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Abstract

Reserve Bank of India ptays a major rote 11 guiding and directing
banks to estabhsh and maiitain a risk management system of
mternationat standards. Banks 11 India have welt designed systems and
procedures to handte credit risk, market risk and operationat risk
system. The present study was conducted to find the impact of Baset I1
Accord on the stabihity of Indian pubhic and private banks. The sampte
size 1ictuded 26 pubhic sector banks and 20 private sector banks. The
study finds that most of the banks fottow the standardised approach as
per the guidehnes of the Reserve Bank of India to cover the operationat
risk, credit risk and market risk. It has atso been found that the pubhc
sector banks have gone 1n for further 1ssue of equity shares to enhance
their capitat adequacy ratio. Severat banks running on the brink of very
tow or sometimes even negative profitabitity have been permitted by
the government to write[ off their fosses against their paid [up capitat.

Keywords: Baset II, Capital, Credit Risk, Market Risk, Operationat
Risk

Introduction

Banking 1s one of the most heavity regutated businesses since 1t 1s a
highty teveraged (high debtlequity ratio or tow capitatlassets ratio)
mdustry. In fact, 1t 1s satiricat that banks, which 1mvariabty appraise
their borrowers based on debtléquity ratio, themsetves have a debt[]
equity ratio far too contrary to that of their borrowers. In simpte terms,
banks earn by undertaking risk on their creditors’ money rather than on
that of theiwr shareholders’. Their appetite for risk needs to be
controtted, as the money 1nvotved 1s not that of their sharehotders’. As
stated by Bernanke (1983), Keeley (1990), Calomiris and Mason
(2003a, b) and the globat financiat crisis, banks’ risk/taking behavior
affects economic and financiat fragihty. Atten and Carlett1 (2010),
Brunnermeir (2009), Greentaw, et at, (2008) and Taytor (2009) provide
an exhaustive overview of the causes preceding and accompanying the
global financiat crisis.

Conceptual Framework

Baset II was enivisioned to ahign regutatory capitat requirements with
the existent risk associated with banks' assets, computed with tatest
risk management techniques. Baset II was proposed to mcrease
regutatory capital for lower rating ctasses and, as a result, several
observers expressed their concern that bank lending to emerging
markets would dechne (Reisen, 2001 and Griffith[Jones, 2003).
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The Baset II Accord though extended the previous
approach of catcutating the capitat requirements based on
the Merton model, 1t introduced a new technique based on
the Asymptotic Risk Factor Modet (ASRFM). It takes 111to
account the company'’s situation on the market, expressed
by the rating and the probabihty of default, describing the
risk tevel. Baset I requires financial institutions obhgor to
hedging alt their contracts by different amounts of capitat
contributions depending on the customer’s credibihity. It
takes mto account everything that was omitted 11 the Baset

I Accord. Due to that, the ASRFM and all models
recommended by Baset I1 give better estimate.

According to BCBS, Internationat Convergence of Capitat
Measurement and Capitat Standards, A Revised
Framework Comprehensive Version 1itroduced 1m 2006
(atso known as Baset II) 1s a revised version of the 1988
Baset I document. It seeks to improve risk calculation 11
capital measurement by introducing three prominent
pittars (Figure 1).

Figure 1: The Three Pillars of Basel I1
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Piftar I improves the computation of regulatory capitat in
three significant ways. First, 1t uses a more granular
approach to credit(tisk weights; second, 1t provides banks
(subject to the regutator’s approval) with a choice of
methods for catcutating risk weights for certain types of
risk; and third, 1t ihcorporates operating risk 1fito the capitat
requirement.

The second pittar suppltements provisions of the first pittar
by organizing the supervision of regulators 11 order to
ensure the soundness of bank’s internat processes of risk
evaluation. Imptementation of the Pittar I 1s behieved to be
very demanding, as the iew Accord proposes changing of
traditionat methods of supervision by shifting from rutes to
standards.

In the third and the tast pittar disctosure requirements are
used as a mean of enhancing market disciphne. The fogic
mtroduced 1n this pittar assumes that wettinformed market
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participants witt reward risk aware management and
thereby exert pressure on banks to improve their systems
and not take on additionat risk.

Review of Literature

An attempt has atso been made to coficeptuahise the 1ssues
that are covered 11 the present study. A review of this nature
1s a prelrequisite, ot onty for sharpening the methodotogy,
but atso for conducting the study as welt as for drawing
meanigfut inferefices from the results obtamed from the
present study. The purpose of this part 1s to understand the
results of various studies already undertaken 1n the retevant
fietd and to find out the research gap 11 the present study.

Ito & Sasaki (1998) 11 their study “Impacts of the Baste
Capitat Standard on Japanese Banks’ Behavior” examined
how the Baset Accord mnftuenced the 87 Japanese banks’
behavior between 1990 and 1993, a critical transition
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period for Japanese banks i their attempt to achieve the
mternational standard. The results suggested that Baset
Accord had a significant impact on bank’s behavior. Banks
with tower capitat ratio made tess bank toans and they
1ssued more subordinated debts (Tier IT). During this period
credit crunch existed. The risk based capital requirement
had a targe impact on city banks’ tending behavior, white
tending behavior of trust banks’ had most affected by non
performing toans.

Nag & Das (2002) m “Credit Growth and Response to
Capitat Requirements: Evidence from Indian Pubhic Sector
Banks” studied the impact of mmposition of capitat
requirement norms on flow of credit to the business sector
by the Indian pubhc sector banks for the period 19962000.
The study considered demand side and supply side
variables as exptanatory variables and credit growth was
taken as dependent variabte during the period under study.
The study conctuded that 11 the post reform period pubhic
sector banks did shift their portfohio 11 a way that reduced
their capital requirements and adoption of stricter risk
management practice m respect of bank lending 1 post
reform period and its mterptay with mmimum capitat
requirements (regulatory pressure) have had a dampening
effect on overatt credit suppty.

