
ABSTRACT 

THE PERFORMANCE ANALYSIS OF INDIAN COMMERCIAL BANKS:  

AN EMPIRICAL APPROACH 

 
 

A Thesis Submitted To 

The Maharaja Sayajirao University of Baroda  

For the Degree of 

 

Doctor of Philosophy  

in  

Business Economics 

 

 
By  

 

NEHA P. PANDYA 

Assistant Professor  

 

 
Under the Guidance of  

 

DR. SHRADHA H. BUDHEDEO 

Associate Professor  

 

 

 

 

 

DEPARTMENT OF BUSINESS ECONOMICS 

FACULTY OF COMMERCE 

THE MAHARAJA SAYAJIRAO UNIVERSITY OF BARODA 

VADODARA, GUJARAT, INDIA 
 

September 2022 

 



 

ABSTRACT 

 

THE PERFORMANCE ANALYSIS OF INDIAN COMMERCIAL BANKS:  

AN EMPIRICAL APPROACH 

 

 

Contents 

 

1. Background and Rationale  

2. Objectives of the Study 

3. Study Approach 

4. Summary, Findings and Conclusion 

5. Inferences, Suggestions and Policy Recommendations 

References 



1 

 

ABSTRACT 

The banking system plays an integral role in the modern economic world. It is one of the 

important pillars of the financial system that plays a vital role in the success or failure of an 

economy. Researchers confirm that countries with a well-developed banking system grow 

faster as compared to the weaker ones. The financial health and strength of an economy hinges 

on the efficiency of the financial system and successively on a sound and solvent banking 

system. Banking system promotes and mobilize savings, and allocates it among the different 

sectors in the economy to ensure optimum utilization of funds. The banking sector encourages 

trade and helps to increase the aggregate rate of investment in an economy. It also plays a 

significant role in the transmission of monetary policy for achieving economic growth.  

Banks are one of the oldest financial intermediaries in the financial system, established with 

the prime objective of earning profits. As compared to other financial institutions, banks are 

unique in nature on account of their role in acceptance of deposits and granting of loans. In the 

process of accepting deposits and granting loans, depositors earn interest against the money 

deposited with the bank which stimulates them to save more and increases the volume of 

savings. Subsequently, these savings are invested to produce new capital assets that trigger 

economic growth. 

In the new operating landscape, banks are increasingly focusing on adopting an integrated 

approach to risk management. Banks across the globe are undergoing consequential changes. 

A faster rate of economic growth has been possible on account of blending of technology with 

banking operations. Banks today provide various financial and non-financial services to their 

customers through their branches as well as virtual platforms. Banks are equally important for 

domestic and international payment systems. A well operating payment system is a pre-

requisite for an efficiently performing economy. Any breakdown in the payment systems is 

likely to disrupt trade and in return may significantly affect economic growth. Banks occupy a 

significant position in the organized money market with an extensive branch network and 

enormous volume of deposits. The banking network has been widened to accelerate public 

convenience and enhance growth and development. 
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1. Background and Rationale  

Over the past seven decades, the Indian banking industry has undergone a paradigm shift in 

terms of its content, structure, scope, functions, and governance. Since the inception of 

economic planning in India, the banks have traversed a long journey. The banking sector has 

witnessed tremendous changes and challenges. It is probably one of the few large banking 

systems in the world which have been robust enough to withstand even the global financial 

crisis.  

The India banking story has moved on from commercial to social banking, from class to mass 

banking, from cash to card banking, and from traditional to digital banking. The total number 

of commercial banks (including RRBs) in existence has gone up from 89 in 1956 to 143 in 

2018. The number of bank branches has increased from mere 4,067 in 1956 to 1,52,275 in 

2018. The average population served per bank branch has improved from 98,000 in 1956 to 

8,700 in 2018. Deposits of commercial banks as percentage of national income have multiplied 

manifold from 10 percent in 1956 to over 74 percent in 2018. Over these seven decades, the 

banking business has augmented remarkably. From providing plain vanilla banking services, 

banks have gradually transformed themselves into universal banks. Availability of ample 

opportunities and options, varied banking products and instruments, improved services and 

facilities have been complementing the growth phase of the country. Participating in this 

growth curve will definitely provide a launch pad for greater business expansion to all bank 

groups operating in the economy.  

The banking landscape has undergone major evolution with the adoption of nationalization, 

restructuring, consolidation, deregulation, liberalization, and digitalization measures in the 

financial sphere of the country. Two rounds of nationalization, first in July 1969 and then in 

April 1980 have steered 20 major commercial banks into the ambit of the public sector. As a 

result, public sector banks have come to occupy a central position in the banking industry. This 

brought 80 percent of the banking sector under government ownership and control. Branch 

network expanded significantly, resulting into wide banking coverage and penetration. The 

public sector banks spearheaded the banking space of the nation for nearly two decades.  

Indeed, nationalization stands as a landmark in the history of commercial banking in India. 

Yet, it had its own share of issues. After nationalization, government owned banks dominated 

the banking sector which led to problems like excessive bureaucratization, red-tapism and 
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disruptive tactics of trade unions of bank employees. Until the early nineties, the banking sector 

suffered from lack of competition, low capital base, low productivity, and high intermediation 

cost. The role of technology was limited and service quality was almost missing. Banks did not 

follow proper risk management systems and their prudential standards were weak. All these 

resulted in poor asset quality and low profitability in the sector. This scenario called for a need 

to introduce corrective measures. Reforms became imperative as despite the impressive 

quantitative growth, there was an alarming deterioration in the health and integrity of the Indian 

financial system.  

With the introduction of economic and financial reforms in 1990s, the financial sector 

underwent a major revival. Quite a few new private sector banks and foreign banks made entry 

into the banking space, infusing competition into the sector. However, the impact of reforms 

could be discernibly felt only by the turn of the decade. The sector became aggressively 

competitive and recorded unprecedented growth for the next 10 years. This was a decade of 

rising competition, technology upgradation, automation of banking processes, digitalization, 

and improved productivity and profitability for the banking sector. The banking industry 

recorded a CAGR of 18 percent in total assets alongside an average GDP growth rate of 7 

percent during 2000s. The ratio of bank business to GDP has doubled from 64 percent in 2000 

to 135 percent in 2010. The revenue generated by the industry multiplied four times from US 

$ 11.8 billion in 2001 to US $ 46.9 billion in 2010. It also recorded a nine-fold growth in its 

profit after tax during the same period. Overall, the sector has been exhibiting a growth in its 

efficiency and earnings.   

The financial crisis that hit the globe in 2008 had distressing effects on the western economies. 

