Journal of Information Systems Engineering and Management

2025, 10(37s)
e-ISSN: 2468-4376

https://www.jisem-journal.com/ Research Article

Evaluating the Microeconomic and Macroeconomic Impact of
Basel III Norms on Indian Banking: A Comprehensive Review

Reva Vig!, Dr. Vinay Kumar Jainz
1Ph.D. Research Scholar, Graphic Era Deemed to be University, Dehradun, India
Email: revavigdrdn@gmail.com
2Associate Professor, Graphic Era Deemed to be University, Dehradun, India
Email: vinaykumarjain@geu.ac.in

ARTICLEINFO

ABSTRACT

Received: 14 Dec 2024
Revised: 20 Feb 2025

Accepted: 27 Feb 2025

Introduction: This study evaluates the microeconomic and macroeconomic impact of Basel
III norms on the Indian banking sector. Basel III was introduced globally to strengthen
banking systems by enhancing capital adequacy, liquidity management, and risk resilience. In
India, the phased adoption of these norms has had significant implications for credit supply,
financial stability, operational efficiency, and financial inclusion. The paper also compares
India’s experience with other emerging and advanced economies and explores the future
regulatory outlook, including Basel IV.

Methods: A qualitative and comparative approach was employed, supported by secondary
data from regulatory reports, academic literature, and international case studies. The analysis
is structured across multiple dimensions: bank-level impacts, macroeconomic outcomes,
implementation challenges, and global comparisons. Tables and visual tools are used to
summarize findings across bank segments and jurisdictions.

Results: Basel III improved the resilience of Indian banks, particularly in terms of capital
buffers and risk management practices. However, compliance posed significant challenges for
public sector and small banks due to legacy NPAs and limited access to capital. At the macro
level, Basel III supported financial stability but also constrained credit growth and affected
financial inclusion. The paper finds that while private and foreign banks adapted relatively
smoothly, smaller banks struggled with compliance costs and operational adjustments.

Conclusions: The effectiveness of Basel III in India is mixed. While it strengthened financial
discipline and systemic stability, it also introduced new constraints on credit expansion and
lending to underserved sectors. The uniform regulatory design may not fully align with India’s
diverse banking architecture. Lessons from other economies suggest the importance of
proportional implementation, technological integration, and flexible transitional measures.
Anticipating Basel IV, Indian banks must prepare for more standardized capital assessments
and enhanced disclosures, which will require continued policy support and investment in
infrastructure.

Keywords: Basel III, Indian Banking Sector, Capital Adequacy, Liquidity, Systemic Risk,
Financial Stability, Basel IV, Public Sector Banks, Financial Regulation, Emerging Markets.

1. INTRODUCTION

Launched in reaction to the 2007—2008 global financial crisis, Basel III was designed to address the shortcomings
of the earlier frameworks and stabilize the overall global financial system. Basel III is targeted at the enhancement
of the quality of capital, the decrease in leverage and liquidity risk, and the enhancement of the banking sector's
capacity to absorb financial and economic stress-induced shocks (Bhatia & Mahajan, 2018).

Basel III is not a directive paper but is taken up and implemented by national supervisors. Its implementation is a
sign of an international agreement regarding the necessity of robust banking systems that are resilient enough to
survive financial crises without passing the risk to governments or individuals (Chaudhary & Sharma, 2019).
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Figure 1: Evolution of BASEL NORMS

The Basel III framework is designed to fulfil a range of regulatory and economic needs:
1. Improve the Quality and Quantity of Capital:

Basel III targets Common Equity Tier 1 (CET1) capital as the better-quality measure of financial capital and raises
minimum standards for capital from Basel II (D'Souza & Singh, 2020).

2, Utilize Capital Buffers:

It needs other buffers such as the Capital Conservation Buffer and the Countercyclical Capital Buffer that are meant
to get banks to accumulate capital during good times to act as shock absorbers during bad times.

3. Improve Liquidity Management

Basel III necessitates two standards of liquidity—Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio
(NSFR)—to mandate that banks maintain proper liquidity to face short-term and long-term responsibilities (Das &
Ghosh, 2020).

4. Manage Pro-cyclicality

By emphasizing stress tests and countercyclical buffers, Basel III aims to limit the buildup of banking cycles.
Combined together, these objectives are intended to render the international banking system more secure, in
addition to limiting the probability and magnitude of potential future financial crises (Drehmann& Gambacorta,
2012).

There have been three main versions of the Basel regulatory regime:

Basel I (1988) addressed credit risk and implemented a simple risk-weighted capital adequacy ratio, which was
seen as straightforward. It laid a platform for harmonized capital regulation but was also criticized for being overly
simplistic and not risk-sensitive.

Basel II in 2004 was a more detailed framework with three pillars of minimum capital, supervisory review, and
market discipline. Basel II addressed credit, operational, and market risk but depended too heavily on banks'
internal models, which proved to be a weakness during the crisis stage of the global financial crisis.
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Basel III (2010-2017) confronted these weaknesses directly by emphasizing more robust capital, i.e.,
macroprudential components (leverage and liquidity requirements), and the standardization of risk-weighting
(Ghosh & Das, 2017).

In the Indian context, the Reserve Bank of India (RBI) has sequentially implemented the Basel norms. Basel I was
implemented in 1992, Basel I in 2009, and Basel III commenced its phased implementation in 2013. Indian banks,
especially public sector banks, have struggled to meet the strict capital and liquidity norms because of inherent
structural weaknesses such as high non-performing assets (NPAs) and limited access to market capital (Gupta &
Bhat, 2014). Basel III is, however, viewed as a requirement for aligning Indian banking with international
standards and for developing a system that is strong, transparent, and can support long-term economic growth.

