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ABSTRACT

The attempt has been made through this researdn#tyse the role of NBFCs on the financial growthttee nation
(India). Their role in the Indian financial sectdras grown significantly. These companies are regist under the
company act 1956 of India, according to this “A gmany which is engaged in the business of loan ahdhmces,
acquisition of shares, stock, bonds, hire—purchiaseirance business or chit—funds business but doésnclude any
institution whose principal business includes agitiere, industrial activities etc.” RBI controls drregulate all activities

of these companies.

NBFCs have grown in numbers over the years and titribution has also increased the GDP of India.
Currently the liquidity crisis plaguing Indian ndranking financial companies. Thus it is importamtaihalyze the ups and

down of NBFCs in India and its impact on finanaattor of India.
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INTRODUCTION

Their role in the Indian financial sector has groswgnificantly. These companies are registered utliee company act
1956 of India, according to this “a company whistehgaged in the business of loan and advancesisdioop of shares,
stock, bonds, hire-purchase insurance busineskifunds business but does not include any instituwhose principal
business includes agriculture, industrial actigitgtc.” RBI controls and regulate all activitiestoése companies. NBFCs
are different from Banks as they lend and makestments and hence their activities are akin to ¢fiddanks but they
don’t accept demand deposits and no other fagailithich a bank gives with demand deposits. LikekbahBFCs are
regulated by the Reserve Bank of India (RBI). Taetal bank also releases its report on stresisiest NBFCs and also
their interconnectedness with the financial syst€taarly, there is a case of strengthening thet éisgdlity framework for
NBFCs, but there are enough data points on NBF@zh 8s

» There are a dozen activity-based classificationdBFCs by the RBI. The classification ranges frassed finance,
loan company, investment company, infrastructurg),Mnd Peer to Peer (P2P). In fact, P2P is thestladdition
when this new kind of fintech lending started glbbdrBI was quite proactive in bringing the P2Rlanits fold by
issuing fresh regulations for this new segmentsBhiows that there is a clear demarcation of &egvwf NBFCs,

and each of these NBFCs follow regulations, maimaindatory capital and abide by other requirements
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* The systemically important NBFCs currently havéilities of Rs 22.76 lakh crore. The share of CRhsut 6.17
per cent whereas the bank fund is about 17.74gxdrin 2017-18. This shows that the liability plefdof NBFCs
is clearly known. One can easily see how the liglyiirofile is changing over the years.

*  The non-performing assets (NPAs) of NBFCs are ab@uper cent in 2017-18. As against this, the ceroial bank
NPAs are about 11.6 per cent of its loan book. Shws that the NPAs are low as compared to bamKact, the
former CEA Arvind Subramanian recently suggestdarak-like asset quality review (AQR) for the NBFC#is is
what is needed to check on the health of NBFCsatimg provisions in advance for stressed loans.

» The retail loans of NBFCs are growing at a fastepdde assets rose by 46.2 per cent in 2017-18 piighdéous
year's growth was 21.6 per cent. This massive drasvtriven by vehicle loans followed by consumarables
and housing loans. The regulators or the governmsiemild keep an eye on such kind of high growth fameh
where it is coming from.

* The total income of NBFC sector was Rs 51 lakh eneith net profits of Rs 38,600 crore in 2017-1&eT
financial health of NBFCs is also well-known. Tiésa very crucial data to show whether the NBF@sranning
their house profitably or making losses.

» The Department of Economic Affairs Secretary S €g3acently pointed out that data points are vergrpiwhen
it comes to non-banking finance companies (NBFBs)also talked about lacunae in the regulationsg @sde
this comment in connection with the IL&FS crisisths issue suddenly caught everyone off guard.

What seemed to be a debt default by a single lamgebanking financial company (NBFC) Infrastructueasing
and Financial Services (IL&FS)has assumed suclelprgportions that it threatens to derail the ensiector and throw
into jeopardy a clutch of companies involved ineagBancing and personal loans. The crisis indifsINBFCs, triggered
by the IL&FS debacle, has taken centrestage irrtiomomic debate even as the tussle between the lgoieernment and
the Reserve Bank of India (RBI) on a host of issussluding refinancing for NBFCs, is heading forchmactic

showdown at the central bank’s next board meetthgduled on November 19.

There are over 11,000 NBFCs registered with the &Bdss the country, which have revved up Indiatssamer
economy as retailers across sectors have latchedtmEMI bandwagon to lure the consumer. Afte&HS defaulted on
payments to lenders and triggered panic in the etarkhere is now speculation that the entire senight cave in unless
desperate measures are taken to keep it afloatré&@eyuestions have been raised on the viabilitthisf shadow banking

sector, which has grown at around 20 per cent andhas a fat aggregate book of Rs 26 lakh crore.

