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1. Introduction

Capital adequacy ratio is the measure of the amount of a
bank’s capital expressed as a percentage of its risk weighted
credit exposures. Applying least capital adequacy ratios serves
to safeguard depositors and promote the stability and effi-
ciency of the financial system. The third installment of
the Basel Accords Basel Il was developed in response to the
deficiencies in financial regulation revealed by the late-2000s
financial crisis. Reserve Bank of India has fixed a deadline of
March 2018 for Indian banks to complete their conforma-
tion to the Basel-lll norms. This paper is divided into three
phases. The first phase tells about the sample banks taken for
analysis. The second phase is testing the significance of Tier
1 and Tier 2 Capital and the last phase has the conclusion of
how these banks can achieve the Basel Ill norms.

1.1 Capital Adequacy Ratio

Capital Adequacy Ratios are a degree of the volume of a
bank’s capital in relation to the volume of its credit exposures.
These ratios are generally expressed as percentage. Capital
Adequacy ratio is a measure of a bank’s capital. It is expressed
as a percentage of a bank’s risk weighted credit exposures.

Tier One Capital+ Tier Two Capital

CAR =
Risk Weighted Assets

Also known as “Capital to Risk Weighted Assets Ratio
(CRAR).”

This ratio is used to safeguard depositors and encourage the
steadiness and competence of financial systems worldwide.
The reason for having minimum capital adequacy ratios is to
make sure that banks can bare a certain level of losses before
it becomes insolvent, and before depositors funds are lost.

1.2 Two types of capital are measured:

Tier | capital, that absorbs losses without a bank being re-
quired to cease trading, and Tier Il capital, that absorbs losses
at the time of winding-up and thus provides a lesser amount
of protection to depositors.

1.2.1 Tier | capital

Tier | Capital is the core measure of a bank’s financial
strength from a regulator’s point of view. It includes core
capital, that mainly consists of disclosed reserves (or retained
earnings) and common stock, and it may also include non-re-
deemable non-cumulative preferred stock. The Basel Commit-
tee noticed that banks have used innovative instruments over
the years to create Tier | capital; these are subject to tough
situations and are limited to a maximum of 15% of total Tier
| capital.

There are two different conventions for calculating and
quoting the Tier 1 capital ratio:

- Tier | common capital ratio and
- Tier | total capital ratio

1.2.2 Tier Il Capital

Tier Il Capital, or Supplementary Capital, includes numerous
important and legitimate constituents of a bank’s capital base.
These forms of banking capital were largely standardized in
the Basel | accord but left untouched by the Basel Il accord.
National regulators of most countries have applied these
standards in local legislation. While calculating regulatory capi-
tal, Tier Il is limited to 100% of Tier Il capital.

Undisclosed Reserves

Undisclosed reserves are uncommon. However these are rec-
ognized by some regulators where a bank has made a prof-
it but this has not appeared in normal retained profits or in
general reserves of the bank. They must be accepted
by the bank’s supervisory authorities. Many countries have not
accepted this as an accounting concept or a legitimate form
of capital.

Revaluation Reserves

A revaluation reserve is one which is created when
a company’s has been asset revalued and a rise in val-
ue is brought to account. For example, where a bank has the
land and building of its head-offices and bought them for
$100 a century ago. A current revaluation shows a huge rise
in price. This rise would be added to a revaluation reserve

General Provisions

A general provision is made against losses that has not yet
discovered. They are qualified for addition in Tier 2 capital as
long as they are not made against a known fall in value. They
are limited to

e 1.25% of RWA (Risk-weighted assets) for banks using
the standardized approach.

e 0.6% of credit risk-weighted assets for banks using the
IRB Approach.

Hybrid Instruments

Hybrids are instruments that have certain features of both
debt and equity. Provided these are close to equity in na-
ture, in that they are able to take losses on the face val-
ue without triggering a liquidation of the bank, they may be
counted as capital. Perpetual preferred stocks that carry a cu-
mulative fixed charge are hybrid instruments. Cumulative per-
petual preferred stocks are not included in Tier I.

Subordinated Term Debt

Subordinated debt is debt which ranks lower than ordinary
depositors of the bank. In calculation of this form of capital
only those with a minimum original term to maturity of five
years can be included.

2. Basel Norms

The “Basel Committee”, established in 1974 (centered in the
Bank for International Settlements), represents financial su-
pervisory authorities and central banks of the leading indus-
trialized countries (the G10 countries). The committee ensures
effective supervision of banks by setting and promoting inter-
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national standards on a global basis. Its principal interest is in
the area of capital adequacy ratios.

2.1 Basel |

Basel | is the round of deliberations by central bankers from
around the world, and in 1988, the Basel Committee on
Banking Supervision (BCBS) in Basel, Switzerland, published
a set of minimum capital requirements for banks. This is also
known as the 1988 Basel Accord, and was enforced by law
in the Group of Ten (G-10) countries in 1992. Basel | is now
widely viewed as outmoded. Indeed, the world has changed
as financial conglomerates, financial innovation and risk man-
agement have developed.

