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Domestic Systemically Important Banks
(D-SIBs): Need for Higher Prescription of
Additional Capital

After the 2008 financial crisis, Basel Committee on Banking Supervision (BCBS) had come out with a framework
for identifying Global Systemically Important Banks (G-SIBs) after G-20 leaders had given this mandate to BCBS.
Additional capital surcharge is imposed on these banks in order to protect depositor interest in case of sharp decline
in cash flows for banks. On similar lines, Reserve Bank of India (RBI) too came out with a framework for identifying
Domestic Systemically Important Banks (D-SIBs) with some differences as compared to BCBS G-SIB framework.
RBI in August 2015 came out with the first list of two (2) D-SIBs. But considering unique situations related to Indian
banking system, this paper argues that more number of Public Sector Banks (PSBs) may be identified in the future
lists of D-SIBs. Also, this paper argues that the capital surcharge as per RBI Framework may not be sufficient to
reach the desired goal of G-SIB and D-SIB framework. The framework may be revised to be more in tune with
G-SIB framework which has higher capital surcharge requirement.

1. Introduction

The 2008 global financial crisis hampered the normal
continuation of business growth in most banks and
financial institutions worldwide. The crisis may have
emanated from moral hazard and use of exotic
derivative products, but it was severely exacerbated by
lack of sufficient capital to address the risks that had
increased due to the crisis. This lack of sufficient capital
meant that the banks and financial institutions neither
had the capital to clean the mess that their balance
sheets were in, and nor to fund credit growth which
would help the entire economy and this posed a risk
towards depositors’ interests.

Most of the bigger banks and financial institutions,
which have since been termed as Systemically
Important Financial Institutions (SIFIs) or Systemically
Important Banks (SIBs), were reeling with very low
market valuations during the period. Due to insufficient
capital with these SIBs, and due to the significance of
their size, complexity, inter-connectedness and impact
on banking system and general economy, Governments
worldwide had to step in to save these banks through
cash infusion, bailouts and in some cases, helping them
merge with other healthier banks.

In Seoul meeting of G20 nations in 2011, the policy
framework on addressing systemic risks associated

with these “too-big-to-fail” SIBs prepared by Financial
Stability Board (FSB) was discussed and finalized.
The framework was planned to be implemented from
2012 onwards with full implementation by 2019. Using
the Basel Committee on Banking Supervision (BCBS)
methodology for assessment of SIBs and requirement
of additional loss absorbency capital, FSB came out
with a list of 29 Global Systemically Important Banks
(G-SIBs) in 2011. It was decided that this list would be
updated every year and the additional loss absorbency
requirement will kick in from 2016".

In the updated methodology by BCBS in 2013, an
indicator based measurement approach was developed
and recommended?. It was argued t hat a multiple
indicator approach would address various distinct
dimensions of systemic importance and would
help in identifying the G-SIBs more accurately. The
selected indicators were Size, Interconnectedness,
Substitutability, = Cross-jurisdictional  activity and
Complexity. This methodology gave 20% weightage
to each of the five indicators. Banks on whom the
methodology will be applied would change every year
depending on the set criteria. Based on each banks’
score, they would be put in five buckets, which would
prescribe different levels of loss absorbing capital in
form of common equity (CET1) as a percentage of risk-
weighted assets (RWAs).

* Manager, Department of Banking Supervision, Reserve Bank of India.

'See “Policy Measures to Address Systemically Important Financial Institutions” by FSB on November 04, 2011. Available at http://www.fsb.org/wp-content/uploads/r_111104bb.pdf?page_moved=1.

2See “Global systemically important banks: updated assessment methodology and the higher loss absorbency requirement” by BCBS in July 2013. Available at http://www.bis.org/publ/bcbs255.pdf.
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Similar to the BCBS methodology in identifying and
regulating G-SIBs, RBI came out with draft guidelines
to deal with Domestic Systemically Important Banks
(D-SIBs) in 2013, which were finalized in July 20143,
Based on these guidelines by RBI, a four-indicator
approach was finalized with different weights for each
of the indicators. The criteria for selection of banks to
compute their score was also defined and based on
annual computation of these impact scores of banks,
they would be bucketed in 5 categories, prescribing
different levels of CET1 requirement percentages of
RWAs. Since then, RBI released the first list of D-SIBs
in August 2015 with additional capital requirements from
April 1, 2016, to be fully effective from April 1, 2019.

