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Abstract 

Efficiency and profitability of the banking 

sector in India has assumed primal importance due 

to intense competition, greater customer demands 

and changing banking reforms. This study attempts 

to measure the relative performance of Indian 

banks. The performance of the banking sector is 

more closely linked to the economy than perhaps 

that of any other sector. The growth of the Indian 

economy is estimated to have slowed down 

significantly. The study observed that the credit 

growth in India has seen a declining trend over the 

last three years due to decline in economic activity 

leading to moderation in industrial output, 

leveraged corporate balance sheets and low capital 

expenditure (CAPEX) plans resulting in decline in 

credit demand and asset quality overhang  making 

banks cautious in lending. It found that the key to 

increase profitability is increase productivity. For 

this we have recommended some suggestions to 

tackle the challenges faced by the banks 

particularly public sector banks. 

Keywords: Performance, Profitability, Public 

sector Banks, NPA etc. 

I. INTRODUCTION  

As per the Reserve Bank of India (RBI), 

India’s banking sector is sufficiently capitalized 

and well-regulated. The financial and economic 

conditions in the country are far superior to any 

other country in the world. Credit, market and  

 

liquidity risk studies suggest that Indian banks are 

generally resilient and have withstood the global 

downturn well. Indian banking industry has 

recently witnessed the roll out of innovative 

banking models like payments and small finance 

banks. RBI’s new measures may go a long way in 

helping the restructuring of the domestic banking 

industry. It has been argued by a number of 

economists that a well-developed financial system 

enables smooth flow of savings and investments 

and hence, supports economic growth (see King 

and Levine, 1993, Goldsmith, 1969).The banking 

sector reforms in India were stimulated by the 

report of the Committee on financial system, 

popularly known as Narasimham Committee. This 

committee, which submitted its report in 1991, 

suggested various measures to improve the 

efficiency and health of banking sector by making 

it more competitive and vibrant (Ahluwalia, 2002). 

It affected the productivity, profitability and 

efficiency of the banks to a large extent (Mohan, 

2005). Now more than two decade has elapsed after 

banking sector reforms, hence it is high time to 

analyze that how the new banking policy have 

affected the banking operations of the different 

banks. In India due to the social banking motto, the 

problem of bad loans did not receive priority from 

policy makers initially. However, with the reform 

of the financial sector and the adoption of 
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international banking practices the issue of NPAs 

received due focus. Thus, in India, the concept of 

NPA came into the reckoning after reforms in the 

financial sector were introduced on the 

recommendations of the Report of the Committee 

on the Financial System (Narasimham, 1991) and 

an appropriate accounting system was put in place. 

Growth in Banking Sector Deposits 

Table 1 indicted  that the growth in 

deposits during 2006 to 2017, deposits grew at a 

CAGR of 12.03 per cent and reached 1.54 trillion 

by 2017.Strong growth in savings amid rising 

disposable income levels are the major factors 

influencing deposit growth. Access to banking 

system has also improved over the years due to 

persistent government efforts to promote banking-

technology and promote expansion in unbanked 

and non-metropolitan regions. At the same time 

India’s banking sector has remained stable despite 

global upheavals, thereby retaining public 

confidence over the years. Deposits under Pradhan 

Mantri Jan Dhan Yojana (PMJDY), have also 

increased. As on November 9, 2016, US$ 6,971.68 

million were deposited, while 255.1 million 

accounts were opened 

Table 1: Growth in deposits during 2006 to 2017 (US$ billion) 

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

Growth in 

deposits 

(US$ billion) 

495 597 819 857 977 1174 1342 1313 1349 1479 1466 1541 

Credit growth in India 

Credit growth in India has seen a 

declining trend over the last three years due to 

decline in economic activity leading to moderation 

in industrial output, leveraged corporate balance 

sheets and low capital expenditure (CAPEX) plans 

resulting in decline in credit demand and asset 

quality overhang  making banks cautious in 

lending. During 2017 (refers to period from April 

01 to March 31, 2017), credit growth was at 4.7% 

which was lowest in growth rate in over a decade.   