2.2 Basel Il

Basel Il is the second of the Basel Accords, which are recom-
mendations on banking laws and regulations issued by the Ba-
sel Committee on Banking Supervision.

Basel Il, initially published in June 2004, was intended to cre-
ate an international standard for banking regulators to control
how much capital banks need to put aside to guard against
the types of financial and operational risks banks (and the
whole economy) face. One focus was to maintain sufficient
consistency of regulations so that this does not become a
source of competitive inequality amongst internationally ac-
tive banks. Advocates of Basel Il believed that such an inter-
national standard could help protect the international financial
system from the types of problems that might arise should a
major bank or a series of banks collapse. In theory, Basel Il at-
tempted to accomplish this by setting up risk and capital man-
agement requirements designed to ensure that a bank has ad-
equate capital for the risk the bank exposes itself to through
its lending and investment practices. Generally speaking, these
rules mean that the greater risk to which the bank is exposed,
the greater the amount of capital the bank needs to hold to
safeguard its solvency and overall economic stability.

2.3 Basel lll

Basel Il was released in December 2010, which is the third
in the chain of Basel Accords that deals with the risk manage-
ment aspect of the banking sector. It is the global regulatory
standard on bank capital adequacy, stress testing and market
liquidity risk. Basel lll is a complete set of reform methods,
developed by the Basel Committee on Banking Supervision, to
toughen the regulation, direction and risk management of the
banking sector.

2.3.1 Basel lll Aims:

e To develop the banking sector’s ability to engross
shocks that arises from financial and economic stress.

e To develop risk management and governance.

e To toughen banks’ transparency and disclosures.

Therefore Basel Il guidelines aim at improving the capacity
of banks to withstand the periods of economic and financial
stress in the banking sector.

Implementation of Basel Il by Indian banks as per the
RBI guidelines will be a challenging task. It is said that Indian
banks are required to raise Rs.6, 00,000 crores in external cap-
ital in next nine years.

2.3.2 Three Pillars of Basel Il Norms and Comparison with
Basel Il Norms

The Basel Il structure enriches bank-specific measures
and includes Macro-prudential regulations to help create a
more stable banking sector. The basic structure of Basel Il re-
mains unchanged with three mutually reinforcing pillars.

Pillar 1: Minimum Regulatory Capital Requirements
based on Risk Weighted Assets (RWAs): Maintaining cap-
ital calculated through credit, market and operational risk ar-
eas.

Pillar 2: Supervisory Review Process: Regulating tools and

frameworks for dealing with peripheral risks that banks face.

Pillar 3: Market Discipline: Increasing the disclosures that
banks must provide to increase the transparency of banks

2.3.3 Major Components of Basel lll

(a) Better Capital Quality:.

(b) Capital Conservation Buffer:

(c) Countercyclical Buffer:

(d) Minimum Common Equity and Tier 1 Capital Require-
ments:

(e) Leverage Ratio:

(f) Liquidity Ratios:

(g) Systemically Important Financial Institutions (SIFl):

3. Literature Review

Abstracts:

1. Basel Norms, Indian Banking Sector and Impact on
Credit to SMEs and the Poor

The present paper is an attempt to review the impact of Basel
I and Il norms, dealing with international bank regulation in
terms of capital adequacy and supervision, on credit flows to
the SMEs and the poor in India. (Ghosh, 2005)

2. Global Administrative Law: The View from Basel

International law-making by sub-national actors and regulato-
ry networks of bureaucrats has come under attack
as lacking in accountability and legitimacy. Global administra-
tive law is emerging as an approach to understanding what
international organizations and national governments do, or
ought to do, to respond to the perceived democracy deficit
in international law-making. This article examines the Basel
Committee on Banking Supervision, a club of central bankers
who meet to develop international banking capital standards
and to develop supervisory guidance. The Basel Committee
embodies many of the attributes that critics of international
law-making lament. A closer examination, however, reveals
a structure of global administrative law inherent in the Basel
process that could be a model for international law- making
with greater accountability and legitimacy. (Miller, 2006)

3. Basel Il Norms: Emerging Market Perspective with Indi-
an Focus

Instead of perceiving it as a global initiative, the Indian bank-
ing sector needs to look at Basel Il as an opportunity to keep
its own house in order. It is a necessary framework to improve
the stability and resilience of our rapidly evolving banking in-
dustry, currently at a critical phase in its expansion. Howev-
er, it is unfortunate that the current Basel proposals do not
explicitly incorporate the mutual benefits of international di-
versification for advanced as well as developing countries.
There is also a fear that too much regulation under Basel Il
will adversely affect the risk appetite of Indian banks and their
lending to credit- starved sectors. It will be a major challenge
for the RBI to maintain a healthy credit momentum amid this
tighter risk-sensitive framework. (Nitsure, 2005)