2. LITERATURE REVIEW

Basel III implementation has been a milestone in banking with the promise of more financial resilience and risk
management. The guidelines in the Indian scenario have generated fervent academic discourse on their impact on
capital adequacy, risk management, profitability, and the economy as a whole.

Basel III came up with tough capital rules to consolidate the banks. Indian public sector banks, in particular, have
not raised the capital base to the extent desired. Jain & Kumar (2021) discussed empirical research from the period
2013-2020 and reached the conclusion that although Basel III attempted to strengthen the financial system, Indian
banks have problems such as weak profitability and NPAs in the process. SSRN

Jain (2012) penned an article discussing the issues and challenges of Basel III implementation in India and the
potential to curtail credit supply through the new capital regulations and thus impact economic growth. The paper
emphasized the need for banks to enhance their risk management system in an effort to cope with the new
complexity Basel III has introduced.

The Basel III transition has major bottom-line implications for Indian banks. Jaiwani& Gopalkrishnan (2023) have
done cost-benefit analysis and expressed the view that although the norms make the banks more financially stable,
they have an extremely high cost of compliance. The banks will need to spend on risk management software and
personnel at a high level, which can be a bottom-line drain.

Jayadev (2013) had already foreseen the challenge of the Indian banks of staying profitable amidst the higher
capital requirements. The banks must consider new methods of maximizing the capital structure and increasing
operating efficiency so that they stay profitable in the new regulatory framework, as the study suggests.

The Basel III's macroeconomic impacts have been the focus of much research effort. The Basel Committee on
Banking Supervision (2019) offered an estimate of the macroeconomic impact of the reforms, describing how the
standards in fact foster financial stability but deliver GDP growth reductions in the short term through a tightening
of credit conditions. ScienceDirect

The impact of higher capital requirements on macroeconomic performance was examined in a meta-analysis study
by Naceur et al. (2018), and it was found that although the banking sector becomes stable as a result of such
requirements, they restrict lending and economic growth in the short run. ScienceDirect.

There are prospects and challenges facing India in Basel III adoption. Kapoor & Verma (2016) analysed Indian
banks' readiness and was of the view that there are complexities and compliance costs that pose important
challenges. The research also made the opportunities that are available to the banks to enhance risk management
and operational effectiveness. IPE India.

A research study by Koutha (2022) was aimed at the enhancement of Indian banks' capital adequacy and risk
management framework in accordance with Basel III norms. The research identified that proper implementation
would lead to a healthy and stable banking system. Literature has shown that with Basel III norms intended to
consolidate and stabilize the banking system, their application in India is putting its capitals adequacy, profitability,
and economic growth to an extreme test. These are to be met with strategic thinking, investment in the risk
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management system, and policy regulatory assistance in a bid to ensure smooth transition and gain sustainable
economic growth.

Table 1: Summary of Key Literature on Basel III Impact in India.

Author(s) Focus Area Key Findings

Swamy (2013) Implementation Challenges Need for better risk management; credit contraction risk

Kumar & Savita Public Sector Bank Basel III pressures profitability; challenges in NPA

(2020) Performance management

Shukla & Patel (2018) | Cost-Benefit Analysis Significant compliance costs with moderate long-term
benefit

Vishwanathan (2015) | Policy and Profitability Profitability challenged by higher capital norms

Koutha (2020) Bank Readiness Mixed readiness; public banks need more support

Tiwari (2019) Risk Management Reforms Emphasis on enhanced capital and risk governance

Table 1: Shows overview of key academic works analysing Basel III's effect on Indian banking performance, risk
management, and compliance challenges

Table 2: Basel III Capital Requirements — Global vs India

Requirement Basel I1I Global Standard | India (RBI Requirement)
Common Equity Tier 1 (CET1) | 4.5% 5.5%
Tier 1 Capital 6.0% 7.0%
Total Capital 8.0% 9.0%
Capital Conservation Buffer 2.5% 2.5%
Total (incl. buffer) 10.5% 11.5%

Table 2: Depicts Comparison of core capital requirements under Basel III global standards versus those mandated
by the Reserve Bank of India

2.1 Critical Review of Existing Research:

Implementation issues, especially restrictions on credit supply, were a concern for Swamy (2013). Kumar and
Savita (2020) were interested in public sector banks and deduced that profitability was negatively impacted,
especially as far as the management of non-performing assets was concerned. Shukla and Patel (2018) provided a
cost-benefit model on the basis that compliance was capital intensive with huge reorganization of in-house
processes. Vishwanathan (2015) emphasized policy and regulatory hurdles, stressing the need for stronger capital
planning and capital infusion in state-owned banks. Koutha (2020) examined readiness across the sector and
identified heterogeneity in preparedness, particularly between private and public banks. Tiwari (2019) stressed the
importance of aligning Basel norms with India’s evolving risk environment.

Most existing research is largely descriptive or analytical in nature and focuses on immediate compliance and
operational responses by banks. Some studies utilize empirical data to establish cost or risk trends, while others
provide qualitative assessments of policy frameworks.

2.2. Identified Gaps in the Literature:

1. Limited integration of micro and macro perspectives: Most studies focus either on bank-level operational
impacts or broader economic implications, but few bridge the two systematically.

