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Abstract: 

This paper is about an analysis of Basel Norms for supervision of banks. Basel norms are related to 

maintenance of standard about different aspects of banking organisations. This paper presents the analysis of 

Basel norms in three parts. The first part is related to Implementation of Basel I, second part is related to 

requirements and implementation of Basel III and the third part is related to requirements and implementation 

of Basel III. 

 

I.Introduction: 
Basel Accord is a mini version of agreement set up by the Basel Committee on Banking Supervision (BCBS). 

These regulations are related to different aspects of supervision of banks such as disclosures, management, 

security of data, management of risk and adequacy of capital. Basel is a city in Switzerland which is also the 

headquarter of Bereau of International Settlement. Number of countries are the members of this committee 

through their central bank and other regulatory authorities. Presently committee consist of 45 members from 28 

countries. India is also one of  the member of Basel committee. The regulations of committee do not have legal 

binding upon member countries rather implementation depends upon members commitments. Basel Committee 

aims to achieve the following objectives:  

 To ensure exchange of timely information between member countries.  

 To ensure identification of risks related to global financial system. 

 To ensure proper supervision of banking system 

 To ensure cooperation between different international financial bodies  

 To develop global standards for supervision of banks all over the world  

 To communicate guidelines and sound practices for smooth conduct of banking system 

 To identify and control regulatory and supervision gaps in the banking system 

 To provide guidance for the implementation of standards set by committee 
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 To consult with supervisory authorities of even non member countries  at the time of standard setting 

and formulation of regulation 

 To provide implementation guidelines for standard and regulations even to non member countries and 

motivate them for implementation 

 To be in touch with other regulatory bodies and coordinate with them for international financial 

stability. 

II.Objectives of the Paper:  

Thispaper presents the analysis of Basel Norms for supervision of banks and has following objectives: 

1. To analyse the purpose and date of application of Basel I in India. 

2. To analyse the purpose and date of application of Basel II 

3. To analyse the purpose and date of application of Basel III regulations. 

III.Basel I Requirements and Implementation: Basel I has been introduced in 1988 by BCBS. It has 

focused mainly on Credit Risk. Financial Risk in Banks includes Credit Risk and Market Risk. Cerdit Risk 

arises because of loans and advances provided by Banks and include Counterparty Risk. As a result of that it 

may happen that at some time banks may not be able to meet the demands ofdepositors. In order to avoid this 

Basel I have recommendedminimum capital requirements for banks. On the other hand Basel I classified Bank 

assets into five risk weight categorieswhich carries respective credit risk of 0 percent, 10 percent, 20 percent, 

50 percent and 100 percent. On the basis of all this minimum capital requirement of Bank is calculated. 

Classification of assets is as follows: 

Table 1 

Classification of Assets on the basis of Risk Weightage 

Type of Assets Risk Weightage 

Government held Securities Zero percent 

Bank Borrowings Twenty Percent 

Loans to Others Fifty to Hundred Percent 

 

Firstly Banks will be calculating Risk Weighted value of assets by applying above risk percentage to respective 

asset category. As per these norms banks are required to maintain the capital equal to eight percent of risk 

weighted assets. Banks have been advised to hold capital equal to eight percent of Risk Weighted value of 

assets. Basel I has also categorised Banks’ capital into two categories. These are Tier I capital and Tier II 

capital. Tier I Capital is also called core capital and Tier II Capital is called supplementary capital. 

Basel I Implementation: The accord has been successful in setting the standard for the banks regarding 

measurement of credit risk and maintenance of required amount of capital. India has adopted Basel I guidelines 

in 1998. The major limitation of Basel I has been that it has not considered complexities in Credit Risk 

Management. It has divided commercial loans into five categories of borrowers. 
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II.Basel II Requirements and Implementation: New Basel II accord was introduced in 2004 to replace 

1988 accord. Basel II is built around three pillars covering Minimum Capital Requirements, Supervisory 

Review and Market Discipline. These three pillars are mutually reinforcing and contribute towards safety of 

banking system. Pillar I deals with minimum capital requirements of banks. Pillar II deals with supervisory 

review of capital adequacy ensures that bank should hold in excess level of capital and regulators will intervene 

if capital level deteriorates. Pillar III deals with market discipline ensures improved disclosures of Risk Profile, 

Capital Adequacy and Risk Management Practices. A brief explanation of three pillars is given below: 

Pillar I: This Pillar deals with Minimum Capital Requirement of banks. 

