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ABSTRACT

Bank supervision in general, and capital adequacy requirements in particular, are
concerned fundamentally with bank safety, the stability of the financial system and
depositor protection. Bank safety and the stability of the banking and financial system are
crucially influenced by the public confidence that depositors and other creditors have in the
banks and banking system. Bank capital adequacy is a critical element in generating public
confidence in a bank’s ability to handle uncertainty and as the ultimate defence against

such losses. In this context, capital adequacy regulations by the supervisory authorities
have become an increasingly important policy tool to help curb the amount of risk
exposure that a bank can assume, thereby helping to preserve public confidence in a bank
and the banking system as a whole. Capital adequacy regulations essentially operate on a

bank’s risk and return profile. This role of capital adequacy requirements is particularly
important 1in Korea.

To examine the impact of the new capital adequacy requirements on bank’s risk-return
profile, an event study methodology was developed. The empirical results using the OLS
and SURE estimation indicated strongly that the new capital standards in Korea did not

have an impact on bank shareholders’ wealth, whereas they had an apparent partial effect

on banks’ risk, at least perceived by investors in Korea. In addition, no intra-industry
effects were found.

Our conclusions reveal some policy implications. Firstly, supervisory authorities should
reexamine and reassess the present supervisory monitoring system and reestablish it to be
appropriate for the new, more vulnerable and competitive (deregulating) financial
environment. Secondly, to improve the supervisory monitoring process, the supervisory
authorities should enhance the role of the market. Finally, under a environment where the
free market is being emphasised 1n resource allocation, bank supervisors should always

consider the simultaneous impact of structural deregulation and supervisory re-regulation
within their policy-making process.



CHAPTER 1

AIMS AND METHODOLOGY

1.1 INTRODUCTION

The banking industry has been more heavily regulated than any other industry in Korea.
Regulations pertaining to banks range from limitations on branching to restrictions on

portfolios that strongly influence the business activities of banks. The extensive supervi-
sion of banks reflects generally the pivotal role that the banking sector has played in the
economic development process within Korea. A stable and solvent banking system is

necessary to facilitate an efficient allocation of resources that is crucial to the health of the

national economy. For these reasons, banks have been heavily regulated.

In the late 1970s, however, it was widely perceived that the heavy regulations on banks

were retarding the growth of the banking and financial sector and preventing the efficient
allocation of resources, and that the Korean economy could not progress much further

without an adequate, concomitant development of its financial sector. Therefore, since the

early 1980s, various deregulation measures were carried out in the financial services indus-
tries in order to vitalise the sector by ensuring the autonomy of institutions through a

reduction of government involvement in their internal management and other operational

matters, and by providing a generally more competitive, responsive environment in the

financial sector.

However, as Pecchioli (1987) points out, this financial deregulation carries with it the risk
of instability in the short run and requires a reassessment of the existing balances between
market forces and supervisory policies. The Korean banking market is not fully-fledged
yet, especially compared with the developed countries like Japan, the UK and the USA. As

a result, Korean banks may face more uncertainty and higher riskiness in the process of

deregulation. Thus, bank supervision, especially capital adequacy requirements which may



play a critical role in the ‘risk containment’ of banks, become vital in maintaining the
soundness of the banking and financial system and in stabilising the national economy.

Therefore, it is necessary to investigate and analyse the impact of capital adequacy

requirements on the banking industry.

1.2 AIMS OF THE STUDY

Bank supefvision is fundamentally concerned with ensuring bank safety and depositor
protection through reducing the ‘excessive’ riskiness of banks’ portfolios and securing the
stability of the banking and financial system as a whole. In practice, the safety and stability
of the banking and financial system depend ultimately on the public confidence which
depositors and other creditors have in the banks and banking system. Public confidence can

be improved through regulating and monitoring the risk of insolvency and curbing banks

from taking excessive risks. In this context, bank capital adequacy regulation may play
(and is perceived to play) a critical role in the "risk containment” of banks. Capital

adequacy requirements have become a central supervisory instrument for instilling greater

discipline on bank management in risk assessment and control.

