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Amidst globalization, Banking System in India has attained vital importance. Day by day there have been increasing 
banking complexities in banking transactions, capital requirements, liquidity, credit and risks associated with them. The 
Basel Committee on Banking Supervision provides a forum for regular cooperation on the issues relating to banking 
supervisory matters. Its objective is to enhance understanding of key supervisory issues and improve the quality of banking 
supervision worldwide. It seeks to do so by exchanging information on national supervisory issues, approaches and 
techniques, with a view to promoting common understanding. The Committee's Secretariat is located at the Bank for 
International Settlements (BIS) in Basel, Switzerland. The committee drafted a first document to set up an international 
'minimum' amount of capital that banks should hold. This minimum is a percentage of the total capital of a bank, which is 
also called the minimum risk-based capital adequacy. In 1988, the Basel I Capital Accord (agreement) was created. In 1988, 
BCBS (Basel committee for Banking Supervision) introduced capital measurement system called Basel capital accord, also 
called as Basel 1. Basel I defined capital based on two tiers: 

Tier 1 (Core Capital): Tier 1 capital included stock issues (or share holders equity) and declared reserves, such as loan loss 
reserves set aside to cushion future losses or for smoothing out income variations.  It focused almost entirely on credit risk.  

Tier 2 (Supplementary Capital): Tier 2 capital included all other capital such as gains on investment assets, long-term 
debt with maturity greater than five years and hidden reserves (i.e. excess allowance for losses on loans and leases). 
However, short-term unsecured debts (or debts without guarantees), were not included in the definition of capital.

BASEL-1 defined capital structure and risk weights for banks. The minimum capital requirement was fixed at 8% of risk 
weighted assets (RWA). Although BASEL-1was the first international instrument assessing the importance of risk in 
relation to capital, it was a milestone in the finance and banking history. It must however be remembered that it still suffers 
many limitations. Firstly, fixation of 8% capital ratio to protect banks from credit risk was far from adequate. Similarly no 
recognition was given to risk associated with maturity of credit, risk associated with different currencies and 

The Indian Banking system is witnessing a significant change over the past few decades. Several new institutions have sprung up 
and many of them have also failed due to global crisis or due to one or the other reason. For the efficient and smooth functioning 
of these institutions, proper governance norms for these institutions are urgently called for. Capital Adequacy norms given by 
BASEL Accord are one of the most significant developments for managing risk in banks. The present paper is an attempt to 
analyze the Capital adequacy norms and their implication in Indian private Banking Industry. The study is confined to ten private 
sector banks and their capital adequacy ratio for the last ten years for interpretation for the purpose of analysis. Regression 
analysis is used for the purpose of statistical calculation. The analysis of the statistical data pointed out to the conclusion that 
maintaining higher capital adequacy ratio by private sector banks was a not only a contributor towards achievement of higher 
efficiency, but was also a significant role player in risk aversion for these banks.
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