NBFC stress may lead to system
liquidity due to
interconnectedness: IMF

The International Monetary Fundreport titled “India Financial System
Stability Assessment”found that 63% of the power sector loans were from
three largest Infrastructure Financing Companies, a type of an NBFC in fiscal
2024
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The International Monetary Fund report titled “India Financial System Stability
Assessment” found that 63% of the power sector loans were from the three largest
Infrastructure Financing Companies, a type of an NBEC in fiscal 2024. This increased

from 55% in 2019-20. Moreover, 56% of their lending was financed by market instruments
and only rest by bank borrowings in second quarter of fiscal 2024. TheldEpendenceon

were to occur, a situation when growth slows and inflation soars. In the stress test, IMF

found that in the event of a stagflation, public sector banks (PSBs) may have difficulties
maintaining a capital adequacy ratio (CAR)of barely 9%. CAR is the ratio of capital to
riskweighted assets, used to measure the bank’s ability to absorb losses. RBI mandates a
12% and 9% CAR for PSB and Scheduled commercial banks respectively. INNEISaiastiah

“Assuming zero growth to their loan portfolio, PSBs can maintain barely the 9% CAR in
the recession scenarios. This means that PSBs should strengthen their capital base,
including by retaining their earnings instead of paying dividends to the government as
they have been doing in the past few years, to ensure they can support economic recovery
in a potential future downturn. PSBs are relatively more vulnerable because they have
lower initial CARs and are more sensitive to credit risk,” the report found.
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