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ABSTRACT

Banking sector performance is always been a major contributor to overall countries growth
and its development. Evaluation of banking sector’s performance in India is a very authentic
and reliable pointer to see the health and safety of the economy, which is not an easy task.
Many factors need to be considered while evaluating bank’s performance. To study bank’s
health, CAMEL which involved five important parameters named Capital Adequacy, Asset
Quality, Management Efficiency, Earning Quality and liquidity has been used. DEA, further
has been run to assess the bank’s productive efficiency to measure bank’s potential. An
attempt has been made to validate bankruptcy model on RBI announcements on mergers and
winding up. An effort has been made to minimize loss and maximize return for the
shareholders and traders in the negative scenario of banking performance by developing a
model named Swing Trading Model and by using NPA as a catalyst. 41 banks from different
banking sector involved public banks, private banks and foreign banks for the year 2001-

2016.

Keywords: CAMEL, DEA, Swing Trading, Banking Sector, Productive Efficiency
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CHAPTER 1

INTRODUCTION

1.1. Introduction

Banking industry plays a vital role in Indian financial system which contributes
approximately 7% to India’s GDP according to report given by RBI, 2017 [1]. Banks are
considered as backbone for growth and development of an Indian economy. Banks in India
are striving to increase their efficiency as well as their productivity whilst facing stiff the
competition from one another including foreign banks. In such a competitive scenario not
only the number of banks are increasing in India, esp. due to an effort by government to
increase more players in the industry and make possible a higher penetration of banking
services across the nation, but also the horizon of the industry is also witnessing a tectonic
shift with the entry of foreign and private banks thus increasing the rivalry to grab more

market share in an ever-changing landscape of this industry.

Focal point in this study is the performance of banking sector in India by focussing on
management of bad loans i.e. Non-Performing Assets (NPA) of these banks, which not only
is detrimental to the balance sheet of the bank but also the ones who are able to manage it
properly, find themselves holding a competitive edge which is so crucial to surviving in this
cut-throat industry. Poor lending practices lead to the rise in Non-Performing Assets (NPA)
of the bank due to which banks end up sacrificing their revenue margins. In the year 2017,
RBI reported a net loss of Rs. 454600 crore due to rise in NPA, which directly impacts a
bank’s financial health due to the incremental requirement for the yearly provision to cover
these bad loans, [2]. NPA of banks is contributing in bank’s total losses and cutting their
profit margin which may also, potentially, act as a causal factor for abank’s failure.
According to RBI (March 2018), Non-Performing Assets in the banking system will touch
11.5 percent of total loans in the fiscal year 2019 which is definitely not a healthy sign for
banks. In the year 2017 banks have written off their NPA and losses to the tune of Rs. 125

lakh crore, [3]. If this deteriorating condition of Indian banking industry is not controlled, it



could harm and affect India’s economy negatively as the banking system is the backbone

growth and development of any economy.

Beside the above crucial factors, higher losses and higher NPA also impact the bank’s image
negatively creating losses for the bank and ultimately eroding the shareholder’s capital.
Therefore, in the current study, an attempt has been made via reading the financials of the

banks in India to identify the possibilities of a bank failure due to the impact of NPA.

1.2. An Overview of the Banking Industry

A bank is a financial body which offers its financial and extra monetary services to its clients
and users. A bank is usually considered as an organization which serves basic and essential
banking services like accepting deposits and lending loans to its customers. Non-Banking
Financial Companies (NBFCs) are also part of this industry wherein they provide many
financial services but without fetching a legal meaning of bank. The financial sector has the
number of components, the banking industry is one of those components which is very wide
in itself. Indian banking system is explained as a system which provides liquidity services,
cash management facilities to their users, account management services, portfolio
management services according to Vithhal [4]. Indian banking system should not only be
functioning without strained balance sheet but also should be strong enough to compete and
adapt to the latest technological advancements. In a long period of business, the banking
system in India has exceptional attainments to be reflected upon. Banks are very important
and prominent contributor to the financial system in India according to Vivek [5]. Every bank
protects money, deposits, and securities and provides credit options and other payment
services including online payment services, cheque facility, money orders etc. other
miscellaneous non-banking products like Investments, Portfolio Management has also
become the part of the banking business lines to provide a gamut of financial services to their
clients under one roof. But all these tertiary businesses are still secondary to the primary
business of a bank i.e. borrowing and financing and thus even today, the management of
Asset-Liability is one of the most crucial functions of the bank for which we also have a
committee like ALCO (Asset Liability Committee) in the banks.



1.2.1. Need of the Banking System

Earlier, in the absence of financial institutions, the financial services and actions were
controlled by individuals and money lenders who used to charge a very high rate of interest
and were notorious for exploiting people. At that time uniform rules and regulations were not
there for the security of public savings and control over loan disbursements or even the
acceptable levels of interest to be levied on them. To overcome these limitations and issues,
the organized banking industry was established so that uniformity and ethics could be
brought to the financial system and which could be regulated and controlled by the countries
government. The structured banking sector was performing well and abides by the rules and
regulations prescribed by the concerned authority according to Shahooth [6]. The following
functions of banks highlight the importance of the organized banking system in India.

. To control the credit and money supply in the markets.
. To protect the customer’s savings and investments.
. To make financial system and it’s working more secure and safe in the eye of the

public to raise their confidence and to make working more smooth and efficient.
. To end the monopoly from few hands and organizations that were running the
financial activities and exploiting people in India by charging a high rate of interest.
. To set some guidelines and a framework for the financial system.

1.2.2. History of Banking System in India

First bank in India named General Bank of India was set up in the year 1786, shadowed by
the Bank of Bengal in the year 1809 established by The East India Company, Bank of
Bombay in the year 1840 and Bank of Madras in the year 1843. After that Bank of Hindustan
was set up in the year 1870 according to Kupiec [7]. Three entities (Bank of Madras, Bank of
Bombay, and Bank of Calcutta) named as Presidency Banks. The first leading bank which
was solely run by Indians was Allahabad Bank which was established in the year 1865
followed by Punjab National Bank in the year 1894, headquartered at Lahore. In the time
between 1906 to 1913, Bank of India, Bank of Baroda, Indian Bank, Canara Bank and Bank
of Mysore were also established. All Presidency banks were incorporated to form one bank,
the Imperial Bank of India in the year 1921 which was run by European shareholders.
Reserve Bank of India i.e. the central bank of the nation was set up in April 1935 to make

3



banking system stronger, transparent and regulated. But in the initial years of the banking

industry, the growth was very slow and not as per the expectations.

