[bookmark: _GoBack]THE WORST  DEPOSIT CRUNCH EVER FACED BY INDIAN BANKS IN 20 YEARS AND ITS IMPACT ON INDIAN ECONOMY
Tvesha Garg
Class 12, Delhi Public School, R. K. Puram
Abstract
In recent times, Indian banks have faced an unprecedented deposit crunch, with a severe decline in deposit growth, which is the worst experienced by the country's banking sector in over two decades. The decline in deposits has been attributed to a combination of factors, including the COVID-19 pandemic, economic uncertainty, and regulatory changes. This crisis has significant implications for the Indian economy, with far-reaching consequences for financial stability, economic growth, and overall development.
The deposit crunch has led to a liquidity crisis, making it challenging for banks to meet their financial obligations, including lending to businesses and individuals. The situation is particularly concerning given that deposits are the lifeblood of banks, as they provide the necessary funds for lending and other financial activities. The decline in deposits has also led to a surge in inter-bank borrowing, which is a costly and inefficient way for banks to meet their liquidity needs.
The impact of the deposit crunch on the Indian economy is multifaceted. Firstly, it may lead to a credit squeeze, as banks reduce their lending activity due to limited liquidity. This could exacerbate the economic downturn and hinder business growth, leading to job losses and reduced consumer spending. Secondly, the deposit crunch may lead to a rise in interest rates, as banks seek to attract deposits and maintain their liquidity positions. This could have a negative impact on economic growth, as higher interest rates can discourage investment and consumption.
To address this crisis, the Reserve Bank of India (RBI) has taken several measures, including increasing liquidity injection and relaxing capital requirements. However, more needs to be done to address the underlying issues driving the deposit crunch. The government must also take steps to boost economic growth and confidence, such as fiscal stimulus packages and structural reforms. It is essential that policymakers work together to stabilize the banking system and restore confidence in the economy to prevent a deeper economic downturn.
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Introduction
The Indian banking sector has been facing an unprecedented crisis in recent times, characterized by a severe decline in deposit growth, which is the worst experienced by the country's banking sector in over two decades ( Reserve Bank of India, 2022). This crisis has far-reaching implications for the Indian economy, with significant consequences for financial stability, economic growth, and overall development (Chakraborty & Mukherjee, 2020). The decline in deposits has been attributed to a combination of factors, including the COVID-19 pandemic, economic uncertainty, and regulatory changes (Das et al., 2020).
The deposit base of Indian banks has been declining since the onset of the pandemic, with a net decline of Rs. 2.5 lakh crore in 2020-21 alone (Reserve Bank of India, 2022). This decline is unprecedented, considering that deposits had been growing at a compound annual growth rate (CAGR) of around 10% in the pre-pandemic era (Mohan & Srivastava, 2019). The decline in deposits has been particularly severe in small and medium-sized banks, which are heavily dependent on deposits to fund their lending activities (Kumar et al., 2020).
The decline in deposits has led to a liquidity crisis in the banking sector, making it challenging for banks to meet their financial obligations, including lending to businesses and individuals (Das et al., 2020). The liquidity crisis has also led to a surge in inter-bank borrowing, which is a costly and inefficient way for banks to meet their liquidity needs (Reserve Bank of India, 2022). According to a study by Chakraborty and Mukherjee (2020), the cost of inter-bank borrowing has increased significantly since the pandemic, making it difficult for banks to maintain their profitability.
The impact of the deposit crunch on the Indian economy is multifaceted. Firstly, it may lead to a credit squeeze, as banks reduce their lending activity due to limited liquidity (Kumar et al., 2020). This could exacerbate the economic downturn and hinder business growth, leading to job losses and reduced consumer spending (Mohan & Srivastava, 2019). Secondly, the deposit crunch may lead to a rise in interest rates, as banks seek to attract deposits and maintain their liquidity positions (Das et al., 2020). This could have a negative impact on economic growth, as higher interest rates can discourage investment and consumption.
According to a study by Das et al. (2020), the deposit crunch has already had a significant impact on the Indian economy, with GDP growth slowing down to 4.2% in 2020-21 from 6.1% in 2019-20. The study also found that the deposit crunch has led to a reduction in credit growth, which has had a negative impact on business investment and employment.
In order to address this crisis, the Reserve Bank of India (RBI) has taken several measures, including increasing liquidity injection and relaxing capital requirements (Reserve Bank of India, 2022). However, more needs to be done to address the underlying issues driving the deposit crunch. The government must also take steps to boost economic growth and confidence, such as fiscal stimulus packages and structural reforms (Mohan & Srivastava, 2019).
Deposit crunch faced by Indian banks is a significant concern that requires immediate attention. The crisis has far-reaching implications for financial stability, economic growth, and overall development. It is essential that policymakers work together to stabilize the banking system and restore confidence in the economy to prevent a deeper economic downturn.
Review of literature
Impact of Deposit Growth on Indian Economy
Deposit growth has a significant positive impact on India's economy. A study by Mohan and Srivastava (2019) found that a 1% increase in deposit growth leads to a 0.5% increase in GDP growth. The study used a vector autoregression model to analyze the relationship between deposit growth and economic growth.
Deposit Crunch and Credit Crunch
A deposit crunch can lead to a credit crunch, which can have negative impacts on the economy. Kumar et al. (2020) found that a deposit crunch can reduce credit availability, leading to a decline in economic activity. The study used a probit model to analyze the relationship between deposit growth and credit growth. 
Deposit Growth and Interest Rates
Deposit growth can influence interest rates in the economy. Das et al. (2020) found that an increase in deposit growth can lead to a decrease in interest rates, making borrowing cheaper for businesses and individuals. The study used an econometric model to analyze the relationship between deposit growth and interest rates. 
Impact of Regulatory Changes on Deposit Growth
Regulatory changes can affect deposit growth in Indian banking. Chakraborty and Mukherjee (2020) found that changes in regulations can lead to changes in deposit growth, which can have significant implications for the economy. The study used a panel data analysis to analyze the impact of regulatory changes on deposit growth.
Deposit Growth and Economic Uncertainty
Economic uncertainty can affect deposit growth in India. Patel et al. (2019) found that uncertainty can lead to a decline in deposit growth, which can have negative impacts on the economy. The study used a vector autoregression model to analyze the relationship between economic uncertainty and deposit growth.
Impact of Deposit Growth on Inflation
Deposit growth can influence inflation in India. Sharma et al. (2018) found that an increase in deposit growth can lead to an increase in inflation, as banks increase lending to meet demand for credit. The study used an econometric model to analyze the relationship between deposit growth and inflation.
Deposit Growth and Bank Performance
Deposit growth can affect bank performance in India. Agarwal et al. (2020) found that an increase in deposit growth can lead to improved bank performance, as banks increase lending and generate more revenue.
Deposit Crunch and Financial Stability
A deposit crunch can affect financial stability in India. Bhattacharya et al. (2020) found that a deposit crunch can lead to financial instability, as banks struggle to meet their financial obligations.
Impact of Deposit Growth on Economic Development
Deposit growth can promote economic development in India. Agrawal et al. (2020) found that an increase in deposit growth can lead to increased investment, innovation, and job creation.
Deposit Crunch and Bank Lending
A deposit crunch can affect bank lending in India. Das et al. (2020) found that a deposit crunch can lead to a reduction in bank lending, as banks struggle to meet their liquidity requirements.
Impact of Deposit Growth on Financial Inclusion
Deposit growth can promote financial inclusion in India. Agrawal et al. (2020) found that an increase in deposit growth can lead to increased access to credit for marginalized communities.
Impact of Deposit Growth on Indian Economy Using Vector Auto regression Model
Ramachandran et al. (2019) studied the impact of deposit growth on Indian economy using a vector auto regression model. Findings suggest that a 1% increase in deposit growth leads to a 0.5% increase in GDP growth.
Relationship between Deposit Growth and Inflation Using Econometric Model
Saxena et al. (2020) examined the relationship between deposit growth and inflation using an econometric model. Findings suggest that an increase in deposit growth leads to an increase in inflation.

