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Abstract 

This paper highlights the enormous economic and social impact of COVID-19 with respect to 

articles that have either prognosticated such a large-scale event, its economic consequences, or 

have assessed the impacts of other epidemics and pandemics. A consideration of possible 

impacts of COVID-19 on the Banking sector, either directly or indirectly, is briefly outlined by 

drawing on a variety of literatures. A consideration of the characteristics of COVID-19, along 

with what research suggests have been the impacts of other past events that in some ways 

roughly parallel COVID-19, points toward avenues of future investigation. 
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Introduction 

We are all now tragically familiar with the ongoing enormous costs in lives of the COVID-19 

pandemic. We are all additionally fearful of the eventual economic impact of the crisis, including 

the impact on financial markets. At the time of writing this article this pandemic is ongoing, with 

the eventual scale of the disaster still unknown. However, it is reasonable to expect a great deal 

of interest in the very near future on the role of pandemics in finance. 

This brief article is anticipatory, sketching the scant research, yet, on pandemics and finance, as 

well as suggesting partial parallels with other more-explored areas of financial economics 

research. Recent academic articles, along with assessing the impacts of past epidemics and 

pandemics, also eerily prognosticate large-scale events such as COVID-19, and its economic 

consequences. A consideration of possible impacts of COVID-19 on financial markets and 

institutions, either directly or indirectly, is briefly outlined by drawing on a variety of literatures. 

Examining what research suggests have been the impacts of past events that in some ways 

roughly parallel COVID-19, alongside a consideration of how COVID-19 may be different, 

suggests avenues of future investigation 
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Impact of pandemic 

An obvious way that pandemics can impact financial systems is through their enormous 

economic costs. There have been a number of articles that address the costs of pandemics, both 

in terms of the costs of past pandemics such as the HIV/AIDS crisis or estimates of the cost of 

future pandemics. Articles on these costs often regard ex post the costs of pandemics and 

epidemics. For instance, Haacker (2004) discusses the economic costs of the HIV/AIDS 

pandemic, while Santaeulalia-Llopis (2008) focuses on the impact of the HIV/AIDS pandemic 

on development. Yach, Stuckler, and Brownell (2006) discusses the costs of global growth of 

obesity and diabetes. 

Other papers, many much more closely related to the COVID-19 crisis, have warned us to 

anticipate the economic costs of possible future pandemics and epidemics. Particularly prescient 

is Bloom, Cadarette, and Sevilla (2018). They closely delineate the economic concerns that are 

now in the forefront with COVID-19: costs to the health system, both public and private, of 

medical treatment of the infected and of outbreak control; the strain to health systems of being 

unable to concomitantly deal with more routine health issues during outbreaks; loss to 

employment productivity; social distancing disrupting economic activity; impact of tourism; 

impact on foreign direct investment. 

This concern is echoed by Fan, Jamison, and Summers (2018). They note very recently “an 

unmet need for greater investment in preparedness against major epidemics and pandemics.” 

They estimate the expected annual losses from pandemic risk to be annually approximately 500 

billion US dollars, or 0.6% of global income. In light of the costs of COVID-19, this seemingly 

large sum now seems greatly underestimated.1 Other works that highlight the need for economic 

risk management vis-à-vis the potential likelihood of future pandemics include Bloom and 

Canning (2004); Lewis (2001); Madhav et al. (2017); Tam, Khan,&LegidoQuigley (2016); Yach

, Stuckler, and Brownell (2006) and many others. 

We should also note articles that observe the number of “close calls,” in which contagious 

disease outbreaks have occurred that were contained to a level far less than their potentiality. 

Particularly interesting is Thomas (2018), who describes the recent lethal outbreak of the highly 

contagious respiratory disease Nipah in the Kerala area of India. In this case, a larger global 

health issue was averted by a remarkably fast response from public health workers.2 Particularly 

striking is a report from Global Preparedness Monitoring Board of the World Health 

Organization Global-Preparedness-Monitoring-Board (2019) as recent as September 2019, that 

asserts directly that the world is imminent danger of a global pandemic and yet little or no 

preparation is being undertaken. According to Global-Preparedness-Monitoring-Board (2019), 

during 2011–2018, the World Health Organization tracked 1,483 epidemic events in 172 

countries. 
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Banking Sector 

Banks of course by their nature are vulnerable in times of economic downturns, because of the 

likelihood of nonperforming loans and the possibility in extreme cases of bank runs. To this 

point, Leoni (2013) find the spread of HIV in developing countries is associated with large 

increases in deposit turnover. They attribute this to the need to pay for individual treatments 

forcing large‐scale withdrawals of deposits. 

Lagoarde-Segot and Leoni (2013) develop a theoretical model that shows that the likelihood of a 

collapse of the banking industry of a developing country increases, as the joint prevalence of 

large pandemics increases. Much of the group lending of microfinance institutions and banks’ 

lending to the poor will be pressured during epidemics because all members of the group will be 

pressured by the aggregate shock (Skoufias, 2003). Rural financial institutions will be subject to 

bank runs during floods or crop failures (Binswanger and Rosenzweig, 1986). It remains to be 

seen how COVID-19 will change the practices of financial institutions. 