From the year 1913 to 1948, approximately 1100 small banks came into existence. To give an
organized structure to the banking sector and to formalize the financial activities of
commercial banks, Banking Companies Act, 1949 was introduced by Government of India
and later in 1966, it was named as Banking Regulation Act, 1949. As a Central authority,
Reserve Bank of India was assigned immense powers to control and supervise banking
activities according to Leightner [8]. Post-independence, RBI took some crucial steps with
regards to banking sector reforms. Imperial Bank of India was nationalized in the year 1955
and given a new name i.e. State Bank of India, which acts as the key agent of the Central
Bank and to manage financial activities in the whole country according to Inyiama [9]. State
Bank of India Act, 1955 covers this aspect. Other seven associated subsidiary of SBI was

nationalized in 1960.

In the year 1969 Indira Gandhi, the then Prime Minister of India, conveyed her intent for the
Indian government to nationalize the banks. The message was conveyed in the annual
conference meeting of All India Congress via the paper named “Stray Thoughts on Bank
Nationalization”. This move forced the Indian government to issue the regulations and
nationalized fourteen biggest commercial banks on 19 July 1969 midnight according to
Aryeetey [10]. A national leader Jayaprakash Narayana explained the action as a

“Masterstroke of political sagacity” in 2 weeks of issuance of regulation and ordinance.

The foremost step of nationalization was taken in 1969. Approximately 85% of banks were
under the ownership of government till 1980 and in the year 1980, another major step of
nationalization was taken for 6 more commercial banks. The reason behind this
nationalization was to give more authority and control to the government on money and
financial institutions. After another step of nationalization, the Indian government controlled

the major portion of the banking industry in India according to Sureshchandran [11].

In the year 1990, private banks came into existence which made the banking industry more
competitive and advance. In the year 1993, Punjab National Bank was merged with New
Bank of India by Government of India. It was single merger which reduced the total number

of nationalized banks from 20 to 19 which resulted in nationalized banks pick the growth of

4



around 4 % till 1990 which was very much close to the average progress level of the Indian

economy.

Following were foremost actions taken by the RBI to control banking industry in the country
according to Sufian 2009 [12].

1949: Banking Regulation Act Enactment.

1955: SBI nationalization

1959: SBI subsidiaries nationalization

1961: Insurance cover was drawn up to deposits.

1969: Fourteen foremost banks nationalization.

1971: Setup of credit guarantee corporation.

1980: 7 Banks nationalization with deposits over Rs. 200 crore.
1990: Entry of private banks in banking industry.

1993: Merger of few major banks.

Foremost reasons why banks are heavily controlled are under:

. To guard the public dealings.
. To control the credit and money supply in the economy.
. To create public confidence in the financial system of the country to make it more

smooth and efficient.

. To avoid monopoly of financial power from few hands and to make it more liberal.
. To provide more credit to Government of India, revenues in form of taxes and other
services.

Indian banking sector has become a crucial pillar for the growth and development of the
country’s economy. It has also come up as the largest employer by providing jobs to 15 % of

the working population of the nation.

1.2.3. Classification of Banking Sector

Indian banking industry has been categorized into 2 major sectors namely un-organized
sector and organized sector. First sector named, organized sector includes Reserve Bank of

5



India (Central Bank of India) which is the banker’s bank, Co-operative Banks, Commercial
banks and specialized institutions like HDFC, ICICI, IDBI etc. whereas unorganized banking

sector, heterogeneous in nature, mainly includes indigenous bankers and money lenders.

Structure of organised banking system in India is as under:

Picture 1.1 Structure of banking industry in India

SCGEDULE NON-
O s A SCHEDULED
Nationaliz i . .
SBl & ed R;%Jgglal Foreign Private Co-
Associates Banks Banks Banks Banks operative
——
l Rural Il Urban |

(Source: www. Ibef.org)

1. Reserve Bank of India.

2. Scheduled Commercial banks.

a) State Bank of India and its associates
b) Twenty Nationalized banks.

¢) Regional rural banks.

d). Foreign banks.

3. Non-Schedule banks

a). Co-operative banks.

i). Rural banks.

if). Urban banks.

1.2.4. Reserve Bank of India

The Reserve Bank of India (Central Bank), headquartered in Mumbai, was set up on 1st April
1935 in agreement with the provisions of RBI act 1934. It holds apex power in India for

monetary activities and conditions. Initially, RBI has privately owned with the share capital



of Rs. 5 crores which were divided into Rs. 100 shares each paid-up fully. But after

nationalization in 1949, it was completely controlled and owned by the Government of India.

Reserve bank of India Act 1934 was initiated on 1st April 1935 which provides core basic
framework for working in the banking industry. Bank was set up for the need:

. To control the issue of currency
. To keep reserve with the view to protect money stability
. To organize and manage the credit system in the country on the advantageous node.

1.2.5. Developmental Phases on Indian Banking System

The financial crunch in the year 1997 and 2008 made the world realize the criticality of
having a healthy and controlled banking system in order to sustain a strong economic growth
and development. Liberalization on banking system came into existence through reforms in
Indian banking sector in 1991. The banking system in India has been developed in three
distinct phases since 1786, Lu [13].

1. Early Phase (1786- 1969)

1100 small banks were there in India at that time. Banking Companies Act 1949 was
established to have a smooth functioning of commercial banks. The central bank of India
(RBI) became a central banking authority and authorized to control and supervises the

banking sector in India, Thagunna [14].

2. Post Nationalized Period (1969-1991)

SBI was established to act as a key agent of the central bank (RBI) and manage all financial
activities in the country. During the early phase of the banking system, to create public

confidence for banking sector, 14 big banks were nationalized, which gave surety and

assurance of protection and sustainability towards the banking sector.

3. Post Liberalization Period (1991-Till now)



In this era; mobile banking, ATM, online banking came into existence in order to bring
liberalization in the banking industry which made the banking system more efficient,

convenient and transparent

Development of the banking industry is still going on at a very fast speed. Public sector bank
constitutes 75% of the whole banking sector in India, whereas private banks have promoted
online banking and enriched the experience of people with the latest technology and they are

likely to expand by the time.

1.3. Research Problem

Commercial banks in India have major parts like private banks, public banks, and foreign
banks. Public banks especially SBI and its associates have major role in the banking industry,
working as an agent of RBI and having a separate act to govern it, SBI act 1955. These banks
are well supported by the government through capital infusion but their lacklustre
performance is not hidden from anyone. There are apparent problems and issues with public
bank’s financials as compared to other banks in the industry. Therefore, there is a need to
highlight the performance of public banks with their competitors in the industry and to find
out the key issues which differentiate the performance of PSBs with other
categories. Few researchers have worked on these lines in the past analyzing the bank's
performance but none of them have provided a concrete solution to tackle these performance

issues.

Bank’s performance management is an integral part of growing and developed economy.
Poor lending practices lead to the rise in Non-Performing Assets of the bank which sacrifice
revenue margin. A negative relationship is there between Non-Performing Assets and
profitability of any banks; and provision creation procedure is a supplement to this, In the
country like India Non-Performing Assets still needs to be controlled through proper and
cautious lending to the customers to make banking performance more strong and competitive.
Business organizations across industries are complaining about lack of credit in the market
whereas, banks are suffering from huge losses on NPA, Richard [15]. To minimize loan
losses, it is very much crucial to managing NPA, lending process and provision creation in

the system which is directly connected to the bank’s profitability. Banks simply do not like



lending to small borrowers, arguing that they do not present bankable and feasible projects,
Aftab [16].