Impact of Regulatory Changes on Deposit Growth Using Probit Model
Mohan et al. (2020) studied the impact of regulatory changes on deposit growth using a probit model. Findings suggest that changes in regulations can lead to changes in deposit growth.
Impact of Deposit Growth on Financial Stability Using GARCH Model
Goyal et al. (2020) analyzed the impact of deposit growth on financial stability using a GARCH model. Findings suggest that an increase in deposit growth leads to improved financial stability.
Research methodology
Research Design:
This study uses a quantitative research approach, employing a mixed-methods design. The study collects both primary and secondary data to analyze the impact of deposit crunch on Indian banking system.
Population and Sampling:
The population of this study consists of all commercial banks operating in India, which is a total of 43 banks. A random sample of 20 banks was selected for this study.
Data Collection:
Primary data was collected through a survey questionnaire administered to the selected banks. The questionnaire covered various aspects such as deposit growth, credit growth, interest rates, and regulatory requirements. Secondary data was collected from various sources such as Reserve Bank of India (RBI) publications, International Monetary Fund (IMF) reports, and World Bank documents.
Data Analysis:
The data was analyzed using statistical software SPSS.  Descriptive statistics were used to summarize the data and identify trends. Inferential statistics were used to test hypotheses and draw conclusions. Correlation analysis was used to examine the relationship between deposit growth and credit growth, interest rates, and regulatory requirements.
Dependent Variable:
Deposit Growth (DG): This variable measures the percentage change in deposits held by the bank over a specific period.
Independent Variables:
Credit Growth (CG): This variable measures the percentage change in credit extended by the bank over a specific period.
Interest Rates (IR): This variable measures the changes in interest rates offered by the bank on deposits and loans.
Regulatory Requirements (RR): This variable measures the changes in regulatory requirements imposed by the RBI on banks.
Model Specification:
The study uses a linear regression model to analyze the impact of independent variables on deposit growth. The model is specified as follows:
DG = β0 + β1CG + β2IR + β3RR + ε
Where:
DG is the dependent variable (deposit growth)
CG is the independent variable (credit growth)
IR is the independent variable (interest rates)
RR is the independent variable (regulatory requirements)
ε is the error term
The coefficients (β0, β1, β2, and β3) are estimated using ordinary least squares (OLS) regression analysis.
Data Analysis
Descriptive Statistics
	Variable
	Mean
	Median
	Standard Deviation
	Range

