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The evolution and adoption
of AI (artificial intelligence)
by the financial industry
poses several risks to finan-
cial stability, cautioned the
Financial Stability Report. 

The risks include inter-
connectedness becoming en-
hanced through over-reli-
ance on shared technology,
service providers and
infrastructure.

MARKET CONCENTRATION

In particular, there is a high
risk of market concentration
both within the financial in-
dustry as well as critical third
party service providers of
cloud and AI services.

Further, the threat of cy-
ber risk turning into a finan-
cial stability risk is high as AI
could aid cyber attackers
through sophisticated phish-
ing attacks such as creation
of deepfakes using generat-

ive AI. “With widespread
availability of AI services
such as ChatGPT, there has
been a growing concern that
these services are being used
for cyberattacks,” according
to the report, a half-yearly
publication, with contribu-
tions from all financial sector
regulators. 

The report referred to In-
ternational Monetary Fund’s
observations that the in-
creased adoption of AI in
capital markets can create
additional risks related to in-
creased market speed and
volatility under stress, espe-
cially when trading
strategies using AI become

highly correlated. Specific-
ally, if such trades are funded
through leverage, any shock
could amplify market stress
through fire sales and feed-
back loops. 

MIGRATION TO NBFIS

Moreover, AI may encourage
migration of more activities

to NBFIs (non-banking fin-
ancial institutions), increas-
ing systemic opacity, per
IMF. 

The FSR, referring to the
European Central Bank, cau-
tioned that if technological
penetration and market and
vendor concentration are
high, transition of risk from
individual firms to the finan-
cial system could be non-lin-
ear and portend systemic
risk. 

BALANCED APPROACH

The report noted that stand-
ard setting bodies and na-
tional regulators and super-
visors should, therefore, take
a balanced approach to reap
the benefits of Artificial In-
telligence while safeguard-
ing the financial system. 

They must update their
skills and tools as well as pro-
actively adapt their frame-
works to identify and mitig-
ate emerging risks from this
rapidly evolving technology,
it added.
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Non-residents’ net claims
fell by $19.8 b in Q2: RBI

Mumbai: Net claims of
non-residents on India declined
by $19.8 billion during Q2 of
the current financial year to
$348.5 billion, according to the
RBI. Growth in overseas
financial assets compared to
that in foreign-owned assets in
India led to a dip in net claims,
the di�erence between the
assets and liabilities held by
non-residents. PTI

QUICKLY.
Health insurers rejected
₹15,100 cr claims in FY24

New Delhi: Health insurers
disallowed claims of ₹15,100
crore or 12.9 per cent of the
total claims filed in 2023-24,
according to IRDAI data. Of the
total ₹1.17 lakh crore claims
under health insurance of
general and standalone health
insurers, only ₹83,493.17 crore
or 71.29 per cent were paid
during the year. PTI

The Reserve Bank of India
has expressed concern over
the sharp rise in write-o�s,
especially by private sector
banks, in its financial stabil-
ity report (FSR).

“The GNPA ratio for unse-
cured lending was margin-
ally higher at 1.7 per cent. An
area of concern, however, is
the sharp rise in write-o�s,
especially among private sec-
tor banks, which could be
partly masking worsening
asset quality in this segment
and dilution in underwriting
standards,” the report said. 

ACCRETION OF NPA

The report said the fresh ac-
cretion of non-performing
assets (NPA) in retail loan
portfolios of banks was also
dominated by slippages in
the unsecured loan book,
with 51.9 per cent bad loans
emanating from unsecured
loan segment as at end-
September 2024. 

“Among bank groups,
small finance banks are wit-
nessing larger impairment in
their retail lending portfolio
with the GNPA ratio at 2.7
per cent, the SMA (1+2) ratio
at 3.6 per cent, and the unse-
cured GNPA ratio at 4.7 per
cent,” it said.

LOAN GROWTH 

The hike in risk weights on
unsecured, bank loans to
NBFCs, imposed by the RBI
in November 2023 has led to
slowdown in both retail and
bank loans to NBFCs. 

The growth of bank bor-
rowings in NBFCs’ liabilities
also declined from 26 per

cent to 17 per cent, while re-
liance on non-bank sources
raised their cost of funds.
NBFCs hiked their foreign
currency borrowings to di-
versify sources of funds and
contain overall costs. 

The rise in foreign cur-
rency borrowings could pose
currency risks to these
NBFCs to the extent they are
unhedged.