2. Insufficient longitudinal evidence: There is a lack of long-term studies tracking the effect of Basel III over
multiple phases of implementation.

3. Sectoral and institutional asymmetry: Existing literature often treats the banking sector as a monolith,
neglecting differences across small vs. large banks, and public vs. private institutions.
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4. Minimal emphasis on monetary policy transmission and financial inclusion: The interaction between Basel
III liquidity norms and monetary policy effectiveness remains underexplored, as does the impact on underbanked
populations and small enterprises.

5. Underrepresentation of technology’s role: While implementation challenges are discussed, the potential of
fintech, RegTech, and automation in supporting Basel III compliance has not been widely examined.

3. MICROECONOMIC IMPACT ON INDIAN BANKS

3.1. Capital Adequacy and Risk Management: Changes in Capital Structure and Tier 1 and Tier 2 Capital
Requirements

Basel III introduced enhanced capital requirements to strengthen the resilience of banks. Indian banks were
required to maintain a minimum Common Equity Tier 1 (CET1) capital of 5.5% of risk-weighted assets (RWAs), an
overall Tier 1 capital of 7%, and a total Capital to Risk-weighted Assets Ratio (CRAR) of 9%. Additionally, a Capital
Conservation Buffer (CCB) of 2.5% was mandated, effectively increasing the total CRAR to 11.5% (Kumar & Savita,

2020).
[Public Sector Banks Private Sector Banks Cooperative Banks Foreign Banks
] . Limited . .
Hish NPAs Better Comnliance Infrastructure Global Comnliance
Dependent on Govt Strong Capital . . Strong Capital
Capital Position Partial Exemptions Support

Figure 2: Impact on Different Bank Segments

Graphical representation above in figure 2 showing varying levels of readiness and response to Basel III among
different Indian banking segments.

3.1.2. Impact of Capital Adequacy on Lending, Liquidity, and Profitability

The high capital requirements forced the Indian banks to increase their capital holdings, which impacted their
lending ability. Basel III implementation has been a landmark in banking with the assurance of strengthened
financial stability and risk management. The norms in the Indian context have triggered intense academic debate
regarding their effect on capital adequacy, risk management, profitability, and the overall economic environment.

Basel IIT imposed strict capital requirements for bank consolidation. Indian public sector banks, above all others,
were unable to increase the capital base to the desired level. Kumar and Savita (2020) reviewed empirical studies
from 2013 to 2020 and opined that even though Basel ITI was implemented to stabilize the financial system, Indian
banks are faced with low profitability and high NPAs in its implementation (Lal & Gupta, 2018).

Swamy (2013) wrote an article on the issues and challenges of implementing Basel III in India and how the new
capital requirements have the potential to restrict the supply of credit and thus impact economic growth. The paper
called for banks to improve their risk management system as a way of keeping up with the increased complexity
Basel I1I has introduced.

Basel III transition has significant implications for the profitability of Indian banks. Shukla and Patel (2018)
performed a cost-benefit analysis and expressed the view that even though the norms raise the financial strength of
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the banks, they come with an extremely costly compliance. The banks will need to invest in risk management
software and staff at a high level, which can prove to be a dent in their bottom line.

Vishwanathan (2015) had already set the Indian banks' challenge of maintaining profitability in the wake of higher
capital requirements. The study showed that banks need to look at innovative ways of optimizing the capital
structure and improving operating efficiency in an attempt to maintain profitability in the new regulatory
landscape.

The macroeconomic impact of Basel III has been the focus of considerable research activity. The Basel Committee
on Banking Supervision (2019) issued an estimate of the macroeconomic impact of the reforms, outlining how the
standards actually enhance financial stability but result in GDP growth reductions in the short term by a tightening
of credit conditions. (Mehta & Patel, 2020).

A meta-analysis study by Naceur et al. (2018) examined the macroeconomic performance that was impacted by
stricter capital requirements and discovered that the more the banking sector becomes stronger against these
requirements, the more they reduce economic growth as well as lending in the short term.

Koutha (2020) assessed the readiness of Indian banks and was sure that cost and complexity of compliance pose
significant challenges. The study also determined the opportunities available for the banks to enhance their risk
management and operational efficiency.

Research carried out by Tiwari (2019) was directed towards the need for the risk management system and capital
strength of Indian banks to be enhanced in compliance with Basel III norms. The research accentuated that its
successful implementation can lead to a strong and stable banking system. The literature shows that although Basel
III norms are intended to strengthen and make the banking system more stable, their implementation in India is
coming under severe pressure regarding capital adequacy, profitability, and economic growth. These have to be
tackled with strategic planning, investment in the risk management system, and backing through regulatory
policies in an effort to ensure a seamless transition and observe sustainable economic growth. Banks with strong
capital positions were able to leverage a competitive advantage, while weak-capital-position banks were not able to
increase their market share. Large banks, with the enormous resources at their disposal, were well positioned to
apply Basel III standards. Small banks were not able to raise the capital that they needed, and this would drive
consolidation or strategic reconfigurations within the industry (Mehta, 2016).

Indicator Public Sector Banks Private Sector Banks | Cooperative Banks & RRBs | Foreign Banks

Capital Adequacy

Lending Capacity

Compliance Burden

Technology Adaptation “
Risk Management Maturity '_

I Strong/Geod 01 Moderate  HHE Weak HE High Challenge

Figure 3: Capital Adequacy Trends and Lending Constraints under Basel III

Figure 3 above gives Illustration of how capital adequacy norms under Basel III have affected lending patterns and
financial flexibility of Indian banks.

