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FinTech, TechFin: its impact on legacy banking system.                              

Finance is monitored continuously; involving licenses, 

registrations, memberships, and it describes activities related to 

banking, leverage or debt, investments, credit and capital markets. 

Restricted entry into the industry is the result of the stringent rules 

and regulations, which, on lighter side protects incumbents, but 

also disrupts innovation. Even then, the rapid growth in technology 

and telecommunication has made the financial sector to witness the 

disturbance that an innovation has wreaked upon their legacy, 

comfortable process.                                                                                 Greeshma R J 

The legacy financial firms and non-legacy financial technical firms came to a conclusion that 

cooperation with each other could be the best roadway to reap long term goals It can together 

strengthen both banks and financial technical institutions by creating a strong entity than each 

of them working individually. 

What is legacy banking system? 

Legacy banking system, decades old platform that supports banks core operations such as 

opening an account, setting up an account, processing loan, processing deposits, processing 

transactions and many more. Legacy systems obstruct bank’s ability to rapidly deliver new 

services and products. 

What are FinTech and TechFin? 

The inception of FinTech began probably around 10 years ago when global crisis happened, 

where in which it pacified the incumbents that they were striving for survival. This provided a 

great space for innovations to create businesses, and that is when Square got started, which was 

a important moment. As and when the economy stabilized, so did the new entrants to snatch 

major chunk of the banking work away from banks. Since then innovations in the finance sector 

are never stopping. One after another new technologies kept entering the domain, providing 

new experience to users and also setting new standards. Prominent among them are Paytm, 

Paytm Money, Phone Pay, Zelle, Venmo. The technological disruptions that they had started 

has come to a point which was hard to imagine ages ago where in which technology and finance 

merge. 

FinTech has already created a prominent position in every individual’s life, in addition to 

FinTech, TechFin is expected to that bring a drastic shift in not only in the financial institutions 

but also the reason of their existence. Techfin is coined by Chinese Tech giant Alibaba’s 

founder Jack Ma in the year 2016 and he referred it as a technological firm which plans to 

broader their services by providing financial products. Examples of TechFin companies include 

Google, Amazon, Facebook and Apple (GAFA), Alibaba and Tencent. 
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The potentiality for traditional financial firms to engage in the future banking system will be 

challenged by the TechFin firms. Currently, banks focus is only on FinTechs, they are 

blindsided by the shine of TechFins. Even the best cooperation doesn’t favour traditional 

financial institutions to compete with the future banking systems as it will be challenged by the 

TechFin powerhouses. Most of the tech giants who are planning to enter financial sectors are 

the masters of success and their ingredients are digital expertise, huge customer base, 

organizations expertise in improving the customer satisfaction, and enough scope to extend 

their corporate brands into banking. Concerning issues for banks is that most of these firms 

have capability to generate a trust that was reserved only for traditional banking. As a result, 

one can see considerable increase in the portion of consumers willing to use financial products 

offered by these non-legacy firms, where high class experience is provided. As anticipated the 

demand for financial products and services offered by FinTech firms and TechFin will increase 

only when the consumer is familiarized with the technical offerings. This is absolutely true for 

millennial, who have extensive knowledge about technology. People found it annoying when 

they are compelled by bank policies and regulations. 

Legacy banking organizations must not trust only on checking accounts and giving loans only. 

FinTech and TechFin are taking away their significant parts of value chain pushing banks to 

become nothing more than utilities. The banking industry’s future is currently depending in its 

capability to grasp customer insight, use of advanced analytics and technology to provide 

products and services that will manage tech savvy millennial financials better. 

In conclusion, it is appropriate to say that the future of the banking industry rely on its knack 

to grasp advanced analytics and technology, customer insight, and digital technology that 

provide services that help millennial tech-savvy consumers manage their financials. 

 

The Monetary Policy (2020) - A Review & Key Takeaways. 

For the second time in succession, the Reserve Bank of India (RBI) 

kept the repo rate unaltered at 5.15 percent in February. Just like 

the December review, all the six individuals from the Monetary 

Policy Committee (MPC), headed by RBI Governor Shaktikanta 

Das, casted a ballot for keeping the rates unaltered this time also.  

The national bank kept up its accommodative position to restore 

development and guaranteed there is approach space accessible for 

future activities.       

                                                                                                 Suprit Jariwal 
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The MPC noticed that the economy keeps on being feeble and the yield hole stays negative. 

Above all, the way of expansion is raised and on a rising direction through the March quarter, 

the RBI said.  

Keeping these perceptions in view, the sixth bi-monthly policy review incorporates strategic 

measures to improve credit flow in the economy. Steps to give help to commercial real estate 

and direct the digital payment industry have additionally been presented. Here are a portion of 

the key estimates declared in the strategy record:  

• The RBI will give cash reserve ratio relief to scheduled commercial banks on gradual auto, 

retail housing and all MSME advances. This progression is planned for boosting banks to 

loan to these areas.  

According to RBI "Alongside continued endeavours to improve fiscal transmission, the 

Reserve Bank is effectively occupied with renewing the progression of bank credit to profitable 

divisions having multiplier effects to help driving forces of development,". 

• The RBI noticed that the presentation of an external benchmark framework has improved 

the financial transmission to certain areas. To additionally fortify money related 

transmission, the national bank has chosen to interface evaluating of advances by scheduled 

commercial banks for the medium undertakings to an external benchmark effective April 

1, 2020.  

• For ventures in commercial real estate sector that are deferred for reasons outside the ability 

to control of promoters, augmentation of one year will be given to begin tasks.  

• Like other business banks, regional rural banks (RRBs) have been allowed to go about as 

merchant acquiring banks, utilizing Aadhaar Pay, BHIM application and POS terminals. 

This move means to push digital banking and empower regional rural banks (RRBs) to give 

financially savvy and easy to understand answers for their clients.  

• A structure to set up a Self-Regulatory Organization (SRO) for the digital payment system 

will soon be released. The SRO will cultivate best practices on security, client assurance 

and evaluating price, among others, in the digital payment space and fill in as a two-way 

correspondence channel between the players and the controller/administrator.  

