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1 INTRODUCTION:



"The SBI chairperson has recently conveyed that we need an urgent intervention from the Centre and the
states in short future to pre-empt a surge in banks” bad loans that could severely dent confidence in some
public sector banks."

The NPAs  of  the  Indian banks are pegged at  4.2%aofatotal  loans with public  sector  banks having a
disproportionately  higher  share.  Total stressed  assets  that  comprise  of  gross  NPAs  and  standard
restructured assets are about 11% of total loans extended by the lenders. 

At the same time India's public sector banks (PSBs) are facing challenges in raising capital they need and
in meeting the higher Basel III requirements.

Indian  banks  have  until  March  2018  to  be  fully  compliant  Basel  III  norms.  But  the  weakening
profitability  of  the  PSBs,  in  particular,  is  constraining  their  retained  earnings  (due  to  NPA’s  and
provisioning)  and raising  their  overall  capital  requirement.  This  need  would  increase  further  if  loan
growth in the system were to resume close to 20% year-on-year from the current 14%-15% rate.

Equity market access has proven tough despite steady capital injection from the government. PSBs need
to source approximately INR1.16trn (USD 19bn) from the equity market by 2018, according to recent
official  estimates.  But,  in  contrast  to  their  private-sector  counterparts,  PSB’s  have  proven  far  less
successful in raising equity market capital, Even if the market valuations are deeply discounted. Limited
market access highlights their worsening credit fundamentals, in particular, the continuing pressures that
are  mounting  on  asset  quality  and  earnings. 

Looking for solution to curb these twin problems:

 Ever increasing NPA 
 Capital Requirements for meeting Basel III norms

We are proposing a solution here to give a one point injection of removing NPA from bank’s balance
sheet.  We  will  be  finding  a  correlation  between  NPA percentage  growth  and  share  price  growth
percentage and then we will comment on how effective this solution for the Indian Public sector banks is. 

Keywords: Gross NPA, Net NPA, Provisions, Basel III Norms and Public Sector banks

2 CURRENT SITUATION OF NPA IN PUBLIC SECTOR BANKS:

A NPA (Non-Performing asset) is a loan or an advance where;

• The Interest amount or an installment of the principal remain overdue for a period of

more than 90 days or more in respect of a term loan granted,



• The accountaremains “out of order” in the respect of an overdraft or cash credit

• The bill presented remains overdue for a period of more than 90 days

• The installment or interest remains overdue for two or more crop seasons in case of short

duration crops and for one crop (or more) season in case of long duration crops 

The banking industry is having very high level of non-performing assets (NPAs) to contend with.  High

NPAs tend to raise the cost of banking operations and thereby the spread and the efforts are needed to

bring these down.  However, we need to have a balance between the reduction in NPAs on one hand and

ensuring adequate supply of credit remains in place to the economy on the other.  High pressure on banks

to reduce NPAs will make banks highly selective in the credit disbursal process and consequently, will

result in reduction of the total level of credit as dictated by the growth of deposits. The rate of reduction

of NPAs (non-performing assets) will therefore have to be gradually reduced keeping in mind the growth

and notional lending risks associated with the Indian economy and the pace at which debt recovery and

settlement processes operate.

RBI disclosed that while the amount of bad debts stood at Rs 15,551 crore for the financial year which

ended March 2012, they (bad debts) had shot up thrice to Rs 52,542 crore by the end of March 2015.

While bad loans of public-sector banks (PSB’s) grew at a whopping rate of 4 per cent between 2004 and

2012, in financial years 2013 to 2015, they rose by about 60 per cent. 

Reserve Bank Governor has repeatedly expressed concern over the health of public-sector banks, and

advocated strongly to banks to classify certain stressed assets as NPAs and then make adequate provisions

in order to strengthen their balance sheets.  At the same time they may look at other alternatives like

merger. Public sector banks are sitting on about Rs 7 lakh crore of stressed assets, including NPAs and

restructured loans. He also emphasized that some banks would have to merge to optimize their use of

resources. Gross NPAs of public-sector banks rose to whopping 6.03 per cent as of June 2015, up from

5.20 per cent in March 2015.