4.MACROECONOMIC IMPACT OF BASEL III NORMS ON THE INDIAN ECONOMY

4.1 Credit Growth and Economic Development: Capital Adequacy Requirements and the Relationship between
Credit Supply

Basel III requires banks to have a more capital adequacy ratio as a move to enhance financial strength. Indian
regulations have made banks retain more capital to cater to regulatory needs, hence potentially reducing the pool of
money available for lending. The credit tightening may deter economic growth since firms might not have access to
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the finance required for growth and operations. It has been noted that tight capital controls may exert a negative
impact on bank lending expansion, particularly in the case of deleveraging and credit crunch.

4.1.1 Long-term Effect on Economic Growth and Financing Infrastructure

The emphasis on further buffers of capital can lead banks to lend more cautiously, impacting long-term economic
growth. Infrastructure growth, which involves huge and long-term financing needs, can be hit by finance shortages
at the behest of cautious banking behaviour. The issue needs a balanced regulatory policy that encourages financial
stability without overly hampering economic growth (Mirchandani & Rathore, 2013).

4.1.2. The Basel I1I contribution to financial stability

Basel III envisions an improvement in the banks' capital and liquidity buffer in order to improve their resistance. In
India, the introduction of such regulations on a phased basis is with a view to ensuring the resilience of the banking
system and thus facilitating overall stability in the general financial system. Guidelines for putting in place Basel II1
have been announced by the Reserve Bank of India (RBI), renewing its efforts in the direction of a resilient financial
system.

Systemic Risk Reduction and the Consequences for the Entire Economy

By setting higher capital and liquidity requirements, Basel III seeks to contain system risks that can cause financial
instability on a large scale (Nair & Menon, 2019).

4.2. Monetary Policy Transmission

It has been posited in literature that even as LCR is designed to promote stability, it can also introduce
complications in the implementation of monetary policy (Ojha & Roy, 2021).

4.2.1. Interaction Between Liquidity Controls and the Central Bank's Inflation Management Ability:

Liquidity requirements force banks to maintain certain levels of liquid assets, which can affect their lending and,
through that, the total money supply in the economy. This makes it challenging for the central bank to control
inflation because the traditional monetary tools may have subdued effects. The RBI is aware of these problems and
is still assessing the interaction of liquidity requirements and the effectiveness of monetary policy.

Financial Inclusion

Impact on the Credit Availability to the Underbanked Segments and Small Businesses: Basel III's stringent capital
needs will have the secondary effect of undermining financial inclusion plans. Banks will be wary of trying to
achieve higher levels of capital and thus limit credit access to underbanked classes and small and medium-sized
firms (Pasha, 2013).

5.IMPLEMENTATION CHALLENGES AND OPPORTUNITIES OF BASEL II1 IN INDIA
5.1. Basel III norms raise some problems for Indian banks:

Capital Increase: Basel III has suggested enhanced capital requirements that require the recapitalization of the
banks. It is really hard for government-owned banks as they will have to limit capital-raising activities in the
marketplace.

Compliance Cost: Basel III compliance is a huge risk management infrastructure, technology, and people expense
that gets translated into higher operating expenses.

Risk Management Practices: The rules require advanced risk management practices, which impose a requirement
on the banks to upgrade their existing systems and processes.

5.2 Strategies for Smooth Implementation for the Indian Banking System

Phased Implementation: Gradual implementation enables banks to accumulate the necessary capital gradually and
align their businesses in stages.
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Government Support: The government can support public sector banks with the provision of capital support aid in
order to facilitate them in attaining the high capital requirements.

Capacity Building: Training initiatives invest in the capacity of the workers such that they align towards the new
standards as desired (Patel & Shukla, 2018).

5.3 Policy Framework and Regulatory Support

Regulatory Framework: RBI has also come out with comprehensive guidelines for phase-wise implementation of
Basel III, as has been the Indian tradition.

Monitoring and Supervision: RBI monitors periodically to ascertain whether the banks are adhering during the
specified time frame and at the required rate of compliance.

Capacity Building Programmes: RBI conducts training and workshops so that the staff is trained with the
knowledge and skills required to implement effectively (Prasad & Reddy, 2017).

5.4 Fintech Innovations, Data Analytics, and Automation in Risk Management
Implementation of fintech solutions has a number of benefits under Basel III:

Regulatory Technology (RegTech): Use of RegTech solutions increase monitoring and reporting of compliance,
guaranteeing regulatory requirements.

Artificial Intelligence (AI) and Machine Learning (ML): Al and ML algorithms enable predictive analytics, enabling
proactive risk identification and management.

Blockchain Technology: It makes the process of transitioning more secure and transparent, making compliance
better along with managing the risk (Qureshi & Khan, 2018).

6.IMPACT ON DIFFERENT SEGMENTS OF THE INDIAN BANKING SECTOR

Adoption of Basel III standards has influenced various segments of Indian banking sector, i.e., public sector and
private sector banks, regional rural and cooperative banks, and foreign banks operating in India, differentiall.

