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Outline
Financing needs and source of financing—

India in a regional perspective.

 Is India’s financial system up to the task? 

Planned reforms and unfinished agendas? 
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Financing needs to address long run 
challenges: A trillion dollar question
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Investing in 
infrastructure

Meeting the 
demand of the 
rising middle 

class

Accommodating 
growing urban 

population 

Addressing 
challenges 
related to 

demographic 
transitions

Delivering 
socially and 

environmentally 
sustainable 

growth



For a trillion dollars more…
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 Funding requirement in Asia about $1 trillion per annum, estimated by 
the UN and ADB.



Infrastructure Gap in Emerging Asia 

6

0 10 20 30 40 50 60

Latin America 

Emerging Europe 

Philippines

Indonesia

India

Thailand

China

Malaysia

New Zealand

Hong Kong SAR

Australia

Korea

Singapore

Japan

Infrastructure Ranking 

2013 2010

Source: IMD World Competitiveness Online.

Note: A lower ranking indicates a better score out of sample countries. 



Asia’s Demographic Transitions
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Asia’s urbanization may only be just beginning
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Asia’s Urbanization—Much More to 
Come



Asia’s Rising Middle Class

9



Delivering Inclusive Growth
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And Environmentally Sustainable 
Growth
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Source of Funding in Asia

12

 For Asia the bulk of funds are in private hands
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Mobilizing Domestic Resources: 
Bolstering  Revenue Collection in Asia
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Mobilizing Domestic Resources: 
Financial Market Development



Asia: Assets of Depository Institutions by Types 
(In percent of the aggregate assets of financial institutions, at end-2012)
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Government Ownership of Financial Institutions 
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Private Credit to GDP Ratio
(In percent of GDP)
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Asia: Share of Corporate Loans
(In percent of total bank loans to private sectors)
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Mobilizing Domestic Resources: 
Financial Market Development
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Mobilizing Domestic Resources:
Channeling saving to productive use
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Mobilizing Domestic Resources:
Unleashing private sector potential
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India’s Corporate-Banking Sector Nexus
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 Bank credit mostly directed to the corporates

 Continued concerns about asset quality and profitability

Sources: BIS; and IMF staff calculations.

Credit to Non-Financial Corporations
(As percent of total credit to the private sector)



Corporate Sector Financial Health
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Corporate Leverage
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Banking Sector Vulnerabilities - I
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 Asset quality is weak especially in public banks

 Provisioning levels are relatively low
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Banking sector vulnerabilities-II
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Ensuring Growth Recovery
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 Investment outlook remains challenging

 Public infrastructure investment to enhance productivity and crowd in 
private investment

 Further reforms to alleviate supply bottlenecks and enhance investment 
environment
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Assessing Capital Needs: Financing Growth
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 Anemic credit posing headwinds to growth recovery

 Capital injections into PSBs of about ¼ percent of GDP to sustain credit 
growth of 15 percent per year (with internal profit generation)

 Capitalizing on oil price collapse
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Assessing Capital Needs: Financial Stability
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 Rapid rise in restructured assets in recent years.

 PSBs: weaker capital buffers and higher level of stressed assets

 Under a sharp deterioration in macroeconomic conditions, post-stress, 
the average Tier 1 decreases by:

 1.6 percent in PSBs

 0.4 percent in private banks
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Assessing Capital Needs: Adding Basel III
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Capital injections likely moderate provided the private sector 
supplies a considerable share  

 

PSBs’ Additional Capital Requirements: Basel III and Transition of Restructured Loans to NPLs. 

(In percent of 2019 GDP) 1/ 2/

Source: RBI, BankScope, Bloomberg, Company reports; and IMF staff calculations  

1/ Simulations based on 2014 data (except ROA and ROE, where 2013 & 2014 averages where used). 2/ A 15 percent transition 

rate from restructured loans to NPAs is assumed. 3/ Capital ratios presented with additional (0), (1), or (2) percentage points 

buffers. 4/ Numbers highlighted in grey represent budgeted capital increases. 



Are dominant PSBs the way forward? 
 Herfindahl index of concentration has fallen; sector is now 

more competitive.

 On average, profitability and ROA of PSBs and private 
banks  broadly comparable

 So what is the difference? PSBs lend a smaller share of their 
assets to the private sector;  prefer to invest in government 
securities. 

 So PSBs are (generally) profitable, well capitalized, and safe 
(low leverage) 

 But PSBs “underlend” to the private sector  and “overinvest
in government securities.

32



Why do PSBs “overinvest” in government 
securities and “underlend” to the private 
sector?
 Several possible explanations:

 Lower risk weights and capital costs for these investments
 No risk of default
These should imply positive correlation of profitability with 

investment in government securities
Results  do not confirm this positive correlation. PSBs are less 

profitable mainly because of much higher overhead costs and 
lower efficiency.

Could be due to asymmetric incentive structures (no rewards 
for high profitability, large penalties for decisions that go 
bad); moral hazard associated with bailout guarantee; or that 
there really is such a thing as the “public sector character” of 
banks whereby banks are more sensitive to the needs of the 
government priorities. 
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Financial Deepening and Financial 
Stability 
 Positive correlation between financial development and the 

quality of the regulatory environment 

 There is very little tradeoff between financial development 
and financial stability

 25 of the 93 regulatory principles (BCP, ICP and IOSCO) 
are critical for financial stability. Of these 23 are also 
critical for financial development.

 These principles capture (1) the ability of regulators to set 
and demand adjustments to capital, provisions and 
employee compensation; (2) regulatory definitions of 
capital, NPAs and loan losses; (3) financial reporting and 
disclosures. 
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Policy Agenda
 Recapitalized Banking System

 Indradhanush (2015): 7 point Program to reform banks:

 Strengthening corporate governance

 Capitalization

 Addressing the NPL issue and debt resolution

 Enhancing bank finance

 Entry to private deposit-taking small finance banks

 Specialized payment banks, savings products

 Liberalized banking correspondence
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Credit to the private sector
Investment in government 
securities
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The need for external financing
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Source: Credit Suisse (2012; 2013)