Van Roy (2003) 11 his paper “The impact of the 1988 Baset
Accord on banks’ capitat ratios and credit risk(faking: an
mternational study” studied the mmpact of 1988 Baset
Accord on behavior of banks of seven G0 countries
towards Capitat Ratios, Portfohio risk and retationship
between changes 11 capitat and risk ratios. The data set was
used for 586 commerciat banks from seven G[10 countries
with assets of more than § 100 mithon during the period
1988(95. By using the Simufitancous Equation Modet
devetoped by Shrieves and Daht (1992), the study found
that Banks which were below the requirement of 8%,
mcreased their capitat ratios significantty 1 4 countries,
1.e., Canada, Japan, Sweden and the US, white some
undercapitahzed banking mstitutions 11 France and Italy
were meffective 1n raising their Capitat ratios.

Yudistira (2003) 1 “The Impact of Bank Capitat
Requirements 1m Indonesia” studied the impact of capitat
regutation on banks’ behaviour as welt as its possibte
effects on the economy. The study provides new evidence
on the effects of bank capital requirements 1 Indonesia.
Using monthty panel data of att banks between 199711999
and Fixed effects panet regression modet as the chosen
modet his findings suggest dectaration 1n bank credit since
imptementation of capital regutation. The mamn finding
from the habihties side of banks 1s that there was a strong
positive retationship between bank capitat and growth rate
of deposits. Secondty, with regards to bank lending, 1t was
shown that credit crunch was tess apparent 1n the aftermath
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of regulatory forbearance 1 Indonesia. To avoid credit
crunch ditemma 11 the future, Indonesian government and
the central bank have to devetop atternative markets for
credit channel white keeping strict capital regutation.

Liebig et at. (2004) 11 their study “How wilt Baset 11 affect
bank lending to emerging markets) An anatysis based on
German bank tevel data” examined whether the new Baset
Accord wilt induce a change 11 a bank tending to emerging
markets on German Banks’ foreign exposure. The study
took hypothesis that tending patterns wilt remain
unchanged if regutatory capitat requirements remain betow
the economic capitat and banks’ tending 1s already based on
risk modehng. The data for 50 German Banks’ for the
period 199612002 was taken and 1t used the VAR modet.
The study found that Economic capitat 1s higher than
regutatory capitat under Baset II and Economic capital 1s a
significant determimant of banks’ loan decisions, 1n
particular for farge banks as wett as other simitar banks. It
appeared that risk modehng has atready guided fending
decisions. It atso found that the New Baset Accord shoutd
have a hmited effect on tending to emerging markets as
mternationat active banks have atready based their tending
decisions on unexpected toss considerations.

Sarma & Nikaido (2007) 11 their working paper titted
“Capital Adequacy Regime 1 India: An Overview” have
presented an anatytical review of the capitat adequacy
regime and the present state of capitat to risklweighted
asset ratto (CRAR) of the banking sector m India.
According to them Indian banking system had performed
reasonably welt during the regime of Baset I, with an
average CRAR of about 12 per cent, which was higher than
the 1nternationatty accepted tevet of 8 per cent as well as
India’s own minimum regutatory requirement of 9 per cent.
As the revised capitat adequacy norms, Baset 11, were to be
being imptemented from March 2008, severat issues which
woutd emerge have been examined from the Indian
perspective. They have concluded that under the Baset 11
guidehnes, the credit rating agencies wilt ptay a prominent
rote 11 determining regutatory risk capital. The main
concerns are the unsatisfactory performance of the credit
rating ndustry 1 India, the tow credit rating penetration
and the high costs of credit rating.

Goyat & Agrawat (2010) 11 their study “Risk Management
m Indian Banks: Some Emerging Issues” discussed the
mmportance of risk management process and also
highhghted the chaltenges and opportunities regarding
immptementation of Basel(Il 1 Indian Banking Industry.
The authors were of the opinion that risk 1s an opportunity
as welt as a threat and has different meanings for different
users. The banking mndustry 1s exposed to different risks
such as forex votatihty risk, variabte mterest rate risk,
market ptay risk, operationat risks, credit risk etc. which
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can adversely affect its profitabihity and financiat heatth.
Risk management has thus emerged as a few and
chaltenging area 1n banking.

Thiagarajaf, Ayyappan & Ramachandran (2011) 11 their
study “Market Disciphine, Behavior and Capitat Adequacy
of Pubhic and Private Sector Banks m India” anatyzed the
rote of market disciphne on the behavior of commerciat
banks with respect to their capitat adequacy. The study
showed that the Capitat Adequacy Ratio (CAR) 11 the
Indian Commerciat Banking sector shows that the
commerciat banks are welt capitahized and the ratio 1s wett
over the regutatory mmimum requirement. The private
sector banks show a higher percentage of tier I capitat over
the pubhic sector banks. However the pubhic sector banks
show a higher fevet of tier II capital. Atthough the fult
mmptementation of Baset II accord by the regulatory
authority (Reserve Bank of India) may have mfluenced the
tevetl of capitat adequacy 11 the banking sector, we have
attempted to study the rote of market disciphne and some
key bank specific variabtes 111 the higher tevet of capitat 1n
the banking sector.

Research Methodology
Objectives of the Study

Based on the above observations the main objectives of the
proposed study are as folfows and as feasibte:

*  To study the impact of Baset II Accord on the stabihty
ofIndian Banks.