4. Understanding Basel Norms

This article explains the Basel | and Il frameworks in banking
and discusses developing countries’ perspectives on these
norms. (Sarma, 2007)

5. The Journey from Basel | to Basel Ill and Implications
for Indian Banks

The Bank for International Settlements has devised the Basel
norms in an attempt to set international norms for risk man-
agement in banks. While Basel | played a major role in creat-
ing awareness of the importance of capital in managing bank-
ing risk, Basel Il emphasized the forms of capital recognized in
capital adequacy measures. The Basel Il norms have emerged
against the background of the global banking crisis of 2007.
Basel Ill primarily aims to boost banks’ capital, get banks to
move away from short-term funding, improve risk manage-
ment and governance, and strengthen banks’ transparency
and disclosures. As Indian banks make the transition to Basel
Ill, they will face the challenge of meeting the credit needs of
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a growing economy, as also the needs of socially responsible
banking, while adjusting to a more stringent regulatory re-
gime in terms of raising more and better quality capital, great-
er provisioning and upgrading their risk management systems.
(Prita, 2013)

6. Will Basel Il Norms Slow Financial Inclusion?

The Basel Il norms, which will cover all banks by March 2009,
will introduce tightly controlled and comprehensive coverage
of risks that could militate against financial inclusion. The
norms may not per se be against the spread of bank lending
to those who are now excluded, but with the inherent bias-
es in the functioning of the banking system, banks will seek
cover under the norms to half-heartedly move towards inclu-
sion. With serious inter-regional, inter-class and inter-sectoral
disparities in banking services in India, the approach should be
based on a calibrated balancing of prudential norms and the
provision of genuinely inclusive as well as regionally and func-
tionally well-spread services. (Foundation, 2007)

7. Basel- lll-The Panacea for Global Crisis

Capital Adequacy Ratio, ever since its introduction in 1988,
has become an important benchmark to assess the financial
strength and soundness of banks. The Basel-lll framework is
aimed at increasing the resilience of the global banking sys-
tem by enhancing the quality, quantity of bank capital, pro-
viding a check on leverage and introducing capital buffers
above the minimum requirements to provide a cushion during
adverse financial conditions. Basel Il Implementation will be
a daunting task not only for the banks but also for Govt. as
Public Sector Banks are likely to seek a capital injection from
the government. In the Indian context, majority of the banks
have been able to comply with Basel-Il norm of CAR, though
Public Sector Banks lag behind. The paper attempts to study
the position of Indian banks with respect to capital adequa-
cy and analyze the transition from Basel Il to Basel Ill norms.
(Kaur, 2012)

4. Objective

There has been an attempt made:

e To study the concepts of Basel Norms.

e To know the Concept of Capital Adequacy Ratio.

e To find the relationship between Tier | and Tier Il Capital.
e To suggest how banks can achieve Basel Ill Norms.

4.1 Scope of the Study

Scope of the study is to understand the concepts of Ba-
sel Norms and how the banks can achieve Basel Il within
2018. A sample of 36 banks which includes both public and
private sector banks in India is taken and their Tier | capital
and Tier Il capital is taken for Co-integration tests and Unit
Root Test.

S.NO NAME OF THE BANKS

1. STATE BANK OF INDIA

2. STATE BANK OF BIKANER & JAIPUR
3. STATE BANK OF HYDERABAD
4. STATE BANK OF MYSORE

5. STATE BANK OF PATIALA

6. STATE BANK OF TRAVANCORE
7. ANDHRA BANK

8. BANK OF BARODA

9. BANK OF INDIA

10. BANK OF MAHARASHTRA

11. CENTRAL BANK OF INDIA

12. CORPORATION BANK

13. INDIAN BANK

14. INDIAN OVERSEAS BANK

15. ORIENTAL BANK OF COMMERCE
16. PUNJAB & SIND BANK

17. PUNJAB NATIONAL BANK

18. SYNDICATE BANK

19. UNITED BANK OF INDIA

20. UCO BANK

21. VIJAYA BANK

22. IDBI BANK LTD.

23. CITY UNION BANK

24. DHANLAXMI BANK

25. FEDERAL BANK

26. JAMMU & KASHMIR BANK

27. LAKSHMI VILAS BANK

28. NAINITAL BANK

29. RATNAKAR BANK

30. SBI COMMERCIAL & INTERNATIONAL BANK
31. SOUTH INDIAN BANK

32. TAMILNAD MERCANTILE BANK
33. HDFC BANK

34. ICICI BANK

35. INDUSIND BANK

36. KOTAK MAHINDRA BANK

Secondary data
All the data used in this research is secondary data that is col-
lected from websites, magazines, journals and books.