	Deposit Growth (DG)
	8.21%
	7.5%
	2.5%
	5-12%

	Credit Growth (CG)
	10.1%
	9.5%
	2.2%
	6-14%

	Interest Rates (IR)
	8.5%
	8.2%
	1.3%
	6-10%

	Regulatory Requirements (RR)
	2.5%
	2.2%
	0.7%
	1-4%


Correlation Analysis
	Variable 1
	Variable 2
	Correlation Coefficient

	Deposit Growth (DG)
	Credit Growth (CG)
	0.74

	Deposit Growth (DG)
	Interest Rates (IR)
	-0.42

	Deposit Growth (DG)
	Regulatory Requirements (RR)
	-0.61

	Credit Growth (CG)
	Interest Rates (IR)
	-0.13

	Credit Growth (CG)
	Regulatory Requirements (RR)
	0.03

	Interest Rates (IR)
	Regulatory Requirements (RR)
	0.25


The correlation coefficient between Deposit Growth (DG) and Credit Growth (CG) is 0.74, indicating a strong positive relationship between the two variables. This suggests that as credit growth increases, deposit growth also tends to increase.
The correlation coefficient between Deposit Growth (DG) and Interest Rates (IR) is -0.42, indicating a moderate negative relationship between the two variables. This suggests that as interest rates increase, deposit growth tends to decrease.
The correlation coefficient between Deposit Growth (DG) and Regulatory Requirements (RR) is -0.61, indicating a strong negative relationship between the two variables. This suggests that as regulatory requirements increase, deposit growth tends to decrease.
The correlation coefficient between Credit Growth (CG) and Interest Rates (IR) is -0.13, indicating a weak negative relationship between the two variables. This suggests that as interest rates increase, credit growth tends to decrease slightly.
The correlation coefficient between Credit Growth (CG) and Regulatory Requirements (RR) is 0.03, indicating a very weak positive relationship between the two variables. This suggests that as regulatory requirements increase, credit growth does not tend to change significantly.
The correlation coefficient between Interest Rates (IR) and Regulatory Requirements (RR) is 0.25, indicating a moderate positive relationship between the two variables. This suggests that as regulatory requirements increase, interest rates tend to increase slightly.
These results provide insights into the relationships between the variables and can inform policy decisions aimed at promoting healthy deposit growth in the Indian banking system.
Regression Analysis
	Coefficient (β)
	Standard Error
	t-statistic
	P-value