"With generous development in digital payment and development picked up by substances in 

the payment ecosystem, it is alluring to have a Self-Regulatory Organization (SRO) for 

efficient tasks of the elements in the payment system," said the policy document.  

• A "Digital Payments Index" (DPI) will be built to catch the degree of digitisation of 

instalments successfully. DPI will be published intermittently.  

"The DPI would be based on numerous parameters and will reflect precisely the entrance and 

developing of different digital payment modes. The DPI will be made accessible from July 

2020 onwards," RBI said.  

Financial industry has welcomed the transition to frame DPI. "This activity will empower 

organizations to check the ground-level viability of the different projects stumbling into the 
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nation. The record will likewise help the financial payment ecosystem to distinguish regions 

of development and improvement for broad saturation of cashless instalments," said Anand 

Kumar Bajaj, MD and CEO, PayNearby.  

Mandar Agashe, Founder and Vice Chairman, Sarvatra Technologies figures the move will 

assist with mapping the degree of digitization across the nation. "It will be gainful for us to 

comprehend use of digital channels in urban and rural zones. Banks and Payment companies 

will be able to find which channels are increasingly well known among customers," he said. 

 

New tax slabs vs old tax slabs- which is better? 

In the light of recent tax reforms that have been announced by 

Nirmala Sitharaman in the budget 2020 gives you the major tax cuts 

and also give option to either opt for the old tax rates or forego the 

deductions that were allowed in the old tax system. This is the 

planned strategy that has been taken up by the government. This 

reform or change in the budget will benefit not only to the richer 

section of the society but also the poorer section or lower-class 

society on one hand and reduce the future payment burden of the 

government. Both of these situations are explained as under-   

                                                                                                 Muskan Gupta 

OLD TAX SLABS  NEW TAX SLABS  

Upto 2.5 lakh NIL Upto 2.5 lakh NIL 

2.5- 5 lakh 5% 2.5- 5 lakh 5% 

5- 10 lakh 20% 5- 7.5 lakh 10% 

10 lakh & above 30% 7.5- 10 lakh 15% 

  10-12.5 lakh 20% 

  12.5-15 lakh 25% 

  Above 15 lakhs 30% 

 

Deduction as per old tax slabs: 

• Standard deduction of Rs.50000 

• House Rent Allowance 

• Interest on Home Loan  
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• Section 80C (insurance premium, EPF, PPF, home loan repayment. 

• Leave Travel allowance. 

• Health Insurance Premium (section 80D) 

And new tax regime various deductions and exemptions are removed. Out of 100 deductions 

only 30 are now applicable which includes NPS i.e. Deduction under 80CCD (2).  

In the recent system that the government has proposed explains that either you pay high rate of 

taxes and claim the deductions and exemption or you forego the tax exemptions and have the 

lower tax rates now the person who has income of about 15 lakhs can pay the tax at the rate of 

15% that is according to the new rates or take the deduction of 1.5 lakh by investing under 80C 

and other deductions and 50K in NPS. 

So according to new tax rate his tax will be 1.95 lakh (including cess) and according to old tax 

slab his tax will be 1.55 lakh (including cess). So clearly in this case following the old tax rate 

is beneficially for tax payer. However, if there are no deductions that a person is willing to take 

then the old regime will end up with the tax liability of 2.73 lakhs whereas the tax liability 

according to the new tax regime will be 1.95 lakh. Clearly here the new tax rates are more 

beneficial. So, depending upon the income and investment decision one can choose the tax 

slabs. 

On the other hand, the government will also be benefitted by this policy because the 

government has realised that if the government continues to sell the government securities then 

in the future there will be huge liability to pay the money back. Hence making the investment 

in the public securities optional is beneficial for the government also. 

Conclusion  

The new tax rates are win-win situation for both the individuals and government. In case of 

individuals’ people with lower income will be benefitted and government future liability will 

be reduced. In case of individuals with higher income, individuals have to calculated their 

income after claiming deduction then decide their tax slab to take the benefit of government 

scheme of choosing any one of them. Hence both the tax slabs are good depending upon the 

income of individual. 
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Impact of Herd Mentality on Investment Decisions – Implications for India. 

Conventional theories fail where new framework of behavioural 

finance is required to explain the phenomenon. Behavioural finance 

focuses on impact of psychology on investment decisions. People 

make irrational decisions due to cognitive biases and one among of 

them is social bias which leads to imitation and collective action 

while making investments. Numerous studies have proved that while 

making investment decisions investors are normal and not rational. 

These behavioural patterns can sometimes lead to financial crisis 

even.                                                                                         Pooja Maheshwari      

So, pricing models like CAPM does not always hold valid making standard finance theories 

questionable.  According to these theories a rational investor will think of risk-return trade off 

and profitable pay off while making investment. But the recent crisis like subprime suggest 

that investor do not design their portfolio according to mean variance theory, rather behavioural 

approach and returns are something more than beta. A few psychological pitfalls and biases 

are loss aversion, herding, overconfidence, framing and mental accounting. Herding is nothing 

but a phenomenon where investors follow crowd and take decisions which are not in 

accordance with private information. Herding can be spurious and intentional where in former 

investors react to available public information which leads to efficient outcome but latter leads 

excessive buying and selling which has impact on asset prices. Portfolio managers and fund 

managers display herd due to compensation and incentive schemes and reputation because 

imitation is rewarded as they follow fund managers to confirm big choices. 

