er. The slowdown in global growth, the return 
of high inflation and financial sector meltdown 
remind us of the difficult 1970s. However, In-
dian authorities have managed to strike a fine 
balance between maintenance of growth and 
price stability, with a strict vigil over financial 
sector resilience and promotion of sustainable 
finance.

Against this backdrop, NIBM brings out the 
second edition of the India Banking and Fi-
nance Report - IBFR 2022. Written by our fac-
ulty members, this report is a compendium of 
articles on Financial Markets, Risk Manage-
ment, Information Technology HR and Strat-
egy. The coverage is diverse and exhaustive – 
from Friend Shoring to CBDC, Loan Melas to 
Green Finance and People Risk Management to 
Systemic Risk Assessment. Recent challenges 
to banks and NBFCs, which emanate from do-
mestic and global developments, have been 
examined. The approach is lucid, yet analytical 

Preface

and rigorous. As before, IBFR 2022 remains a 
comprehensive and definitive source of infor-
mation and discussion on the BFSI sector for 
banks, regulators, policymakers and academi-
cians. 

Macroeconomy and Markets
In the first chapter, Macro-Financial Perspectives 
on the Indian Economy, the authors G. Nagaraju 
and Jiji Matthew observe that India has been a 
bright spot in the global economy in terms of 
output growth, inflation control, tax buoyancy, 
banking and financial sector performance. Def-
icits are closer to budget estimates and public 
debt appears to be sustainable. Much of the 
repo rate spike was passed on to fresh deposit 
and loan rates. The ratio of Gross NPAs contin-
ued to decline, while credit growth exceeded de-
posit growth. Net Interest Margin, Return on 
Equity and Capital Adequacy Ratio improved 
for the banking sector. Despite sustained capi-
tal outflows, the INR stabilized against the 
USD, from October 2022 onwards.

The second chapter is Impact of Monetary Policy 
Signals on Fixed Income Markets in India by Ke-
dar nath Mukherjee. It argues that the effect 
of policy rate hikes on bond and OIS yields was 
transitory, with a sharper impact on shorter 
tenors. From June 2022 onwards, the effect 
was minimal since markets may already have 
factored in the possibility of future rate hikes. 
By September 2022, the repo rate hikes were 
followed by a decline in G-sec and OIS yields, 
which indicates the chance of future reduction 
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in policy rates. The increase in trading volumes 
in the above 7-year segment, from September 
2022 onwards, also hints at a potential decline 
in policy rates. Long-term bonds are preferred 
when market rates are low. 

In the third chapter, Retail Banking Sentiment 
Index, Elizabeth James and Smita Roy Trivedi 
develop an index based on google search terms 
related to retail banking products, viz. housing 
loans, educational loans, vehicle loans and oth-
er personal loans. The raw index is erratic be-
tween the pre-Covid and recovery phases. How-
ever, the modified index, linked to stock market 
returns, depicts more consistent growth. The 
difference may be due to the fact that the stock 
market is forward looking. The steady growth, 
in the modified index, portrays optimistic con-
sumer expectations about the future, though 
the current scenario may be bleak. 

The fourth chapter, by Gargi Sanati, is on INR 
Settlements in the Era of Friend Shoring. The 
author observes that settlements in domestic 
currency depend on the bargaining power of a 
nation. This requires the following promotional 
measures for India: (1) invoicing more of its im-
ports in INR (2) reducing reliance on imports 
and becoming a major supplier in the global 
chain, and (3) promotion of exports by provid-
ing financial incentives in the production cycle, 
especially to SMEs.

Risk Management in Financial 
Sector
The fifth chapter, on Mergers and Systemic Risks 
of Large Banks in India, is written by Anjan Roy. 
It is the first one on Risk Management issues. 
The results indicate that the systemic risk of 
banks have increased after the mergers. How-
ever, it has been more for the non-merged 
banks and particularly the DSIBs, owing to 
their higher growth. While the private banks 
have sufficient capital to meet their business 
and systemic risks, the recently merged public 
sector banks have been strengthened by capital 
infusion as well as their steady growth in earn-
ings during the transition phase. 

In the sixth chapter, Operational Risk Manage-
ment: Principles, Practice and Preparedness among 

Indian Banks, Richa Verma Bajaj makes an at-
tempt to assess the readiness of banks in India 
with respect to the Basel Principles of Sound 
Management of Operational Risk. The study 
shows that operational risk capital charges are 
higher for big banks. It finds that operational 
risk-weighted assets to total risk-weighted as-
sets are in the range of 7 to 13 percent for pub-
lic sector banks and 9 to 16 percent for private 
sector banks.

The seventh chapter, by Tasneem Chherawala, 
explores the important subject of Model Risk 
Management in Credit Risk Models. Major con-
cerns may arise from large-scale Credit Risk 
model usage. Because of a defective model, its 
opacity or misuse, an organization suffers op-
erational losses, is subject to regulatory penal-
ties or faces adverse reputational impact. Thus, 
model validation, governance and transparency 
have become key oversight areas. This chapter 
provides a summary of best practices and reg-
ulatory expectations for model risk manage-
ment. It describes the appropriate qualitative 
methods and statistical techniques for valida-
tion of credit risk models and identifies the re-
medial measures that may need to be adopted 
for improving model performance.