The shift in incremental growth has been 

towards services and retail segments while the 

incremental credit to industry has been negative 

during 2017. The retail segment has become 

lucrative due to diversification of risk over a large 

number of borrowers, development of credit 

bureaus over the last decade leading to increasing 

awareness about credit history among retail 

borrowers and technology helping lenders to rely 

upon analytics to estimate losses in retail segments.  

Table 2: Incremental Credit Growth 

Years 
Agriculture & Allied 

Activities (In% ) 
Industry 

(In % ) 
Services 

(In % ) 
Retail 

(In % ) 
Housing (Incl. Priority 

Sector Housing) (In % ) 

2014 12 43 28 17 12 

2015 21 30 16 33 19 

2016 22 13 24 42 22 

2017 19 -9 51 39 19 

Total 

Percent 
100 100 100 100 100 

Table 3: Trend in Asset Quality (In Percentage) 

Parameters Private Sector Public Sector Overall 

Year 2015 2016 2017 2015 2016 2017 2015 2016 2017 

Gross NPA / Gross Advances 2.11 2.79 4.19 4.97 9.29 11.03 4.36 7.71 9.20 

Net NPA / Net Advances 0.94 1.35 2.19 2.92 5.73 6.47 2.50 4.65 5.30 

Net NPA / Net worth 5.60 8.39 13.03 84.69 66.70 77.52 23.95 44.52 49.72 

Std. Rest. Advances / Net Advances 2.30 1.63 1.08 7.35 4.13 3.02 6.27 4.65 2.49 

Stressed Assets^ / Gross Advances 10.54 11.11 11.58 12.16 13.26 13.90 4.58 4.39 5.24 
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Table 3 shows the trend in asset quality. 

Asset Quality Deterioration in asset quality 

continued but pace of stressed assets addition 

declined. The asset quality of the Indian banks saw 

a sharp deterioration in the last three years with 

sharp increase in NPAs in the last two years. The 

Gross NPAs of the banks increased from around 

Rs.3 lakh crore as on March 31, 2015 to nearly 

Rs.6 lakh crore as on March 31, 2016 which 

jumped to over Rs.7 lakh crore as on March 31, 

2017. The overall Gross NPAs ratio increased from 

4.36% as on March 31, 2015 to 9.20% as on March 

31, 2017. Public Sector Banks (PSBs) have 

witnessed a higher deterioration in asset quality as 

compared to the private sector players. The Gross 

NPA ratio for the PSBs. Ratings increased from 

4.97% as on March 31, 2015 to 11.03% as on 

March 31, 2017. Within the PSB space, 16 of the 

21 banks studied reported Gross NPA ratio in 

excess of 10%. The private sector banks which 

historically have shown better asset quality as 

compared to PSBs, continued to better asset quality 

numbers as compared to their public sector peers. 

However, the private sector banks also witnessed 

deterioration in asset quality with Gross NPA ratio 

of private sector banks near doubling from 2.11% 

as on March 31, 2015 to 4.19% as on March 31, 

2017. As compared to PSBs, the private sector 

banks continued to have strong net worth coverage 

to Net NPA with Net NPA to Net worth ratio of 

13.03% as on March 31, 2017 as compared to high 

77.52% for PSBs. 

Though, the Gross NPAs of the banks 

have seen sharp rise over the last two years, the 

amount of stressed assets (Gross NPA + standard 

restructured assets) has remained range bound at 

10% to 12% of gross advances over the three years. 

This indicates that the banks had exposure to the 

stressed assets in its books prior to 2015 and the 

increase in NPAs has largely been on account of 

slippages from the restructured assets. 

Industry-wise analysis of NPAs 

Table4 indicates the industry-wise 

analysis of NPAs shows that the major industries 

that have contributed to NPAs are metals 

(including iron & steel), infrastructure, 

engineering, textiles, construction, chemicals and 

gems &jewelers. 