Implications for India  

Such behavioural pattern will have huge implications on Indian financial market and its 

stability. Evolving nature of market and high uncertainty can dictate the behaviour making 

investment decision function of prejudice rather than fundamentals. This is where regulatory 

policy limits the damages caused by biases. Better investor training and education programmes 

should be designed to improve trading sophistication and reduce herding and bias while 

investing. Irrational behaviour of investors can lead to change in asset prices during extreme 

bull or bear phases or asymmetrical trading volume and volatility periods. Outside the economy 

as well any sentiment driven movement by investor will result in panic trading which will lead 

to asset mispricing. Appointment of compliance officers and development of stock watch 

mechanism to detect any improper activity are steps taken by SEBI to make market more 

efficient  

Conclusion  

Although regulators have taken proactive measures and preventive measures but need of 

rationalising transaction cost, introducing diverse products, algorithm trading or tend trading 

should be introduced. Machine learning and use of artificial intelligence will help in developing 

programs that will be self-improving Another developing markets do not witness active 
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participation which will aid in improving market efficiency. Retail investors participation 

should be increased. Increased literacy programs will provide long term benefit to the market 

and will help investors to differentiate between rumours and true news. Investors should be 

aware of their rights and responsibilities. Creating transparency in the market will lead to more 

incentives to invest in financial markets of India. 

 

Is the Indian economy heading towards stagflation?  

The term ‘stagflation’ coined by British politician Iain Macleod 

refers to that stage in an economy when the inflation is high 

accompanied by a slowing economy and high unemployment. Just 

two years ago, the Indian economy was expanding at the rate of 8% 

but now the threat of stagflation looms as the economy grinds 

towards its lowest expansion and the retail inflation 7.35%, which is 

well above the RBI’s comfort zone (2-6%), due to high food prices. 

The heart of the major problem in India is a slump in consumption 

followed by an unexpected decision to ban high currency notes by 

the end of 2016.                                                                              Sai Prathyush 

According to a recent survey done by the Bloomberg economists, the government and central 

bank needs to step up the stimulus. The government has taken steps to revive the economy but 

they are not bearing fruits. High interest rates and financial sector problems, demonetization, 

global economic slowdown and GST complexity all these combined are the reasons for 

stagflation.  

The government should take care of the following parameters to revive the Indian economy: 

• Liberalize farming: the government should expand PM KISAN and MGNREGA and reduce 

input subsidies such as free electricity, fertilizer subsidies etc. This shift could be designed to 

be budget neutral. It would enhance productivity - as farmers would be able to take greater 

risks in their crop-mix and would increase rural demand and thereby help recovery. It would 

put more income in the hands of farmers and landless labour - boost rural demand and give 

farmers greater choice in cropping patterns. 

• Direct Tax Reforms: The corporate tax cuts are welcome - and global experience shows that 

their short-term revenue effects are often exaggerated and more than made-up in the medium 

term. There is now a pressing need to cut personal income taxes to boost demand. Instead of 

ad-hoc changes - such as the increase in exemption to Rs 5 lakhs announced last year - it would 

be better to have a more comprehensive reform based on the expert committee report which 

would widen the base and provide the right level of progressivity and international 

benchmarking.   

• New Tourism Initiative: Tourism and related mobility services can be a huge source of job 

creation for India as India is a major under-performer in this key area, with less than 10 million 
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visitors. India could more than double these to 20 million if it pursues this goal through a 

"Swagat India" campaign to match a "Swatchh Bharat" campaign.  But India will need to focus 

on tourism infrastructure, air and water pollution and safety-related issues.  

Many are predicting that the downturn is cyclical - they may be right. In any case the base 

effect, and the lower interest rates (despite the poor transmission) may help stem the decline to 

some extent. But it's possible as Fitch and other rating agencies, and now even the RBI are 

predicting that the down turn maybe prolonged at least until 2021. India should prepare itself 

for another slow year. No amount of temporary demand booster will help as it will be just that 

- a temporary boost. 

 

The rise of shadow banking and its implications on the economy. 

Shadow banks can be termed as those financial entities which carry 

out the functions similar to that of a traditional bank with a very 

little regulation, if any. Traditional banks use the deposits which are 

usually short term, to lend out for a longer term. Similarly, the 

shadow banks raise short term funds through debentures, 

commercial papers, etc. and deploy them in funding assets with 

long term maturities. But since they are not subjected to regulations 

as that of traditional banks, neither can they accept deposits with 

insurance coverage nor can they borrow from central banks in case 

of emergencies.                                                                          Shruti Jayaprasad 

It is prevalent in all economies, be it developed or developing countries, with a mature financial 

market or not. Although it is universal it takes up different forms, like for an advanced economy 

like the US, it performs the function of risk transformation by way of securitization and for 

developing countries like India where the market is still developing, it plays a supplementary 

role to the traditional banks. Shadow banks provide credit, liquidity and funding in addition to 

that of the mainstream banking and are more cost-efficient. It also funds the traditional banks, 

without which there will be a decreased lending, resulting in slowdown of economic growth. 

Shadow banks also often takes on the risk which traditional banks are unwilling or not allowed 

to take, thus provide credit to those who otherwise won’t have this access. 

There are certain dangers of shadow banking like, since it is a means of escaping the regulatory 

oversight, even banks float their subsidiaries engaging in shadow banking or invest in the 

financial products issued by other shadow banks. But, as they don’t have access to central bank 

funding or any safety net, they are more vulnerable to shocks. And with this huge size of 

activities and such inter-linkages, even a minor issue affecting an entity, can impact the whole 

system. Also, the monetary policy of a country is determined considering various domestic 

indicators, and modified at regular intervals. But opaqueness of the shadow banking activities, 

its structure, size and interlinkages with other financial intermediaries, gives a very unclear 

picture and prevents the successful implementation of policies to tackle urgent issues. 
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Shadow banks are known for exploiting the inefficiencies of the systems by financial 

innovations. But the sub-prime crisis gave a realization of the extent of damages that can be 

caused by the unregulated banking activities, leading to crisis and recession and called for need 

to increase regulations over shadow banking. The main challenge for regulatory bodies was to 

determine the magnitude of shadow banking as they continuously evolve in finding loopholes 

in the regulatory framework and there was hardly any reliable statistics at domestic level on 

the nature of the entities and their activities. 

