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Editorial 

 
It’s a great pleasure to release Vol. XI, No. II (June-December, 2020 Issue) of Business Spectrum, 

the bi-annual peer-reviewed fully referred e-Journal of IAA South Bengal (erstwhile Midnapore) 

Branch. Five research articles of very good quality in diversified fields under the broad area of the 

journal have been accommodated in this issue through a blind peer-review process and a brief 

review of such articles is given below. 

In the first article ‘Impact of Leveraged Buyout On Shareholders’ Value Added: Evidence from 

Select Indian Companies’ Dr. Suman Patra has examined the impact of the leveraged buyout on 

shareholders' value-added of the selected firms, which have undergone leveraged buyout in India 

during the period from 2000-01 to 2014-15. The study found that there is an improvement in 

shareholders’ value after leveraged buyout since post-LBO.  The average SVA of the companies 

has shown far better performance in terms of shareholders' value than its matching control 

company.  

Saroj Mahato and Dr. Kapasi in their paper ‘Performance of National Pension Scheme (NPS): A 

Study of the Funds under the Equity Scheme (E) of Tier-II’ have tried to evaluate the performance 

of pension fund managers of equity schemes under Tier-II of the National Pension Scheme in 

comparison to Nifty50 using the data related to the daily Net Assets Values (NAVs) of equity funds 

(Scheme-E) under Tier-II and closing value of Nifty50. The study observed that the LIC equity 

pension scheme has low variation and high earning capacity. The performance of the LIC equity 

pension fund is better than the other equity schemes under Tier-II of the National Pension Scheme.   

The third paper is a conceptual paper titled “A Historical Commentary on the Growth of Indian 

Banking Sector with Special Reference to the Banking Reform in India: An Overview” written by 

Sri Delawar Hussain to critically analyse the recommendation of different committees set up to 

bring reforms in the banking sector, in addition, to discuss in brief the evolution of the banking 

industry in India. This paper suggests that reform is required in the banking sector at present to 

compete with the global changes in the banking world that will help to identify the challenges 

within and necessary remedies to overcome.     

An interesting article is developed by Dr. Purnima Mallick in her study on ‘Empowering 



Kandhamal “Black Dhokra” Artisan Community of Barakhama Village in Odisha through Self-

Help-Group- A Tested Get Way'. The study aims to find out the socio-economic conditions of these 

indigenous people who maintain the traditional practice of making dhokra art pieces. Further, the 

problems faced by the artisans along with the importance of SHG in their life had been evaluated 

through her research work. She highlighted that the artisans are not able to get to avail the 

Government Schemes and facilities as specified in the Odisha Handicraft Policy, 2014. The author 

concludes that the pristine environment of Barakhama village has a huge potential to attract tourists 

who may witness the entire process of making black dhokra art pieces. 

The aim of the final paper of this issue titled “Determinants of profitability and productivity of 

Indian SMEs: An empirical Study” structured by Ramesh Prasad and Dr. Amitava Mondal is to 

examine the impact of firm-specific determinants on the profitability and productivity of Indian 

SMEs. They conclude that the Capital Employed Efficiency has an important contribution to 

improving profitability and it has a positive and significant impact on profitability. Human capital 

efficiency is the most crucial firm-specific determinant to magnifying productivity. Relation 

capital efficiency hurts productivity also argued by the authors. 

Finally, I, on behalf of the Editorial Board of the Journal 'Business Spectrum', would like to 

express my gratitude and appreciation to all those who are directly or indirectly involved in 

publishing this issue. I convey my sincere thanks to all the authors of this issue for their valued 

contribution. I extend my heartfelt thanks and gratefulness to all the reviewers, Associate Editor, 

Executive Editor and Desk Editor for their whole-hearted support and co-operation in bringing 

out this issue of Business Spectrum in the presentable form. We have given our full effort to 

release this issue error-free, but we apologize for any inconvenience this may have caused. 

 
 

Editor-in-Chief 
Prof. Pradip Kumar Samanta 

Department of Commerce, University of Kalyani 
Phone No.: 09433304257 

p_samanta@indiatimes.com 
 



 
 
 
 
 
 
 



Business Spectrum (ISSN: 2249-4804)             Volume X, No.2                July-December 2020 

An Open Access Fully Referred Peer Reviewed Journal (Online): IAA (South Bengal Branch) 
www.iaasouthbengalbranch.org 

  
 

1 
 

IMPACT OF LEVERAGED BUYOUT ON SHAREHOLDERS’ VALUE ADDED: 

 EVIDENCE FROM SELECT INDIAN COMPANIES 

 

Dr. Suman Patra 
 

Assistant Teacher 
Mayal K.C.Roy Institution, Hooghly 

 
 

Abstract 

This study examines the impact of the leveraged buyout on shareholders’ 
value-added of the firms. For this purpose, we have chosen the firms 
which have undergone leveraged buyout in India during the period from 
2000-01 to 2014-15. We have adopted a control sample methodology 
where we have selected a control company against each sample 
company on the basis of market capitalization. Under this methodology, 
first of all, we have computed the average Shareholders’ Value Added 
(SVA) of the selected sample firms and their matching control firms 
separately before and after the LBO period in order to find out the 
improvement in shareholders’ value after a leveraged buyout. We have 
applied paired sample t-test on the mean difference to determine the 
statistically significant result. It is found from the study that there is an 
improvement in shareholders’ value after leveraged buyout since the 
post-LBO average SVA of the sample companies has shown far better 
performance in terms of shareholders’ value than its matching control 
company.  

 

Keywords: Leveraged buyout, Control sample methodology, Shareholders Value Added.  

