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ABSTRACT 

It has just been restructured as its own department within the field of Economics. Commercial 

operations by which banks and financial institutions create and distribute finance for capital 

construction of industries, with a focus on allocation, management, acquisition, and investment. 

With the help of RBI, the Government of India has established many specialized financial 

institutions since 1951. IFCI, ICICI, IDBI, SIDBI, and others like them were established as 

public sector financial institutions to provide industries with long-term capital financing. Yet, 

there was growing concern that these development financial institutions were not able to 

adequately provide the sector with the medium- and long-term financing it required. Indian 

banks provide to a wide range of customers by specializing in certain markets, including urban 

and rural areas, big and small businesses, agriculture, commerce, housing, exports, and more. It 

is important to note that the RBI Act and the Banking Regulation Act apply to all banks in the 

organized sector. 
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INTRODUCTION 

To deal with asymmetric-information and incentive problems, a financial system provides a 

means of payment, a means of pooling funds, a means of transferring economic resources across 

time and space, a means of managing uncertainty and controlling risk, and price information that 

helps coordinate decentralized decision making. There are positives and negatives to both 

banking and market-based systems. There has been a long discussion on which system is best 

and most helpful for fostering economic development. Both methods have theoretical benefits 

and drawbacks that should be taken into account. To put it simply, financial growth is the 

process through which financial intermediary services increase in both number and quality. The 

growth of efficient financial markets and intermediaries is what this word alludes to. The public 

sector banks have become more effective and productive thanks to the entrance of private sector 

banks and international institutions. As a consequence of increased competition, new financial 

products and shifts in corporate strategy have emerged at a breakneck pace. Since the reforms 

began, the percentage of total assets held by private sector banks and foreign banks has climbed 

significantly, reaching over 25% by the end of March 2005. 

Financial advancement and GDP expansion are two theoretically linked concepts, but economists 

disagree on which is more important. Financial intermediaries' services are crucial growth and 
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innovation drivers, according to Schumpeter (1911). There are three primary ways in which the 

expansion of financial markets might effecteconomic expansion. First, by gathering data on 

alternative investment projects and risk sharing, it can boost the marginal productivity of capital; 

second, by increasing the proportion of savings channeled to investment through financial 

development, it can boost the private saving rate; and third, by decreasing the resources absorbed 

by financial intermediaries, it can increase the proportion of savings channeled to investment. 

The level of real per capita GDP was shown to have a significant and positive relationship with 

the degree of financial development. The McKinnon-Shaw school analyzes how government 

regulation affected the growth of the economy. 

To deal with asymmetric-information and incentive problems, a financial system provides a 

means of payment, a means of pooling funds, a means of transferring economic resources across 

time and across regions, a means of managing uncertainty and controlling risk, and price 

information that helps coordinate decentralized decision-making. There are positives and 

negatives to both banking and market-based systems. There has been a long discussion on which 

system is best and most helpful for fostering economic development. Both methods have 

theoretical benefits and drawbacks that should be taken into account. To put it simply, financial 

growth is the process through which financial intermediary services increase in both number and 

quality. The growth of efficient financial markets and intermediaries is what this word alludes to. 

The public sector banks have become more effective and productive thanks to the entrance of 

private sector banks and international institutions. As a consequence of increased competition, 

new financial products and shifts in corporate strategy have emerged at a breakneck pace. Since 

the reforms began, the percentage of total assets held by private sector banks and foreign banks 

has climbed significantly, reaching over 25% by the end of March 2005. 

Financial advancement and GDP expansion are two theoretically linked concepts, but economists 

disagree on which is more important. Financial intermediaries' services are crucial growth and 

innovation drivers, according to Schumpeter (1911). There are three primary ways in which the 

expansion of financial markets might effect economic expansion. First, by gathering data on 

alternative investment projects and risk sharing, it can boost the marginal productivity of capital; 

second, by increasing the proportion of savings channeled to investment through financial 

development, it can boost the private saving rate; and third, by decreasing the resources absorbed 

by financial intermediaries, it can increase the proportion of savings channeled to investment. 