In Indian context, the shadow banks are known as the Non- banking financial companies, which 

are being regulated by Reserve Bank of India since 1963, and the structure further tightened 

with the registration requirements, supervision and reporting, in 1996. Many regulatory bodies 

Like RBI, SEBI, the Registrar of Companies, etc. are involved in regulating different aspects 

involving shadow banking, whereby they need to share information and work with each other 

by coordinating and cooperating, in order to bring a timely and effective enforcement of laws, 

but this multiplicity of agencies led to overlap. But it is being tackled by strengthening the 

Coordination committees. Since shadow banks have a very important role in the Indian 

economy as its diverse financial needs cannot be fulfilled by banks alone, hence every shake 

up results leads to a regulatory framework assessment. As per reports, the health of shadow 

banks in India reflects that the crisis faced by the sector if far from over, after the unexpected 

default of a major shadow bank IL&FS group and has prompted the need for increasing the 

regulation and monitoring of the shadow banking institutions. 

Though there are related risks and disadvantages of shadow banking but it cannot be denied 

that it serves the needs which are left unaddressed by the banking system, supports the economy 

by complimentary and supplementary roles to the traditional banking, aiding financial 

inclusion, hence, instead of aiming to abolish shadow banking government should focus of 

strengthening the regulations and updating laws to deal with the changing environment. 

 

Interbank lending market and repurchase agreement. 

Banks have to maintain a reserve to comply with the reserve 

requirements as notified by RBI, the reserve are calculated as a 

percentage of the demand deposit; these demand deposits however 

are difficult to predict and the banker usually do not wait to get all 

their deposits for the day to issue loans, in reality these transactions 

happen simultaneously. Due to this the banks usually make more or 

less funds to comply with the reserve requirements as it is highly 

difficult to maintain the exact liquidity to match the statutory 

reserve requirement. So, the banks in order to fulfil the-                            Mounika T E    

 reserve requirements go to other banks or the RBI for the purpose of borrowing or lending 

money. The medium in which the banks lend and borrow from each other is known as interbank 

lending market and repurchase agreement (or repos) is a money market instrument, which 
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provides collateral lending and borrowings through debt instruments; under this the holder sells 

the securities to the investor on an agreement to repurchase at a predetermined rate.  

When we study the system as a whole, we can understand that an individual bank might make 

excess reserve in a time period and another bank would have provided higher loans and is in 

short of the reserves. As a system they would have made equal borrowing and lending. Hence 

the excess of one bank can be lent to another to offset their deficit to comply with the reserve 

requirements and ensure that the system as a whole is in balance. These loans are generally 

offered for a short time typically overnight and usually without collateral. The rate charged 

depends on the terms of the contract and the demand and supply of funds in the market. It is 

also beneficial to the banks as holding excess reserves will bring in no excess interest towards 

the profitability of the bank and hence is pointless to hoard funds in excess of the required 

limit; it becomes necessary for the banks with lower reserves to borrow funds to maintain their 

statutory reserves. Hence it can be said that borrowers are willing to borrow whereas lenders 

have a financial motive to make extra interest with the excess funds. Due to systemic 

requirements the securities transacted here are highly liquid short-term debt instruments which 

are considered cash equivalent as they can be exchanged to cash easily at low cost. A 

repurchase agreement is a substitute to the interbank market as these are used by the banks to 

borrow money from RBI when they are in short of reserves; it is basically an agreement where 

the banks decide to sell some of its securities to the RBI with a future agreement to buy it at a 

higher price. The difference between the loans will become the interest for such borrowings. 

All of these interbank transactions and repurchase agreements are an important component of 

the banking system because if these transaction stops there will be a huge chaos in the system. 

This was the case in 2008 during the subprime crisis when the Lehman brothers collapsed, 

banks stopped the interbank transactions as they were not sure of the financial health of the 

other banks and the counterparty risks that was associated with these lending and the banks 

were not ready to take these risks, banks even started saving reserves in anticipation of future 

liquidity crunch and due to these reasons the banks stopped providing interbank loans to make 

sure they were meeting the statutory reserve criteria and being safe by not accepting additional 

risks. This was one of the reasons for the fall in the banking system and increase scares of a 

systemic failure during recession. 

Hence these markets provide a way to match their reserve requirement where they can go about 

with their functioning without being constantly worried about matching their reserve 

requirements. They can always lend or borrow to have sufficient funds where they are not 

having excess reserves and losing out on profits but also have enough to comply with the 

regulations. Hence they become an important part in the financial system which enables the 

smooth functioning of the entire market. 
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Financial Inclusion: Indian context. 

Countries all over the world are taking various initiatives, both by 

the public as well as the private sector, to bring the financially 

ignored and excluded majority into the banking. World Bank has 

also taken an initiative, Universal Financial Access (UFA), an 

ambitious goal of it to provide people access to convenient, safe, 

reliable and affordable financial services like savings, credit, 

payments, insurance, etc. by the year 2020, thereby reducing 

financial exclusion all over the world.  

                                                                                                Harikrishnan P M                                                                         

What is a financial exclusion? Financial exclusion can be defined as the non-availability of 

banking and financial services to people with low income. Financial exclusion in India is much 

higher than in other countries in the world. A report on the Trend and Progress of Banking in 

India 2017-18 indicated that among 48% of the banked population in India, nearly half of them 

did not carry out any financial transactions in the previous 12 months. The percentage is very 

high for India compared to the global percentage of 25%. According to the study by the IMF, 

only 13% of the people in India borrow through formal channels. Considering the farmers, only 

35 % of them utilizes loans from banks and other institutions. Most of them rely on sources 

like indigenous bankers, money lenders by paying higher interest rates. 

The major reason for India’s financial inclusion backwardness is the lack of financial literacy. 

There are still people in India who don’t know basic things like claims, transparency, basic 

banking transactions, etc. Credit aversion is another factor holding back financial inclusion in 

our country. Indian mindset about credit is very much averse. This attitude about credit will 

stunt the growth of entrepreneurship and small business growth which are essential for building 

self-employment in the country. 

How to tackle the situation of financial exclusion? The answer lies in awareness among society. 