Although the Indian banking system remained fairly insulated from the impact of the crisis and 

the subsequent global economic slowdown, the growth trajectory of many banks in the Indian 

banking sector witnessed a change thereafter. Commercial banks being the backbone of the 

Indian banking system, it becomes pertinent to examine the performance of these banks over 

the decade following the financial crisis. A continuous performance evaluation is imperative 

in order to understand banks’ inherent strengths and weaknesses. Performance evaluation of 

banks is essential to induce competitiveness and to facilitate banks for survival and growth in 

a dynamic environment. Competition enhances innovation, health, stability, and accessibility 

for banks. Bank performance evaluation is also important for its stakeholders such as 

regulators, investors, depositors and bankers. 
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A brief review of important financial performance indicators such as Return on Equity (ROE), 

Net Interest Margin (NIM), and Gross Non-Performing Assets (GNPA) for public, private and 

foreign banks for the period 2006 to 2018 brings forth certain important observations. Public 

sector banks are found to exhibit a drastic fall in their performance with ROE and NIM dipping 

below that of the private and foreign banks. Public sector banks witnessed a fall in NIM from 

4.4 percent to 2.3 percent between 2006 and 2018. During the same period, NIM of private 

sector banks and foreign banks increased over the range of 2.5 percent to 3.3 percent. ROE of 

public sector banks has declined from 16 percent in 2006 to (-)11.4 percent in 2018. Private 

sector banks and foreign banks have also experienced a fall in ROE, but they were better off in 

comparison to the government banks. ROE of private sector banks declined from 13.7 percent 

to 5.45 percent while that of foreign banks has fallen from 16 percent to 8.7 percent. The GNPA 

for public sector banks has escalated from a mere 2.6 percent in 2006 to as high as 11.6 percent 

by 2018. In contrast, private sector banks and foreign banks have managed to control their 

GNPA at 5.2 percent and 3 percent, respectively.  

The pattern of NIM, ROE and GNPA over these years has raised certain pertinent questions. 

What could be the reasons for the dismal performance of public sector banks? Are public sector 

banks bound by stringent regulation and controls by the government? Do these banks lack the 

support of requisite technology? Has the entry of new banks in the post-reform phase and the 

resulting competition triggered a fall in bank performance? Is it stress on their quality of assets 

or are banks unable to manage their costs and NPAs? The past couple of years has been a 

watershed for all bank groups in general and for the public sector banks in particular. As the 

nationalized banks constitute nearly 75 percent share in the banking business in India, their 

performance effectiveness becomes a matter of serious concern for the banking sector, 

government, as well as monetary authorities. 

There has been a great deal of debate in the country about the profitability of Indian commercial 

banks, in particular the nationalized banks. It is believed that if weakening trends in the 

profitability of public sector banks are not reversed, the financial viability of these banks may 

be at stake. Public sector banks constitute an integral component of the banking system in India 

and are the most important channel for financial intermediation. Hence, any weakness in these 

banks could have serious implications for the banking system and prove detrimental for the 

financial sector as well as for the economy. It is therefore critical to find answers to issues 

pertaining to the commercial banks in the country. Are nationalized banks lagging behind in 
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financial performance as compared to private and foreign competitors? What determines the 

profitability of banks? Is it asset quality, or efficiency, or liquidity of banks? Do banks adhere 

to proper risk management systems and prudential standards? Does size of bank and technology 

upgradation have a significant impact on bank profitability? How well do the banks respond to 

macroeconomic factors? This study attempts to examine these issues in a scientific manner and 

undertake a comprehensive performance evaluation of commercial banks in India to further 

improvements in the banking sector and facilitate better policy formulation. 

2. Objectives of the Study 

The broad aim of this research endeavour is to analyse the performance of the Indian banking 

industry. The main objective is to empirically examine the performance of commercial banks 

in India for the period 2001-02 to 2018-19.                                                    

The specific objectives of the present study are:                    

i. To evaluate the progress of Indian banking industry over different phases of time. 

ii. To analyse the trends in financial performance of commercial banks and bank 

groups in India.          

iii. To identify the factors affecting the profitability of banks i.e. study of 

determinants of bank profitability.  

iv. To examine the nature and sensitivity of profitability of banks to its determinants. 

v. To derive relevant policy inferences and suggest policy options based on the 

above empirical analysis. 

3. Study Approach 

The present study examines the performance of commercial banks in India. An empirical 

approach is adopted to explore the objectives of the study in a systematic manner.  This is 

carried out in four parts. First, the progress of Indian banking industry is observed. The second 

is performance evaluation of commercial banks in India. The third is an analysis of 

determinants of profitability of commercial banks in India. The last being the banking stability 

assessment for the purpose of drawing inferences and policy suggestions. 
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To begin with, the study tries to map the journey and growth of Indian banking industry after 

the country’s independence. An attempt is made to review the important milestones witnessed 

by the industry over the past seven decades and more in order to understand the specific events 

that have shaped the latter. In addition, a comprehensive assessment of growth and progress 

indicators of scheduled commercial banks in India is undertaken for the time period 1969 to 

2018. 

In the next step, an in-depth evaluation of financial performance of scheduled commercial 

banks in India is attempted. The performance indicators of commercial banks and bank groups 

are measured, assessed and compared to understand their inherent strengths and weaknesses. 

For this purpose, trend analysis and comparative analysis of financial performance of selected 

banks and bank groups is engaged for the time period 2001-02 to 2018-19.  

Profitability of the banking sector has been of great interest to policy makers. Hence, the study 

tries to identify important determinants of bank profitability in the next step. The emphasis is 

on assessment of possible impact of financial, non-financial, and macroeconomic factors on 

the profitability of banks and examination of nature and magnitude of their relationship.  

In the last part, the study attempts to examine the financial stability of Indian banking industry 

for the post crisis period. The banking stability assessment is undertaken for selected banks in 

the study to understand and identify the critical dimensions enhancing banking stability or 

causing risks.  

The empirical results obtained from analysis are interpreted and discussed to derive relevant 

policy inferences and recommendations.   

4. Summary, Findings and Conclusion  

The summary, findings and conclusion of each chapter in the thesis are reported in this section. 

Chapter: 1 Introduction 

This is the introductory chapter of the thesis. It begins with an exploration of the evolution and 

history of banking in India, followed by a discussion on the prominent theories of banking, the 
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rationale of the study, statement of objectives, study approach and research methodology 

adopted for the study. The chapter ends with a brief discussion on each chapter of the study.  

Chapter: 2 Review of Literature 

An extensive review of related literature on bank performance of commercial banks reveals 

that there is a wide array of empirical research being carried out on bank performance across 

the globe. Although these studies differ in their specific objectives, researchers have attempted 

to evaluate bank performance for different countries, for bank groups and individual banks, 

over different time periods, using diverse methodologies and techniques. Performance of banks 

is measured based on two broad approaches, namely structural approach and non-structural 

approach. Majority of the performance studies reviewed have focused on the financial 

performance and efficiency of banks considering the non-structural approach. Researchers 

have investigated the performance of banks on broad parameters of profitability, productivity, 

liquidity, efficiency, competition, capital structure, and capital adequacy. 

