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From the Desk of...

Global Interdependence: The Double-Edged Sword of Systemic Risk

Interconnectedness of economies across the Globe enhances optimal
outcome for economic growth for individual jurisdictions by virtue of
enjoyment of the fruits of competitive and comparative advantages in
Trade, Technology and Talent.

This happens in a state of virtuous cycle. If it is otherwise, as the current
geo-economic dynamics pans out, the adverse shocks out of supply chain
disruptions, currency volatilities and macro-financial challenges, are
spilling over across boundaries and heightening systemic risks. This time,

it emerged as a black swan.
Dr Rabi N Mishra Policy makers, however need to learn to face them more often

RBI Chair Professor & springing out with accelerated pace, going forward.

Mentor, MacroPru Musings

As I step into the role of Editor-in-Chief, I couldn't think of a more fitting
theme for this issue than uncertainty.

From geopolitical tensions and climate-related risks to the
regulation of NBFCs; our worldview is shaped by uncertainty. This
edition, our contributors examine how financial systems respond to risks
that are often difficult to measure or predict in real time.

Before going further, I would like to extend my sincere gratitude to my
predecessor, whose dedication and effort helped shape MacroPru
Musings into the publication it is today. Taking over is an exciting
responsibility, and made much easier when one is building on a strong
foundation.

We are also delighted to introduce a new segment, A Seat At
The Table, where we hope to bring our readers closer to the

conversations shaping economics and public policy. We are honoured to
begin with insights from Professor Umakant Dash, whose reflections and
support resonate throughout this issue.

Whether you're here for the analysis, the interviews, the puzzles, Editor-In-Chief
or the debates, I hope this issue leaves you with more questions than

Kahani Arya

answers.
I find that is often where the most interesting conversations begin.
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Geopolitical Risk: The Missing Variable in
Macroprudential Frameworks

By Akshaj Dewangan

The Unknown Variable

When we think of the term “geopolitics,” we associate it with something distant and complicated, discussed
by diplomats and analysts. We rarely think about it as a risk for the global macroprudential system or that it
can strand financial assets and investments overnight.

Macroprudential policy exists to protect the entire financial system from collapse through a set of
frameworks and requirements. Two of the major risks for which the macroprudential framework is
calibrated are climate transition risk and physical risk. Currently, there are no frameworks for the third and
important category of risk, “geopolitics.” The evidence of which is real, growing, and impossible to ignore.

When Politics Strands Assets: Russia 2022

During the Russian invasion of Ukraine in Feb 2022, the US, EU, and their allies imposed an
unprecedented wave of sanctions. Within months, major Russian banks were cut off from the SWIFT
international payment settlement system. Western companies were forced to exit Russian operations almost
immediately. These companies and banks were severely affected. By June 2022, global companies had lost
nearly $60 billion from their Russian operations. European bank stocks fell over 20% following the
invasion, compared to 8% for US banks, while the Russian banking sector recorded losses of $25 billion in
the first half of the year.

The concern in this case is not just the scale of losses, but their speed. This happened within days and was
not the result of a slow-moving credit cycle or a gradual transition away from fossil fuels. No regulator had
a playbook ready, and existing macroprudential stress tests had no scenario for this.

Taiwan: The Risk Horizon

Taiwan produces the overwhelming majority of the world’s most advanced semiconductors. Global
technology supply chains are run from this island. The financial system’s exposure to these supply chains is
enormous and highly concentrated.

The Federal Reserve Bank of St. Louis’s findings analyze the potential economic effects of an armed
conflict over Taiwan. This would be a massive flight to safety in the asset market, huge disruptions in
international trade, and serious banking problems. Uncertainty will rise and lenders would restrict credit
sharply. The analysis draws a parallel from Russia’s case, noting that a Western coalition would impose
similar measures on China.

The critical difference between the two countries is scale. China’s economy and the magnitude of its
integration into the global financial system are larger than Russia’s. The shock, therefore, will be larger, and
yet there is no formal macroprudential stress testing framework.

Why Acknowledgement Is Not Enough

Some argue that incorporating geopolitical risk into macroprudential frameworks would be an exercise in
speculation and is too unpredictable to model. This misunderstands what macroprudential policy is
designed to do. Stress tests are not designed to predict which specific event will occur; they are designed to
ensure that if a severe scenario matches, is the financial system resilient enough to absorb it? Geopolitical
risk can be subjected to the same logical application. The question is not to predict who will be sanctioned
or blockaded; the question is whether the financial system is resilient enough to survive a scenario in which
a major geopolitical shock suddenly strands a large class of assets.

The evidence made it clear that the answer is no and that regulators have no framework to change it.
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Balancing Growth and Stabﬂity: RBI's Evolving Approach to
NBEFC Regulation in India

By Akshat Mishra

As per The Economic Times, “Non-Banking Financial Companies (NBFCs) accounted for credit
equivalent to 14.6% of India's GDP in March 2025, up from 13.5% a year earlier, highlighting their
growing role in the country's financial system”. There has been a clear growth in the contribution of
NBFCs to bridging the credit gap in India. They help in promoting financial inclusion by fulfilling the
needs of small businesses or households and also the rural sector in general, which are sometimes excluded
from the traditional banking channels, and have also supported the MSME sector in particular.