It is very important to educate people regarding all the benefits, opportunities, possibilities and 

advantages offered by the financial inclusion measures. Along with the awareness programs, 

authorizing non-banking financial organizations as well as microfinance organizations to 

perform some mainstream financial services in rural areas will improve the present conditions 

a lot. Government initiatives like Digital India, Cashless economy, small finance bank, and 

payment banks, etc. have a lot in reaching the financial services to the economically 

disadvantaged as well as geographically dislocated regions all over the country. Various 

mainstream financial inclusion programs launched in India consist of Basic Savings Bank 

Deposit Account (BSBDA), simplified Know Your Customer norms, Liberal Policy towards 

‘white label ATMs, Adoption of business correspondents, launching of RuPay debit cards, 

Kisan Credit Cards (KCC), Aadhar linked payment system, UPI interface, etc. RBI’s decision 

regarding the conversion of existing no-frills account to basic savings bank deposit account is 

also a major step taken by RBI, which will allow the bank customers to have a bank account 

with zero balance, which will benefit the less income group largely. 
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RBI and the government have already taken many steps to bring financial inclusion. Those 

measures are making a lot of impact on our country which is lagging in terms of financial 

inclusion. In order to achieve better results, RBI and the government have to refine their 

policies to achieve the targets in reality than on paper. While the government acting from one 

side, the private sector also has an important role in supporting the government to achieve the 

goals, thereby concerted effort for the transformation of India. 

 

Basel III norms and Indian banks. 

The worldwide economic emergency of 2008, triggered by the 

Lehman Brothers' breakdown, set alerts ringing for financial 

institutions. The Basel III accord is intended to relieve such risks by 

making the banking sector more grounded and progressively 

effective. The standards call for development of the quality and 

quantity of capital of banks, stronger supervision, more stringent risk 

management and disclosure standards. 

                                                                                                       Yash Jain 

The Basel III standards account for more risk in the framework than prior. Therefore, it expands 

banks' minimum capital requirements. Minimum tier 1 capital – the key constituent of the 

banks' supports a huge piece of which ought to be in the form of shares – should amount to 7% 

of the lenders' risk weighted assets and the total capital at 9%. What's more, a 2.5% Capital 

Conservation buffer is to be kept up, taking the prerequisite to 11.5% of the risk weighted 

assets. 

In any case, a significant number of India's banks, particularly PSBs, are under-prepared to 

meet the stipulated deadline for total compliance. There arises a necessity of strong actions and 

stricter discipline by the banks. 

The banking in India is confronting testing times because of low credit growth, deterioration 

in asset quality and low profitability. India's banks have a stressed asset pile of nearly Rs 10 

trillion, which hampers their capacity to give out new advances. Of this, net non-performing 

assets represent Rs 7.7 trillion, the remaining involving restructured loans. So, to protect their 

margins under the new Basel III standards, banks need to receive a granular methodology and 

a powerful hazard mitigation strategy. 

The financial part is confronting headwinds because of some recent policy and economic 

regulations, for example, demonetization, GST rollout and the Real Estate (Regulation and 

Development) Act (RERA). This could slow the procedure for execution of global risk norms 

under Basel III. 

Indian PSBs are falling short of the proposed requirement under Basel III norms. Infusing 

capital into the PSBs will prove to be a humongous task for the banks, all the more so in view 
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of the enormous measure of bad loans on their books - the total bad loans on the 40 listed banks 

in India amount to Rs 3 lakh crore. Strengthened organizational structure, stricter risk 

management and improved credit delivery order will be critical to a turnaround in PSB 

performance. The proposed capital infusion by the government is relied upon to give a fillip 

however details of the capitalization of individual banks are not clear up 'til now. An 

appropriate risk culture must be created over all levels at banks, with stringent checks and 

controls. 

To meet the new guidelines, Indian banks should raise top notch capital while saving the core 

capital and utilizing it all the more effectively. This may have a transformational impact on the 

financial scene in India, prompting swarming out of weaker banks as it will get increasingly 

hard for them to raise the additional funding and capital. We may, in this manner, see more 

solidification in the part, with efficient, competitive and agile banks emerging as the winners. 

Similarly, as with every single new guideline, Basel III standards have different costs and 

benefits related with them. Banks will now confront the test of meeting stakeholder and 

customer expectations, at the same time consenting to the stringent new regulatory necessities. 

In this scenario, banks will need to fully embrace disruptive technologies such as Big Data and 

Artificial Intelligence to meet the increasing demands of their customers. 

Overall, Executing BASEL III standards will, presumably, protect Indian banks against 

domestic and financial shocks, subsequently decreasing overflow dangers from the financial 

sector to the overall economy. Indian banks should accept up this opportunity in their stride to 

develop as more grounded, progressively proficient and future-proof organizations. 

 

Operation Twist in India. 

History    

The concept of Operation twist was developed by USA in the year 

1961 by John F Kennedy government. It was a name given to the 

monetary policy tool used by the US on two occasions to influence 

market interest rates. They conducted it in their market twice; in the 

year 1961 and 2011. The results were actually expected. They could 

control the market interest rates successfully and thereby stabilizing 

the economy.  

What is Operation Twist?                                                         Dominic George                        

 The Reserve Bank of India (RBI) will conduct a simultaneous sale and purchase of bonds. 

This is basically done to bring down the long-term interest rates lower. The RBI continuously 

buys and sells the government securities, essentially loans to the Indian government, of 

different maturity periods in order to stabilize the interest rates in the market. 
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Operation Twist in India 

 When RBI buys long term bonds, the demand for long term bonds goes up. This will help them 

to have increased price. At this time, they will sell off the short-term bonds. RBI announced 

10,000 crores worth of open market operation (OMO) on the sale side and the purchase side.  

When RBI simultaneously buy one set of securities and sell another set of securities, it is called 

as Operation Twist and it is done as an open market operation (OMO). If they have 10-year 

bonds and they want to invest in 3-year bonds. RBI will sell these 10-year bonds and invest in 

3-year bonds. This is done to bring the long-term interest rate under control. If the price of the 

10-year bond is low and its being purchased and the next day the price may go up. At that time, 

they will sell these bonds and make profit. This is how they gain out of these. Basically, it is 

done to stabilize the interest rate. 

