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Abstract

Against this background, this study discusses the balance sheet developments in respect of 97 scheduled
commercial banks (SCBs) during 2019-20 and H1:2020-21, based on annual accounts of banks and off- site
supervisory returns in Section 2. The Covid-19 pandemic had a profound impact on the performance of the Indian
banking sector during the period of 2019-2020. This abstract provides a summary of the effects observed during
this time and the strategies employed by banks to navigate the crisis. The pandemic-induced economic crisis
resulted in disruptions in economic activities, loan defaults, and deteriorating asset quality for banks. Sectors such
as hospitality, aviation, and retail faced significant challenges, leading to higher provisions for bad loans and an
increase in non-performing assets (NPAs). Banks had to address these issues by implementing proactive
measures, including loan restructuring and higher provisioning for potential credit losses. Liquidity management
was crucial during this period, and banks benefited from the liquidity support measures introduced by the Reserve
Bank of India (RBI). These measures aimed to ensure adequate liquidity for banks to meet their financial
obligations and maintain stability. The profitability of banks was impacted due to higher provisioning
requirements and reduced income generation from decreased economic activities. However, banks with
diversified revenue streams and robust risk management practices were better positioned to navigate the
challenges.

Keywords: Covid-19 pandemic, Indian banking sector, financial Performance, financial crisis, profitability
Introduction

The Covid-19 pandemic has had a profound impact on various sectors of the economy worldwide, and the Indian
banking sector has not been immune to its effects. As the pandemic disrupted economic activities and led to
financial uncertainties, the performance of Indian banks faced significant challenges. This introduction provides
an overview of the effects of the Covid-19 pandemic on the performance of Indian banks, highlighting key areas
of impact and the measures taken to mitigate the crisis.
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The pandemic-induced economic crisis resulted in a slowdown in business activities, supply chain disruptions,
and a decline in consumer spending. These factors directly affected the financial health of individuals and
businesses, leading to an increase in loan defaults and the rise of Non-Performing Assets (NPAs) within the
banking system. The banking sector also faced challenges in managing liquidity, as cash flows were impacted by
reduced business operations and temporary closures.

To address the adverse effects of the pandemic, the Reserve Bank of India (RBI) implemented various measures
to ensure financial stability and support the banking sector. These measures included providing moratorium on
loan repayments, easing regulatory guidelines, and injecting liquidity into the system through interest rate cuts
and refinancing facilities. The government also introduced fiscal stimulus packages to boost the economy and
support businesses.

Furthermore, the Covid-19 pandemic accelerated the digital transformation of the Indian banking sector. Banks
had to quickly adopt digital channels and remote banking services to ensure continuity in financial operations and
meet customer needs. This shift towards digital banking services highlighted the importance of technology
infrastructure and cybersecurity measures.

In this context, it is crucial to examine the effects of the Covid-19 pandemic on Indian banking performance
comprehensively. This includes assessing the impact on asset quality, profitability, provisioning requirements,
and the overall financial stability of banks. Understanding the challenges faced by the banking sector and the
measures taken to mitigate them can provide insights into the resilience and adaptability of the Indian banking
system in the face of an unprecedented crisis.

This study aims to analyze the effects of the Covid-19 pandemic on Indian banking performance, taking into
account the macroeconomic context, regulatory interventions, and the response of banks to the crisis. By
examining the key areas of impact and the strategies employed by banks, policymakers, regulators, and industry
stakeholders can gain valuable insights for future crisis management and building a more resilient banking sector.

