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Banksget 3.7 tnlending
boost with RBI-govttruce

CREDIT POLICY Deferment of capital reserve norms by a year to boost liquidity

Gopika Gopakumar
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MUMBAI: The Reserve Bank of
India (RBI) board’s decision to
extend the timelinefor fullimple-
mentation of Basel 111 rules for
bank capital by a year will free up
as much as 3.7 lakh crore for
potential lending, a person with
direct knowledge of the matter
said on condition of anonymity.

The central bank’s board on
Monday decided that Indian
banks will have tomeet the capi-
tal conservation buffer norms
under Basel III regulations by
March 31, 2020, instead of the ear-
lier deadline of March 2019.

The capitalrequirementsrule
18 designed toensure that banks
build up capital buffers at times
when credit is growing, which
can bedrawndown aslosses are
incurred during a stressed
period. The capital conservation
buffer in the form of common
equity is being uniformly
phased-in over a period of four
years, or 0.625% a year, starting
January 1, 2016.

The government and the RBI
were locked in a bitter public
stand-off on a host of issues,
including a liquidity squeeze in
the banking system. While the
finance ministry holds the view
that thereisashortage of liguid-
ity, the centralbankisofthe view
that thesituationismuch better.

Theissuealsocame up for dis-
cussionduringthe Financial Sta-
bility and Development Council
meetingchaired by finance min-
ister Arun Jaitley. During that
meeting, ministry officials asked
the RBI not to let the liquidity
issuefaced by non-banks get out
of hand, as there was a risk of it
spillingovertoothersectors. RBI
officials, however, said there was
robust credit growth, and it did
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« The decision to extend the
implementation of capital
conservation buffer
will free up as much as
37 trillion for potential
lending

= The extension of deadline
will give the government
breathing space on bank
recapitalization, according to
analysts

= Moody's says the extension
of deadline for the
implementation of Basel |l
norms is credit negative for
state-run banks

= Recast of MSME loans will
have a negative implication
for the credit profile of
banks, says the rating agency

nothaveanydata which suggests
thatnon-bankingfinancial com-
panies (NBFCs) were facing a
liquidity crunch.

A decision on creating a spe-
cialliquidity window for NBFCs
may be taken in the next RBI
board meeting on December 14.
The RBI board also advised the
central bank to let banks recast
loans up to 25 crore given to
micro, small and mediumenter-
prises (MSMES). However, two
contentious issues on the trans-
fer of surplusreserves andrelax-
ing norms for weak banks were
referred to committees.

Madan Sabnavis, chiefecono-
mist at Care Ratings said the
measuresrelatingtoMSMEsand
capitaladequacy will help small
businesses as well as weaker
banks. “The weaker banks will
gain from the capital adequacy
relaxation for sure. In a way,
these twomeasures will also help

the liquidity situation as banks
will be able to lend more while
restructuringstressed loans.”

Moody's Investors Service
said the decision to extend the
timelineforthe fullimplementa-
tion of Basel I1T guidelines by a
year is credit negative for state-
run banks. “It was our expecta-
tion that all public sector banks
would have a core equity tier 1
(CET1)ratioofatleast8% by the
end of March 2019, based on the
government’scommitment that
it would capitalize all these banks
to a level sufficient to meet the
minimum regulatory capital
norms. With theregulatory time-
lines now extended, it may be a
casethatat leastsomeoftherated
publicsector banks' CET1ratios
overthenext12months would be
lower than what we currently
expect,” Srikanth Vadlamani,
VP, financial Institutions group
at Moody'ssaid in the report.