 

Introduction 

 The term leveraged buyout (LBO) may be defined as the purchase of a significant 
and controlling equity stake in mature companies which normally possess strong cash flows, 
using significant debt financing raised by borrowing against the assets and/or cash flows of 
the acquired company (Rodden& Lewellen,1995). Leveraged buyout (LBO)occurs when 
someone purchases a company almost entirely through debt. There is a large number of 



Business Spectrum (ISSN: 2249-4804)             Volume X, No.2                July-December 2020 

An Open Access Fully Referred Peer Reviewed Journal (Online): IAA (South Bengal Branch) 
www.iaasouthbengalbranch.org 

  
 

2 
 

research studies in the field of the leveraged buyout but in India, there is a little number of 
research studies. Researchers like Kaplan (1989), Berg&Gottschalg (2005), Bergström, 
Grubb&Jonsson (2007), Chapman& Klein (2009), Achleitner&Figge (2014), Kielenniva 
(2014), Bassoulet  (2015) have shown that LBO results in improvement of shareholders’ 
value whereas some scholars like Morck, Shleifer &Vishny (1988), Harbula(2011), 
Freelink&Volosovych (2012), Hagsund&Selsmark (2020) have opined that leveraged 
buyout leads to the destruction of value to the firms. In this backdrop, the study examines 
the impact of the leveraged buyout on the shareholders’ value added in the context of India. 

Objectives 

 The objectives of the study are  

1) To compute the shareholders’ value-added of the select firms 
2) To examine the impact of the leveraged buyout on the shareholders’ value-added of 

select Indian companies. 
 

Hypothesis 

  The testable hypothesis of the study is as follows: LBO leads to improvement in 
shareholders’ value-added. 

 

Database and methodology 

 The financial data used for the study are collected from secondary sources mainly 

from annual reports of the select companies. The corporate tax rates applicable for 

different financial years have been collected from the official website of the Income Tax 

Authority of India. Besides, we have used the ‘Capitaline2000 database package. This 

database package has also been consulted for collecting the share price data of the sample 

companies and daily nifty data over the study period.  

 In the case of market value added only the unrealized gain has been considered, 

but in case of SVA both realized and unrealized gains have to be considered. SVA may be 

measured in two common approaches namely, (1)Economic Value Approach and (2) 

Market Value Approach. Under the economic value approach, SVA is calculated by 

deducting gains on debt capital and preference share capital from economic value added. 

Therefore, SVA can be computed by means of capitalization of EVA which represents the 

addition of real value rather than true value-added. Under the market value approach SVA 
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is the sum of MVA and other realized gain like dividend received, benefit from right issue, 

bonus issue, etc. Hence, SVA may be calculated as: SVA= MVA+ Total Equity Dividend. 

It is also necessary to make adjustment for change in the number of outstanding shares and 

proportionate dividends for the change. Considering the change SVA is calculated by using 

the formula: 

SVA=MVA+T.D±
          

*DP
S*I 

increase /decrease in number of shares adjusted. 

Where T.D is the Total Equity Dividend and DPS is Dividend per Share. 

 
After computing the SVA, we have applied the control sample methodology (where 

a comparison has been made between the sample company and its matching control 

company). We have calculated the mean value of SVA between the pre-LBO and post-LBO 

periods. We have also applied paired t-test in order to determine the results that are 

statistically significant between the two periods [pre-LBO period and post-LBO period].  

 

Analysis and Discussion 

It is noticed from Table 1 that the mean SVA of Hindalco Industries Ltd has 

decreased in the post-LBO period (6814.93) as compared to that of the pre-LBO period 

(7891.62). It indicates that there is the destruction of shareholders’ value of the company 

after LBO. National Aluminium, the Control Company, has exhibited improvement in 

shareholders’ value after the LBO period as its mean SVA has increased remarkably in the 

post-LBO period (14879.04) as compared to that of the pre-LBO period (4530.57). 

From Table 1 it is seen that there is a remarkable improvement in shareholders’ 

value of UB Group in the post-LBO period (1706.40) as compared to that of the pre-LBO 

period (599.97). The control company, Radico Khaitan has disclosed shareholders’ value 

destruction after the LBO period as its mean value of SVA has decreased remarkably in the 

post-LBO period (142.48) in contrast to that of the pre-LBO period (491.87). Therefore, the 

sample company (UB Group) has depicted better performance than that of the Control 

Company from the shareholder’s value creation perspective. 

It is observed from Table 1 that there is a notable increase in shareholders’ value of 

Tata Steel after LBO as the mean SVA of the company has enhanced remarkably in the 
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post-LBO period (35128.33) as compared to that of the pre-LBO period (9327.45). The 

control Company, JSW Steel has also depicted similar results to that of Tata Steel in the 

post-LBO period. It indicates that both the companies have been able to create shareholders’ 

value after the occurrence of LBO. 

It is noticed from Table 1 that the average SVA of United Spirits has increased 

remarkably in the post-LBO period (8704.67) as compared to that of the pre-LBO period 

(1576.66). The control company, Radico Khaitan has shown results quite contrary to that of 

United Spirits Ltd. The result indicates that there is the destruction of shareholders’ value 

after the LBO period. Therefore, comparing the results between the two companies it may 

be argued that United Spirits is a shareholders’ value creator while Radico Khaitan is a 

shareholders’ value destroyer after LBO has taken place. 

From Table 1 it is observed that Post-LBO mean SVA (20517.01) of Tata Motors 

has increased as compared to that of the pre-LBO mean SVA (7080.72). The result indicates 

that there is a notable improvement in shareholders’ value of the company after LBO. The 

mean SVA of Maruti Suzuki, the Control Company, has decreased in the post-LBO period 

(6572.55) as compared to that of the pre-LBO period (6630.42). It indicates that there is 

shareholders’ value destruction of the firm in the post-LBO period. Therefore, it can be said 

that Tata Motors has experienced far better performance in respect of value creation for 

shareholders than that of Maruti Suzuki. 

It is evident from Table 1 that mean SVA of Dr. Reddy’s laboratory has increased 

notably in the post-LBO period (544.93) as compared to that of the pre-LBO period (- 

837.47). The result indicates an improvement in shareholders’ value of the company after 

LBO. Control company, Sun Pharma, also indicates a similar improvement in shareholders’ 

value after LBO as its mean value of SVA has increased remarkably in the post-LBO period 

(5012.85) as compared to that of the pre-LBO period (2940.49). Therefore, both the 

companies Dr. Reddy’s Lab and Sun Pharma are value creators to shareholders’ after 

leveraged buyout period. 