2.1 COMPARISON OF NET WORTH VS. BAD ASSETS IN PSB’S:



Source: Annual reports of banks

2.2 COMPARISON OF BAD ASSETS VS. ADVANCES IN PSB’S

Source: Annual reports of banks



2.3 COMPARISON OF GROSS NPA VS. GDP

3 BASEL III IMPLEMENTATION AND ITS EFFECTS ON THE CAPITAL

As per the stringent RBI guidelines about Basel III, Indian banks need to plan their capital requirements

in advance.  If  Indian government  carries  out  its  responsibilities  towards public sector  banks (PSB’s)

properly then not only they (PSB’s) will be able to meet their high capital requirements but will also be

able to strengthen their position among international banks. The Bank for International Settlements (BIS)

has set a deadline for complete implementation of Basel III as 2019 whereas RBI has schedule which

states 2017 as deadline which is highly demanding. According to RBI, the full regulatory requirement of

total capital (tier 1 and tier 2) is 9% which is higher than BIS norm of 8%.

Basel 3 will impact both Indian and western banks differently. In India, banks are raising capital from

different sources to finance their growth whereas their counterparts the western banks are raising capital

in a different manner by shrinking their balance sheets. 

The government last year announced a revamp plan, 'Indradhanush', to infuse Rs 70,000 crore in PSB’s

over four years, while they will have to raise a further Rs 1.1 lakh crore from the markets and other

sources to meet their capital requirements in line with global risk norms Basel III. As per the capital

infusion road map which has been set up, PSU banks will get Rs 25,000 crore this financial year and the

next  fiscal.



3.1 IMPLEMENTATION SCHEDULE FOR BASEL III

Source: RBI

3.2 COMPARISON OF CAPITAL REQUIREMENTS

Source: RBI

3.3 BASEL III IN PUBLIC SECTOR BANKS

Basel III requirements in terms of CAR (Capital Adequacy ratio) are shown below for all the PSB’s. CAR
is the ability of banks to absorb loss, It is also called Capital to Risk (Weighted) Assets Ratio (CRAR).

Banks - Basel III Mar-13 Mar-14 Mar-15
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SBI AND ITS 
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STATE BANK OF INDIA 0.0 0.0 0.0 12.4 9.7 2.7 12.0 9.6 2.4