*  Tostudy the impact of Baset Il Accord imptementation
on mmproving the credibihity of Indian Banks 1n the
global banking system.

Sampling Design

For the purpose of the research study, the secondary data
has been coltected from the various research books,
journals, hewspapers, periodicats, artictes, internet, annuat
reports of banks, buttetins, RBI circutars.

For the cottection of secondary data, 26 pubhc sector banks
and 20 private sector banks (7 new private sector banks and
13 ofd private sector banks) were setected to study the
mmpact of Baset I accord on Indian Banks.

Period of the Study

RBI 1ssued the first draft guidehnes on Baset II
imptementation 1n February 2005 11 which an 1itiat target
date for Baset I comphance was set for March 2007 for att
commerciat banks, exctuding Locat Area Banks (LABs)
and Regional Rurat Banks (RRBs). This deadhne was
however postponed to March 2008 for mternationatty
active banks and March 2009 for domestic commerciat
banks 1n RBI’s mid(year pohicy announcement of October
30,2006.

Thus the study covers a period of five financiat years from
2008109 to 2012[13. The financiat year starts from 1st day
of Aprit of a calendar year and ends on the 31st day of
March ofnext year.

Limitations of the Study

*  The data pertains to the pubhic and private sector banks
onty henice the impact and conctusions derived may be
varymg with the resutts of the other banks.

e In a span of 10 years the Baset Accord has
recommended changes through its various accords
namety Baset I, Basel II and Baset III. The acceptance
and apphcation of these regulations was to be done i a
particutar time frame which the banks coutd not keep
pace with hence the reat impact of these regulations
woutd be seen 1n the years to come.

Analysis

This section depicts the growth and development of pubhic
and private sector banks of India. Arithmetic Mean (A.M)
and Ranking method have been used to measure growth of
fottowing financial parameters:

+  Capitat

*  NetProfit

»  Capitat Requirement for Credit Risk

*  Capitat Requirement for Market Risk

*  Capitat Requirement for Operationat Risk
Capital

Table 1: Capital of Public Sector Banks (2008-09 to 2012-13)

Capital (in  Crores)
S. No. Banks Average | Rank
2009 2010 2011 2012 2013
1 Aftahabad Bank 446.70 446.70 476.22 500.03 500.03 473.93 14
2 Andhra Bank 485.00 485.00 559.58 559.58 559.58 529.75 13
3 Bank of Baroda 365.53 365.53 392.81 412.38 422.52 391.75 17
4 Bank of India 52591 52591 547.22 574.52 596.64 554.04 12
5 Bank of Maharashtra 430.52 430.52 1069.71 | 1177.59 | 1249.48 871.56 6
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6 | Canara Bank 410.00 | 410.00 | 443.00 | 443.00 | 443.00 | 429.80 15
7 | Centrat Batk of India | 1321.14 | 1771.14 | 2021.14 | 2353.12 | 2661.58 | 2025.62 | 2
8 | Corporation Bank 14344 | 14344 | 14813 | 14813 | 15291 | 14721 2
9 | Dena Bank 286.82 | 286.82 | 33339 | 350.06 | 35006 | 321.43 19
10 | IDBI Bank Ltd. 72478 | 72486 | 984.57 | 127838 | 1332.75 | 1009.07

11 | Indian Bank 829.77 | 82977 | 82977 | 82077 | 82977 | 829.77

12 | Ifdiah Overseas Bank | 544.80 | 544.80 | 618.75 | 797.00 | 924.10 | 685.89

13 E?gﬁjiiiiﬁ”ﬁk’Of 250.54 | 250.54 | 291.76 | 291.76 | 291.76 | 27527 21
14 | Punjab & Sad Bank 383.06 | 383.06 | 423.06 | 43421 | 454.02 | 41548 16
15 | Punjab Nationat Bank | 31530 | 31530 | 31681 | 339.18 | 35347 | 32801 18
16 gf}t;fuarﬁk of Bikafer 50.00 50.00 50.00 70.00 70.00 58.00 23
17 fgiiiﬁﬁEOf 17.25 20.75 20.75 20.75 20.75 20.05 26
18 | State Bank of India 63488 | 634.88 | 63500 | 671.04 | 684.03 | 651.97 9
19 | State Bank of Mysore 36.00 36.00 46.80 46.80 46.80 42.48 25
20 | State Bafik of Patiata 27475 | 29475 | 29475 | 29475 | 29475 | 290.75 20
21 ?Ei;?giiOf 50.00 50.00 50.00 50.00 50.00 50.00 24
22 | Syhdicate Bank 52197 | 52197 | 57329 | 60195 | 601.95 | s564.22 11
23 | UCO Bank 124936 | 1699.36 | 2450.52 | 2487.71 | 2575.63 | 2092.52 1
24 | Unuon Bank of India 505.12 | 505.12 | 63533 | 661.55 | 707.79 | 602.98 10
25 | Ututed Barik of India 178243 | 866.43 | 1144.42 | 1161.00 | 1174.71 | 1225.80

26 | Vijaya Bank 93352 | 933.52 | 1672.67 | 1695.54 | 169554 | 1386.16 | 3

Average Capital (in  Crores) 519.95 520.24 654.98 701.92 732.45

Figure 2: Capital of Public Sector Banks (2008-09 to 2012-13)
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Tabte 1 and Figure 2 shows the capital of pubhc sector ~ Banks with highest capitat are ranked first and then the
banks for five years and also reveals the average capital.  subsequent ranking 1s assigned. UCO Bank 1s the teading
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bank 11 terms of capitat and State Bank of Hyderabad isthe ~ Centrat Bank of India, Vijaya Bank, Unuted Bank of India
teast capitat hotding bank. Maximum amount of average  and IDBI Bank are ranked 2nd, 3rd, 4th and S5th rank
capitatis  2092.52 Crores and mimmimumi1s 20.05 Crores.  respectively 1nterms of average capitat.