In 2019-20, India’s commercial banking sector consolidated the gains achieved after the turnaround in 2018-19.
Financial performance was shored up in H1:2020-21 by the moratorium and the standstill in asset classification.
The overhang of stressed assets declined, and fresh slippages were reined in. With improvement in margins and
recoveries of delinquent loans, the banking system turned profitable after a gap of two years. At the same time,
capital buffers were strengthened, partly aided by recapitalisation of public sector banks (PSBs) and capital raising
in the market. The immediate impact of lockdowns due to covid19 on the financial performance of commercial
banks was mitigated through timely policy actions by the Reserve Bank. Going forward, although the risks to the
banking sector remain tilted upwards, much hinges around the pace and spread of the economic recovery that is
gradually gaining traction in H2:2020:21

Results and discussion

Table 1: consolidated Balance sheet of scheduled commercial Banks 2019-2020 (amount in crores)

(At end- | Public Sector Banks Private sector bank Foreign banks Small  finance | Payment All CSBS
March) Item banks banks
2019 2020 2019 2020 2019 2020 2019 2020 201 | 202 | 2019 2020
9 0
1. Capital 51,060 72,040 21,344 26,866 77,809 85,710 4,213 | 5,151 nil 103 | 1,54,427 1,90,802

5

2. Reserves | 5,46,066 5,80,886 527,665 | 582,425 | 96,979 1,08,987 | 5,821 | 11,047 ni
and Surplus

-461 | 11,76,531 12,82,884

3. Deposits 84,86,215 90,48,420 37,70,01 | 41,59,04 | 581,857 | 6,84,289 | 49,17 | 82,488 ni 855 | 1,28,87,26 | 1,39,75,09
3 4 8 2 5

3.1 Demand | 552,461 5,71,383 517,356 | 5,47,521 1,71,907 | 2,17,874 1,955 2,381 nil 8 12,43,679 13,39,167
Deposits
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3.2 Savings
Bank Deposits

33 Term
Deposits

4. Borrowings

5. Other
Liabilities and
Provisions

total
liabilities/asset
s

1. Cash and
Balances with
RBI

2. Balances
with Banks
and Money at
Call and Short
Notice

3. Investments

3.1 In
Government
Securities
(atb)

a) In India

b) Qutside
India

3.2 Other
Approved
Securities

3.3 Non-
approved
Securities

4, Loans and
Advances

4.1 Bills
Purchased and
Discounted

42 Cash
Credits,
Overdrafts,
etc.

4.3 Term
Loans

5. Fixed Assets

6. Other Assets

Note - Nil/Negligible

27,99,445

51,34,309

7,61,612

3,17,985

1,01,62,93
8

4,55,974

3,59,507

27,02,386

21,98,041

21,67,070

30,970

157

5,04,188

59,26,286

1,66,381

24,89,272

32,70,633

1,07,318

6,11,466

30,41,902

54,35,134

7,09,780

3,71,893

1,07,83,01
8

4,36,736

4,66,615

29,40,636

24,09,182

23,71,783

37,399

102

5,31,352

61,58,112

1,60,977

24,16,408

35,80,727

1,06,507

6,74,412
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10,45,64
8
22,07,00
8
7,75,324