The BCBS methodology for identification of G-SIBs,
the RBI methodology for identification of D-SIBs and
the additional capital prescription in case of both the
methodologies, is presented in the following sections.
In addition, this paper argues that the level of additional
capital prescription in India, as prescribed by RBI, is not
sufficient to fully address the risks posed by D-SIBs.
To have a more comprehensive assurance in terms of
addressing the risks posed by these banks, this paper
argues that a higher number of D-SIBs be identified in
future annual exercises done by RBI and a higher level
of CET1 requirement be applied on these banks.

2. BCBS Methodology for assessment of G-SIBs

As mentioned above, BCBS had come out with an
updated methodology in 2013 for assessing the G-SIBs

annually. This methodology uses a multiple indicator
based measurementapproach to comprehensively cover
all aspects of the impact such banks may have on the
banking system. These five indicators, as per the latest
methodology of BCBS are Size, Interconnectedness,
Substitutability,  Cross-jurisdictional  activity and
Complexity. An equal weightage of 20% was given to
each of the broad indicators. Within each of the indicator,
except Size, there are multiple sub-indicators, which are
equally weighted within the indicator.

The annual exercise would be done on a chosen sample
of banks, which may vary from one year to another based
on a set criteria. Banks which fulfil any of the following
criteria are included in the sample. These criteria are (i)
75 largest global banks as identified by the Committee
based on Basel lll Leverage Ratio exposure measure,
(i) G-SIBs identified previous year, or (iii) banks added
to the sample by national supervisors.

For calculating the score of each sub-indicator for each
bank, the amount for the sub-indicator (in Euros) is
divided by the aggregate sum of the values for all the
banks taken in the sample. This value is then multiplied
by 10,000 to express the same in basis points (bps).
Then the score for each indicator is calculated by taking
a simple average of the scores of all the sub-indicators.
And the score for each bank is calculated by taking a
simple average of the scores of all five indicators.

The basic summary of the multiple indicator approach
as designed by BCBS is tabulated below.

Table 1: BCBS Methodology for assessment of G-SIBs

Indicator Sub-indicator Weightage
Cross-jurisdictional activity (20%) | Cross-jurisdictional claims 10%
Cross-jurisdictional liabilities 10%
Size (20%) Total exposures as defined for use in the Basel Il leverage 20%
ratio
Interconnectedness (20%) Intra-financial system assets 6.67%
Intra-financial system liabilities 6.67%
Securities outstanding 6.67%
Substitutability/financial institution | Assets under custody 6.67%
infrastructure (20%)
Payments activity 6.67%
Underwritten transactions in debt and equity markets 6.67%
Complexity (20%) Notional amount of over-the-counter (OTC) derivatives 6.67%
Level 3 assets 6.67%
Trading and available-for-sale securities 6.67%

3See “Framework for Dealing with Domestic Systemically Important Banks (D-SIBs)” by RBI on July 22, 2014. Available at https://www.rbi.org.in/scripts/bs_viewcontent.aspx?ld=2861.
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Cross-jurisdictional activity is focussed on capturing
the global activities of banks and to reflect on the
consequences of their failure on the international
banking system. This is the reason why both cross-
jurisdictional claims as well as liabilities are captured in
the methodology to ascertain the spill over effect from
the bank’s failure on international market. So the greater
the global footprint of a bank, the higher would be the
impact of its failure.

Size is a key indicator in determining the impact of a
bank on global markets. A larger bank is difficult to
replace and the extent of its activities impacts a larger
number of market participants. Basel Ill Leverage Ratio
exposure measure is used for calculating the size of a
bank as it takes into account both the on-balance sheet
assets as well as the off-balance sheet assets.