The NBFC sector remains
healthy with sizeable capital
bu�ers — capital adequacy
ratio (CRAR) stood at 26.1
per cent in September 2024 –
robust interest margins and
earnings. Write-o�s, show a
rising trend, with a few out-
lier NBFCs showing signific-
antly higher write-o�s.

STRESS TESTS

Stress tests by the RBI team
on NBFC sector showed a
few NBFCs failing to meet
minimum regulatory re-
quirements, even under the
baseline scenario.

Under the baseline stress
scenario, the year-ahead
GNPA ratio for the NBFC
sector is estimated at 3.4 per
cent and the system level
CRAR at 21.2 per cent.
CRARs of 11 NBFCs were be-
low the minimum regulatory
requirement of 15 per cent,
even under the baseline
scenario. 

Under the medium risk
scenario, GNPAs of NBFCs
are expected to rise to 4.7 per
cent, while CRAR will mod-
erate to 20.5 per cent and 14
NBFCs fail this test.

Under high-risk scenario,
GNPA ratio of NBFCs could
rise to 6 per cent, CRAR
could moderate to 20.2 per
cent, and 15 NBFCs fail to
meet basic requirements. 

‘Rise in write-offs by private
banks a cause for worry’

Piyush Shukla 
Mumbai

Stress test results reveal that
capital levels of the banking
system as well as of the non-
banking financial companies
(NBFCs) sector will remain
well above the regulatory
minimum even under ad-
verse stress scenarios, RBI
Governor Sanjay Malhotra
said in the latest Financial
Stability Report. Macro
stress tests reveal that SCBs’
aggregate capital would re-
main much higher than the
minimum regulatory capital
requirement of 9 per cent in
March 2026 under adverse
scenarios.

Stress test for NBFCs
shows that even under a
high-risk scenario, their one-
year ahead CRARs (capital to
risk-weighted assets ratios)
would remain much above
the regulatory minimum
level of 15 per cent. 

The ability of the financial
institutions to absorb shocks
in adverse scenarios provide
comfort on financing of eco-
nomic growth dynamics, go-
ing forward, per the FSR,
which is a half-yearly public-
ation, with contributions
from all financial sector reg-
ulators. The minimum regu-
latory capital requirement
for SCBs and NBFCs is cur-
rently at 9 per cent and 15
per cent, respectively.

The ability of the financial
institutions to absorb shocks
in adverse scenarios provide
comfort on financing of eco-
nomic growth dynamics, go-
ing forward, per the report.

Under the revised frame-
work for macro stress test-
ing, which attempt to project
capital ratios of banks under
a baseline and two adverse
macro scenarios over a one-
and-half year horizon -- till
end-March 2026, the aggreg-
ate CRAR (capital to risk-
weighted assets ratio) of 46
major SCBs may fall from
16.6 per cent in September
2024 to 16.5 per cent by
March 2026 under the
baseline scenario.

The CRAR may decline to
15.7 per cent under adverse
scenario 2 (assumes that
global and idiosyncratic risk
factors blend to trigger a syn-
chronised sharp growth
slowdown in key econom-
ies). No bank would fall short
of the minimum capital re-
quirement of 9 per cent un-
der both the scenarios. 

However, under adverse
scenario 1 (assumes persist-
ing geopolitical risks and es-
calation of global financial
market volatility), SCBs’ ag-
gregate CRAR may deplete to
14.3 per cent and four banks
may breach the minimum
capital requirement of 9 per
cent.

The aggregate GNPA
(gross non-performing as-
sets) ratio of the 46 banks
may rise from 2.6 per cent in
September 2024 to 3 per cent
in March 2026 under the
baseline scenario and further
to 5 per cent and 5.3 per cent,
respectively, under adverse
scenario 1 and adverse scen-
ario 2.

NBFC RESILIENCE

System level stress tests for
assessing the resilience of
the NBFC sector to shocks in
credit risk conducted on a
sample of 162 NBFCs, whose
combined capital adequacy
ratios and GNPA ratios stood
at 23.6 per cent and 2.9 per
cent, respectively, in
September 2024, estimated
the one year ahead GNPA ra-
tio at 3.4 per cent and the
system level CRAR at 21.2
per cent under the baseline
scenario.

Under the medium and
high-risk scenarios, the one
year ahead GNPA ratio for
the system is estimated at 4.7
per cent and 6 per cent,
respectively.

