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Abstract: - One of the most severe problems faced by the bank and financial services sector in nearly a 
century may be the COVID-19 pandemic. The effect of COVID-19 on banking will be serious - dropping 
demand, lower wages, and shutdowns in output - and will adversely affect business of banks. The 
situation is aggravated by workforce shortages, insufficient digital maturity, and strain on the current 
infrastructure as businesses struggle to cope with the financial services effect of COVID-19. Since the 
lockdowns started, almost all workers of financial services firms have worked remotely from their 
homes, which have meant many people employed outside their country of employment. During this 
time, the OECD issued initial guidelines indicating that a permanent establishment (PE) should not be 
established by a home office on the grounds that any limitations were likely to be temporary. The 
COVID-19 pandemic's human and business effects continue to unfold globally. The rapid speed of the 
spread of the pandemic and the global steps taken to curtail it has an unparalleled effect on the way 
we live and do business. While the long-term impact of these incidents is too early to fully understand, 
financial institutions across the banking. 
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Introduction: - This paper examines the effect on the banking and financial services sector of the 
COVID-19 pandemic, concentrating on the main issues from a TP perspective and the relevant 
practical takeaways. Banks have been called upon to support government-led schemes through loan 
facilities that provide loans for emergency financing or stand-by liquidity. As corporate and household 
debt continues to grow, so do banking risks, including misallocation of credit, credit losses, and likely 
banks' own solvency. Central banks' strategy of consistently lowering interest rates much further from 
past historical lows has placed additional pressure on the interest margins of banks. In addition, while 
central banks are concentrating on the financing of undertakings, they may later choose to emphasize 
the testing of banking resolutions established since the global financial crisis. In order to address the 
effect of COVID-19 on banking, financial institutions must build immediate, short and medium-term 
strategic responses by implementing the required digital technology enablers and technologies 
underpinned by agile delivery models. Any of the digital technologies here Solutions for analytics and 
insights to identify and plan for new risks Reengineering and automation of business processes to 
guarantee the availability of digital banking services Resources and conversational networks backed by 
artificial intelligence to tackle the rise in call volumes However, as lockdowns are being eased globally 
at varying speeds and international travel is resuming, there remains a concern about what this 
means for business travel. This has raised a question about whether a home office will constitute a 
company's PE if travel limitations are lifted, but workers willingly continue to operate from home.  

The question of the workplace's future and what this means for operating models has definitely been 
accelerated by COVID-19. Groups are reviewing their operating models to create more unified models 
while continuing to serve customers without generating any additional PE exposure, especially where 
senior executives and key decision-makers have previously travelled for business. This is a 
complicated job, particularly as tax legislation in this field continues to evolve with the work of the 
OECD on Action 1 on the tax challenges raised by digitalisation, especially in the sense of pillar one. In 
the light of possible loss circumstances and support payments that may be caused, financial 
institutions would need to reconsider their TP policies/approaches. Critical assumptions of current 
advanced pricing agreements (APAs) that need to be carefully considered and potentially clarified with 
the applicable tax authorities may also be invoked by market volatility. 

1. Impact of pandemic on Banks. 
 
The Reserve Bank of India has taken some steps to provide some relief to the lending institutions in 
the areas of liquidity, regulation and supervision, and financial markets. The following are some of the 
market and accounting considerations for banks Asset-side ratings and potential debt portfolio losses 
be affected? What is the probable range of RBI monetary policy responses and how will short-term 
yields be influenced by them? Will changing market dynamics make it feasible to pursue a successful 
reinvestment strategy (e.g., potential contraction of bond issuance and trading volumes? How will the 
pandemic's health, economic and social impacts affect lapse rates? Broadly speaking, under various 
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economic circumstances, all insurers need to analyze financial and operating risks and their effect on 
capital costs, i.e., deflationary conditions, economic downturn or stagflation. 
 
2. Impact of pandemics on mortgages and the housing market. 

THE US mortgage market, after years of relative calm, is experiencing tension. Many families are 
unable to keep up with their mortgage payments, as COVID-19 seriously blunts the economy, and 
unemployment hits levels unheard even in the previous financial crisis.2 This is reminiscent of the 
global financial crisis of 2008-09, although there are several main variations. The federal government 
has been swift to intervene this time around to help mitigate COVID-19's initial effects on borrowers. 
For example, the Corona virus Assistance, Relief, and Economic Protection (CARES) Act offers relief 
options for federally insured loans that have around 70 percent of homeowners.3 As of May 31, 
approximately 4.3 million mortgages were in forbearance, representing 8.53 percent of the total m 
outstanding. However, this relief puts a huge burden on mortgage servicers, who now have to pass on 
to borrowers the missed loan payments. 