STATE BANK OF BIKANER &
JAIPUR 0.0 0.0 0.0 11.6 9.0 2.5 11.6 9.0 2.6

STATE BANK OF 
HYDERABAD 11.2 8.8 2.4 12.0 9.3 2.7 11.3 9.2 2.1

STATE BANK OF MYSORE 0.0 0.0 0.0 11.1 8.7 2.4 11.4 8.4 3.1

STATE BANK OF PATIALA 10.4 7.5 2.9 10.4 7.9 2.5 12.1 8.7 3.4

STATE BANK OF 
TRAVANCORE 10.7 7.9 2.9 10.8 8.5 2.3 10.9 8.9 2.0

NATIONALISED BANKS          

ALLAHABAD BANK 0.0 0.0 0.0 10.0 7.5 2.5 10.5 7.7 2.7

ANDHRA BANK 0.0 0.0 0.0 10.8 8.1 2.7 10.6 8.0 2.6

BANK OF BARODA 0.0 0.0 0.0 12.3 9.3 3.0 12.6 9.9 2.7

BANK OF INDIA 0.0 0.0 0.0 10.0 7.2 2.7 10.7 8.2 2.6

BANK OF MAHARASHTRA 0.0 0.0 0.0 10.8 7.4 3.4 11.9 8.8 3.2

BHARATIYA MAHILA BANK 
LTD.   0.0 0.0 0.0 193.1 192.8 0.3

CANARA BANK 0.0 0.0 0.0 10.6 7.7 3.0 10.6 8.0 2.5

CENTRAL BANK OF INDIA 0.0 0.0 0.0 9.9 7.4 2.5 10.9 8.1 2.9

CORPORATION BANK 0.0 0.0 0.0 11.7 8.1 3.5 11.1 8.1 3.0

DENA BANK 0.0 0.0 0.0 11.1 7.4 3.7 10.9 7.7 3.3

IDBI BANK LIMITED 0.0 0.0 0.0 11.7 7.8 3.9 11.8 8.2 3.6

INDIAN BANK 0.0 0.0 0.0 12.6 10.2 2.4 12.9 10.6 2.3

INDIAN OVERSEAS BANK 0.0 0.0 0.0 10.8 7.5 3.3 10.1 7.3 2.8

ORIENTAL BANK OF 
COMMERCE 0.0 0.0 0.0 11.0 8.9 2.2 11.4 8.7 2.7

PUNJAB AND SIND BANK 0.0 0.0 0.0 11.0 7.6 3.4 11.2 8.5 2.8



PUNJAB NATIONAL BANK 0.0 0.0 0.0 11.5 8.9 2.7 12.2 9.3 2.9

SYNDICATE BANK 0.0 0.0 0.0 11.4 8.7 2.7 10.5 7.8 2.7

UCO BANK 0.0 0.0 0.0 12.7 8.7 4.0 12.2 9.1 3.1

UNION BANK OF INDIA 0.0 0.0 0.0 10.8 7.5 3.3 10.2 7.5 2.7

UNITED BANK OF INDIA 0.0 0.0 0.0 9.8 6.5 3.3 10.6 7.5 3.1

VIJAYA BANK 0.0 0.0 0.0 10.6 8.1 2.4 11.4 8.2 3.2

Source: RBI

3.4 BUDGETED FIGURE FOR THE REQUIREMENT OF CAPITAL

To provide greater autonomy to public sector banks (PSB’s), Finance Minister himself has said that the
lenders would require Rs 2.40 lakh crore capital by the end of year 2018 to meet Basel III norms and
there is additional need of additional resources. A large part of this needed fund would be raised through
public offers that will be made to retail customers. To enhance the capital, in the interim budget it has
been announced to infusion of Rs 11,200 crore in public sector banks (PSB’s).

The Financial Stability Board (FSB) has issued the final draft on Total Loss-Absorbing Capacity (TLAC)
standard specially for global systemically important banks (G-SIBs) dated November 9, 2015 as part of
its reforms agenda set up to deal with ‘too-big-to-fail’ for  banks.  The standard has been designed to
ensure that the G-SIBs would have sufficient loss-absorbing and recapitalization capacity. 

4 CHALLENGES FACED BY PUBLIC SECTOR BANKS (PSBS) TO RAISE CAPITAL

 Timing to approach capital markets is very important. Therefore, the bank has to do planning in
advance if they want to raise capital in a time bound manner and at a proper price. Unfavourable
markets may result in issuing shares at a higher discount to market price and giving more equity
shares, thereby causing dilution of shareholding and reducing earnings per share (EPS). Banks
may get impacted by higher costs of capital and lower returns, which will make it difficult to
attract and retain investors.

 Capital  raising efforts  done by PSBs other than the capital  infusion by the government,  face
challenges because of they have relatively low equity valuations compared to their private sector
peers. A deteriorating asset quality and a low price to earnings (PE) ratio of the public sector
lenders will be additional obstacle for them in raising money. The previous Financial Stability
Reports had raised issues about the low valuation of PSBs, despite implicit  backing from the
government.

 The implicit sovereign guarantee cannot be treated in direct manner because if the value of a firm
will fall below the face value of debt, then it is assumed that the compensation given to debtors is
made up by the sovereign, but no compensation will be given to equity investors. Hence, the



fortunes of the equity investors are unaffected even by an implicit sovereign guarantee of debt.
The improvement in the valuations can only be made from commensurate improvements in asset
quality, governance structures and operational efficiency.