From Table 1 it is observed that United Phosporus (sample company) has exhibited 

a decrease in average SVA in the post-LBO period (-11.96) as compared to that of the pre-

LBO period (778.68). The result indicates that the company has destroyed value after LBO 

has occurred. Pidilite Industries has shown improvement in shareholders’ value after the 
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LBO period as its average SVA has increased remarkably in the post LBO period (718.45) 

in comparison to that of the pre-LBO period (191.02). 

It is disclosed in Table 1 that there is a remarkable improvement in the average SVA 

of Aban Offshore after LBO as the post-LBO mean SVA (5778.92) of the company is 

greater than that of pre-LBO mean SVA (450.11). Besides, similar results are found in the 

case of Reliance Industries. Therefore, Reliance Industries and Aban Offshore are both 

shareholders’ value creators after the LBO period. 

From Table 1 it is noticed that mean SVA of Tata Coffee has decreased in the post-

LBO period (62.89) in comparison to that of the pre-LBO period (199.58) which indicates 

that the company has destroyed its value after LBO. Tata Global Beverage has also 

disclosed that it has destroyed value to shareholders after LBO since its mean SVA in the 

post-LBO period is less than that of the pre-LBO period. 

The summary results of mean SVA of sample companies and its matching control 

companies are presented in Table 2. It is seen that 6 (66.67%) sample companies out of 9 

sample companies have disclosed increase in mean SVA after the LBO has taken place. It 

is further observed that only 5 (55.56%) control companies have exhibited an increase in 

mean SVA in the post-LBO period. Therefore, it can be said that post-LBO SVA of the 

sample companies is far better than that of control companies. 

Paired sample t tests are conducted on mean SVA of both sample and control 

companies in order to check whether the above calculated results are statistically significant 

or not in between the two periods [i.e., pre-LBO and post-LBO]. If significant result is found 

in case of sample companies and insignificant result is obtained for control companies then 

it can be concluded that LBO has a significant positive impact on shareholders’ value 

creation of the sample companies. The Paired t-test results are exhibited in Table 3. It is 

found that the t-value (-1.963**) on mean SVA of the sample companies is significant at 

the 5% level. Hence, the null hypothesis (H0) is rejected and the alternative hypothesis is 

accepted (H1). It indicates that there is a statistically significant improvement in 

shareholders’ value of the sample companies after LBO. On the other hand, the t-value (-

1.213) of the control companies is insignificant on the same variable. The result indicates 

that there is no statistically significant improvement in shareholders’ value of the control 

companies after the LBO has occurred. 
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Major findings and Conclusion 

From the above discussion, it is found that the average SVA of sample companies 

like UB Group, Tata Steel, United Spirits, Tata Motors, Dr. Reddys’ Laboratory, and Aban 

Offshore has increased in the post-LBO period as compared to that of the pre-LBO period 

whereas average SVA of control companies like National Aluminium, JSW Steel, Sun 

Pharma, Pidilite Industries, Reliance Industries has increased in the post-LBO period as 

compared to that of the pre-LBO period.  The results indicate that there is an improvement 

in shareholders’ value after a leveraged buyout. Only sample companies like Hindalco 

Industries, United Phosporus, and Tata Coffee have depicted an increase in average SVA in 

the post-LBO period in contrast to that of the pre-LBO period. It indicates that there is the 

destructions are shareholders’ value as a result of leveraged buyout since its matching 

control companies like National Aliminium, Pidilite Industries have depicted a quite 

contrary result. It is also observed from the study that 67 percent of the sample LBO 

companies have shown an increase in average SVA after LBO whereas it is only 56 percent 

of the control companies after LBO. Moreover, the result of paired t-test on the average 

SVA of the sample companies is significant but it is insignificant for the control companies. 

Therefore, it can be concluded that LBO results in an improvement in the SVA of the sample 

companies. 

Table1: Shareholders Value Added (Rs. In crore) of Sample Companies and 
Control Companies 

 

 
NameofCompany 

 
(t-3) 

 
(t-2) 

 
(t-1) 

 
t 

 
(t+1) 

 
(t+2) 

 
(t+3) 

Mean 

Pre-LBO 
Post- 

LBO 

Hidalco 
IndustriesLtd 

9928.63 4637.38 9108.8
4 

-5947.99 5888.04 -
11447.68 

26004.4
3 

7891.62 6814.93 

Nationa 
lAluminium 

7300.03 -1037.33 7329.0
2 

-4184.80 15361.85 16515.45 12759.8
3 

4530.57 14879.04 

UB Group 236.5 516.12 1047.3 2454.28 1245.36 1582.8 2291.04 599.97 1706.40 

Radico Khaitan 180.29 403.56 891.77 -333.23 -125.78 -481.61 1034.83 491.87 142.48 

Tata Steel 10308.7 9166.13 8507.5
1 

-2211.87 27924.29 35811.09 41649.6
2 

9327.45 35128.33 

JSW Steel 443.58 3554.44 -
298.72 

2781.42 10625.4 -10899 20697.4 1233.10 6807.94 

United Spirit Ltd 105.77 928.12 3696.0
8 

2590.25 7537.41 8647.41 9929.18 1576.66 8704.67 
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Radico Khaitan 180.29 403.56 891.77 -333.23 -125.78 -481.61 1034.83 491.87 142.48 

Tata Motors Ltd 14558.6
2 

924.06 5759.4
8 

13492.16 6180.65 17842.23 37528.1
4 

7080.72 20517.01 

Maruti Suzuki 9670.68 -2707.43 12928 -2467.23 2397.39 -931.49 18251.7
5 

6630.42 6572.55 

Dr. Reddys Lab -
1292.77 

537.59 -
1757.2
4 

5295.94 1187.97 2055.58 -1608.75 -837.47 544.93 

SunPharma 484.06 5058.07 3279.3
5 

8654.52 5821.49 7750.99 1466.08 2940.49 5012.85 

United 
PhosporusLtd 

29.76 1299.64 1006.6
5 

2473.9 1047.24 -163.68 -919.45 778.68 -11.96 

Pidilite Industries 104.49 193.84 274.74 1534.47 227.16 654.79 1273.41 191.02 718.45 

