
MUMBAI: When the Indian government announced a surprise
$32 billion bailout plan for the nation’s state-controlled banks
last October, credit rating firms and the nation’s central bank
saw it as a huge step to getting the industry back to robust
health - and lending more to businesses and consumers.

But their optimism may have been majorly misplaced judging
by the latest numbers coming out of the banks. And that may in
turn crimp economic growth in Asia’s third-largest economy.
Thirteen state banks have reported
combined losses of $8.6 billion for the
year to March - including $6.5 billion
in the last quarter - and their non-
performing loans have surged nearly a
fifth from end-December levels. Two
state banks have reported modest
profits and six are still to report. 

While many of the banks, includ-
ing top lender State Bank of India,
have said the worst is probably over,
they still see one or two more quar-
ters of pain. That means more bad
loans getting disclosed and loss provisions shooting up as a
central bank order will cause more debt defaulters to be
dragged into bankruptcy. “The government capital is only going
to just plug the hole, there is definitely no growth capital,” said
Udit Kariwala, an analyst at Fitch Ratings’ India Ratings &
Research. He said smaller state lenders with limited ability to
raise capital from the market will have to curtail their lending.
The 21 state lenders hold two-thirds of India’s banking assets,
and accounted for the bulk of the record $150 billion of soured
loans in the banking sector last year. The banks, which have

been blamed for indiscriminate lending to sectors such as met-
als and power that turned sour, can still be held responsible for
much of the balance sheet carnage. A more than $2 billion fraud
at India’s second-biggest state lender, Punjab National Bank,
disclosed less than four months ago, not only left a hole but also
underlined how weak the banks’ grip on risk is.

Exacerbating the problems is a move in February by the
Reserve Bank of India, the nation’s central bank, to withdraw

half a dozen loan restructuring
schemes that banking experts said
were helping banks to avoid disclos-
ing dud loans. It also tightened other
rules governing bad loan accounting.

In addition, the RBI this month
banned Dena Bank, a loss-making
smaller state-run lender, from mak-
ing any new loans. Days later,
Allahabad Bank, another smaller
state-run lender, said it had been
asked by the regulator not to
increase the number of risky loans

and costly deposits on its books due to its capital and leverage
position. Bank analysts say more state banks could come under
similar restrictions aimed at conserving limited capital. The RBI
already has 11 state lenders under its “prompt corrective action”
framework that restricts them from expanding.

That is not all. Capital needs will also be exposed by global
banking rules fully kicking in by March 2019. They mandate
banks to have a minimum core capital ratio of 8 percent, and at
least six banks, including PNB are short of that number. Under
New Delhi’s recapitalization plan - aimed mainly at driving credit

growth in an economy where bank loans are the main source of
funding for everything from buying a car to building a port - the
government has already injected about 880 billion rupees ($13
billion) into 20 banks as of end-March.  It has 650 billion rupees
to inject in the current fiscal year, and the banks themselves were
supposed to raise 580 billion rupees through share and asset
sales. Some, including SBI and PNB, last year raised funds from
share sales, but several others have postponed such plans.
Kariwala at India Ratings estimates the banks now need 800 bil-
lion to 1 trillion rupees to fund soured-asset provisions and
maintain minimum capital ratios alone, which means there will be
little left from the bailout for lending growth.

Some bank analysts say the government may have to increase
the size of the bailout. Certainly, bank lending - and its impact on
growth - will be on Prime Minister Narendra Modi’s agenda
ahead of a general election that has to be held within a year.
“Given how the stocks are doing, the nearly 0.6 trillion rupees
banks need to raise looks difficult. So, the government may have
to slightly increase the amount they are planning to inject,” said
Srikanth Vadlamani, vice president of the Financial Institutions
Group at Moody’s Investors Service. Moody’s said this week
that PNB alone would need 120-130 billion rupees of new capital
in the year to March to achieve an 8 percent core capital ratio.
At the end of the last quarter it was at just 5.95 percent. 

Funding channel shut 
Businesses, especially the smaller ones, are already complain-

ing of not getting the loans they want. In February to March, lend-
ing to small businesses dropped 0.2 percent, though overall lend-
ing grew 5.9 percent.For importers, a major channel of funding -
overseas credit through letters of undertakings from Indian banks

- has been shut after the PNB fraud, forcing those businesses to
depend more on domestic rupee loans. The Indian government
will ensure that all state banks including the weaker ones meet the
minimum regulatory capital ratio, said Rajeev Kumar, the top
bureaucrat overseeing the banking sector at the finance ministry.

He also said with the planned recapitalization some of the
banks will have room to grow, while bad loan recoveries in the
bankruptcy process will further aid banks’ bottomlines, He said
he expects the banks woes to subside in a quarter or two.
“Whenever you do the cleaning part, a bit of dust, a bit of pain,
upfront is okay,” said Kumar. “It’s only one quarter that you
have to just wait.” — Reuters
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Pakistan seeks 
economic lifeline 
with fresh 
China loans 
ISLAMABAD: Pakistan expects to obtain
fresh Chinese loans worth $1-2 billion to help
it avert a balance of payments crisis, Pakistani
government sources said, in another sign of
Islamabad’s growing reliance on Beijing for
financial support. Lending to Pakistan by
China and its banks is on track to hit $5 billion
in the fiscal year ending in June, according to
recent disclosures by officials and Pakistan
finance ministry data reviewed by Reuters.