The eighth chapter, on Determinants of Systemic 
Risk of NBFCs, is written by Sanjay Basu. It tries 
to analyse the systemic risk contribution of 
large NBFCs in India and examine the factors 
which govern such risks. The conclusion is that, 
the Covid-19 crisis was the most severe and 
prolonged source of systemic risk to the NBFC 
sector. Before the crisis, the systemic threat 
of NBFCs depends on their balance sheet and 
financial ratios. During the pandemic, NBFC 
systemic risk is driven by the severity of Covid 
outbreak and the ratio of fiscal deficit to GDP. 
The chapter has serious implications for capi-
tal charges on systemically important NBFCs, 
macroprudential regulation for NBFCs and 
conduct of stress tests by banks and FIs.

In the ninth chapter, Green Finance Market 
in India: Trends, Status and Potential for Bank 
Lending, Arindam Bandyopadhyay, Anjan Roy 
and M. Manickaraj discuss the preparedness of 
Indian banks for climate change. The study re-
views climate finance initiatives, and evaluates 
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sectoral positions in terms of environmental 
risk and schemes for financing green and re-
newable energy. It critically examines the scope 
for green finance in India, the linkage with eco-
nomic growth and the sustainability of banking 
business. The chapter highlights important re-
lationships between Environmental, Social and 
Governance (ESG) scores and credit risk rating 
and recommends key policies for enhancing 
green finance by banks. 

Digital Technology in Financial 
Sector
The tenth chapter is on Central Bank Digital 
Currencies: Can it have a Role in Enhancing Fi-
nancial Inclusion? It is the first contribution, of 
IBFR 2022, on the application of Digital Tech-
nology in Banking. Deepankar Roy and Partha 
Ray begin with a glimpse of financial inclusion 
problems in developing economies and the 
beneficial role of technology. Thereafter, the 
chapter delves into the risks to the banking 
sector from CBDCs and the key design choices. 
It highlights the opportunities and challenges 
of CBDC, in India, for financial inclusion. One 
of the key observations is that the ecosystem 
needs to develop an appropriate CBDC design 
backed by adequate financial literacy to achieve 
high impact of financial inclusion.

In the eleventh chapter, Emerging Technologies 
and Cybersecurity, Alka Vaidya discusses the 
potential of Artificial Intelligence, Machine 
Learning and Blockchain in the domain of Cy-
bersecurity. The chapter also focuses on the 
possible loopholes in these technologies which 
may make them susceptible to cyberattacks 
and financial frauds. It is essential for banks 
to pay adequate attention to such threats and 
their likely impact on overall cyber security and 
customer data protection.

In chapter twelve, Advancing Digital Financial 
Inclusion by Leveraging Business Correspondent 
Model: Policies and Strategies, Naveen Kumar, 
M. Manickaraj and Sunil Kulkarni argue that 
access to affordable and quality financial servic-
es is essential for inclusive growth and develop-
ment. The Business Correspondent (BC) frame-
work is a unique and popular digital banking 
model, across the globe. The study analyses the 

various policy measures undertaken for the de-
velopment of the BC model, their progress and 
strategies to be adopted for deepening digital 
financial inclusion in India. 

HR and Strategy
Chapter thirteen, Towards a Socio-Behavioural 
Model of People Risk Management in Banks, is au-
thored by B. Ashok and Shomi Srivastava.It at-
tempts to explore the ways of developing an or-
ganisational culture based on the principles of 
risk management in banks by positioning peo-
ple risk in focus. The study tries to understand 
the terms ‘people risk’ and ‘conduct risk’, draws 
from the scholarship on socio-behavioural ap-
proach to misconduct risk, critical examination 
of some popular models like the ‘fraud-trian-
gle’, social and interpersonal dynamics of un-
ethical behaviour and the role of organisations.

In chapter fourteen, Impact of Business Strat-
egy on Bank Profitability, Kaushik Mukerjee and 
Arindam Bandyopadhyay focus on the type of 
strategies adopted by banks, with higher profit-
ability, in order to create a strategy-profitability 
framework. This study also investigates how 
revenue diversification affects risk-adjusted 
profitability of select scheduled commercial 
banks in India, in a panel data framework. An 
examination of how the dynamics of ownership 
impact profitability has been conducted as well.

The last chapter, Revisiting ‘Loan Melas’: Quali-
tative Study and Analysis of Practice in Credit 
Marketing, looks at the practice of ‘loan me-
las’ as a phenomenon through certain qualita-
tive frameworks revealing their antecedents, 
the current practice and their consequence for 
credit growth and quality. Sarita Bhatnagar and 
Anjan Roy attempt to discern the theoretical 
rationale of the practice and recognize its valu-
able contribution in the credit marketing pro-
cess. The study finds that ‘loan melas’ provide 
external influence on the flow of bank credit, 
and a complement to branch-based models for 
responsible lending and borrowing. 