The central bank introduced the Scale-Based Regulation in October 2021, where NBFCs were classified in
4 ways, i.e., Base Layer, Middle Layer, Upper Layer, and Top Layer. This was mainly done to ensure that
larger NBFCs, which can impact the whole financial system, are regulated more tightly as they pose more
risk compared to smaller NBFCs. It was implemented after the IL&FS and DHFL episodes.

RBI has also tightened the registration norms and increased the capital requirements. This ensures
that only financially good NBFCs enter and remain in the market, and also improves the resilience of the
sector during periods of stress. In August 2026, the RBI introduced the Revised Co-Lending Framework,
which requires banks, NBFCs, and participating institutions to keep a share of each loan in their balance
sheets. This was done to promote prudent lending, reduce moral hazard, and prevent excessive lending.

The RBI recognizes the Financial Industry Development Council (FIDC) was as a Self-Regulatory
Organisation (SRO) for the NBFCs sector. The aim is to improve compliance and coordination between
NBFCs and regulators, to strengthen sector-wise regulation and reduce the chances of regulatory failures.

Despite the success that the NBFCs have seen in recent years, there are still shortcomings present. RBI has
stated, "The collapse of large NBFCs such as IL&FS and DHFL highlighted how vulnerabilities in the
non-banking financial sector can quickly transmit stress to the broader financial system." NBFCs have to
depend heavily on borrowings from bonds, commercial paper, banks, etc., as they cannot accept demand
deposits like commercial banks. This means that during times of tight liquidity, they face a fund constraint
that limits their capacity to lend.

There exists an Asset-Liability mismatch as many NBFCs borrow short-term funds for lending long-term.
This may result in lenders asking for repayment before they receive their funds back. RBI has identified it
as one of NBFCs' biggest vulnerabilities. NBFCs have amassed a large amount of unsecured loans, and due
to their expansion into consumer and personal loans, and this poses a big risk for them if they are unpaid.

NBFCs borrow extensively from banks, and if large NBFCs fail, it may result in huge losses for the
banks. There is uneven regulation in the sector due to its huge diversity, which makes it difficult to design
uniform regulations, and as a result, small NBFCs often remain weakly supervised. Despite their deep
penetration in the rural sector, there is a credit gap that still exists in our country. Many NBFC borrowers
are small businesses or households that can easily be impacted due to any economic slowdown or inflation
shocks, which may affect their repayment capacity, and this can hinder the NBFCs' ability to work.

The role of NBFCs in increasing credit availability and financial inclusion cannot be ignored, but there still
exist many problems concerning funding reliance, liquidity issues, governance, and increased exposure to
unsecured loans. Given the growing interconnections between the financial industry and NBFCs,
overcoming these problems is very important in order not to undermine the financial stability in the course
of economic development. Necessary regulatory measures without hampering the operations of NBFCs to
maintain financial stability are required for the sector to perform at its full potential.
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You’ve just explored the intricate world of financial imbalances, systemic stress, and
macroprudential strategy. Now it’s time to put those concepts to the test. Dive into this word
search challenge built around the key ideas, tools, and risk signals that shape modern financial
stability policy. As you scan for the terms, you’ll revisit the architecture that keeps banking
systems resilient and economies secure.

Sharpen your focus, think like a regulator, and see how many macroprudential clues you
can uncover.

FQSBANKRUPTCYOW
EYBY FURKTFROQKYEY 2
PTTWWSNOTITCNAS SR
I GAI LRI XFPCFAGSG
VNGMDXQAGZNGTLOE
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Bankruptcy Insolvency
Climate Liquidity
Fintech Sanctions
Geopolitics Stress Test
Governance Vostro

(Please submit your answers by scanning the QR code at the end of the magazine)
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Three IPOs, One Question: Is India About to Inherit
America's Al Bubble?

By Kahani Arya

In just a few days, three of the world's most influential companies filed paperwork to go public. Two of
them (Anthropic and SpaceX) are American giants. The third, Jio Platforms, is Indian and is shaping up to
be the biggest stock market listing this country has ever seen.
What ties all three together is a single word: Al
Jio isn't just a telecom company anymore. Reliance has been investing heavily in Al data centres and
services, with IPO proceeds expected to help fund that build-out. Anthropic and SpaceX are the
infrastructure and intelligence layer of the same global Al boom. And Anthropic isn't just an Al company
that happens to need computers; it's now financially tied to SpaceX. Each one's revenue partially depends
on the other's spending. If one slows down, the ripple isn't contained to one company.

And here's the uncomfortable part: all the big US players are still losing more money than they
make, fuelling concerns of an Al bubble.

The AI Bubble

When people talk about a "bubble," they usually mean that prices have run ahead of what the underlying
business can actually justify. That's a normal market worry, and it's mostly a problem for the investors who
bought in at the top.

But there's a more serious version of this worry: whether the financial system could be hurt if that bubble
pops.

