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Metaverse: The Future of
Reality 

The Metaverse has enormous potential in both 
economic and social arenas. With its ever wid-
ening scope and operating planes, it has the abil-
ity to influence and alter economic systems and 
processes and social rules of physical interac-
tion. The latter is already happening.                               
                                                           ...(Page 01)

Cryptocurrency: The Age of 
Digitisation 
With approximately 30 Million 
users and a value of US$7 Bil-
lion, India ranks at the top of 
global cryptocurrency charts. It 
has now become a customary 
part of conversations and a con
considerable sphere of modern financial portfolios. 
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NBFCs: The Indian Banking 
Sector's Changing Landscape
Credit has historically in-
creased faster than the Indian 
economy's gross domestic 
product (GDP). From 1962 to 
2019, the ratio of bank credit 
growth to nominal GDP growth 
ranged from 1 to 2 and averaged 1.42.        
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METAVERSE : 
The Future of Reality 

Introduction:
Imagine a world where you could escape from what is 
known as reality and live your life completely detached 
from the so called natural constraints. Sounds bleak 
doesn’t it? Well, to Meta, formerly Facebook, it is not 
just a business opportunity but a chance at changing 
life as we know it. 

The term was first coined by Neal Stephenson in his 
1992 novel Snow Crash, and the Metaverse is not a 
fresh concept. It has existed for decades in platforms 
like “Second Life” and games like “Fortnite”. Online 
communities have existed since the mid 1980s, with 
the advent of chatrooms and the first social media plat-
forms. The concept has been entertained by and mar-
velled at by tech enthusiasts for years and it is only with 
Facebook’s rebranding as Meta that the idea of having 
a “place” parallel to physical reality became a main-
stream topic of interest. It may sound ambitious or im-
possible even, but many players have taken concrete 
steps in making this venture a reality. 

The Metaverse has enormous potential in both eco-
nomic and social arenas. With its ever widening scope 
and operating planes, it has the ability to influence and 
alter economic systems and processes and social rules 
of physical interaction. The latter is already happening, 
and has been happening for the past decade or so, as the 
advent of social media changed the way the world in-
teracted. But the Metaverse takes it a step further. Its 

description of being a virtual space where one can be 
physically present and interact with others on the space 
is a concept we have not yet wrapped our minds 
around. Just like when the idea of the Internet was in-
troduced and people thought it was a passing fad. 

Web3:
Web3 or as google defines it an idea for a new iteration 
of the World Wide Web that incorporates decentralisa-
tion based on blockchains. It was coined by the Ethere-
um co founder Gavin Wood in 2014 and has since 
gained popularity by meta and crypto enthusiasts. 
While it still does not have a set definition, the general 
idea around it relies heavily on decentralisation and in-
volves the usage of blockchain technologies (eg NFTs). 
Siri, Apple’s virtual assistant, can be described as an 
application inherent with the Web3 concept. It is a reac-
tion to the walled-garden ecosystems that platforms 
like Facebook and YouTube created, which caused 
people to have their data extracted, privacy breached 
and ability to control the content they create oppressed. 
Web 3 subverts that model because it directly addresses 
the issues of ownership and control. The Web3 Foun-
dation has a vision where privacy, efficiency and inno-
vation can all come together as the WWW revamp 
buckles up to pose as a stepping stone to the establish-
ment of the metaverse. To reiterate, the Metaverse and 
the Web3 are not the same. The latter is a part of the 
former and will play a significant and definitive role in 
its the modelling  and reception. In fact, many of the 
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financial prospects of the Metaverse are, as of now, 
poised around Web3’s model. 

Financial Prospects of the Metaverse:

other conventional monetary foundations to remain 
competitive through every one of the cycles that re-
quire fast transformation and creative arrangements. It 
additionally seems like it will be hard for them to 
remain competitive if they don't make necessary in-
vestments for digital transformation as soon as possi-
ble. Working together with fintechs and profiting from 
fintech innovations to have a presence in this new vir-
tual world will be the quickest and least violent way to 
have a significant presence in the meta world and not 
become irrelevant. 