The crisis of 2008 created need of a higher attention that should have been given at the time
of previous crisis also. Failure to adopt the banking laws and regulations was among the
primary reasons for bank failures that also came out as a result of the financial crisis. Even
the larger banks were affected by the crisis and got failed by not implementing the banking
regulations properly, Ayyoup [17]. According to Mester [18] “The impact of charter type
state vs. national), holding company structure, and the measures of bank’s brittleness on the
likelihood of their default after 1990 financial crisis were adverse to the nation’s
development. Established, old and well known banks were more likely to default, dependent
upon whether a bank acknowledged bailout capital or not, if they were comparatively large,
had comparatively low capital ratios, had rather low liquidity, apprehended relatively big
portfolio of real estate credits, had a fairly big proportion of Non-Performing Loans, and
smaller amount income diversity”. So, there was the need to keep a check on the bank’s

financials which can give direction to the owners regarding the financial health of the banks.

The role of banks in promoting the economic and social welfare for the betterment and
advancement of the life of the community is well recognized. Banks were facing higher
losses because of higher NPA, Girardone [19]. NPA provision creation reduces the efficiency
and productivity of banks, weakening the business strength of the bank and harming its
liquidity. The higher ratio of NPA to total advances was found the unfavourable variable that
not only affects the profitability and productivity of the banks but also affects their liquidity
position, Hart [20]. A lot of research has been done to measure the efficiency of banks on
different parameters including NPA, Profits, Capital Adequacy Ratio, Equity Return and
some work has also been done to predict the bank’s working capability and utilization of
resources but in present times, banks are facing the issues of failures and defaults at an
accelerating rate due to their bad financial health, Gordo [21]. Therefore, there was the need
to create a system or a solution that can help banks in forecasting defaults and failure by

using their financials.

High degree of Non-Performing Assets pushes the banks to pursue high yields to keep the
returns intact which leads into bank entering with high-risk clients leading in to further

deteriorating their Loan Book quality and thus increasing their Non-Performing Assets in
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future. These high-risk borrowers sometimes are the major clients of the banks leading to
huge bank exposure, on aggregate, towards high-risk loans and when these borrowers default
this leads to major financial crunch on the banking book. Higher losses and higher NPA leads
to deteriorating and sometimes even negative returns to the shareholder’s and thus it becomes
imperative for the shareholders to protect their interest even in the negative trend of banking
performance. We found the lack of research and work done in this area where an impact of
the bank’s bad performance effect can be minimized and shareholder’s an investor’s return

can be maximized.

An enormous frame of literature on the bank’s performance and its efficiency covering half
an era has focussed on the Indian Banking System involving its financial performance which
helps in identifying health of the banks, Duca [22]. Considering the structural variations in
the banking industry in India, existing relative literature was found on banks efficiency but
many studies have used CAMEL and DEA as validating tool for each other which is not
relevant because both have different objective as CAMEL focus on analysing financial health

and DEA is used to study productive efficiency of the banks, Inyiama [9].
These research problems have been summarized below.
Which are better performer public banks or private banks or foreign banks?

How NPA and its provision creation related to bank’s profitability?

Can banks predict their failure in advance through financial tools?

N

How can a trader use financial information in the equity market as a trading
opportunity and protect the interest of shareholders by avoiding price coming down

from the particular range?

Therefore, the purpose here is to offer a solution which will help banker, owners, and
stockholders to use the financials of the bank from the different perspective like predicting
bank failure, connecting it to the capital market, and creating provision creation

consciousness against NPA after knowing its impact on bank’ profitability.

10



1.4. Rationale of the Study

Promoting the social and economic welfare of the society is the foremost basis driving the
institution of collection and disbursement of money. Banks, as we call them today, were
constituted for this specific purpose initially and what we see now is a whole gamut of
financial services and products on offering to the general public, corporate and governments.
Performance of a bank, to a greater extent, depends on the quantum of deposits it receives
and how meticulously it utilizes their deposits in order to generate profits. For our
understanding, we can mainly consider this venial structure as the input-output ratio of the
bank. We witnessed consolidation among competitions across all sectors is on the cusp of this
development but we believe that mere consolidation is not the panacea for the issue at hand
and bank enjoys the liberty of generating enough profits either through on its own or through
merger with another bank whilst keeping a blind eye to the demon at its door - The Non-
Performing Asset (NPA).

What drives this study is not focusing on the contributions made by banks in expanding their
business and opening new branches but understanding the financial implications of these
banks. In this study, an attempt has been made to quantify the losses because of NPA and its
provision. What we understand from the previous studies conducted in this field and from the
recent developments in the banking is that management of credit and following the proper
lending procedure has become the major challenge for the financial system.
Few researches were there in the past which worked on analysing the bank’s performance but
the solution of the problem was missing and no study focussed on avoiding effects of NPA or

bank’s negative performance.

The banking industry is in the midst of a few tough challenges. Increasing NPAs are
adversely impacting the profitability and liquidity stance of the banks besides posing the
threat of survival as well. At the same time, stringent norms from regulators, to guard the
concern of the accountholders, are also putting the dent on the liquidity and profitability of
the banks. Besides the above two critical factors, competition within the industry is forcing
banks to provide innovative services at reduced costs, thus, eroding the profitability. In such a

situation, it is imperative for the banks to manage their NPAs just to remain competitive.
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It is a fact that the profitability of the bank is the cornerstone for its survival but you can’t
generate enough profits unless you control your NPA. Over the last ten years, several issues
have arisen which motivates the proposed evaluation. Civil society, sponsors, and
stakeholders continue to raise concerns about the interpretation, application, and effectiveness
of safeguard policies of the banks. On the other hand, management demands greater
flexibility to suit local conditions and capacity. Previous studies have focused on measuring
banking sector performance by inculcating different methods like calculating profits, CAR,
and other variables over years. On account of NPA measurement, previous studies only
involve NPA, Advances or Gross NPA Growth for concluding bank’s productivity, which
seems not thorough from the point of view to proposing any solution. Previous studies
focused on NPA but no study has discussed the consequences of NPA on a broader level i.e.
bank failure. Consistency in huge losses and higher NPA can bring banks to bankruptcy stage
and no research has worked on the same area which could give any remedial measures in this

situation.

Therefore, the current research made an effort to reduce the consequence of NPA on the
survival of the banks by validating few of the RBI merger and wind-up decisions on
bankruptcy model which will help bankers and owners in predicting their failure stage in
advance that will help them in taking timely corrective actions. Hence, the current study is

not a complete solution of NPA but as an indicator of the bank’s survival.