Until recently, Indian listing rules required companies to sell a meaningful chunk of public shares. But in
March 2026, the government changed the rules so that companies valued above %5 lakh crore could list with
just 2.5% of shares public: a change that effectively created the regulatory door Jio is walking through. A
smaller float means fewer shares are trading hands, which can lead to sharper price swings in both
directions.

Interestingly enough, these are the same rules that were applied to SpaceX’s listing in the United States.

India’s Position in the Global Landscape
India isn't a bystander in the US Al story anymore. It's about to be wired into it financially.

Millions of ordinary investors, through direct applications or SIPs, are likely to hold a stake in Jio. If
the Al growth story cools off (even if Jio's telecom business stays solid), Al premium could deflate, and
retail investors would feel it directly.

Indian IT and tech stocks already move in sympathy with US tech sentiment. If Anthropic or SpaceX
stumble post-listing, that mood doesn't stay in New York. It shows up on Dalal Street within days, and Jio
would be sitting right in the blast radius. Foreign investors who pull money out of Al-linked bets globally
tend to do so across the board, rather than company by company. A souring of US Al sentiment could mean
foreign money flowing out of Indian tech and Al-adjacent stocks, too.

Here's the wager this article makes: India is not going to escape an Al bubble correction by virtue of its
geography. Jio's listing creates a direct, retail-facing channel for a US Al correction to reach Indian markets.

Not through abstract channels, but a single, hyped stock that millions of Indians will hold.

If the Al bubble bursts in the next 18—24 months, the first place most Indians will feel it won't be in tech-
sector job numbers or GDP data. It'll be in their own Jio shares.
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IBC: Boon or Bane for NPAs?

By Akshat Mishra

Non-Performing Assets (NPAs) have a big impact on the financial system of our country. As per RBI’s
Report on Trend and Progress of Banking in India, “The net NPA (NNPA) ratio also declined to 0.5 per
cent at end March 2025, partly reflecting higher provisioning. As per supervisory data, at end September
2025, the GNPA and NNPA ratios of SCBs stood at 2.1 per cent and 0.5 per cent, respectively.” This is a
good sign for our economy as it reflects more loan recovery at the bank's end and regulatory measures
being carried out effectively.

During the 2000s, the level of NPAs in our system was very high, especially after the 2008 crisis. The
government and RBI decided to implement reforms like the Asset Quality Review (2015) and the
Insolvency and Bankruptcy Code (IBC) (2016) to address the NPAs issue. Particularly, the IBC has been
regarded as a big change in terms of reform measures against rising NPAs.

Since the code’s introduction, there has been a decrease in the level of NPAs in the financial system. IBC
has made the whole resolution process more efficient by mainly mandating a quicker resolution time (330
days). This has helped banks clean up their balance sheet. It has also reduced opportunities for
mismanagement, as after a company enters CIRP, management shifts to the resolution professional from the
existing promoters under the supervision of the Committee of Creditors (CoC).

The code has made the resolution process more transparent and efficient as it has consolidated the entire
process into a single comprehensive framework. IBC, instead of immediate liquidation, focuses on revival
and resolution of viable businesses, which helps in preserving jobs, economic value and productive assets.
This transparent legal process also boosts investor confidence, which creates a positive impact in our
investment ecosystem. The National Company Law Tribunal (NCLT), CoC and the insolvency
professionals oversee the entire resolution process, which makes it more accountable and transparent.

Despite IBC’s recent success in reducing NPA levels, there are still places in which it can be improved to
make the entire process more efficient and effective. The NCLT is overburdened with a lot of cases and a
shortage of members, which has led to delays in cases, resulting in a lot of the cases exceeding their 330-
day limit. The Standing Committee of Finance in its 67th report has mentioned: “The Committee also note
that 13,170 IBC cases pending with the NCLT involve an approximate amount of Rs. 9,00,000 crore and
that 71% of these cases have been pending for more than 180 days”. In the resolution process, MSMEs
often face difficulties due to limited legal resources, high costs and procedural complexities. In a number of
cases, liquidation takes place instead of resolution, which results in loss of jobs, and productive assets may
remain underutilised. In the CoC, operational creditors have limited voting rights, which are dominated by
financial creditors, which may not result in their adequate representation during the insolvency process.

NPAs have been a big problem for the Indian banking industry, impacting stability and credit creation. The
introduction of the IBC, 2016, among other reforms, has assisted in resolving NPAs and improving the
process of recovery. There may still be issues such as slow resolutions and emerging credit risks, but the
Indian banking industry is in a position where it can support economic development effectively.
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Financial Forensics

Two cases. Two decisions. Two outcomes hidden in history.
(All cases are constructed with pre-crisis information and conditions. No

hindsight included.)

CASE FILE #1
The Institution Everyone Trusted

India | 2018

Infrastructure lending across India saw
the emergence of a new player. A large
financial group that didn’t take deposits,
but received the blessings (and loans)
from banks, mutual funds and insurance
companies alike.

It signalled stability, growth, and other
good things we like to associate with the
economy.