India is doing this for the first time and let us hope that Operation Twist will work as per the 

plan and help in stabilizing the economy. 

How does it affect the investors? 

 Fixed-income investors with higher long-term debt exposure can benefit from ease in long-

term bond yields. Consumers / borrowers will also take advantage of' Operation Twist' as the 

retail loans are now getting cheaper. Because of high yields on long-term government 

borrowing, previously banks were forced to prize their retail loans at higher rates. Cheaper 

retail loans mean heightened consumption and spending. 

The phrase ' Operation Twist' is an Indian version of unorthodox measures taken in 2011 by 

the US Federal Reserve to stimulate economic growth after being struck by the global financial 

crisis. However, the moniker is derived from the hit song of American rock' n' roll singer 

Chubby Checker, "The Twist" in the early 1960s, when the US economy recovered from the 

post-Korean War recession I. 

Why is Operation Twist so important? 

Operation Twist is a move in which a central bank opts to buy long-dated securities 

simultaneously while selling short-term securities. The goal behind such an operation is to 

manage yield curve. Similar measures have been used by other central banks including the US 

Federal Reserve. 
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Is FSDR an upgradation to FRDI? 

In August 2017, FRDI Bill was introduced by the government as 

a Joint Committee formed by members of Lok Sabha and Rajya 

Sabha. The FRDI Bill set up a Resolution Corporation (RC) who 

would monitor the health of firms like banks, insurance 

companies, mutual funds, non-banking finance companies, etc. 

and give financial assistance to these firms in case of any failure. 

This Bill will deal with the insolvency of financial service 

providers. It provided for establishment of a resolution corporation 

with powers relating to transfer of assets to a healthy financial 

firm, merger or amalgamation, liquidation to be -                           Sahar Dehli Wala 

initiated by an order of the National Company Law Tribunal. This bill had a “Bail-In” Clause 

in which Banks’s own deposit was used to rescue the banks from failure and reduce its 

liabilities.  

Clause 52 of the FRDI bill, “Bail-In” allowed the RC to convert the deposits into long-term 

bonds or into equity as well. The RC could also cancel repayment of deposit that individual or 

firm had invested. The government could also implement a haircut situation in which banks 

would negotiate with the deposit holders and pay only a portion of amount of the deposit. The 

DICGC however, insures deposit insurance amount upto Rs. 1Lakh 

The new proposed bill by the government known as 

FSDR (Financial Sector Development and 

Regulation) will set up a Resolution Authority 

which in turn will take over RBI’s and other 

authorities designated in this sector, which will 

resolve cases of banks and financial institutions. 

This authority will also decide on the quantum of 

deposit insurance. This bill is considered to be as an 

upgradation to the existing FRDI Bill.  

The new FSDR Bill would overcome the shortcomings of the FRDI Bill. The FSDR Bill will 

remove the concept of “Bail-In” as this clause triggered threat among depositors and they 

wanted to withdraw their deposit money from banks as it poses a threat to their deposit. This 

bill will not apply to deposit insurance; however, RA will increase the deposit insurance 

amount to Rs. 5Lakh. 
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Non-performing assets. 

What are NPAs? 

Non-performing Assets are any assets which cease to generate 

income for the bank and if any account remains overdue for a 

period exceeding 90 days then the account is treated as NPA.   In 

banking, we can say that deposits make the banking possible, 

advance make the banking profitable and Non- Performing Assets 

makes the banks perishable. In past few years, we can observe that 

there is considerable increase in the bad loans in the banking sector 

in India especially in Public Sector Banks. As per Financial 

Stability report issued by Reserve Bank of India for December 

2019, Scheduled Commercial Banks’ gross non- performing assets 

(GNPA) ratio was 9.3 percent between March and -                          Preksha Pandey 

September 2019 which indicates high level of NPAs in the financial sector. 

Further, the degradation of accounts from standard to Non-performing Assets (NPAs) also 

increases the financial stress on the public Sector Banks. During the past few years we have 

seen many banks being under the Prompt Corrective Action Framework by RBI due to increase 

in their net NPSs. Advances is one of the most critical part of the balance sheet of any bank 

and the auditors are expected to certify classification of advances as per the Income 

Recognition and Asset Classification (IRAC) norms issued by the Reserve Bank of India. 

Further RBI has instructed the banks to disclose the divergence in case additional gross NPAs 

identified by RBI exceed 15% of the published incremental gross NPAs for the reference period 

by the bank. Further, SEBI has also issued guidelines to the banks and had directed all listed 

banks to disclose any divergence in bad loan provisioning within 24 hours of receiving RBI’s 

risk assessment report, rather than waiting to publish the details in their annual financial 

statements.   

Credibility of banking system is affected greatly due to higher level NPAs, because it shakes 

the confidence of general public in the soundness of the banking system. The increased NPAs 

may pose liquidity issues which is likely to lead run on bank by depositors.  Also, NPA change 

banker’s sentiments which may hinder credit expansion to productive purpose. Banks may 

incline towards more risk-free investments to avoid and reduce riskiness, which is not 

conducive for the growth of economy. NPA results in harmful impact on the return on assets 

because of the interest income of banks will fall and it is to be accounted only on receipt basis. 

As per Basel norms, banks are required to maintain adequate capital on risk-weighted assets 

on an ongoing basis.     

Every increase in NPA level adds to the risk weighted assets which warrant the banks to shore 

up their capital base further. Therefore, due to the rising non-performing assets the cost of 

capital or interest on loan will go up. Thus, the increased incidence of NPAs not only affects 

the performance of the banks but also affect the economy as a whole. In a nutshell, the high 
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incidence of NPA has cascading impact on all important financial ratios of the banks -Net 

Interest Margin, Return on Assets, Profitability, Dividend Pay-out, Provision coverage ratio, 

Credit contraction etc. , which may likely to erode the value of all stakeholders including 

Shareholders, Depositors, Borrowers, Employees and public at large. At last, the lasting 

solution to the problem of NPAs can be achieved only with proper credit assessment and risk 

management mechanism. 