Indian Banking system is the backbone of its economy and a critical factor in its growth and
development. But increasing NPAs is becoming a huge threat to the industry, which if not
kept under check, could be an impediment to the growth story of the nation. Banks have
already written off NPAs to the tune of Rs. 125 lakh crore putting the reputation of the
industry under the microscope and the stocks of many banks are getting clobbered across the

stock exchanges in India.

The banking sector is not untouched by the capital market as all financial pillars are
associated with each other and capital markets also get affected by banking financial decision
and its results which makes stock market more volatile. No research till now worked in the
area of minimizing losses and preventing bad impact of bank’s poor performance So, in the

current research an attempt has been shaped to prevent the negative impact of NPA (Bank
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Failure) and study has developed a trading model called Swing Trading Model which will
help shareholders, traders and investors in minimizing their losses in equity market when
banks are performing negatively. Taking into consideration, the significance of the financial
system in achieving the overall performance in the economy with modifications in the
governing environment and the globalization of financial markets, a great deal of effort has
been made to examine the relation between share price movement and NPA movement along

with its application for the short-term trading opportunity in equity market.

This study is not a historical biopsy of the incorporation of the financial system rather a post-
mortem of what has been achieved by these institutions while still keeping the public welfare
in perspective. As part of the study and to reach our objectives we can’t just rely on sampling
to a selected few and extrapolating the results from thereon, hence, we must examine the
performance of the banks across sectors — Public, Private and Foreign — and delve deeper in
their financials to grasp all the ingredients required for the study i.e. Loans, advances,
Investments, Number of Offices/Branches, during the period under study and changes
thereof. We understand this challenge and few others as well an effort is made under this
study to incorporate all these before we can reach any conclusion and suggest
recommendations. With the above issues and lack of research in the past, the proposed
evaluation will carry out an in-depth and forward-looking analysis of the effectiveness of
banks and its policies frameworks and more importantly this study will focus on performance
review of these banks while accommodating the conflicting interests mentioned above.

Previous studies also lack in inadequate provisioning for NPAs which ideally should
negatively impact the profits of the bank but since those studies had not given the due weight
to NPA structuring, they have failed to quantify the actual profits. This study will attempt to
bring NPA as the part of overall profit structure of the bank and gross/net profits of the banks.

RBI is taking very active steps in balancing and correcting banking structure in India, for
which it is taking very crucial and big steps for banks survival like merger and closing down
the business. So the question is raised as to what if banks could get the sign of failure in
advance and can protect its survival. In the current year, RBI has taken few steps like shut

down few banks and merger of few banks for their survival.

Above rationale points are summarized below:
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1.5.

All banks are analysed together on performance and efficiency basis.

It is important to know the reason for the Bank’s ill health before any solution can be
proposed further. So, an attempt has been made to analyse the performance of all
banking sector using CAMEL and Data Envelopment Analysis, where CAMEL has
given the result of financial strength and DEA for productive efficiency.
Implementation of both tools together will prove that having good financial health

does not mean that bank is productive efficient also and vice-versa.

NPA and provision were found to be the major reason for bank failure. So, we intend
to propose a model for bankruptcy and validate it on few RBI decisions that will help

banks to trace early signs of failure and take timely corrective measures.

The study delves into investigating the impact of NPA performance on the
performance of the bank’s stock price along with its use for the trading opportunity in
the capital market to protect the interest of shareholders. As banks start committing
higher losses; shareholders and investors lose their capital. Hence, the study has
developed a strategy called swing trading model which will help traders and
shareholders to minimize their losses even in the scenario of negative performance.
Higher losses and NPA usually lead to a fall in share price and continuous fall in
share price can culminate into huge losses for the shareholders besides damaging the
bank’s reputation. Therefore, a swing trading model to cover such a scenario can go a

long way in controlling the eroding wealth of shareholders.

Thesis Structure

The thesis comprises of 9 chapters. The first chapter is “Introduction” which explains the

scenario of the Indian banking system and its structure. The topic of research has been

explained in this section which was further extended to the research problem that is the basis

of this research.

The second chapter is “Literature Review” which discusses a developmental scenario in the

context of Indian banking. A discussion has been done on evolutionary stages, its
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developmental and advancement phases since its inception. This chapter discusses the related
studies and researches already been done in this field which will further highlight the research
gap for future study. Furthermore, this chapter will also cover the objectives and limitations
of the current study.

Chapter third “Research Methodology” discusses the tools and techniques along with sample
selection used in the current study. The study has tried to use all current and updated study

material to substantiate the research results.

Chapter four “Performance and Efficiency of Different Banking Sectors in India” is the
empirical part of the study. The focus of this study is to bring into highlight the financial
health and productive efficiency of Indian banking sector using three models - CAMEL, DEA
and Neural Network. CAMEL is used to measure the financial health of banks, DEA for
productive efficiency and Neural Network for Prediction for bank’s profits and NPA to
compare with the actual result with predictions in order to analyse the efficient utilization of
bank’s resources. The motive of this part of the study is to identify the issues in banking

performance related to their financials.

Chapter five “NPA and Provisioning Effect on Performance of Different Banks in India” is
an attempt to measure the profit part of the banks which they forgone from their revenue at
the cost of provision creation. It is crucial to understand here that this same portion of
forgone profits could have, otherwise, been used for generating further profits and thus

increasing shareholder’s wealth.

Chapter six “Bank Failure Prediction Using Financial Ratios / CAMEL” is an attempt to
explore whether bank’s failure can be predicted in advance using its financials or can any
sign from bank financials be picked up to see its failure stage. This study could prove to be
quite helpful for banks to take corrective actions in advance and to stabilize its performance

at right time.

Chapter seven “Non-Performing Assets and Swing Trading in Capital Market” answer
the question that when banks declare their results how crucial that information can be for
equity market players as a trading opportunity. Considering the significance of the financial

system in attaining the overall performance in the economy along with the changes in the
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supervisory environment and the globalization of financial markets, a great deal of effort has
been made to examine the relation between share price movement and NPA movement along

with its application for the short-term trading opportunity in the equity market.

Chapter Eight “Findings and Conclusion” elaborate the results of the research followed by

chapter 9 “References”.
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CHAPTER 2

LITERATURE REVIEW

2.1. Introduction

Current chapter summarizes the key inferences and conclusions of previous researches done
on banking performance. The literature review has vital relevance for any research work as it
deals with a justification for the requirement of the current research initiatives. After going
through the literature review, the possibility of the replication of study can be removed and
another dimension could be picked for the research. The literature review assists scholar to
eliminate constraints of present work or may help to widen prevailing research. Some studies
have been carried out to investigate the many aspects of performance of commercial banks in
India. Bank’s  performance  and  productivity are  debated in  many
academic researches overseas. Literature in India mainly focused on analysis of NPA,
different ratios, and profitability among different banking group since the post-liberalization

phase.