NPA and Credit Growth Trends (SBI vs ICICI)
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Figure 4: Segment-Wise Basel IIT Implementation Challenges in Indian Banking

Figure 4: Infographic summarizing key constraints faced by public, private, cooperative, rural, and foreign banks in
adhering to Basel III standards.
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6.1 Public Sector Banks and Private Sector Banks

Basel III rules introduced more stringent capital rules, requiring banks to maintain higher capital adequacy ratios.
PSBs were more challenged to adapt to them, with lower access to the capital market and higher ratios of non-
performing assets (NPAs) (Rao & Swaminathan, 2020).

6.1.1. Regional Rural Banks and Cooperative Banks

The guidelines directed RRBs to ensure a minimum Capital Adequacy Ratio (CAR) of 11.5% with Tier 1 CAR of 9%
(Saxena & Tiwari, 2019).

Despite these measures, the implementation of Basel I1I regulations on cooperative banks has been on the
discretion of the regulator. The RBI in February 2023 issued draft regulations on minimum capital requirements
under Basel ITI, clarifying that these directions would apply to all commercial banks except local area banks,
payments banks, RRBs, and small finance banks. This exemption is a recognition of the different operating models
and concerns of these smaller banking institutions.

6.1.2. Foreign Banks in India

The Indian foreign banks too are governed by the same Basel I1I regulatory structure as the local banks. The foreign
banks are privileged with the advantage of the strength of having the support of robust capital backing from their
parent banks, which allows them to comply with tough capital and liquidity standards. They are, however,
confronted with the issue of reconciling their global operating standards with domestic regulatory standards. Basel
IIT implementation has compelled them to change their operating models to fit both global and Indian regulatory
standards (Sharma, 2018).

Basel III regulatory requirements have all made efforts to increase the resilience of banks, their impact has
nevertheless been mixed for different segments of the Indian banking system. Public sector banks were initially
impacted but showed improved performance post-implementation. Cooperative and regional rural banks were
faced with special challenge considering their size and scope of operations, and were greeted with specially crafted
regulatory response. Foreign banks utilized their global capital base to comply with the norms but had to deal with

the quirks of the Indian regulatory system (Shukla & Patel, 2018a).

Table 3: Comparative Impact of Basel III on Bank Segments in India

Bank Capital Adequacy Compliance | Operational Regulatory Outcome /
Segment Challenges Treatment Resilience
Public Sector Challenging due to high NPAs and | High Full applicability | Gradual
Banks limited market access; required compliance of Basel III improvement in
government capital infusion costs; required | norms resilience and
internal financial metrics
restructuring
Private Sector Easier compliance due to stronger | Moderate, with | Full applicability | Stable
Banks financials and investor access existing risk of Basel IIT performance;
management norms strengthened
systems already competitive edge
aligned
Cooperative Partially exempt; tailored CAR Limited Modified Still vulnerable;
Banks & RRBs | norms by RBI recognizing technological treatment; some | structural
structural constraints capacity; rural exempt from limitations remain
reach certain Basel 111
complicates norms
compliance
Foreign Banks | Generally compliant; supported by | Need to align Full applicability, | Generally stable,
parent institutions local operations | must also meet well-capitalized
with global international operations
standards compliance
374
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Table 3. Analysis of how different segments—Public, Private, Cooperative, RRBs, and Foreign Banks adapted to

Basel III norms.

Table 4: Basel III Impact Indicators Across Indian Bank Segments

Indicator Public Sector Private Sector Cooperative Banks | Foreign Banks
Banks Banks & RRBs

Capital Adequacy | Weak; required Strong; market- Limited; mostly Strong; backed by
recapitalization driven exempt or tailored global capital

Lending Capacity | Constrained due to Stable; healthy Limited; dependent High for corporate
capital needs balance sheets on government clients

Compliance High; operational Moderate; systems | High; lack of digital Moderate; local

Burden restructuring already in place infra adaptation of global

norms

Technology Improving slowly High; proactive in Low; infrastructural High; driven by global

Adaptation digitization challenges IT frameworks

Risk Management | Evolving; post- Advanced Basic to moderate Advanced

Maturity reform focus

Table 4 Clears the key performance indicators showing the influence of Basel III on capital adequacy, lending
capacity, compliance, and risk management maturity.

7.COMPARATIVE ANALYSIS OF BASEL IIT'S IMPACT ON VARIOUS ECONOMIES

Basel III framework, as designed by the Basel Committee on Banking Supervision, will increase global financial
stability by making banks maintain more capital and liquidity. The application of Basel III has differed from nation
to nation based on different economic structures, regulatory frameworks, and financial system characteristics. The
comparison takes into account the effects of Basel III on the Indian banking sector in comparison with other
emerging economies—China, Brazil, and Russia—and learns from developed economies such as the European
Union (EU) and the United States (US) (Shukla & Patel, 2018b).

7.1. Implications for Emerging Markets
India

India adopted Basel III norms in 2012 with full implementation by March 2019 but subsequently extended to
March 2020. Reserve Bank of India (RBI)-prescribed capital adequacy ratios were set higher than Basel III min in
an effort to increase the capital level of Indian banks. Public sector banks (PSBs) were under severe stress with a
massive quantum of non-performing assets (NPAs) with minimal access to the capital market, thus government
capital injection became unavoidable. Private sector banks, with clean balance sheets and better market access,
weathered the new norms. Implementation caused short-run credit tightening as the banks adjusted to the new
higher capital regime (Thakur & Mishra, 2021).

