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Introduction

Thepolicy of deregulationhasopened up new
vistasfor bankstoaugment revenuesbutit has
entall greater competitionandgreaterrisk. Inorder
toremaincompetitiveinglobaisedbankingen-
vironment, it call sfor new productsparticularly
derivatives, todiversify theproduct-mix, effect
rapid changesinbanking processesand opera-
tion. Thegloba bankingischalengeaswdl asan
opportunityinrespecttotheir globa reach, skills,
technol ogy and products. Theglobalisationcalls
for theparadigm shiftinIndianbanking sector.
Thereisurgent need for thechangesin In-
dian bankinginrespect of thefollowingar-
eas.
»  Adequatecapita for growthandminimiza
tionof systematicRisks
Robust processesand system
Increased competition
Increased presenceof banking
Pointing pressureinunder devel opedareas
Incorporation of worldclasspractices
Obj ectives of Resear ch Paper

ToUnderstandthegovernments
recapitalisation policyfor thelndianbanks

*  Betterunderstandingof Basdl-111 norms
*  Movementof Capita Requirementsand

Triggers

*  ToknowEmergingGlobal Issuesinindian
Banking sector

*  ClobdisationandEmerginglssuesinindian
BankingScenario

*  Globdisationof Indianbankingoperation
withbestworld practices.

»  Recognitionandlnternational statusfor In
dianbanks
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*  Globd mergersandacquigitionsinindian
banking sector
*  Universdisationof Indianbanking
*  Implementationof Basal-111 accord and
worldbankingstandards.
*  Newaccountingstandards
Recapitalization Policy of governmentfor banks
Thegovernmentiscommitted to protect the
financia healthof publicsector banksandfinan-
cid ingtitutions. Theformer financeminister Mr.
Pranab Mukherjee announced an alocation
Rs.15,088 croresfor capitalization of public
sector banks(PSB's), regional rural banksand
other financia institutionsin hisBudget 2012
speech, deliveredinMarch. Thisisnot thefirst
timetax payer money hasbeen set asideto beef
up banks. Ever sincethe country accepted the
Basel normsof capital adequacy successivefi-
nanceministershaveprovidedmoneytocapital -
izebanksintheir budgets. Thetablebel ow shows
all ocation of money by thegovernment of India
towardsrecapitalization duringvariousperiods.

Table. 1IAmount spentonrecapitaizationof banks

Year Amount (crs)
2008-09 1,900
2009-10 1,200
2010-11 20,157
2011-12 6,000
2012-13* 15,888

Total 45,145

(Source: EconomicTimes) * Budget 2012.

In 2010-11, the government set aside
Rs.20, 157 croresto help banksmaintaintheir
tier | capitd at 8%andincreasegovernment equity
insomebanksto 58%. In2009- 10, theamount
waslessthanRs.6,000 crores- but over thefive
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Table.2 Movement of Capital Requirements and Triggers

(Figures represent the minimum regulatory requirements)

Scenario Core Capital Countercyclical | Actual Triggers Triggers
Capital | conservation | Buffer Regulatory
(%) Buffer (%) (%) Core
Capital
(%)
Normal 55 25 9
High credit 55 25 1.0 9 Introduction No
growth countercyclical | restriction
buffer on earning
distribution
Higher credit 55 25 25 9.5 Higher level of | Restriction
growth countercyclical | on earning
buffer distribution
Stress 55 25 15 9 Part release of | Restriction
Situation,higher countercyclical | on earning
credit Growth buffer distribution
continues become
lower
55 25 7 Complete Restriction
release of on earning
countercyclical | distribution
buffer become
higher

year periodto2012-13, thegovernment would
havespent over Rs.45,000 croresonrecapital -
izationof banks.
Thenew global regulatory capital norms
Thenew global regulatory capital normswill
requirebankstoraisemorefunds, whichcould
betoughinthecurrent scenario. Whilethefocus
maly beon capital now.Thetable.2givenbelow
showthemovement of capita requirementsand
triggers. For thebetter understanding of Basel -
[11 normsit need ustoknow thefollowingterms
Corecapital- Equity component of bank's
capital
Counter cyclical buffer- Extracapita tocushion
shocksCapital conservation buffer- capital set
asidefor off balancesheet transactions
Internationa capita Norms- TheBasd-111 norms
requiremorecapital for thebanks.
AccordingtoRBI'sreport on Trendsand Progress
of BankinginIndiafor2011-12, duetoenhance
Basdl- I11 capital ratios, incremental equity re-
quirement of PSBs expected to be Rs 75,000

crores-80,000 croresendof March2018. The
implementationof internationa bankingstandards
were agreed upon by the Basel Committeeon
Banking Supervisioninfinancia year-11,tobe
introducedin2013until 2018.
Consolidation

Consolidational onewill givebanksthemuscle,
size, and scale to act like world class banks.
Consolidation canhel pto'think global and act
local.' Thefinanceminister Mr. Chidambaram
hasemphasi sed that banksmust beopento con-
solidationsothat country hasat | east 2-3 banks
of international size. New businessmodelswill
inevitablyleadtoconsolidationamongtop banks,
still thereremainsenough spacefor local area
banks. Rationalefor consolidationfor:
Toomany bankscompetingforthesameshareof
pielf Indian bankshavetoarriveontheglobal
map, they havedevel opsizefast.
Merged bankingentity will bebetter placedto
meet Basel-111 norms
Helptoinvestintechnol ogy andto penetrateon
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regiona bases.
L ower transacti on cost and economiesof scale
will givebetter returnsbenefittocustomers.
Rural Bankingand SME credit
The RBI has directed the RRBs to open at

|east 25% of thebranchesper year inunbanked
rural tier-5 (with popul ation 5-10thousands) &
tier-6 (popul ationlessthan 5thousand) centres.
Banksaredirectedtodoublerural credit.

Thegovt. isnow expectingthebankstolend
moreto the SME. Theforeign bankslike Citi
bank, Standard Chartered and HSBC has -
ready startedtoimplementthispolicy. Therea
reasonbeingthat India'sbi ggest companieshave
cut their dependenceonbank finance, they use
internal cashor borrowfromgloba bondsinves-
tors. Even private sector banks like ICICI,
HDFCtoohasagriculturel oanexceedingRs.600
crores.
Banksmay becomestock exchangemember

RBIwill now permit SCBs(Scheduled Com-
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mercia Banks) tobecomemember of stock ex-
changemember ontheconditionthat they satisfy
membership norms specified by SEBI and
concered stock exchanges. Themoveisaimed
at enhancingtransparency inthecorporatebond
market.

Introduction of New Cheque

Thenew standardised chequeswithimproved
security featureswill beaugmentedfromcoming
financial year2013-14.

Concluson
»  Growthopportunitiesinfuturewill bedueto
Increased competition.

« Distinctionbetweennew andoldprivate&
publicsector banksforeignbankswill soon
disappear

e Openupmarket& crossinvestmentsand
mergerswill also createnew opportunities.

»  Globa bankingwill becataystfor growthto
come
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