 Government  has  allowed PSBs to raise  up  to  Rs  1.60 lakh  crores  from markets  by diluting
government holding stake to 52 per cent in phases so as to align with Basel III capital adequacy
norms. All the PSBs need Rs 2.4 lakh crores in equity by FY 2018 to meet Basel-III requirements
on capital adequacy. Ministry of Finance has sanctioned only Rs 11,200 crores. Further, it has
asked lenders to consider other options for meeting their requirements.

 Government has emphasized on allocating budgetary resources to social service sectors such as
health and education.  The prime factor for the decreasing role of the Government has been the
dissatisfaction with the performance of banks.

5 RESEARCH METHODOLOGY

Research design which is used in this study is descriptive research because it deals with statistical tests,
regression analysis and correlation analysis to prove our objectives in 3 stages, funneled to reach main
objective as follows:

Firstly we have shown by regression and correlation that the variable 1 which is “increase in share price”
and variable 2  “increase in net NPA” have been correlated negatively(inversely).

Then we have adopted analysis regarding how much the govt. equity will improve if we wipe out the
existing Net NPA’s from the bank’s balance sheet.

6 REGRESSION ANALYSIS BETWEEN GROSS NPA % & CLOSING SHARE PRICE:

We will be illustrating regression model and correlations for few PSB’s, where we show the regression
model and negative correlation between the variables: percentage increase in share price and percentage
increase in Net NPA. 
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Similar  analysis  was  done  for  all  PSB’s  and for  15  PSB’s  the  correlation  coefficient  was  negative,
illustrated below:

For 15 Banks the correlation between the percentage increase in share price and percentage increase in net
npa is negative. This proves significantly that the growth in share price and growth in net NPA has a
negative correlation. With Punjab and Sindh bank topping the chart. This substantiates the fact that if we
write off NPA's from the books of the PSB's then there will be significant appreciation in their share price
and hence the market capitalization.

PSU bank's Share price Growth% and Net NPA growth %

S No. Name Of Bank R square Correlation

1 Punjab & Sindh Bank 0.524008434 -0.723884268



2 united bank I 0.445918071 -0.667770972

3 IOB Bank 0.375247253 -0.612574284

4 Dena Bank 0.229641722 -0.479209476

5 Vijaya Bank 0.210292269 -0.45857635

6 SBT 0.199024762 -0.446121914

7 Bank of Baroda 0.171646539 -0.414302472

8 Allahbad Bank 0.117249388 -0.34241698

9 St Bk of India 0.050321608 -0.224324782

10 UCO bank 0.043853141 -0.209411415

11 Corporation Bank 0.006085576 -0.078010103

12 Andhra Bank 0.005905871 -0.076849664

13 Central Bank 0.003851287 -0.062058737

14 J&K bank 0.000723446 -0.026896956

15 Bank of Maharashtra 8.91494E-05 -0.009441897

6.1 IMPROVEMENT IN GOVT. STAKE IN PSB’S AFTER WRITING-OFF NPA

Name of the Bank Govt. 
holding (%)

Govt. Holding Improvement after 
writing-off NPA

Allahabad bank 60.83 7690.1286 9665.05156
Andhra bank 61.0183 6140.271529 6494.179882
Bank of Baroda 57.53 22916.5002 30037.27222
Bank of India 64.43 20260.6578 18690.26485
bank of Maharashtra 79.8 6437.466 6483.052418
Canara bank 69.91 22272.6269 21395.07009
central bank of India 81.46 14219.6576 14881.4981
Corporation bank 63.33 6638.8839 7027.308911
Dena bank 59.75 4444.8025 6042.296107
IDBI 76.5 18600.975 16863.62326
Indian Overseas bank 73.8 11542.32 16845.2163
oriental bank of commerce 59.13 8146.9314 8026.053721
Punjab & Sind bank 79.62 4454.739 6873.275611
Punjab National Bank 59.86 23392.0908 22555.15492
State bank of India 58.6 75264.082 87926.78106



Syndicate Bank 69.24 9041.3592 7915.468069
Uco Bank 72.83 9138.7084 10574.02079
Union Bank of India 60.47 11948.872 11207.20294
United bank of India 82 4778.14 7171.167393
Vijaya bank 74.06 4561.3554 6130.152683

Data as on 31.05.2016
75% factor is taken to calculate improve in govt. holding, being conservative
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7 EASE IN COMPARISON IN PSB BANKS AND GETTING ACTUAL PICTURE OF NPA’S

In all the PSB’s the exact NPA isn’t known. So as we implement this solution, we will be able to fulfill 
following benefits:

1. The banks will disclose all true NPA’s, so we will get to know exact figure of the NPA’s and we 
can address the issue.