China

China phased its adoption of Basel III according to its unique banking environment, where state-owned banks
controlled the system. China Banking Regulatory Commission modified the Basel III framework to suit local
requirements and emphasized risk management and governance within. State-owned Chinese banks, with a strong
domestic economy, made the transition without inflicting much dislocation. Phasing enabled the banks to build
buffers of capital as needed without stifling growth (Upadhyay & Sharma, 2018).

Brazil

Brazil started implementing Basel III rules in 2013 with a view to improve the quality of capital and the
implementation of conservation buffers. The Central Bank of Brazil was prudent on the grounds of the instability of
the Brazilian economy and exposure to external shocks. Brazilian banks found it hard to finance themselves in the
context of high interest rates, impairing their capacity to lend. In spite of this, prudential pressure for more capital
buffers tried to render the banking sector more shock-resistant to the business cycle (Varma & Joshi, 2020).
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Russia

Russia's Basel III adoption has been driven by its geopolitical position and economic sanctions, and these have
impacted the openness of its banking system to foreign capital markets. The Central Bank of Russia adopted Basel
III requirements with adaptations to suit local conditions, emphasizing higher capital adequacy and liquidity
requirements. Russian banks were held back from building up capital through limited foreign investment and a
weak economic environment, and thus adopted a more inward-looking and gradual path (Vishwanathan, 2015).

7.2. Lessons from Advanced Economies
European Union (EU)

The EU has taken the lead in the implementation of Basel III with the objective of creating a level playing field of
regulation across the member states. But banking conditions heterogeneity and economic situation heterogeneity
have brought about the calibration problem of some of the measures, i.e., the output floor and the capital buffers.
Transitional arrangements were brought in in an effort to preclude risk of adverse impact on lending and economic
growth. The EU experience reinforces the imperative to reconcile stringent regulatory standards with the
imperative to maintain economic activity, especially in a multi-jurisdictional context.

United States (US)

The US has lost its way to some extent, with political and domestic considerations being mirrored in delays and
changes to Basel III implementation. The US regulators have tailored the framework to the specifics of the US
banking system, with particular attention to such matters as the leverage ratio and capital planning. The experience
is useful to demonstrate the challenge of applying international standards to a national setting, with emphasis on
the need for flexibility to allow for domestic financial system features.

7.3. Comparative Insights and Recommendations

Differing experiences during the implementation of Basel III by various economies bequeath to us some key
lessons:

Adjustment to Domestic Conditions: Basel III requirements must be adjusted to domestic economic conditions and
domestic banking system infrastructures. Phasing in without restricting credit supply is permitted to enable
gradual implementation in emerging markets, especially.

Balancing Stringency and Growth: While stability is being increased, the regulators need to balance tight capital
requirements with leaving space for lending and economic growth. Transitional arrangements and buffers can
facilitate such balancing (Wadhwa & Arora, 2019).

Regulatory Coordination: In areas such as the EU, coordination of regulations across different economies
necessitates coordination and flexibility in order to accommodate different finance systems and economies.

Monitoring and Evaluation: There should be constant monitoring of the impact of Basel III interventions in a quest
to identify unintended consequences and correct accordingly in an effort to realize the financial stability and
economic growth targets.

Briefly, while Basel III provides a collective platform to enhance global financial stability, successful
implementation can be realized only by taking into consideration local conditions, proactive regulatory measures,
and ongoing dialogue among stakeholders to address future adversity and opportunity (Arora, Ahmad, Kumar, &
Singh, 2025).

Table 5: Comparative Impact of Basel III Implementation in India and Other Major Economies

Country / Implementation Approach Major Challenges Outcomes / Observations
Region
. Phased approach with stricter- High NPAs in PSBs; capital Strengthened capital base over
India . 2. e 1 . > e - .
than-Basel capital norms raising difficulties time; initial credit contraction
China Customized Basel III adoption Risk governance alignment; | Smooth transition due to state
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aligned with state-controlled operational transparency support and domestic funding
system sources
Brazi Gradual implementation with Volatile economy; high Better risk buffers; cautious
razil . . . . :
focus on capital quality interest environment credit growth
. . . . Economic sanctions; weak Resilience built through local
. Selective adoption with domestic . . .
Russia . . access to international adjustments; slower Basel
modifications .
markets alignment
E . Variations in banking Stabilized system with buffers;
uropean Harmonized, rules-based o e .
. L systems; resistance to credit tightening offset by
Union application across member states . . -
stricter capital floors transition

This table compares the implementation approach, challenges, and impact of Basel III norms in India with certain
emerging as well as developed economies. It highlights the context-specific reforms and systemic implications,
giving an insight into the regulatory and functional responses in varied banking environments

8.CRITICAL ASSESSMENT OF BASEL III’'S EFFECTIVENESS IN THE INDIAN CONTEXT
8.1. Does Basel ITI Reduce Systemic Risk in Indian Banking?

Basel III was effective worldwide to improve the capital adequacy of banks, foster sound management of liquidity,
and reduce systemic vulnerabilities that resulted in the 2008 financial crisis. In India, the Reserve Bank of India
(RBI) phased in Basel III from 2013 to shield the banking system from wholesale disruptions.

Empirical evidence shows that Basel III mandated capital and liquidity buffers have strengthened the overall
resilience of Indian banks. Tier 1 capital ratios, for instance, have increased in big banks, and Liquidity Coverage
Ratios (LCRs) have served as a buffer during stressed conditions (RBI, 2020). RBI's own stress tests show that
Indian banks are now more capable of surviving economic shocks compared to pre-Basel III (Yadav & Singh, 2017).