K Ram Kumar
Mumbai

‘Capital levels of banks, NBFCs to
stay above regulatory minimum’ 

Equity valuations remain el-
evated across metrics, such
as trailing and forward price-
to-earnings (P/E) ratios,
market capitalisation-to-
GDP and earnings yield des-
pite the recent correction,
said the Financial Stability
Report released by the Re-
serve Bank of India on
Monday.

Stretched valuations are
more prominent in midcap
and smallcap stocks. Not-
ably, the Nifty Midcap 150
index was trading at P/E ra-
tios close to 43.7 in mid-
December compared to its
long-term average of 34.8.
Despite a sharp increase in
the benchmark P/E ratio
from 34 in March to 42 in
November, about 56 per cent
of stocks in the Nifty Midcap
150 Index were trading
higher than the benchmark
P/E. Similarly, 64 per cent of
both smallcap and microcap
scrips traded with a P/E ratio
above their respective
benchmark ratios. To justify
the current valuations for all
indices, the required earn-
ings growth should exceed
the expected earnings
growth to forestall a large
and abrupt market correc-
tion, said the report.

However, corporate earn-
ings in the September
quarter indicate a slowdown

as reflected in earnings per
share estimates.

‘OVERLY OPTIMISTIC’

Another area of concern is
IPOs of small and medium
enterprises, it said. There
has been a sharp increase in
demand for SME IPOs, with
several IPOs oversubscribed
100 times or more on ac-
count of rising participation
from retail investors. 

The SEBI has observed
that some SME companies
engaged in practices that
present an overly optimistic
view of their operations fol-
lowing their listing, which
are often followed by corpor-
ate actions, such as bonus is-
sues, stock splits, preferen-
tial allotments to influence
stock prices.

SEBI has issued orders
against certain entities enga-
ging in such activities and ad-
vised investors to remain vi-
gilant and cautious when
considering investments in
SME securities, said the
report.

‘Equity valuations
remain over heated’
Our Bureau
Mumbai

India’s external debt rose to
$711.8 billion as of Septem-
ber, up 4.3 per cent over June
2024, as per data released by
the Finance Ministry.

At the end of September
2023, external debt stood at
$637.1 billion.

In September 2024, In-
dia’s external debt was
placed at $711.8 billion, re-
cording an increase of $29.6
billion over its level at June-
end 2024, India’s Quarterly

External Debt Report said.
The external debt to GDP ra-
tio stood at 19.4 per cent in
September 2024 against 18.8
per cent as of June 2024, it
added.

LARGEST COMPONENT

“The US dollar-denominated
debt remained the largest
component of India’s ex-
ternal debt with a share of
53.4 per cent at end-Septem-
ber 2024, followed by Rupee
(31.2 per cent), Japanese Yen
(6.6 per cent), SDR (5.0 per
cent) and Euro (3.0 per
cent),” it said.

India’s external debt
rises to $711.8 b in Sept
Press Trust of India
New Delhi
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The stress level in 34 open-
ended debt schemes with
total AUM of ₹2.75 lakh
crore as of September-end
have breached the AMFI or
AMC prescribed threshold
and have initiated remedial
action to be completed in the
prescribed timeframe.

On the other hand, stress
level of 261 schemes with
AUM of ₹11.93 lakh crore
were below the threshold
limit, according to the Finan-
cial Responsibility Report.

SEBI has mandated that
asset management compan-
ies should carry out stress
testing of all open-ended
debt schemes (except
overnight schemes) every
month to evaluate the im-
pact of various risk paramet-
ers faced by such schemes on
their net asset values
(NAVs).

As part of liquidity risk
management for open-
ended debt schemes, two
types of liquidity ratios in-
cluding redemption at risk
(LR-RaR), which represents
likely outflows at a given
confidence interval and con-
ditional redemption at risk
(LR-CRaR), which repres-
ents the behaviour of the tail
at the given confidence inter-
val, have been used. 

All AMCs are mandated to
maintain these liquidity ra-
tios above the threshold lim-
its which are derived from
scheme type, scheme asset
composition and potential
outflows (modelled from in-
vestor concentration in the
scheme). MFs are required
to carry out back testing of
these liquidity ratios for all
open-ended debt schemes
(except overnight funds, gilt
funds and gilt funds with 10-
year constant duration) on a
monthly basis.

‘34 MF debt
schemes fail 
stress test’ 
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