Table 2: Capital of Private Sector Banks (2008-09 to 2012-13)

Capital (in  Crores)
S. No. Banks Average | Rank
2009 2010 2011 2012 2013
1 | Axis Bank Ltd. 350.01 | 405.17 | 41055 | 41320 | 467.95 | 41118 4
2 | City Uion Bank Ltd. 32.00 39.96 40.50 40.82 47.44 40.15 18
3 | Developmeit Credit 17430 | 199.99 | 200.17 | 24067 | 250.11 213.05 7
Bank Ltd.
4 | Dhantaxmi Bank Ltd. 64.12 64.12 85.14 85.14 85.14 76.73 15
5 | HDFC Bank Ltd. 42538 | 45774 | 46523 | 46934 | 47588 | 458.71 2
6 | ICICI Bank Ltd. 1113.29 | 1114.89 | 1151.82 | 115277 | 1153.64 | 1137.28
7 | Induslad Bank Ltd. 355.19 | 410.65 | 46597 | 46770 | 522.87 | 44448 3
8 | ING Vysya Bank Ltd. 10260 | 11997 | 12099 | 150.12 | 15485 | 129.71 11
9 ft"dtak Mahuidra Bafik 34567 | 348.14 | 36844 | 37034 | 37330 | 361.18 5
Tamithad Mercantite
10| gt 0.28 0.28 0.28 0.28 0.28 0.28 20
The Cathohic Syrian
| et 18.88 18.93 31.35 31.42 41.90 28.49 19
12 | The Federat Bak Ltd. 17103 | 17103 | 171.05 | 171.05 | 171.06 | 171.04 9
13 | The Jammu & Kashmir | ¢ g 48.49 48.49 48.49 48.49 48.49 17
Bank Ltd.
14 El; Karhataka Baik 12158 | 13399 | 18820 | 18829 | 18835 | 16408 | 10
15 E?; Karur Vysya Bank 53.95 54.44 11694 | 107.18 | 107.18 87.94 13
16 | The Lakshmi Vifas 4878 | 9751 | 9753 | 9753 | 9754 | 8778 14
Bank Ltd.
17 | The Naifutat Bank Ltd. 30.00 45.00 67.50 67.50 67.50 55.50 16
18 | The Rathakar Bank Ltd. | 10472 | 10472 | 21495 | 21495 | 25292 | 17845 8
19 El; South Tadiad Badk | 15361 1 1301 [ 113010 | 11337 | 13385 | 11725 | 12
20 | Yes Bank Ltd. 29698 | 339.67 | 347.15 | 35299 | 35862 | 339.08 6
Average Capital (in 198.96 | 21438 | 23526 | 23916 | 249.95
Crores)

Figure 3: Capital of Private Sector Banks (2008-09 to 2012-13)
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Table 2 and Figure 3 shows the capitat of private sector
banks for five years and also reveals the average capitat.
ICICI Bank 1s the teading bank 1 terms of capitat and
Tamitnad Mercantite Bank 1s the teast capitat hotding bank.

Maximum amount of average capital 1s

1137.28 Crores

and mimimum 18

Volume 11 Issue 2, August 2018

0.28 Crores. HDFC Bank, Induslnd

Bank, Axis Bank and Kotak Mahindra Bank are ranked
2nd, 3rd, 4th and Sth rank respectivety 1n terms of average

capitat.

Capital Requirement for Credit Risk

Table 3: Capital Requirement for Credit Risk of Public Sector Banks (2008-09 to 2012-13)

Capital Requirement for Credit Risk (in  Crores)
S. No. Banks Average | Rank
2009 2010 2011 2012 2013
1 | Attahabad Bank 4642.19 | 5694.58 | 7209.10 | 845526 | 1038372 | 727697 | 11
2 | Aadhra Bank 330526 | 442445 | 565030 | 703245 | 8188.67 | 572023 | 16
3 | Bank of Baroda 10214.85 | 12339.99 | 16896.99 | 20442.01 | 24008.26 | 1678042 | 5
4 | Bank of India 10927.71 | 14652.81 | 1853229 | 2132559 | 22774.00 | 1764248 | 4
5 | Bank of Maharashtra 3546.19 | 292942 | 3368.89 | 415749 | 5807.93 | 3961.98 | 19
6 | Canara Bank 10009.69 | 12197.58 | 13976.56 | 16623.40 | 1855745 | 1427294 | 7
7 | Cefitrat Bank of India | 170490.00 | 7268.16 | 9379.28 | 11284.21 | 1385544 | 4245542 | 2
8 | Corporation Bank 430522 | 554920 | 740098 | 8700.87 | 9884.17 | 7168.09 | 12
9 | Deha Batk 2010.13 | 2309.93 | 289625 | 3960.84 | 498346 | 3232.12 | 22
10 | IDBI Bank Ltd. 1172639 | 14867.48 | 15917.30 | 1741645 | 2077447 | 1614042 | 6
11 | Ihdian Bank 3807.35 | 4829.73 | 588628 | 684341 | 7557.69 | 5784.89 | 15
12 | Indian Overseas Bank | 617691 | 6232.28 | 820273 | 10588.56 | 12412.54 | 872260 | 9
13 ggﬁ‘:;frfeaﬁk of 5813.21 | 681378 | 777739 | 9262.69 | 10944.60 | 812233 | 10
14 | Puhjab & Sind Bank 1440.07 | 2167.97 | 307691 | 347393 | 3918.02 | 281538 | 25
15 | Punjab Natiohat Bank | 12025.00 | 15180.27 | 19747.03 | 22805.17 | 2510224 | 18971.94 | 3
16 ‘Sg:‘}taelfuiﬁk of Bikafer | 57357 | 244578 | 314045 | 3673.69 | 441804 | 315031 | 23
17 Elt;‘;eeg;‘;l; of NA 426278 | NA NA 698279 | 562279 | 17
18 | State Bark of India 64023.00 | 71539.00 | 83877.64 | 88074.34 | 103607.70 | 8222434 | 1
19 | State Bak of Mysore 185845 | 228923 | 2562.62 | 317580 | 3588.52 | 269492 | 26
20 | State Bank of Patiata 3428.19 | 3813.90 | 4172.13 | 4797.94 | 5675.88 | 4377.61 | 18
21 %fv"afca:ri"f 2186.59 | 2578.93 | 3169.68 | 349222 | 4177.92 | 3121.07 | 24
22 | Syadicate Bafk 519372 | 580032 | 6504.89 | 794624 | 905875 | 6900.78 | 13
23 | UCO Bark 4517.92 | 5387.16 | 6402.01 | 775073 | 7867.50 | 6385.06 | 14
24 | Utuon Bafik of Tadia 723996 | 9084.24 | 11356.78 | 13492.62 | 16203.06 | 1147533 | 8
25 | Ututed Bark of India 2584.88 | 3149.22 | 3908.89 | 447036 | 483515 | 3789.70 | 20
26 | Vijaya Bank 2723.04 | 3082.96 | 355470 | 409754 | 473890 | 363943 | 21
ﬁ)vreéigegfgifl(ﬁeq“éﬁ';‘:st 14250.78 | 8880.43 | 10982.72 | 12533.75 | 14242.57
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Figure 4: Capital Requirement for Credit Risk of Public Sector Banks (2008-09 to 2012-13)