The level of real per capita GDP was shown to have a significant and positive relationship with 

the degree of financial development. The McKinnon-Shaw school analyzes how government 

regulation affected the growth of the economy. 

LITERATURE REVIEW 

Dr.R.Kasi Raman (2021) To determine the relationships between the various market indices on 

the BSE, including the S&P BSE200, S&P BSE 250 LARGEMIDCAP, S&P BSE 400 

MIDSMALLCAP, S&P BSE ALLCAP, and S&P BSE SMALLCAP, a study titled "A Study On 

Co-Movement Of Selected Indices With Reference To Bombay Stock Exchange In Angel 

Broking Limited, Kovilpatti" was conducted. The daily return data of the chosen sample indices 
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were collected from January 1, 2016 through December 31, 2020 for this analysis. This research 

employed descriptive statistics, charts, and correlations to analyze the data and look at how the 

sample indices moved together throughout the course of the study period. The research shows 

that the sample indices moved together as a whole over the time period considered. Correlation 

analysis showed a substantial association between the sample indices across the time period of 

the research. When positive correlation occurred, it showed that a rise in one indicator caused an 

increase in other indices. Despite the fact that the indices were negatively correlated, this 

revealed an opposite response. It is recommended that stock market investors do an investigation 

of the market's indexes' exit relationships. The research concludes that throughout the study 

period, a correlation existed between the variables of interest. 

Edmunds Čižo (2020) When it comes to expanding the economy, how much do advances in 

finance matter? No one seems to agree on the importance or focal point of the correlation 

between financial development and economic growth rates, despite its apparent causality. Is 

economic growth influenced by the state of the financial sector, or does the state of the financial 

sector influence economic growth? Or does expansion in the economy also contribute to 

financial development? The study's objective is to dissect the connection between quantitative 

and dynamic variations in financial development and economic growth among EU member states 

during 1995-2017. The study spans 1995–2017 since that is the span over which data on the EU 

member states' financial progress is available. The average values of growth in the financial 

development index with the lag forward by one year, with the lag falling behind by one year, 

without the lag, and average values of the GDP growth per capita were analyzed for EU 

countries from 1995-2017 to demonstrate the direction of the impact of the level of financial 

development on economic growth. 

Manchanda (2019) examined an article on the investment pattern of working women in Punjab. 

The descriptive and analytical research design was used and a sample of 500 respondents was 

selected with the help of convenient sampling. Selected data were analyzed through chi-square 

analysis. The researcher found that the majority of respondents preferred saving account as on 

rank first, the second rank to public provident fund followed by bank fixed deposit as the third 

rank and government securities, post office savings, and national saving certificate as fourth, 

fifth, and sixth-ranked to safe/low-risk investment avenues. In medium risk investment avenues 

working women preferred life insurance as the most preferred investment avenues followed by 

mutual funds and ranked as first and debentures as second and third rank. Further, the study 

revealed that respondents were also interested to invest in those securities which had high risk 

like the equity share market as first out of high risky securities and commodity market as the 

second rank. In traditional investment avenues gold/silver as most preferable so, it ranked as 

first, followed by real estate and property and art and passion as second and third rank. 

Sashikala and Chitramani (2018)investment bias's effect on investors' desire to invest, both in 

the near term and over the long term, was quantified. A total of 154 individual investors from the 

Indian city of Coimbatore participated in the research. By using regression analysis, we were 

able to determine that behavioral biases such as overconfidence, representativeness, the 

gambler's fallacy, and loss aversion had a significant impact on investors' decisions to make 
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short-term investments. Although arrogance was the only factor in determining long-term goals. 

In this way, investors' short-term rather than long-term goals are impacted by investing biases. 

RESEARCH METHODOLOGY 

Classification Of Banks 

It is the RBI that serves as the pinnacle of India's financial system. All Indian banks report to this 

organization. The commercial banks in the country, both public and private, as well as any 

international or regional banks, all report to the central bank. Both local rural banks and 

cooperative financial institutions fall under this category. Here is a breakdown of the Indian 

financial system. 