We are grateful to the esteemed reviewers of 
all the chapters of IBFR 2022, for their kind 
comments and suggestions. They are: Shri At-
tah  Omar Basheer, Shri. G. Bharankumar, Shri. 
Indranil Bhattacharyya, Shri Krishnan Chari, 
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discussed. The entire event was interactive, in-
sightful and enjoyable.

Needless to say, the responsibility for any er-
rors, which remain in the chapters, lies solely 
with the authors. The views expressed in the 
Report also reflect the opinions of the authors 
and are not to be ascribed to National Institute 
of Bank Management or its Governing Board.

The first edition of this report – IBFR 2021 – 
received wide acclaim from readers. We hope 
that IBFR 2022 will also get a similar response 
from the audience. It contains lucid and rigor-
ous analysis on a variety of subjects, which are 
relevant to the banking and financial sector in 
India and abroad. Happy Reading! 

	 PARTHA RAY

ARINDAM BANDYOPADHYAY

SANJAY BASU 

Dr. Saibal Ghosh, Shri Ganesh Kumar, Dr. Bap-
paditya Mukhopadhyay, Dr. Parthapratim Pal, 
Dr. Pradiptarathi Panda, Dr. K. Srinivasa Rao, 
Dr. Ashish Saha, Shri Bazil Shaikh, Ms. R. Sha-
shikala, Dr. Ashish Srivastava and Shri Omkar 
Shivraj Swami. Their detailed observations have 
gone a long way towards a substantial improve-
ment in the quality of the report. 

We are also indebted to all the participants of 
the Round Table Discussion, on the draft chap-
ters of IBFR 2022, held at NIBM Campus on 
April 6, 2023. In particular, the external ex-
perts viz., Dr. Subrata Sarkar, Shri Bazil Shaikh, 
Shri Neelam Damodharan and Shri Sunil Bak-
shi offered valuable advice on the chapters they 

JULY 2023
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THE India Banking and Finance Report (IBFR) 2022 is a comprehensive anthology of articles on the domestic 
and global financial sector. The report covers a wide vista of important subjects, from recent macro-financial 

developments to green finance, model risk to people risk and CBDCs to loan melas. Each issue is addressed with 
cogent and incisive theoretical and data analysis. While the observations and recommendations are factual, the 
style is crisp, clear and simple. The report highlights the challenges and opportunities in the banking and financial 
sector in an integrated and turbulent world, necessary reforms and prudential measures to ensure sustainable 
growth and financial stability, as well as lessons for the future. Hopefully, IBFR 2022 will motivate informed 
discussions on the BFSI sector among practitioners, regulators and policymakers. 

Edited by  

UNLIKE institutional reports, the India Banking 
and Finance Report 2022 blends unbiased 

and data-founded analysis that helps understand 
certain special features of India’s financial markets 
and provides insights into future course of actions 
required to address current or potential concerns. 
This is a very useful work for academics, practitioners 
and policymakers alike and, of course, the students of 
banking and finance.

Shri N.S. Vishwanathan Former Deputy Governor, 
Reserve Bank of India, and Senior Fellow, IIM Bangalore

THE articles cover a gamut of subjects from 
monetary policy, credit risk and human resource 

strategy to new-age opportunities like digital 
transformation. I am particularly happy that the 
report addresses emerging and critical topics like 
climate finance. I strongly recommend bankers 
to deliberate these well-researched papers and 
operationalise the same in their strategies. 

Shri B. Sambamurthy Formerly: Chairman, 
Corporation Bank, Director, IDRBT, and Chairman, NPCI

THE papers bear the stamp of erudition and efforts 
put in by the respective authors. The findings and 

rich references would be of immense benefit to those 
who are engaged in policymaking and regulation as 
also to the practising bankers and academicians.  

Shri B.V. Chaubal Chairman, CDSL, and Former 
Deputy Managing Director, State Bank of India 

THE report provides a 360-degree view of the 
evolution of the banking system in India, the 

prudential policies of Indian banks, the challenges faced 
by them in an increasingly integrated world, and their 
efforts to be future-ready. Written in a lucid way, the 
IBFR is a must-read for everyone in academics and policy 
circles and anyone interested in the role of the banking 
system in the growth and development of a nation.

Prof. Subrata Sarkar Professor and Dean of Faculties, 
IGIDR, Mumbai 

THE report is a useful compendium of thought-
provoking articles on the state of India’s financial 

sector. In addition to the usual areas of markets and 
financial risk management, it focuses on two emerging 
issues - digital disruption and strategies for the 
financial sector in view of increasing competition and 
uncertainty. The report also includes discussions on  
new areas like green finance and retail banking 
sentiment index.  

Prof. Ashok Banerjee Director, Indian Institute of 
Management Udaipur

THIS volume is rich in insights about a wide range 
of current issues as well as emerging areas such 

as green finance and CBDCs, all backed by rigorous 
research. It deserves to be read by practitioners, 
policymakers and researchers.

Dr. Niranjan Rajadhyaksha Executive Director,  
Artha India Research Advisors
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