12/12/2018 https://www.business-standard.com/article/printer-friendly-version?article_id=118121101484_1

Business Standard

PSBs are among least capitalised banks in the world,
say experts

In FY18, on an average, public sector banks reported tier-I capital ratio of 8.4 %, against global average
of 14.1%

Krishna Kant | Mumbai December 11, 2018 Last Updated at 23:42 IST

The public
sector banks
(PSBs) across
the world
have one of
the lowest
tier-1 capital
ratios. In
FY18, the
PSBs, on
average,
reported a
tier-1 capital
ratio of 8.4
per cent,
against the
global
average of
14.1 per cent.
Analysts say
this makes
the PSBs
vulnerable in
case of an
economic
downturn.
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In all, Indian listed banks reported a tier-1 capital ratio of 10.65 per cent in the last financial year — the lowest
among the key emerging markets (EMs).

Only banks in China and Brazil had a lower ratio than their Indian counterparts, according to data from
Bloomberg. Among major EMs, the banks in Russia are best capitalised with a ratio of 19.3 per cent, followed
by those in Indonesia at 18.8 per cent.

Experts agree and blame it on the continued losses from bad loans. “It’s true that capital ratio of the PSBs is on

the lower side. It reflects poorly on their financial strength. Banks need to be well capitalised to absorb
unforeseen losses, and fund their growth,” sais Karthik Srinivasan, senior vice-president, Icra.
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ALSO READ: Allow private participation in PSBs to resolve NPA crisis: Subramanian

Globally, capitalisation of banks has gone up after the 2008 global financial crisis as banks have raised
additional capital to strengthen their balance sheet.

The tier-1 capital ratio is the ratio of a bank’s core capital — its paid-up equity capital, reserves and surpluses
(retained earnings) to the total risk-weighted assets. It is a key metric of a bank’s financial strength. Higher the
ratio, greater the bank’s ability to absorb losses during periods of economic downturns and debt crisis.

Under the Basel-III norms, the banks in India have to maintain a minimum tier-1 capital ratio of 7 per cent. The
banks are also mandated to have a capital conservation buffer of 2.5 per cent of their risk-weighted assets. In
totality, the banks are required to maintain a minimum capital adequacy ratio of 11.5 percent by the end of
March 2019, including 2 percent in tier-II capital.
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position, with
an average tier-I capital ratio of 14.5 per cent. This was more tha the global average.

“Government-owned banks in India are among the weakest in the world. Vulnerability index for PSBs is high
due to their low capitalisation,” said Dhananjay Sinha, head, research, Emkay Global Financial Services.

He says the PSBs don’t even have enough capital to make fresh lending forcing them to lose market share to
private sector banks and non-banking finance companies. (NBFCs).

Experts say bank recapitalisation by the Centre has been inadequate, given the losses incurred by the banks.
“Almost the entire amount of recapitalisation went towards funding banks’ provisioning for bad loans, and did
not add much to improve their capital base,” added Karthik.

Analysts say the Centre may increase the recapitalisation budget if PSBs have to make fresh lending.
Historically, the PSBs have financed bulk of the corporate projects as private sector banks and NBFCs largely
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operate in the retail lending space.
The newly listed Bandhan Bank tops the capitalisation chart with a ratio of 31.5 per cent at the end of FY 18,
followed by IDFC Bank (18.8 per cent) and Kotak Mahindra Bank at 17.83 per cent, respectively. Lakshmi Vilas
Bank is at the bottom with a ratio of 8.75 per cent.

The analysis is based on the data on 39 listed banks in India, including 21 listed PSBs, excluding Jammu &
Kashmir Bank.
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