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The international standard is to designate the years based on traditional reckoning of the 
year Jesus Christ was born. We all are aware that B.C. stands for ‘Before Christ’, meaning 
before Jesus was born and A.D. comes from the Latin ‘Anno Domini’, which means ‘in the 
year of the Lord’. A.D. applies to years following the birth of Jesus.

The global COVID-19 pandemic is a human tragedy affecting the health and economic 
well-being of millions of people in unimaginable proportions. In the absence of an effective 
medicine or a vaccine, countries have attempted to stop or slow the spread of the disease 
by imposing lockdowns and travel bans, which has brought economies to almost a 
standstill. With factories shut down, travel suspended, businesses (big and small) closed 
and all non-essential work stopped, the world is witnessing its worst ever economic crisis. 
Almost all of the earlier economic crises arose in the financial sector and caused significant 
disruptions; however, this crisis is affecting all businesses’ manufacturing and services 
sectors. The result is an unforeseen impact on finance and liquidity. In the current context, 
unfortunately, economies will be remembered as Before Corona (BC) and After Corona (AC).

Economies world over are 
almost at a standstill
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Due to the pandemic, the International Monetary Fund (IMF) projects the global economy 
to contract sharply by 3 percent in 2020, a contraction much worse than that seen during 
the 2008–2009 financial crisis. The economic loss is estimated at US$ 9 trillion, which is 
more than the economies of Japan and Germany combined. In a baseline scenario, which 
assumes that the pandemic fades in the second half of 2020 and containment efforts can 
be gradually unwound, the global economy is projected to grow by 5.8 percent in 2021 
provided economic activity normalises and with the help of policy support1. 

While the IMF projected India to grow by 1.9 percent, other global banks are revising their 
estimates downwards to 0.25 percent and 0 percent only in April. The various Indian 
economic parameters, released in the past one to two months, paint a gloomy picture: 
exports are down by 34 percent in March, daily electricity consumption is down by 25 
percent, manufacturing Purchasing Manager’s Index (PMI) is the lowest in the past four 
months, and suppliers’ delivery time has increased. Only a handful of sectors such as 
agriculture and oil, where prices have bottomed out and should remain at that level for 
the near future and ITES, have provided some silver lining. 

The pandemic comes at a time when India’s economy was already slowing, due to 
persistent financial sector weaknesses. The severe disruption of economic activities 
caused by COVID-19, both through demand and supply shocks, has overtaken the 
incipient recovery in the Indian economy. 

1 The Great Lockdown by IMF - https://www.imf.org/en/Publications/WEO/Issues/2020/04/14/weo-april-2020
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Under the weight of the pandemic, governments—in coordination with the central banks 
and other financial regulators—are trying to keep their economies from collapsing. From 
a banking perceptive, different policy measures have been introduced to encourage banks 
to support the economy bounce back from the current crisis. Some of the key measures 
are as follows: 

Governments and policymakers 
are encouraging banks to aid the 
economy and bounce back from 
the current state



Most central banks have resorted to decrease in interest rates, mainly aiming to lower the cost of 
borrowing. The US Federal Reserve (US Fed) virtually erased what was left of its benchmark interest 
rate to near zero interest rate. The Bank of England announced an emergency rate cut from 0.75 
percent to 0.25 percent. The Reserve Bank of India (RBI) reduced the repo and reverse repo rates by 75 
and 115 basis points (bps) to 4.4 percent and 3.75 percent, respectively. 

It is regarded as the last resort to stimulate spending in an economy when interest rates fail to 
work. Aimed at increasing money supply and encourage lending, central banks have resorted to QE 
with the European Central Bank (ECB) unveiling a new €750 billion bond-buying programme in mid-
March, soon after the US Fed announced a US$ 700 billion programme.

The US Fed has vastly expanded the scope of its repurchase agreement (repo) operations to funnel 
cash to money markets, and is offering an unprecedented amount of money. We can already see its 
impact on the US stock market. In Europe, the ECB’s president said it would launch in May 2020, to 
provide new non-targeted Pandemic Emergency Longer-term Refinancing Operations (PELTROs) ‘to 
support liquidity condition in the euro area’. 