Indian studies have largely analysed the performance of banks by employing financial ratio 

analysis, CAMEL/S methodology and data envelopment analysis. Among the international 

studies, developing nations have been found to focus on ratio analysis and CAMEL/S model. 

The developed countries, on the other hand, have adopted multiple regression analysis, data 

envelopment analysis, and stochastic frontier analysis for examining bank performance. Few 

Indian and international studies have also assessed bank performance with the help of DuPont 

analysis and sequential decomposition models.  

A bouquet of variables has been identified and estimated for analysing the performance of 

banks. The financial variables commonly examined by studies are return on assets, return on 

equity, net interest margin, business per employee, profit per employee, credit-deposit ratio, 

total deposit to total assets, total advances to total assets, NPAs to advances, NPAs to assets, 

interest income to total assets, non-interest income to total assets, earning per share, and market 

concentration. The macroeconomic variables like inflation rate, exchange rate, interest rate, 

and GDP growth have also been considered by some studies. In few cases, physical parameters 

like number of bank branches, and number of ATMs have also been assessed.  

Despite many similarities, the studies reviewed are either aggregative, case studies, or the 

coverage is too small in terms of the number of banks, and the time period covered. The studies 
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have focused on limited variables either in combination or as singular parameters. The 

outcomes of the studies are bound to differ as they relate to different countries, different banks, 

different time periods, and use different methodologies.  

After an elaborative coverage of literature review on bank performance, the present study 

identified few research gaps. Majority of the studies have focused upon financial ratio analysis 

for examining performance of banks. Many studies have assessed bank performance using 

CAMEL/S methodology. Quite a few researchers have approached the subject of bank 

performance from the efficiency perspective. They have explored productive or operational 

efficiency of banks by employing data envelopment analysis. Some studies have tried to 

identify the factors influencing bank performance by estimating multivariate regressions. 

Indian studies have largely used multiple regression analysis with either time-series or cross-

section dataset but very few have engaged panel regression analysis to identify important 

determinants of bank performance or profitability.  

Chapter: 3 Progress of Indian Banking Industry 

The Indian banking industry has traversed a long journey and witnessed important landmarks 

after the country’s independence. This timeline of more than seven decades has been examined 

over four milestones to review the specific events that have been shaping the banking industry, 

which are: Post Independence (1947 to 1968), Post Nationalization (1969 to 1992), Post 

Reforms (1993 to 2006), and Post Global Crisis (2007 onwards).  

Several regulatory changes were introduced in the banking industry beginning with the 

enactment of Banking Regulation Act in 1949. The act was institutionalized with an objective 

to fulfil social developmental goals and to reform the working of commercial banks. The 

process of bank nationalization in 1969 and 1980 brought 20 commercial banks in the ambit of 

the public sector, which led to an increase in dominance of government-owned banks with 90 

percent share in total deposits of the banking sector. Despite the benefits of nationalization, 

these banks faced issues relating to falling profitability and rising bad loans. The nationalized 

banks were highly regulated and controlled by the government, that restricted their functional 

and operational autonomy. The banking sector reforms of 1993 steered a liberalized and 

deregulated era in the Indian banking industry. Measures were taken to strengthen the banking 

sector by instituting financial reforms. Several improvements were initiated by way of 

reduction in pre-emptive rates, deregulation of interest rates, implementation of prudential 
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norms, and grant of functional autonomy to public sector banks. Competition in banking 

industry was intensified by allowing entry of new banks in the sector. The new generation 

banks encouraged healthy competition, use of advanced technology, banking automation, and 

adoption of advanced banking practices in the banking industry. The reform measures brought 

improvement in the financial health of the sector but the impact of reforms was realized by the 

end of the decade. The banking sector became aggressive, competitive, and recorded 

unprecedented growth.  

By 2007 end, economic and financial crisis surfaced the world economy. The crisis exposed 

the vulnerability of financial systems across the globe. Although it had a slowdown effect on 

the Indian economy, the banking sector exhibited incredible resilience and remained mostly 

shielded from the adverse impacts of crisis. However, credit growth slackened, resulting in fall 

in interest income and profitability of banks. Public sector banks were the worst hit and 

exhibited a drastic fall in their financial performance. To counter these problems, the 

government and RBI took prompt actions by way of monetary policy relaxation and fiscal 

stimulus to reduce interest rates and boost domestic demand. Over the past decade, banks have 

evolved phenomenally taking a significant leap into the world of new age banking.   

The study has also mapped the growth and progress of scheduled commercial banks in India 

since the time of nationalization of banks. The overall period of five decades from 1969 to 

2018 has been divided into shorter time periods or phases: 1969 to 1985 as ‘Nationalization 

Phase’; 1987 to 1997 as ‘Technology Upgradation Phase’; 1993 to 2005 as ‘Deregulation 

Phase’; and 2000 to 2018 as ‘Digitalization Phase’. The study has evaluated the progress made 

by scheduled commercial banks over these distinct phases on the basis of progress indicators.  

Bank nationalization resulted in higher number of SCBs in India, increase in rural reach of 

banks through rapid branch expansion and extension in credit to priority sectors. By the end of 

the technology upgradation phase, government banks were well-equipped with AELPMs, 

computers, and adequately trained bank staff for computer application in banking services. The 

period from 1993 to 2005 was one of liberalization and deregulation in the banking sector. The 

banking reform measures led to reduction in CRR and SLR, increase in priority sector 

advances, rapid expansion in deposits and credit of SCBs, rise in credit-deposit ratio, and 

significant improvement in deposits of SCBs as a percentage of national income. The period 

after 2000s is observed as a phase of universal digitization in the Indian economy. To meet the 

demands of a new digital system, RBI took serious efforts to build a robust and secure payment 
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and settlement systems in India. Demonetization initiative by the government was a progressive 

move that paved way for expansion of the digital India drive and shift towards a cashless 

economy. There was greater focus on electronic transactions with increasing use of credit and 

debit cards, net banking, and other online payment systems. By the end of the digitalization 

phase, there were more than 2,00,000 ATMs in the country, the amount transacted through 

RTGS was over Rs. 13,56,800 billion, the total value of transactions using credit and debit 

cards was around Rs. 12,000 billion, and more than 40,68,000 POS terminals were installed. 

Digitalization in the banking sector had a multiplying effect on banking activities and banking 

business. The industry witnessed expansion in credit-deposit ratio and in the ratio of total 

deposits to national income.  

Over the past five decades of bank nationalization, SCBs have progressed in leaps and bounds. 