2,03,591

52,97,93
7

2,06,654

1,75,076

12,19,51
7

9,48,803

9,30,104

18,699

2,70,714
33,27,32
8

1,17,234

9,45,461

22,64,63
3

36,142

3,33,221

11,72,73
9

24,38,78
4

8,27,575

2,36,229

58,32,13
9

2,72,616

2,12,324

12,93,03
1

10,66,31
3

10,57,07
4

9,240

2,26,718

36,25,15

4

1,25,07

9,83,165

25,16,91
2

38,243

3,90,770

59,459

3,50,491

1,51,367

1,48,801

10,56,81
3

33,657

91,098

3,83,415

3,19,575

3,05,772

13,803

63,840

3,96,724

76,557

1,66,037

1,54,129

4,426

1,47,493

70,007

3,96,408

1,28,687

2,57,632

12,65,30
4

55,048

95,658

4,31,277

3,84,109

3,62,547

21,562

47,168

4,28,072

61,864

2,05,130

1,61,078

4,129

2,561,120

7,245
39,97
8
21,36
7

2,957

83,53
7

2,328

4,054

14,95

11,63

11,63

3,320

59,49

5,948

53,53
1,251

1,461

10,284

69,823

30,004

4,078

1,32,76

5,058

8,701

24,203

20,748

20,748

nil

3455

90,576

37

6,872

83,668

1,649

2,580

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

nil

847

216

164

33

455

694

694

694

nil

nil

nil

nil

nil

nil

nil

200

263

39,11,797

77,31,786

17,09,670

6,73,335

1,66,01,22
4

6,98,613

6,29,733

43,20,270

34,78,051

34,14,578

63,473

157

8,42,062

97,09,829

3,60,177

36,06,719

57,42,934

1,49,137

10,93,641

42,95,779

83,40,149

16,96,046

8,70,048

1,80,14,87
5

7,69,492

7,83,753

46,89,842

38,81,046

38,12,845

68,201

102

8,08,694

1,03,01,91

4

3,47,955

36,11,575

63,42,385

1,50,728

13,19,146

Source: Annual accounts of respective banks. , Detailed bank-wise data on annual accounts are collated and

published in Statistical Tables Relating to Banks in India.

1. Balance sheet analysis 2019.

In 2019, the consolidated balance sheet of SCBs expanded at an accelerated pace for the first time since 2010-11,
buoyed by a pick-up in deposits on the liabilities side and loans and advances on the assets side . Although private
sector banks (PVBs) account for less than a third of assets of SCBs, they led the expansion in the consolidated
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balance sheet of SCBs, offsetting the deceleration posted by PSBs. Furthermore, despite the overall improvement
in banking performance continuing during the first half of 2019-20, a slowing down of bank credit growth has
emerged as an area of concern.

2. Balance Sheet Analysis 2020.

The consolidated balance sheet of SCBs has grown in H1:2020-21 after a deceleration in 2019-20 on account of
subdued economic activity, deleveraging of corporate balance sheets and muted business sentiment impacting
credit supply On the liabilities side, slowdown in deposit growth contributed to banks’ financial weakness The
recovery in 2020-21 (so far) has been driven by investments and deposit growth in spite of the COVID-19
pandemic.

Liabilities .

SCBs’ deposit growth remained elevated throughout the first three quarters of 2019-20 relative to the period since
September 2017 During the last quarter, i.e., January-March 2020, however, deposit growth especially in private
sector banks (PVBs) — decelerated. Currency with public surged in response to the COVID-19 induced dash for
cash while solvency issues related to a private sector bank also brought about some reassignment of deposits.

During 2020-21 so far, deposits with PSBs grew at a higher pace than usual, partly reflecting perception of their
safe haven status

Term deposits contributing almost 60 per cent of total deposits moderated, reflecting the easing of interest rates
and the lure of returns on competing asset classes. Term deposit growth of PVBs decelerated sharply even as it
quadrupled in PSBs Foreign banks aggressively raised low-cost current and saving account (CASA) deposits,
although their share in total deposits is low.

Subdued credit growth and relatively robust deposit growth for most part of the year resulted in a decline in
borrowing requirements of banks, except for PVBs

Assets. After a gap of two consecutive years, SCBs’ loan growth decelerated in 2019-20, reflecting both risk
aversion and tepid demand. During the current financial year so far, this was accentuated by the COVID-19
pandemic. The loan book of PVBs was affected disproportionately relative to their counterparts on asset quality
concerns and higher provisioning requirements. Credit expansion was at a higher pace among PSBs during March,
June and September, 2020 quarters, after three consecutive quarters of deceleration.

Another positive development was the robust credit growth in rural areas. Although the share of rural credit in
the total has been hovering between 8 and 9 per cent, its growth surpassed that of other categories in 2019-20,
after a gap of four years. While the share of PSBs in rural credit has gradually fallen, PVBs have been making
inroads

The credit-GDP ratio declined consistently throughout 2010s, partly reflecting availability of alternate avenues
to raise resources. During 2019-20, however, the ratio declined even further and the incremental credit to GDP
ratio also ebbed). The outstanding credit-deposit (C-D) ratio declined across all bank group