Aban Offshore 46.17 282.62 1021.5
4 

2634.44 3276.72 4200.83 9859.22 450.11 5778.92 

Reliance Industries 10163.5
1 

39214.9
9 

5814.1 38431.62 82431.55 154508.6 92711.2 18397.53 109883.78 

Tata Coffee 105.24 160.91 332.58 200.39 110.82 88.99 -11.14 199.58 62.89 

Tata Global 
Beverage 

547.76 1318.48 1656.0
3 

2599.41 -359.26 3817.55 -448.63 1174.09 1003.22 

Source:Authors’ own calculation 

 

 

Table2: Summary Result of Change in Mean SVA 

 
 

Change in SVA 

Sample Companies Control Companies 

 

Number of 
companies 

Percent of 
companies in 
terms of change 
in Mean SVA 

 

Number of 
companies 

Percent of 
companies in 
terms of 
change in 
Mean SVA 

Increase in SVA 6 66.67 5 55.56 

Decrease in SVA 3 33.33 4 44.44 

Total 9 100.00 9 100.00 
Source:Authors’ own calculation 

Table3: Results of Paired Sample t Test on Mean SVA 
 
Time Window Variables Mean t 
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Pre-LBO to post-

LBO 

Mean SVA(pre-LBO) of 
Sample Companies 

3007.48 
 

-1.963** 
Mean SVA(post-LBO) of 
Sample Companies 

8805.12 

 
Pre-LBO to post-

LBO 

Mean SVA(pre-LBO) of 
Control Companies 

4009 
 

-1.213 
Mean SVA(post-LBO) 
of Control Companies 

16129.2 

Notes:***implies significant at 1% level, **implies significant at 5% level, 
*implies significant at10% level; Authors’ calculation is based on SPSS. 
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Abstract 

The pension provides financial security to the employees after their retirement. The old 
pension system was limited to the government sector in India. The financial burden of the 
government was increasing due to the increasing number of pensioners in India. National 
Pension System (NPS) was formed to eliminate all these issues in 2004. In National Pension 
System, the two Tiers are available which are known as Tier-I and Tier-II. Tier -I is a basic 
pension account. Tier-II is a contributory optional account in which equity pension funds, 
corporate pension funds, and government pension funds exist. All these funds are market-
linked and affected by market performance. The performance of the specific fund depends 
upon the performance of the fund and the managers managing the fund. In this paper, an 
attempt has been made to assess the performance of equity pension schemes under Tier-II 
of the National Pension System. For this purpose, mean, SD, correlation, covariance, beta, 
alpha, R-square, and Sharpe ratio is used along with ANOVA and T-test. From the study, it 
has been observed that the performance of the LIC equity scheme is better as compared to 
the other funds under the equity scheme in Tier-II of NPS.  

Key Words: - National Pension Scheme, Tier-II, Equity Scheme, Performance 
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A pension is a social security scheme provided to employees to protect them from financial 
needs after retirement. In India, the workforce in the unorganized sector is more than in the 
organized sector which is gradually increasing with time. According to a report of the 
National Sample Survey Organisation 2009-10, the total workforce in India was 46.5 cr. 
Out of which 43.7 cr. engaged in unorganized sections.  

 Pension mainly focuses on the financial needs of old people. In its early days, the 
pension fund was framed under pillar one in which all the financial burden was taken by the 
Government itself. But due to the rapidly increasing old age population, a major problem 
has arisen in front of the government to maintain the pension fund. As per the Technical 
Group on Population Projections for India and States 2011-2036, the population of elderly 
citizens in 2021 will now be nearly 137.9 million, with a projected increase to 193.8 million 
by 2031. The impact of this growing population can be seen in the Defence Pension Budget 
for 2020-21 where the projected pension fund requirement increased by more than 13%.  

To eliminate all the major issues relating to the pensions, National Pension Scheme was 
implemented on and from 01-01-2004 by replacing the old pension system. National 
Pension Scheme is a defined contributory pension plan, in which employees contribute their 
funds till their employment and received an amount from it in a periodic form after 
retirement.  

National Pension Scheme is seen as a growing fund based on a new pension system that 
applies to all citizens from 01/05/2009 except armed forces. It is regulated by the Pension 
Fund Regulatory and Development Authority. It is constructed by the combination of 
different equity, corporate, government, and alternative schemes under Tier-I and Tier-II. 
Tier-I is a permanent retirement account and Tier-II is an optional saving account.  

Tier-II is a contributory deposit account. The government launched the Tier II account in 
2009, and it provides more flexibility than the Tier I account.  The subscribers between 18 
to 65 years of age can apply for Tier II but must have an account in Tier-I. It is a savings 
account with no minimum or maximum investment limit in Tier-II of the National Pension 
Scheme. However, an initial contribution of ₹1000 is required to open an active account. 
The minimum contribution amount is ₹ 250/- but subscribers are maintained at ₹ 2000/- in 
a financial year.  There is no lock-in period, but government employees are eligible for 
three-year lock-in facilities that provide tax benefits under section 80C beginning in 
December 2018. It has an allocation of different funds like; equity funds, corporate bonds, 
and government bonds. These all funds are market-linked. Therefore, it is necessary for the 
pension fund managers to perfume well to maximize return and minimize risk. The pension 
fund managers who perform well through proper decisions, the return of investment in such 
pension funds further increases. In Tier-II, the equity fund has been classified from 25% to 
75% equity allocation.  