A prime example of the rapidly changing financial 
arena would be NFTs or Non Fungible Tokens. They 
have gained massive popularity in the pandemic, de-
spite having existed since 2014. From memes to tweets 
to videos, countless digital objects are being sold as 
NFTs. Lately, the craze for NFTs has skyrocketed. 
People are making heavy speculative investments in 
them. They are a subset of the metaverse and since it is 
non fungible, it is the only one on the planet that exists. 
For example, you can exchange a bitcoin for another 
one, or you can swap a diamond for a similar one, but 
NFTs are completely one-of-a-kind assets and thus are 
irreplaceable. NFTs can be anything from digital art, 
tweets, music, video game skins, virtual real estate, 
images of physical objects, basically anything that can 
be presented in digital format. Just like the images in 
the Web 2 space, anyone can view and download 
NFTs, but cannot benefit from them as the ownership 
still lies with the owner of that particular NFT. The un-
derlying technology that has allowed the rise of NFTs 
is blockchain. Blockchain technology allows the user 
to verify the authenticity and ownership of NFT.
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If the pandemic has taught us anything, it is that the in-
ternet and the online world are here to stay.  And with 
the globe moving towards cashless economies, with 
governments supporting and facilitating online trans-
actions (eg. UPI in India), it is imminent that finance 
holds a very lucrative position in the foundations of the 
Metaverse. There is enormous fintech potential, and as 
the Metaverse is predicted to grow in importance as a 
digital platform for personal and business interactions, 
including financial transactions, financial solutions to 
provide secure and efficient transactions would be a 
key demand. The pandemic encouraged people to in-
teract and pay digitally more than ever before. As a 
result, fintech adoption boomed worldwide. 88% of 
US consumers now use fintech solutions. There are 
financial players who rush into the meta world in order 
to establish themselves as forerunners of the digital 
finance future. Brokerages and banks in Korea have al-
ready begun to construct active virtual environments 
for their clients, according to the Korea Times in 
August 2021.

Banking is yet another sector of the finance industry 
which will either have to adapt or be declared redun-
dant. The existing processes and paperwork would be 
rendered useless and the mistrust and aversion to the 
incorporation of technology could push the prevalent 
banking systems into denouement. The massive invest-
ment of tech giants has totally changed the principles 
of the game. It is almost inconceivable for banks and 
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Legal Aspects: 
Like any other venture that affects the navigation of ev-
eryday human life, the Metaverse comes with its own 
legal obligations and considerations. There are guide-
lines to be set, rules to be followed and questions to be 
answered before creating, and further on using, the al-
ternate reality. The legal aspects that need to be consid-
ered while entering the metaverse are:

·  Interoperability among the creators of the 
Metaverse. Since Metaverse allows people to interact 
in the digital world, it becomes a necessity for 
Metaverse to become accessible from all devices. This 
requires tech companies to create specific Metaverse 
criteria so that different web 3 developers can work to-
gether, or every company adheres to the technology re-
strictions created by its predecessors.
 
·   Intellectual Property Rights is another issue that 
needs to be considered. Metaverse will include virtual 
creation or avatars. If such a creation is considered an 
AI creation rather than a human creation, then accord-
ing to the prevailing laws certain types of intellectual 
property protection should not be granted. 

· Monitoring Metaverse Piracy is extremely im-
portant as it may cause problems for content owners if 
not checked. Content License agreement in the 
Metaverse needs to be carefully reviewed because 
many license agreements may not have considered 
using licensed content in such forums.  
 

03

The above issues are a few legal aspects that need to be 
considered while creating the Metaverse, and as more 
people will begin to interact with the Metaverse, other 
issues such as data protection and privacy will soon 
take the centre stage of concern among them. It is im-
portant to note that while these problems already exist 
and are widely argued over, the scale and significance 
of them will multiply manifold as and when the 
Metaverse expands.  

Conclusion:
 The Metaverse is definitely a start of something previ-
ously unheard of and holds enormous potential for man 
and mankind alike. But it also holds the power to com-
pletely alienate humans from nature itself, thus estab-
lishing a dangerous precedent for further evolution. It 
is however, inevitable. Technology and humanity must 
go hand in hand and the metaverse poses to do just that, 
provided it is not misused. Currently, it is a concept we 
know little about and it hosts a plethora of opportuni-
ties, especially for the finance industry. While we 
cannot say where this will lead us, or how it will impact 
us, we can say for sure that the future has started to 
arrive. 