But nothing good lasts long.

There were delays, albeit minor, with a
few subsidiaries of this group. These
were linked to long-gestation projects
like roads and power.

Payments naturally move more slowly in

i = |

Your Next Step as Regulator

A. Wait for clearer signs of default before acting

B. Ask banks and funds to report total exposure more clearly
C. Provide short-term liquidity support to avoid panic

D. Restrict fresh 1cnding to this group immcdiate]y

these cases, so this was no cause for concern. It was typical ‘project stress,” and the group was still

viewed as stable.

However, one detail stood out. The exposure wasn’t sitting in one place; it was scattered across

institutions. Each one had a small piece, but together, the system was deeply interconnected.
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CASE FILE #2
The Market That Kept Rising

Global | 1999-2000

Tech stocks are all the rage now. Many technology companies are not making profits....yet.
But that’s a normal business cycle. Investors and retail participants entered the market, many for
the first time. Everyone wanted to be a part of the hype.

There were whispers, then talks, and finally roars about a ‘new economy’. Here, old valuation
rules (like earnings and cash flows) didn’t matter. Big institutional investors began increasing
their exposure, prices kept climbing; things were really picking up.

Market movement was driven less by company performance and more by general sentiments.
Borrowing and leverage in the system were booming.

Everything seems to be going great. But is that really the full picture?

Your Next Step as Market
Stability Watchdog

A. Issue a public caution and
continue monitoring

B. Tighten checks on leverage and
risky margin-based investing

C. Allow markets to continue
without intervention

D. Introduce sector-level measures
to slow excessive exposure
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Case Closed

What actually happened 9%
CASE 1: The Institution Everyone Trusted

IL&FS crisis (2018, India).

Remember the small delays in repayment ?? They were actually early signs of stress, building up
in a highly interconnected financial system.

With increasing pressure, the picture became clearer. Many banks and financial institutions were
exposed at different levels. The problem wasn’t confined to a company; it had spread across the
system.

What happened: The authorities had to step in. They replaced the management and took control
of the resolution process to prevent panic and broader spillovers.

Impact: The focus on risks in non-bank financial institutions (NBFCs) was brought to the
forefront again. It led to tighter supervision and closer monitoring of large financial groups.

CASE 2: The Market That Kept Rising

The Dot-com Bubble (late 1990s, global markets)

Tech stock prices skyrocketed. The companies manning them had little to no profits whatsoever.
Rather than actual performance, investor excitement and expectations became the price drivers.
But there's only so far emotions can take you. This bubble burst in the early 2000s and stung the
eyes of many.

What happened: Surprisingly, regulators did not intervene much during the buildup. The market
was left independent, in hopes that the invisible hand would work.

Impact: The crash led to heavy losses and a sharp correction in tech valuations. Over time, it
served as a lesson on how innovation cycles and financial excess interact.

‘ Final Note

In both cases, the warning signs were visible — but not clearly understood in real time.

Financial stability decisions are made with incomplete information. By the time certainty

arrives, the outcome has already unfolded. There is no definite way of knowing whether a

certain action is right or wrong, and that’s where experience matters.

Financial systems do not give clean signals; they present ambiguity dressed as a crisis. After
\ all, the real challenge is acting when signals are incomplete, not when disaster is obvious.
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The SRVA Experiment: The Macroprudential Risks Nobody
Is Talking About

By Akshaj Dewangan

Indian imports from Russia include the import of crude oil at a discounted price, and Indian refiners are
keen to access this discounted oil. However, after Russia invaded Ukraine in 2022, it was cut off from
SWIFT, with channels frozen by Western sanctions. India needed an alternative mechanism to keep trade
flowing, and did something quietly consequential: the Special Rupee Vostro Account (SRVA) framework.

This framework allowed foreign banks to hold Indian rupee balances in Indian banks, which enabled
bilateral trade to be settled directly in Indian rupees without involving the dollar for exchange. And it
worked. Indian refiners saved an estimate of $13 to $26 billion between April 2022 and June 2022 by
accessing discounted Russian crude oil. The SRVA has expanded since then and this framework is now a
central plank on India’s broader push toward Rupee internationalization.

But what macroprudential risks has the SRVA quietly introduced into the financial system?

What is SRVA and How it Works?
A Vostro account is a domestic account held by an Indian bank on behalf of a foreign bank, denominated in
rupees. When an Indian refiner purchases Russian crude oil, the payment flows in rupees into the Russian
bank’s vostro account held at Indian bank. When India exports to Russia, the rupee flow the other way.

The benefit of this system is that it entirely bypasses the dollar and therefore the problems associated
with dollar-based settlement. No SWIFT, no exposure to US sanctions. It is a rational channel for a country
trying to navigate a world of escalating geopolitical pressure on dollar channels.