Interconnectedness of a bank tells about the network of
obligations related to a bank within the financial system
and how the bank can pose systemic risk by impacting
the claims and obligations of other institutions within the
system.

Substitutability as an indicator measures the bank’s
degree of substitutability both as a market participant
as well as a client service provider. The three sub-
indicators within the indicator, assets under custody,
payment system activities and underwritten transactions,
measure the extent of a bank’s involvement in financial
system infrastructure and what would be the impact of
its failure on market liquidity.

Complexity for a bank is measured in terms of its
business, structural and operational complexity. It gives
an idea about the costs to be incurred to replace the
bank’s activities as a market participant.

After the above methodology has been applied on the
sample of banks and their score has been calculated,
the banks are bucketed into 5 buckets of G-SIBs based
on the cut-off level for each bucket. A bank’s position
may change each year, i.e. it may be in different buckets
in different years depending on the score for the year or
it may not even be a G-SIB for a particular year.

From the year 2013 onwards, it has been mandated
that all banks with Basel Ill Leverage Ratio exposure
measure greater than 200 billion Euros (approx. 13
to 15 lakh crore rupees depending on the prevailing
exchange rate) should make the values on the 12 sub-
indicators public and this should be enforced by national

supervisory authorities. This practice of disclosure of
12 sub-indicators is the minimum requirement as per
BCBS methodology and individual national authorities
may impose stricter disclosure norms.

The initial buckets that had been set in 2013, their
cut-off score and the loss absorbency requirement for
each bucket is tabulated below. The loss absorbency
requirement is expressed as a percentage of RWAs and
this is the additional CET1 that banks need to bring in
within the requirement period.

Table 2: Bucketing approach of BCBS
Loss absorbency
Bucket | Score range | requirement (CET1 as a
percentage of RWASs)
5 D-E 3.50%
4 C-D 2.50%
3 B-C 2.00%
2 A-B 1.50%
1 Cut-off point-A 1.00%

The score ranges are equal in size for all buckets.
Initially, bucket 5 is kept empty so as to incentivise
banks to avoid becoming more systemically important.
Based on the above methodology, FSB came out with
the latest list of G-SIBs on November 03, 2015*. The list
has 19 banks in Bucket 1, 5 banks in Bucket 2, 4 banks
in Bucket 3, 2 banks in Bucket 4 and Bucket 5 has been
kept empty. The full list of bucket-wise banks is provided
in Appendix 1. The banks in each of the buckets would
be required to bring in additional loss absorbing capital
in a phased manner from 2017 to 2019. Banks would
have to bring in 50% of the loss absorbency capacity
requirement from 2017 and full requirement in 2019.

3. RBI Methodology for identifying D-SIBs

In line with the BCBS Framework for identifying G-SIBs,
RBI came out with the Framework for dealing with
Domestic Systemically Important Banks (D-SIBs) in July
2014. As with the BCBS framework, the RBI framework
too involved a two stage process. The first one dealing
with identifying the sample of banks for which the
systemic importance score is to be calculated and the
next stage deals with bucketing the D-SIBs for loss
absorbance capital surcharge.

The criteria for selecting the sample of banks for which
the systemic importance score is to be calculated

“See “2015 update of list of global systemically important banks (G-SIBs)” by FSB on November 03, 2015. Available at http://www.fsb.org/wp-content/uploads/2015-update-of-list-of-global-systemically-

important-banks-G-SIBs.pdf.
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is different for RBI framework than it is for BCBS
methodology. According to RBI framework, banks
having their size, as measured by Basel Ill Leverage
Ratio exposure measure, more than 2% of GDP at
market price are selected in the sample for which the
systemic importance score is to be calculated.

The methodology in terms of indicators used is also
different in case of RBI framework. In this case, there

are four indicators which are used, each with a different
weight. This is unlike BCBS methodology where five
indicators are used and all have equal weightage. The
four indicators used in RBI framework are Size, Inter-
connectedness, Substitutability and Complexity.

The indicators used, the various sub-indicators within
each indicator and the weights assigned to each of the
indicator/ sub-indicator is tabulated below.