Literature Review 
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Ananth S, Balanaga G K (2016), had conducted a study titled ‘Performance of National 
Pension Scheme in India’ to understand the performance of various schemes offered by 
different companies the under National Pension Scheme. They have assessed the 
performance of equity funds of seven pension companies under Tier-I and Tier-II for three 
years. Secondary data have been collected, and the Sharpe index, Treynor index, and Jensen 
alpha have been used in this study. It is found that the performance of different companies 
under both tiers of the National Pension Scheme was not identical.    

 Dr. Prashant, T. Jariwala (2019), had conducted ‘Performance of National Pension Scheme 
Tier 1 in India’, to understand the performance of the equity, corporate, and government 
schemes under Tier-I of the National Pension System (NPS). Secondary data was gathered 
from value research.com, ppfindia.org, etc for five years and applied descriptive statistics 
with ANOVA. From this paper, it is found that aggressive investors like to invest more in 
equity funds but other investors want to make safe investments with a government bond.  

D. Asamoah Owusu, D. Asamoah Owusu, S. K. Appiah, A. Y. Omari-Sasu, G. S. Owusu 
(2016), had explored their study ‘Pension Fund Asset Allocation under the Markowitz 
Model: A Case of the National Pension Scheme in Ghana’, to assess optimum assets 
allocation in national pension fund scheme in Ghana through applying Used Markowitz 
Mean-Variance (MV) Model. In this study, it is found that there is a substantial 
improvement in the efficiency with which pension funds manage allocate their resource 
with effective risk management techniques.   

 Dr. Alpa A. Thaker, Dr. Mahendra H. Maisuria (2018), had conducted a study titled “An 
Empirical Study of National Pension Scheme concerning Tier-I” to evaluate the profitability 
of Tier-I of the National Pension System. Secondary data was used to calculate mean, SD, 
and ANONA tests with Levene statistics. From this paper, it is found that investors were 
less preference to invest in NPS due to a lack of proper guidance.  

 Kurmi M K, Kapasi B, and Paswan R K (2020), had conducted a study titled “Relative 
Assessment of the Performance of Various Schemes of National Pension Scheme in India- 
An Empirical Analysis”. Researchers had compared the performance of funds between Tier-
I and Tier-II in terms of risk and return for five years. For this, calculate mean, SD, Beta, 
Correlation, and ANOVA test using secondary data of funds. It is found that Tier-II had 
lower risk and higher return in comparison to Tier-I.  

Kamath V and Patil R (2017), conducted a study titled “Cost-benefit analysis of National 
Pension Scheme”.  They have analyzed the working process of NPS from another pension 
scheme focusing on cost-effectiveness for investors applying the case study method. This 
method is based on age, deposit period, processing fees, and tax benefits. In this study, it is 
revealed that the new pension system provides a facility to choose funds, minimum 
processing charges, withdrawal, and tax relief except for a fixed amount in return.  

Chander H (2017), had conducted a study titled “A Comparative Study of Pension Fund 
Managers Operating Scheme - C (Tier-II) of National Pension System” to analyze the 
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relative performance of different pension fund managers of corporate schemes in Tier-II 
under the National Pension System. Secondary data of seven pension fund companies were 
used to calculate descriptive and analytical methods for five years. From the analysis, it is 
found that different funds had different outcomes in different periods. 

 Kumar P, Kumar P (2017), had conducted research titled “Performance Evaluation of 
Equity Scheme (Tier-1) of New Pension Scheme”.  to understand the performance of equity 
schemes under Tier-I using secondary data. The selected data were calculated by applying 
statistical and financial tools. From the study, it is observed that HDFC and UTIRSL 
pension funds performed well whereas SBI, LIC, Reliance, and Kotak pension funds needed 
to improve their performance. 

 Singh S, Dr. Kumar N (2015), had conducted a study titled “Investor’s Attitude Towards 
Pension Scheme (Special Reference to Kanpur District, Uttar Pradesh State, India”. to 
analyze the partiality of the investors towards pension schemes using descriptive research. 
For this method, primary data was gathered through a questionnaire. In this paper, it is found 
that young generations were not aware to invest in retirement proposals. 

Shallu S, Deepika S (2017), had conducted a study titled “Comparative Study of Mutual 
Fund Scheme and New Pension System” to evaluate the performance of the mutual fund 
and national pension funds. It is found that mutual funds had more assets than the national 
pension fund which make it more liquidity whereas the national pension system had lower 
processing cost and it is easier for conservative investors 

Research Gap 

From the above literature review, it is observed that most of the research had been done on 
the performance of the different schemes under Tier-I and Tier-II. But, the performance of 
equity funds under Tier-II of the National Pension Scheme has not been addressed in terms 
of risk and return. To fill this gap, this paper will assess the performance of equity schemes 
fund managers under Tier-II of the National Pension System (NPS). 

Objectives of the Study 

To evaluate the performance of pension fund managers of equity schemes under Tier-II of 
the National Pension Scheme. 

 To analyze the performance of the Tier-II equity scheme in comparison to Nifty50.  

Research Questions 

Are all equity pension fund managers under Tier-II of the National Pension Scheme have 
equal capacity to earn returns? 

Are all equity pension fund managers under Tier-II of the National Pension Scheme have 
equal capacity to observe risk? 
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Does the performance of pension fund managers of equity funds under Tier-II of the 
National Pension Scheme help beat the market performance? 

Research Hypotheses 

Hypothesis 1 (H0): There is no significant difference in capacity to earn returns among 
equity fund managers under Tier-II of the National Pension Scheme. 

Hypothesis 2 (H0): There is no significant difference in capacity to observe risk among 
equity pension fund managers under Tier-II of the National Pension Scheme. 

Hypothesis 3 (H0): There is no significant difference in the quantity of return between the 
Tier-II equity scheme and Nifty50. 

Hypothesis 4 (H0): There is no significant difference in the quantity of risk between the 
Tier-II equity scheme and Nifty50. 

Research Methodology 

Data Collection - The daily Net Assets Values (NAVs) of equity funds (Scheme-E) under 
Tier-II and closing value of Nifty50 have been collected from related Pension Fund 
Managers (PFMs) and National Stock Exchange (NSE) respectively.  

