Govt mostly gets its way, but
RBI has a deal it can live with

3-Hr Board Meet gy TEF FOR SMALL BUSINESSES, WEAK BANKS

Paves Way For
Boost To Lending
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Mumbal/New Delhi: Tensi-
ons between the government
and the Urjit Patel-led RBI ea-
ged on Monday with the centr-
al bank appearing to climb do-
wn on several issues pushed
by New Delhi, such as loan res-
tructuring for small business-
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25, easier norms for weak ban-
ks, and pumping of more cash
into the system, at a board me-
eting that lasted nine hours.
The government totted up
gains in terms of having a say
in defining what should be the
appropriatelevel of reserves —
in short, the money RBI can re-
tain from its operations—as
well as an understanding that
could result in banks potential-
Iy lending an additional Rs 4

lakh crore ahead of the 201918
polls. While the Centre won't
be able to tap into RBI's existi-
ng Kitty, it may be able to extra-
cta larger share of the surplus
in future, if a panel, to be nam-
ed jointly by the RBI and gover-
nment, recommends it

RBI's concessions came ag-
ainst the looming threat of the
Centre invoking a never-used
rule to issue directions to the
central bank to act on its key

concerns. The announcement
came in a rare but detailed sta-
tement issued after the meeti-
ng, its forthrightness appeasi-
ng the government, which was
annoyed by what it saw as the
RBI's deflance even on 1ssues
the two sides had agroed on at
the October 23 meeting.
Monday's meeting was he-
1d in what some sald wasa “co-
ngenialand conciliatory™ atm-
osphere, “Everybody agreed it

was time to getoff the front pa-
ges,” said a director, But a ma-
jority of independent directo-
s, with possibly a lone except-
ion, and the two central nomi-
nees, economic affalrs secret-
ary S C Garg and financial se-
rvices secrotary Rajlv Kumar,
pressed RBIon improving cre-
dit flow to small businesses
and boosting Hguidity,
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After Three Weeks Of Hostilities, Govt And RBI Step Back From The Brink, Compromise, And Find Some Common Ground

More steps for MSMES, wea
banks likely at next meeting

Lower Risk Weight For Small Biz May Result In Cheaper Loans

Sidhartha@timesgroup.com

New Delhi: The Urjit Patel-
led RBI may ease the risk we-
ights for lending to micro,
small and medium enterpri-
ses (MSMEs), helping len-
g ders pare interest

| rates on loans to
=1 small businesses,
which have been
reeling under the
pressure of a credit crunch,
apart from facing stress in
the wake of payment delays
from large companies.

On Monday, the central
bank agreed to 0pen a restruc-
turing window for MSMES,
although it Initlally suggested
that small businesses were
more prone toloan defaults.

Sources said the decision
may come at the next meeting
scheduled for December 14,
and could be accompanied by
a relaxation in the prompt
correctiveactlon (PCA)fram-

AVERAGE DAILY LIQUIDITY

LIQUIDITY TIGHTENS AGAIN

Week-ended
oct s | 32.704

Figures in2Cr DEFICIT\’ 20741 o 12
96,077 dou 1

oct26

92188 Nov2
68612 I o 9
90,643 I o' 16

Source: Care

ework for so-called weak
banks. The revised stipula-
tlon pushes banks into PCA
and puts curbs on lending
and expansion, based on the-
ir classification under the
three risk categories. RBI lo-
oks at the capital base, asset
quality measured by the level
of non-performing assetsand
the profltabllity that 1s mea-
sured by return on assets.

At Monday’s board mee-
ting, the regulator agreed to

relax the first parameter by
extending the deadline up to
March 2020 for banks to build
a capital buffer that can be
tapped during tough times.
This move will not only help
banks conserve capital but al-
s0 enable them to lend more.
As the next step, the govern-
ment 1s hoping that RBI will
doaway with thereturnon as-
set criteria that will further
ease the pressure on banks.
With the two parameters

eased, the government ex-
pects some of the 11 state-run
banks that are currently un-
der PCA to come out of the
framework and to expand
and lend faster. “With regard
to banks under PCA, 1t was
decided that the matter
(PCA) will be examined by
the Board for Financial Su-
pervisionof RBL," theregula-
tor sald in a statement, indi-
cating that someof the banks
may come out of theambit.