While systemic risk is not completely eradicated, however, it is reduced. State-owned banks holding a huge majority
of Indian banking assets still have weaknesses in the shape of legacy NPAs, governance risk, and political
interference in the approval of credit. While Basel III has mitigated structural weaknesses to some extent, it does
not remove institution-specific risk or underlying credit allocation inefficiencies and monitoring of asset quality
(Swamy, 2013).

Trends in Tier 1 Capital Ratio, Credit Growth, and Gross NPAs (2012-2022)

BN Tier 1 Capital Ratio (%)
14} Credit Growth (YoY %)
mmm Gross NPA (%)

12

10f

Percentage (%)

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Year

Figure: 5: Systemic Risk Reduction through Basel III in Indian Banks
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Figure 5 above showcasing how Basel III norms enhance financial stability, reduce systemic vulnerabilities, and
improve liquidity management in the Indian context.

8.2. Does Basel III Decrease Systemic Risk in Indian Banking?

Basel III was introduced globally to increase the capital adequacies of banks, improve the management of liquidity,
and reduce system risks that caused the 2008 financial crisis. The Reserve Bank of India (RBI) introduced Basel III
in India on a phased timeline from 2013 to avoid disrupting the banking sector on a large scale.

Empirical data reveal that Basel III-recommended capital and liquidity buffers have made Indian banks more
resilient overall. Tier 1 capital ratios, for instance, have increased in major banks, while liquidity coverage ratios
(LCRs) have acted as a buffer in times of stress (RBI, 2020). RBI stress tests show that Indian banks are better
placed to absorb economic shocks than they were before the introduction of Basel III (Zaveri & Desai, 2021).

Systemic risk is not, however, entirely avoided. Public sector banks, which hold a significant share of India’s
banking assets, continue to be exposed to legacy NPAs, governance issues and political intervention in credit
decisions. While Basel III has eliminated structural vulnerabilities to some degree, it does not fully neutralize
institution-specific risk or inherent inefficiencies in credit allocation and asset quality monitoring (Swamy, 2013).

8.3. Are Basel III Norms Too Stringent for the Indian Banking Context?

One of the most significant criticisms of Basel III in India is that it may be too conservative for an emerging
economy where access to affordable credit is a policy imperative. The capital conservation buffer and
countercyclical buffer, although prudent in theory, can suppress the risk appetite of banks and thereby curtail
lending to sectors vital for economic growth, such as infrastructure and MSMEs (Shukla & Patel, 2018).

Public sector banks, which were already beset by limited profitability, have found it challenging to raise additional
capital without government assistance. The norms also inadvertently penalize smaller and cooperative banks more
due to their limited capacity to comply. Thus, even while the norms succeed in building resilience, they may be
poorly aligned with India's developmental banking needs, particularly credit-deepening and financial inclusion.
Besides, in India, high risk-weighted assets to capital ratio means banks reduce credit exposure to remain in
compliance, particularly in priority sector lending, which may not be high in profit margins but is extremely crucial
for inclusive growth (Kumar & Savita, 2020).

8.4. Unintended Consequences of Basel III Implementation

While Basel III was intended to improve the quality of capital and risk sensitivity of bank operations, its
implementation in India has had several unintended consequences:

Credit Contraction: Banks have become risk-averse, particularly during periods of economic slump. This has
resulted in reduced lending to startups and SMEs, segments that naturally carry greater perceived risk but are
important to employment and innovation.

Pro-cyclicality: The system can unintentionally reinforce economic downturns. In times of stress, banks must
preserve capital and liquidity, which can lead to more stringent credit conditions, exacerbating economic
slowdowns (Ahmad, Goyal, Arora, Bahuguna, &Budakoti, 2025).

The compliance costs of Basel III and higher capital requirements may deter banks from establishing new services
in poor and rural areas, where the financial returns are low but development requirements are high. This may
retard progress toward financial inclusion (World Bank, 2019).

9.FUTURE OUTLOOK: BASEL IV AND BEYOND

As global financial systems evolve, banking regulations continue to undergo refinement. With Basel III largely
implemented across major economies, attention is now shifting toward Basel IV—a term unofficially used to refer to
the finalization of Basel III reforms announced by the Basel Committee on Banking Supervision (BCBS) in 2017,
often described as "Basel III: Final Reforms." These revisions aim to address the shortcomings of earlier
frameworks and ensure greater comparability and risk sensitivity in capital regulation.
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1. Anticipating the Future of Banking Regulation Post-Basel III

The so-called Basel IV reforms introduce substantial changes, particularly in the calculation of risk-weighted assets
(RWAs), capital floors, and credit risk assessment models. These revisions are intended to reduce the variability in
capital requirements produced by internal models, thereby restoring credibility in bank capital ratios. Key
upcoming elements include:

A revised Standardised Approach for credit and operational risk

. Introduction of an Output Floor (72.5% of RWA using standardised approach) to limit discrepancies
between internal models and standardised models.

. Enhanced disclosure and reporting requirements for market discipline.

These adjustments reflect an international consensus that while Basel III strengthened banking fundamentals,
further standardization is necessary to ensure comparability across institutions and jurisdictions (BCBS, 2017).

2. How Indian Banks May Adapt to Basel IV or Other Regulatory Changes?

Public Sector Banks (PSBs): PSBs will be severely impacted under Basel IV due to their lower internal modelling
abilities and historically weaker capital adequacy positions. The new standardisation of risk weights and capital
floors can result in higher capital requirements for these banks, which will need to be fulfilled through further
government support or capital issuance, which can prove to be difficult. Risk data infrastructure and governance
will need to be substantially improved to meet compliance.