Research Period:  Secondary data have been collected for the last five years i.e., from 
January 2015 to December 2019.  

Statistical Tools: Different statistical tools have been used to analyze the data. Standard 
deviation and variance have been used for evaluating the capacity to observe risk. For 
measuring the comparative performance of Tier-II equity funds and Nifty50, correlation, 
covariance, beta, alpha, R-square, and Sharpe ratio have been used. For calculating the 
Sharpe ratio, the interest rate of the Public Provident Fund (PPF) is taken into consideration 
as a risk-free return. For testing the hypotheses of the study T-test and ANOVA have been 
used.     

Return in Nifty50: - 

𝑅 = − 1----------------------------------------------------(1) 

Where, 𝑝 = Adjusted close price of Nifty50 on ‘t’ date 

     𝑝 = Adjusted close price of Nifty50 on ‘t-1’ date 

 

Return in Tier-II equity scheme: - 

𝑅 ( ) = − 1-------------------------------------------------(2) 

 Where, 𝑁𝐴𝑉 = Closing net asset value of Tier-II equity schemes on ‘t’ date 
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   𝑁𝐴𝑉 = Closing net asset value of Tier-II equity scheme on ‘t-1’ date 

 

Annualized return in Nifty50: - 

𝑅 =
∑

×365days-----------------------------(3) 

      Where 𝑛 = 𝑡ℎ𝑒  number of observations  

  𝛴 = the summation of observation   

  𝑅  Value of the return of Nifty50 

Annualized return in Tier-II equity scheme: - 

R ( ) =
( )

× 365𝑑𝑎𝑦𝑠-------------------------------------(4) 

            Where, 𝑛 = Number of observations  

  𝛴 = summation of observation   

  𝑅 ( )  Value of the actual return on Tier-II equity scheme    

      Standard Deviation in return in Nifty50: - 

 𝑆𝑡𝑎𝑛𝑑𝑎𝑟𝑑 𝐷𝑒𝑣𝑖𝑎𝑡𝑖𝑜𝑛(𝜎 ) =
𝛴(𝑅 − 𝑅 )

𝑛 − 1
 

     Where, 𝛴 = summation of observation 

                 𝑅 = Actual return of Nifty50  

    RN50 = annualized value of return on Nifty50 

      n = number of observations 

 Standard Deviation in return in Tier-II equity scheme: - 

𝑆𝑡𝑎𝑛𝑑𝑎𝑟𝑑 𝐷𝑒𝑣𝑖𝑎𝑡𝑖𝑜𝑛(𝜎 ( ) ) =
𝛴(𝑅 ( ) − 𝑅 ( ))

𝑛 − 1
 

     Where, 𝛴 = summation of observation 

      𝑅 ( )  Value of the actual return on Tier-II equity scheme  

               RT-E(II) = Annualized value of return on Tier-II equity scheme     

     n = number of observations 



Business Spectrum (ISSN: 2249-4804)      Volume X, No.2            July-December 2020 

An Open Access Fully Referred Peer Reviewed Journal (Online): IAA (South Bengal Branch) 
www.iaasouthbengalbranch.org 

 
 

   16 
www.iaasouthbengalbranch.org 
 
 

 

 

Result and Discussion 

 

Table 1 shows the annualized daily return of Nifty50 for the five years (from 2015 to 2019). 
Nifty50 has the highest positive return of 37.68% in 2017 and the lowest positive return of 
5.79% in 2018. The negative return of -4.24% has been calculated in 2015. The average 
annualized daily return of Nifty50 for the five years is 12.95%.   

  

 

 

 

 

 

 

 

 

 

Table 2 depicts the annualized daily return of the equity scheme under Tier-II of the 
National Pension Scheme from 2015 to 2019. The annualized daily return of the LIC equity 
pension scheme under Tier-II of NPS accounted highest 21.65% followed by HDFC, UTI, 
Kotak, SBI, and ICICI during the study period. The performance of equity schemes was 
poor in the year 2015 as all the funds yielded negative returns except UTI and LIC. All 
equity schemes do well in comparison to Nifty50 in terms of return during the study period. 
It shows that the performance of equity fund managers is better as compared to the 
performance of Nifty50. 

Table 1: The annualized daily return of Nifty50 

Year Nifty50 

2015 -4.24% 

2016 6.04% 

2017 37.68% 

2018 5.79% 

2019 19.46% 

Average 12.95% 

Source: Authors Computation 
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Table 3 exhibits the annualized standard deviation of return of Nifty5 from 2015 to 2019. 
The high and lower deviation of Nifty50 was calculated at 1.02% in 2015 and 0.57% in 
2017. The average annualized standard deviation of Nifty50 accounted for 0.84% during 
the study period. 

     

 

                      

 

 

 

 

 

 

Table 4 reflects the standard deviation reflects the risk involved in equity funds under Tier-
II of NPS.  The annualized standard deviation of LIC was calculated at 1.05% and Kotak at 
0.78%. It indicates that LIC has the highest standard deviation and Kotak has the lowest 
standard of deviation during the study period. Other equity schemes like SBI, ICICI, UTI, 
and HDFC accounted for 0.83%, 0.85%, 0.85%, and 0.58% standard deviation respectively 
during the study period. In making a comparison of risk involved in Nifty50 with the equity 
schemes of Tier-II, it is found that Kotak and SBI have lower deviation than Nifty50 

Table 2: Annualized daily Return of equity scheme under Tier-II of NPS 

 
Equity Funds 

Year  
Average 

2015 2016 2017 2018 2019 

SBI T-E(II) -1.90% 11.77% 37.12% 4.56% 15.81% 13.47% 

ICICI T-E(II) -1.94% 9.71% 38.11% 2.70% 18.55% 13.42% 

UTI T-E(II) 0.26% 9.84% 39.84% 4.95% 16.49% 14.27% 

Kotak T-E(II) -1.27% 7.68% 44.26% -3.02% 20.39% 13.61% 

LIC T-E(II) 2.10% 41.91% 47.53% 1.25% 15.48% 21.65% 

HDFC T-E(II) -1.81% 11.48% 42.83% 15.48% 19.41% 17.48% 

AVERAGE -0.76% 15.40% 41.62% 4.32% 17.69% 15.65% 

        Source: Authors Compilation 

Table 3: Annualized standard deviation of Nifty50 

Year Nifty50 

2015 1.02% 

2016 0.95% 

2017 0.57% 

2018 0.81% 

2019 0.87% 

Average 0.84% 

Source: Authors Compilation 
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whereas LIC, ICICI, UTI, and HDFC have higher deviation than Nifty50 during the said 
period. 

