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In recent years, India has emerged as one of the most

vibrant economies in the world. The Indian growth

story is backed by strong fundamentals, which

include easing inflation, central government's

commitment to fiscal targets and lower current

account deficits. The domestic reforms include the

flexible inflation-targeting monetary policy

framework, the Insolvency and Bankruptcy Code

(IBC), the Goods and Services Tax (GST) and steps

for enhancing foreign investments by liberalizing

the FDI regime and efforts to provide a conducive

business climate. Maintaining price stability in the

economy is a basic mandate for the central bank and

induces greater confidence among both domestic

and global investors. The Reserve Bank's (RBI's)

commitment to bring down inflation in a sequential

manner referred to as the glide path for inflation has

paved way for the formal adoption of flexible

inflation targeting (FIT). The shift to a committee-

based approach for determining the monetary policy

has enhanced transparency and accountability of the

decision making process. Inflation has been

reasonably range bound within the target band with

the adoption of flexible inflation targeting. The

easing of global crude oil prices has also augured well

for inflation outcomes.

The Indian banking system is on the cusp of a

transformation, aided by recent policy measures to

reduce vulnerabilities and improve its financial

health. RBI's initiatives are aimed at ensuring better

and timely recognition of stressed assets, sufficient

provisioning and an efficient resolution process. The

new resolution framework with the IBC as its

lynchpin and RBI's regulatory framework as its

facilitator, is a game changer. It endeavours to create

an environment in which maximum value can be

realised from troubled assets, bolstered by the early

identification of incipient stress. The shift of power

in favour of creditors in the IBC framework would

facilitate speedier and impartial resolution process

and help in improving the credit repayment culture.

The framework has been providing a market-driven,

time-bound process for insolvency resolution of a

corporate debtor, thereby helping financial

institutions to clean up their balance sheets. Most

importantly, it is aiding a paradigm shift in the

extant credit culture and discipline.

The growing size and complexity of the Indian

financial system warrants strengthening of corporate

governance systems in banks. Incidence of financial

frauds in recent times further underscores the

significance of sound corporate governance

standards in banks. The Government, the Bank

Board Bureau and the RBI are currently engaged in

developing an objective framework for performance

evaluation and this should redefine the contours of

corporate governance in the public sector banks

(PSBs) with a focus on transparency, accountability

and skills.

On the consumer protection front, improvements in

grievance redressal, introduction of innovative

products for digital payments, and measures to

improve cyber security in banking are all expected to

expand financial inclusion and provide financial

services efficiently and cost-effectively. A high level

committee on Deepening of Digital Payments has

been constituted to suggest measures for increasing

digitisation of payments and enhance financial

inclusion through digitisation. The regulatory

approach of RBI aims at ensuring that the banking
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system withstands the transitory difficult phase and

plays a positive intermediation role in

supplementing the financial needs of the growing

economy.

The non-banking financial (NBFC) sector, an

important segment providing an alternative source

of funds to the commercial sector has faced

challenging times recently. The debt default of a

systemically important NBFC highlighted the

vulnerability and need for strengthening regulatory

vigil on the sector in general and on asset liability

management (ALM) framework in particular. With

an objective of enabling the NBFC's to play a vital

role, RBI has relaxed the norms for NBFCs to

securitise their loan books. Banks are allowed to

provide partial credit enhancement to bonds issued

by the systemically important non-deposit taking

NBFCs and Housing Finance Companies. This

measure would enhance credit rating of bonds and

enable the companies to access funds from the bond

market on improved terms.

Among the key policy challenges that confront the

Indian economy are inflation, financial sector and

external sector. Although headline inflation has

moderated significantly in recent years, inflation in

food, fuel, and inflation excluding food and fuel

have shown wide divergences in the current year,

posing challenges for inflation assessment, thereby

warranting careful analysis of every new data. In the

financial sector, there is a need for continued vigil

on the asset quality of banks as well as resolution of

stressed assets to ensure that further slippages are

contained. Cyber risk is a major challenge in the

banking sphere and requires formulation of

comprehensive cyber risk and resilience policies, and

diligent implementation. A close monitoring of

external sector is required, given the sharp

movements in global crude oil prices and global

financial market volatility, as they have implications

for current account deficit and financial flows.

Another challenge that Indian companies face

pertains to developments around Brexit,

necessitating companies and policy makers to

suitably weigh all opportunities and challenges, and

accordingly re-strategise to respond appropriately.

RBI is committed to play its role as the monetary

authority for maintaining mandated price stability

objective along with the objective of growth, and as

the regulator and supervisor of the banking sector

and payment systems.