2. Banks are not able to lend as capital has been wiped out and lending is restricted to maintain the 
capital adequacy.



3. We can compare actual condition of banks after writing off NPA’s or transferring all NPA’s to 
centralized ARC, thus cleaning the balance sheets of banks, their actual condition will be clear 
and we can compare  performances in a real manner.

One more recommendation is that in future there will not be any NPA, banks will have to write off full 
loan from profits if it goes bad (we will eliminate provisioning), so that they may act carefully in risk 
assessment and lending.

8 BANKING INVESTMENT COMPANY (BIC) ACTING AS A CENTRAL ARC

Countries like Singapore,  UK and Belgium, have set  up investment companies to hold the equity in
banks. This resulted in operational distance between the governments from the banks, discouraging direct
intervention and suasion, helping to align the governments' role as that of the principal shareholder in the
banks which resulted to an enhanced focus on financial returns.

India should aspire to this model, vigilance which is the main criteria is needed to ensure that such a
Banking Investment Company (BIC) is not just a bureaucratic layer in a varied style of the Government's
control  of  its  public  banks.  It  also depends on how the BIC board is  constituted;  its  autonomy and
empowerment conferred on it by the Government plays a crucial role. A professional banker or a private
equity investment professional is desirable to be CEO of BIC he should also possess a vast experience of
working in financial environments where return on investment is the yardstick of performance, and he/she
should be appointed through a search process. 

Though Banking Investment Company (BIC) can be constituted as a core investment company under RBI
registration and regulation, its business would make it resemble a passive sovereign wealth fund. The
non-executive Chairman of BIC would be nominated by the Government, all the other directors is to be
independent and expected to bring in the requisite banking or investment skills.

“The vested powers of Government in relation to the governance of banks should also be transferred to
BIC”. The first phase of PSB reform, until a BIC becomes operational, bank board’s bureau (BBB) which
comprise of ex- senior bankers should advise on all board appointments, viz. appointment of chairmen
and executive directors.

BIC can act as a centralized ARC and can absorb entire NPA from all PSB’s and clean their balance
sheets,thus aided by bankruptcy code it will help in achieving following objectives:

1. Increase in recovery rate (higher proportionate recovery from the bad debts).
2. Decrease in recovery period
3. Increase in overall ranking, time taken to wind-up a business and recovery of debts

The present position of India is illustrated below:



Source: Human development index report, 2015

9 DOUBLE EDGED SWORD – RAISING CAPITAL THROUGH PUBLIC ISSUE

Multiple options available to meet the challenges of mobilization of additional capital are through public
issues: 

i. Divestment of Government’s shares in PSBs. Present level of government shareholding in Public sector
banks ranges from 58 per cent to 89 per cent, there is enough ground for raising equity from the market
without even diluting the public sector character; 

ii. PSBs may issue non-voting equity shares to the public, thus while the Government can hold less than
51 per cent of the total equity shares, government still maintaining at least 51 per cent voting rights; 

iii.  Similarly,  the  second  option  of  issuance  of  differential  voting  equity  could  also  be  considered.
Issuances like these will allow the Government to maintain their voting rights at the desired level though
there resulting to a dilution in the economic interest, i.e., in terms of dividend income to the Government; 

iv. By amending the respective statutes governing PSBs, the Government’s stake in PSBs can be diluted
below Fifty One per cent in conjunction with certain protective rights given to the Government; 

v. In this conjunction, the proposals by the Committee to Review Governance of Boards of Banks in India
(Nayak Committee) to transfer the share of the Government in PSBs to an investment company viz., Bank
Investment Company (BIC), will reduce Government stakes in PSBs to less than 50 percent and provide
much required autonomy and professionalism which is need of the hour to PSBs and thus will improve
returns on equity resulting in attracting more capital from the market. 