India imports $43 billion, mostly energy but exports just $3.14 billion worth of goods to Russia. This results
in accumulation of rupee in Russian accounts far faster than it can spend them. As of December 2024, total
idle SRVA balances stood at $1.6 billion, sitting in Indian banks with no clean corresponding asset. From a
macroprudential viewpoint, these are liabilities in the balance sheets with no clear outlet. RBI, in august
2025 allowed the SRVA holders to invest surplus balances in government securities, however, it introduces
a further complication in the system, Foreign banks are no holding Indian sovereign debt and the stability
implications of which have not been formally assessed.

Concentrated Geopolitical Exposure in Indian Banks

The escalating US secondary sanctions regime has made the SRVA's Russian exposure acutely risky for
Indian banks. In December 2023, blocking sanctions were enforced on foreign institutions servicing
Russia's military economy. Indian banks with US exposure have responded by pulling back — major
refiners reduced orders from Rosneft and Lukoil after they were sanctioned in November 2025. But the
macroprudential risk remains unaddressed: if secondary sanctions were applied to a systemically important
Indian bank rather than individual entities, the shock would be immediate and severe. That bank's access to
dollar correspondent banking and international capital markets would be cut off overnight. No RBI stress
test models this scenario.

Solving One Problem, Creating Another

India’s response was well designed for the problem it was solving and none of this is to argue that SRVA
was a mistake. However, macroprudential policy exists to identify the systemic risks that accumulate in the
wake of well-intentioned decisions. SRVA introduced a structural imbalance in Indian banks, and nudged it
towards a form of rupee internationalization that its regulatory framework is not yet equipped to manage.
The RBI’s recent moves signal that the framework is been actively reviewed and expanding. The expansion
is happening faster than the macroprudential architecture around it is being strengthened.
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The Green Macroprudential Tightrope: Are the RBI and
CCTS Destabilizing India’s Credit Architecture?

By Aditya Prakash Pandey

For decades, the architectural spine of India’s rapid economic expansion was built on heavy industrial
credit. When commercial banks spend a generation bankrolling coal plants, steel mills, and massive
manufacturing hubs, they aren't just funding infrastructure; they are accumulating a structural vulnerability
known as carbon-related credit concentration. This heavy concentration of portfolios in high-emission
sectors creates a hidden financial fault line.

In response to this, India has deployed two powerful regulatory engines, the RBI’s Commercial Banks
Climate Finance and Management of Climate Change Risks Directions, 2025, and the Ministry of Power’s
Carbon Credit Trading Scheme (CCTS). While structurally designed to form a self-reinforcing green
ecosystem, a temporal mismatch between their timelines may distort India's credit architecture.

The Intended Synergy: Market-Based De-risking

In a frictionless macroeconomic model, the RBI and the CCTS operate as a perfectly synchronized pair,
though across entirely different columns of a bank's balance sheet. Under the strict rules of the RBI,
proceeds raised from green deposits are legally barred from funding fossil fuels or carbon-heavy industries.
These legacy factories must rely entirely on conventional corporate credit lines. However, because the RBI
simultaneously mandates that banks integrate climate transition risks across their entire existing risk
management frameworks, banks are under pressure to de-risk or squeeze these traditional portfolios.

This is where the CCTS provides a critical market valve. When a legacy steel mill or power plant
innovates to meet its strict emission intensity targets, it earns tradeable Carbon Credit Certificates (CCCs).
While these heavy industries remain excluded from green deposit funds, they can present these compliance
credits to banks as verifiable proof that their transition risk is low. This directly satisfies the bank's broader
RBI-mandated climate risk assessments.

The Operational Blind Spot and the Comprehensive Squeeze

The primary friction stems from a severe temporal mismatch. RBI’s directives demand immediate
compliance, whereas the CCTS is not yet fully operational, and its upcoming blueprint relies on an
inherently sluggish cycle of prolonged monitoring and multi-stage verification. If a leveraged factory must
survive both the delayed launch of the CCTS and its subsequent verification bottlenecks to prove its
efficiency gains, this liquidity gap alone is enough to trigger a technical default.

Furthermore, the conventional loan escape route is an illusion. The RBI explicitly mandates that
commercial banks integrate climate change risks into their entire extant risk management frameworks.
Terrified of mandatory third-party verification and public disclosures, banks may abruptly rewrite their
underwriting standards. And without liquid carbon certificates to mathematically offset their climate risk,
legacy firms look toxic across all balance sheet line items. Consequently, banks may execute a
comprehensive credit squeeze, hence freezing standard corporate credit right alongside green funds.

To cushion this regulatory squeeze, the government is deploying a broader macroeconomic safety net.
Sovereign Green Bonds (SGrBs) and Priority Sector Lending (PSL) classifications provide banks with
secure, RBI-compliant avenues to park green capital. Simultaneously, direct fiscal tools like the National
Green Hydrogen Mission and Production Linked Incentive (PLI) schemes inject vital equity into heavy
industries, reducing their reliance on commercial debt during this vulnerable window. By leveraging these
fiscal shock absorbers while accelerating the CCTS launch, regulators can smoothly bridge the credit gap.
Ultimately, when these frameworks move in absolute lockstep, India will forge a resilient economy where
carbon-heavy assets are systematically and profitably upgraded for a sustainable future.
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A Seat
at the Table

Some tables shape conversations.
Others shape economies.