The government has argu-
ed that therevised PCAnorms
that Kicked In from April 2017
are more stringent than what
was prescribed earlier and
has put further pressure on
the system. While RBI has ma-
intained that the flnance mi-
nistry was consulted, officials
sald that they were unaware of
the regulatory move and wo-
uld have factored in the im-
pact, whileallocating more ca-
pital to banks.

RBI saves its current reserves,
but govt expects more next year

Mayur.Shetty@timesgroup.com

Mumbai: The Reserve Bank
of India(RBI)has managed to
protect its Rs 9.7-lakh-crore
reserve Kitty with its board
agreeing to have a panel de-
termine how much capital it
needs to maintain and how
much can bedistributed from
future surplus to the govern-
ment. The Centrehasalsonot
lost as prospects of a higher
share of future surplus al-
lows 1t to budget for a larger
chunk of revenues from the
central bank in its ‘Vote on
Account’ for next year.

“The RBI board decided to
constitute an expert commit-
tee to examine the Economic
Capital Framework (ECF),
the membership and terms
of reference of which will be
Jointly determined by the go-
vernment and the RBL” the
central bank sald In a state-
menton Monday.

The ECFrefers toa formu-
lafor deciding the capital ade-
quacy ratio for RBI. This is a
positive development for tho-
se fearing that the govern-
ment will tap into existing re-
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serves of the central bank.
Of theexisting reserves, a
bulk of the funds are in con-
tingency funds and in revalu-
atlon reserves. The conting-
ency reserves, by definition,
cannot be touched except ina
crisis. To tap revaluation re-
serves, the RBI will have to
sell assets and shrink its ba-
lance sheet. This will upset
the money supply in the eco-
nomy. Even if the to-be-cons-

tituted committee recom-
mends higher transfers to go-
vernment, 1t will result inles-
ser accretion to reserves and
will not deplete the RBI's ba-
lancesheet,

It was earller speculated
that the Centre might press
for the RBI transferring a
third of its Rs 9.7-lakh-crore
total reserves to the govern-
ment. The speculation was
based on some reports stating

that RBI holds over Rs 3 lakh
croreof surplus reserves,

A higher surplus transfer
for 201819 is likely because
the central bank's earnings
are expected tobe much more
robust than 2017-18,

In the current fiscal, the
RBI has been intervening he-
avily in the foreign exchange
and bond markets. The cen-
tral bank's earnings soar
whenever there is forex vola-
tility as it ends up making
proflts while selling dollars.
For 2017-18, the RBI transfer-
red a dividend of Rs 50,000
croreto the government.

Former governor Raghu-
ram Rajan had proposed a
formula-based model for
fund transfer to the govern-
ment. He had also warned
agalnst liquidating assets to
transfer funds to govern-
ment, stating that to neutrall-
8@ the iImpact, the RBI would
have to conduct money mar-
ket operatlons by selling
bonds. If the government had
to 1ssue fresh bonds in order
to recelve money from the
central bank, 1t would be In
the same position as before.

Bank stocks
rally ahead of
board meet

Times News NeTwork

Mumbal: Nonews from the ne-
ighbouring Mint Street was go-
od news for Dalal Street’s bulls
on Monday, a day when India
Inc walted with bated breath to
hear the latest between the go-
vernment and the central
bank. Select banking stocks
rallled, which some fund ma-
nagers took lack of any infor-
matlon as an indieatlon that
the RBIwill infuse somemuch-
needed lHquidity into the flnan-
clal system.