- Aastha Kumaarr, Mrinal Bhakuni
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CRYPTOCURRENCY: 
The Age of Digitisation

In recent times, technology has evolved immensely 
and has now become a major part of our modern-day 
lives. It has revolutionised each and every aspect of 
very single industry, completely disrupting the status 
quo. One such pillar of advancement has been the 
emergence and evolution of blockchain technology 
which has resulted in digital currencies like cryptocur-
rency, completely changing the way we save, invest 
and handle our finances. 

What is Cryptocurrency?
Cryptocurrency is a digital token run using blockchain 
technology. As a financial instrument, it provides the 
following uniqueness: 

· Security: The blockchain technology is one of the 
most secure networks available now, in terms of the 
technology. 
· Transparency: All transactions in a blockchain 
are visible to the public in the network so it provides 
most clarity and transparency of information and data.  
· Anonymity and a Decentralised Financial Tool: 
This is where it gets confusing, transparency and ano-
nymity? Well, as mentioned above all the transactions 
are visible public, but it will only show a wallet address 
by which tracking down the people behind it isn't easy 
as the wallet need not necessarily linked a person iden-
tity proofs. If you look at some public transactions, you 
will just find some random numbers and letters. 

(Fact: Even the founder of Bitcoin is still anonymous)

Uses:
Cryptocurrencies have gained immense popularity and 
have taken the financial sector by storm. They have 
become an instrument fulfilling various purposes for 
the consumer. 

Virtual Currency/Token: We might have seen and 
even spend virtual money in games, similarly cryptos 
are used in various websites, games, etc. For eg, the 
Metaverse is completely run with a bundle of cryptos 
like $MANA, $SAND, etc. 

As an Asset: In India, we all know how attached we 
are to gold. Cryptos are being treated like an asset simi-
lar to gold these days and people are buying cryptos 
with a hope that it's prices will increase later on! You 
can always find posts saying, if you bought Bitcoin in 
2010 you would have been a billionaire now, etc. 

For Illegal Dealings: yes, you heard it right. As men-
tioned above, security and anonymity are major feature 
of cryptos. What more do the scammers want? Mostly 
every transaction in the darkweb happens via crypto-
currencies now, making it very difficult for the officials 
to trace the culprits. 
 



Cryptocurrency as a Financial Asset:
Cryptos are very popular these days due to their sky-
rocketing prices and every human loves easy money. 
No. of crypto traders have increased a lot during the 
last two years (In fact, India is the country with largest 
number of crypto numbers at present). But there are 
some very concerning risk factors when it comes to 
crypto trades. The number of crypto tokens, crypto ex-
changes, crypto investors have constantly been in-
creasing, and with them so have the scams and losses. 
The anonymity also lets people clean their dirty money 
by making a transaction to themselves with different 
identities and claiming to have made a ton of money by 
selling some digital asset. (Ever wondered why some 
NFTs are being traded at some unbelievable prices?) 
The major issue is, there is nobody to regulate the 
crypto markets which means anything can happen 
here, thus making the market too volatile. As a matter 
of fact, there are cryptos whose value turned into 0 
within a matter of few minutes. Also, as there is no one 
to control the markets, it is a free pass for the price ma-
nipulators to play thier game. The free entry and exit of 
crypto tokens in the markets and can cause many pump 
and dump scams (eg : Squid coin scam - while the 
squid game fever was on, some crooked person(s) cre-
ated a token names $SQUID and many people traded 
other cryptocurrencies for this resulting a quick spike 
in the token, after which the creators escaped with a 
hefty amount, leaving the buyers to zero. The culprits 
are yet to be tracked and all their transactions were 
using other cryptos as well, leaving them anonymous). 
To sustain a great technology and to protect the 
common man's financial health, I think the crypto mar-
kets should be regulated. 
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India’s take on Crypto: The Crypto Bill
With approximately 30 Million users and a value of 
US$7 Billion, India ranks at the top of global crypto-
currency charts. It has now become a customary part of 
conversations and a considerable sphere of modern 
financial portfolios. Several high-value start-ups have 
emerged based on this industry.
 
However, the cryptocurrency sector currently stands at 
a crossroad between regulation and being banned in 
India. The most anticipated “Crypto Bill” has been in 
the works which will pave the future of the industry in 
the country. 