\

Important decisions are rarely made in
isolation. They emerge from conversations
between policymakers and practitioners,
researchers and regulators, institutions and
individuals.

Yet, for students, these discussions often feel distant, taking place behind closed doors and
beyond classroom walls. They are left observing from a distance.
This is our attempt to change that.

A Seat At The Table brings those conversations closer. Through candid discussions with
leading economists, policymakers, academics, and practitioners, we explore the ideas,
challenges, and decisions shaping our world.

e

This is more than an interview;
it is an opportunity to bring
our readers into the
conversation. Macropru
Musings offers not just a
glimpse of the table, but a seat
at it.

Because the economists,
researchers and policymakers
of tomorrow are already
reading today.

\.
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Pull up a chair, the conversation is just beginning...
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A Seat at the Table

With Prof. Umakant Dash

In an era marked by growing financial interconnectedness, rapid
technological transformation, and evolving global uncertainties,
safeguarding financial stability has become more critical than ever.
From rising household indebtedness and the expanding role of
fintech, policymakers and economists are navigating an increasingly
complex landscape.

To unpack these challenges and understand India's preparedness in the
face of emerging risks, MacroPru Musings had the privilege of
speaking with Professor Umakant Dash, a visionary with decades of
experience in public policy, development economics, and institutional

leadership. In conversation with Kahani Arya, the editor-in-chief,
Professor Dash shares his insights on the future of financial stability, the role of macroprudential regulation,
and the responsibilities of the next generation of economists.

To start, let's begin with a broader landscape. The global financial stability is a cause for concern
right now. What do you think is the global perspective and India's take on the same?

I think, as we know in macroeconomics, the financial sector is one of the most important building blocks of
the circular flow of the economy, and therefore, it occupies a pivotal position. Of late, because of its nature,
the interconnectedness, technology-driven focus, and integration among the countries, the policy has
occupied an important place. And we have to understand this.

If we see the earlier instances, whether it be the 2008 financial crisis or the 2012 sovereign debt crisis, or, of
late, if we take pandemics like the COVID pandemic. Or even geopolitical instability, which we are
experiencing, like the USSR-Ukraine war, or the Middle East war. It shows us that the financial sector is not
limited to the impact of the financial crisis. Shocks will not be limited to the local area, but will transfer
quickly across institutions and across borders.

What do you see as the most significant challenge to this financial stability in the next few years?

If we compare the financial stability of India in the last decade, in particular, we have taken many
initiatives. Whether it is the Insolvency and Bankruptcy Code, the recapitalization of the public sector
banks, or the asset quality review. The government of India, the RBI specifically, has taken many initiatives
that have strengthened the financial sector and made the Indian financial sector more resilient. But again,
like any other country, the risk is much higher than what it used to be because of the integration.

With the increasing digitization of finance and the new rise of fintech platforms, are there any new
systemic risks that we should be aware of?

If we categorize them, I would broadly say that there are five kinds of risk. The first one is, as I told you,
the integration that leads to the contagion effect, which we call the global financial contagion. Quickly, it
will transfer from one economy to the other, so we have to be careful. If we take the 2023 episode in the
US, the fall of the banks in particular, we see how quickly it has led to the capital reversal or an increase in
the risk and uncertainty of the financial sector.
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The second one is, of course, the increasing household indebtedness and
unsecured holdings. The aspirations of Indians are increasing. Everybody
wants to purchase assets like houses or mechanized vehicles, be it two-
wheelers or four-wheelers. They want to travel, go to various destinations,
and that is all well and fine. But you see, in the past couple of years, the
credit card dependence on debt has increased to some extent. It is okay, but
overall, the indebtedness will lead to problems in the future. That is the
second thing, which we have to be very careful about.

Third is the vulnerability in the NBFC sector, because now the financial
sector and the NBFC sector are highly integrated. Because of that, some of
the NBFC risks are going to flow to the financial sector.

Fourth, because of the IT integration, there are concerns about
cybersecurity. That risk is something which we have to be more careful of.

And fifth, the climate and environment, because that's the buzzword
that we are talking about recently. In a country like India, we are dependent
on agriculture, we are dependent on MSMEs, and we have also committed,
as part of the SDG, to net-zero carbon emissions by 2070. Therefore, there
will be a transition. Many of the manufacturing sectors are going to
transition, and the financial sector, which is exposed to these kinds of
sectors, will be under stress. So, these are some of the things that we have
to be careful of.

Speaking of the climate-related concerns that you spoke about,
climate-related financial risks are receiving a lot of attention lately. Do
you think that they should be a larger part of India's macroprudential
framework?

It has to be, because again, if you take the Sustainable Development Goals,
one is environment-related. So, we have to be careful about the future; it's
not just the present when we are talking about protecting the environment
and protecting the future generation. The kind of activities that we are
going to undertake, and in order to finance these activities that we are
planning, we have to take all this into account. Whether it is green finance,
what kind of financing we should promote and what we should not, and it
should not lead to undue stress. That's why RBI is conducting stress tests
from time to time, right? So, as long as it's manageable, there's no issue.
But if it triggers something that is beyond control, then we have to be
bothered about it.