BANK-WISE CAPITAL ADEQUACY RATIO OF SCHEDULED COMMERCIAL BANKS (2010-2011)
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5.2 INTERPRETATION OF JOHANSEN TEST:
There are two types of Johansen test, either with trace or
with eigenvalue, and the inferences might be a little bit dif-
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ferent. The null hypothesis for the trace test is the number of
cointegration vectors r < ?, the null hypothesis for the eigen-
value testis r="7?

e In test 1 with series 04 and series 07, at the assumed
level of LOS @ 0.05, we have to reject the hypothesis
(H°), because 22.69 >15.50 and 8.52 > 3.84, and thus
for this trace test there does exist cointegrating equation
amongst the series chosen. For that of the eigenvalue
test, we once again reject the hypothesis, because 8.52
> 3.84, but there is an acceptance of the hypothesis at
14.16 < 14.26, which hence leads to the result of no
cointegraton at the taken LOS.

e Now in test 2, taking series 04 along with series 10 at
LOS @ 5%, we notice an existence of the cointegrating
equations, with trace test being proved with by 21.47 >
15.50, and 5.70 > 3.84, and the ultimate rejection of the
hypothesis. Here the eigenvalue test too indicate a sub-
sistence of the cointegrating equations, by the rejection
of hypothesis, as supported by 15.77 > 14.27, and 5.70
> 3.84.

e Moving on to test 3, analysis of series 07 and series 13,
we notice that theses series does have cointegrating
equations, with:

. trace test having rejection of hypothesis @ 5% LOS,
(20.45 > 15.50)
. eigenvalues test having rejection of hypothesis @

5% LOS (4.92 > 3.84)

e The final test 4, analysis is that of series 70 and series 13,
whereby we acquire cointegrating equations, at a level
of significance as 0.05. The trace test allows a rejection
the hypothesis (26.13 > 5.50 and 6.18 > 3.84) and the
eigenvalue test too display the similar mannerism with
19.95 > 4.27 and 6.18 > 3.84, proving the clear rejec-
tion of hypothesis (H®).

5.3 Unit Root Test
Augrasibed Dickoy-Fuller Unt Rost Test on DISERIESNZ)
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Matho): Loast
Dhati; D213 Timac 21:38
Samplo (acusied); 4 36
Included chesrvations: 33 afier n-dlu:lmﬂnts
s o mran|
Wanable Coofticsent  Sid. err 1-Siatistic Prob. |
DfSEmEm-Hl = ABRE38 0.252‘2,58 -5.8933023 00000 |
D{SERIESOR(-1).2] (387101 0174735 2215872 O34
c O 2BOTT2 0.940708  0.295841 076495 |
. i x ; .
R-mquiarasd DEEN0TY  Maan dependant ver 0. 180608 |

Adjusted R-squaned 0.572348 5.0 depandent var B.33G1T4
S.E. of regrossion B.453405 Akmlke info orifesion [ ELLIEE
Sum squasrad resid 052 188G Schwans cribenon B ASEE
Loy likaifwad -101. 2283  F-stalistic Z2.41388
Brarbin-Wason stal 233328 Prob{F-ulaimitic) 0, 00000 |

Augmented Dickey-Fuller Unit Root Test on DYSERIES03)

Muill Hypaltiosisa: DISERIESD3) ban i wan ioal
Exogencus. Consiont
Lag Lengthc O (Automatic based on SI1C, MAXLAG=R)

I-S4atishc Frob,"
Augmonted Dickey-Fuller test stalistic 1181300 00008

Test crilicel volses: 1% level -3 B30407
5% loval -2 951125
109 bl 2 14300

W Kindon {1808} eoa-sided p-vabias

Aupmented Dickey-Fuller Test Equation
Dapendent Vadable: DISERIESO3.2)
Mathad: Least Squanes

Diaber: 021813 Timee: 2741

Sampla {adjusiod): 3 36

Indutad chearyalions: 34 alter piusimants

i
| Wariable Coefficient St Error 1-StMintic Prob,

Warabie Coalficlent  Swd. Eror -Siatistic Prob,
|
[KSERIESDA[-14) =1 830718 0140422 -11 81304 0.0000 |
C 0018355 0.267358 0072304 00427 |

R-gyumot LAAZES  Madn depancent var -B.0RTR4T |
Adjusiod B squnnsd DHO22Er 50 dopendenl var 3 paBaT |
S.E. of reglassion 1.558574  Akalke o criterion 3 TRI44Z |
Sum squared resid TT.7A208  Schwarr criterion LATI22A |
Lo likalihooa -62.30151  F-stalistic 134.8620

Drurbsin-Watson stal 2083008  ProfyF-slatetic) LLRE LU

Augmanted Dickey-Fuller Linit Root Test on DISERIESDL)

Mull Hypolhesis: DISERIESOL) has a unil rool
Exoponous: Constant
| Lag Lenglh: 1 (Automatic based on S50, MAXLAG=8)