Capital Requirement for Credit Risk of Public Sector Banks
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Tabte 3 and Figure 4 shows the capitat requirement for
credit risk of pubhic sector banks for five years and atso
reveats the average capitat required. Banks with highest
capital are ranked first and then the subsequent ranking 1s
assigned. State Bank of India 1s the teading bank 11 terms of
capital requirement for credit risk and State Bank of

Mysore 1s the teast capitat hotding bank. Maximum amount
of average capitalt required 1s 82224.34 Crores and
mimmum 18 2694.92 Crores. Central Bank of India,
Punjab Nationat Bank, Bank of India and Bank of Baroda
are ranked 2nd, 3rd, 4th and 5th rank respectively 11 terms
ofaverage capitat requirement for credit risk.

Table 4: Capital Requirement for Credit Risk of Private Sector Banks (2008-09 to 2012-13)

S. No Banks Capital Requirement for Credit Risk (in Crores) Averaze | Rank

S 2009 2010 2011 2012 2013 verag

1 | Axis Bank Ltd. 8398.51 | 1104047 | 1535025 | 1781522 | 1978525 | 14477.94 | 3

2 | City Ution Bank Ltd. 454.92 523.86 674.09 851.60 978.53 696.60 14

3 | Developmefit Credit 390.34 384.02 405.81 473.88 600.34 450.88 17
Bank Ltd.

4 | Dhantaxmi Bank Ltd. 235.16 394.39 720.99 722.60 618.42 53831 16

5 | HDFC Bank Ltd. 10739.71 | 1228057 | 15262.09 | 19760.36 | 24681.82 | 16544.91 | 2

6 | ICICI Bank Ltd. 32814.00 | 26281.00 | 29656.00 | 33919.00 | 37718.00 | 32077.60 1

7 | Indusind Bank Ltd. 154844 | 1819.46 | 247629 | 3146.66 | 416434 | 2631.04 7

8 | ING Vysya Bank Ltd. 179230 | 164650 | 214278 | 2753.89 | 3363.89 | 2339.87 10

9 Eﬁ;”‘“4ﬂ““d“1Bank 243830 | 341554 | 460699 | 6101.46 | 732874 | 477821 4

jo | Tamithad Mercantite 446.09 560.32 705.39 880.53 1058.79 | 730.22 13
Bank Ltd.

11 | The Cathohc Syniah 279.63 303.15 401.35 441.16 476.62 380.38 18
Bank Ltd.

12 | The Federal Bank Ltd. | 184549 | 220244 | 2589.15 | 2737.85 | 337149 | 254928 8

13 | The Jammu & Kashmur |00 o0 1 176511 | 236020 | 279872 | 3382.84 | 2354.90 9
Bank Ltd.
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14 Ei‘; Karfiataka Bafik 115618 | 143779 | 172618 | 191793 | 216000 | 1679.62 | 11
15 E‘; Karur Vysya Bafik NA 10596.51 | 128529 | 155725 | 1717.08 | 3789.03 5
16 | The Lakshmi Vitas 345.36 466.47 587.43 762.08 754.83 583.23 15
Bank Ltd.
17 | The Naiital Bank Ltd. |  96.39 108.14 133.31 159.87 180.60 135.66 20
18 | The Rathakar Bank Ltd. | 61.31 81.95 153.17 361.16 653.93 262.30 19
19 E‘de South Indiafi Bafik | o025 | 90170 | 116165 | 135044 | 1855.14 | 120093 | 12
20 | Yes Bank Ltd. 1509.69 | 2114.17 | 380276 | 441425 | 553470 | 3475.11 6
Average Capital Requirement
P S AN 3512.96 | 3916.18 | 4310.06 | 5146.75 | 6019.27

Figure 5: Capital Requirement for Credit Risk of Private Sector Banks (2008-09 to 2012-13)
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Table 4 and Figure 5 shows the capitat requirement for
credit risk of private sector banks for five years and atso
reveals the average capital required. ICICI Bank 1s the
leading bank 1n terms of capitat requirement for credit risk
and Namital Bank 1s the teast capital hotding bank.
Maximum amount of average capitat required 1s 32077.60

Crores and mmimum 18 135.66 Crores. HDFC Bank, Axis
Bank, Kotak Mahindra Bank and Karur Vysya Bank are
ranked 2nd, 3rd, 4th and 5th rank respectivety 1n terms of
average capitat requirement for credit risk.