Cited as “a massive progress in the right direction”, the 
bill aims to negate the shortcomings of the instrument 
as a decentralized asset and to mould the ecosystem to-
wards a more consumer-oriented, safe and secure 
means of investment.  Although the details of the bill 
have not been disclosed, it will work towards safe-
guarding the interests of the holders and provide for a 
highly- regulated framework, while disallowing the 
currency as legal tender. Like the central banks of other 
major countries, the Reserve Bank of India (RBI) too is 
working on its own digital currency which is soon to be 
circulated as a form of fiat money.

View of Major Countries on Crypto:
Cryptocurrency regulation has been controversial since 
its beginning in 2009. The legal status of cryptocurren-
cies varies substantially from country to country.
Once the crypto-mining leader, China, in September 
2021, announced a ban on all crypto related activities. 
The Chinese government claimed that the ban on cryp
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sights and a comprehensive understanding of consum-
er tastes and preferences.

Conclusion:
Thus, we have gained deeper insights about the world 
of cryptocurrency- what it is, it’s uses and the risks as-
sociated and its global reception. However, with such a 
strong and powerful tool in our hands, the need for cau-
tion and responsibility has become of paramount im-
portance. As the industry advances with technological 
improvements and moves towards global prominence 
as a financial instrument, we must exercise all possible 
diligence in our dealings with digital currency. The 
governments of major countries need to come together 
and form a strong framework in order to guide the in-
dustry and safeguard consumer interests.  
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tocurrency was to reduce energy prices and greenhouse 
fuel emissions associated with crypto transactions. 
Also, repeated warnings have been issued to the citi-
zens to stay clear of the digital asset market and have 
officials have clamped down hard on mining in the 
country and currency exchanges. Countries like 
Russia, Egypt and Bangladesh have also prohibited 
this sector. 

In the United States, cryptocurrency has been the focus 
of much attention both by the Federal and State gov-
ernments. The sale of such instruments has been regu-
lated subject to the laws to which they are a subject. 
Constant effort is being put in to provide a more secure 
framework in order to protect consumer interests. The 
country greatly encourages participation and the 
growth of this sector for its betterment as a unified 
financial segment. Various other countries resonate 
with this take of the US on the digital currency and 
blockchain industry. 

Future of Crypto and it’s Importance
Despite being a risk-prone and extremely volatile in-
strument, cryptocurrency’s popularity as an investment 
tool is growing by the day, making it the most exciting 
subject for the youth. The market as a whole is experi-
encing exponential global growth and is forecasted to 
soon become a significant part of our financial lives. 
Today, cryptocurrency is not only limited as means of 
investment, but also a widely accepted means of pay-
ment. Major countries and global organizations have 
accepted the instrument as a store of value and a 
medium of exchange. Businesses are also making use 
of data from the crypto industry for gaining deeper in-

-Ehsan Ziyad and Dhiresh Sarda
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Legal Aspects: 
Like any other venture that affects the navigation of ev-
eryday human life, the Metaverse comes with its own 
legal obligations and considerations. There are guide-
lines to be set, rules to be followed and questions to be 
answered before creating, and further on using, the al-
ternate reality. The legal aspects that need to be consid-
ered while entering the metaverse are:

·  Interoperability among the creators of the 
Metaverse. Since Metaverse allows people to interact 
in the digital world, it becomes a necessity for 
Metaverse to become accessible from all devices. This 
requires tech companies to create specific Metaverse 
criteria so that different web 3 developers can work to-
gether, or every company adheres to the technology re-
strictions created by its predecessors.
 
·   Intellectual Property Rights is another issue that 
needs to be considered. Metaverse will include virtual 
creation or avatars. If such a creation is considered an 
AI creation rather than a human creation, then accord-
ing to the prevailing laws certain types of intellectual 
property protection should not be granted. 

· Monitoring Metaverse Piracy is extremely im-
portant as it may cause problems for content owners if 
not checked. Content License agreement in the 
Metaverse needs to be carefully reviewed because 
many license agreements may not have considered 
using licensed content in such forums.  
 

The above issues are a few legal aspects that need to be 
considered while creating the Metaverse, and as more 
people will begin to interact with the Metaverse, other 
issues such as data protection and privacy will soon 
take the centre stage of concern among them. It is im-
portant to note that while these problems already exist 
and are widely argued over, the scale and significance 
of them will multiply manifold as and when the 
Metaverse expands.  