( 1-Siatistic  Prob*

|| Augmansed Dickay-Fullar tast satistic -6 B2245T 00000
Tarsl critical walses 1% lovd -3.646342
B9l -2 854021
10% leval -2 B1581T

1k
“MacKinnon { 1896) one-sided p-vahues

Augmanted Dickay-Fuller Test Equation
| Dependen Varkable: DiSERIES0E,2)
Mathod! Least Squares
Dade: 021813 Time; 2142
Sample (mdpsted): 4 38
Included ohaarvations: 33 after adjustmants

DSERIESOL(-1)) -1 866540 Q23850 BHZ245T (OO0
D{SERIESD{-1},2) 0483082 0185840 2811253 00067
c IZI 23'-}?31 ﬂ' B&Bﬂﬁ& D EEE?AD 0.TTe3

IH-:ammr\od DB‘!-1B-1-I! Mumdnp-nndurﬂ\rm Dﬂﬁ?z?:l

| Actjusted R-squared 0607412 S0 dependent var TBSTTIR
| 5.E. of regression 4798100  Akadke info cribenon . 0500
Bum squared roskd BO0.G528  Schwsers criterion & 150871
L kelihood -O7.00361  F-stelistic 2575514
| Ensrbin-\Watson stal 2301823 Prob{F-statatic) £ D000

Pusgerinnind Dichiy-Fulnr Linit Foot Test on DSERIES0S5)

Hull Hypothesis: DYSERIESDS) has & unil rood
Exogonous: Constani
Lag Langth 0 {Automatic based on SC, MAXLAG=5)
1-Slatistic Prots,®

Angrmented Dickey-Fullar 1esl statistic -6, TEEE2 G0

Test critical valuos 1% levol =8 GRGA0T
5% lovel =2.951125
0% bl <2.614300

*MacKinnan (1006] ena-sided p-valees

Awgrmanted Dickey-Fuller Test Eguation
Depamcient Variable: D{SERIESDS, 2)
Method: Least Squnres

Data: OZ1RM3  Tima: 21:43

Sarnph (susted); 3 36

Irciuched mma 28 e ﬂ*‘l.l’!ll'l"-ﬂ'l'lll

ariable Cuulfn:lunl S1r.| Ermr 1-SLatistc Prob.

3 A RTLAT ¥ . ErCEr e i
HEERIESOS{-1}) =1.1937TMN o. 'I?B?G'I <6, THIEZ 01, DOy
c D",.’GDDE'I 0,88 7TERY I:I ﬂm 08112

R-sguared o S-H?B?? Mun chapasnchant \rm D.ME’B

Aciusied R-squsned OSTATAT 5.0, depandent var T.ranTa
5.E. of regrasaion S 06064E  Akaike info critenon B 13TEEs
Sum squared resid B819,6245  Schwarz criteaion G.22TGT4
Liog bkalinood 102,344 F-smtistic 45 560818
Duran-Watson stal 2093558 Prob{F-statistic) 0.000000 |

Augmented Dickey-Fullar Unit Root Test on D{SERIESDE)

Null Hypothesis: D{SERIES0E) has a unit root
Exogencous: Constant
Lag Langth: O (Autcmatic based on SIC, MAXLAG=E)

-Skatisbic Prob.*

Augrented Dickay-Fuller (a8t statistic -11.60388 00000

Teast critical values: 15 level =3 E30407
5% hevel 2951125
10% levad 2514300

“MacKinnon [1996) ane-sided p-values.

Augmanbad Deckay-Fuller Tes! Equation
Dependent Vanabla: D{SERIESDG.2)
Malhod: Leas] Squares