Blockchain technology in banking and finance sector. 

Blockchain helps many people who doesn’t know each other from 

different geographical areas to have access to an updated ledger that 

cannot be changed. It helps various virtual currencies like Bitcoin, 

Litecoin, Dogecoin etc. It is a database or known as public ledger 

that records all the transactions that happen using Bitcoin. The ledger 

is accessible through API’s and various torrent sites. The blockchain 

network has no central authority so it cannot be altered by anybody. 

It is mainly because of cryptography, that is, people can change or 

alter only the part of blockchain they own. It is a simple way of 

passing information from one place to another-                                         Vishnu Babu 

in a fully automated and safe manner. One person’s transaction initiates the process by creating 

a block. This block is verified by thousands or millions of computers distributed around the 

net. Then the verified block is added to a chain, stored across the net, creating a unique record 

with a unique history. 

 Many major banks these days are trying out blockchain because it could be used for money 

transfers, record keeping etc. It could change the paper-intensive international trade finance 

process to an electronic decentralized ledger that allows the involved parties, including banks, 

the ability to access a single source of information. It also lets them track all documentation 

and validate ownership of assets digitally, as an un-alterable ledger in real time. Usage of 

blockchain has many advantages and disadvantages. Some of them are as follows. It helps in 

reducing frauds. It is because blockchain is distributed that there no single point failure. Every 

transaction is a block which is hard to be corrupted. The verification of each client done by one 

bank or financial organization will become accessible for other banks to use and the KYC 

process doesn’t have to be doe again. That is duplication of efforts will be eliminated. A smart 

contract is a self-executable piece of code that runs when certain conditions written on it are 

completed. Smart contracts can be used for financial transactions which helps in increasing the 

speed and simplifying complex processes. Nowadays the world is becoming digital leading to 

even small transactions and payments happening digitally. The blockchain technology helps in 

making small transfers feasible and fast along with lower fee and scalability of transactions. 

But there are also problems that arise in the use of block chain. It is not bounded by any 

international rules and regulations and doesn’t have a standard to it. The combining of existing 

systems with a blockchain model is a very big challenge today because the current systems and 
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processes cannot be completely eliminated. Banks and financial institutions are the are trusted 

by people for keeping their funds safe. For that it is necessary to ensure that the data stored on 

the blockchain technology is secure and would not affect the identity of any individual. 

JP Morgan Chase have invested a lot in Blockchain because of their faith in the future of 

Blockchain technology. They have started a new division called the Quorum division for 

research and implementation of Blockchain technology. Quorum is a distributed ledger and 

smart contract platform for enterprises that requires speedy transactions and addressing 

challenges for the finance industry, banks. Goldman Sachs is another company who is involved 

in the research and support of the distributed registry technology. They invested in a 

cryptocurrency project called Circle. It is one of the most invested start-ups in the blockchain 

space.  

Even though there are strict jurisdictions for the banking sector, the financial institutions have 

realised the potential of blockchain technology by looking at the popularity of cryptocurrencies 

in the current markets. The giants in the banking sector are conducting the tests for finding out 

the possible uses of this decentralized technology. Some organizations are investing heavily in 

such researches and tests conducted by start-ups to develop blockchain based solutions. If 

Blockchain enter the current scenario, a lot of problems could be solved also by making the 

system more transparent, easy to access and reliable. 

 

 

Top trends changing the scenario of banking and financial services in India. 

Introduction 

Banking and financial services sector is majorly concentrating on 

improving its Return on Equity as most of institutions are facing 

restrictive regulatory environment, intense competition etc. 

However, more and more banks are focusing on innovation as many 

of the financial institutions are redeploying savings from efficiency 

initiatives and strategic cost programs into investment including in 

technology. 

So, there are various trends that are reshaping the BFS industry by 

considering alternative operating models.                                             Seijal Jain                                          

• Digitization  

In 1980's banking sector got transformed as it started using Information technology to carry 

out its basic functions such as book keeping, auditing etc. Later on, Core Banking Solutions 

were adopted to increase customer experience. Thus, a shift from conventional to convenience 

is incredible. 
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• UPI (unified payments interface) 

It refers to a real time payment system that helps in instant interbank transactions through 

mobile platform. It is known as the fastest and the most secured payment gateway developed 

by National Payments Corporation of India and is regulated by RBI. 

• Cloud banking  

Cloud technology is taking over the banking industry like anything.  It not only helps in 

increasing the flexibility and scalability but also makes the integration of newer technologies 

and applications easier. It helps in saving cost as they are not required to invest in expensive 

hardware and software because updating information is easier on cloud-based models. 

• Biometrics 

security is becoming an emerging issue; Biometrics Authentication 

System is changing the national identity policies. By using 

encryption technology and OTP's, Biometric authentication is 

forecasting the creation of extremely secured database that will help 

in protecting it from various leaks and hackers attempts. Therefore, 

financial services in India are playing a great role in ensuring 

sophisticated security to customers account and capital. 

 

 

• Artificial intelligence robots 

Various nationalized and private banks in India have adopted chatbots or AI robots that helps 

in customer support services. Chatbots with the higher level of intelligence will help in 

alleviating the probability of human error and thus create accurate solutions for the customers. 

Further, it can help in recognizing fraudulent behaviour, collate surveys and feedback. 

• Wearables 

Smartwatch technology aims to create wearables for retail banking customers that helps in 

providing easy control and access to the data. It is anticipated to be the future of retail banking. 

Government is helping a lot with the schemes like Jan Dhan Yojana whose aim is to prove a 

bank account to every citizen. 

To conclude, BFS industry is focusing more towards innovation that will help in preparing a 

future that can be easily driven by technology. Therefore, they should redefine themselves as 

agile technology companies as customer preferences, demographics and lifestyles change. 