Table 3: RBI Methodology for assessment of D-SIBs

Indicator Sub-indicator Weightage
Size (total exposure as defined for | - 40%
use in Basel Ill Leverage Ratio)
Interconnectedness Intra-financial system assets 6.67%
Intra-financial system liabilities 6.67%
Securities outstanding 6.67%
Substitutability Assets Under Custody 6.67%
Payments made in INR using RTGS and NEFT systems 6.67%
Underwritten transactions in debt and equity markets 6.67%
Complexity Notional amount of OTC Derivatives 6.67%
Cross Jurisdictional Liabilities 6.67%
Securities in Held For Trading and Available for Sale 6.67%
categories

As can be seen from the table above, the sub-indicators
and weightage assigned to these sub-indicators is
different from the framework in BCBS methodology.

The definition of Size indicator and Interconnectedness
indicator is same as that in BCBS framework. Within
the Substitutability indicator, the definition of payments
activity has been more elaborately defined to include
RTGS and NEFT systems. Within the Complexity
indicator, Level 3 assets have been replaced with
Cross Jurisdictional Liabilities. The separate Cross
Jurisdictional Activity indicator in BCBS methodology
has been done away with.

Apart from definitional changes, changes have been
made with respect to weightage assigned to different
indicators/ sub-indicators. The Size indicator has been
allotted 40% weightage in RBI framework instead of

8 | Apriljune 2016

25% weightage in BCBS methodology. The reason for
this modification is that for a domestic economy, size
as a factor is far more challenging to handle in case of
failure of a large bank. Thus, Size has been taken as a
more important indicator from a systemic risk point of
view as compared to other indicators.

The annual assessment for identifying D-SIBs would be
performed every year in July, taking into account the
data for the year ending March.

Based on the overall score for each bank, calculated by
taking the weighted average of the scores of each of the
indicators, banks passing a particular threshold value
for the buckets, would be assigned to different buckets.

Similarto BCBS framework, RBI framework foridentifying
D-SIBs also has 5 buckets with different prescription for
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additional CET1 requirement as a percentage of RWAs.
And like BCBS framework, here also the highest bucket,
bucket 5 is to be kept empty initially. This is to incentivize
banks with high D-SIB score to not increase their scores
further. If the 5th bucket gets filled, an additional 6th
bucket would get added to the entire framework.

In case of foreign banks having presence in India, they
have to maintain additional CET1 capital in accordance
with the additional capital surcharge on the parent

G-SIB. In case both the parent being a G-SIB and legal
body in India being a D-SIB, a higher rate of capital
surcharge has to be maintained in India.

This additional CET1 requirement is in addition to the
Capital Conservation Buffer as defined in Basel Il norms
of capital adequacy. The implementation of additional
capital surcharge in the form of CET1 requirement
would be implemented in the following phased manner.

Table 4: Phased Implementation of Capital Surcharge under RBI Methodology for D-SIBs
Bucket April 1, 2016 April 1, 2017 April 1, 2018 April 1, 2019
5 (Empty)
4 0.20% 0.40% 0.60% 0.80%
3 0.15% 0.30% 0.45% 0.60%
2 0.10% 0.20% 0.30% 0.40%
1 0.05% 0.10% 0.15% 0.20%

Based on the above framework and bucketing system,
RBI in August 2015% came out with a list of D-SIBs
where State Bank of India was put in bucket 3 with 0.6%
additional CET1 capital requirement and ICICI Bank
was put in bucket 1 with 0.2% additional CET1 capital
requirement. This additional CET1 capital requirement
would be implemented in a phased manner as per Table
4 given above.

4. Argument for More Number of D-SIBs and Higher
Capital Surcharge

The RBI framework for identifying D-SIBs is elaborated
in the above section. As mentioned, RBI recently came
up with the first list of two (2) banks identified as D-SIBs
based on the data for the position as on March 31, 2015.
SBI was placed in bucket 3 with 0.6% additional CET1
capital requirement and ICICI Bank was put in bucket 1
with 0.2% additional CET1 capital requirement.