 

Banks in India are now being categorized. In India, there are pros and cons to doing business for 

each of the different groups. They each appeal to a certain subset of the population. Some work 

in both rural and urban areas, while a select few are solely employed in the rural sector. In fact, 

several establishments specialize on urban catering solely. Some are native Indians while others 

were born elsewhere. 

Reserve bank of India 

Managing the activities of the other banks is the primary responsibility of the central bank, which 

is the sole bank of its kind in a nation. The Reserve Bank of India (RBI) is the country's central 

bank and the highest authority on monetary and financial matters. 
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For a long time, it was clear that money and credit needed to be managed by a centralized 

authority. In 1934, India's legislature enacted the Reserve Bank of India Act. 

Management of RBI 

Twenty members, including the bank's CEO, make up the Board of Directors, which is 

responsible for the overall management and direction of the bank's operations: 

(a) The Central Government appoints the Bank's Governor and four Deputy Governors to serve 

as full-time employees for a maximum of five years. 

(b) four Central Government-appointed directors, one from each of the four Local Boards 

established in accordance with (Points) c and d below; 

Achievements of the Reserve Bank 

It's undeniable that the Reserve Bank has done an outstanding job of handling the government's 

borrowing needs. Also, it has issued low-interest loans to both the federal government and state 

governments. With the selling of Treasury Bills, it has also sometimes supplied means to State 

Governments. At times of crisis, the Bank has acted as a lender of last resort, providing 

significant advances to scheduled banks. 

Reasons for the Growth of International Banking 

Many ideas are offered to account for the expansion of international banking. Theories of 

international banking provide light on why banks choose certain locations for their banking 

operations, why they keep to a certain organizational structure, and what factors ultimately lead 

to the development of international banking. The following is a list of hypotheses and their 

explanations: 

i. The "follow the leader" theory holds that banks open up shop in other countries so that 

they may keep serving their existing clientele. Often, this occurs under a monopolistic 

competitive environment as firms seek to gain an edge by differentiating their service 

offering from that of rival institutions. 

ii. The competitive landscape is altered in many ways by international growth. When banks 

face stiff competition in their home markets, they are sometimes compelled to create low-

cost technologies for financial intermediation without the appropriate incentives, and so 

they want to expand into other areas where they can better use their competitive 

advantage. 

iii. The examination of FDI suggests that banks exploit managerial technology and 

marketing know-how created for local usage at extremely marginal cost overseas. 
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ANALYSIS AND INTERPRETATION OF DATA 

Capital Adequacy Ratio (Tier I Plus Tier Ii) (Under Baseli) 

Over the 12 year period between 2001-02 and 2020-21, the Capital Adequacy Ratio of all three 

sector banks varies from a low of 9.14 to a high of 36.86, with an average of 14.37 and a 

standard deviation of 5.45. The median is 12.78 for private sector banks, ranging from 10.66 to 

16.33. The median is 11.81 for government-affiliated financial institutions, ranging from 9.14 to 

13.57. The median foreign bank score is 18.52, with a range of 12.39 to 36.86. [Both the 

minimum and maximum values for the Capital Adequacy ratio (Tier I + Tier II) (Under Basel I) 

are included in the Appendix.] 

Interpretation 

The health of a bank is often evaluated by its level of capital adequacy. It's fortification against 

the possibility of future financial loss should its progress go sour. The average bank's ratio 

should be about 9%. The higher the ratio, the better. The average of the industry's financial 

institutions is 14.37. The Foreign Sector Bank average is greater than the Private Sector Bank 

average and the Public Sector Bank average. As Foreign Bank has sufficient capital to weather 

any storms that may result from a poor advance, we can safely state that it is the more robust of 

the two. The private and public banking sectors, on the other hand, have mean values that are 

below the average for the banking industry as a whole. As compared to international banks, they 

are not well-equipped to combat bad loans. 