Troubled lender Yes Bank
ralliedover 7%, while Indusind
Bank closed 26% higher and
HDFC Bank ended 0.8% higher
on a day when the sensex ralll-
ed 318 points, or nearly 1%, to
35,775. Among the other sensex
stocks, Rellance Industries,
ITC and L&T contributed the
most, BSE data showed. “No
news about the meeting, so peo-
ple take it as normalcy,” sald a
top fund manager. “Banking
stocks have Improved...1t may
mean something,” sald anot-
her top fund manager.

For the leading NBFCs and
housing flnance companies,
however, it was a mixed bag.

Interest in RBI goes

beyond interest rates
How Battle For Mint Street Hit The Headlines

Mayur.Shetty@timesgroup.com

Mumbai: The general pub-
lic's interest in the Reserve
Bank 1s for the most part limi-
ted tojustone thing — fixingof
interest rates. Lower rates can
bringdown EMIS on home and
consumer loans, while retired
folks mourn their reduced ear-
nings from deposits. Higher
rates work in reverse,

Buton Monday, the crowd of
TV cameramen outside the cen-
tral bank’s ivory tower-like he-
adquarters at Mumbal's Mint
Street was as sure a slgn as any
that the esoteric — some say
opague— workingsof RBI were
suddenly considered newswort-
hy foralarger audience.

Thechange inimagestarted
with ‘Raghuram Rajan the
Rockstar’ who made the RBI —
which by the very nature of any
central bank, 1s supposed to be
stald and stodgy — 100K Kind of
‘sexy’. But that was largely per-
sonality-driven because of the
way Rajan walked and talked.
The general public still wasn't

Cameras I front of RBI HQ

much the wiser about the role
andremitof RBL

Urjit Patel is the antithe-
s1s of his predecessor. Where
Rajan was flamboyant and
oft-quoted In the media, Patel
s reticent to be point of being
reclusive. and stays as far
away from the spotlight as
possible. He hasn't even mo-

MOOD OUTSIDE

ved Into the governor’'s bung-
alow, preferring to stay where
he was as deputy governor,
with his 83-year-old mother.
And yet, what some view as
Patel's undeclared civil war

against the government has
kept the RBI In the news for the
last three weeks, Acknowled-
ging that the central bank was
now the focus of popular inter-
est, and perhapsinanod togrea-
ter transparency, RBI's security
staff on Monday allowed came-
ras to beset upoutside the gates
ahead of the board meeting,
marking a departure from the
past when the ‘no-photography”
order on the signboard was
strictly enforoed.

Most of the external board
members, Including Tata Sons
chalrman N Chandrasekaran
andswadesh! ideologue S Guru-
murthy, were Inby 10am, atleast
half an hour before the meeting
was to begin in the 15th floor
conference room. The previous
meeting of the board, on Octo-
ber 23 — which ended inconclu-
sively after a reportedly stormy
exchange between RBI nomine-
es and at least one independent
director — lasted close to elght
hours. Monday's lasted an hour
longer, endingat 7.30pm. This -
me, it was “conclusive”,

Acharya was defiant, but isolated
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New Delhi: Many had expected

moveon from three weeks of bit-
terness. The meeting began
withpresentationsby economic
affairssecretary SC Gargand f1-
nancialservices secretary Rajiv
Kumar: This was followed by a

presentation by RBI, listing out
the steps It had taken to address
some of the concerns on
MSMEs, which the government
had flagged, as well as the Houl-

But it wasn't smooth safling
all along, with RBI deputy gover-

nor Viral Acharya nitially

support
for him was thin as industry re-
presentatives and other nomine-
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esdugthelrheels, pointingto the
needtoaddressthestress,

escalating the tension, Thedirec-
tor also sald the boand acknow-
ledged that financial stabllity
was RBI's domain but issues of
credit for small businesses nee-
ded to be addressed. The two di-
rectorssald RBIbrought inalotof

chapter 1s not closed yet, At the
next board meeting on Dec 14, at
leasttwomorecontentious issues
— governance and lquidity for
non-banking finance companies
— areexpectad tobe takenup
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