This paper argues that in future exercises, this list of
D-SIBs should be expanded to include more banks
based on systemic impact score and the capital
surcharge requirement should be increased for all the
buckets in order to reach the basic goal of having D-SIB
framework, i.e. protection of depositor interest, more
effectively.

Firstly, let us look at the criteria used by RBI to select
the sample of banks for which the systemic impact

score is to be calculated. As mentioned in the section
above, banks having their size, as measured by Basel
lll Leverage Ratio exposure measure, more than 2%
of GDP at market price are selected in the sample for
which the systemic impact score is to be calculated.

Now we have taken the data on GDP at market prices
for the period 2007 to 2015 as this is the period in which
the effect of global financial crisis began. For comparing
the GDP at market prices with the Size of the banks,
we need Basel Ill Leverage Ratio exposure measure.
But since the data about Off-balance sheet items is not
available in public domain, for computation purpose, we
have taken the On-balance sheet Total Assets of the
banks.

Since only the On-balance sheet Total Assets are
compared with GDP values, it would give fewer number
of banks with Size meeting the eligibility criteria. If the
Off-balance sheet assets are also added, more number
of banks would meet the criteria. Still, on a conservative
basis, we take the number of banks which meet the
criteria, for which the systemic impact score is to be
calculated, based on On-balance sheet Total Assets
only.

The table below shows the banks which had Total Assets
more than 2% of GDP at market price for different years
from 2007 to 2015.

°See “RBI releases list of Domestic Systemically Important Banks (D-SIBs)” by RBI on August 31, 2015. Available at https://www.rbi.org.in/scripts/BS_PressReleaseDisplay.aspx?prid=34862.

The Journal of Indian Institute of Banking & Finance

April-June 2016 | 9



State Bank of 5,66,565 | 7,21,526 | 9,64,432 | 10,53,414 | 12,23,736 | 13,35,519 | 15,66,261 17,92,235 | 20,48,080
India

Bank of Baroda 1,43,146 | 1,79,600 | 2,226,672 | 2,78,317| 3,58,397 | 4,47,321 5,47,135 6,59,505 7,14,989
ICICI Bank Ltd. 3,44,658 | 3,99,795| 3,79,301 | 3,63,400 | 4,06234| 4,73,647| 5,36,795 5,94,642 6,46,129

Bank of India 1,41,637 | 1,78,830| 225502 | 2,74966| 351,173 | 3,84,535| 4,52,603 5,73,190 6,18,698

Punjab National 1,62,423 | 1,99,020 | 2,46,919 | 2,96,633 | 3,78,325| 4,58,194 4,78,877 5,50,420 6,03,334
Bank

HDFC Bank Ltd. 91,236 | 1,33,177 | 1,83,271 2,22,459 2,77,353 3,37,910 4,00,332 4,91,600 5,90,503
Canara Bank 1,65,961 | 1,80,529 | 2,19,646 | 2,64,741 3,35,945 3,74,160 4,12,343 4,91,922 5,48,001
Axis Bank Ltd. 73,257 | 1,09,578 | 1,47,722 | 1,80,648 2,42,713 2,85,628 3,40,561 3,83,245 4,61,932
Union Bank of 1,02,678 | 1,23992| 1,60,976 | 1,95,162 2,35,984 2,62,214 3,11,861 3,538,781 3,81,616
India

IDBI Bank 1,03,839 | 1,30,694 | 1,72,402 | 2,33,572 2,563,377 2,90,837 3,22,769 3,28,997 3,56,031
Limited

Central Bank of 93,008 | 1,23,956 | 1,47,655 | 1,82,672 2,09,757 2,29,800 2,68,130 2,89,496 3,11,940
India

Syndicate Bank 89,277 | 1,07,132 | 1,30,256 | 1,39,051 1,56,539 1,82,468 2,15,122 2,51,861 3,083,135

Indian Overseas 82,257 | 1,01,860 | 1,21,073 | 1,31,096 1,78,784 2,19,648 2,44,656 2,74,905 2,85,637
Bank