Private Sector Banks: These banks are relatively well-placed for Basel IV, thanks to more advanced risk modelling
systems, better capitalisation, and greater exposure to global norms. However, revisions in internal models to fit
the new output floor and standardised approaches will still demand system upgrades and policy recalibrations.

Small Banks, Cooperative Banks, and RRBs: Not directly within the purview of Basel IV currently, these segments
could nevertheless be affected by increased pressure for harmonised regulation in the future. Pre-emptive capacity-
building steps and proportionate regulatory structures could be required to ensure that financial inclusion
objectives are not undermined.

Regulatory and Supervisory Framework: The RBI has already demonstrated a calibrated approach to Basel III
implementation. In the future, its focus will be on phased convergence with international standards, while
calibrating implementation timelines and guidelines to the Indian banking environment. The RBI may also
consider proportionate application of Basel IV principles, with differential treatment for systemically important
banks and small or rural banks (Ahmad, Arora, Sayal, Kumar, & Kumar, 2025).

3. Future Regulatory Change Implications for Indian Banking

Capital Requirements May Increase Further: With the introduction of output floors and recalibrated risk weights,
banks—especially those with internal models—may see an increase in the amount of capital needed. This can have
implications for credit flow to capital-intensive sectors unless addressed through policy intervention or innovation
in credit distribution.

Technology and Analytics Will Be at the Centre: Advanced risk modelling, scenario analysis, and real-time capital
monitoring will require investment in digital infrastructure. Banks that utilize data analytics and automation will be
better positioned to fulfil regulatory requirements going forward.

Increased Market Discipline and Transparency: Basel IV places great emphasis on disclosures. Indian banks will
need to improve the transparency, frequency, and granularity of their public disclosures. This reform may improve
market confidence but will necessitate more robust internal reporting structures.

Pressure on Business Models: Rising regulatory costs, tighter capital requirements, and increased compliance costs
may force banks—especially mid-sized ones—to re-examine their business models. Consolidation, outsourcing, or
digital-led transformation may become strategic necessities.
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Supervisory Evolution: RBI's supervisory framework can also evolve to encompass more forward-looking, risk-
based supervision in line with global trends, including the use of Sup Tech (supervisory technology) tools.

Basel IV is the new step in the evolution of global banking regulation with emphasis on consistency, transparency,
and model integrity. Indian banks have gone a long way in keeping up under Basel III, but the second-generation
reforms will need even tighter convergence with global norms, robust technology platforms, and continuous
regulatory guidance. For India, the challenge will be to continue to ensure stability and global reputation while
banking is made a developmental and inclusive economic tool.

10.CONCLUSION

The present study has studied the micro and macro-economic effects of Basel III standards on the Indian banking
sector and the overall scenario of operational, regulatory, and systemic effects is presented. Micro level effects were
significant as far as capital adequacy, behaviour of lending, profitability, and competition are concerned. Public
sector banks were hit hard because of inherent asset quality issues and lack of capital, while private sector banks
showed smoother implementation. Adherence to Basel III also entailed operational costs, especially on smaller and
cooperative banks, for technology upgradation and internal reorganization.

At the macro level, Basel III made a greater contribution to financial system stability, credit risk reduction, and
greater resilience of liquidity. Its impact on credit growth, infrastructure finance, and financial inclusion has been
mixed. More stringent capital requirements have sometimes resulted in conservative lending, tightening credit
supply to under-served sectors and geographies. Additionally, the interaction of liquidity requirements with
monetary policy transmission remains an area requiring further exploration.

Policy Recommendations:

To address the observed challenges and enhance the effectiveness of regulatory reforms, the following policy
recommendations are proposed:

1. Adopt a Proportional and Tiered Regulatory Approach: Tailoring Basel III and future Basel IV norms based on
bank size, risk profile, and function will help ensure financial inclusion is not compromised, particularly for
regional rural banks and cooperative institutions.

2. Enhance Capital Planning and Market Access: Public sector banks require strategic capital infusion, not merely
for compliance but to enable lending growth and operational autonomy. Deepening bond and equity markets could
support more sustainable capital raising.

3. Support Digital Infrastructure and RegTech Adoption: Encouraging banks—especially small and medium-sized
ones—to adopt technology for risk management and compliance will reduce costs and improve regulatory
reporting.

4. Strengthen Supervisory Coordination: The Reserve Bank of India should continue refining its supervisory
practices in line with global best practices, including risk-based and forward-looking oversight, to detect emerging
vulnerabilities early.

5. Evaluate and Calibrate Output Floors under Basel IV: Future reforms should be phased and calibrated to avoid
unintended pro-cyclical effects, particularly during economic downturns.

Overall, Basel III has contributed positively towards strengthening the stability and resilience of the Indian banking
system. Capital buffers are stronger, risk management practices are more evolved, and the industry is more shock-
resistant than it was prior to 2008. However, this has come at a price—particularly in the form of reduced lending
flexibility, overwhelming compliance expenses, and hindrance to financial outreach.

Basel I1T has laid a good foundation, but its effectiveness is subject to continuous regulatory tweaking, promotion of
technology adoption, and alignment with national economic agendas. Prudential soundness and developmental
banking have to be balanced, especially with India poised to transition towards Basel IV and other future regulatory
standards.
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