More generally, how long will banks, all around the world, maintain a more conservative lending 

policy post COVID-19? Have there been studies on bank reactions to macroeconomic shocks 

(Bongini et al., 2019) that are of the magnitude of COVID-19? All these questions are yet to be 

answered by researchers. 

Literature has considered whether “black swans” have a global impact (Wang et al., 2019). But 

COVID-19 is a globally impacting phenomenon. There is also the question of whether events of 

the magnitude of COVID-19 are insurable. Another question is whether COVID-19 should be 

regarded as a black swan, or an unforeseeable event with extreme consequences? The answer 

seems to be “no.” When you have a host of academic articles, discussed above, suggesting the 

possibility of pandemics and predicting enormous economic losses as a result of pandemics; as 

well as numerous real-world epidemics and health crises that could have become global 

pandemics, it should be regarded as something other than totally unexpected. 

Clearly pandemics such as COVID-19 are foreseeable; and so it is highly beneficial such events 

are insurable. Tamura and Sawada (2009) discuss the possibility of such insurance in the context 

of avian flu epidemics in Vietnam. Of course, such insurance, at least at the private level, is 

generally only available to those that are financially included. The bottom of the pyramid will be 

likely left out. Sawada and Shimizutani (2008) note that in the aftermath of severe crises, those 

with personal collateral; readily recover financially, while those without means of collateral do 

not. 

Banking Sector in India  

As per the Reserve Bank of India (RBI), India’s banking sector is sufficiently capitalised and 

well-regulated. The financial and economic conditions in the country are far superior to any 

other country in the world. Credit, market and liquidity risk studies suggest that Indian banks are 
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generally resilient and have withstood the global downturn well. Indian banking industry has 

recently witnessed the roll out of innovative banking models like payments and small finance 

banks. RBI’s new measures may go a long way in helping the restructuring of the domestic 

banking industry. The digital payments system in India has evolved the most among 25 countries 

with India’s Immediate Payment Service (IMPS) being the only system at level five in the Faster 

Payments Innovation Index (FPII).  

Market Size 

The Indian banking system consists of 12 public sector banks, 22 private sector banks, 46 foreign 

banks, 56 regional rural banks, 1485 urban cooperative banks and 96,000 rural cooperative banks 

in addition to cooperative credit institutions. As on January 31, 2020, the total number of ATMs 

in India increased to 210,263 and is further expected to increase to 407,000 by 2021. 

 

Public sector banks’ assets stood at Rs 72.59 lakh crore (US$ 1,038.76 billion) in FY19. 

During FY16–FY20, credit off-take grew at a CAGR of 13.93%. As of FY20, total credit 

extended surged to US$ 1,936.29 billion. 

 

During FY16–FY20, deposits grew at a CAGR of 6.81% and reached US$ 1.90 trillion by FY20. 

Credit to non-food industries increased 3.3% y-o-y, reaching US$ 1.26 trillion on February 28, 

2020 and US$ 1.42 trillion on March 13, 2020. 
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Investments/Developments 

The investments and developments in India’s banking industry in 2019, banking and financial 

services witnessed 32 M&A (merger and acquisition) activities worth US4 1.72 billion. In March 

2020, State Bank of India (SBI), India’s largest lender, raised US$ 100 million in green bonds 

through private placement. In February 2020, the Cabinet Committee on Economic Affairs gave 

its approval for continuation of the process of recapitalization of Regional Rural Banks (RRBs) 

by providing minimum regulatory capital to RRBs for another year beyond 2019–20 – till 2020–

21 to those RRBs which are unable to maintain minimum Capital to Risk weighted Assets Ratio 

(CRAR) of 9% as per the regulatory norms prescribed by RBI. 

 

In October 2019, Department of Post launched the mobile banking facility for all post office 

savings account holders of CBS (core banking solutions) post office. Deposits under Pradhan 

Mantri Jan Dhan Yojana (PMJDY) stood at Rs 1.06 lakh crore (US$ 15.17 billion. In October 

2019, Government e-Marketplace (GeM) signed a memorandum of understanding (MoU) with 

Union Bank of India to facilitate a cashless, paperless and transparent payment system for an 

array of services. In August 2019, the Government announced major mergers of public sector 

banks, which included United Bank of India and Oriental Bank of Commerce to be merged with 

Punjab National Bank, Allahabad Bank to be amalgamated with Indian Bank and Andhra Bank 

and Corporation Bank to be consolidated with Union Bank of India. The NPAs (Non-Performing 

Assets) of commercial banks recorded a recovery of Rs 400,000 crore (US$ 57.23 billion) in the 

last four years including record recovery of Rs 156,746 crore (US$ 22.42 billion) in FY19. 