Bank branch network has spread geographically. Banks have penetrated rural areas and are 

participating in the process of broadening and deepening of financial inclusion in the country. 

The business generated by SCBs in terms of deposits and credit advanced has expanded 

considerably, signifying people’s choice for an organized system of banking. SCBs record a 

CAGR of 11% in total banking business. The share of SCBs in priority sector advances has 

increased, indicating their willingness towards serving the needs of this socially important 

segment. The first two decades of this new millennium have been dotted by major disruptions 

in the industry with digitalization and fintech adoption initiatives revolutionizing the entire 

banking space. These technologies have opened new possibilities for Indian banks with a 

competitive advantage in the global market. 

Chapter: 4 Performance of Commercial Banks 

A detail evaluation of financial performance of scheduled commercial banks in India has been 

carried out by employing financial ratio analysis. Financial ratios based on different parameters 

such as capital adequacy, profitability, efficiency, productivity, asset quality, resource 

utilization, liquidity and solvency are estimated to examine and assess the performance of 

individual banks as well as bank groups in the study. A comparison of financial ratios of banks 

is undertaken to determine whether a bank performs better or worse in relation to the industry 

average.  

Performance analysis has been conducted for selected banks. Five banks from each bank group 

with the biggest size of total assets have been selected from public sector banks, private sector 
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banks, and foreign banks. The financial ratio analysis has been carried out in two parts. In the 

first part, trend behaviour of financial ratios of banks and bank groups is examined using trend 

analysis. In the second part, a comparative performance analysis of bank groups is engaged to 

assess their relative performance. The time period for analysis ranges from 2001-02 to 2018-

19. 

Linear and log-linear trends have been estimated along with other descriptive statistics for 

determining the trend and growth in financial ratios. Important highlights from the empirical 

results for trend analysis are listed below: 

Public Sector Banks  

• Public sector banks have maintained sufficient capital adequacy ratio (CRAR) in the 

range of 11.9% to 13.1%, as prescribed by the RBI. 

• Profitability of public sector banks has been poor over the analysis period. These banks 

have reported a fall in their return on asset (ROA), return on equity (ROE), and net 

interest margin (NIM) primarily after 2013. Post global financial crisis, there was a 

false sense of security in the banking industry that it was immune to global shocks, 

which led to unplanned lending resulting in mounting bad loans and falling profits.   

• Public sector banks have reported falling trends in their operating cost to income ratio 

(CIR), indicating higher cost efficiency by banks.  

• A rising trend in productivity of public sector banks as measured by business per 

employee (BPE), business per branch (BPB), and profit per employee (PPE) has been 

observed over the analysis period. However, a sharp decline in PPE was witnessed by 

public sector banks after 2013. 

• The Indian banking system became risk averse and adopted conservative regulatory 

policies in the aftermath of global financial crisis. The government and RBI took 

prompt actions to recover the financial system from the impact of global crisis. The 

financial system was flooded with money, policy rates were brought down to historic 

low, and banks were allowed to restructure their bad loans. Despite corrective measures, 

crisis had its distressing effects on the banking industry, that was realised after a gap of 

almost five years. Asset quality became a matter of major concern for public sector 
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banks as gross non-performing assets (GNPA) escalated to double-digit figures after 

2013. 

Business generated by public sector banks underwent expansion despite accumulation 

of bad debts. Serious issues in working and policies of public sector banks have been 

key factors contributing towards rising debts of these banks. Besides, the government 

banks followed liberal credit policies with deficiency in credit sanction processes. 

These issues coupled with MIS misuse, mismanagement, aggressive lending, under-

reporting of NPA, and lack of systematic credit assessment mechanism have led to poor 

asset quality of these banks. Rising GNPA has been found to trigger a fall in NIM and 

profitability of public sector banks. 

• Resource utilization as measured by credit-deposit ratio (CDR) is found to be in the 

range of 65% to 75% for public sector banks and is comparable to the industry average. 

• Public sector banks have managed high liquidity in terms of current ratio (CR). Except 

for SBI, other banks in the study have an average CR in the range of 2.04 to 3.83. These 

banks have maintained higher current assets to current liabilities than the preferred 

1.33:1 ratio. High CR implies idle current assets with banks that could have been used 

in business to generate profits. As public sector banks generate lower profits or even 

suffer losses, these excess current assets could have been channelized and deployed in 

profit generating assets. The liquid asset ratio (LAR) of public sector banks is in the 

range of 0.09 to 0.14 and are comparable to other bank groups. 

• Public sector banks have maintained debt-equity ratio (DER) in the range of 17:1 to 

22:1. This is much higher than the RBI recommended ratio of 3:1. Higher DER 

indicates potential financial risk on long-term solvency of banks. It implies over-

dependency of public sector banks on borrowed funds in relation to own funds. As 

borrowed funds come with high cost it affects banks’ profits. 

Private Sector Banks  

• Private sector banks have maintained high capital adequacy ratio in the range of 13.8% 

to 16.7%, which is way above the RBI stipulated norm of 11.5%. High CRAR means 

that banks are adequately stocked with capital to deal with unexpected losses in future 

and are less likely to become insolvent. 
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• Profitability (ROA, ROE, NIM) has been on a rising trend for the private sector banks 

for most part of the analysis period. Yet, a distinctive decline in ROA and ROE were 

visible after 2013. Average NIM of these banks range between 2.3% to 4.1%.  

• AXIS and IND banks have exhibited a positive growth in cost to income ratio (CIR) 

and are cost inefficient. The rest of the private sector banks - HDFC, ICICI, and YES 

banks have turned out to be cost efficient.  

• Productivity of private sector banks has been rising (BPE, BPB, PPE) over the analysis 

period. However, these banks started reporting falling trends in PPE after 2013 as 

profits of private sector banks declined during the same period.  

• Private sector banks did not face the NPA issue till the financial crisis. There was a 

steep rise in GNPA of these banks in 2009 and after 2013. Although private sector 

banks were challenged by a rise in their GNPA levels, they adopted strict loan recovery 

policies to manage their asset quality.  

• Amongst the private sector banks, ICICI and YES banks have adopted aggressive 

lending strategies with high average CDR of 98.8% and 84.8%, respectively. Resource 

utilization by other banks in the group is in the range of 71% to 78%, comparable to the 

industry average of 75%.  

• The average current ratio (CR) of private sector banks is in the range of 1.06 to 1.57, 

which is quite in the acceptable limit of 1.33:1. AXIS and IND banks have reported 

high average CR of 2.48 and 2.11, respectively alongside a declining trend growth. 

However, the escalation in CR of these banks is witnessed primarily over the post crisis 

period. After the crisis shock, banks became averse to lending and started sitting on 

surplus liquidity. This could have possibly hindered credit growth of banks and 

eventually hit profitability, as also noted in falling ROA and ROE for private sector 

banks. An overall falling trend in liquid asset ratio (LAR) has been observed for private 

sector banks, indicating shrinkage in the proportion of liquid assets as compared to total 

assets.  