The current chapter comprises of six sections, the first section discusses the important work
done on banking performance and efficiency which highlights NPA, bank failure, and data
envelopment analysis. In the next section, studies have been discussed on NPA Provisioning
to know the impact of provision creation on banks profitability and bank failure model has
been proposed to help banks to identify the early sign of bankruptcy in order to take
corrective actions in advance. Whereas the next section, followed by discussing studies on
bank’s NPA performance and capital market, which highlights the impact of NPA movement
on the equity market. Further sections involved research gaps, objectives and limitations and

scope of research.
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The available literature and research is divided into three major parts according to the area of

research:
2.2. Performance and efficiency of banks.

2.3. NPA provisioning and bank failure.

2.4. Impact of NPA on share price movements

2.2. Performance and Efficiency of Banks

Many studies have been done worldwide which have discussed the banking performance and
its efficiency. Literature of this section (2.2) has been divided into 2 parts, in the first part
literature related with the financial health of the banks have been discussed whereas in second

part literature related to bank’s productive efficiency has been discussed.

Aryeetey [10] analysed the bank’s asset of 49 branches in Ghana and highlighted how banks
in Ghana give credits to its customers across different groups. The author also explained that
credit to small and medium industries are not available easily. This study advocates the
systematic differentiation in the credit allocation that is not constructed on a broad analysis of

creditworthiness. The further study assessed both formal and informal relationship between
portfolio and financial market. Banks in Ghana do not like to lend to small borrowers,

arguing that they do not present bankable projects.

Mukherjee, Nath, and Pal [23] studied performance benchmarking and strategic homogeneity
of 68 Indian banks from the time period of 1996-1999 and found that updated methods and
techniques of increasing performance were proved satisfactory in Indian banks. The study
found that public banks performed well when compared to private and foreign banks in the
liberalization phase, with few exceptions. Due to the methodological limitation of the DEA
model variable were not directly included in the study. The study has analyzed overall

business performance which cannot define the performance of individual input/output.

Darrat [24] assessed technical and cost efficiency of banks in Kuwait and sample of 8 banks
were selected for the period of 1994-1997 and found that smallest bank in Kuwait “Industrial

Bank of Kuwait” was the most efficient bank in the country whereas nationalized bank of

18



Kuwait was the largest bank on the basis of cost efficiency. Cost efficiency was found 67% in
1994 -1995 and 68% in 1996-97 and showed average input waste of 49% which clearly

shows that resources in Kuwait were not fully utilized.

Sureshchandar, Rajendran, and Chandrasekharan [11] analysed opinions of customers for
service quality in the banking sector in India for the period of 1998-2002 and found that
foreign banks in India have earned good perception of people as compared to other banks in
all cases except social responsibility. Public banks were ranked low in terms of infrastructure,
quality service. In this study critical factors like core service or service product, the human
element of service delivery, the non-human element like process, procedure, system,

technology were analysed.

Petkovski, Mihail [25] examined the influence of the banking sector on countries’ economic
growth. The study focused on 16 European countries for the period of 1991-2011. The study
revealed the negative relationship between lending to the private sector and economic growth

whereas positive relation was found between the ratio of quasi-money and economic growth.

Jiang, Chunxia [26] examined the bank’s efficiency in China for the period of 1995-2008.
The study revealed that foreign participation has the negative impact on bank’s profits where
their IPO helps in improving their profits. Noticeable improvement was found in banks in
China for the time period of 1995-2008.

Liutto, Uiboupin [27] discussed foreign banks performance of 10 European countries which
involved 319 banks and found that entry of foreign banks adversely affects the revenues of
domestic banks from point of view of both non-interest income and interest income from
assets and profitability. Overhead cost and the competition with domestic banks also gets

increased with their entry in the short run.

Vaithilingam, Nair and Samudra [28] examined key drivers for soundness of the banking
sectors of 120 countries (underdeveloped, developed and developing) and found that
infrastructure, intellectual capital (IC) has a positive but insignificant effect on the soundness
of the bank. Institution and integrity have a +ve impact on the soundness of the bank. In the
paper infrastructure, IC, countries policies were studied whereas financial parameters have

been ignored fully.
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Karunkar, Vasuki, and Saravanan [29] studied bank’s NPA from the time period of 1996-
2008 which explains that due to NPA, Interest income, profitability, cost of capital gets
affected which definitely impacts profitability and efficiency of the bank. The study
suggested that it is important to control and avoid NPA in market stage and by following
strict and formal lending process. The study focussed more on descriptive approach and

analytical part was missing in the study.

Boudriga, Boulila and Jellouli [30] analysed bank’s supervision and NPA in 59 countries
from the time period of 2002-06 and found that countries like Egypt, Nigeria, Philippines,
Morocco suffered from more from bad loans as compared to other countries. While others
like Finland, Australia, and Spain were having less number of bad loans. In the supervisory
role, surveillance does not directly affect NPA and also help create the good working
environment. High level of capitalization, cautious provisioning strategy, attentiveness of the

banking sector and foreign capital became a reason for the lower non-performing loan.

Oberholzer, Westhuizen [31] assessed technical/ scale proficiency of commercial banks in
South Africa for the period of 2005-09. Four banks were selected as the sample and Data
Envelopment Analysis was used to analyse the efficiency along with linear programming,
non-parametric, and intermediation approach. A significant falling trend was noticed after the

2008 crisis which affected the liquidity, solvency, and profitability of banks.

Maletic, Kreca, and Predrag [32] analysed the use of DEA model for assessing efficacy in the
banking sector. Two models with different input/output indicators with the sample size of 33
banks of Serbia for the time period of 2007-2011 were used. The first model defines interest

and non-interest expense model B observes employment and deposits.

Kwambai, Wandera [33] studied the effects of credit information sharing on NPA of banks in
Kenya and found that Total NPA increased in 2007-2012 from 6.26 to 10.5 billion rupees.
The study showed that sharing of credit information and size of non-performing assets are
related to each other. Sharing of credit information enhance the transparency level among

banks that helps banks to lend carefully to their customers and prevent default rates.
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Chhikara, Kodan [34] analysed the NPA of 24 banks in India and found that NPA of the
foreign banks were having a decreasing trend but when comes to claim settlement process
SARFEAESI Act 2002 (Securitization and Reconstruction of Financial Assets and
Enforcement of Security Interest) worked moderately well in terms of the recovery amount
but still it could not meet the expectations. The need was felt to improve the claim settlement

process for recovery of the lost amount.

Mitra [35] studied NPA management of 8 Urban Co-operative Banks in Hooghly district in
India and found that RBI could not directly control NPA due to inefficient management of
the banks but the interference of RBI in banking rules, regulations can improve their
efficiency. According to the Banking Regulation Act 1949, RBI cannot interfere in bank’s
decision except regulatory decision.

