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to objective for this part of onr program ic to look at »mimi
facets of the beak capital profeto 1to appear to fee important and prtoae
to booms »care so. In the course of to next few »totes it ismy
Intention to outline very briefly a to areas tot mm feeworthy <*
consideration. However* to sdbstaaoce of this discussion will eon» ton
your participation rather tom any tonel presentation so my pert.

At to outot it inwell t recognise tot to feto capital
problem in old to tot it to not tom sohed, done pegple find Itwy
disconcerting to Uwe with to to unsettled protons, tore mm mm «to
problent™ honever. As feto enpervisre* 1 an confident tot ym identafy
to feto ospito proto» se one subject to tomi toy mito ton pesmasnt
stottem. 1» tort* it is a prdolesa tot you Uwe with fron day to dey»

Uto progress is achieved® 1t seem t m* when we meegeto tot
to feto cgprtal problem 1s peremial In darecter, this recognrtion
engbles os to torn anay all of to latellsotual rudbish tot hes
aocumnulated as a result of efforts to find ultoate to definirtive
solutions. Sy so olleeriag to mens It become much sesto to us t
defire to ptolm so 1t dages In tornato to to dorato methods to
«nrtos with each of to espeto™

fo illustrates fro» ttm to toe tore hem been efforte on to
pert of supervisory authorities to t o n to derato mesures to
determining to adequacy of bank capito margins. Usually these efforts
are associated with schema to providing banks with aspsopriats

capitalisations, tose endeavors to to mat part ham sarto som good
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purpoee by helpiag to aore up a Dir poorly ceprtalista bade#

cafc tyratoly, boeovar, ®an& of Fan efforts bava asarttaapntlad or
groKkly distorto*! th© total oapibai tior »mAm aapbaaSs
O3 apet tiecartory jpvtioun  More yAysatacatHo fa tod taa of P
£&$% thib 10 s, probier afsaoh ba eacapad ywd thatt 4b s sot. ba
aolvad 13 sny ultinate aaosa«

L tIffi ho a rsoogaibiOB of tfoa Nojfe problsss aa
TiyEELAY p~ sy, |» cbar&cter* 4b ia adao to realio® tlat tht
Problem 4a «vor changlng in relativa isportaaca« Sooatiaaa t&a baak

Hywrkoyy “bhW ldei QBSd Ft>w @BIgh Werigr <gdrrfiF«w S Ba
aD hia« Meartig fryylesac« Ah aobar tittfFP caprtal ws imm may ro"uir# tha
sfya ahhasbi«« of beak aparvieora®  $a& agpiia thar® aia perioda aitdh imi
tha present Midly ht mss. pfYy that tha prdolesi la grotairg 10
relativa FBortanc®* Thus» aa | aaa 1> tha Mserviamr arthesltids ala
axfraitad. vith tha opner tak of faywafalag ymi ywypyhiiairaa oo
hjuiMg Srtuation nith ragpeoch to ospital Margine® Cally by ao €fyg aio
thxy abla to givo tha pynfagyp the aaceat of that 4a
no aora Zxa a0 leea™

A fitaraony foviair of beai4 aa i«jarda bay#i.fi0 aaaaootai
that a y«&@idiOTiddi of faytiffi ia war tpfta appropriate» Ovar
a period of yeara tha growth la thé volano of dapoait* baa beea very
Bubstsatiale Hssraovar# bwa @xadigpivnl 1a tba oospoaitSoa of
tha aaaat atnaeturo« Finally, ia loaaat yneara povai‘'fui force® Jmw
affaotad both tba Quality f°d tba uba of aaaata« iffii |jpboaiafffa aetivity

“saarallv *mi taoosl sustained. at a hiab lavai.* oartaia oortions of tba
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picture have not been good.  Oving to tho record lacreases lamorey ratea,
Jrarati« readjustosats bave cecurred tu tilt partss structure of asseta held
by baks. la these epautietaesss, 1t 10 eol awprisiag that hook
syervisorn» «e lodkias oty closely et baak osprtalisatian la esa0s.

Historlcally* there bove boea mmy tests of a m&ahmioal
darecter for determluting baak cepital stequecy.  fears ago exitoso ta tre
beaktag ftold achievsd a consenaus of «ort that tm cattai «ergr* «hould

1o at toest 10 percent of total dgposito*  lodar this ratio eco

a0 a psrosniage of total «sssts* 1o ece, hanever, demenstrated
that such a «e»#» vm  eatirely satisfactory aor that a srallar pemmt”™e
votalo izvitably load to trobla At any rato, tho W percent aargin ao a
test of capital adequacy haes long olace basa afesedoeed ler tho sinple
reces=e that very fotr beafes camid aeasure Up o thio standard.

tho ratio reflectlag the national average of capital o twotal
aseta *$8 assi to test the adeguect of twt editai*  Ibis ratto daos
bave thé virtt© of swotding tho inflaxibiltty of tho W percent sargia
shich 1t sypl8ated. kmrmr, It is unrealistie to aspect all banka to
meestire up to a scMsaHed national average ospital sadlfk  Aeeordingly,
the national average s priasrily useful ss a center of mfwwae* far
gopralsiag tho capital situation of a givea beak.