• The debt-equity ratio (DER) of private sector banks is in the range of 10:1 to 15:1, as 

against the RBI advocated ratio of 3:1. Solvency status of private sector banks as 

revealed by their DER indicates higher long-term financial risk. Higher DER leads to 
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higher operating costs and fall in cost efficiency. AXIS and IND banks have been found 

to be cost inefficient for the assessment period. 

Foreign Banks  

• Foreign banks have maintained the highest capital adequacy ratio in the industry. Very 

high CRAR indicates idle funds with these banks that could have been used for business 

expansion and profit generation. 

• Profitability (ROA, ROE, NIM) of foreign banks has been falling for majority banks 

for most part of the analysis period albeit with fluctuations. Prominent dips in 

profitability for foreign banks is observed after the financial crisis, in the years 2009 

and 2013.  

• Amongst the foreign banks; CITI, HSBC and DEUT banks have been found to be cost 

efficient with falling operating cost to income ratio (CIR). STCH and DBS banks are 

cost inefficient with positive trend in CIR.  

• Foreign banks have reported rising productivity (BPE, BPB, PPE) for the assessment 

period. However, DBS bank exhibited a declining trend as well as negative CAGR in 

profit per employee (PPE). 

• Foreign bank group has witnessed an overall falling trend in GNPA accompanied with 

fluctuations. CITI and HSBC banks have also experienced an improvement in their 

quality of assets. However, the asset quality of some banks as STCH, DEUT and DBS 

has taken a hit with noticeable jump in their GNPA post crisis. During this period, 

foreign banks have reported a decline in their net interest margin and profitability. 

• Foreign banks have actively engaged in lending. The average credit-deposit ratio 

(CDR) of foreign bank group is 79%, which overshoots the industry average of 75%. 

Despite intense lending by foreign banks, their GNPA levels are relatively low. This is 

because foreign banks adopt proper evaluation of proposed loan projects with a 

continuous assessment of advances, and follow strict policies for recovery of 

outstanding loans. STCH and DBS banks are exceptions with double-digit GNPA after 

2013.  



15 

 

• Foreign banks have witnessed an overall falling trend in liquidity. However, an increase 

in current ratio (CR) and liquid asset ratio (LAR) is noticed post crisis. Foreign banks 

have been observed to maintain smaller amount of current balances, with current ratio 

below the industry benchmark of 1.33. Yet, average LAR of foreign bank group is 

comparable to that of other bank groups.  

• Foreign banks have a high debt-equity ratio (DER) in the range of 6:1 to 9:1 on average. 

This is way above the ideal ratio of 3:1 recommended by RBI. High DER led to increase 

in costs and results in cost inefficiency for banks. STCH and DBS banks have been 

found to witness high DER alongside a high CIR.  

ANOVA and Post Hoc tests have been carried out for determining which bank group is 

significantly different and which performs better amongst competing bank groups. The 

important observations drawn from the results of comparative performance analysis of bank 

groups are stated below: 

• A significant difference between the three bank groups was found from ANOVA test 

results for all financial ratios examined in the study. 

• The inference of post hoc test results is that foreign bank group has relatively higher 

CRAR, ROA, NIM, BPE, BPB, PPE, CDR and LAR. Also, this bank group has lower 

GNPA levels in relation to public and private sector bank groups. On the basis of the 

mean difference of these financial ratios for the three bank groups, the foreign bank 

group ranks first.  

• The public sector bank group has a relatively higher CR and DER as compared to the 

other two bank groups. CIR is relatively lower for this bank group. Hence, public sector 

bank group ranks first on these three financial ratios.  

• Private sector bank group is ranked first in case of ROE as it has a relatively higher 

ROE as compared to public sector and foreign bank groups.            

The findings and conclusions from performance evaluation of scheduled commercial banks in 

India as conducted in the study have been summarized below:  

• Public sector banks have high productivity, adequate capitalization and have 

maintained higher liquidity. These banks have appropriately utilized their resources and 
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are cost efficient. However, they have the highest debt-equity ratio amongst bank 

groups that indicates higher long-term financial risk on solvency of these banks. Poor 

asset quality and low profitability are the major concerns of government banks.  

• Private sector banks have reported rising productivity and profitability with better asset 

quality. These banks have managed sufficient liquidity and capital adequacy. However, 

high debt-equity ratio signals a possible financial distress for banks. Besides, private 

sector banks are found to be cost inefficient and resort to aggressive lending strategies 

with increasing credit-deposit ratio.  

• Foreign banks have the highest profitability, productivity, and resource utilization 

capacity amongst the three bank groups. Also, these banks have relatively lower non-

performing assets. However, foreign banks are over capitalized, have high debt-equity 

ratio indicating long-term financial risk and are cost inefficient with high operating cost 

to income ratio.  

• Concerns in scheduled commercial banks were particularly noticeable after the onset 

of global financial crisis. Banks have reported an increase in non-performing assets, 

this had two impacts. Higher NPAs required higher loan loss provisions and hence 

limited fund availability had a negative impact on credit advancement, earnings, and 

profitability of banks. Besides, crisis made the banks risk averse and they started 

maintaining higher liquidity, which could have been used in business to generate 

profits. High NPAs and liquidity indicate possible adverse impact on bank profitability.  

• Post crisis, scheduled commercial banks have been found to maintain higher debt-

equity ratio than suggested by RBI. High debt-equity ratio adversely affects the 

financial viability and cost efficiency of banks. It also signals that banks could be under 

financial stress impacting their ability to pay off future debts. 

Chapter: 5 Determinants of Bank Profitability  

The objective of the present chapter is to identify important determinants of bank profitability. 

The emphasis is on assessment of possible impact of financial, non-financial, and 

macroeconomic factors on the profitability of banks and examination of nature and magnitude 

of their relationship. Determinants of bank profitability have been examined for public, private, 
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and foreign bank groups (five banks in each group); and also for the scheduled commercial 

banking sector (represented by all fifteen banks taken in the study).  

On the basis of a comprehensive review of literature, the indicators of bank profitability 

(dependent variables) and the factors determining bank profitability (explanatory variables) 

have been identified for analysis. Return on Assets (ROA), Return on Equity (ROE), and Net 

Interest Margin (NIM) are the measures of bank profitability. To assess the impact of financial, 

non-financial, and macroeconomic variables on bank profitability, the following variables are 

engaged in analysis: capital adequacy ratio, log of total assets, cost to income ratio, gross non-

performing asset ratio, business per employee, liquid asset ratio and previous year profitability 

of bank are the financial variables. Number of bank branches and number of ATMs are non-

financial variables, while economic growth rate and rate of inflation are the macroeconomic 

variables.  