After the above comparison, we have reached the following conclusion: - 

Table 1 Giving Grades to all Sector Banks Ratio Wise 

SR. RATIO  GOOD  AVERAGE POOR 
NO   SECTOR % SECTOR % SECTOR % 

1 CREDIT DEPOSIT RATIO Private  78.60 Foreign 67.09 Public 61.61 

2 INTEREST INCOME AS % TO Public  87.30 Private 80.87 Foreign 64.85 
 TOTAL INCOME        

3 NON - INTEREST INCOME AS Foreign  35.15 Private 19.13 Public 12.70 
 % TO TOTAL INCOME        

4 INTEREST EXPENSES AS % TO Foreign  34.29 Private 59.60 Public 62.69 
 TOTAL EXPENSES        

5 OPERATING EXPENSES AS % Public  24.30 Private 25.81 Foreign 35.91 
 TO TOTAL EXPENDITURE        

6 SPREAD  AS  %  TO  TOTAL Foreign  3.42 Public 2.57 Private 2.52 
 ASSETS         

7 INTEREST INCOME AS % TO Public  8.37 Private 8.35 Foreign 7.37 
 AVERAGE WORKING FUND        
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8 NON – INTEREST INCOME AS Foreign  4.93 Private 1.95 Public 1.24 
 %   TO TOTAL   AVERAGE        
 WORKING FUND        

9 OPERATING PROFIT AS % TO Foreign  5.51 Private 2.54 Public 2.20 
 AVERAGE WORKING FUND        

10 RETURN ON ASSETS Foreign  2.36 Private 1.24 Public 0.81 

11 GROSS NPA AS % TO NET Private  3.08 Public 5.59 Foreign 9.84 
 ADVANCES        

12 NET NPA AS %  TO  NET Private  1.22 Foreign 1.49 Public 2.58 
 ADVANCES        

13 NET PROFIT (PAT) ON OWNED Private  13.83 Public 12.98 Foreign 12.66 
 FUND         

14 CAPITAL ADEQUACY RATIO Foreign  18.52 Private 12.78 Public 11.81 
 (TIER I PLUS TIER II) (UNDER        
 BASEL I)         

 

The preceding calculations, together with the data in tables 1 and 2, lead us to the positive 

conclusion that Foreign Bank has had a successful year. Private banks are in the middle, while 

public ones are doing poorly. 

COMPARISON OF MEAN OF ALL RATIOS 

In order to construct a hypothesis, one must first formulate a description of the issue and 

consider all of the factors that may contribute to it. In its most basic form, the hypothesis is an 

approach to demonstrating a cause-and-effect link. 

In order to determine whether or not private banks, public banks, and foreign banks 

significantly differed in performance across all of the Ratios tested from 2001–02 to 2020–21, 

Hypothesis Testing was conducted. 

The following table illustrates how the Mean and Standard Deviation are calculated, as well as 

the important values and actual differences across banks. In addition, it will show whether or 

not the hypotheses behind the three types of banks are comparable. 

The average of all the ratios that are taken as parameters have been determined for the period 

of 12 years for each sample of banks in each of the three categories defined by the FDIC to 

better understand the performance of the three categories across all the ratios. Twelve years of 

data have been analyzed using one-way analysis of variance to examine the average ratio 

performance of different types of banks. 

The F-test is used to detect whether or not a certain set of trials substantially deviates from the 

mean, or "anticipated value," in an analysis of variance. There is sufficient F-value between 
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our three sample industries to draw meaningful conclusions. (If the probability value, or p-

value, is less than 0.05, then our f-value is significant, and there is a difference between the 

means of the three types of banks in our sample; if the p-value is more than 0.05, then our f-

value is not significant, and there is no difference between the means of the three types of 

banks in our sample.) We assume that the Null Hypothesis (Ho) of the average of all the 

Ratios of Private Public and. 

Ho= Private Bank = Public Bank = Foreign Bank 

Value of F is calculated in the ANOVA Table in appendix 

A table labeled "Multiple Comparisons" in the appendix lays out the key distinctions between 

the various banking types. significance level = 0.05. 

1. Credit Deposit Ratio 

Table 2: Mean comparison of average Credit Deposit Ratio for the period 2001-02 to 2020-

21 across the Bank category using One Way Analysis of Variance Statistics. 