 

 

 

 

 

 

 

Table 5 depicts the overall performance of equity schemes under Tier-II of the National 
Pension Scheme (NPS) during the study period. In the below table, covariance exhibits the 
positive directional inter-relationship between Nifty50 and equity schemes consisting in 
Tier-II of NPS.  

Correlation represents the degree of association between Nifty50 and equity schemes of 
Tier-II, where most of the equity schemes show a high positive degree of relation but LIC 
has a low degree of relationship with Nifty50 as a comparison to others having 0.665. 

 Beta help to predict the movement of equity schemes i.e., upward movement or downward 
movement depending on the market situation. If the beta value is more than one then it 

Table 4: Annualised standard deviation of equity scheme under Tier-II of NPS 

 
Equity Funds 

Year  
Average 

2015 2016 2017 2018 2019 

SBI T-E(II) 1.01% 0.96% 0.56% 0.78% 0.85% 0.83% 

ICICI T-E(II) 1.02% 0.96% 0.58% 0.82% 0.86% 0.85% 

UTI T-E(II) 0.99% 0.93% 0.59% 0.83% 0.91% 0.85% 

Kotak T-E(II) 0.98% 0.79% 0.59% 0.71% 0.84% 0.78% 

LIC T-E(II) 1.97% 2.13% 2.55% 0.79% 0.04% 1.50% 

HDFC T-E(II) 0.98% 0.96% 0.61% 0.82% 0.88% 0.85% 

AVERAGE 1.16% 1.12% 0.91% 0.79% 0.73% 0.94% 

Source: Authors Compilation 
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reflects high volatility or risk in the equity scheme and vice versa. SBI has the highest beta 
value i.e., 1.064 followed by UTI, ICICI, HDFC, Kotak, and LIC exhibit low volatility or 
stability.  

R square value is used to know the reliability of the beta value. As per table 5, all schemes 
have reliable information on the movement of scheme equity under Tier-II except LIC. 

Alph shows excess return over the expected return from the equity schemes under Tier-II 
of NPS. In another form, it is also called the performance indicator of the fund managers. 
That is, if equity schemes have a positive alpha, then the performance of respective equity 
schemes is considered well. And vice versa, the performance of the fund managers is 
considered poor. Table 5 depicts, the alpha value of SBI, ICICI, UTI, and HDFC which are 
-0.014, -0.006, -0.017, and- 0.009 respectively. LIC and Kotak have 0.023 and 0.020 alpha 
values respectively during the study period.  

Sharpe ratio is used to measure the risk involved per unit to earn a return. Table 5 depicts 
that the Sharpe ration SBI, ICICI, UTI, LIC, and HDFC which are 1.028, 0.986, 1.067, 
1.016, and 1.005 respectively. Sharpe ratio of SBI is calculated higher than the benchmark 
ratio whereas Kotak has a lower Sharpe ratio as compared to benchmark ratio. 

 

 

 

 

Hypotheses Test 

Hypothesis 1 (H0): There is no significant difference in capacity to earn returns among 
equity fund managers under Tier-II of the National Pension Scheme. 

Table 5:  Performance parameters of equity scheme under Tier-II of NPS 

Particular Equity Schemes 

SBI T-
E(II) 

ICICI T-
E(II) 

UTI T-
E(II) 

Kotak T-
E(II) 

LIC T-
E(II) 

HDFC T-
E(II) 

Covariance 0.019 0.020 0.020 0.024 0.019 0.022 

Correlation 0.977 0.987 0.981 0.965 0.665 0.984 

Beta 1.064 1.010 1.024 0.802 0.491 0.915 

Alpha -0.014 -0.006 -0.017 0.020 0.023 -0.009 

R square 0.954 0.973 0.962 0.932 0.442 0.969 

Sharpe 
Ratio 

1.028 0.986 1.067 0.837 1.016 1.005 

Benchmark 
Ratio 

0.976 
     

Source: Authors Compilation 
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The calculated p-value is 0.973 which is greater than the critical value i.e., 0.05. So, the null 
hypothesis is accepted. That is, there is no significant difference in capacity to earn returns 
among equity fund managers under Tier-II of the National Pension Scheme. 

ANOVA 
      

Source of 
Variation SS df MS F P-value F crit 

Between 
Groups 0.025582 5 0.005116463 0.163823 0.973428 2.620654 

Within Groups 0.749559 24 0.031231612 
   

       
Total 0.775141 29         

 

Hypothesis 2 (H0): There is no significant difference in capacity to observe risk among 
equity pension fund managers under Tier-II of the National Pension Scheme. 

The computed p-value is 0.145 (approx.) which is greater than the critical value. So, it can 
be concluded that there is no significant difference in capacity to observe risk among equity 
pension fund managers under Tier-II of the National Pension Scheme. 

ANOVA 
      

       

Source of 
Variation SS df MS F P-value F crit 

Between 
Groups 0.000186 5 0.00003711 1.830384 0.144851 2.620654 

Within 
Groups 0.000487 24 0.000020279 

   

       
Total 0.000672 29         

 

Hypothesis 3 (H0): There is no significant difference in the quantity of return between the 
Tier-II equity scheme and Nifty50. 
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t-Test: Paired Two Sample for Means  

  

  Nifty50 Tier-II 

Mean 0.129463 0.152626 

Variance 0.026208 0.028083 

Observations 5 5 

Pearson Correlation 0.953139   

Hypothesized Mean Difference 0   

df 4   

t Stat -1.0207   

P(T<=t) one-tail 0.182553   

t Critical one-tail 2.131847   

P(T<=t) two-tail 0.365106   

t Critical two-tail 2.776445   

 

The p-value of the t-test is 0.182 which is higher than the critical value. So, the null 
hypothesis is accepted. It can be concluded that there is no significant difference in the 
quantity of return between the Tier-II equity scheme and Nifty50. 