Least-square panel regression has been engaged for determinant analysis for the time period 

2001-02 to 2018-19. Linear and double-log regression models are estimated to arrive at fixed 

effect and random effect models. To identify the consistent or appropriate model between the 

two, Hausman test is used. The fixed effect model has been found to be the consistent model 

for all the regressions estimated for analysis. 

Important findings from the empirical results are: 

• Capital adequacy ratio (CRAR) and bank profitability share a positive significant 

relationship for public sector banks, private sector banks, and scheduled commercial 

banking sector. This is consistent with the results of Staikouras and Wood (2004), 

Ongore and Kusa (2013), San and Heng (2013), Căpraru and Ihnatov (2014), Al-

Homaidi et al. (2018), Kohlscheen, Murcia and Contreras (2018), and Mohanty and 

Krishnankutty (2018). These studies provide evidence that highly capitalized banks 

tend to be more profitable. The elasticity of bank profitability with respect to CRAR is 

0.09 percent. The regression results for foreign banks in the present study arrive at a 

negative association between CRAR and bank profitability. This is in accordance with 

Heffernan and Fu (2008), Dietrich and Wanzanried (2009), and Mbekomize and 

Mapharing (2017). These studies found that banks with high capital adequacy ratio 

suffer from falling profitability.   
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• Total assets (Log TA) is found to be a significant determinant of bank profitability. It 

has a negative influence on bank profitability for all the bank groups (public, private, 

and foreign banks) and for the scheduled commercial banking sector. Ghosh (2013), 

Căpraru and Ihnatov (2014), Kohlscheen, Murcia and Contreras (2018), Mohanty and 

Krishnankutty (2018), and Xu, Hu and Das (2019) also found a significant negative 

impact of total assets on bank profitability. They found that banks with larger asset size 

are less profitable, while small and medium sized banks exhibit higher overall 

performance and profitability. A 1 percent increase in total assets leads to a decline in 

bank profitability by 0.25 percent for scheduled commercial banks.  

• Cost to income ratio (CIR) has a negative yet significant impact on ROA and ROE for 

public, private, and foreign banks. Studies by Heffernan and Fu (2008), Alexiou and 

Sofoklis (2009), Dietrich and Wanzanried (2009), San and Heng (2013), Căpraru and 

Ihnatov (2014), Ozili (2015), Patria, Căpraru and Ihnatov (2015), Topak and Talu 

(2016), Mbekomize and Mapharing (2017), Kohlscheen, Murcia and Contreras (2018), 

and Xu, Hu and Das (2019) have arrived at similar conclusion. They suggest higher 

operating costs to trigger a fall in profitability of banks. The regressions where 

profitability is measured as NIM, CIR is seen to have a positive influence on bank 

profitability. However, this positive association between NIM and CIR is insignificant. 

A positive elasticity of 0.12 percent has been observed for scheduled commercial banks. 

Only one study by Francis (2013) concludes a similar relationship between cost to 

income ratio and bank profitability.  

• Higher gross non-performing assets (GNPA) tend to reduce profitability of banks. A 

significant fall in profitability in response to rising GNPA is observed for the bank 

groups in the study, in particular for ROA and ROE. Similar association between GNPA 

and bank profitability have been reported by Ayele (2012), Bhatia, Mahajan and 

Chander (2012), Ongore and Kusa (2013), Swamy (2013), Căpraru and Ihnatov (2014), 

Eze (2014), Patria, Căpraru and Ihnatov (2015), and Alyousfi, Saha and Rus (2017). 

The studies suggest that high non-performing assets adversely affect the profitability of 

bank. Lower the gross non-performing asset ratio, better is the bank’s health. An 

argument by Le and Ngo (2020) study states that a high level of GNPA may cause 

banks to increase their net interest margins to compensate for default risk and to 

maintain their profitability. In the present study, bank profitability as measured by NIM 
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is found to share a significant negative relationship for scheduled commercial banking 

sector. However, bank profitability is relatively inelastic to GNPA with a value of 0.04 

percent.  

• Bhatia, Mahajan and Chander (2012), and Mahajan (2019) support a positive 

association between business per employee (BPE) and bank profitability. The studies 

infer that positive relationship between BPE and bank profitability highlights the 

efficiency of human resources in relation to the core business of banks. Conversely, 

studies by Badola and Verma (2006), Maiti and Jana (2017), and Boateng (2019) 

arrived at a negative effect of BPE on profitability of banks. In the present study, BPE 

has a positive impact on profitability of public sector banks and foreign banks, 

confirming to its a priori sign. Although the private sector banks and scheduled 

commercial banking sector have witnessed a negative association between BPE and 

profitability, it is very insignificant. NIM responds negligibly to changes in BPE with 

an elasticity value as low as 0.01 percent.   

• Liquid asset ratio (LAR) is largely found to have a negative impact on bank 

profitability. This determinant has turned out to be statistically significant in case of 

public sector banks and the scheduled commercial banking sector. However, the 

elasticity value between LAR and profitability is low at 0.03 percent. Studies like 

Bourke (1989), Molyneux and Thorton (1992), Pasiouras and Kosmidou (2007), 

Alshatti (2016), Alyousfi, Saha and Rus (2017), and Kawshala and Panditharanthan 

(2017) also support the negative influence of LAR on bank profitability indicators. The 

studies suggest that holding of higher amount of liquid assets would involve 

opportunity cost of higher returns, while insufficient liquidity would drain out 

profitability of banks.   

• Current year profitability of banks (PROF) responds positively to previous year 

profitability (PROF-1). A 1 percent increase in previous year profitability of scheduled 

commercial banks brings about a 0.60 percent increase in current year profitability. 

Flamini, McDonald and Schumacher (2009), Ponca (2012), Djalilov and Piesse (2016), 

Sinha and Sharma (2016), Tan (2016), Kohlscheen, Murcia and Contreras (2018), and 

Le and Ngo (2020) also confirm the positive association between current year and 

previous year bank profitability.  
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• The non-financial explanatory variables taken in the study are number of bank branches 

and number of ATMs. Number of bank branches is found to have a significant and 

positive impact on bank profitability of scheduled commercial banking sector. 

Profitability responds positively by 0.04 percent to 1 percent change in number of bank 

branches. Studies by Al-Homaidi et al. (2018) and Almaqtari et al. (2018) also support 

a positive association between number of bank branches and profitability of banks. 

However, the present study has arrived at a negative but then insignificant relationship 

between bank branches and profitability in certain cases of bank groups.  

Number of ATMs is found to have a positive and significant influence on profitability 

of banks. This outcome is consistent with the results of Le and Ngo (2020). Although 

relatively inelastic, bank profitability increases by 0.07 percent to 1 percent increase in 

number of ATMs.  