Conclusion:
 The Metaverse is definitely a start of something previ-
ously unheard of and holds enormous potential for man 
and mankind alike. But it also holds the power to com-
pletely alienate humans from nature itself, thus estab-
lishing a dangerous precedent for further evolution. It 
is however, inevitable. Technology and humanity must 
go hand in hand and the metaverse poses to do just that, 
provided it is not misused. Currently, it is a concept we 
know little about and it hosts a plethora of opportuni-
ties, especially for the finance industry. While we 
cannot say where this will lead us, or how it will impact 
us, we can say for sure that the future has started to 
arrive. 

NBFCs: The Indian Banking 
Sector's Changing Landscape

Credit has historically increased faster than the Indian 
economy's gross domestic product (GDP). From 1962 
to 2019, the ratio of bank credit growth to nominal 
GDP growth ranged from 1 to 2 and averaged 1.42. For 
most of this time, banks were the primary source of 
credit in the formal economy, with bond markets and 
nonbank lenders accounting for a lesser share of the 
total credit.

In India, non-banking financial companies (NBFCs) 
began in the 1960s to meet the needs of savers and in-
vestors whose financial needs were not adequately met 
by the country's existing banking system. The NBFCs 
began to solicit fixed deposits from investors and nego-
tiate lease agreements with large industrial companies. 

Because of their customer-friendly reputation, NBFCs 
gained traction in the 1980s and 1990s and began to at-
tract a large number of investors. There was a mush-
rooming expansion of NBFCs when NEP 1991 was in-
troduced. The number of NBFCs rose from a paltry 
7000 in 1981 to about 30,000 in 1992. In the years 
since 1997, NBFCs grew significantly in terms of op-
erations, market items and instruments, technological 
complexity, and so on. NBFCs brought depth to the 
overall financial sector in the last 20 years and hence 
generated paramount academic and research interests 
to delve deep into its onset, growth and performance.

Evolution of NBFCs and the NPAs
While the growth rate of bank credit to the commercial 
sector was astonishing from 2003 to 2008, this 
changed in the aftermath of the global financial crisis 
of 2008. Balance sheet issues in both, banking and pri-
vate company sectors became apparent after 2014. As 
a result, the RBI implemented the asset quality review, 
which required banks to recognize stressed assets on 
their records. Both private banks and PSBs were sub-
ject to the asset quality examination. Between March 
2015 and March 2018, gross non-performing assets 
(NPAs) in the banking system more than doubled, ac-
counting for 11.5 percent of total advances. The rise in 
NPAs as a share of gross advances was particularly 
acute for PSBs, which account for 70% of the total 
assets of the banking system. March 2018, govern-
ment-owned banks accounted for nine out of ten 
stressed banks, with gross NPAs of PSBs reaching 14.6 
percent and net NPAs of roughly 8.5 percent. Corpo-
rate balance sheets were also showing signs of stress, in 
addition to the bank NPA crisis. 

Alongside the bank NPA problem, corporate balance 
sheets also showed signs of trouble. Credit Suisse re-
ported that by early 2017, about 40% of the corporate 
debt it monitored was owed by companies that had an 
interest coverage ratio of less than 1, meaning they did 
not earn enough to pay the interest obligations on their 
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loans. The dominant presence of NBFCs implies that 
any disruption to the NBFC model could create credit 
shortages impacting the commercial viability of these 
enterprises. These circumstances paved the way to the 
2018 crisis.

2018 Crisis 
IL&FS, a prominent infrastructure-financing NBFC, 
defaulted on its debt in September 2018. This sent 
shockwaves through the industry, resulting in a major 
credit crunch and having an impact on the real econo-
my. In September 2018, the IL&FS businesses' total 
debt was reported to reach Rs 91000 crore, which in-
cluded bonds and bank loans. Most rating agencies 
gave its debt instruments the highest possible rating 
and had massive amounts involved.

The first indications of difficulty appeared in June 
2018, when IL&FS failed on intercorporate deposits 
and commercial papers worth approximately 4.5 bil-
lion. At least two rating agencies cut IL&FS's 
long-term ratings in July and August 2018. IL&FS de-
faulted on a short-term loan on September 4, 2018 
which shook the debt capital market to its core. Fol-
lowing the failures, the credit risk premium on all 
bonds increased dramatically. All debt mutual funds 
stopped rolling over commercial papers issued by vari-
ous NBFCs because they were afraid of assuming 
credit risk. With the exception of a few highly rated 
and government-sponsored NBFCs, it became in-
creasingly difficult to raise new financing as bond 
markets became more risk sensitive. Concerns about a 
potential solvency crisis quickly arose as a result of the 
liquidity shock.