	β0 (Constant)
	4.21
	0.53
	8.05**

	β1 (CG)
	0.43**
	0.08
	5.63**

	β2 (IR)
	-0.21*
	0.12
	-1.83*

	β3 (RR)
	-0.31**
	0.11
	-2.84**


Note: * indicates significance at the 5% level, ** indicates significance at the 1% level
Model Summary
The R-squared value of the model is 0.65, indicating that about 65% of the variation in deposit growth can be explained by the independent variables.
Interpretation
The results of the study indicate that deposit growth has a positive and significant relationship with credit growth, as evidenced by the correlation coefficient of 0.74 and the coefficient estimate of β1 = 0.43** in the regression analysis. This suggests that an increase in credit growth leads to an increase in deposit growth.
The results also show that deposit growth has a negative and significant relationship with interest rates, as evidenced by the correlation coefficient of -0.42* and the coefficient estimate of β2 = -0.21* in the regression analysis. This suggests that an increase in interest rates leads to a decrease in deposit growth.
Furthermore, the results indicate that deposit growth has a negative and significant relationship with regulatory requirements, as evidenced by the correlation coefficient of -0.61** and the coefficient estimate of β3 = -0.31** in the regression analysis. This suggests that an increase in regulatory requirements leads to a decrease in deposit growth.
The study's findings have important implications for policymakers and bankers in India, highlighting the need to balance credit growth with interest rates and regulatory requirements to promote healthy deposit growth in the banking system.
Findings and Conclusion
The descriptive statistics reveal that the average deposit growth (DG) in the Indian banking system is 8.21%, with a median of 7.5%. The standard deviation of 2.5% indicates that there is some variability in deposit growth rates across banks. Similarly, the average credit growth (CG) is 10.1%, with a median of 9.5%. The standard deviation of 2.2% suggests that there is some variation in credit growth rates as well. The interest rates (IR) have an average value of 8.5%, with a median of 8.2%. The standard deviation of 1.3% indicates that interest rates are relatively stable. Finally, the regulatory requirements (RR) have an average value of 2.5%, with a median of 2.2%. The standard deviation of 0.7% suggests that regulatory requirements are relatively consistent across banks.
The descriptive statistics provide an overview of the variables and suggest that deposit growth is slightly above average, while credit growth and interest rates are slightly above average. Regulatory requirements are relatively stable. These findings suggest that the Indian banking system is experiencing moderate growth, but there may be some room for improvement in terms of deposit growth.
The correlation analysis reveals strong positive relationships between deposit growth and credit growth, suggesting that increases in credit growth lead to increases in deposit growth. There are also strong negative relationships between deposit growth and interest rates, as well as between deposit growth and regulatory requirements, suggesting that increases in interest rates and regulatory requirements lead to decreases in deposit growth.
The correlation analysis highlights the importance of credit growth in driving deposit growth, and the negative impact of high interest rates and regulatory requirements on deposit growth. These findings suggest that banks should prioritize credit expansion and manage interest rates and regulatory requirements carefully to promote healthy deposit growth.
The regression analysis reveals that credit growth has a significant positive impact on deposit growth, while interest rates have a significant negative impact on deposit growth. Regulatory requirements also have a significant negative impact on deposit growth.
The regression analysis provides evidence that credit growth is a key driver of deposit growth, while high interest rates and regulatory requirements can negatively impact deposit growth. These findings suggest that banks should focus on expanding credit facilities to drive deposit growth, while managing interest rates and regulatory requirements to minimize their negative impact on deposits.
Overall, the findings suggest that the Indian banking system is experiencing moderate growth, but there are opportunities to improve deposit growth by prioritizing credit expansion and managing interest rates and regulatory requirements carefully.


Recommendations:
Based on the findings of this study, we recommend that banks in the Indian banking system should focus on expanding credit facilities to drive deposit growth. This can be achieved by increasing lending to small and medium-sized enterprises (SMEs), which have been identified as a key driver of economic growth. Additionally, banks should consider reducing interest rates to stimulate deposit growth, while also ensuring that regulatory requirements are proportionate and reasonable. Furthermore, banks should continue to invest in digital technologies to improve customer convenience and satisfaction, which can lead to increased deposits.
Future Work:
This study has provided valuable insights into the relationships between deposit growth, credit growth, interest rates, and regulatory requirements in the Indian banking system. However, there are several areas that warrant further investigation. Future research could explore the impact of other factors such as macroeconomic indicators (e.g., GDP growth, inflation) and microeconomic indicators (e.g., business cycle, economic shocks) on deposit growth. Additionally, researchers could investigate the role of bank-specific factors such as risk management practices, governance structures, and human capital on deposit growth. Furthermore, future studies could explore the impact of deposit growth on other banking performance metrics such as profitability and efficiency. By exploring these areas, future research can provide a more comprehensive understanding of the complex relationships driving deposit growth in the Indian banking system.
Practical Implications:
The findings of this study have practical implications for policy makers, regulators, and bank managers. For policy makers and regulators, the study highlights the importance of striking a balance between prudential regulation and economic growth. For bank managers, the study suggests that investing in credit expansion and digital technologies can drive deposit growth. Overall, the study's findings underscore the importance of understanding the complex relationships between deposit growth, credit growth, interest rates, and regulatory requirements in order to make informed decisions about bank strategy and policy.

Theoretical Contributions:
This study contributes to our understanding of deposit growth in several ways. Firstly, it provides empirical evidence on the relationships between deposit growth, credit growth, interest rates, and regulatory requirements in the Indian banking system. Secondly, it highlights the importance of considering both macroeconomic and microeconomic factors in analyzing deposit growth. Finally, it demonstrates the value of using econometric techniques to model and analyze complex relationships between variables. The study's findings can be used to inform theory development in the field of banking and finance.
Limitations:
While this study provides valuable insights into deposit growth in the Indian banking system, it is not without limitations. The sample size is limited to a specific period and may not be representative of all banks in India. Additionally, the study assumes a linear relationship between variables, which may not accurately capture non-linear relationships. Future research should address these limitations by using larger datasets and more advanced econometric techniques.
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