Capital Requirement for Market Risk

Table 5: Capital Requirement for Market Risk of Public Sector Banks (2008-09 to 2012-13)

Capital Requirement for Market Risk (in Crores)
S. No. Banks Average | Rank

2009 2010 2011 2012 2013

1 Attahabad Bank 805.65 665.94 460.18 517.35 726.48 635.12 9

2 Andhra Bank 210.50 135.45 157.62 117.55 402.64 204.75 19

3 Bank of Baroda 805.62 859.44 973.33 1098.35 | 1781.57 1103.66 4

4 Bank of India 843.67 132598 | 1571.77 | 1237.32 962.34 1188.22 3

5 Bank of Maharashtra 121.05 168.99 152.02 215.49 214.46 174.40 21

6 Canara Bank 490.51 522.25 663.77 1153.94 | 1937.34 953.56 6
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7 [ Centrat Bank of Tndia | 46645 | 628.03 | 619.33 | 70451 | 1274.66 | 738.60 7
8 | Corporation Bank 566.03 | 43145 | 333.16 | 360.57 | 601.59 | 458.56 13
9 | Dena Bank 10295 | 12661 | 96.17 | 169.16 | 499.51 198.88 20
10 | IDBI Bank Ltd. 898.76 | 1175.04 | 1197.30 | 1243.63 | 1764.58 | 1255.86 2
11| Iadian Bank 29358 | 42427 | 34376 | 26528 | 52576 | 370.53 15
12 | Indian Overseas Bank | 451.32 | 39442 | 66332 | 63734 | 72803 | 574.89 10
13 | Onedtal Badk of 368.79 | 35441 | 487.06 | 59584 | 58148 | 477.52 12
Commerce
14 | Punjab & Sind Bank 192.16 | 13654 | 99.74 86.99 88.48 120.78 23
15 | Punjab Nationat Bank | 641.58 | 66642 | 941.96 | 1400.00 | 1760.06 | 1082.00 5
16 za}tael;arﬁk of Brkafier 62.91 66.63 46.35 46.23 96.41 63.71 26
17 IS;;;ZE@?; of NA 186.79 NA NA 29124 | 239.02 18
18 | State Bank of India 3766.93 | 5068.00 | 5185.51 | 4377.00 | 6390.13 | 4957.51 1
19 | State Bank of Mysore | 10445 | 57.70 60.14 46.52 67.12 67.19 25
20 | State Bank of Patiata 13563 | 149.84 | 12238 | 191.89 | 23875 | 167.70 2
21 %ztveafjé’rk;’f 77.83 73.69 80.07 106.71 | 241.59 115.98 24
22 | Syadicate Bank 35576 | 346.85 | 473.06 | 316.10 | 36452 | 371.26 14
23 | UCO Bank 401.14 | 66521 | 601.95 | 502.58 | 58447 | 551.07 11
24 | Union Bank of India 830.00 | 601.81 | 50259 | 688.92 | 992.14 | 723.09 8
25 | Utited Bank of [adia 22232 | 40579 | 246.08 | 26333 | 38737 | 304.98 16
26 | Vijaya Bank 250.03 | 193.82 | 25842 | 22332 | 31859 | 248.84 17
Average Capital Requirement | g0 ¢ | 800 | 65348 | 662.64 | 916.20

for Market Risk (in  Crores)

Figure 6: Capital Requirement for Market Risk of Public Sector Banks (2008-09 to 2012-13)
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Tabte 5 and Figure 6 shows the capitat requirement for
market risk of pubhc sector banks for five years and atso
reveals the average capitat required. State Bank of India 1s
the teading bank 11 terms of capitat requirement for market
risk and State Bank of Bikaner & Jaipur 1s the least capitat
holding bank. Maximum amount of average capitat

Volume 11 Issue 2, August 2018

required 1s 4957.51 Crores and mifiimum 1s 63.71 Crores.
IDBI Bank, Bank of India, Bank of Baroda and Punjab
Nationat Bank are ranked 2nd, 3rd, 4th and 5th rank
respectively 11 terms of average capitat requirement for

marketrisk.

Table 6: Capital Requirement for Market Risk of Private Sector Banks (2008-09 to 2012-13)