In India, the RBI announced liquidity measures to the tune of INR 3.7 trillion (1.8 percent of GDP) 
across three measures comprising Long Term Repo Operations (LTROs), a Cash Reserve Ratio (CRR) 
cut of 100 bps, and an increase in Marginal Standing Facility (MSF) to 3 percent of the Statutory 
Liquidity Ratio (SLR). Special repo windows for National Bank for Agriculture and Rural Development 
(NABARD), Small industrial Development Bank of India (SIDBI), and National Hosing Bank (NHB) have 
been created so that they can borrow and refinance banks in specific sectors. 

These measures are expected to ensure liquidity is maintained and to encourage borrowings.

Lowering interest rates 

Quantitative Easing (QE)

Liquidity measures
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The oversight body of the Basel Committee on Banking Supervision (BCBS), the Group of Central Bank 
Governors and Heads of Supervision (GHOS), announced the deferral of the implementation of the final 
Basel III reform package by one year, and moved it to 1 January 2023. This move is expected to provide 
additional operational capacity for banks and supervisors to respond to the immediate financial stability 
priorities in their own economies resulting from the impact of COVID-19 on the global banking system.2 
The following areas of Basel III implementation will be deferred:

a. Revised frameworks on credit risk, operational risk, output floor, and leverage ratio
b. Revised market risk framework

c. Revised Credit Valuation Adjustment (CVA) framework

The RBI has also pushed back the increase in capital conservation buffer and consequent increase in 
capital requirements by a year.

The RBI and Bank of England in UK have asked banks to stop paying dividends and conserve capital. 

The RBI has provided relief to borrowers, allowing individuals and companies a three-month moratorium 
on loan repayments so that they do not default due to cash flow issues in this crisis period. During the 
moratorium, the asset classification norms will not apply. Thus, banks are spared from recognising a 
large number of potential defaults in short term that could have given severe shocks to their capital 
adequacy, loan loss reserves, and profitability. 

Bank of England has hiked the ‘business interruption’ loan limits for Micro, Small & Medium Enterprises 
(MSME) with no interest due for six months. 

In Italy, mortgage payments have been suspended. All these measures are expected to bring relief to 
blue-collar individuals and corporates, especially belonging to risky sectors such as aviation, hospitality, 
transport, etc., which are facing a demand supply shock due to the current stress environment, and also 
ease-off the pressure on their cash outflows allowing much breathing space.

Ultimately, firefighters aren’t criticised for using too much water. Governments and regulators have 
created an almost unlimited pool of funds at very low interest rates in a benign prudential environment 
(asset recognition and capital requirements). This is expected to give a boost to lending by banks. 

Deferment of capital adequacy norms

Capital conservation

Debt relief

2 BIS Press Release - https://www.bis.org/press/p200327.htm
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Government support to bank 
lending in the times of uncertainty 
In the present situation, banks are unaware of the depth of this economic crisis and consequent 
potential deterioration of their existing loans and of creditworthiness of new borrowers. In India, 
lending activities had slowed down considerably even BC. Any additional lending under these 
circumstances may expose banks to higher risk levels to their liquidity, profitability, and solvency in 
the near and medium term. 

A key constraint for banks and regulators who are worried about the resilience of the financial 
sector is the sustained availability of capital. In recognition of the role of banks in triggering 
economic growth, the government may consider to partly guarantee loans issued by banks. The 
existing credit guarantee schemes for loans to the MSME sector can be expanded to cover a wider 
set of borrowers. 

This may also be an opportune time to think about creating a government backed ‘Bad Bank’ to 
strengthen the banks’ balance sheet and capital positions. 
The RBI regulations around capital requirements, asset classification, and provisioning have been 
designed to ensure creation of a resilient and strong banking system over the last two decades. 
However, now there is a need for regulatory forbearance on capital adequacy, Non-Performing 
Assets (NPAs) recognition, and other prudential requirements to improve the flow of credit. 
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What can banks do? 
Banks can use this crisis to reassess the efficacy of their risk management framework that 
underpins the credit lifecycle. In this review and redesign process, banks should consider the current 
operating environment and the likelihood of uncertainty prevailing for at least another three to four 
quarters. Some specific areas that banks may consider acting upon are:

Existing lending-related 
risk management 
policies and procedures 
at banks were designed 
for normal scenarios and 
may not be able to help 
them operate effectively, 
efficiently, and safely in 
the new environment.

Risk management policies and procedures

Potential implication

 •  Create products that will help clients overcome stress during 
this pandemic.