Source: www.rbi.org.in
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In his speech, Dr. Acharya emphasized on the role of

a public credit registry (PCR) as an important step to

democratise and formalise credit. In an emerging

economy like India, the smaller entrepreneurs,

mostly operating under the informal economy, do

not get enough credit as they are informationally

opaque to their lenders who prefer to provide loans

to more transparent larger businesses. Credit

penetration is particularly low for the micro, small

and medium enterprises (MSME) sector where the

ticket size of outstanding credit is generally believed

to be between one to ten million rupees. With a

belief that there is a big opportunity to rethink and

reshape the credit eco-system for the future so that

micro credit can thrive to unlock economic value,

the RBI initiated work on a PCR.

Information asymmetry with the borrower is the

major difficulty faced by any lender while granting a

loan. Put simply, the borrowers have more

information about their own economic condition

and risks than the lenders. Credit information

systems aim to reduce this asymmetry by enabling

the lender to know the current indebtedness of the

borrower and the credit history with past lenders.

This improves efficiency of credit allocation, as the

lender can properly differentiate and appropriately

price (interest rate) as well as alter terms (maturity,

collateral, covenants, etc.) of the loan.

As borrowers build history, lenders would like to

protect the information of their profitable

customers and may not be ready to share it directly

with other lenders. This way, borrowers can get

locked to their initial lenders, become vulnerable to

gouging in loan terms, and worse, be unable to

convey their credit quality to new lenders if existing

lenders experience problems of their own. This is

where third-party credit information companies

come into play, those that will pool the data from

lenders and share the information with other lenders

as per the laid down policy.

The PCR has been envisaged as a database of core

credit information - an infrastructure of sorts on

which users of credit data can build further analytics.

It will strive to cover all regulated entities (i.e.,

financiers) in phases and in this way get a 360-degree

view of borrowers. It will facilitate linkages with

related ancillary information systems outside the

banking system including corporate filings, tax

systems (including the Goods and Services Network

or GSTN), and utility payments. The PCR will have

to be backed and governed by a comprehensive

Public Credit Registry Act to be brought in

consultation with the Government. The PCR Act

would have to be comprehensive so as to bring in

data from the section of lenders who do not directly

fall under the RBI regulations. It will have to follow

the latest privacy guidelines based on a laid down

consent framework.

Dr. Acharya also emphasized on how the PCR will

work and help strengthen the credit culture. First,

PCR will make borrower information more

complete with increasing coverage of lending

entities. Secondly, PCR will vastly simplify and

reduce the reporting burdens on the lenders. Thirdly,

PCR will have credit data available digitally at a

higher frequency than at present. Therefore, it will

make credit decision-making faster and efficient.

Fourthly, with linkages to other information

systems like corporate data from the Ministry of

Corporate Affairs and tax filing or invoicing data, it

Some Reflections on Micro Credit and How a Public Credit Registry Can Strengthen It

Dr. Viral V Acharya, Deputy Governor, Reserve Bank of India -

Delivered at IIT Bombay Tech Fest, December 15, 2018
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will help the users to access other data on borrowers'

assets and evolving cash flows, which are essential for

taking efficient credit decisions. Finally, it will be

possible within the PCR architecture to address

privacy concerns and control access to data with a

proper consent-based framework for appropriate

usage, better than what is currently feasible. These

concerns will have to balance the objective that the

PCR is just a step in helping the democratisation of

credit, whereby credit datais not only used for

regulatory/supervisory purposes, but also leveraged

to expand the credit market efficiently.

He further highlighted that the PCR can help

“sachetise” micro credit. To build credit models for

individuals and small credits, the financier and its

modelers are ideally required to know not just

outstanding credit for the micro borrowers, but

possibly also their entire repayment history and their

cash flow fluctuations, so as to tailor the terms of

credit suitably. In the absence of such information,

many borrowers may simply get 'rationed' out of the

market due to severe information asymmetry faced

by financiers. With a PCR tracking every credit

transaction from its origination to closure and being

linked to various digital systems, it would be

possible to identify and get to know well businesses,

even micro enterprises and micro entrepreneurs.

Credit products could get transformed with the

possibility of sanctioning small ticket loans with

short maturity and zero or low collateral

requirement. Borrowers and entrepreneurs can build

their reputation and credit quality by repaying well

such initial information-building loans. Gradually,

they can borrow more and at longer maturities,

potentially making capital investments to enhance

productivity. Once their size increases and they

register with the GSTN, tax invoices can act as the

cash-flow verification with PCR. Robust credit

history built over a period can work as sturdy

collateral, building the trust of the lenders. Such

'sachetisation' of credit can rapidly expand access to

credit for those micro and small enterprises, hitherto

not included in the formal credit market.

Source: www.rbi.org.in
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