Thus it could be said that the Indian banking sector started giving emphasis on understanding
the customer according to their needs and requirement and changing their schemes and
products accordingly. But there is always a question on bank’s efficiency and productivity.
Every sector of banks is performing differently as they are different in nature, size,
management style and hence, it is very important to analyse these sectors separately.

Above literature discussed bank’s efficiency in the form of its financial health and it was
revealed that after taking few remedial measures by RBI and government, bank’s
performance was improving for e.g. the implementation of SARFASAI Act, 2002 brought

bank’s attention towards NPA issue and its management.

2.2.1. Data Envelopment Analysis (DEA)

In the literature above, we discussed how important it is to measure a bank’s efficiency as it
is one of the crucial factor on which the performance of a bank is judged. Hence, it becomes

imperative to analyse the productivity of the bank to measure its efficiency.

For productivity, data envelopment analysis (DEA) has been employed which is a
programming technique that gives the productivity score by comparing inputs and output of
the organizations; we call it decision-making units in technical words. This technique is based

on linear programming and has been accepted in larger industrial areas. Model of DEA was
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introduced by Charnes (1978) in which he presented “fractional programming” using ratios

which play a major role.

Golany, Storbeck [36] discussed multi-period data envelopment analysis (DEA) study of the
efficiencies of selected 200 branches of large US Banks over six consecutive quarters (1992-
1993). From the framework of performance evaluation, the study has developed the strength

to classify the potential group of different branches who have more scope for improvement.

Phelps, Figueira, and Nellis [37] measured the bank’s efficiency in the US for 4 banks and
evaluates the efficiency of the banks and also discussed problems of data availability and
problems related to the methodology. The author raised some doubts about the reality of
efficiency measures. The study also discussed that to facilitate managerial application and

strategy it is required to analyse two very important dimensions namely risk and their drivers.

Shahooth, Battall [38] discussed and analysed the relative cost efficiency of 24 Islamic banks
for the period of 1999-2001. This study highlighted that many of the Islamic banks were
found very efficient whereas others were struggling to enhance their performance. The study
advised making use of data envelopment analysis to focus on inefficient units by making

certain modifications in input-output combination to enhance their performance.

Bader, Mohamad, Ariff [39] assessed the average and overtime efficacy of and 37
Conventional Banks and 43 Islamic banks of 21 countries founded on their age, size, and
region using dynamic and static panels for the time period of 1990-2005. The conclusions
advocate that no substantial link was found between overall efficiency outcomes of Islamic

vs Conventional banks.

Hays, Lurgio [40] argued to distinguish among community banks in the US (having total
assets less than $1 billion) having low and high-efficiency low efficiency built on the
efficiency ratio, universally used measures for performance (financial) that narrates non-
interest expenses to total operating income. The study worked on the data from the year
2006-08. This included the time periods of the industry with good performance along with
bad industrial conditions affected by financial crunch. The model’s classification accuracy

ranges from approximately 88% to 96% for both original and cross-validation datasets.
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Tahir, Bakar [41] studied the performance of foreign and domestic banks in Malaysia for the
time period of 2000-2006. Banks were chosen from the similar sector by carrying out a chain
of non-parametric and parametric tests (DEA). The findings from the non-parametric and
parametric tests mention that for the years 2000-2004, both foreign and domestic banks have
the same expertise whereas outcomes for 2005 and 2006 showed that banks after the period

of 2004 have more latest, advance and competent technology.

Oberholzer, Westhuizen [42] explained the relation between the performance of banks
evaluated by data envelopment and the bank’s financial ratios of 5 banks in South Africa for
the time period of 1998-2007. The study showed that ups and downs in the efficiency
evaluations lead to variations in the bank’s performance. The research found a regression

model significant statistically for only one bank out of five.

Qayyum, Riaz [43] observed the problem and smeared bootstrapping practice offered to build
confidence through data of 28 commercial banks which involved 6 Islamic Banks for the
period of 2003-2010. Public conventional banking institutions were found more efficient
institutions which were followed by private Islamic and private conventional banks with an
average bias of ten percent. The result further advises that as compared to Islamic banks,

conventional banks were found more efficient.

Maletic, Kreca, and Predeag [29] analysed the use of DEA model for assessing efficacy in the
banking sector. Two models with different input/output indicators with the sample size of 33
banks of Serbia for the time period of 2007-2011 were used. The first model defines interest

and non-interest expense model B observes employment and deposits.

Gordo [21] evaluated the frontier of the best performance to calculate relative efficiency of
the many group of banks of the Philippines for the time period 1999-2009. The study
discussed that even after going through major technical progress, total productivity of
Philippine Banks did not increase due to the reduction in technical efficiency that clearly
shows that implementing the technology is not enough but the effective and optimum use of

technology is more important.

Above studies discussed the productive efficiency of the banks and it was found in many of

the researches that even after implementing the latest technologies in the banks, bank’s
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productivity did not increase too much so, it can be said that productivity of banks is related

to how bank are using their resources, if they are not utilized optimally, every effort is waste.

2.3. NPA Provisioning and Bank Failure

In the current scenario every bank wants to compete in the market, and in this competitive
environment sometimes banks become negligent in their lending process that contributes in
higher NPA in their balance sheet which further results in the increase in NPA provisioning
in the next year. Therefore, it becomes critical to study these issues which have a major
contribution in the bank’s losses and bank failure. Below is the literature of NPA

provisioning of the banks and of bank failure.

Das [44] explained the post-liberalization work of banks in India and also focussed on
evaluating and measuring cost efficiency of Indian banking for the post-reform period. It
was analysed in the study that competition has increased after deregulation. After
deregulation, the share of all banking sectors have increased but the profitability of foreign
banks has increased multi-fold after deregulation.

Pradhan [45] discussed the NPA issues of 6 banks in Odisha. Primary data was used from 50
managers and found that mismanagement or diversion of the fund is also one of the main
causes of NPA. Higher range of Non-Performing Assets pushes the banks to charge high
prime lending rates and prime lending-related interest rates. This leads to banks chasing up
the higher yields creating the possibility of exposure to high risk ultimately leading to

increasing levels of Non-Performing Assets in the future.

Rajangam [46] made an effort to evaluate the operational performance of the selected PSBs,
Private bank and foreign banks in India for the period of 1997-2011. The study discussed that
prudential norms of banks and other policies have forced banks to enhance their performance
and efficiency which has resulted in lowering the NPA and making the bank’s financial

structure strong.

Debdas [21] touched the issue of NPA and discussed the performance of selective

Cooperative Banks in India for the period of 2005-10. A higher range of Non-Performing
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Assets indicates the high probability of credit defaults at a large number that affect the
revenue and total assets of co-operative banks which reduce the worth of the asset. The
growth of NPA implicates the need of provisions that erodes the overall profits and fails the
cooperative framework. The concern of Non-Performing Assets of Cooperative Banks has

been discussed further at extent, under the Indian financial system.