Meay othor ratics bave besa usad fres time to Une ia tostiag tho
adequecy of baak caprtal™* By sed large, thoso toad to bo refinereats of a
gotti ratto botsosa capitai and total asseta*  the abject of the refinement
Is to relate aere "eolfloal ly asseta subjeot to shrinkage ta value aad the
sargia aval labio far sbsorblng thia drinkege.  there s, for «ampio, the
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riek mnnt rotta, tint te, total asseta let## ee». spi Taeiml
doligatio™« aa tapeto vith total ospitai m&mmtm*  Bits »atto lift> taca
furto» »efined &y tacitalibx trm  tho eatagto Cf aaaote ai risk tota
1Iteo» tetat are protactad to axee 1to ta Votomi ptata« to ofgjectica
10 th? T/ of capitai nfttrg*t=f 10 Ih&i Ota otatat ttodttto aitata- at
risk la any awftiitatal tastar« It Ita tata potato ont tot ove» tata m&
ta «fgject to tata to*riGtattoa—Ii£ 1t 10 a depotat 1» a citata tata«
Stili statata «fp taffe to the probita of reesurtiis tata dettai —fitfta lo
10 solato the total gjeaat to o 1ta oal- eccosae»

All ta tota arsure» ta to «total mrgia giw tata IMic&tion
ta Ite reietta« sita. Boneser, atto tota tarlo®«mmmxem toa toa
cessato to «opefrleto aotoritoe «*» etili Itat tata a Jtapssii
profeto, netaly, to étttoato toto» capital la a gita» tatottaa le
taagpats™

The detoxtaaatioo ta tata «total ado”iacy le eaeentielly a
Auslitatita ¢tagaaixt tato «ita «awwelaal ta a tata! tatuati«». Quantita
teste to Itatata e«x»» tatohlo sltolighte ta arrtatag at a «Jtagesent*
Bowover, tatatoitar to to «*all *»«ogtaed tafeatoal tota vould not ta
a alta» Instane# mmxm adepto ta to «total etoetiix*« Biere are «to
otas» tataitom ttata ta m tarato tometer ae «all a» «ita regsrd to to
&3 0 - Ticikavmtly «hi» SMaB-wE 2> «aka il jEPfdy
tataoataal imo ta to «total nargia. Moteota», 1t la a fast tot «total
la tata» a substituto 1to ataatartal «tali«
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Ih ocreing ta gri|» vith a baak capital jwublaa* supervisera
cuthoritlea in a w y toitoawbal misa &™ depeadtet apost ths iaformiioa
g&thered % baak ocestinsrs* As a coos*$UBxcOf ths tssts ma guitas
mxmamm &pp2y la toxilig cpiaioaa «bout ttm faaUty ssa ~asatity of taak
capital ans aattars of pvimxy is™ortem . I'or scresoiiig parposso
©jasaiaere art very likaly to apply ths recogaixed statistical tssts of
capital aasfiasoy* Possibly it would bs iabsfsstiag to coneiaer ymr
sxperteno« vitfc timm tssts* toc yoc b©e» able to évmtew «ey sthsr
guiSss ©f s gpa&iitativs dtwrsetsrt Mars important# howsvsr* Ubst bas
bas® tfas a”risoe# of pus mmdmm la iitorpa”rtiag thss® vartats
SSHESSt

Whsa ths baak supearvisoxy authorttie® mas to grips vtth s
caprtalisation probls®, ths of altermative nmMm booms
pmtmmmt* A pssgssz» 10? 1stsiniag baak «sarsiags withia ths capital
structure la ocovisemly suggesteé as s assas of oomot&ig capital
aafielmaiss. Owlng to ths xslaMvsly loir «arcag posr of bed<*# honvsner,
1ub s pragrssamsikss progres® sloviy«  FOrtherwro, it hos ths glsavs&tsgs
of redueiag ths attractivszess of ths beafc ghasss to Ixmstors»

As m altemative to retoatiora of satoags capital may bs
Cotaiasd hy ths sais of as* «tores to? essth.  fhils approaca to ths prabissa
of strsagthsning bsnk capitalisatiosis rscognises at ths otstsst that ths
baakiag bosImss omas w y substsntial additions to th» capital aeargia if
It Is to hssp posa vith other entexpriae. Bovewver, ths astr tous asxfest
csa only bs tastsd succosstolUy 1T toasters ara cooviaced that oopndtaente
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in hmk share* are attractive. Shis would require a record of dividend
paints that is long sat relatively hi#. S to bss& earsis&s are «*>3«
tills vould sees to Justify a rather hi# payout to shaiehalders» ft should
bo noted* however, that a pegresi designed to strengthen hank
capitalisations by the sals ©f new aheres is not consist™! with tbs
program of esavil*a» rotation. fUrtheraore, shares in smiland n ® »
eised b*hfe* up to noir hax« developed very littls aaj&etability« fhsss
alternative «gpeoeehes to the pp&&m of taping now ©apital funds for

banking® in ay opinion, are «earthy of careful considareticei and detailed

study»
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