It is a generally accepted view that bank capital acts as a kind of internal buffer or

cushion within a bank in order to absorb unexpected losses arising from all the risks which
banks assume in their business activities. Typically, the mere addition of capital to the
bank’s balance sheet is assumed to reduce a bank’s risk. The capital base of a bank protects
the bank from the risk of insolvency by absorbing losses in times of poor performance.
Therefore, ceteris paribus, the greater the capital and the larger the respective cushion
against losses, the less the probability of insolvency. This risk-absorbing function of capital
enhances the safety of depositor’s funds, helps to maintain public confidence in the bank

and provides funding to support the bank's balance sheet expansion. Following this

approach, any regulation that increases the minimum capital adequacy requirement should



be considered not only acceptable, but also desirable (Di Cagno, 1990).

However, as Furlong and Keeley (1987) point out, the move to more stringent capital
adequacy requirements in banking has met with considerable controversy as well as some
scepticism. Some argue that higher capital requirements will simply cause banks to invest
in more risky assets, and thereby offset, or even more than offset, the desired effect of
higher capital. Koehn & Santomero (1980) and Lam & Chen (19835), for example, conclude

that the impact of capital regulation is uncertain, while Furlong & Keeley (1987) show that

more stringent capital requirements would not give banks a greater incentive to invest in

riskier assets. However, the direction of reshuffling depends upon the risk aversion of the

bank’s preference function (Koehn & Santomero, 1980).
The essence of modern finance theory is to analyse expected outcomes (‘decisions’) on a

risk and return basis. This is the basis of modern portfolio theory. In a micro-theoretic

context, capital adequacy regulation should operate on the risk and return profile of the

panking firm. The primary aim of this study is to analyse the impact of the new capital

adequacy requirements on commercial banks in terms of risk (condition) and return

(performance) in Korea. In particular, it will endeavour to answer the following broad

questions.

(1) What 1s the operational trade-off between risk and return in Korean banking?

(2) What is the impact of capital adequacy requirements on the banking industry in

Korea?

(3) How do capital markets perceive the impact of cabital regulation and how can we

measure this impact?

(4) Are the effects of capital adequacy requirements consistent with supervisor’s intention
or can they be perverse?

These theoretical and empirical questions will be addressed in the context of a deregulatory

financial sector in Korea. The simultaneity of structural deregulation and Supervisory re-

regulation (both to be defined) policies in Korea complicate the research of the above

questions, as will be shown.



1.3 METHODOLOGY OF THE STUDY AND DATA SOURCES

1.3.1 Literature Survey

Bank supervision is basically concerned with bank safety and depositor protection.
However, micro-economic theory implies that regulations and supervision tend to reduce
competition and may lead to inefficiency. Bank capital regulation has become a central
supervisory instrument for the "risk containment” of banks, but the effects of capital

adequacy requirements are open to question. The literature survey on the relevant

theoretical and empirical literature is very important since it may provide a basic

framework to evaluate and analyse the impact of capital adequacy requirements on
commercial banks in Korea. It also is the essential starting point in forming relevant and

empirically testable hypothesis related to our broad research questions.

1.3.2 Statistical Analysis

@tatistical analysis will be carried out in order to analyse and evaluate the effects of capi-
tai adequacy requirements on bank shareholders’ risk and return./\Regression analysis
including the ordinary least squares (OLS) and SURE, and other statis;ical techniques will
be utilised in order to test various hypotheses concerned with the impact of capital
adequacy requirements. For this purpose, relevant data (i.e., stock prices), are analysed
before and after the imposition of the new capital adequacy requirements. The findings

based on this analysis may help to develop the future direction of bank supervision policy

in Korea.



1.3.3 Application of an Event Study Methodology and Finance Models

To examine the effects of the new capital adequacy requirements on the Korean banking
industry, relevant data are analysed before and after the implementation of the new capital

standards (in 1990 and 1992). For this purpose, two approaches can be utilised: the

accounting approach which is based on ex post accounting ratios and the market approach

which is based on capital market data. However, ex post accountmg data are too
N - ~—— D

insensitive to monitor changes In | the nsk and efﬁmency of banks On the other hand, so
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long as the market has full information, capital market data effectively incorporate

investors’ current expectation of bank performance. By using the market approach, the
sensitivity of the monitoring process should be significantly increased and important
conclusions can be drawn regarding the impact of changes in supervisory policy on banks.
To this end, an event study methodology will be utilised in order to evaluate the impact of
the new capital adequacy regulations on the banking industry. The underlying models used
are those that append a vector of (0,1) dummy variables to the right-hand side of the tradi-
tional market model. This dummy variable approach is numerically identical to the stand-

ard event study methodology, but provides accurate standard errors with one-step proce-

dures. Furthermore, when combining the dummy variable approach with Zellner's (1962)
seemingly unrelated regression estimation (SURE) procedure, a wide variety of hypotheses

may be tested. Therefore, a combined model with dummy variables and SURE will be

utilised in order to estimate the event parameters.