Hence it has become a very important part of otions Gross Domestic Product and NBFCs alone céomt
12.5% raise in Gross Domestic Product of our cqurittost people prefer NBFCs over banks as they firein safe,
efficient and quick in assisting with financial tegements. Moreover, there are various loan pradacailable and there is

flexibility and transparency in their services.
Objective of the Study
Attempt has been made:
* To study the role of NBFCs in the financial seabthe economy.
» To analysis the growth of NBFCs over the years.

e To study the impact NBFCs crises on the growtthefnation.
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Data Collection and Research Methodology

To achieve the objective of the study, the secondara has been collected from www.rbi.orgwww.economicstimes.com

www.pwc.comand many more.Various publications of RBI, bookd fournals etc will be used. SPSS software haa bee

used for the regression curve fit. Data is tabdlated analyzed using MS-EXCEL.
Review of Literatures

* ASSCHOAM, PWC in the article titled “Building the Building the NBFC ohé future — scalable and profitable
modes”. This paper highlights the scrutiny on NBF@sl their operation. In this paper 10 themes NBEC
should take into their thinking around long termstainable growth has discussed.

e Kaushal H.R. (2016)— In their research paper titled “Impact of Non-nBag Financial Companies in Indian
Economy growth.” He found that NBFCs has great edop the improvement in free based business. Pleya
role of intermediaries between savers and the tovesNBFCs are the perfect alternatives to theventional
banks for meeting various financial requirementfirencial enterprise.

« Kumar p. “NBFCs- status paper database” in this reseaagep Mr. Kumar has shown types of NBFCs,
classification,regulation and number of registeN8lIFCs with RBI. He also analysed the profile of NEBF
dealing in assets and public deposit in 2008-09M)®NBS, MCA maintained NBFCs for different purpeos

e Shanmugham R. And sowahanya R. (2014)n their research paper titled Analysis of finahgarformance of
NBFCs in India”. They analysed that there is a pramt difference between profitability ratio, leage ratio,
liquidity ratio and risk indicator ratios of seledtNBFCs.

* Singh Dr. Kshetrimayum Ranjan (2014): in his research ditf&rowth and development of Non banking
Financial Companies in India”, he found that NBH@se greater reach and flexibility in tapping reses. They
are doing more fee based business than fund b3$ed.paper highlights that NBFCs have become major
financial source for people. NBFCs are now focusenram retail sector, housing finance, personal ktan

e Yadav Sunita (2017):In her paper “A study of performance of NBFCs idia? showed the types of NBFCs.
She analysed in profit ratio of Different non barkifinancial companies during 2008-16. EspecialpHe,
BAJAJ FINSERY, PFC, INDIABULLS, LIC etc.

Structure and Evolution of NBFCS

The structure of the NBFCs can studied accordiegrégulation of RBI. Reserve bank of India reguaaed supervise
three categories of Non banking financial instdnti.e. AlFIs,PD,NBFCs. NBFCs then further clagsifion the basis of
deposit mobilisation as NBFCs-D ( deposit takingd) &I BFCs-ND(non deposit taking). Further classtfma can be seen
through following Figure 1 according to RBI regudat NBFCS-D were introduced in 1997. NBFCs—ND tHarther
studied into two categories in 2006 as NBFCs-NDB»@&iematically important deposit taking NBFCs) thas total assets
greater than 500 cr Indian rupees and NBFCs-NDefatbn deposit taking with NBFCs) that has totaktsless than 500
cr Indian rupees. Recently few changes have beeie inahe regulatory framework of NBFCs by RBI it12. Under the
new regulation, non deposit accepting NBFCs witialtassets less than 500 are considered as naj bgatematically
important and subject to light touch regulationeTystemically important NBFCs currently have li¢ies of Rs 22.76
lakh crore. The share of CP is about 6.17 per wbetreas the bank fund is about 17.74 per cent 1Y AB. This shows
that the liability profile of NBFCs is clearly know
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Figure 1: Structure and Evolution of NBFCS

Registered NBFCS and NBFCS-D

NBFCs are growing in the nation with thvarious routes to work with support of other finahdnstitution. NBFCs hav
changed the scenario of financial sector of Intliew-a-days people are no longer depended on bankingdoéinancial
needs. They can have easy process and availatfiliban through NBFCs. This is why NBFCs have grownhia matior
over the year and supporting financial sector thhotheir different mode. They are now sharing thelie in BSE and NS
market also. But then also it has been observddthie&d number are metimes increasing and sometimes falling du
bullish and bearish effect of market. Even thepaiitory taking NBFCs are also showing the samaWiehover 200-18

financial years:

Table 1: Number of Registered NBFCS and NBFCS-D

Years NBFCS NBFCS-D
200(¢ 8,451 679
2001 13,815 776
200z 14,077 784
200: 13,489 710
200¢ 13,764 604
200¢ 13,261 507
200¢ 13,014 428
2007 12,968 401
200¢ 12,809 364
200¢ 12,740 336
201C 12,630 308
2011 12,409 297
2017 12,385 273
201: 12,225 254
201/ 12,029 241
201¢ 11,842 220
201¢ 11,682 202
2015 11,522 178
201¢ 11,402 156

*Till 2011 end June data from 2012 end Mz
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In March 2018, there were 11,402 of these comparggsstered with the RBI. Of those 156 were deposit
accepting (NBFCs-D). There were 249 deemed sys#diyignportant non-deposit accepting NBFCs. The heamhas
come down to 10,102 by the end of September 20d&rding to the RBI data. NBFC-D The number of Deptaking
NBFCs reduced by around 12% to total to 178 estitiering 2016-17, mainly on account of the high@R\threshold

imposed by RBI.

Deposits constituted 11.1% of the total funds ofAGBD as on 3% March, 2017. While borrowings from Banks

fell by around 7%, those from Debentures and Fiirostitutions grew sharply as NBFCs looked twedsify their

source of funding and reduced reliance on the buedtened banking sector.

Regression curve fit analyses has

been shown uré@gand 3.
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Figure 3.

Table 2: Dependent Variable: NBFC and NBFC-D

Equation NBFC NBFC-D
R Square bl R Square bl
Linear .074 -60.412 .901 -35.195
Growth .034 -.004 975 -.089

The independent variable is VAR00004(years)
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Here the regression curve fit model has been wsaddlyze the growth in NBFCs numbers and NE-d. and it is found
that in both NBFCs and NBFCs-there is no growth over the years as Bl valuesfamd negative. Even the line
curves are also negatively slopedFigure 2 and 3. Thus it is truly accepted that NBFCs #@tiw are growing but the
reducing in number.througfollowing figure it is observed how RBI cancelling their registration beunding them t
increase RBI cancels registration of 1,490 NBFCs in 2 yeduis to this their number has been reduced and grbad
declined. It is for NBFCs that failed to meet prod@l norms and lose that voluntarily surrender
registration.Regulatory actiowmas taken agait top fiveregional offices, number of callation is about 1202 rest 2i

were cancelled in other state.
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Source: Parliamentary Questionsand Answer
Figure 4.

Credit Growth of NBFCS

NBFCs are not growing much in numbers but theiditravailability to public in Indian financial nrket has been growing
from 20152018 on the basis of this their future expected ratalso assumed for 2019 and 2020. In termsnahfial
assets, NBFCs have recorded a healthy gr- a compound annual growth rate (CAGR) of 19% over fdw year:
comprising 13% of the total credih@ expected to reach nearly 18% by 2z-19. Figure5 depicts the trend of NBF(

credit at growing rate.

% growth of credit at NBFCs

| 30
N 20 —

10 ==Y growth of credit at
% 0 1 1 T T 1 NBFCs

2015 2016 2017 2018 2019 2020

Figure 5.
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Table 2: Growth Rate of Credit of Major Categoriesof NBFCS

Categories 2012-13| 2013-14| 2014-15| 2015-16| 201617
LOAN COMPANIES | 11.3 7.7 20.5 22.7 22.1
NBFCs -IFC 24.4 17.8 24.6 7.6 5.6
NBFCs-MFI 34.3 21.3 47.6 36.3 -3.4
AFCs 30 10.4 13.2 23.1 -17.1

Source: RBI bulleti

In theabove table 2 is observed NBFCs with categories like loan canmips, NBFC-ifc, NBFCs-mfi and AFCs
all have shown significant growth in credit availd till 2015-16. But their route of growth has been diverte@0d¢-17
as all categories showed declined in financial years. Where loan companies and NE-IFC were remain positive
while their credit growth declined where as perfante of NBFC-MFI and AFCswere good in 201-16 while their
growth triggered down to negative range in z-17as credit growth become -3.4 afd 4 respectively. It is mainly due
crises where many large NBFCs were converted imtallsbanks. InFigure 6,X axis is numbered as 1,2,3,4,5 wh

shows 2012-13,2013-14,2014-15,201/2016-17 financial years.