Muted credit offtake prompted PSBs to lean in favour of investments. Risk-free liquid statutory liquidity ratio
(SLR) securities were their instruments of choice amidst the prevailing uncertainties. On the other hand,
investment portfolio of PVBs and FBs decelerated due to profit booking in their trading books as yield on G-Secs
softened significantly during the course Till end-August 2020, banks were permitted to exceed the limit of 25 per
cent of total investments under the held to maturity (HTM) category, provided the excess comprises only of SLR
securities and total SLR securities held in the HTM category are not more than 19.5 per cent of net demand and
time liabilities (NDTL). With the headroom available for PSBs and PV Bs for further investment in SLR securities
under the HTM category getting exhausted and in view of heavy government borrowing programme for 2020-21,
the 19.5 per cent limit was raised to 22 per cent of NDTL up to March 31, 2022, for securities acquired between
September 1, 2020 and March 31, 2021.

Flow of Funds to the Commercial Sector.
Subdued credit demand conditions were reflected in a sharp moderation in flow of credit to the commercial
sector in 2019-20, from both bank and non-bank sources. The moderation in non-bank funding was lower as
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compared with bank funding. Corporates raised higher resources from foreign sources such as foreign direct
investment (FDI), external commercial borrowing (ECB) and foreign currency convertible bonds (FCCBSs).
Rationalisation of ECB guidelines, prudent and tighter single-group exposure norms, low interest rates in origin
countries and the relatively stable exchange rate created an enabling environment to raise more resources from
foreign sources. Within domestic non-bank sources, acceleration in resources raised from the capital market
public and rights issues as well as private placements coupled with the investment of Life Insurance Corporation
of India (LIC) in corporate debt provided a silver lining.

The flow of funds to commercial sector has been higher during 2020-21 so far. Flows from banks, domestic non-
bank sources notably private placements; commercial paper (CP) issuances; and credit by housing finance
companies (HFCs) have picked up, compensating for lower flows from foreign sources like ECB/FCCB and
short-term credit from abroad.

Maturity profile of Assets and liabilities.

Asset-liability management (ALM) profiles have direct implications for liquidity and profitability of banks. Rate
Sensitive Assets (RSAs) and Rate Sensitive Liabilities (RSLs) directly impact banks’ net interest income. T
decision to hold a positive (RSAs > RSLs) or negative gap (RSLs > RSAs) depends on a bank’s expectations on
interest rates and its overall business strategy. In an environment of declining interest rates during 2019-20, the
negative gap in the maturity bucket of up to one year and positive gap in higher maturity buckets moderated .

While liabilities like deposits and borrowings in the maturity bucket of up to one year declined, assets specifically,
investments picked up, led by PSBs and PVBs. On the other hand, borrowings and investments in the maturity
bucket of over five years dipped. At the same time, deposits and loans and advances edged up. FBs continued to
focus mainly on short-term borrowings and investments

During 2019-20, total international liabilities of banks located in India declined due to a drop in short-term
borrowings from abroad. Divestment by non-residents in banks, particularly PVBs, also contributed to this decline
On the other hand, international assets of banks rebounded from a decline in the previous year, largely driven by
an upsurge in NOSTRO balances and placements abroad. However, claims arising out of outstanding export bills
sharply declined due to slackening of international trade This resulted in an uptick in the ratio of international
claims to international liabilities. The ratio of international liabilities of banks to India’s total external debt
declined due to an increase in external debt during the year

The consolidated international claims of banks declined across both short-term and long- term maturities and
shifted away from the non- financial private sector and banks towards non- bank financial institutions (NBFISs)
Consolidated international claims of banks also underwent geographical changes favouring Germany, Singapore
and the United Arab Emirates (U.A.E.) at the cost of Hong Kong, the United Kingdom (U.K.) and the United
States (U.S.).

Off balance sheet operations

During 2019-20, off-balance sheet liabilities of PVBs and FBs decelerated, while those of PSBs contracted,
suggesting prudent behaviour in the face of elevated credit risk (At end-March 2020, foreign banks’ contingent
liabilities were as high as 10 times their balance sheet assets, while PVBs (1.2 times) and PSBs (0.31 times) had
relatively lower off-balance sheet exposures.

Financial Performance

Net profits of SCBs turned around in 2019-20 after losses in two consecutive years Although PSBs incurred losses
for the fifth year in a row, the amount of losses shrank. PBs could not break even as they incurred high initial
capital expenditure and wage bills.