1.3.4 Data Sources

Data for the study are obtained from the Korea Stock Exchange (KSE), the Office of
Bank Supervision of the Bank of Korea (OBS), and individual banks. These data are

published statistics, but in some cases, unpublished internal data have been collected.



1.4 THE STRUCTURE OF THE STUDY

The outline of this study is as follows:

CHAPTER 1 : Aims and Methodology

CHAPTER 2 : Banking and Financial System in Korea

This chapter analyses the main, distinguishing characteristics of the banking and financial
system in Korea. The flow of funds in the financial market is analysed. Next, the structure
of the banking and financial system are analysed, comprising the Bank of Korea(BOK),
banking institutions, non-bank financial institutions, securities market, and money market.

This analysis of financial structure seeks to establish the role, nature and relative impor-

tance of banks within the Korean financial and economic system.

CHAPTER 3 : Bank Regulation and Supervision in Korea

This chapter analyses all the different kinds of regulations pertaining to the banking and
financial system including regulations on banking institutions, non-bank financial institu-
tions, securities firms and foreign exchange regulations. The regulatory regimes for banks
in Korea are analysed. This chapter also explores the rationale, instruments and targets,
the forms and the style of bank supervision and the institutional framework of Korea. The
aim is to provide a bird’s eye view in order to emphasise capital adequacy rules. The
primary emphasis i1s on analysing the reasons why bank supervision is desirable and the

forms and style 1t may take. The current supervisory system in Korea is analysed within

this context.

CHAPTER 4 : Performance and Condition Analysis of the Korean Banks

Bank supervision, especially capital adequacy requirements, operates on the performance



(return) and condition (risk) of banks. Thus, this chapter examines the performance and
condition of the Korean banks: it provides a kind of ‘bridge’ between Chapters 3 and 5.
Although the efficient market model appears to be the best measure of the performance and

condition of banks, accounting models are also useful tools for analysing financial per-
formance. This analysis is a necessary prelude to a more refined, market-based analysis. It
1s also based on these kinds of data widely used by baﬁkers and supervisors in contempo-
rary decision-making and analysis. Ratio analysis, trend and cross-sectional analyses will
be utilised. The analysis of the performance and condition of banks will focus on return on
equity (ROE), return on assets (ROA), equity multiplier (EM), variability of ROE and

capital adequacy risk. Other performance and condition measures will be also analysed.

To examine sources of ROE as an overall performance of a bank, ROE decomposition

analysis will be employed. Through risk-return analysis and ROE decomposition analysis,

an attempt to identify some characteristics of high performance banks will be made.

CHAPTER 35 : Capital Adequacy and Risk Containment: the Role of the Market

This chapter examines the issues of capital adequacy which lies at the heart of bank |

supervision. The aim of this chapter is to provide a theoretical framework in order to

evaluate the impact of capital constraints. The primary emphasis is on analysing how bank

capital adequacy requirements affect the portfolio composition of banks. Therefore, the
nature of capital adequacy regulation - the important role of capital, the definition and the
measurement of capital adequacy - is analysed. The micro-finance foundations are also
discussed. Finally, the market role is discussed in order to provide a framework in order to

evaluate the impact of capital regulations, which is the main task of Chapters 6 and 7.

CHAPTER 6: Capital Adequacy Requirements and Bank Profitability: Wealth Effects
This chapter presents the empirical findings of the impact of the new capital adequacy

requirements on bank stockholders’ wealth. For this purpose, an event study methodology

i1s developed in order to identify the wealth gains and losses of shareholders in the vicinity



of the announcements of the new capital adequacy requirements. Various econometric
models and hypotheses are specified and tested using stock market data. First, to measure
the likely impact of capital regulations on shareholders’ wealth, the abnormal returns and
cumulative abnormal returns will be estimated using the OLS. Second, to generate more

efficient estimates, the SURE will be employed. Then we will test various hypotheses and

the results are reported.

