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Slowing economy: RBI target on
Basel ITI bonds seen threatened

Mumbai, Feb 21: Banks in
Indiaare behind schedule on
plans to sell $52 billion in
Basel MT-compliant notes by
2018, as a slowing economy
and default concerns drive
borrowing costs to a seven-
vearhigh.

Lenders have raised the
equivalent of 2020 million
over the past 12 months, ac-
cording to data compiled by
Bloomberg. That compares
with the average $10.4 billion
they must offer annually in
thenextfouryvearstomeetthe
Reserve Bank of India’s tar-
get. Average yields on top-rat-
ed 10-year bonds of Indian
banks rose 65 basis points to
9.57% in 2013, the most since
2006. That compares with
2.54% on financial debt glob-
ally Bankof AmericaMerrill
Lynch indices show

Failure to meet RBI's tar-
get for compliance with the
Basel Committee on Banking
Supervisionwould add tocon-
cerns after Fitch Ratings said
lastmonththatalmost¥11lakh
crore (£16.1 billion) of bank
loans are at risk of turning
bad. Average default risk on
dollar securities of Indian
lenders roses8basispoints in
13asstressed assetsleaptto
10.2% of total lending, the
highestin adecade.

“Banksdon't want to issue

Basel NI securities, which
musthelong-term, asinterest
rates are perceived to be
high,” said Rajesh Mokashi,
deputy managing director at
credit rater CARE Ratings.
“Banks willpacetheissuance
of Basel IIT notes based on
theircapital requirementsto
fund growth in assets.”

The Basel Comm ittee un-
veiled rules in December
2010 aimed at bolstering the
capital of lenders and im-
proving their ability to ab-
sorb losses. The changes
came after the global finan-
cial crisis exposed inade-
quate buffers to balance
sheets. Rules allow RBI to
seekconversionof non-equi-
ty Tier 1and Tier 2capital in-
to shares, or write the debt
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off, should a lender reach a
“point of non-viability™

State-owned United Bank
of India will need to defer
colpon payments on its debt
as losses in the last quarter
may send the lender’s capital
ratios below the regulatory
minimumof 9% accordingto
Fitch Ratings. United Bank
reportedalossof 1,240 crore
in the thrree months ended De-
cember 31 compared with a
net profit of $42.2 crore inthe
sameperiod avear earlier ac-
cording toan exchange filing
on Febiruary 7.

REI estimates banks will
need toraise ¥3.25 lakh crore
of ‘mon-equity” capital by
March 2018 to fully meet the
regulations meant to bolster
their ability to absorb bal-

According to data, in
past 12 months, banks
have raised nearly

$920 million

Fitch said last month that
amountof loans at risk of
turning NPAs stands at

31 lakh crore

RBI estimates that by 2018,
banks will needto raise
‘non-equity’ capital worth

Z3.25 lakh cr

ance sheet shortfalls.

Tier 1 capital consists of
common equity and addition-
al securities that have equity-
like characteristics such as
having no fixed maturity,
while Tier 2 includes debt
with aminimurm maturity of
10years. Claims of holdersof
Tier 1capital such as perpetu-
al securities are lower than
Tier 2 debt in the event thata
bank isliquidated, according
to RBI guidelines.

Financialinstitutionselse-
where that have issued Basel
1T compliant bonds inchide
Barclays Ple, Societe Gen-
erale SA and Banco Bilbao
Vizcayva ArgentariaSA. Ban-
co Santander SA's Mexico
unit sold $1.3 billion of such
securities at a vield of 6.13%

in December, according to a
statement at the time. In In-
dia, therehavebeenonly 280
crore of Tier 1 bond sales un-
der the Basel III repulations
comparedwith 37 250 croreof
Tier 2 capital, according to
Bloomberg data.

“Investors arestillnotpre-
pared to invest in Tier 1capi-
tal and until this changes, it
will be extrermnely difficult to
meet the regulatory capital
needs of the banking indus-
try " said Shameek Ray, Mum-
bai-based head of debtcapital
markets at ICICI Securities
Primary Dealership. “The
market for Basel IIT Tier 2
bonds in India has already
grown faster and will contin-
e tobe much larger than that
for Tier 1 Bonds as local in-
vestar concerns ontheequity-
like features like write down
and conversion are far higher
for Tier 1securities.”

REI gover nor Raghuram
Rajan has raised the bench-
markrepurchaserate75basis
points to 8% since taking
charge in September to curb
mounting consumer costs in
Asia’s third-higgest economy

Yields on five-year rupee
bonds rated AAA by Crisil,
the local unit of Standard &
Poor's, rose 53 basis points in
2013, according to Bloomberg
data. Bioomberg
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