Capital Requirement for Market Risk (in Crores)
S. No. Banks Average | Rank
2009 2010 2011 2012 2013
1| Axis Bafik Ltd. 1050.90 | 1008.72 | 1378.66 | 174929 | 184151 | 140582 | 2
2 | City Utuiof Barik Ltd. 1613 | 1793 | 2107 | 2344 | 2354 2042 8
3 Efdvebpmem Credit Batk | 477 5.37 5.45 15.26 7.12 20
4 | Dhafitaxm: Bank Ltd. 5.19 5.85 2359 | 2039 | 66.62 2433 17
5 | HDFC Bafik Ltd. 56273 | 58927 | 928.12 | 45956 | 137329 | 782.59 3
6 | ICICI Bark Ltd. 4613.00 | 3270.00 | 3402.00 | 3196.00 | 3246.00 | 354540 | 1
7 | IndusIid Bank Ltd. 3098 | 3465 | 7144 | 7176 | 211.09 | 83.98 11
8 | ING Vysya Bank Ltd, 7761 | 6009 | 5161 | 11795 | 20760 | 10297 | 10
9 E"dtak Mahridra Bak 22905 | 33250 | 57923 | 59924 | 94804 | 537.61 4
jo | Tamiiad Mercafitte 6640 | 5020 | 3607 | 4479 | 5135 49.76 12
Bank Ltd.
11 E?g Cathohe Synafi Bafk | ¢ (o | 565 | 987 | 878 | 7.0 814 | 19
12| The Federat Bafk Ltd. 12106 | 9991 | 10923 | 16634 | 23373 | 146.05 7
13 | The Jammu & Kashmir 8527 | 149.05 | 19839 | 208.11 | 26995 | 182.15 6
Bank Ltd.
14 | The Karfataka Bank Ltd. | 84.01 | 10011 | 10260 | 107.93 | 12807 | 10474 9
15 S‘de Karur Vysya Bank NA | 9352 | 7748 | 15823 | 20185 | 13277 | 8
16 ITj‘de Lakshu Vilas Bafik | 10 0 1 4000 | 3844 | 53.01 55.05 41.19 15
17 | The Narfutat Bark Ltd. 1711 | 2077 | 2601 | 3761 | 46.00 2950 16
18 | The Rathakar Bark Ltd. 3.05 311 9.73 6390 | 163.66 | 48.69 13
19 Eﬁf South idiati Batk 4394 | 3491 | 5478 | 4433 | 63.75 48.34 14
20 | Yes Bafk Ltd. 8097 | 8992 | 357.06 | 56324 | 87830 | 395.70 5
Average Capital Requirement for
Market Rish (1a Croves) 375.07 | 30074 | 374.04 | 38497 | 501.62
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Figure 7: Capital Requirement for Market Risk of Private Sector Banks (2008-09 to 2012-13)
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Table 6 and Figure 7 shows the capitat requirement for  3545.40 Crores and mmimum 1s 7.12 Crores. Axis Bank,
market risk of private sector banks for five years and atso  HDFC Bank, Kotak Mahindra Bank and Yes Bank are
reveals the average capitat required. ICICI Bank 1s the  ranked 2nd, 3rd, 4th and 5th rank respectivety 11 terms of
teading bank 1 terms of capital requirement for marketrisk ~ average capital requirement for market risk.

and Devetopmenit Credit Bank 1s the teast capitat holding
bank. Maximum amount of average capital required 1s

Table 7: Capital Requirement for Operational Risk of Public Sector Banks (2008-09 to 2012-13)

Capital Requirement for Operational Risk

Capital Requirement for Operational Risk (in
S. No. Banks Crores) Average | Rank
2009 2010 2011 2012 2013

1 | Attahabad Bark 33239 | 48640 | 62495 | 799.16 | 905.62 | 629.70 7
2 | Andhra Bank 27200 | 304.66 | 36232 | 466.69 | 58574 | 398.28 17
3 | Bafik of Baroda 708.77 | 848.80 | 1019.81 | 1295.68 | 1638.27 | 1102.27 4
4 | Bafk of India 884.00 | 1079.12 | 1318.73 | 1496.52 | 1684.00 | 1292.47

5 | Bafik of Maharashtra 19046 | 222.73 | 280.01 | 356.03 | 452.16 | 300.8 18
6 | Canara Bank 759.77 | 836.27 | 971.92 | 120145 | 1406.52 | 1035.19 5
7 | Centrat Bak of Tndia | 388.49 | 412.01 | 497.07 | 68535 | 859.13 | 568.41 10
8 | Corporation Bank 27195 | 30495 | 369.14 | 473.18 | 581.86 | 400.22 16
9 | Dena Bank 15947 | 186.57 | 20957 | 26617 | 327.95 | 229.95 25
10 | IDBI Bank Ltd. 334.11 | 33411 | 47878 | 68637 | 887.45 | s44.16 11
11 | Indian Bafk 34159 | 406.11 | 49821 | 61642 | 72370 | s17.21 12
12 | Ifdiah Overseas Bank | 446.85 | 51142 | 57324 | 670.67 | 810.88 | 602.61 8
13 8;‘5%?5“ of 362.03 | 439.71 | 58429 | 717.82 | 844.73 | 589.72 9
14 | Punjab & Siid Bank 17439 | 19725 | 24156 | 27210 | 29727 | 236.51 24
15 | Punjab Natiohat Bank | 1165.60 | 1165.60 | 1699.37 | 2064.27 | 2421.93 | 1703.35 2
16 E:ajt;fuarﬁk of Bikafer | 50195 | 2667 | 24661 | 29527 | 35326 | 26475 | 21
17 E;;ffegi‘;ﬁ of NA 322.92 NA NA 647.05 | 484.99 13
18 | State Barik of India 4972.00 | 5541.00 | 6451.90 | 7918.10 | 9581.05 | 6892.81 1
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19 State Bank of Mysore 155.47 170.92 200.45 245.35 289.40 212.32 26
20 State Bafk of Patiata 213.92 233.79 271.82 329.66 391.35 288.11 19
g | State Bafik of 20079 | 22691 | 25417 | 298.02 | 33236 | 26245 | 22
Travancore

22 Syndicate Bank 359.48 383.23 422.82 542.36 662.14 474.01 14
23 UCO Bank 312.89 343.11 400.60 526.25 642.07 444,98 15
24 Union Bank of Ihdia 514.60 627.73 749.56 954.45 1158.12 800.89 6
25 United Bank of India 214.40 217.69 239.49 310.99 396.07 275.73 20
26 Vijaya Bank 194.72 209.60 246.90 302.58 345.81 259.92 23