10 ECONOMIC BENEFITS 

10.1 BENEFITS FOR BANKS

• Concentrating towards core competencies

• Higher leverage opportunity

• Increase in their equity price resulting to an easier access to capital markets(FPO)

• Seamless alignment towards capital requirements as per Basel III standards



10.2 BENEFITS FOR GOVERNMENT

• It will boost financial position of economy which attract more investments.

• Improvement in credit  ratings which will  enable loans at lower interest  rate and also attracts
FDI’s

• Availability of  finance at  reasonable  (lower)  interest  rate  to  manufacturing sector  which will
boost “Make-in-India” initiative. 

10.3 BENEFITS FOR ECONOMY

Following are the  Economic Benefits, by Government allocating capital to Social Service Sectors like
Health, Sanitation, Housing and Education rather than to corporate:

 Educated children and youth increases the demographic dividend of the country

 A high level of inequality in development of industrial and social sector, with the rich and the
poor difference can be reduced.[ CITATION Ins15 \l 1033  ]

  The negative externalities that  have increased with the rising pollution and resulting disease
spread; leading to an increased cost of living can be reduced.

  The delays  in  implementation of  schemes like  Swachh Bharat  Abhiyan and irregular  salary
received in MGNREGA scheme can be significantly lowered, leading to an increase in faith on
the government.

 Attention towards issues related to children will lower child mortality and malnutrition rates.

India is ranked 130 among 188 countries in 2014 in [ CITATION Uni15 \l 1033  ]. India moved up by five
places to the 130th rank in the latest UNDP report on account of rise in life expectancy and per capita
income. This ranking can be further improved by Govt. focusing on Social Service Sectors.

11 LIMITATIONS OF STUDY

Some of the limitations faced during this study are:

1. Data collected is for 26 Public sector banks in India.

2. Data is analyzed since 2005-2006 up to 2014-2015(last 10 years).

3. The study covers only one aspect that is comparison of trend and amount of NPA in different
public sector banks. 

4. Convenience method of sampling has been used so all the units in the universe (all public sector
banks) did not have the equal chances of selection.

5. Correlation and regression analysis is used.

6. To calculate government appreciation in stake 75% factor is used as a conservative approach.



12 CONCLUSION

The NPAs have created a big problem for the public sector banks in India. Rising NPA’s not only impacts
Banks but also cripple the economy. The money locked up in NPAs has a direct impact on profitability of
the bank as Indian banks are highly dependent on income from interest on funds they lend, also they have
to do provisioning for the same. This study shows that extent of NPA is comparatively very high in public
sectors banks and percentage growth in NPA results  in decrease in share price growth of the banks.
Although various steps have been taken by government to reduce the NPAs but still a lot needs to be done
to curb this problem. The NPAs level of our banks is still high as compared to the foreign banks. It is not
at all  possible to have zero NPAs. The bank management should speed up the recovery process. The
problem of recovery is not with small borrowers but with large borrowers and a strict policy should be
followed for solving this problem. 

The government should also make more provisions for faster settlement of pending cases and also it
should reduce the mandatory lending to priority sector as this is the major problem creating area. So the
problem of NPA needs lots of serious efforts otherwise NPAs will keep killing the profitability of banks
which is not good for the growing Indian economy at all. We have recommended writing off NPA’s from
banks balance sheet in a single go and transferring the same to the centralized ARC under governments
control, this will help in appreciating the share price and thus governments stake in the banks so this will
reduce the burden of Basel III infusion that government has to do in the banks, also when bank’s credit
rating will go up due to less or no NPA’s, Banks can raise capital at a cheaper cost from public or other
sources. The NPA’s will  be transferred to centralized ARC under BIC(Banking Investment Company)
which will speed up the recovery process being a statutory body.
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