Table 4: Top Sectors Contributing to NPA 

Metals (Largely Iron & Steel) Construction 

Engineering Gems &Jewellery 

Chemicals 
Infrastructure  

(including power) 

Textiles  

Challenges and Opportunities  

Although a lot of reforms have been made 

in the public sector banks, still there is a need to 

modify the policies of public sector banks. At 

present they are facing many internal and external 

challenges, which are hindering their performance, 

but these banks can convert these challenges into 

opportunities with care and some modifications. 

Table 4:  Challenges and Opportunities of Indian Banks 

Parameters Description 

Competition  In this globalize world, banks are facing severe competition internally as well as externally. 

To stay ahead in the race, public sector banks will have to leverage technology for innovative 

product development. 

Greater 

Customer-

Orientation 

Greater customer-orientation is the only way to retain customer loyalty and stay ahead of 

competition. Public sector banks need to bring about total customer orientation not only in 

their products/services but their policies and strategies should also be customer focused. 

Technology In the deregulated environment managing a wide range of products and offering top class 

customer services will create new challenges. In this context, technology will be the key to 

reduce transaction costs, offering customized products and managing risks. This is 

compelling banks to provide internet banking facilities and increasingly customers are 

demanding fast, convenient and glitch free banking services.  
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Management 

of NPA 

After the global financial turmoil in 2008, public sector banks begin the New Year with a 

lurking fear that their Non Performing Assets (NPA) would go up with their portfolios 

coming under severe stress.  

There is already a visible strain on consumer, credit card and vehicle loan portfolios and 

many banks have taken conscious decision to scale down their advances to risky sectors. The 

ongoing financial crisis has had its toll on export-related sectors like IT, textile and SMEs. 

This may indirectly impact banks’ asset quality. There is, therefore, a pressing need to ensure 

adequate risk-management mechanisms to overcome this challenge 

New Basel 

Capital Accord 

Basel II Accord emphasizes on three Pillars viz., Capital Adequacy, Supervisory Review and 

Market Discipline. The new Accord will increase the level of capital that is required for the 

banking institutions in the region, mainly owing to the new operational risk charge. 

Measuring credit, market, operational, interest rate, liquidity and other risks in compliance 

with the new Accord will not be an easy task for either bank managers or supervisory 

authorities, where there is a lack of ratings agencies and the majority of individual claims 

remain unrated.  

Issue of HRM Different committees related to public sector banks have enumerated a number of problems 

relating to HRM in public sector banking such as over manning, low man power 

productivity, indiscipline, restrictive practices, lack of management commitment to training 

etc. Banks need to build a service culture using technology in a customer friendly manner. 

This requires reorienting HRD strategies in public sector banks on an urgent basis and banks 

need to emphasize right size, right skills and right attitude. 

Public 

Perception 

At last, it is the public perception that will decide the future of public sector banks. The 

perception of customers regarding public sector banks is very poor. Public sector banks 

should improve their perception by all means to remain competitive in the market. 

Political 

Interference 

Over the year the most serious damage to the banking system has been done by the political 

and administrative interference in the credit decision making. Some political leaders for their 

political reasons have used write-off system. It should be checked. 

II. CONCLUSION 

The paper concludes that today the 

banking sector in India is fairly mature in terms of 

supply, product range and reach. As far as private 

sector and foreign banks are concerned, the reach 

in rural India still remains a challenge. The study 

found that the strong growth in savings amid rising 

disposable income levels are the major factors 

influencing deposit growth.Access to banking 

system has also improved over the years due to 

persistent government efforts to promote banking-

technology and promote expansion in unbanked 

and non-metropolitan regions. It also conclude that 

the private sector banks which historically have 

shown better asset quality as compared to PSBs, 

continued to better asset quality numbers as 

compared to their public sector peers. Hence, there 

is a need to consider the above listed challenges for 

another reform to improve the performance of the 

banks particularly of public sector banks to meet 

the requirement of new and open competitive 

environment. 
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