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Covid-19 and Indian Banking Industry: A Study

ABSTRACT

There is a lot of uproar about the virus, specifically the coronavirus, all over the world. In short, it is well 
known as Covid-19. It is the alternative name for global wary and economic unrest. This global 
pandemic is spreading a deeply rooted negative impact on the world economy. As a result, economic 
growth is gradually shrinking. India is not the exception. The first wave of the virus has passed, and 
now the second wave of the pandemic is underway. The Covid-19 has been affecting India's 
manufacturing and service sectors, including industrial production, job market, e-commerce market, 
financial market, GDP growth, etc., during its outbreak. The International Monetary Fund (IMF) has 
forecasted that the Indian growth rate for 2021 will be 12.5%. Earlier, it was forecasted at 7% of the 
same apex body. The world's banking apex authorities like the IMF and the World Bank have taken so 
many measures over time during the spread of the virus to reduce the harm to the world's economies 
and to support the member nations in improving and sustaining their health as well as the financial 
sector. The present study attempts to provide an overview of the various strategic measures taken by 
the World Bank, the IMF, and the Reserve Bank of India (RBI).
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INTRODUCTION

COVID-19 has spread widely and very fast. It is causing an epidemic throughout China. It has been 
followed by a pandemic, a number of issues in different nations throughout the globe (World Health 
Organization, 2020). The initial report on Covid-19 by the World Health Organization (WHO) shows 
that the coronavirus infection has spread to contain more than 81552 cases in China and more than 
1400000 across the globe. As a result, the WHO declared a public health emergency in late January 
2020 and a pandemic in March 2020 (ECDC, 2022). The Covid-19 is a group of virus variants that 
belong to the Coronaviridae family. It affects both humans and animals. Some human 
coronaviruses can cause mild diseases like the common cold, whereas others cause more severe 
diseases like Middle East Respiratory Syndrome and Severe Acute Respiratory Syndrome (World 
Health Organization, 2020). The Covid-19 has emerged as the most powerful devil of the century, 
with significant macroeconomic impact across the globe. India is not the exception. It is playing with 
the health and economy of mankind. The present crisis due to Covid-19 pandemic is different and 
worse than the global crisis of 2007-08. It is disturbing the real economy as a whole, not just the 
financial system. The current financial system is much more elastic with improved capital 
adequacy, credit worthiness, and asset quality as a result of the implementation of so many 
initiatives by the government and regulatory bodies over the years. The lending standards should 
not be diluted and the overall asset quality of the banking portfolio must be maintained. The RBI 
must be sure of these issues. It may be a potential policy implementation to fight the economic 
slowdown of Covid-19. The first wave of the virus has passed, and now the second wave of the 
pandemic is underway. In this global pandemic of the Covid-19 outbreak, the Government of India 
and RBI together can play an extensive role in facilitating support from banks and financial 
institutions to permit borrowers to stick out the economic downturn. They will help to make us learn 
how to live in the new normal.
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LITERATURE REVIEW

Yerchuru and Chidambaram (2020) have pointed out the impact of the various issues, like the crisis in 
the financial services industry, on proposed immediate, short-term, and medium-term technological 
solutions, arising from the Covid-19 pandemic. TCS has concluded that there is testing time and it 
strongly believes that banks require to take necessary steps as soon as possible to make sure of the 
faultless release of services to the clientele with minimum disruptions.

Agrawal, Jamwal and Gupta (2020) have studied the effect of Covid-19 on the Indian economy and 
supply chain system. They have reported that the manufacturing organisations and their supply 
chains have been very badly affected by the covid pandemic across the globe as well as India. 
Thousands of industries have been forced to shut down their product lines due to Covid-19 virus.

Peterson and Thankom (2020) have assessed the restrictive measures by proper and real 
observation of monetary policy, fiscal policy, and public health policies that have been adopted during 
the pandemic situation by the competent authorities. They have also analyzed the effect of the policy 
regarding social distancing and its impact on economic activity and stock market indicators. They 
have also found out that the increase in lockdown periods, decisions relating to monetary policy and 
restrictions on international travel have brutally affected the economic activities and the opening, 
closing, lowest and highest prices of stocks in the chief stock exchange index.

The World Economic Forum (2020) intends to recognize emerging risk in financial stability by 
understanding the consumption adjustments and investment rationale of Covid-19. It also identified 
where policymakers need to pay attention and implement the emergency measures from the lessons 
of the previous crises and present pandemic.

Lelissa (2020) has tried to investigate the shock of the Covid-19 pandemic on the fundamental trade 
or commerce of the private sector banks and its reflection on the profit and loss account and balance 
sheet perspective. She found that there is an immediate requirement for liquidity for private banks, a 
comprehensive reform and financial sector restructuring programme to have room for change and 
accelerate the method of improvements.