Rapid
Fire

Policy issues students must
pay more attention to?

Focus more on developing
your analytical ability, use
data and technology to
produce evidence-based
results for better policies.

One underrated area of
economics?
Institutional economics,
because it’s not just the
people but the systems
around them that
shape outcomes

One piece of advice for
young and aspiring
economists?

Don’t just scratch the
surface - dig deeper to
understand what truly
works, and understand it to
help shape a better society

Given your experience, I have to ask this. As an economist, what worries you the most looking forward?

One is that the sectors are more integrated, and therefore, you will see the SOCs are not limited to a particular

sector. It is now that you will see the policy, technology, innovation - all moving faster, and technology is

changing faster than the policy or the regulations now. Therefore, as economists, we have to keep pace with the

policy as well as the interventions to keep pace with the changes in technology. Unless we keep pace with the

technology, there will be a threat. We were talking about cybersecurity, so there will be frequent attacks or

ransomware attacks.
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The Velocity of Credit

By Aditya Prakash Pandey

For the past decade, India’s Unified Payments Interface (UPI) was a high-velocity settlement layer. Now,
that architecture has experienced a structural mutation as the deployment of the Credit Line on UPI enables
pre-sanctioned credit lines from banks via UPI.

However, when the velocity of credit accelerates to match the speed of a QR code scan, the financial system
can face unprecedented systemic risks. To prevent this digital credit boom from triggering a
macroprudential crisis, the RBI is actively rewiring the regulatory plumbing in 2026 across three distinct
pillars: algorithmic underwriting, NBFC risk absorption, and behavioural capital charges.

Agentic Al and Systemic Vulnerability: The technology boom of the 21% century elevates the RBI’s
FREE AI framework (Fairness, Accountability, Transparency, Ethics, and Responsible AI Governance)
from a standard consumer checklist to a macroprudential circuit breaker. By mandating a standardised
human-in-the-loop protocol specifically for portfolio-wide monitoring and delinquency forecasting, the RBI
isn't stopping individual automation; it is introducing a structural brake against herd behaviour. This ensures
that when correlated models inevitably move in absolute lockstep during a market stress event, human
intervention can halt a high-velocity financial contagion before it cascades through the payment pipe.

The Shock Absorber: To sever the moral hazard of fintechs dumping toxic volumes onto partners, the RBI
retooled the Default Loss Guarantee (DLG) framework. NBFCs can accept DLGs from fintech partners, but
these must be strictly factored into the NBFC's Expected Credit Loss (ECL) provisioning. This forces a
direct systemic connection, where fintechs cannot carelessly accelerate the UPI-credit engine as they are
legally bound to absorb some of the default shock. NBFCs are forced to maintain strict underwriting
accountability as they can no longer treat shell entities or digital platforms as unhedged dumping grounds.

The Brakes: But even with this, the sheer frictionlessness of UPI credit threatens to create an
unmanageable retail debt bubble. The RBI recently finalised the Capital Charge for Credit Risk Directions.
This introduces a profound structural shift, which is separating credit card and retail portfolios into
"transactors" (who clear balances monthly) and "revolvers" (who accumulate debt).

From an analytical viewpoint, this behavioural calibration is the true masterpiece of the RBI’s
macroprudential toolkit. The central bank is using Basel III risk weights as a precise behavioural scalpel.
This lowering of capital charges for transactors incentivises banks to expand UPI infrastructure for genuine
retail commerce, and also penalises revolvers.

The Frontier of Programmable Prosperity

India is boldly pioneering a model where a population-scale payment pipe is explicitly engineered to double
as a credit-delivery network. The optimistic view is that this architecture could finally de-risk financial
inclusion, turning UPI into an engine for highly transparent, cash-flow-based wealth creation that doesn't
rely on inherited collateral.

Yet, the ultimate vulnerability of this framework is that it relies on human circuit breakers to catch
mistakes born out of hyper-speed automation. This means that by tethering agentic Al to the immediate
finality of UPI, the regulator has built a system where security is only as fast as the slowest human sign-off.
If the macroprudential guardrails lag when the network faces an unexpected economic shock, the system
risks amplifying distress across millions of highly connected balance sheets simultaneously. India’s
financial future now depends entirely on maintaining this razor-thin equilibrium, hence fostering world-
class operational efficiency without letting the velocity of debt outrun the human capacity to control it.
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A Penny
For Your
Thoughts

We have dedicated these pages to analysing the shifting
landscape of global uncertainty, but economic discourse
should never be a monologue. We want to know where you
stand on the uncertain landscape shaping our world today.

If you've followed along, you’d know that the most
important decisions are made before knowing what the right
answer is. What 1is «right, stands to the test of
subjectivity. Nevertheless, we’'re curious to know your
stance.
If you were an RBI official today, and you have the
authority to prioritize ONE policy initiative only, which
one would you pick ??

