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PSU banks at most risk frorﬁm%ad loans,
must be judicious on payouts: Financial
stability report
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MUMBAI: The Reserve Bank singled out
state-run banks in a survey of the financial
sector's woes and told them to ensure they
didn't overpay dividends since they are at
o risk from bad loans surging further in the 10,000+ respondents share
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Worsening asset quality and sluggish
profitability show that risks to banking
. . . . Book Your Copy Now !
SPOTLIGHT stability have increased in the past six
months, RBI said in its Financial Stability
Report on Wednesday.

Hiring & Firing

The risk to the banking system from the domestic economy, meanwhile, has dropped to
medium from high, the central bank said in its Financial Stability Report.

Banks have been lax in credit assessment and in many cases loaned money to projects
where the equity contribution of entrepreneurs was minuscule, exacerbating their poor
health, it said. All the more reason to keep a watch on dividends.
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"PSBs (public sector banks) pay out significant amounts as dividend to the government
and other shareholders which have no relevance to their balance sheet strengths and
capital planning," said the report. "This pattern of dividend payouts is not consistent with
the dividend irrelevance theory. Thus, it is imperative that PSBs approach their dividend
decisions as strategic business decisions which are in keeping with their objective of
shareholder wealth maximisation."
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RBI assesses banks and various financial sector intermediaries such as insurance
companies and mutual funds to gauge the health of the Indian markets. The findings are
disclosed in the bi-annual stability report without naming specific institutions.

State-run banks have been at the receiving end of the regulator as bad loans have piled
up. While they have declared more than Rs 20,000 crore as dividend in the past four
years, banks have taken in more than twice that as capital from the government.

RBI said that if macroeconomic conditions deteriorate, in the worst case scenario, bad
loans could jump to 6.9 per cent of total credit by March 2017 from 5.1 per cent in
September. But public sector banks are the most vulnerable to a deteriorating economy
— in the worst case, their gross bad loans could jump to 8 per cent by March 2017 from
6.2 per cent in September.

BANKERS FAULTED

The report also blamed bankers for poor credit evaluation, which has made it difficult to
recover money from defaulters. Banks are laden with debt doled out to such companies
that haven't been able to get going on their projects for various reasons.

"While adverse economic conditions and other factors related to certain specific sectors
played a key role in asset quality deterioration, one of the possible inferences from the
observations in this context could be that banks extended disproportionately high levels of
credit to corporate entities/promoters who had much less 'skin in the game' during the
boom period," said the report.

With regard to the external environment, India's stable financial system and relatively
stronger macroeconomic fundamentals give domestic institutions the strength to face
uncertainty and emerging risks from the global economy and financial markets. But the
report warned that policy-makers need to remain watchful about possibilities such as a
sharp increase in oil and commodity prices, financial market volatility and a further
slowdown in global trade.

At home, risks could stem from erratic climatic conditions, limited policy space, poor
corporate performance, the asset quality of financial institutions and low investment
growth.

While banks need capital, any funds raised would be wasted if they do not come up with
ways to resolve the bad loan burden, it said.

"Banks need further capital cushion to tide over the current situation due to the impact of
asset quality stress," the report said. "However, as the path of 'distance to default' is not
linear and since a marginal deterioration in asset quality accelerates the 'default
probability’, devising appropriate strategies for resolution of bad assets is of crucial
importance to derive the benefits from any additional capital infusion."

Stay on top of business news with The Economic Times App. Download it Now!



Homev/ Industry/ Auto ¥ | Banking/Finance

Banking Finance

Get a Quote

Type Company Name

ons. Prod ¥ Energy Vv

37 people recommend this. Sign Up to see what

your friends recommend.

From Around the Web

Ind'l Goods/Svs ¥ Healthcare/Biotech ¥ = Services ¥ More ¥
DON'T MISS any stories, follow us on Twitter

Follow @ETIndustryNews - 25.1K followers

More from The Economic Times

The best Dell Black Friday deals
PC MAG

This is One of the World’s Healthiest Foods
SmartCooky by NDTV

Special Health Insurance Policy for Diabetes
Patients

PolicyX

XLRI's Leadership & Change Management
Certification

XLRI

READ MORE ON » Mutual Funds | Insurance | Global Economy | Financial Market | Environment | Economy

Kane confirms in talks to extend Spurs contract

Thailand halves visa on arrival fees for Indians,

18 nations

IRCTC net profit jumps 44% to Rs 189 crore in

FY16

Swiss Banks to share info on Indian A/C holders

Follow this section for latest news on Banking

Like 176

Add your comment here

Recommended by

Browse Companies

Get Quote

Browse Mutual Funds
ABCDEFGHIJKLMNOPQRSTUVWXYZ

10,000+ respondents share their
investment and spending habits.

ABCDEFGHIJKLMNOPQRSTUVWXYZ|123456789

Book Your Copy Now !

Live Market News

Other Times Group news sites

Times of India | Wm
65\ol(H5 216314 | Mumbai Mirror
Times Now | Indiatimes

AIHRA CIRRT | HERTY CIRA
220D FooeddT | Lifehacker
Gizmodo | Eisamay | IGN India
NavGuijarat Samay

Portfolio Mobile

Living and entertainment

Timescity | iDiva | Zoom |
Luxpresso | Gaana | Happytrips |
Cricbuzz | Get Smartapp

Networking
itimes | MensXP.com

Live TV

Newsletter Commodities

Hot on the Web

Budget 2017 | Sensex, Nifty Live
Blog

Gold Rate | US Presidential
Elections Live Updates

Festival Guide 2016 | Google
expected to unveil Pixel
smartphones

Live: India's surgical strikes on
PoK

Speed QnA Blogs Alerts RSS

Services

ads2book | Gadgetsnow | Free Business Listings

Simplymarry | Astrospeak | Timesjobs | Magicbricks | Zigwheels | Timesdeal |
dineout | Filmipop | Remit2india | Gaana | Greetzap | Techradar | Alivear |
Google Play




T e

Banking Finance