CHAPTER 7: Capital Adequacy Requirements and Bank Risk: Risk Effects

This chapter examines the impact of the new capital adequacy requirements on the risk of

commercial banks, which is the main concern of bank supervisors. To test for the likely
changes in risk, the variance of rates of return on each portfolio is estimated and compared
before and after the imposition of the new capital adequacy requirements. In cases where a
change does occur, it is important to examine causes of change. Therefore, the behaviour

of the components of total risk is analysed. Whether or not systematic risk shifts occur

over time will be tested. Finally, the results are interpreted.

CHAPTER 8 : Conclusions, Policy Implications, and Limitations
The main findings and conclusions will be summarised and the overall assessment will be
made. Some policy alternatives based on our empirical findings will be developed for the

future direction of bank supervision. Finally, the limitations of this study will be made.

Figure 1.1 schematically summarises the structure of this study.
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CHAPTER 2

THE BANKING AND FINANCIAL SYSTEM IN KOREA

2.1 INTRODUCTION

This chapter analyses the banking and financial system in Korea in order to identify its
main, distinguishing characteristics. In section 2, the flow of funds in the economy is
analysed in order to set the scene on the Korean financial market structure. Following this,

the modern evolution of the financial system is traced in Section 3, and section 4 goes on to
analyse the institutional structure of the banking and financial system. This analysis of the

financial sector seeks to establish inter alia the relative importance of banks and banking

within the Korean financial and economic system.

The objectives of bank supervision include maintaining the soundness and safety of
banks, protecting depositors, and stabilising the national economy from possible adverse
consequences of broader changes (particularly structural deregulation) within the financial
sector. In a structurally deregulating (or financially liberalising) environment, the stability
objective of supervision is likely to be especially important; recent Asian and Latin
American experiences have emphasised this key role of supervision (Fry, 1988). In Asian
countries like Korea and Taiwan, adequate bank supervision has been a key*factor in
maintaining the soundness of banks and in stabilising the national economy in the process
of financial liberalisation. On the other hand, the failure to provide adequate bank
supervision has contributed to financial insolvency problems in the Southern Cone
countries (Chile, Argentina, and Uruguay), the Philippines, and Turkey (Fry, 1988; World
Bank, 1989).

To achieve stability, bank supervision should be appropriate to the underlying banking

system. ‘Appropriate’ here refers both to the kind of supervision and its intensity, or scale.

Excessive supervision, for example, might contribute towards making the performance of

10



banks worse and ultimately deter the development of the financial system; while u.nder-
regulation or loose supervision may not preserve or enhance the soundness and safety of
banks, and this may ultimately lead to disruption of the whole economy. Policy "balance™
between liberalisation (or structural de-regulation) and supervision (or, more specifically,
supervisory re-regulation) is clearly an important practical problem in this context. Explic-
it knowledge of the banking and financial system and how it changes, therefore, are neces-

sary when designing the most appropriate bank supervisory framework. Any supervisory

system recommended from this research has to be applicable to the banking system in
Korea. Furthermore, the banking and financial system of Korea are the ‘laboratory’

(environment and data source) for the research of this thesis. Therefore, an appropriate

starting point for this study must be an analysis of the banking and financial system in

Korea.

2.2 FLOW OF FUNDS IN THE ECONOMY (in 1990)

2.2.2 Introduction

In 1990, the Korean economy, driven by an expansion of domestic demand, recorded
higher real growth (9.0%) than in the previous year (6.8%). But internal and external
disequilibria became more intense with mounting inflationary pressures and the balance of
payments sliding back into deficit (see Table 2.1).

Against this background of real economic developments, the volume of financial
transactions continued to increase, with expansion of the financial surplus in the Individual
sector fed by improvements in wage incomes and the growing demand for funds for

investment in the Business sector. In this expansion of financial transactions as a whole,

the Individual sector invested its surplus funds in claims on banks such as preferential

savings deposits and certificates of deposits (CD), rather than in holdings of stocks, be-

11



cause of the protracted stagnation of the stock market. On the other hand, the Business

sector sought to meet its funding needs mainly through borrowing from financial institu-

tions and issues of corporate bonds.