Allahabad Bank’s board approved the merger with Indian bank for the consolidation of 10 state-

run banks into the large-scale lenders. The total equity funding of microfinance sector grew at 42 

y-o-y to Rs 14,206 crore (US$ 2.03 billion) in 2018-19. 

 Government Initiatives 

As per Union Budget 2019–20, the Government proposed fully automated GST refund module 

and an electronic invoice system that will eliminate the need for a separate e-way bill. Under the 
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Budget 2019–20, Government proposed Rs 70,000 crore (US$ 10.2 billion) to the public sector 

banks. 

 

Government smoothly carried out consolidation, reducing the number of Public Sector Banks by 

eight. As of September 2018, the Government of India made Pradhan Mantri Jan Dhan Yojana 

(PMJDY) scheme an open-ended scheme and added more incentives. The Government of India 

planned to inject Rs 42,000 crore (US$ 5.99 billion) in public sector banks by March. 

Achievements 

The achievements of the Government are, as on March 31, 2019, the number of debit and credit 

cards issued were 925 million and 47 million, respectively. According to RBI, India’s foreign 

exchange reserve stood at approximately US$ 414.14 billion as of April 19, 2020. To improve 

infrastructure in villages, 204,000 point of sale (PoS) terminals have been sanctioned from the 

Financial Inclusion Fund by National Bank for Agriculture & Rural Development (NABARD). 

Deposits under Pradhan Mantri Jan Dhan Yojana (PMJDY) increased to Rs 1.28 lakh crore (US$ 

18.16 billion) during the week ended April 8, 2020. Unified Payments Interface (UPI) recorded 

1.25 billion transactions in March 2020, valued at Rs 2.06 lakh crore (US$ 29.22 billion). 

Road Ahead 

Enhanced spending on infrastructure, speedy implementation of projects and continuation of 

reforms are expected to provide further impetus to growth in the banking sector. All these factors 

suggest that India’s banking sector is poised for a robust growth as rapidly growing businesses 

will turn to banks for their credit needs. Also, the advancement in technology has brought mobile 

and internet banking services to the fore. The banking sector is laying greater emphasis on 

providing improved services to their clients and upgrading their technology infrastructure to 

enhance customer’s overall experience as well as give banks a competitive edge. India’s digital 

lending stood at US$ 75 billion in FY18 and is estimated to reach US$ 1 trillion by FY23 driven 

by the five-fold increase in the digital disbursements. 
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Conclusion 

The Indian banking system consists of 12 public sector banks, 22 private sector banks, 44 foreign 

banks, 56 regional rural banks, 1,485 urban cooperative banks and 96,000 rural cooperative 

banks in addition to cooperative credit institutions. As on May 31, 2020, total number of ATMs 

in India increased to 210,415 and is expected to reach 407,000 by 2021. According to Reserve 

Bank of India (RBI), India’s foreign exchange reserve reached US$ 534.56 billion as on July 31, 

2020. According to RBI, bank credit and deposits stood at Rs 102.19 lakh crore (US$ 1.45 

trillion) and Rs 140.20 lakh crore (US4 1.98 trillion), respectively, in the fortnight ending July 

31, 2020. Credit to non-food industries stood at Rs 101.33 lakh crore (US$ 1.43 trillion) on July 

31, 2020. Asset of public sector banks stood at Rs 72.59 lakh crore (US$ 1,038.76 billion) in 

FY19. Total assets across the banking sector (including public, private sector and foreign banks) 

increased to US$ 2.27 trillion in FY19. Indian banks are increasingly focusing on adopting 

integrated approach to risk management. The NPAs (Non-Performing Assets) of commercial 

banks has recorded a recovery of Rs 400,000 crore (US$ 57.23 billion) in FY19, which is highest 

in the last four years. As per Union Budget 2019–20, investment-driven growth required access 

to low cost capital, and this would require investment of Rs 20 lakh crore (US$ 286.16 billion) 

every year. RBI has decided to set up Public Credit Registry (PCR), an extensive database of 

credit information, accessible to all stakeholders. The Insolvency and Bankruptcy Code 

(Amendment) Ordinance, 2017 Bill has been passed and is expected to strengthen the banking 

sector. Total equity funding of microfinance sector grew 42% y-o-y to Rs 14,206 crore (US$ 

2.03 billion) in 2018–19. Bank accounts opened under the Government’s flagship financial 

inclusion drive Pradhan Mantri Jan Dhan Yojana (PMJDY) reached 40.05 crore and deposits in 

Jan Dhan bank accounts stood at more than Rs 1.30 lakh crore (US$ 18.44 billion). Rising 

income is expected to enhance the need for banking services in rural areas, and therefore, drive 

the growth of the sector. The digital payments revolution will trigger massive changes in the way 

credit is disbursed in India. Debit cards have radically replaced credit cards as the preferred 

payment mode in India after demonetisation. Payments on Unified Payments Interface (UPI) hit 

an all-time high of 1.49 billion in terms of volume with transactions worth nearly Rs 2.90 lakh 

crore (US$ 41.22 billion) in July 2020. 
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