Objective of the study

The primary objective of the present paper is to overview various measures taken by the banking 
apex bodies of the world in general and the RBI in particular  to provide safeguards to the global as 
well as Indian economy from the harm caused by the outbreak of the Covid-19 pandemic on the earth. 

DISCUSSION

The Covid-19 pandemic impacted some Indian banks and caused them to struggle due to deposits 
that had protected loans. In this situation, private sector banks may force banking customers to lend 
less, which may lead to poor liquidity (Sharma & Mathur, 2021). The Covid-19 has affected the Indian 
economy and its banking sector very negatively. It is still not possible to know the exact depth and 
span of the virus. The situation will be clear after the pandemic is over (Kumar & Kumar, 2021). Most 
public sector banks are expected to report a net loss in FY 2021 Furthermore, in FY 2022, public 
sector banks will need to make provisions for buffers because these loans will be converted into non 
performing assets in FY 2023 (Nair, 2020). The Indian economy has been struggling with lower GDP 
and substantial unemployment rates. Now, it has faced another unprecedented shock due to Covid-
19 pandemic. The nation's wide lockdown in various stages and the global slowdown have 
considerably interrupted the demand-supply chain, which has dented the Indian economy and 
banking sector very deeply (Sonkhaskar, 2020). 

(A) Effect of Covid-19 on the banking sector:

Following critical effect could be observed in Indian banking sector caused by the global pandemic of 
the corona virus. 
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�x The profitability of the banking sector is under very stress because of so many reasons. These 
  are (i) Customers having a precautious viewpoint about the loan in this recessionary market 
  condition that leads to decline in borrowings (ii) In post moratorium period, loan defaulters may 
  increase for national lockdown. (iii) Interest rate cut policy will decrease the profitability (iv) 
  Reduction in the banking sector's income of transaction due to suspension and reduction of 
  global trade or commerce. (v) Because of the unpredictability of the capital market, there is a 
  reduction in the fee-based income for wealth product distribution.  

�x Now, the Indian banking sector is focusing on some alternative measures to partially offset the 
  loss of its profitability. The sector is trying to harvest profits from SLR portfolio and lowing the 
  cost of fund. It is focusing on non-interest-based revenue areas, cost optimization and 
  digitalization like medium term measures.

�x The savings fund may climb and that can fulfill the liquidity demands for banks in short-run. 

�x If retail investors choose for the setback in renewal and endowment products then it will be bad  
  for the flow of capital markets. But, it may be good for banking sector for having a strong balance 
  sheet. 

�x Demand for real estate, FMCG and working capital financing have been affected due to 
  economic slowdown which will negatively affect the retail financing industry for at least the next 
  two quarters which is a key driver of credit growth. 

�x If the apex bodies do not carefully handle the unprecedented challenges of corporate and retail 
  sector, then there is a possibility of default and bankruptcy.

 (B) Policy measures by the global apex banking bodies:

(a) The World Bank:

Various countries are facing helplessness and uncertainty for the spread of the pandemic of the 
Covid-19 virus. They need support for diverse levels. The World Bank is prioritizing the poorest 
nations with high risk and low capability for providing assistance. It expects that the global pandemic 
of Covid-19 has thrown more than 60 million people into extreme poverty across the globe. The 
president of the World Bank, David Malpass has announced to deploy US $160 billion over a fifteen 
month period for the improvement of 100 developing nations. It is a milestone commitment on the part 
of the world banks. The objective of The World Bank is (i) to return to growth, (ii) rapid and elastic 
action to deal with the healthiness crisis, (iii) provide various resilient support and cash for the 
protection of vulnerable section, (iv) maintenance of the sector under private control (v) reinforce the 
flexibility and revival of the economy. These programmes would strengthen health, economic and 
social degradation that the globe is facing(Outlook, 2020). Initially, the World Bank announced a 
package up to US $12 billion for the instant support to help out the member countries overcome the 
negative impact on the health and economy due to the worldwide spread of Covid-19 virus. Out of US 
$12 billion, $8 billion is new on a first track basis.  The International Bank for Reconstruction and 
Development (IBRD) provided up to US $2.7 billion as new financing model. The International 
Development Association (IDA) helped up to US $1.3 billion and complemented US $2 billion to on 
hand portfolio of banks.  The International Finance Corporation (IFC) assisted US $6 as well as US $2 
billion from accessible business amenities. This is a policy recommendation and technological aid for 
global knowledge. The IDA and IBRD would provide lower interest loan and grants for lower income 
and middle income countries respectively from the financial package (The World Bank, 2022). The 
World Bank will adopt their suitable strategies and deploy their resources as desired as the effect of 
global pandemic continues to grow.  

The World Bank policy measures for India:  

So far, the total commitment of US $2 billion has been made by the World Bank on account of Covid-
19 outbreaks to support India. Out of this, first US $1 billion would be utilized for the acceleration of the 
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