The improvement in financial performance also reflected an increase in trading income on profit booking in the
light of favourable yield movements
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In line with the increasing share of PVBs in banking assets, their share in operating profits also increased to 43.4
per cent in 2019-20 at the cost of PSBs Both interest income and interest expended by banks decelerated

The performance of Indian banks during the Covid-19 pandemic is influenced by multiple factors, including the
macroeconomic context, regulatory interventions, and the response of banks themselves. Understanding these
aspects is crucial for comprehensively assessing the impact of the pandemic on the banking sector.

Macroeconomic Context: The pandemic-induced economic crisis, characterized by reduced economic activity,
disruptions in supply chains, and decreased consumer spending, has significantly affected the performance of
Indian banks. The contraction in economic growth and rising unemployment rates have led to increased loan
defaults and higher provisions for potential credit losses.

Regulatory Interventions: The Reserve Bank of India (RBI) has played a pivotal role in mitigating the impact of
the crisis on the banking sector. The RBI introduced several regulatory interventions and policy measures to
ensure financial stability and support the functioning of banks. These interventions include providing moratorium
on loan repayments, relaxation of asset classification norms, liquidity infusion measures, and capital adequacy
relaxations.

Response of Banks: Indian banks have responded to the pandemic by implementing various measures to navigate
the crisis and support their customers. This includes implementing remote working arrangements for employees,
ensuring business continuity, and providing digital banking services to customers. Banks have also undertaken
efforts to assess and manage credit risk, restructure loans, and enhance provisioning to address the impact of loan
defaults and potential asset quality deterioration.

Additionally, banks have focused on managing liquidity and capital adequacy to ensure stability in their
operations. They have utilized various funding sources and actively engaged with the RBI's liquidity support
measures to meet the financial needs of borrowers and maintain adequate liquidity buffers.

Furthermore, banks have accelerated their digital transformation initiatives to meet the changing customer
demands and preferences during the pandemic. This has involved enhancing digital channels, offering contactless
services, and investing in robust technology infrastructure and cybersecurity measures.

By taking into account the macroeconomic context, regulatory interventions, and the response of banks, an
assessment of the performance of Indian banks during the Covid-19 pandemic can provide insights into their
resilience, adaptability, and ability to navigate through challenging times. It highlights the effectiveness of
regulatory measures, the implementation of risk management strategies, and the importance of technological
advancements in ensuring the stability and future growth of the banking sector

Impact of Covid-19 on banking performance during 2019-2020

The Covid-19 pandemic had a significant impact on the banking sector's performance during the period of 2019-
2020. Here are some key effects observed during that time:

Asset Quality and Loan Defaults: The pandemic caused disruptions in economic activities, leading to financial
stress for individuals and businesses. This resulted in an increase in loan defaults and deterioration of asset quality
for banks. Sectors such as hospitality, aviation, and retail faced significant challenges, leading to higher provisions
for bad loans.

Non-Performing Assets (NPASs) and Provisioning: Banks witnessed a rise in Non-Performing Assets (NPAS) as
borrowers faced difficulties in meeting their repayment obligations. This led to higher provisioning requirements
to cover potential credit losses, impacting banks' profitability and capital adequacy.

Moratorium and Restructuring: To provide relief to borrowers impacted by the pandemic, the Reserve Bank of
India (RBI) introduced loan repayment moratoriums and loan restructuring schemes. This allowed borrowers to
defer loan repayments or modify loan terms to manage cash flow challenges. However, these measures affected
banks' cash flow and posed potential risks to asset quality in the medium to long term.
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Digital Transformation and Remote Banking: The pandemic accelerated the adoption of digital banking services
as physical branch visits and in-person transactions were restricted. Banks had to rapidly enhance their digital
infrastructure, offer digital payment solutions, and promote online banking services to ensure uninterrupted
customer service and maintain business continuity.