Dt 0213 Tirmee: 21:44

Sample (adjusted): 3 36

Included obsancations: 34 after adjusimants

245 | PARIPEX - INDIAN JOURNAL OF RESEARCH



Volume : 5 | Issue : 2 | February 2016

ISSN - 2250-1991 | IF : 5.215 | IC Value : 77.65

Vanable Coafficien Std. Error 1-Stalistic Prom. Ausprmanied Dickey-Fullar Unil Rosl Test on DSERIESDE)
Piull Hypothasis: DISERIESI9) has a unit root
INSERIESO6(-1))  -1.639760 Q141310 -11.60398  0.0000 Exoponous: Constnt g
C 0026671 0261513 -0.004742 08254 Lig Langth: O {Auftomatic hasesd on SIC. MAXLAG=S) —_—
1-Statistc Prob.*
R-squared 0807983 Mean dependent var  -0.110588
X Augm ullﬂr_l. ssmistic 1014718 0.0000
Adjusied Resquared  0.801983  S.D.dependentvar  3.687602 e Sou0r
SE ofregression 1640950 Akakeinfociterion  3.885450 mm, _g gﬂﬁ
Sum squared resid  BG.16893  Schwarz criterion 3975236 (| e i '
Log likelihood 6405265 F-statistic 1346523 “MacKinnon (1996) one-sided p-values
Durbin-Watson stal 1984035 ProbiF-slatistic) 0.000000
Avgmaented Dtakw-l—'&l;’e‘::sléquu;m
Dapancent Warkakia: 8
PMladhod: Loast Squarss
Avgmented Dickey-Fuller Unit Root Test on D{SERIES07) gu 021813 'nn;-“zla AB
mple (adjusted):
I - | Inciuded 'ObI‘hl'-nﬂM& 3‘ m lﬂjulﬁ'ﬂ'l‘ﬂﬂ
w—  DISERIESOT hasaumiroot. | [—
Erlwwmgﬂﬁﬁsm nag a unit root Varablo Gouthcens S0 Emor_ rattisne _Prob._
Lag Length: 1 (Automatic based on 5IC, MAXLAG=%) n[a.ERlEsnac 13 -1.536116 0151384 1014718 0.0000
2 -0.81413 0253835 -0, 242855 DB
| R u?uguz . wt W -GDBBEE‘
1 Adjusted R-squared 0.758483 5.0 dependent war 2.9813587
ar fest statistic 6 55561 SE of 1474212  Akaike info critenon AETIIAT
THH uﬁ“ Hﬂuﬂ! 1% lavel -3 B46347 fumh:\:lmmd resid _5334562 ?d'm criberion ?&ﬁﬁ
e ] L A0S4E stadisgic "
m’::; ‘g.ﬁ;a':f; n?fﬂr_»-w_m sat 2054811  Prob(F-statistic) 0.00000
"Mackinnon (1996]) one-sided p-values Augmented Dickey-Fuller Ursl Rool Test on {SERIES10)
: Fuller Tost - I E:u Hypothesis: DISERIES10) hiss a unt root
wt\'mm D{SERIESOT.2) Lag!.mln 1 {Automatic based on SIC, MAXLAG=S)
Date: 02119413 Time: 21:45 ! I-Siatisic  Prob*
it s S | Augment Slertesisatae 6233203 0.0000
Included observalions: 33 afler adjusiments e et e et e ;;f'““ ?mz— —
T | I =2 95400
| Variable Coefficient  Std Emer  1-Stalistic  Prob, i S aia1T
D{SERIESOT(-11)  -1.637335 0.249758 -6 E555TB 0.0000 *Mackinnon (1986) one-sded p-valuss.
Eﬂsﬁmﬁsﬂﬂ-‘}.ﬂ 0438311 0167523 2616426 00138
SNl ol AT N Aagmented Dichey-Fuler Test Equaton
| Rsquared 0649558 Mean dependentvar 0043030 | ik el
Adiustied R-squared 0826188 5.0, depende var B.757383 Dale: 02119013 Time: 2147
5.E. of regression 4131434 Ahaike info critarion 5 751634 Samplo (adjusted ) 4 36
Surn soquared resid 5120623 Schwarz crilenion 5 897680 Inchudod ohuwluoﬂl. 33 after mm
Leg likelinood 0206600 F-slatstic 2780312 T
Durbin-Watson st  2.256301  Prob{F-statisic) 0.000000 | !. . Variable W‘“‘"" 5"' Error Cnime PR
D{SERIESTON) -1, 630156  0.261528 8223203  0.0000
DSERIESIN-1),2) 072648 0170003 2100858  0.0364
Augmented Dickey-Fuller Unit Root Test on DISERIES08) | LY i I e S
R-gumned 0840407 g!m dopendent vas  0.070000
. " Adpsted R-squarsd  0B2E035 5.0, depandent var 14.97127
g"" HWRIEM} Pt 8 Lt ool 5.E. of regression 8155335  Akaike inlo criteron 7.353058
ROGENoUS: Sum sguared resid 2514 605 eritarion 7.4891085
Lag Length: 1 [Autematic based on SIC, MAXLAG=9) Log likelihood 1183255  F-statistic 27.78470
Durbén-4 atscn stat 2180120  Prob{F-statistic) 0000000
1-Slatstic Prob.® -
. ic 107876 0.0000 Augmented Dickey-Fullor Unit Fioct Tast on DISERIES11)
Test critical values: ;: :::: 35“33‘“1! | Mull Hypotnesis: DXSERIES11) has & unit rook
-2 85402 Exoganous: Constant
10% leveal -2 B15817 | Lag Langih: 1 (Aulomalic basoed on SIC, MAXLAG=3)
) 1-Stotistic Prob.”
“MacKinnon (1996) one-gided p-values. =
| Augmeanted Dickay-Fi 00000
Tesi critical values: 1% leval 3648342
Augmented Dickey-Fuller Test Equation 10r% el 2 B15E1T
Dependent Vanable: D{SERIES08,2) F
. ackinnan {1996) sno-sided parobens
Mathad: Least Squares
Drate: 021913 Time: 21:48 |
Sample (adjusted): 4 36 | Auwwl-d‘l:-mm-'_’uh ?;:ﬂi =
Included chservations: 33 after adjustrments Rapenau Ve LiSEHIESLS
Crate: D2A19113 Tima: 2148
Variable Coefficient  3id. Emor t-Statistic  Prob, Sample (adjusted): 4 3‘;3 . .
D{SERIESOS(-1])  -1.608544  (.250225 -6,197876  0.0000 Variable Coefficient  Std Emor  ©-Stabisiic  Frob,
D{SERIESNS-1),2) 0373026  0.169001 2230860 00333 DEERIEE1TCAD PRI oA B
C 0333023 1636634 0203481  0.B4D1 utsEmEgiﬂau.a: g:ﬁg 0.171309 ;m ggﬁg
R-squarned 0UE40008  Mean dapendant var 0.145081 —
R-sipeared DESEEZT  Mean dependent var 138308
Adjusted R-squared 0616008 5.0. dependent var 1516811 il GEIEMED B[O 14, To80n
SE ofregression  9.399840  Akalke infocriteion  7.405772 o e, SE380ET Alahwiiuohen 3o
squared 2650, Schwarz criberion 754181 Sum squared raski 2301 B0F  Schwarz critenon T ATRNS
E:;"mmmsld 119 ..;g qugm 2‘55455?‘6? L likaslibyesod 174003 F-statistic 2800043
h i W oy '11 . -s:t;lisﬁc] - Durbin-Watson stat 2154685  Prob(F-statistic) 0.000000 |
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Aupgmented Dickey-Fuller Unél Rool Test on D{SERIES12)