<Table 2.1> Main Economic Indicators

(Unit: %, US$ millions)
Year Real GNP CPIY Wages? BOP?
1975 6.4 254 26.8 - 1,886.9
1976 13.1 15.3 33.2 - 313.6
1977 9.8 10.0 33.2 12.3
1978 9.8 14.5 33.9 - 1,085.2
1979 7.2 18.2 28.5 -4,151.1
1980 - 3.7 28.7 22.9 - 5,320.7
1981 59 21.6 20.2 - 4,646.0
1982 7.2 7.1 14.6 - 2,649.6
1983 12.6 34 11.9 - 1,606.0
1984 9.3 2.3 7.7 - 1,372.6
1985 7.0 2.5 10.2 - 8874
1986 12.9 2.8 9.2 4,617.0
1987 13.0 3.0 11.3 0,853.9
1988 12.4 7.1 19.1 14,160.7
1989 6.8 5.7 24.6 5,054.6
1990 9.0 8.6 20.0 -2,179.4
Notes: 1) CPI represents Consumer Price Index

2) Wages represent percent changes of Nominal Wages over the previous year
3) BOP represents Balance of Payments in Current Account
Source: The BOK, Monthly Bulletin, December 1991, pp.11-15.

2.2.2 Financial Surpluses and Deficits by Sector

The following Table 2.2 and Chart 2.1 show clearly the transmission mechanism of the

flow of funds from surplus sectors (Individual, Government, Financial Institutions and

Foreign sectors) to deficit sectors (specifically, the Business sector).

Examining the financial surpluses and deficits of non-financial sectors during 1990, only
the Business sector, the principal investor in the economy, showed a financial deficit, and
the Foreign sector recorded a financial surplus as the current account shifted into deficit for

the first time after being in surplus for four consecutive years from 1986 (see Table 2.2).

12



<Table 2.2> Financial Surpluses & Deficits by Sector

(Unit: billion won, %)
1987 198 1989 1990
Business(A) -7,705.8 -8,847.5 -16,919.9 -28,751.3
(13.0) (14.8) (91.2) (69.9)
Individual(B) 12,760.3 11,865.7 14,938.6 19.663.1
(46.0) (-7.0) (25.9) (31.6)
Government(C) 3,281.7 5,801.0 5,188.8 5,730.5
(153.8) (76.8) (-10.6) (10.4)
Foreign -9.036.6 -9.888.3 -3,868.7 3,040.7
(152.9) (9.4) (-60.9) (-)
Ratios: B/A (%) 165.6 134.1 883 68.4
C/A (%) 42.6 65.6 30.7 19.9

Note: Numbers in parentheses represent the rate of change over the previous year
Source: The BOK, Monthly Bulletin, March 1991

<Chart 2.1> Flow of Funds in the Economy (1990)
(Unit:billion won)
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The 1990 financial deficit of the Business sector showed an increase of 69.9% over the
previous year to a total of 28.8 trillion won, due to the deterioration of corporate profits and
increasing investment in construction and facilities. The ﬁnanciail surplus of the Individual
sector reached a total of 19.7 trillion won in 1990, showing a rise of 31.6% over the
previous year. This was attributable to higher wage incomes and the slower growth of
consumption expenditure in the latter part of the year. But the ratio of the Individual
sector’s surplus to the Business sector’s financial deficits, which measures the extent to
which companies’ shortage of funds is met by the savings of Individuals, reached 68.4%,
the lowest level since 1986. The Government sector’s surplus also increased in 1990 to a
total of 5.7 trillion won, reflecting the fiscal surplus resulting from favourable tax receipts.

The balance of the Foreign sector shifted from deficit to surplus, the first surplus since

1986, due to the deficit of the current account of the BOP.

The following Table 2.3 and Figure 2.1 show the ratios of the financial balances to

nominal GNP by sector from 1984 to 1990. The ratio of the Business sector’s financial
deficit to nominal GNP rose sharply to 17.1% in 1990 from 11.9% in 1989 and the ratio of

the Individual sector’s surplus to nominal GNP slightly increased from 10.5% in 1989 to

11.7% in 1990. The Foreign sector’s surplus to nominal GNP was 1.8% in 1990, whereas
the sector’s deficit in 1989 had been equivalent to 2.6% of GNP.