 It defines limit of  minimum required  capital 

 Credit Risk should be properly managed based upon internal and external rating 

 Proper identification and management of operational risk 

 Explanation of market Risk and minimum capital requirement for market risk 

Pillar II: This Pillar deals with supervisory review of Capital Adequacy. 

 There should be proper assessment of Risk Profile and Solvency Position of Bank 

 There should be supervisory review of bank assessment 

 There should be maintenance of Capital at each time more than the minimum capital 

 There should be regular monitoring of minimum level of capital 

 Regulators should intervene very early if there is disturbance or variation from the desired capital level 

Banks  

Pillar III: Pillar III deals with market discipline by ensuring proper disclosure of risk measurement and 

management. These disclosures brings transparency and increase stakeholders confidence. It includes 

specifically following: 

 There should be proper Disclosure of Capital Structure 

 There should be proper disclosure of Risk Measurement and Management 

 There should be proper Disclosure of Capital adequacy 

 

Implementation of Basel II: Indian Banks have adopted Basel II in two phases. In the first phase all foreign 

banks operating in India and Indian banks which have international presence in the form of branches and offices 

were required to adopt it by 31
st
 march 2008.The rest of schedule commercial domestically operating banks 

were required to adopt it by 31
st
 march 2009. 

III. Basel III requirement and Implementation: Basel III introduced after financial sector collapse of 

2007. It has recommended more stringent requirements for capital and liquidity in banking sector. The major 

aim of this accord was to enable Banks to absorb financial and economic crisis. The fourth phase of regulation 

belongs to time period from 2009-2011. It was derived by crisis of 2007-09. Major questions were arise related 

to bank liquidity during these crisis and fourth phase provided guidelines to streamline liquidity position. In this 
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phase liquidity risk was quantified, minimum capital requirement was redefined with provision of extra capital 

to meet additional risk  and unweighted capital ratio was introduced. Major provisions of Basel III are: 

 Maintenance of 4.5 Percent of common equity and 6 percent of Tier I capital of Risk Weighted Asset. 

 Introduces additional capital buffer which includes mandatory capital of 2.5 percent and additional 

capital of 2.5 percent in the period of crisis. 

 Introduced minimum 3 percent leverage ratio. 

Liquidity coverage ratio requires banks to have sufficient high quality liquid asset to cover its total Net Cash 

outflows over 30 days.  

Implementation of Basel III: Basel III was related to the improvement of  supervision of banks especially 

after the financial crisis.It aims to increase the ability of banks to absorb any type of financial and economic 

shocks These guideline aims to improve the risk absorbing capacity of banks and improve the governance of 

banks. Banks were  required to disclose the Capital Ratios under Basel III capital adequacy framework from 

quarter ending 30.06.2013. 

Table 3 

Comparative Analysis of Basel Norms 

Basel I Basel II Basel III 

Introduced in 1988 Introduced in 2004 Introduced in 2007 

Implemented in India in 1999 Implemented by 31
st
 March 2009 Implemented from 31

st
 March 2018 

Addressed only Credit Risk Addressed Credit Risk, Operational 

Risk and Market Risk 

Addressed Credit Risk, Operational 

Risk, Market Risk and more 

specifically Liquidity Risk 

 

IV. Conclusion: Financial System is the backbone of any economy and banks are primary participant of 

financialsystem. Banks face various kinds of financial and non financialrisks. Risk related disclosures require 

adequate public disclosures related to risk exposure of bank. The Basel Committee on Banking Supervision 

established in 1971 by Bank of International Settlement has given three accords related to risk management. 

These regulations have covered Capital requirements, Credit Risk, Market Risk and more recently Liquidity 

Risk of banks. With the passage of time more stringent regulations are here. Basel III will be adopted 

completely by all commercial banks by 2018.Basel Guidelines have enabled better risk management in banks 

and also protected interests of both the depositors and investors. 
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