• In case of macroeconomic variables, economic growth rate (GDP) has been found to 

be relatively an insignificant variable in explaining bank profitability. The impact of 

economic growth rate on profitability has been found to be positive in some cases, as 

for private sector banks and foreign banks. This confirms to the hypothesized sign in 

the study. The studies that suggest a positive association between bank profitability and 

economic growth rate are Heffernan and Fu (2008), Dietrich and Wanzanried (2009), 

Alper and Anbar (2011), Ayele (2012), Naseem et al. (2012), Swamy (2013), Sinha and 

Sharma (2016), Ozili (2015), Nessibi (2016), Kohlscheen, Murcia and Contreras 

(2018), Xu, Hu and Das (2019), Al-Homaidi et al. (2018), and Le and Ngo (2020). 

Majority of these studies also fail to confirm a significant impact of economic growth 

rate on bank profitability.  

The inflation rate (INF) and bank profitability relationship has turned out to be positive 

and insignificant for major part of the determinant analysis. However, in the case of 

public sector banks, inflation rate is found to influence profitability (NIM) positively 

and significantly. This positive association confirms to the expected sign in the study 

and is consistent with the literature reviewed, to name some of them, Athanasoglou, 

Delis and Staikouras (2006), Alexiou and Sofoklis (2009), Alper and Anbar (2011), 

Naseem et al. (2012), San and Heng (2013), Nessibi (2016), Mbekomize and 

Mapharing (2017), Al-Homaidi et al. (2018), Mohanty and Krishnankutty (2018), and 

Le and Ngo (2020). 
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Profitability of scheduled commercial banks is quite insensitive to changes in economic 

growth rate as well as to inflation rate with an elasticity of as low as 0.03 percent and 

0.04 percent, respectively. Besides, the nature of relationship between macroeconomic 

variables and bank profitability is found to be contrary to the proposed hypothesis and 

are also insignificant.  

The results of the determinant analysis in the present study suggest that financial variables such 

as CRAR, Log TA, CIR, GNPA and LAR have a significant impact on bank profitability 

besides confirming to their a priori signs. BPE and PROF-1 are found to be insignificant 

determinants although they are consistent with their hypothesized relationship with PROF. The 

non-financial variables, ∆BR and ATM have a significant and positive influence on bank 

profitability and confirm to their expected signs. Overall, the macroeconomic variables have 

not been witnessed to be significant in explaining bank profitability.  

The results for the ‘With ATM’ model for scheduled commercial banking sector reveals that 

all the explanatory variables share a relatively inelastic (e<1) relationship with bank 

profitability ranging between 0.01 and 0.60. Profitability for scheduled commercial banks in 

India is not very sensitive to changes in the financial variables, non-financial variables, and 

macroeconomic variables taken in the study. Yet, financial variables and non-financial 

variables do bring about noticeable and significant changes in profitability of banks. 

Chapter: 6 Conclusion 

In the present chapter, an assessment of banking stability has been undertaken for the selected 

scheduled commercial banks in the study, to assess the critical dimensions enhancing banking 

stability or causing risks for the Indian banking industry. Banking stability assessment has been 

conducted by constructing the banking stability map and index for the post global financial 

crisis period from 2008-09 to 2018-19. The stability index is used to assess the changes in 

dimensional risks or vulnerabilities being faced by the banking sector, while stability map helps 

in overall assessment of the sector. The banking stability assessment is based on five 

dimensions or indices, measured by the stated financial ratios: soundness (capital adequacy 

ratio - CRAR), operating efficiency (operating cost to income ratio - CIR), asset quality (gross 

non-performing assets to gross advances ratio - GNPA), liquidity (liquid assets to total assets 

ratio - LAR), and profitability (return on assets - ROA). 
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Important observations that emerge from the banking stability map and index are stated below:  

• A comparison of index values for 2013-14 with 2008-09 shows a weakening in 

soundness indicator of banks, deteriorated asset quality, falling profitability, and poor 

liquidity in 2013-14 as compared to 2008-09, implying increasing dimensional risks for 

banks in India. Operating efficiency is the only dimension enhancing banking stability. 

• The changes in index values of operating efficiency, asset quality, and profitability in 

2016-17 as compared to 2013-14, have triggered dimensional risks for banks adversely 

impacting their financial stability. Banks witnessed a major improvement in CRAR and 

LAR over the two points of time, thereby reducing the risks affecting soundness and 

liquidity of banks.  

• The banking stability map indicates that relatively the dimensional risks increased in 

2018-19 as compared to the previous period 2016-17. The changes in index values of 

profitability, operating efficiency, and liquidity led to increase in risks for banks. Weak 

profitability has been a major concern for banks since lower profits could prevent banks 

from building cushion against unexpected losses and expose them to adverse shocks. 

A high index value of GNPA continued to be a problem for banks with risks of asset 

quality dimension. The soundness of banks increased between the two points of time 

supporting banking stability.  

• The annual series of the banking stability index for scheduled commercial banks in 

India reveals high fluctuations. The index shows an increase in vulnerabilities in the 

banking industry after 2010-11. Increase in dimensional risks on account of 

deteriorating soundness, asset quality, liquidity, and profitability have all contributed 

to fall in banking stability, which was the lowest in 2013-14. The banking stability 

indicator started improving afterwards with decline in dimensional risks on liquidity 

and soundness alongside a marginal increase in profitability. In 2017-18, banking 

stability index value was the highest at 0.64 indicating higher financial stability for 

banks in the study. In the final year of analysis period 2018-19, the financial stability 

indicator for banks declined to some extent. Although banks’ soundness, operating 

efficiency, asset quality, and profitability improved, their liquidity position had 

worsened.   



23 

 

Further, this chapter summarizes and concludes the findings of the entire research endeavour 

to draw relevant policy inferences, suggestions, and recommendations to advance 

improvements in the Indian banking industry. The chapter ends with a discussion on the 

limitations of the study and scope for future research.  

5. Inferences, Suggestions and Policy Recommendations  

Based on the empirical findings of the study, the following inferences, suggestions, and policy 

recommendations are discussed for quantitative and qualitative development of the Indian 

banking industry.  

• The empirical results from bank performance analysis in the present study reveal that 

scheduled commercial banks in India have witnessed rising concerns over the post 

financial crisis period. Banks have reported rising non-performing assets, falling 

profitability, higher liquidity, poor credit advancement and earnings, lower cost 

efficiency, and high dependency on borrowed funds as compared to owned funds.  

• The Indian commercial banks are adequately capitalized and sound with CRAR above 

the Basel standards. However, foreign banks have maintained the highest capital 

adequacy ratio, indicating excess funds lying idle with these banks. Foreign banks can 

use these funds for business expansion and profit generation, besides contribute to 

supply of funds for different sectors of the economy. 