Here Figure 6 and table l8ghlights thescenarioof NBFCs performance over Banks (private and piblicis
clearly seen that NBFCs are more facilitating tstamer as their growth related to credit is muayhér than the publi
sector bank while sometimes private sector bialso greater credit growth compare to NBFCs but &leo it can be sa

that NBFCs performance is better than banks oweyéars

100%
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Figure 6: Credit growth of NBFCs and Bank:.
Table 3
NBFCS-ND- Private Sector Public Sector
el S| Bl Banks Banks
2011-12 30.5 16.8 21.8 16.£
2012-13 23.7 14 18.5 12
2013-14 8.8 14.2 16.1 13.¢
2014-15 15 9.3 18.6 7.€
2015-16 12.4 10.9 25.7 1.4
2016-17 13 5.4 17.1 0.€

Source: RBI bulleti
The Liquidity Crunch

Crises has been faced by NBFCs in last two to tiieaes after demonetisaticThe liquidity crisis plaguing Indian n-
banking financial companies, or NBFCs, which haso&ed public markets investors, is likely to halst sale and fur-
raising plansdr these lenders in the near term. The recentssstiBIBFCs, which started with defaults by Infrasture

Leasing and Financial Services Ltd & FS), have hurt sentiments towards NBFCs, as witkss the stock prices
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several leading companies tine sector. The crisis in India’s NBFCs, trigget®dthe IL&FS debacle, has taken cer
stage in the economic debate even as the tussiedethe Union government and the Reserve Bankdif I(RBI) on &
host of issues, including refinancing for NBF is heading for a climactic showdown at the cenltri@hk’s next boar

meeting scheduled on November 19.

Investors are likely to wait and see how the finalngector goes through this transition period,iktegshnan said
People are expecting for the dethlat are already in the market to get caught up.fifancial services industry, especie

NBFCs, is an important segment for private equitestment:

In near future NBFCs has to raise their capitaleet their importance in financial sector cdia as well as to
regenerate the believesiafestors. NBFCs that are very heavily funded kort-term papers will see an impact. “There \
be shorterm impact on valuations and this may reset magkpectations.” Market experts believe that theg-term
prospective of the sector remains unbroken andhtbdification could ultimately provide private irsters the opportunityo

enter the sector at more attractive valuat

With a significant section of the Indian populationlstidt having beenenetrated by financial services, there
huge growth potential for the financial servicedustry as the economy continues to grow at a hemdtie of close to 7%As
the financial services sector is like a fuel to asgnomy’s growth and should grally grow at -4 times its gross domestic
product growth rate.

Furthermoren this segment mutual fund of IL and FSare disedsshich faced thimpact of NBFCs crises.With
the IL and FS default, some mutual funds were peddor cash. With the stock market going downrehl®ve been mo
withdrawals from mutual funds. They have been fgyto curtail more and more cash, and hence nonhgiaut
Commecial Papers. This choked NBFCs of funds, and thmibursements slowed down. Growth suffered andhgwo

liquidity fears, the stock prices of these firmeka hit. Companies then began to sell subsidismieaisecash.

Here in the Figur@ given below it is observed that from 2017 to 2018 credit groaskiNBFCs has increased
various loan against property but decreased edfeiriagold loans and also in MSMEs. This show hbMBFCs secto

was affected due its liquidity crises.

Meanwhik, institutional investors have shuffled their hogs in the NBFC sector. In September 2018,
instance, foreign investors used the fall in shaiees of NBFCs to buy stakes in about 11 major 88Fsuch as Rept
Home Finance, Shriram Transport Fice Company, Dewan Housing and Muthoot Finance retidced stake in about

of them, media reports said.
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Figure 7
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CONCLUSIONS

In all the paper reviewed, main focus was givemrowth,deposit,loan and advances of NBFCs till 200ffe gap was
found related to their negative growth rate tilll80and crises faced by NBFCs. Thus through thisareh it was analysed
that NBFCs credit facilities are increasing butitheumbers are decreasing as well as their deptaiisg are also
decreased. RBI has cancelled the 1490 NBFC’s ragm and that too in Kolkata, Mumbai, Chennaifideind Kanpur
when NBFCs faced liquidity crises. Demonetisaticaswhe main reason behind the stagnant growth ¢f0¢BNBFCs
have recorded a healthy growth- a compound anmaalth rate in credit growth it means NBFCs easylitravailability
is helpful in expanding their credit growth. Compao banks people of India are more preferring NBF@ their
financial needs. Financial sector has robust dukednclusion of NBFCs-ND-SI.

Their route of growth has been diverted in 2016a%7all categories showed declined in this finangesrs.
Where loan companies and NBFCs-IFC were remairtipesind credit growth declined where as NBFCs-Mid AFCs
were good in 2015-16 while their growth triggeremlvth to negative range in 2016-17. It is mainly doecrises where
many large NBFCs were converted into small bankew@ suffered and owing to liquidity fears, theck prices of these

firms took a hit with NBFCs. Companies then begagdll subsidiaries to raise cash and to meetsrise

Banks and non bank both are the key element ofdsand stable financial system. but now-a-days NBR&&
gained popularity both in developing and developedntries. Growth of NBFCs widened the range ofipad availability
for individual and institutions with resource tov@stment.
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