Liquidity Management and Regulatory Support: The RBI took various measures to support liquidity in the
banking system, including reducing policy rates, providing liquidity infusion through open market operations,
and relaxing regulatory guidelines. These measures aimed to ensure adequate liquidity for banks to meet their
financial obligations and maintain stability during the crisis.

Profitability and Financial Performance: The overall profitability of banks was affected due to higher provisioning
requirements and lower income generation from reduced economic activities. Net interest margins (N1Ms) also
faced pressure due to interest rate cuts and reduced credit demand. However, banks with diversified revenue
streams and strong risk management practices were relatively better positioned to navigate the challenges.

It's important to note that the impact of the pandemic varied among banks based on their business models, asset
quality, and exposure to affected sectors. The effects discussed above provide a general overview of the challenges
faced by the banking sector during the 2019-2020 period. For more detailed and specific information, it is
recommended to refer to the individual financial statements and reports of the respective banks or regulatory
authorities

Overall impact of the Covid-19 pandemic on the Indian banking sector

The impact of the Covid-19 pandemic on the Indian banking sector has been significant, and banks, policymakers,
regulators, and industry stakeholders have implemented various strategies to address the challenges and build a
more resilient banking sector. These strategies aim to mitigate the immediate impact of the crisis and enhance the
long-term resilience of banks. Here are some key areas of impact and the strategies employed:

Asset Quality and Provisioning: The pandemic has led to an increase in loan defaults and the deterioration of
asset quality. Banks have responded by implementing proactive measures such as loan restructuring, provisioning
for potential credit losses, and conducting rigorous assessments of credit risk. They have strengthened their risk
management frameworks and adopted more conservative lending practices to mitigate future risks.

Liquidity Management: The pandemic created liquidity challenges due to reduced cash flows and disruptions in
financial markets. Banks have focused on effective liquidity management by leveraging the liquidity support
measures introduced by the RBI, optimizing funding sources, and closely monitoring liquidity positions. This
ensures that banks can meet their financial obligations and maintain stability during periods of economic stress.

Digital Transformation: The pandemic has accelerated the adoption of digital banking channels and services.
Banks have invested in technology infrastructure, enhanced their digital capabilities, and promoted digital
banking solutions to ensure uninterrupted customer service and remote access to financial services. This digital
transformation has not only enabled continuity during the crisis but also positioned banks for future growth and
customer-centric service models.

Regulatory Support and Policy Measures: Policymakers and regulators have played a crucial role in supporting
the banking sector during the crisis. They have introduced measures such as loan moratoriums, relaxation of
regulatory norms, and liquidity support to ensure financial stability. These measures provided temporary relief
and flexibility to banks, enabling them to manage the impact of the crisis more effectively.

Capital Adequacy and Stress Testing: Banks have focused on maintaining robust capital adequacy levels to absorb
potential losses and withstand economic shocks. They have conducted stress tests to assess the resilience of their
balance sheets under adverse scenarios. This has enabled banks to identify areas of vulnerability and take
necessary measures to enhance capital buffers and capital planning.

Collaborative Approach: Stakeholders in the banking industry, including banks, policymakers, regulators, and
industry associations, have worked collaboratively to address the challenges posed by the pandemic. Regular
communication, information sharing, and coordination have facilitated the implementation of effective strategies
and ensured a unified response to the crisis.

These strategies, along with the learnings from the pandemic, provide valuable insights for future crisis
management and building a more resilient banking sector. They highlight the importance of risk management,
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digital readiness, regulatory support, and proactive decision-making. By incorporating these insights, the banking
sector can enhance its ability to navigate future crises and strengthen its overall resilience to withstand economic
uncertainties.