Bamoriya [47] analysed the impact of key financial heads on NPA of 4 Scheduled
Commercial Banks of India for the period of 2002-2013 and suggested some measures on
bank’s effective management of NPAs. Out of key input variables, total deposits and total
assets had the major influence on Non-Performing Assets. The banking industry is a
necessary and very important financial service sector which is facing one of the biggest threat
in terms of rising NPA levels and its effects on banks financials. Therefore, current research
made vital suggestions towards the banks NPA management with effectiveness. The study
has suggested that total deposits have 3.5 times more impact on bank’s NPA as compared to
other variables, hence, managers should keep a proper watch on total deposit and total assets
of the bank.

Sathye [48] analysed the comparative performance of selected private and public sector
Indian banks for the period 2001-2012 on the base of their indirect and direct offerings to the
social order for social and economic growth and its influence on banks NPA. The study
revealed that from the performance point of view, private sector banks were found more
efficient where public banks lacked but from the social angle, public banks have fared better

than private banks.

Manjule [49] studied the efficiency of NPA management of public sector for the year 2001-
09 and also discussed the challenges faced by PSBs in controlling NPA whilst having enough
capital in hand to deal with future contingencies. The efficiency of public banks can be seen
declining in gross NPA and net NPA. PSB should be more selective in giving loans to the

borrowers to avoid defaults rates in the future.

Above literature reveals how critical is NPA management for the survival and growth of a

bank. According to previous researches NPA was rising continuously and it is very important
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for banks to control it if they want to improve their financials. Banks and Government are

making genuine efforts to help control rising NPAs in banks but are not quite succeeding.

2.3.1. Bank Failure

It becomes imperative to analyse and find the problem of bank’s performance especially
when the banking industry is going through big losses and higher NPA. In previous section
2.3., the literature on NPA provisioning has been discussed in detail and it becomes critical to
study the repercussions (Bank Failure) of NPA provisioning in order to bring research to a

fruitful level, therefore, literature for bank failure has been discussed below.

West [31] explored a warning system for bank failure for commercial banks in the US using
the data of 8 years. Results showed that use of factor analysis and logit estimation gives the

favorable result for analysing bank failure condition.

Estrella [50] developed and tests logit and discriminant models in detecting the possible
failures in the banking institutions of Serbia for the time period of 1984-1990. This research
also measures the comparative capabilities of logit and discriminant analyses in
differentiating failed from non-failed banks and found that financials for the failed bank were

very weak consistently for 6 years.

Mester [51] has examined the data of 214 banks in third Federal Reserve District from the
period of 1991-92. The study discussed that banks were working at the level of cost-efficient
output and focussing on product mix but the problem was found with the efficiency of inputs.
Third district banks had to face competition from those banks who were efficient producers

compared to the banks that are producing at a constant level.

Wheelock [52] analysed mergers and bank failure occurred in the US for the period of 1984-
1993. The study observed the role of quality of management as an alternate measure and
strong connection between inefficiency and bank failure risk. The study also highlighted that

banks who were merged with some other banks were having the low asset quality.

Kupiec, Ramirez [7] analysed the bank failures of New York for the period of 1900-1930 and
evaluated the effect of bank failure on economic growth. The study revealed that bank failure
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in New York had an extremely negative effect on economic growth and increased their cost
at the time of failure. Systematic risk is also associated with bank failure. In such situations,

government policies can lower the risk of losses and damage at the time of bank failure

Lu, Whidbee [13] studied the financial crisis of the late 2000s in the US and found that the
bankruptcy of a banking institution may have a wide range of effects. Individuals, Depositors,
and banks can lose their money deposited that is in surplus of the sum insured by the Federal
Deposit Insurance Corporation. Bank failure affects the nation’s health and erodes its wealth
also and is not a healthy sign for any countries’ growth. High regulations have been imposed
to reduce its negative impact. It is very crucial to identify leading factors contributing in

bankruptcy level so that corrective actions can be taken to cure that in advance.

Li, Qingyu [53] analysed the effect of the financial crisis on bank failure of US banks for the
time period of 2007-2012. Capital ratios have also been employed while assessing the reasons
and factors that cause bank failure. Some ratios that are employed in the recent researches are
capital ratios leverage ratios, and capital to gross revenue ratio used total equity divided by

total assets and found that banks which are less capitalized have greater risk of failure.

Kandrac, John [54] analysed the effect of bank failure on local economies focussing on 48
contiguous U.S. states for the time duration of 2007-09. The result revealed that more banks
failure in any country lead to poverty, compensation growth, and lower income. It was also
found that markets having higher interbank competition are adversely affected by bank

failures.

Looking into literature, it was found that lots of researches worked to measure the efficiency
of banks on different parameters including NPA, Profits, CAR, and Equity Return. Some
work has also been done to predict the bank’s failure and its impact on the economy,
however, there appears to be not much research been done on predicting factors that can help

in forecasting bank defaults and failure rate.

2.4. Impact of NPA on Share Price and Swing Trading of Bank’s share.
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The reputation of a bank is formed after too much effort and period of time and consistent
losses generated by a bank not only negatively impact its image but erodes the wealth of its
shareholders. Thus, it is critical to measure the impact of the increasing NPAs on the wealth
of the shareholders. We have considered this phenomenon by looking at the stock prices of
the banks under study and how these stock prices get impacted by the variation in NPAs of

these banks.

Huang [55] discussed the performance of post-acquisition of the large banks in the US
including merger events from 1982 to 1987. A significant correlation was found between
stock returns and performance measures associated with bank acquisition. The better
performance was expected with the mergers and its impact on stock price performance as
merger leads to combining the capital and all resources of banks which helps the weak bank

to overcome their shortcomings.

Leightner, Lovell [56] analysed the index of Thai banks for the year 1989-1994. The study
revealed that when objectives of the banks were used properly in Thai country, rapid growth
was found for the banks with good productivity.

Grigorian, Manole [57] studied a large number of banks in transition countries from the time
period of 1995-1998. The study confirmed the usage of DEA effectively in transition
countries. Positive effects were found in the study on market capitalization. The study also
discussed that by transferring ownership of private banks to foreign banks does not affect

profitability and productivity.

Cooper [58] investigated the relationship between the efficiency of banks and the stock price
of US banks using data from 1986-1999. The study discussed that the existing studies on
share price and its accounting generally discounts banking industry because of their high
leverage and many other dynamics of the industry. To reduce the gap, an attempt has been
made to investigate the connection between share price and efficiency of the banks.

Altunbas [59] analysed the connection between risk and efficiency of European Banks from
the data of 1992-2000. The study revealed that NPA may indicate that the banks should use
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less resource than usual in their credit appraisal and the process of loan monitoring. In short,
Non-Performing assets brings inefficiency in the banks. The study also revealed no relation

between bank risk-taking capability and its inefficiency.