 •  Tighten the appraisal and approval norms for stressed sectors 
and at the same time, loosen them for the specific sectors or 
borrowers that they identify as potential ‘winners’. 

 •  Draw up guidelines for more digital-driven workflows around 
credit appraisal and credit approval.

 •  Modify policies to ensure more frequent and in-depth credit 
monitoring, covenant monitoring, and collateral evaluation.

Actions to consider
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The rating models used 
by banks for credit 
assessments rely on 
historical financial 
statements. These may 
not provide a forward-
looking view of risk.

Credit assessments 

Potential implication

 •  Revise rating models to capture the forward-looking view 
on companies whose Probability of Default (PDs) will rise 
significantly and the companies whose PDs will be stable. 

 •  Use management overlays to revise ratings until enough data 
is available to carry out statistical analysis. Overlays can be 
determined by identifying key financial and non-financial 
parameters (e.g., leverage, Earnings Before Interest, Taxes, 
Depreciation, and Amortization (EBITDA)/sales, operating 
cycle, industry outlook) and stressing them for next 12 
months. 

 •  Give due importance to borrower’s corporate governance and 
risk management practises in the model/overlay assessments. 

Actions to consider

The Expected Credit 
Loss (ECL) computations 
of banks will require 
recalibration as the macro-
economic forecasts, and 
default rate assumptions 
underpinning the ECL 
calculations are unlikely to 
hold true in the near term. 

Expected loss 

Potential implication

 •  Similar to rating models, there isn’t enough information 
currently to statistically revise the ECL models. In the short 
term, employ industry/product level scalars to improve ECL 
results. 

 •  In six to twelve months, with more information available 
on the extent of the crisis, re-calibrate the macro-economic 
factors included in forecasting of ECL, along with an 
assessment of the methodology and correlations employed.

Actions to consider
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Banks will witness 
deterioration in quality 
of loans and challenges 
in giving out new loans 
to grow the portfolio. 

Quality and size of loan book

Potential implication

 •  Use credit differentiators to try to identify the ‘winners’ i.e., 
companies that will emerge stronger and more resilient from 
the crisis and focus on lending to them. Some of these could 
be existing customers to whom more funds can be lent to help 
them grow, and some could be new customers who help in 
diversification and expansion of loan portfolio.

 •  Consider using some of the differentiators mentioned below. 

Corporates: 
a. Short operating cycles 
b. Positive industry outlook 
c. Low competition in industry and company is amongst the 

major players 
d. Positive impact of government policies
e. Stable ratings over past three years (i.e., BB or equivalent 

ratings and max downgrade by one notch) 

f. Stable non-financial parameter scores in the ratings

NBFC’s: 
g. Diversified asset portfolio (limited product and/or geographical 

concentration) 
h. Gold loan portfolio (may not prevent default per se but can 

lead to almost zero losses or Loss Given Default [LGD]) 
i. Limited growth in NPAs compared to industry averages 
j. Significant loans to government or public sector employees 
k. Strong franchise value (long standing operations, good 

reputation of promoters) 
l. Positive impact of government policies

Actions to consider

The value of collateral, 
both financial and non-
financial that banks 
have taken to mitigate 
the credit risk may 
deteriorate and be quite 
volatile.

Collateral management

Potential implication

 •  Assess composition and quality of collateral on a frequent 
basis (i.e., evaluate its value).

 •  Request borrowers to proactively post more collateral in case 
of shortfall. 

 •  Relax loan terms and covenants in cases of good borrowers, 
where the collateral shortfall is temporary and request for 
more collateral cannot be honoured quickly.

Actions to consider
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Conclusive remarks 

In India, the government, RBI and banks should work in tandem to support each other 
in achieving the twin aims of economic growth and a thriving banking sector. While 
government support through initiatives like credit guarantees and an activation of ‘Bad 
Bank’ will go a long way in building confidence in the banking system, banks, on their part 
should strike a fine balance between the government’s push for economic revival and their 
own survival. 

To this end, banks may create new credit products to help clients tide over this crisis and 
revise credit assessment parameters to build a strong loan book. A measured but growth-
focussed lending strategy by banks today will start a virtuous cycle to bring back pre-
COVID growth rates. Banks will thus not only survive, but also thrive in AC years.
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