UCO Bank 74,864 89,795 | 1,11,664 | 1,37,319 1,63,398 1,80,498 1,98,651 2,39,125 2,45,917
Oriental Bank of 73,936 90,705 | 1,12,583 | 1,37,431 1,61,343 | 1,78,130 | 2,00,697 2,20,303 2,30,514
Commerce

Allahabad Bank 67,664 82,939 97,648 | 1,21,699 | 1,51,286 1,82,935 | 2,04,373 2,20,434 2,27,096

Total Assets
of Banking
System

GDP at market
price

2% of GDP at
market price

1,26,50,000

49,87,090 | 56,30,063 | 64,77,827 | 77,84,115| 90,09,722 | 88,32,012 | 99,88,540 | 1,13,45,056

(Source: Balance Sheet of Banks for the respective years; Central Statistical Office)

The shaded banks are the ones which have Total Assets more than 2% of GDP at market price for that particular
year. It can be seen that some of the banks have constantly had Total Assets more than 2% of GDP at market prices
whereas some other banks meet the criteria for some particular years.

It is seen that eight (8) banks met the criteria in 2007, which increased to a peak of sixteen (16) banks in 2012 and
then has declined to thirteen (13) banks in 2015. The reason for increase in number of banks meeting the criteria
from 2007 to 2012 can be attributed to lower growth in GDP during the period.
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It is seen that eight (8) banks have always met the
criteria for all the years. These banks are State Bank of
India, Bank of Baroda, ICICI| Bank Ltd., Bank of India,
Punjab National Bank, Canara Bank, Union Bank of
India and IDBI Bank Limited.

The thirteen (13) banks which meet the criteria for
the year 2015 are tabulated below along with their
percentage share in Total Assets as well as their

percentage share in Total Deposits and their percentage
share in Total Gross Advances. Total Deposits tell us
about the liability faced by a bank. It is the total amount
that a bank would have to pay when there is a run on
the bank. Gross Advances, on the other hand, gives us
an idea about the assets of a bank from lending point
of view, i.e. the money it is expected to receive for the
loans it has given out.

Table 6: Percentage Share of Banks for Important Metrics

Bank Name Total Assets % of Total % of Gross % of

Banking | Deposits Banking | Advances Banking

System System System
State Bank of India 20,48,080 17.02 15,76,793 16.71 13,35,424 17.66
Bank of Baroda 7,14,989 5.94 6,17,560 6.54 4,37,280 5.78
ICICI Bank Ltd. 6,46,129 5.37 3,61,563 3.83 3,98,962 5.28
Bank of India 6,18,698 5.14 5,31,907 5.64 4,111,727 5.44
Punjab National Bank 6,03,334 5.01 5,01,379 5.31 3,92,422 5.19
HDFC Bank Ltd. 5,90,503 4.9 4,50,796 4.78 3,67,888 4.86
Canara Bank 5,48,001 4.55 4,73,840 5.02 3,34,947 4.43
Axis Bank Ltd. 4,61,932 3.84 3,22,442 3.42 2,84,009 3.76
Union Bank of India 3,81,616 3.17 3,16,870 3.36 2,62,757 3.47
IDBI Bank Limited 3,56,031 2.96 2,59,836 2.75 2,15,792 2.85
Central Bank of India 3,11,940 2.59 2,565,572 2.71 1,94,967 2.58
Syndicate Bank 3,038,135 2.52 2,55,388 2.71 2,05,804 2.72
Indian Overseas Bank 2,85,637 2.37 2,46,049 2.61 1,79,041 2.37
Banking System 1,20,36,450 94,37,111 75,61,984
(Source: Balance Sheet of Banks for 2015)

As can be seen, State Bank of India has around one-
sixth share in Total Assets, Total Deposits as well as
Gross Advances. While ICICI Bank, the other bank
identified by RBI in the annual exercise for assessment
of D-SIBs in 2015, is third in the list in terms of Total
Assets, 7th in terms of Total Deposits and 4th in terms
of Gross Advances.