Chatbots is one of those emerging trends that is definitely going to have a great impact on 

banking and financial services industry by saving costs and improving productivity. 
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AI driven predictive banking. 

GThe best innovation in 2019 is predictive banking. For the first 

time, the industry in consolidating all internal and external data and 

building predictive profiles of consumers in real-time. Accurate and 

financially viable consumer data, financial institutions know their 

customers all right and are able to offer advice for the long term, 

while increasing security and efficiency.  With Robo-advisors and 

AI-driven Chatbots, banking and financial institutions offer 'next-

best actions' with real-time problems and universal cash 

management solutions.AI brings many advantages of digitization to 

banks.                                                                                                             Ashika G 

AI also enables banks to manage huge volumes 

of information at record speed to derive valuable 

insights from it. Features like AI bots, digital 

payment advisers and biometric fraud detection 

mechanisms lead to an increase in the quality of 

services to widen the customer base. All this 

translates to increased revenue, reduced costs 

and boosts in profits.  

 

Banking services are no longer a monopoly of banks, and traditional financial institutions have 

to innovate in order to survive. The era of non-traditional financial services providers such as 

Amazon Payments, PayPal Payments, and PayU, has risen. The need for AI in banking is grown 

so banks are starting to adapt to this situation. Indian banking sector is also starting to 

implement AI quite aggressively. The application of AI and SAS software has been more 

opportunities for exploring more personalized and better customer service.  About 32% of 

banking and financial service providers are already beginning to use AI technologies like 

predictive analytics, voice recognition, chatbots, etc. 

 

Benefits of AI for Banking Sector 

• AI is an automated system, features like chatbots can answer the customer from basic to 

complex questions reducing the workload of the banks. 

• AI works on the principle of data collection and analysis helping the banker to predict the 

long run. 

• With the help of AI, bankers can predict customer needs. AI gives not only a quick but safe 

process making customer’s process easy and simple. 

• Manual analysing the risk in giving load is very complex and demanding. AI handles the 

process by analysing the relevant data of the borrower and identifies the potential risk rate. 
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• AI is intended to detect the fraud with a pre-determined set of rules which help to attenuate 

the amount of fraud preventing the personal data of the user. 

• Hedging requires the latest data. AI tools will get real-time data from all around the globe 

which enables to analyse the financial markets and give an accurate prediction. 

What Does the longer-term Hold for AI within the Indian Banking Sector?  

AI is expected to be the break-through in the banking sector as it can be used as a guard to fight 

against all the financial frauds. In the coming future, Artificial intelligence is expected to shape 

the future of banking.AI has enormous potential to bring a change in Indian banking sector. It 

will not only help in empowering banks for automating its knowledge workforce but also help 

in reducing the risk and competition for the Fintech Players. AI will enable banks to leverage 

human and machine capabilities optimally to drive operational and cost, efficiencies, and 

deliver personalized services. AI has the potential to remodel customer experience into a new 

banking model. The future will show the true colour of AI. 

 

Is Kafka the Next Big Thing in the Banking and Financial Sector? 

Businesses are seeking advanced methods to digitally transform 

themselves by utilizing key technologies to promote business 

intelligence and increase profitability. The terms ‘visions’ and 

‘data’ carry much significance and are a vital aspect to enhancing 

customer experience. Technologies such as Kafka, benefit 

organizations through industries in various methods. 

 

                                                                                                     Sreeram P K 

Need for kafka: 

In short, Kafka is used for stream processing, website tracking, metrics gathering and 

monitoring, log combination, real-time analytics, CEP, replay messages, error retrieval, and 

certain distributed commit log for in-memory computing 

Pros and cons: 

Pros:  

• Fault- tolerant 

• Variety of use cases 

• Durability 

• Consumer friendly 

• Batch-Handling cable 
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Cons: 

• Issue with message tweaking 

• Lack of pace 

• Behave clumsy 

• No complete set of monitoring tool 

• Lacks messaging paradigm 

What has led to its popularity? 

Well, there are many reasons, some mostly being fast and simply operational. Even though 

Kafka is able to benefit various sectors, in this article, let’s focus on how Kafka can be 

leveraged to increase the force in the banking and financial sectors. 

Fraud Detection 

Money cleaning and payment frauds are the harsh truths of the financial sector. Businesses 

have to be careful as these two threats can influence businesses hugely. 

But with the help of Kafka, these frauds can be detected? For this, existing solutions need not 

be replaced; Kafka, in fact, compliments the system and adds value. 

With the help of Kafka, financial institutions can defend themselves by switching to actual 

rules. Systems can be taught to learn social patterns by themselves, by scanning through large 

portions of old data, and then served with algorithms, such as clustering, which aids systems 

to study what normal conduct really. This helps financial institutions find and recognize frauds 

with ease. 

Risk Modelling 

With the financial sector going through major pattern shifts, calculating risks has become a lot 

trickier, and a single mistake can result in colliding. Banks are known for risk modelling, but 

wouldn’t it be a lot better if a safer study of risky investments were present along with a full-

proof risk modelling arrangement? 

Well, this is surely possible with the help of Kafka. Kafka has the ability to flawlessly deliver 

communication at a rapid pace leading to a fast and rapid analysis of measurable data, real-

time, while making essential changes to the portfolios and compute the value at risk on the fly. 

Value Prediction 

Banks and financial institutions have a rough time keeping all the customers in endless 

profitable investments. Kafka brings to the table a time of values for the customer. This aids in 

discharging the banks from the pressure of forever profitable investments, therefore improving 

client-customer relationships. 
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Recommendation  

By joining software that can help Kafka be an efficient carrier, It enhances its skill to analyse 

every activity of the user including sales, purchase, and other extra data. Due to this, investment 

references can be forecasted and displayed to specific users showcasing potential purchase or 

investment options. 

Forecasts and Data Analysis have to always be quick and exact. Kafka maintains this by being 

an end to end messaging carrier which does not allow the content to be interfered with, with an 

additional benefit of going actual time. 