CRISIL 

 The credit rating agency, said, "Clampdowns are growing both within and outside India, which would 
limit customer versatility and lead to spending deferrals. This credit warning focuses on those at the 
front and centre of the pandemic-driven disruption, while we expect most sectors to be affected. The 
agency also pointed out that near-term liquidity is crucial to maintaining confidence in the timely 
servicing of debt as companies adapt to the rapidly evolving operating climate. The corona virus 
epidemic has affected both financial markets and customer feelings; and there seems to be more 
trouble brewing for financial institutions with the current liquidity problems and lockout 
circumstances. 

NBFCs  

India's NBFCs are facing a liquidity crunch following the IL&FS crisis. Banks have been a significant 
source of liquidity for NBFCs and any deficiency in the financing of bank deposits will limit the 
liquidity available to the shadow banking sector for lending. Now with corona virus staring at us, more 
issues have already begun to face the NBFC market. A Fitch report said, "The effect of the outbreak of 
the novel corona virus raises further risks to economic growth and the quality of assets of non-bank 
financial institutions." And if the clients of NBFCs, MSMEs, a key pillar of an emerging economy such 
as India, would not be able to do business as usual, it would be different. 

Economy 

Economists and analysts around the world agree that this year will lead to a global recession due to 
the sudden economic halt triggered by coronavirus disease control measures. Collapsing demand risks 
a cash flow recession, a study by S&P Global Ratings said. By cutting rates to zero or lower, central 
banks would likely avoid systemic failures in the financial system, Injecting liquidity into the economy 
and introducing risk mitigation steps similar to those following the global financial crisis. The 
government has already begun to take fiscal steps to control the health crisis and prevent COVID-19 
from having a drastic human toll. The period of the crisis, the strength of the economic and political 
foundation of the country and the pace and adequacy of policy responses.' 

Fin-techs 
As investors could shy away from infusing fresh capital given the market conditions in the midst of 
corona scare, funding of existing and new fintech companies can see a downtrend. For the next few 
quarters, the dry spell will continue and, thus, experts assume that these businesses need to 
concentrate more on a sustainable business model and not rely on the money of investors. Fintech 
sales, for example, are also influenced by finance trade as the overall trade is struggling. Both sides of 
supply and demand are muted and have an effect on trade. It can be observed that falling sales during 
a global recession can place pressure on the daily life of a business, which can have a lasting effect on 
the company. 

3. Impact of pandemics on financial Institutions 

While there is scant prior literature on how epidemics, let alone pandemics, affect financial markets, 
other types of natural disasters may draw imperfect comparisons. Markets are responding to natural 
disasters, such as earthquakes and volcanoes, air disasters, and, more recently, terrorist attacks. 
Although COVID-19, for example, has been devastating to the airline industry around the world, 
Bosch, indicate that certain airlines, post-air accidents, will benefit from customers switching airlines 
in relation to air crash disasters. With COVID-19, which is depressing air travel globally for all airlines, 
this is unlikely to occur. Of course, COVID-19 would influence certain sectors, the extent to which 
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other disasters intersect, offering insight into the possible effect of COVID-19 on the financial markets, 
has much to do with the spillover levels associated with other historical events. As the effects of 
COVID-19 would cover the globe, it is beneficial to compare the situation of COVID-19 to past events 
that, while more localized, have led to spillovers that have caused general impacts. COVID-19 strongly 
shows a prior equity vulnerability under pricing.  

Will this lead to less power being implemented by firms? Is there going to be a very long-term change 
in capital costs? The country risk premium for China and Hong Kong following SARS was found to 
increase by 200 basis points.  

While the effect on equity costs of country-risk premiums can vary with firm exposures to different 
markets, Of course, an increase of two percentage points in the country's risk premium (probably 
much higher for COVID-19) will lead to a dramatic increase in the cost of equity capital, followed by 
underfunding of global pensions. However, the results of increased national risk for China and Hong 
Kong are focused on the specific risk areas for SARS being China and Hong Kong. With a genuine 
COVID-19 pandemic like However, in a true pandemic such as COVID-19, the exposure is global 
rather than in select countries. 

Conclusions: Our result indicates that the impact of COVID-19 on banks and the financial 
institutions .The impact of prudential measures appeared to be minimal, with the exception of 
countries which are not members of the Basel Committee, where such forbearance actually had a 
negative impact on bank returns, indicating that the downside risk of capital buffer depletion is 
perceived to be substantial for those institutions. Finally, illiquid banks and public banks benefited 
mainly from policy rate cuts and asset purchases, suggesting that monetary policy played a key role 
again during this crisis. Overall, our findings indicate that the recession and the countercyclical 
lending position that banks are supposed to play have placed systemic stress on banking systems 
around the world. Depending on their features and pre-crisis vulnerabilities, they have a distinctive 
effect. Although some policy initiatives, such as liquidity support, borrower assistance and quantitative 
easing, have mitigated this negative effect on banks and financial institutions. For instance, both 
borrower assistance measures and prudential measures have exacerbated bank stress. In countries 
with little fiscal space, that are already undercapitalized and/or run. As the pandemic begins to take 
its toll on world economies, these vulnerabilities will need to be closely watched in the coming year. 
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