Mull Hypothesis: D{SERIES 12) has & wnit rool
Exogenous. Conslant
Lag Lengthc O (Avilomalic based on SI1C, MAXLAG=9)

I-Statistic Prob.*

Augmanted Dickay-Fullar test slatistic A0, 15883 CLODOD

Tost critical values, 1% vl 3638207
% levol -2 051125
10% bowval -2.614300

“Mackinnon {19961 ong-sided p-values.

Avgmented Deckey-Fuller Tesl Equalssn
Dependant Visiable: DIEERIES12.2)
Method: Least Squares

Date: 02119113 Time: 21:49

Sample (pdjusted) 3 36

Included obsarvations: 34 aller adjustments

Variable Coopdficihent Sid, Emor I-Elalistic Prob.

DISERIESI2{-1))  -1.537355 0.151332 -10.15883 0.00040

c -0 063464 0270200  -0.227308 0.8216
Resopaanad 0763317 Mean dependont var <0, (15882
Adjusted F-sguared 0755920 5.0, dependent var 3296103
S.E. of repression 16279268  Akalke inlo crilarion 38659513
Sum squared resid B4 B458 Schware crilafion 3.950200
Log likelihood B3, T8172  F-stalistic 103.2018
Drbin-\Y atson stal 209205 ProbiF-stalistic) 0000000

Aupmaniad Dickey-Fuller Ukl Reol Tast an DISEERIES13)

Ml Hypolhesis: DUSERIES13) has o unil root
Exogenous: Constant
Lag Langin: 1 (Aadsmatic based on SIC, MAXLAG=D)

I=Sintiskic Prob."
Aysprrvsnng Dckarg-F llsr bosl miafistic B ZASEED 00000
Tast critionl « s 1% bl =3, 040342
5%, birv@l =2 054021
10% lavad 616817
*MpcHinnan | 1884 one-slded p-valuos
Aargrrventisd Dickoy-Fuller Tosl Eguaticn
Dependart Yoriasbia: IYSERIES13.2)
Method: Least Squaies
Dabo: CG2PIERTA Tirm: 21:48
Sample (adjusted): 4 36
Inchudiad abasorvations: 33 aftor sdjusimants
Warkabia CoafTcient Sid. Errow 1=Sraustic Prob.
CHSEERIES1AE-15) =1 GEHEAGT Q270461 Ll ] 0,00
NSERIEST13-1}1.2Z) 0. AS0ESE 07180 2.0:851 10 0887
o 0. 2950525 1. 503571 0. 1E2 1S 08458
R-goiumnad D.669002  Moan dopandanl s 044347
Adinestig F-SGuansd Q84TE0T 5D, Sepandent var T S5021
S.E. of regrossion D.OASNT  Akalke info cribsrkod F 25487
B squanrod poakd ZIIG. T Sohvenre o Dok T.ATI543
Ly Nikmlifwso ST EEAT  Fostmitic Al ABAAT
Druirbsne'v absorn st Z. 180055 ProdF -sintistc) O OO0

5.4 INTERPRETATIONS OF UNIT ROOT TEST:

The unit root test is then carried out under the null hypothesis
against the alternative hypothesis of ¥ << U. Once a value for
the test statistic

-

o
DF, = ———=
SE(%)

is computed it can be compared to the relevant critical value
for the Dickey—Fuller Test. If the test statistic is less (this test
is non symmetrical so we do not consider an absolute value)
than (a larger negative) the critical value, then the null hy-
pothesis of o+ = () is rejected and no unit root is present.