<Table 2.3> Ratios of Financial Surpluses and Deficits to Nominal GNP by Sector

(Unit: %)
Year Business Individual  Government Financial Foreign_
1984 -10.7 6.1 1.6 0.4 2.6
1985 -10.1 6.7 1.2 0.2 1.9
1986 - 7.5 9.7 14 0.4 -39
1987 - 6.8 10.8 3.6 1.0 - 8.6
1988 - 7.0 94 4.6 0.9 -7.8
1989 -11.9 10.5 3.6 1.0 - 2.6
1990 -17.1 11.7 3.4 0.2 1.8

Source: The BOK, Monthly Bulletin, March 1991, p.55
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<Figure 2.1> Ratios of Financial Surpluses and Deficits to Nominal GNP by Sector
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2.2.3 Sources and Uses of Funds by Domestic Sectors

During 1990, the volume of funds raised by the financial sector increased slightly to 65.7
trillion won and the volume of funds utilised to 66.7 trillion won (see Table 2.4). As for

sources of funds, the share of deposits sharply increased from 48.1% in 1989 to 64.5% in

1990. Among deposits, those raised by banks showed a great increase, induced by

preferential savings deposits and by CDs, and those deposits whose interest rates and
issuance ceilings were raised during the year. Claims against non-bank financial
institutions (NBFIs) also rose due to an increase in deposits at mutual savings institutions
and insurance companies. Thus, the share of deposits raised by banks and NBFIs rose from
14.3% and 33.8% in 1989 t0 21.0% and 43.5% in 1990, respectively. Despite an increase
in funds raised through the issue of long-term financial obligations, the overall amount of
funds raised by the issue of securities notably decreased, due mainly to the bearish stock

market. Accordingly, the share of securities issued in total funds raised decreased from
25.7% in 1989 to 13.9% in 1990.
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As for uses of funds, the share of loans slightly increased from 52.9% in 1989 to 53.8%
in 1990. Within this figure, the share of loans utilised by banks declined from the previous
year (1989) owing to the reduction of general loans, whereas loans’ share utilised by
NBFIs slightly increased from 30.2% in 1989 to 34.1% in 1990: this was attributable
mainly to an expansion of lending by development institutions and insurance companies.
On the other hand, the share of funds utilised for the purchase of securities fell to 27.1% in

1990 from 32.8% in 1989 due to the decrease in holdings of stocks. The share of foreign

claims utilised rose slightly because of the growth of foreign exchange held by domestic

banks.

<Table 2.4> Financial Sector’s Sources and Uses of Funds
(Unit: billion won, %)

1989 1990

Amount ( % ) Amount (% )
<Sources of Funds>
Deposits 29.250.1 (48.1) 42,403.1 (64.5)
0 Banks 8,717.4 (14.3) 13,795.8 (21.0)
0 NBFIs % 20,532.7 (33.8) 28,607.3 (43.5)
Issue of Securities 15,618.3 (25.7) 0,120.5 (13.9)
Borrowing from Abroad 443.0 (0.7) 8989 (1.4)
Others 15,516.8 (25.5) 13,276.6 (20.2)
Fund Raised 60,282.2 (100.0) 65,699.2 (100.0)
<Uses of Funds>
Loans 32,636.2 (52.9) 35,891.2 (53.8)
0 Banks 14,022.7 (22.7) 13,119.5 (19.7)
0 NBFIs 18,613.4 (30.2) 22,771.8 (34.1)
Securities 20,220.4 (32.8) 18.046.4 (27.1)
Foreign Claims 345.6 (0.6) 1,045.7 (1.6)
Others 4 8,511.8 (13.8) 11,7312 (17.6)
Fund Utilised 61,714.0 (100.0) 66,714.6 (100.0)

Notes: 1)includes deposit money banks, insurance companies & pension funds and NBFIs,
2)includes life insurance & pension fund reserves.

3)borrowings from government and the BOK, bills payable, etc.

4)currency, deposits in the monetary stabilisation accounts, and bills receivable, etc.
Source: The BOK, Monthly Bulletin, March 1991, p.57
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In 1990 the amount of funds raised by non-financial sectors (Business, Individual and
Government sectors) increased 16.7% over the previous year, and funds utilised edged up
by 4.6% (see Table 2.5). As for the composition of funds raised by types, the share of

borrowings from financial institutions rose from 48.3% in 1989 to 54.2% in 1990. This
increase was mainly due to the increased borrowing from banks brought about largely

through greater extension of export financing and of funds for facilities investment.
Borrowings from NBFIs also increased through borrowings from mutual credits and from

mutual savings and finance companies. On the other hand, 