The ramp up in China’s lending comes as
the United States is cutting aid to Pakistan fol-
lowing a fracture in relations between the on-
off allies. In February, Washington led efforts
that saw Pakistan placed on a global terror
financing watchlist, drawing anger in Islamabad
amid fears it will hurt the economy. The new
Chinese loans that are being negotiated will
help bolster Pakistan’s rapidly-depleting for-
eign currency reserves, which tumbled to $10.3
billion last week from $16.4 billion in May 2017.
The talks come only weeks after a group of
Chinese commercial banks lent $1 billion to
Pakistan’s government in April.

The reserves decline and a sharp widening of
Pakistan’s current account deficit have prompted
many financial analysts to predict that after the
general election, likely in July, Islamabad will
need its second International Monetary Fund
(IMF) bailout since 2013. The last IMF assistance
package was worth $6.7 billion. Beijing’s
attempts to prop up Pakistan’s economy follow a
deepening in political and military ties in the

wake of China’s pledge to fund badly-needed
power and road infrastructure as part of the $57
billion China-Pakistan Economic Corridor
(CPEC), a key cog in Beijing’s vast Belt and Road
initiative. “I think this month we will get that $1-2
billion,” said a senior Pakistan government offi-
cial, saying the funds will come from Chinese
state-run institutions.

A second government official confirmed
Pakistan was in “sensitive” talks with Beijing
over extra funding for up to $2 billion.

Pakistan finance ministry officials did not
respond to a request for comment. China’s
finance ministry and central bank, who were
faxed questions about the loans, did not
immediately respond to requests for comment.
Although Pakistan’s economic growth has
soared to nearly 6 percent, the fastest pace in
13 years, the structural problems with the
economy are coming to the fore. It is similar to
2013, when foreign currency reserves dwin-
dled and Pakistan narrowly escaped a full-
blown currency crisis.

“The current situation appears to be a
replica of what we experienced in 2013, albeit
on a slightly larger scale,” said Yaseen Anwar,
who was the governor of the central bank, the
State Bank of Pakistan (SBP), back in 2013.

The darkening macroeconomic outlook
prompted the IMF earlier this month to down-
grade its economic growth forecast for
Pakistan to 4.7 percent for the next fiscal year
ending in June 2019, way below the govern-
ment’s own ambitious target of 6.2 percent.

Over the past nine months Pakistan has
enacted a series of measures to combat its bal-
looning current account deficit, including hik-
ing tariffs on more than 200 luxury items and
devaluing its currency by about 10 percent. In
the six months to end of March, Pakistan took
bilateral loans worth $1.2 billion from China,
according to the Pakistan Finance Ministry
document reviewed by Reuters. — Reuters

Al-Raya United to
promote real estate
development
in Kuwait: CEO
By Faten Omar

KUWAIT: Al-Raya United Company held a
press conference on Wednesday at Al-
Sanabel Tower in Kuwait City. Jassim Al-Faji,
CEO of Al-Raya company, said: “Al-Raya
United has been established as a real estate
and investment development company that
supports the rapid economic development
in Kuwait and the region and to stimulate
the real estate and investment sectors by
creating dynamic opportunities that are
commensurate with the market situation.

Al-Faji continued: “The company is
focused on the religious tourism sector and
it is working to provide its services in full
compliance with Islamic law where our
services are to provide visas for Haj and
Umrah services to our customers and con-
tinue our expansion plans since its estab-
lishment. 

“Al-Raya is responsible for running all of
its projects and to provide better service,”
adding that the company has control over
Jaddarah company to operate and market
hotel rooms and units in the Kingdom of
Saudi Arabia and abroad where Raya
responsible for the ownership and con-
struction of Jaddarah and its development,
maintenance and operation of the process-
ing of hotels, residential towers, and hotel
apartments, and a high-quality staff were
hired and they were selected carefully with
a good experience in the hotels’ operating

to follow up with hotels under the compa-
ny’s management worldwide.

As for the branches of the company, he
said: “Our main branch is in Kuwait and we
have a branch in the Kingdom of Saudi
Arabia and a branch in the Arab Republic of
Egypt and a branch in the Republic of
Turkey and Hungary.

He added that they have plans to expand
in East of Asia, Eastern Europe, and
Morroco in Africa. “We will continue our
vertical expansion by opening new branch-
es and projects in the markets we are cur-
rently in. We have expanded our horizons
into new markets with a safe investment
potential as we target Georgia, Europe, and
Asian markets.”

As for the real estate market in Kuwait,
he said: “We are looking forward to an

optimistic outlook based on the reality and
the strength of its construction. Real estate
investment has been and is still the sector
that can grow and regain its role and
strength after every crisis or disorder expe-
rienced by the national economy. “The
vision of Kuwait 2035 is an example that
included in many of its main plans and pro-
grams that depend in one way or another
on the real estate market,” adding that the
rising index of ease of business will create
competition domestically and attract for-
eign investment in real estate market.

Faji revealed that the occupancy rates in
Al-Madinah- KSA in the first half of 2017
reached 49 percent, second half 59 percent
and in 2018, 75 percent till the end of April
and hopefully the occupancy rates will
reach 80 percent in Makkah.

MUMBAI:  A logo of Reserve Bank of India is seen
outside the RBI headquarters in Mumbai.

KUWAIT: Jassim Al-Faji, CEO of Al-Raya United with Adnan Al-Salem, Executive Vice President
speaking at the press conference. — Photo by Joseph Shagra


