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Anatomy of the crisis

• Cheap money

• Balance sheet expansion: sub-prime mortgages

• Securitisation

• Uncertainty about asset quality



Monetary policy

0

10

20

30

40

50

60

Contribution of forex inflow to M3 
growth

Sources: Reserve Bank of India, Yahoo! Finance

4

5

6

7

8

9

10

Monetary policy
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.... decidedly hawkish monetary 
policy stance up until the Lehman 
crisis in September 2008 



Credit expansion
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.... credit expansion limited by deposits, 
without recourse to the money market 

.... mortgages account for a relatively 
small fraction of the balance sheet



Securitisation

Sources: http://businesstoday.intoday.in/index.php?option=com_content&task=view&id=8128
ICRA Limited (2009): Update on Indian Structured Finance Market
Reserve Bank of India
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.... very little securitisation relative to 
overall size of banks’ balance sheets – even 
less so for mortgages – and very little of the
asset backed securities on banks’ books

http://businesstoday.intoday.in/index.php?option=com_content&task=view&id=8128


Prominence of state-owned banks
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.... minimal counterparty risk for
a large proportion of lending in
the inter-bank market

.... reduced likelihood of bank runs



Health of banks

Indian Bank
United Bank of 

India
2008 2009 2008 2009

Cash-deposit ratio 10.54 8.56 11.18 8.31
Ratio of secured advances to total 
advances 85.37 88.15 83.61 87.07
Ratio of net-interest margin to total 
assets 3.24 3.37 1.87 2.00
Return on assets 1.64 1.62 0.68 0.34
Return on equity 22.41 20.26 12.57 6.44
Capital adequacy ratio - Tier I 11.29 11.88 6.37 7.56
Capital adequacy ratio - Tier II 1.45 2.10 4.87 5.72
Ratio of net NPA to net advances 0.24 0.18 1.10 1.48

Source: Reserve Bank of India

.... in addition, to satisfy the regulation regarding statutory liquidity ratio, 25 
percent of deposits invested in (largely) government bonds



Maturity of deposits
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Source: Reserve Bank of India

.... further reduction in the likelihood 
of bank runs