To alleviate the liquidity crisis, the RBI had issued vari-
ous directives, including lowering the risk weights for 
NBFCs and some NBFCs and HFCs had to sell their 
loan portfolios to banks. Buyers cherry-picked portfoli-
os from liquidity-stressed NBFCs and/or HFCs, and as 
a result, NBFC residual loan books were regarded to be 
of worse credit quality. This resulted in a severe finan-
cial crisis, reducing NBFCs' ability to lend to the real 
economy. The NBFC crisis of 2018 exacerbated the 
credit crunch in an economy that was already facing a 
decline in bank credit. 

Covid 19
Even as the NBFCs and HFCs were still struggling to 
recover from the impact of the IL&FS crisis, the 
COVID-19 pandemic hit India in late January 2020. 
Most NBFCs had to shut down their branch networks, 
resulting in stalled operations. For consumer lend-
ing-focused NBFCs the underlying businesses were 
temporarily shut and hence there was no opportunity to 
lend. 

In late March 2020, the RBI announced a 6-month 
moratorium on the repayment obligations for the cus-
tomers of banks and NBFCs. The Supreme Court 
banned declarations of NPAs in September 2020 after 
the moratorium lapsed on 31 August, lifting the ban 
only in late March 2021. While official NPAs declined 
in December 2020, many banks reported that, without 
the Supreme Court suspension, NPAs would have been 
higher. There were no reports by NBFCs yet. With the 
ban lifted, NPAs were expected to spike as asset quality 
pressures rose, given the complete absence of revenue 
generation for several months. In general, the level of 
delinquencies rose significantly across all asset classes, 

In recent times, technology has evolved immensely 
and has now become a major part of our modern-day 
lives. It has revolutionised each and every aspect of 
very single industry, completely disrupting the status 
quo. One such pillar of advancement has been the 
emergence and evolution of blockchain technology 
which has resulted in digital currencies like cryptocur-
rency, completely changing the way we save, invest 
and handle our finances. 

What is Cryptocurrency?
Cryptocurrency is a digital token run using blockchain 
technology. As a financial instrument, it provides the 
following uniqueness: 

· Security: The blockchain technology is one of the 
most secure networks available now, in terms of the 
technology. 
· Transparency: All transactions in a blockchain 
are visible to the public in the network so it provides 
most clarity and transparency of information and data.  
· Anonymity and a Decentralised Financial Tool: 
This is where it gets confusing, transparency and ano-
nymity? Well, as mentioned above all the transactions 
are visible public, but it will only show a wallet address 
by which tracking down the people behind it isn't easy 
as the wallet need not necessarily linked a person iden-
tity proofs. If you look at some public transactions, you 
will just find some random numbers and letters. 

(Fact: Even the founder of Bitcoin is still anonymous)

Uses:
Cryptocurrencies have gained immense popularity and 
have taken the financial sector by storm. They have 
become an instrument fulfilling various purposes for 
the consumer. 

Virtual Currency/Token: We might have seen and 
even spend virtual money in games, similarly cryptos 
are used in various websites, games, etc. For eg, the 
Metaverse is completely run with a bundle of cryptos 
like $MANA, $SAND, etc. 

As an Asset: In India, we all know how attached we 
are to gold. Cryptos are being treated like an asset simi-
lar to gold these days and people are buying cryptos 
with a hope that it's prices will increase later on! You 
can always find posts saying, if you bought Bitcoin in 
2010 you would have been a billionaire now, etc. 

For Illegal Dealings: yes, you heard it right. As men-
tioned above, security and anonymity are major feature 
of cryptos. What more do the scammers want? Mostly 
every transaction in the darkweb happens via crypto-
currencies now, making it very difficult for the officials 
to trace the culprits. 
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forcing some NBFCs to deal with solvency challenges. 
Bajaj Finance was one such NBFC that reported an in-
crease in gross bad loans for the June quarter, with the 
severity of the pain concentrated in auto loans, followed 
by Shriram Transport Finance, which reported a 
46.90% drop in standalone net profit to Rs 169.94 crore, 
with gross stage 3 assets (NPAs) at an all-time high.
 