As per RBI assessment for identifying D-SIBs, ICICI
Bank has come in bucket 1 while other banks with
higher Total Assets, much higher Total Deposits and
higher Gross Advances have not come in any bucket. A

The Journal of Indian Institute of Banking & Finance

possible reason for the same may be that Size comprises
only 40% of the total systemic impact score while there
may be other factors related to Interconnectedness,
Substitutability and Complexity, in which the other Public
Sector Banks (PSBs) such as Bank of Baroda, Bank of
India and Punjab National Bank are not very active.

By looking through individual elements of D-SIB
framework for these three indicators, it may be seen that
most of the indicators such as OTC Derivatives, Held
for Trading and Available for Sale securities, Assets
under Custody, Securities Financing Transactions and
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Underwritten transactions fall under ‘non-conventional’
banking practices whereas most of the PSBs are
involved in ‘conventional’ banking services.

These differences in business strategy have meant that
some of these PSBs may have low systemicimpact score
due to low scores in Interconnectedness, Substitutability
and Complexity indicators, despite having higher scores
in Size indicator.

But going by the history and traditions of banking services
in India, most of the ‘non-conventional’ services form a
very low part of the total banking services provided by
major banks. This can be verified by the share of non-
interest income in total income of banks vis-a-vis the
interest income share. The percentage share of interest
income and non-interest income in total income for the
above thirteen (13) banks for the years 2013 to 2015 are
shown below.

Table 7: Percentage Share of Interest/ Non-Interest Income in Total Income

Bank Name Interest Income as % of Total Income | Non-Interest Income as % of Total Income

2013 2014 2015 2013 2014 2015
State Bank of India 88.18 88.02 87.1 11.82 11.98 12.9
Bank of Baroda 90.65 89.72 90.71 9.35 10.28 9.29
ICICI Bank Ltd. 82.76 80.9 80.13 17.24 19.1 19.87
Bank of India 89.44 89.83 91.12 10.56 10.17 8.88
Punjab National Bank 90.86 90.43 88.72 9.14 9.57 11.28
HDFC Bank Ltd. 83.65 83.86 84.34 16.35 16.14 15.66
Canara Bank 91.53 90.96 90.58 8.47 9.04 9.42
Axis Bank Ltd. 80.58 80.54 80.92 19.42 19.46 19.08
Union Bank of India 90.78 91.23 90.11 9.22 8.77 9.89
IDBI Bank Limited 88.62 89.93 87.54 11.38 10.07 12.46
Central Bank of India 92.91 92.7 93.31 7.09 7.3 6.69
Syndicate Bank 93.58 93.36 91.11 6.42 6.64 8.89
Indian Overseas Bank 91.29 91.27 91.8 8.71 8.73 8.2
Banking System 88.65 88.22 87.68 11.35 11.78 12.32

(Source: Income Statement of Banks for the respective years)

As can be seen from the table above, the share of non-
interest income in total income for Private Banks such
as ICICI Bank, HDFC Bank and Axis Bank is much
higher as compared to PSBs. This non-interest income
comes mainly from fee income on derivatives and
other transactions and also from custodian activities
and treasury activities. These categories fall under the
‘non-conventional’ banking services under the three
indicators of Interconnectedness, Substitutability and
Complexity.

The whole purpose of formulating G-SIB and
subsequently D-SIB methodologies was to protect
depositors from such a situation when the banks do not
have enough money to pay them back due to stress in
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income flow. The additional capital surcharge is put in
place to take care of a situation when the loss of income
in banks does not result in banks defaulting on their
liabilities.

For most of the major global banks, as identified by FSB
and shown in Appendix 1 below, majority income flow
comes from ‘non-conventional’ banking services and
thus BCBS methodology had assigned equal weightage
to Size indicator as it had to other indicators, namely,
Interconnectedness, Cross-Jurisdictional Activities,
Substitutability and Complexity.

But in India less than 50% population has bank accounts
and the country accounts for 21% of the total unbanked
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population in the World. Considering this and the nature
of banking services provided by PSBs, which have a
huge share in banking services in India, Size ought to
have an even higher weightage in the D-SIB framework.