Conclusion

The worldwide spreads of COVID-19, the bank operations have been hampered. The COVID-19 pandemic has
severely impacted every industry across the globe in recent months. As industries attempt to recover, there is a
need for new strategic initiatives and higher preparation. Banks and the wider financial services sector are facing
multiple challenges from the ongoing global impact of COVID-19. The outbreak of the COVID-19 pandemic is
an unprecedented shock to the Indian economy. Banks must continue to leverage technology and build flexibility
in their infrastructure to navigate these challenges. Banking services in India are classified under the essential
services list. Banking and financial institutions were under immense pressure to ensure business-as-usual amidst
the lockdown and health crisis. The operational and technical challenges for both the customers and employees
highlighted a deficiency and the general lack of agility in our banking systems when faced with an emergency
situation. In this paper, we aimed to demonstrate a close look to about the impact of pandemic covid-19 on the
Indian banking system and briefly discussing Indian banks ready to assimilate covid-19 as well as influence of
covid-19 on financial services sector. The immediate learning from the current COVID-19 situation will add the
much-needed rigor towards digitizing and optimizing the bank’s backend operations. Banking operations such as
cash deposits, withdrawals, clearing of cheques and other traditional teller services had to be executed by
maintaining a safe distance of at-least a meter. Indian banks (both public and private) which are already online
with some core banking functions will focus on a complete transition by digitization of all their functions,
processes, and systems. In the end, we are in a nutshell discussing about the pandemic covid-19 effect in banking
system.

The consolidated balance sheet of SCBs has grown in H1:2020-21 after a deceleration in 2019-20 on account of
subdued economic activity, deleveraging of corporate balance sheets and muted business sentiment impacting
credit supply On the liabilities side, slowdown in deposit growth contributed to banks’ financial weakness The
recovery in 2020-21 (so far) has been driven by investments and deposit growth in spite of the COVID-19
pandemic.

Although, banks’ financial conditions improved on lower slippages and higher capital buffers and provisions,
subdued economic conditions amplified risk aversion and dragged down credit off-take. During 2020-21 so far,
the safe haven appeal of banks led to a sharp accretion to deposits. With credit demand remaining anaemic, as the
deleterious effects of COVID-19 played out on the economy, banks preferred to park funds in safer G-Secs to
partially offset the impact of low lending. In anticipation of higher loan delinquencies, banks have announced
ambitious plans to shore up their capital bases to adhere to regulatory requirements and to be lending-ready as
and when credit demand bounces back.

The Reserve Bank initiated timely measures to relieve stress on bank balance sheets, corporates and households
in the wake of the pandemic. With the moratorium coming to an end, the deadline for restructuring proposals is
fast approaching and with the possible lifting of the asset quality standstill, banks’ financials are likely to be
impacted in terms of asset quality and future income. Going forward, banks will have to adapt and adjust to the
rapidly evolving economic landscape due to these challenges and also the entry of niche players and emerging
financial technologies.

In conclusion, the Covid-19 pandemic had a significant impact on the performance of the banking sector during
the period of 2019-2020. The disruptions in economic activities, loan defaults, and deterioration of asset quality
posed challenges for banks. However, the sector demonstrated resilience and adaptability by implementing
various strategies to navigate the crisis.

Banks focused on managing asset quality and provisioning, taking proactive measures to address the increase in
non-performing assets and potential credit losses. They also leveraged regulatory interventions such as loan
moratoriums and restructuring schemes to provide relief to borrowers facing financial difficulties.

Digital transformation became a priority as banks accelerated their adoption of digital channels and services to
ensure uninterrupted customer service and remote access to financial services. This shift towards digital banking
not only helped maintain business continuity but also positioned banks for future growth and customer-centric
service models.
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Liquidity management was crucial, and banks benefited from the liquidity support measures introduced by the
Reserve Bank of India (RBI) to ensure adequate liquidity for meeting financial obligations and maintaining
stability.

Although profitability was impacted due to higher provisioning requirements and reduced income generation,
banks with diversified revenue streams and strong risk management practices were better positioned to withstand
the challenges.

The crisis highlighted the importance of collaboration and coordination among banks, policymakers, regulators,
and industry stakeholders. Regular communication and information sharing were essential for implementing
effective strategies and ensuring a unified response to the crisis.

Overall, the banking sector demonstrated resilience and agility during the 2019-2020 period, adopting measures
to navigate the challenges posed by the pandemic. By incorporating the learnings from this crisis, banks can
further strengthen their operations and build a more resilient and customer-centric banking sector in the future
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