Average Capital Requirement

for Operational Risk (in 565.28 624.59 768.53 951.64 1124.07

Crores)

Figure 8: Capital Requirement for Operational Risk of Public Sector Banks (2008-09 to 2012-13)

Banks
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Table 7 and Figure 8 shows the capitat requirement for
operational risk of pubhc sector banks for five years and
also reveals the average capital required. Banks with
highest capital are ranked first and then the subsequent
ranking 1s assigned. State Bank of India 1s the teading bank
m terms of capital requirement for operationat risk and

Table 8: Capital Requirement for Operational Risk of Private Sector Banks (2008-09 to 2012-13)

State Bank of Mysore 1s the teast capitat hotding bank.
Punjab Nationat Bank, Bank of India, Bank of Baroda and
Canara Bank are ranked 2nd, 3rd, 4th and 5th rank
respectivety 11 terms of average capitat requirement for
operationat risk.

Capital Requirement for Operational Risk (in
S. No. Banks Crores) Average | Rank
2009 2010 2011 2012 2013
1 Axis Bank Ltd. 431.46 656.09 961.72 1289.52 1625.23 992.80 3
2 City Union Bank Ltd. 34.30 41.65 51.37 65.82 83.18 55.26 14
3 | pevetopment Credt 9027 | 967 | 4078 | 4185 | s0.66 | 3044 | 17
4 Dhantaxmi Bank Ltd. 0.30 23.22 28.16 41.70 51.17 28.91 18
5 HDFC Bank Ltd. 806.11 1175.01 1514.23 1892.68 | 2256.46 1528.90 2
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6 | ICICI Bank Ltd. 2114.00 | 2459.00 | 2625.00 | 2619.00 | 2749.00 | 2513.20 1
7 | IadusInd Bank Ltd. 98.53 | 142.05 | 216.71 | 309.86 | 42029 | 237.49 6
8 | ING Vysya Bank Ltd. 11004 | 13996 | 17557 | 21221 | 24644 | 176.84 9
9 E&tak Mahifdra Bank 476.00 | 57873 | 627.67 | 72724 | 823.03 | 646.53 4
1o | Tamitiad Mercafitie 55.33 65.34 85.94 107.02 | 134.40 89.61 13
Bank Ltd.
11 | The Cathohc Syriaf 30.87 31.24 36.00 43.92 55.02 39.41 16
Bank Ltd.
12 | The Federat Bank Ltd. 14174 | 18566 | 22951 | 27759 | 31515 | 229.93 7
13 | The Jammu & Kashmir 13578 | 18787 | 176.90 | 27651 | 33938 | 223.29 8
Bank Ltd.
14 | The Karnataka Bank Ltd. | 89.18 98.70 101.02 | 111.03 | 12737 | 10546 12
15 31; Karur Vysya Bank NA 867.58 94.57 12076 | 15421 309.28 5
16 glj Lakshmi Vitas Bafik | g 1 30.41 39.05 53.13 66.53 42.92 15
17 | The Nafutat Bank Ltd. 12.83 14.62 16.90 19.88 23.23 17.49 19
18 | The Rathakar Bank Ltd. 8.64 8.64 10.02 20.70 35.62 16.72 20
19 E]; South Idian Bafik 8661 | 8661 | 10176 | 12514 | 15401 | 11083 1
20 | Yes Bank Ltd. 60.76 92.03 15450 | 22077 | 31024 | 167.66 10
Average Capital Requirement for
Operational Risk (in . Crores) 248.80 | 34470 | 36437 | 428.82 | 501.03

Figure 9: Capital Requirement for Operational Risk of Private Sector Banks (2008-09 to 2012-13)
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Tabte 8 and Figure 9 shows the capitat requirement for
operational risk of private sector banks for five years and
also reveats the average capitat required. ICICI Bank 1s the
teading bank 11 terms of capitat requirement for operationat
risk and Ratnakar Bank 1s the teast capitat hotding bank.
Maximum amount of average capitat required 1s  2513.20
Crores and mmmmum s 16.72 Crores. HDFC Bank, Axis
Bank, Kotak Mahindra Bank and Karur Vysya Bank are
ranked 2nd, 3rd, 4th and 5th rank respectivety i terms of
average capitat requirement for operationat risk.

Conclusion

Most of the banks fottow the standardised approach as per
the guidehnes of the Reserve Bank of India to cover the
operational risk, credit risk and market risk; being it a
refatively new field, they are not yet using the more
advanced toots, for tack of experience as wett as resources [
both financial and manpower. However, 1n the tong/term
they are mchned to use more sophisticated and advanced
toots too; Pittar II of Baset II accord in terms of
preparedness and imptementation seems to be have fo
strong hotd on the ground, there are a number of taggards
both conceptuat and perceptionat, as wett as adequacy of
resources and pressure of meeting the deadhnes [Ithe
buitding btocks of the Piltar II are being stacked hastity
without giving them a concrete basis on which they can
strongty hotd the weight of the changing banking scenario
oftomorrow.

It has atso been found that the pubhc sector banks have
gone 11 for further 1ssue of equity shares to enhance their
capitat adequacy ratio. Several banks running on the brink
of very fow or sometimes even negative profitabihity have
been permitted by the government to write[off their tosses
against their paidiup capitat. This has further worsened
their capitat adequacy position. Inspite of att this and some
baitout packages by the government, alt the banks today
have reached the stiputated ratio of 9% CRAR or even
more. The maim reason for this 1s also the mternatly
generated funds by way of increased profits and
augmentation of their reserves and surptus. In any cases
due to further 1ssue of equity shares capital, the
sharehotding of the government 1n the pubtic sector banks
atso stands reduced.
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