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SHORE UP CAPITAL BASE OF PSU BANKS BY SUBSITUTING CRR BY SLR- SMC GLOBAL
SMC Global Securities Ltd. on Monday in its latest analysis on Substitution of Cash Reserve Ratio (CRR) to Statutory Liquidity Ratio (SLR) has revealed that it will help banking system to shore up its capital base by hugely earning on funds that are parked in with the Reserve Bank of India (RBI)and are estimated at Rs. 3.37 lakh crore as on 31st March 2011.
In addition, the suggested move will also help central government to pump in around Rs. 20,000 crore in public sector banks to widen and enhance their capital base in the current fiscal, at the SMC Global Securities Ltd. assessment.

Releasing the analysis of the company, its research analyst on Banking and Finance portfolio Mr. Saurabh Jain who is the Assistant Vice President in the SMC Global Securities Limited said, “the banks will earn around Rs 25,000 crore, assuming that around 7.5% return on CRR funds are substituted with the SLR. “

It will also help government to tide over the capital that it required to infuse in the Public sector banks, added Mr. jain pointing out that if it is executed or implemented in a phased manner, it would rerate the Indian banking sector that has faced downgrade by the Moody’s. 
According to SMC Global Securities Limited, as at end of March 2011, total deposits in the scheduled commercial banks stood at Rs. 56.16 lakh crore. The Cash Reserve Ratio (CRR) stands at 6% that means banks have to set aside around Rs.  3.37 lakh crore.  Assuming this CRR is substituted by statutory liquidity ratio (SLR) that currently stands at 24% then banks can easily earn around Rs. 25,000 crore assuming return of 7.5% on the bonds in which they would invest.  
As a matter of fact it was estimated that the government is required to infuse around Rs 20,000 crore this year in public sector banks (PSU) to shore up the Tier 1 capital. 

The suggested move by the SBI chairman if done would not help the Indian PSU banks that are struggling to shore up the Equity capital but also the Government as it is walking through strained fiscal balances. Also it would help Central government to raise money cheaply as if this is done then certainly government bonds yield would cool off. 