After all, additional capital surcharge would be used
for protection of depositors, who in a country like India,
are mostly people with a basic savings account. RBI
website mentions that “The Reserve Bank's overarching
concern while supervising any financial entity is
protection of depositors' interest.” So if the weightage
of Size indicator, which is primarily concerned with
‘conventional’ banking services, is increased, greater
number of PSBs would have systemic impact score
more than the threshold used by RBI for determining
D-SIBs. These PSBs could possibly be Bank of Baroda,

Bank of India and Punjab National Bank, which together
form 16.09% of the Total Assets in Indian banking
system, 17.49% of Total Deposits and 16.42% of Gross
Advances. Higher capital surcharge in respect of these
banks would mean additional protection to everyday
depositor, which ultimately was the goal behind G-SIB
and D-SIB frameworks.

Regarding the quantum of additional capital surcharge
for various brackets, a comparison between the capital
surcharge under BCBS G-SIB framework and RBI D-SIB
framework is tabulated below, and shows that even the
highest capital surcharge under RBI D-SIB framework
for bucket 4 is lower than the lowest capital surcharge
under BCBS G-SIB framework.

Table 8: Capital Surcharge Comparison between BCBS Framework and RBI Framework

Bucket | Loss absorbency requirement under BCBS Loss absorbency requirement under RBI
Framework Framework

5 3.50%

4 2.50% 0.80%

3 2.00% 0.60%

2 1.50% 0.40%

1 1.00% 0.20%

Considering that Indian banks, especially PSBs, have
low levels of capital position, just meeting the minimum
regulatory requirement in case of some banks, this
capital surcharge level may not be enough. The asset
quality levels of Indian PSBs has been degrading since
the financial crisis and in an event of default by a large
number of borrowers, the additional capital surcharge
prescribed by RBI currently, may not be enough to fully
protect the interest of depositors. Thus to have sufficient
amount of assurance about reaching the desired goal of
framing the G-SIB and D-SIB guidelines, i.e. protection
of depositor money by requiring banks to bring in high
quality additional capital, the RBI framework should be
modified to have capital prescription quantum similar to
BCBS Framework.

5. Conclusion

After the 2008 financial crisis, BCBS had come out with
a framework for identifying G-SIBs after G-20 leaders
had given this mandate to BCBS. This framework
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was based on five (5) broad indicators of Size, Cross-
Jurisdictional Activities, Complexity, Substitutability and
Interconnectedness. Additional capital surcharge is
imposed on these banks in order to protect depositor
interest in case of sharp decline in cash flows for banks.
On similar lines, RBI too came out with a framework for
identifying D-SIBs. RBI in August 2015 came out with
the first list of two (2) D-SIBs. But considering unique
situations related to Indian banking system, this paper
argues that the weightage given to Size indicator should
be increased in RBI Framework, so that more number of
Public Sector Banks may be identified in the future lists
of D-SIBs. Also, this paper argues that as Indian banks
already have a low level of capital position, and the
capital surcharge as per RBI Framework ranging from
0.2% to 0.8% may not be sufficient to reach the desired
goal of G-SIB and D-SIB framework. The framework
may be revised to be more in tune with G-SIB framework
which has capital surcharge requirement from 1.0% to
3.5%.
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Appendix 1: List of G-SIBs by FSB (November 2015)

Bucket G-SIBs in alphabetical order within each bucket
5
(3.5%) (Empty)
4 HSBC
(2.5%) JP Morgan Chase
3 Barclays
(2.0%) BNP Paribas
Citigroup
Deutsche Bank
2 Bank of America
(1.5%) Credit Suisse
Goldman Sachs
Mitsubishi UFJ FG
Morgan Stanley
1 Agricultural Bank of China
(1.0%) Bank of China

Bank of New York Mellon

China Construction Bank

Groupe BPCE

Groupe Crédit Agricole

Industrial and Commercial Bank of China Limited

ING Bank

Mizuho FG

Nordea

Royal Bank of Scotland

Santander

Société Générale

Standard Chartered

State Street

Sumitomo Mitsui FG

UBS

Unicredit Group

Wells Fargo
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