This resulted in NBFC consolidation, with large, estab-
lished, and better-rated NBFCs acquiring smaller ones, 
as the bankrupt Srei Group consolidated two debt-laden 
entities - Srei Infrastructure Finance and Srei Equip-
ment Finance - to recover Rs 30,000 crore in blocked 
dues

PCA Framework
NBFCs also worked with digital lenders who were 
unable to lend on their own accounts due to regulatory 
problems, and they expanded outside physical channels 
without spending any more money on constructing new 
centers. NBFCs have also been "co-lending" with 
banks. However, the disbursement ratio from each part-
ner is considerably different – NBFCs fund 20% of the 
loan, while banks fund the remaining 80%. Borrowers 
are chosen by NBFCs. As a result, NBFCs may make 
hazardous loans, putting both banks and NBFCs in 
jeopardy.

In light of these developments, the Reserve Bank of 
India introduced a Prompt Corrective Action Frame-
work (PCA) for NBFCs in order to improve the regula-
tory tools available to NBFCs. The PCA Framework for 
NBFCs will go into effect on October 1, 2022, and will 
be based on the financial situation of NBFCs as of 
March 31, 2022.

Three risk thresholds and three yardsticks will be used 
to assess the risks. As an NBFC surpasses higher thresh-
old levels, the constraints imposed on it tighten progres-
sively. A violation of any of the criteria – capital ade-
quacy ratio, tier-1 capital ratio, or net NPA ratio – results 
in PCA action.

The PCA's first risk threshold will be triggered when 
the NBFC's capital adequacy ratio falls below the regu-
latory minimum of 15%. The second risk threshold is 
triggered if the ratio goes below 12%, while the third is 
triggered if the ratio falls below 9%. Similarly, there are 
trigger factors for tier 1 capital as well as the net NPA 
ratio. Leverage and asset quality will be the primary 
evaluation criterion for core investment firms.

An NBFC subject to the PCA framework will face divi-
dend distribution limits as a result of exceeding the first 
threshold, and promoters will be requested to inject cap-
ital and decrease leverage. When the NBFC reaches risk 
threshold 2, it will be barred from expanding branches, 
and when it reaches risk threshold 3, capital expenditure 
will be halted except for technology upgrades.

09

Fig. 1, Source: RBI
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The Way Forward
Now that Omicron is looming over near-term pros-
pects, NBFCs and UCBs (Urban Co-operative Banks) 
will have to be wary of liquidity flaws and assure 
sound asset-liability management, in addition to 
strengthening the quality of their credit portfolios.

As the economy recovers and credit demand rises, 
NBFCs will need to ensure the availability of sufficient 
capital to support credit growth. However, stress tests 
show that banks are generally well positioned to 
weather credit-related shocks, whereas UCBs and 
NBFCs present a more mixed picture with dented asset 
quality.

10

-Divyanshi Arora

We arrive at the question that at a time when the econo-
my is rebounding and the government is asking finan-
cial institutions to lend more, are RBI norms unleash-
ing lending or constraining NBFCs?
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loans. The dominant presence of NBFCs implies that 
any disruption to the NBFC model could create credit 
shortages impacting the commercial viability of these 
enterprises. These circumstances paved the way to the 
2018 crisis.

2018 Crisis 
IL&FS, a prominent infrastructure-financing NBFC, 
defaulted on its debt in September 2018. This sent 
shockwaves through the industry, resulting in a major 
credit crunch and having an impact on the real econo-
my. In September 2018, the IL&FS businesses' total 
debt was reported to reach Rs 91000 crore, which in-
cluded bonds and bank loans. Most rating agencies 
gave its debt instruments the highest possible rating 
and had massive amounts involved.

The first indications of difficulty appeared in June 
2018, when IL&FS failed on intercorporate deposits 
and commercial papers worth approximately 4.5 bil-
lion. At least two rating agencies cut IL&FS's 
long-term ratings in July and August 2018. IL&FS de-
faulted on a short-term loan on September 4, 2018 
which shook the debt capital market to its core. Fol-
lowing the failures, the credit risk premium on all 
bonds increased dramatically. All debt mutual funds 
stopped rolling over commercial papers issued by vari-
ous NBFCs because they were afraid of assuming 
credit risk. With the exception of a few highly rated 
and government-sponsored NBFCs, it became in-
creasingly difficult to raise new financing as bond 
markets became more risk sensitive. Concerns about a 
potential solvency crisis quickly arose as a result of the 
liquidity shock.
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