Send your answers (and justifications) and get
featured in our next edition.
You might just have the next seat at the table!
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https://forms.gle/xRkvDF2uv3dozsdX9

Glossary

Curated from the web and alphabetised for ease.
A-B

Asset Quality Review (AQR): A supervisory exercise used to assess the true health of banks’
loan books by identifying stressed or bad assets

Bank Capitalization: The level of capital a bank holds relative to its assets, used to absorb
losses and ensure stability.

Bankrolling: Providing financial backing or funding for a project, company, or activity.

Basel III: Global regulatory framework that strengthens bank capital, liquidity, and risk
management standards.

Bilateral Trade Settlement: A system where two countries settle trade directly, often
bypassing third-party currencies like the US dollar.

Bubble: A rapid rise in asset prices driven by speculation rather than fundamentals, often
followed by a sharp correction.

Capital Buffer: Extra capital held by financial institutions to absorb unexpected losses during
financial stress.

Carbon Transition Risk: Financial risk arising from the shift toward a low-carbon economy,
affecting carbon-intensive industries.

Circular Flow of the Economy: A model describing how money, goods, and services move
between households, firms, and institutions.

Committee of Creditors (CoC): A group of financial creditors that makes key decisions
during insolvency resolution processes in India.

Contagion: The spread of financial stress from one institution or market to another.

Correspondent Banking: An arrangement where one bank holds accounts for another bank,
enabling cross-border transactions.

Correction: A decline in asset prices following a period of rapid increase or overvaluation.

Credit Gap: The difference between the credit available in the economy and the credit needed
by borrowers.

Credit Rating Agency: An institution that evaluates the creditworthiness of borrowers such as
companies or governments.

Credit Risk: The risk that a borrower will fail to repay a loan or meet contractual obligations.

Cyber Attack: A malicious attempt to disrupt, damage, or gain unauthorized access to
financial systems or data.
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D-E

- Digital Finance: Financial services delivered through digital platforms such as mobile apps,
online banking, and fintech systems.

« Economic Sanctions: Restrictions imposed by countries to limit trade, finance, or investment
with targeted nations or entities.

« Equity: Ownership in a company, usually represented through shares.

« Exposure: The amount of financial risk or investment an institution has in a particular asset,
sector, or borrower.

F-H

o Financial Inclusion: Efforts to ensure access to affordable financial services for all
individuals and businesses.

« Fintech: Technology-driven innovation in financial services such as payments, lending, and
digital banking.

« Flight to Safety: A market behaviour where investors move capital from risky assets to safer
ones during uncertainty.

« Geopolitics: The influence of political and geographical factors on global economic and
financial relations.

« Government Securities (G-Secs): Debt instruments issued by the government to raise funds
from investors.

« Household Indebtedness: The total debt burden carried by households, including loans and
credit obligations.

« Insolvency: A condition where an individual or company cannot repay its debts.

 Infrastructure Financing: Funding provided for large long-term infrastructure projects like
roads, energy, and transport.

« Institutional Economics: A field of economics that studies how institutions, systems, and
rules shape economic outcomes.

« Interconnectedness: The degree to which financial institutions and markets are linked
through exposures and transactions.

 International Trade Settlement: The process of settling payments for cross-border trade
between countries.
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L-N

« Liquidation: The process of selling assets of a company to repay creditors, usually during
failure.

« Macroprudential Policy: Regulatory policies aimed at ensuring stability of the financial
system as a whole.

« Margin-Based Investing: Investing using borrowed funds to increase market exposure, which
also increases risk.

« Moral Hazard: When protection from risk leads individuals or institutions to take greater
risks.

« MSME (Micro, Small and Medium Enterprises): Small and medium-sized businesses that
play a key role in employment and growth.

« NBFC (Non-Banking Financial Company): A financial institution that provides loans and
financial services but does not hold a full banking license.

P-R

« Prompt Corrective Action (PCA): A regulatory framework that restricts operations of weak
banks to restore financial health.

« Recapitalization: Injection of capital into banks or companies to strengthen their financial
position.

« Resolution Professional: An independent person appointed to manage insolvency resolution
under bankruptcy law.

« Retail Investor: An individual who invests personal money in financial markets.

« Scale-Based Regulation (SBR): RBI framework for regulating NBFCs based on their size,
complexity, and risk.

 Self-Regulatory Organisation (SRO): An industry body that sets and enforces standards
within a sector under regulatory oversight.

« Secondary Sanctions: Penalties imposed on third-party countries or institutions that deal with
a sanctioned entity.

« SRVA (Special Rupee Vostro Account): A mechanism allowing international trade settlement
in Indian rupees through foreign bank accounts.

« Stress Test: A simulation used to assess how financial institutions would perform under
adverse conditions.
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Stranding Assets: Assets that lose value due to regulatory, technological, or geopolitical
changes.

SWIFT: A global messaging system used by banks for secure international financial
communication.

Systemic Risk: Risk that failure in one part of the financial system triggers widespread
instability.

Valuation: The process of estimating the worth of an asset, company, or investment.

Vostro Account: An account held by a domestic bank on behalf of a foreign bank, enabling
cross-border transactions.
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