• After the global financial crisis, domestic banks in India have been found to have 

suffered from issues of declining profitability. The most important factor responsible 

for falling profitability of domestic banks is their deteriorating asset quality. Banks need 

to adopt strict credit policies, proper evaluation of proposed loan projects, and 

subsequent monitoring to reduce the probability of assets turning into bad debts.  

• Cost efficiency plays an important role in the performance of banks. Public and private 

sector banks are largely cost efficient exhibiting declining operating costs to income. 

Foreign banks have higher cost to income ratio than the overall average of Indian banks 

of 20%. Rising cost inefficiency leads to falling profits. Hence, banks need to focus on 

reducing their operating cost and also on offering other banking services that are non-

fund fee-based services that can enhance the revenue generating capabilities of banks. 



24 

 

• Indian commercial banks have reported increasing productivity in terms of high 

business per employee and business per branch. However, the period of economic 

slowdown after financial crisis has witnessed a fall in profit per employee of public and 

private sector banks. During this phase, non-performing assets were on a rise and profits 

were falling for these banks. For enhancing business and profits, banks need to invest 

their deposits in income generating assets.  

• Public and private sector banks faced problems of non-performing assets after 2011. 

Public sector banks have been the worst hit by NPA crisis. Poor asset quality have led 

to fall in profitability for these banks. Increasing non-performing assets also calls for 

higher provisioning requirements. Although banks expanded their business 

significantly, they were crippled by the burden of bad loans. Banks require a continuous 

credit assessment and risk management mechanism. Banks need to necessitate 

organizational restructuring, improvement in managerial efficiency, and skill 

upgradation of employees for proper assessment of credit worthiness of borrowers. 

Effective management information system needs to be implemented to monitor early 

warning signals about the sanctioned loan projects. It is also important for the banking 

system to be equipped with prudential norms to minimize problems of NPA. 

• Resource utilization by public and private sector banks is within the preferred range of 

65-75%. However, foreign banks have very high credit-deposit ratios as they resort to 

aggressive lending strategy. Although banks with such aggressive financing approach 

have often faced bad debt issues, the foreign banks have been able to manage lower 

non-performing assets. Banks need to maintain credit-deposit ratio within the preferred 

industry range to avoid future problems of capital inadequacy and NPA.  

• Risks for the Indian banking industry have magnified on account of poor liquidity 

management by banks coupled with falling profitability, deteriorating asset quality and 

cost efficiency. Public sector banks have maintained higher liquidity than the industry 

benchmark. Private sector banks have managed their current ratio within the preferred 

range of 1.33, while foreign banks have retained very low liquidity. Banks with high 

liquidity may stock idle funds and lose the opportunity to expand their business and 

profits. On the other hand, banks with very low liquidity are subject to chances of 

possible liquidity crisis. Aggressive lending by foreign banks leave fewer resources for 
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spare liquid reserves. Banks need to adopt proper asset-liability management and 

assessment to enhance their business without the threat of becoming illiquid.  

• Solvency or financial leverage is very critical to banks as it affects the long-term 

financial viability of banks. The industry average for debt-equity ratio is much higher 

than the RBI recommended ratio of 3:1. Banks need to reduce their dependency on 

borrowed funds to keep a check on their long-term financial risks.   

• The determinant analysis reveals that financial and non-financial variables have a 

significant impact on profitability of scheduled commercial banks in India. However, 

macroeconomic variables are insignificant determinants of bank profitability.  

Financial variables such as capital adequacy ratio, log of total assets, cost to income 

ratio, gross non-performing asset ratio, and liquid asset ratio significantly influence 

bank profitability. Adequately capitalized banks tend to be more profitable, while banks 

with bigger size of total assets, higher operating costs, mounting bad debts, and large 

proportion of liquid assets tend to witness a fall in their profitability. An increase in the 

non-financial variables such as number of bank branches and number of ATMs tend to 

significantly increase bank profitability.  

• Banks need to maintain adequate capital adequacy to ensure financial soundness. 

Appropriate size of total assets and liquid assets have to be managed by banks to 

augment profitability. The study suggests that it is imperative for banks to lower their 

operating costs and non-performing assets to improve profitability.  

• Bank expansion by way of increase in branch network ensures wider and deeper 

geographical penetration, better business, and higher profits. Banks can also play a 

crucial role in reaching the last mile and achieving the objectives of financial inclusion, 

bringing about balanced development, and accelerating economic growth. As banks 

need to build a low-cost operating model to enhance profitability, they can have lean 

branches with fewer staff and more number of touch-point kiosks.  

• The assessment of banking stability over the post crisis period highlights asset quality, 

profitability, and operating efficiency as the three major risk dimensions and triggers 

of financial instability in commercial banks. Banks need to focus on improving these 

parameters for sound, sustainable, and healthy growth.  
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• Technology needs to be harnessed satisfactorily in banking operations as effective 

deployment of technology by banks can contribute in business expansion and increase 

in customers. Efficient technology can lower the costs and facilitate off-site banking. 

Banks need to offer customized, flexible and varied options of banking products and 

services to meet the needs of economy and society. 

• In the era of new age banking, major disruptions have underpinned the banking industry 

with increasing digitalization and fintech adoption. Banks are experimenting beyond 

the basics of digital banking and universal banking services. Using artificial 

intelligence, machine learning, automation, and analytics; banks need to aim at 

speeding bank processes, blend human-centric banking services, augment technology-

driven customer engagement, and deliver personalized financial wellness to rebuild 

trust with customers.  

• Data analytics has a huge potential for banks towards achieving their goals of higher 

profitability, productivity, and improved asset quality. It helps banks to establish 

customer identity, manage credit risk effectively, detect and prevent frauds and to 

maintain customer relationship. It also helps banks to manage their asset quality by 

analysing credit worthiness of customers using the available data from credit bureaus.  

• Regulators need to take steps to support the growth of banking sector by constituting 

expert groups for recovering loans and ensuring lower NPA for banks. As a policy 

recommendation, the study suggests enhanced supervision by regulators for credit and 

liquidity risk management by banks.  

• Regulation should be extended to include policies relating to consumer protection, data 

management, and privacy. Regulators should provide for customized solutions and data 

driven design for establishing regulations on minimum technology standards and 

security practices for fintech apps and digital lending.  

• There is a need to improve the awareness and spread of financial literacy with 

collaborative efforts of various stakeholders and regulators, to create an empowering 

ecosystem enabling people to achieve and sustain improved standard of living for 

meaningful inclusion of financial services. 
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• Regulators must take special care to foster the use of digital technology in a transparent 

way that minimises the possible behavioural biases of consumers and investors. 

Regulators need to conceptualize an adaptive, outcome-focused regulatory framework 

with a responsive and iterative approach in the long run.  
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