Category Mean SD F-value p-value 

Private 78.6037 5.86874   

Public 61.6148 12.16178 5.250 0.010 

Foreign 67.0934 18.25532   

 

Pairs having significant difference: 1: (Private and Public) 

Ho1: Average Credit Deposit Ratio across all three Bank Categories is alike. 

Table 2 displays a comparison of the average Credit Deposit Ratio of Private Banks, Public 

Banks, and International Banks. 

The results indicate that the average Credit Deposit Ratio for Private Banks is 78.6037, while it 

is 61.6148 for Public Banks and 67.0934 for Foreign Banks. With a P value of 0.010 (0.05), the 

F value of 5.250 indicates a statistically significant difference between the average Credit 

Deposit Ratios of Private Banks and Public Banks; more specifically, the Mean of Private Banks 

is greater than the Mean of Public Banks. Hence, there is a deviation from the mean between 

these two types of Banks. What this indicates is that our Ho assumption is incorrect. That Ho 

guy doesn't get any respect. 
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REGRESSION ANALYSIS 

The purpose of regression analysis is to establish the degree of association between a single 

dependent variable (often represented by Y) and a number of other varying factors (known as 

independent variables). 

Linear regression and multiple regressions are the two main forms of regression. For the purpose 

of explaining and/or predicting Y, linear regression utilizes a single independent variable, while 

multiple regressions use two or more independent variables. When trying to figure out the 

connection between a dependent variable and a set of independent variables, correlation analysis 

is the method of choice. 

Using data from the last 12 years, regression analysis was done to determine the long-term trend 

of all ratios used as parameters. 

Tables 3 below use data from the appendix table "Regression Analysis Table" to determine their 

respective values. 

For certain ratios in the regression tables that follow, F will be statistically significant but 

negative, indicating a downward trend as the ratio's value decreases with increasing years. The 

absence of a large F value in certain ratios indicates the absence of a discernible trend. There is 

no clear indication of a rising or falling trend across the examined time period. 

Table 3: Bank category wise trend of average Credit Deposit Ratio for the period 2001-

2002 to 2020-2021 using Regression Analysis. 

Bank 

R2 F-value p-value 

Year  Constant   

Category Coefficient 
 

p-value Coefficient p-value 
  

      

Private Banks 0.340 5.162 0.046 0.950  0.046 72.430 0.000  

 

           

Public Banks 0.920 114.25 0.000 3.234  0.000 40.591 0.000  

 

           

Foreign 
0.827 47.798 0.000 4.604 

 
0.000 37.165 0.000 

 
 

Banks 
   

          
           

 

Results from a regression analysis using Credit Deposit Ratio as the dependent variable and year 

as the independent variable are shown in Table 3. 
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With an R2 value of 0.340, a significant F value of 5.162 as P value of 0.046 (P value should be 

0.05), and a significant coefficient of year value of 0.950 (even here P value is 0.046 which is 

0.05), the years have provided a significant explanation for the Credit Deposit Ratio within the 

Private Bank category. 

Analysis within the Public Banks category reveals that the coefficient of determination (R2) for 

the relationship between Credit Deposit Ratio and year is 0.920, the F value is 114.251 (where F 

is significant if P is less than 0.05), and the coefficient of determination (P value) for the 

relationship between year and Credit Deposit Ratio is 3.234. 

Analysis inside the Foreign Bank category reveals that the coefficient of explanation for the 

Credit Deposit Ratio is 4.604, the F value is 47.798 (with a P value of 0.000, when it should be 

0.05), and the R2 value is 0.827. 

CONCLUSION 

There is now a credit-deposit ratio in the banking industry of 75%. As Indian banks must put 

aside money to maintain a cash reserve ratio of 4.5% and a statutory liquidity ratio of 23.0%, a 

credit-deposit ratio of above 70% implies strain on resources. It is possible for banks to make 

loans using their own funds, although this practice is generally frowned upon. If private and 

public banks want to increase their Non-Interest Income, they need to invest more resources into 

service-based businesses like Foreign Bank. As compared to the lowest figures reported by 

private and public financial institutions, the lowest foreign bank figure was rather high. 

Maximum and minimum operating expenses as a share of total expenditure are shown in graph 

form in the appendix. 
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