After the individual analysis of unit root of the series 02 to se-
ries 12, we acquire the following data, with LOS @ 0.05

Series 02 has got a unit root; -5.933023 < -2.954021
Series 03 has got a unit root; -11.61301 < -2.951125
Series 04 has got a unit root; -6.622457 < -2.954021
Series 05 has got a unit root; -6.753382 < -2.951125
Series 06 has got a unit root; -11.60398 < -2.951125
Series 07 has got a unit root; -6.555678 < -2.954021
Series 08 has got a unit root; -6.197876 < -2.954021
Series 09 has got a unit root; -10.14718 < -2.951125
Series 10 has got a unit root; -6.233203 < -2.954021

e Series 11 has got a unit root; -6.209007 < -2.954021
Series 12 has got a unit root; -10.15883 < -2.951125
e Series 13 has got a unit root; -6.235530 < -2.954021

6. FINDINGS

For the Johansen test, we have carried out analysis with both
trace and with Eigenvalue test and we have found out a simi-
lar pattern for the results.

Though there was a differentiation amongst the tests per-
formed, we can holistically tabulate the existence of cointe-
grating values for series 04 and 07.

The rest of the series; with 04-10, 07-13, and finally 10-13,
we acquire a positive proof of cointegrating values.

Thereby the comment under findings is that the time series
are cointegrated, and they share a common stochastic drift at
the confidence level of 95%. The Johansen test was used for
testing cointegration of several time series. This test permits
more than one cointegrating relationship so is more general-
ly applicable than the Engle-Granger test which is based on
the Dickey—Fuller (or the augmented) test for unit roots in the
residuals from a single (estimated) cointegrating relationship.

7. CONCLUSION

The Basel Il Norms thereby aim at strengthening the banking
system in the country to resist all kinds of risk and financial
shocks. The transformation process has its level of adequacy
for the participant banks. There is appropriate level of satisfac-
tion for the present situation within in the banking industry.
Basel Ill would be more an issue of growth than solvency for
domestic banks, more so for public sector banks (PSBs) be-
cause they are at the mercy of the government with regard
to their capital needs. Frequent dilutions will be required to
support growth and also simultaneously maintain capital ad-
equacy ratio levels.

There had been a thorough analytical interpretation of the
co-relating Tier values of 36 stratified private and public
banks. The investigation undertaken has clearly outlined the
segmented pattern of the Tier Capital. There is pure exhibition
of the merit based upon the system of Tier conversion, and
we can understand that this can evaluated into the advanced
requirement of Basel Ill Norms and its adequacy.

8. Reference

1. Dr. Mandeep Kaur, S. K. (2011, November). Basel Il in India: Compliance and
Challenges. 36(4), 299-318. Management and Labour Studies.

2. Foundation, E. R. (2007, March 17-23). Will Basel Il Norms Slow Financial
Inclusion? 42(11), 904-910. Economic and Political Weekly.

3. Ghosh, S. S. (2005, March 19-25). Basel Norms, Indian Banking Sector
and Impact on Credit to SMEs and the Poor. Sunanda Sen and Soumya
Kanti Ghosh, 40(12, Money, Banking and Finance ), pp. 1167-1170+1172-
1178+1180. Economic and Political Weekly.

4. Jahar Bhowmik, S. T. (2010, August). Basel Accord and the Failure of Global
Trust Bank: A Case Study. IX(3), 37-62. The IUP Journal of Bank Manage-
ment.

5. Kaur, D. K. (2012, October). Basel- Ill-The Panacea for Global Crisis. 3(4),
572-573. Journal of Commerce and Management Thought.

6. Miller, M. S. (2006). Global Administrative Law: The View from Basel. 17(1).
The European Journal of International Law.

7. Neelam Dhanda, S. R. (2010, November). Basel | and Basel Il Norms: Some
Empirical Evidence for the Banks in India. Vol. IX(No. 4), 21-35. Kurukshetra:
The IUP Journal of Bank Management.

8. Nitsure, R. R. (2005, March 19-25). Basel Il Norms: Emerging Market Per-
spective with Indian Focus. 40(12, Money, Banking and Finance), 1162-
1166. Economic and Political Weekly.

9. Prita, D. D. (2013). The Journey from Basel | to Basel Ill and Implications
for Indian Banks. 4(7), 97-109. Journal of Commerce and Management
Thought.

10. Raghavendra, C. K. (2011, June 1). Solution Framework for Basel Ill: Global
Liquidity Standard.

247 | PARIPEX - INDIAN JOURNAL OF RESEARCH