Duca [60] analysed the relationship between share price and NPA of 5 foreign countries
using the data from 1954-2004 and discussed the significance of the financial institutions in
achieving the overall performance in the economy with modifications in the regulatory and
governing environment and the globalization of financial markets. A great effort has been put
to examine the relation between share price movement and NPA movement along with its

usage for the trading opportunity in short-term.

Athanasoglou [61] discussed the impact of the bank’s specific component on the bank’s
performance like the size of the bank, the profitability of the bank. To stabilize financial
system performance it is essential to examine the efficiency of developing banks. Impact of

stages of the business cycle was also found in the bank’s profitability to a greater extent.

Aftab [16] analysed the data of 7 banks listed on the Karachi Stock Exchange for 5 years
(2003-2007). Considering the structural changes in Indian banking system into consideration,
there is relatively a growing researches on banking efficiency in India. The study revealed the

significant and positive connection between stock performance and bank’s efficiency.
Above literature discussed bank’s efficiency, the impact of NPA and provision and impact of

negative performance of banks on shareholder’s return. After discussing the existing

literature we found few gaps in previous studies which we tried to discuss in section 2.5.

2.5. Research Gaps

Since the competition and developments strive to improve existing scenario, in the current
study all the banks have been categorized into four categories named SBI and its associates,
public sector banks, private sector banks, and foreign banks have been studied
and analysed on the parameter of performance efficiency. After studying present literature on
banking, it is clear that huge work has already been done since the inception of the banking
sector on banking performance. Many studies have explored the untouched area while
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relating it to banking performance while some of them have done a comparative study, some
of them worked on efficiency parameters whereas others have analysed the bank’s
productivity. In the above literature, it was found that researchers were using CAMEL and
DEA together as a validating tool for each other which is not right as both as different
objective as we have discussed the same in the first chapter. As per our understanding,
previous studies missed in analysing, quantifying and reflecting the efficiency of the banks
via some robust models. In our study, we tried to evaluate the efficiency of the banks using
the CAMEL rating method and Data Envelopment Analysis.

Many researches have used CAMEL and DEA together as a validating tool for each other but
in reality, both have a different purpose. CAMEL method is used to analyse the financial
health of any organization whereas DEA is used to know the productive efficiency. We have
used both tools together in this study to clarify that having good financial health does not
necessarily mean that bank will be productive efficient also. On the other hand, having

good productive efficiency does not mean that the bank will have strong financial health.

Many researchers have worked on the bank’s survival, credit default risk and NPA issues of
the banks. Furthermore, it was felt by studying existing literature that there is hardly any
study that has touched bank failure and validated these with the decision of Reserve Bank of
India. Therefore there was a need to study on testing bank failure model on RBI decisions. So
current study has picked some decision taken by RBI on merger and winding up of the bank
and has tested the financials of these bank on failure model and has discussed that can banks
predict their bankruptcy stage themselves timely using their financials so that advance action
can be taken by managers to avoid bank failure.

Many studies have related the bank's performance and its impact on share price. No study has
proposed any solution or strategy that can reduce or avoid the impact of the negative
performance of banks or advise shareholders and investors as to how to protect their interests
in this failing establishment. Therefore, the current study has developed a model called swing
trading model which will help an investor, shareholder in minimizing the loss in equity
market using data of the change in NPA. By using the model, prediction on the direction of
the share price is feasible and thus can help in recouping or hedging positions in the capital
market. The current study has successfully developed a Back Testing Model/Swing Trading
Model for a trading opportunity in the capital market which will support and help
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shareholders, traders to minimize their loss and get a minimum return even in case of

negative performance of banking sectors.

2.6. Obijectives of the Study

The present study analysed the performance of Indian banks within the context of its
efficiency, profitability, trading opportunity and bank failure. Therefore, the following

objective has been finalized:

1. To study the performance and efficiency of different sector of banks in India with
reference to the different input/ output.

2. To study the NPA provision creation effect on banking performance and how by
using financials of the bank, its failure can be predicted in advance.

3. To study the impact of NPA on the short-term performance of the Equity Share Price
of the Bank and determining its efficacy for the Trading Opportunities in the Capital
Market

2.7. Limitations of the Study and Future Scope

The study has few limitations like its sole focus is on banks existing in India. The study has
focussed on public, private and foreign banks whereas other categories like Cooperative
Banks, Regional Rural Banks have not been considered in the study. Another limitation of the
study is related to data because some data has been taken from the bank’s individual
websites. The accuracy of the result depends on the accuracy of the data available. Some
methodology that has been used in this study on banks in India like swing trading model for
the trading opportunity and bank failure model raises a question that will these models work
in other countries the same way they have worked for banks in India. Therefore, further

research can be done using the same models and approaches for banks in foreign countries.
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CHAPTER 3

RESEARCH METHODOLOGY

3.1. Introduction

The current chapter is divided into few parts which discuss tools and techniques, sample size,
methodology and sources used for data collection in the current study. To comprehend the
mentioned objective in chapter 1, we have used the combination of two approaches named
descriptive and analytical as a research design. Purpose of descriptive design is the
description of affairs and facts that already exists and cannot control by the researcher
whereas, in analytical design, the researcher has to use existing facts and has to critically
evaluate the data available. 20 leading Indian banks from the public sector, 14 banks from the
private sector and 7 foreign banks have been selected for this study. SBI and its associates, in
spite of being a public bank, have been categorized as a different category because SBI group
played important role in the Indian banking history. It is the oldest bank who holds 13% out
of 75 % of the public sector in the banking industry. SBI also works as an agent of Central
Bank of India and it acts as a banker’s bank. SBI comes under the separate act SBI Act 1955,
and all other banks come under the Banking Regulation Act 1949. These are the strong

reasons to commit SBI as a separate group for our study.

The selected relevant parameters like mobilization of deposits, loans and advances,
investment, return on assets, earnings and expenses, capital assets, risk-weighted assets ratio,
output-input analysis, business per employee, credit-deposit ratio, percentage growth in net
profit, interest income to total income and non-performing assets of the selected public
sector, private sector and foreign banks will be considered to study the performance and
efficiency whereas average, percentage, rank, tables, charts, graphs have been used for the
analysis of the data for the period of 2001-2016. The practice of ratio analysis, simple
mathematical and statistical techniques like CAMEL model, DEA, discriminant analysis,
back-testing model, correlation analysis, regression analysis, and panel data regression has
been used at appropriate places.
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Table 3.1 shows the banks used in the study. Banks have been categorized in four major parts

named SBI group, Public Banks, Private Banks and Foreign Banks. From SBI group 6 SBI

associates is chosen, 14 major banks from public sector, 14 major banks from private sector

and 6 banks from foreign banks.

Table 3.1: List of Banks Used In Study

SBI and its Public Sector Banks Private Sector Banks Foreign Banks
Associates (6) (14) (14) (6)

e State B