Hypothesis 4 (H0): There is no significant difference in the quantity of risk between the 
Tier-II equity scheme and Nifty50. 

The calculated p-value of the t-test is 0.182 which is higher than the critical value. So, the 
null hypothesis is accepted. It can be concluded that there is no significant difference in the 
quantity of risk between the Tier-II equity scheme and Nifty50. 
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t-Test: Paired Two Sample for Means 
 

  Nifty50 Tier-II  

Mean 0.008437 0.009432  

Variance 3.021477 3.680727  

Observations 5 5  

Pearson Correlation 0.490623    

Hypothesized Mean Difference 0    

df 4    

t Stat -1.20227    

P(T<=t) one-tail 0.147782    

t Critical one-tail 2.131847    

P(T<=t) two-tail 0.295564    

t Critical two-tail 2.776445    

 

Conclusion 

From the above analysis, it can be concluded that different equity pension schemes have 
different performances over the time period. It depends on the decision taken by the fund 
managers of such pension funds. The LIC equity pension scheme has low beta and high 
alpha which means it has low variation and high earning capacity. The performance of the 
LIC equity pension fund is better than the market along with other equity schemes under 
Tier-II of the National Pension Scheme.  Due to the proper decision of the fund manager, 
LIC has achieved higher Sharpe ratio than benchmark ratio. It can be concluded that LIC 
generated comparative better return during the study period. In term of risk, highest 
deviation of return has been noticed in LIC equity funds during the study period. The 
performance of Kotak equity pension scheme calculated lower return as well as low risk.  
The calculated Sharpe ratio of Kotak equity pension scheme shown poor performance of 
the Kotak Equity Pension Fund. Apart from this, it is also noticed that the Sharpe ratio of 
SBI, ICICI, UTI and HDFC equity pension schemes are higher than benchmark but all these 
funds may not be taken proper decision in specific time period. From the above analysis it 
can be concluded that the performance of the different funds under the equity scheme varies. 
Therefore, the return depends upon the performance of the fund managers.   
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Abstract 

The banking sector is always considered the backbone of a country’s economy. The banking 

industry one of the leading and essential components of the service sector performs very vital 

tasks in the economic growth of a nation. A sound banking system reflects the picture of a 

healthy economy. The Indian banking sector has undergone many drastic changes since the 

economic reforms in 1991. The present structure of the Indian banking sector consists of 12 

public commercial banks, 22 private commercial banks, 46 foreign commercial banks, 56 

regional rural banks, around 1,534 urban cooperative banks, and around 97,000 rural 

cooperative banks and credit institutions. The main motive of this paper is to study the overall 

timely reforms and their impact on the growth of the Indian banking sector. This study found 

that despite the economic crisis Indian banking sector maintained a steady growth. Although 

many reforms for NPA management were enacted still NPA in priority sector lending is high. 

The study concludes that at present reforms are required in the banking sector to compete with 

the recent global changes in the banking world. 

      

Keywords: Banking sector, Reforms, Evolution, Phase, NPA 
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Introduction 

Banks are the major components of a country’s financial sector. The economic performance of 

any nation lies with the soundness and effectiveness of its banking sector. In general, a bank 

means a financial institution that deals in accepting deposits from the people who want to save, 

providing loans to people in need, and performing financial services. The banking sector is 

always considered the backbone of a country’s economy. Mainly, the banking sector performs 

three basic functions in an economy mobilization of saving from the people, converting those 

saving into an investment, and facilitating the operation of a payment system i.e. providing 

loans to people in need. 

“A good bank is not only the financial heart of the community but also one with an obligation 

of helping in every possible manner to improve the economic conditions of the common 

people" (A. S Rao) 

The Indian banking sector has undergone many drastic changes since independence, but major 

reform in the banking industry comes with the economic reforms in 1991. Initially, the 

Government of India has contributed to the equity of most of the public sector banks with the 

aim to enhance their capital adequacy base and afterwards, it started offering licenses to private 

sector banks with the latest generation technology this way the Government has tried to 

improve the structure of the Indian banking sector. This step proved to be highly successful 

because most of the banks introduced modern technology to excel in the competition by 

opening branches and ATMs across India to acquire customers from their competitors. 

In the year 2017, 27 public sector commercial banks were operational in India after the merger 

of banks the number reached to 12 in the year 2021. To improve the financial and operational 

performance and to enhance the capital base of Indian banks Government has taken the step of 

the merger of poor performing banks. Earlier on 1st April, 2017 GOI merged SBI with its 

associates and then the merger of Dena Bank and Vijaya Bank with Bank of Baroda in the year 
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2019. Recently, the Government of India announced the mega-merger of 10 Public Sector 

Banks into 4 banks which got operational on 1st April 2020 includes  

 

Sl. No Acquirer Banks Merged Banks 

1. Punjab National Banks  Oriental Bank of Commerce and United 

Bank of India.  

2. Indian Bank Allahabad Bank 

3. Canara Bank Syndicate Bank 

4. Union Bank of India Andra Bank and Corporation Bank  

 

The present structure of the Indian banking sector consists of 12 public commercial banks, 22 

private commercial banks, 46 foreign commercial banks, 56 regional rural banks, around 1,534 

urban cooperative banks, and around 97,000 rural cooperative banks and credit institutions. At 

present, the total number of ATMs in India reached 213415. The total assets across the banking 

sector increased to US$ 2.48 trillion in FY21. As per the RBI report, bank credit stood at US $ 

1.47 trillion. 

 

Review of literature 

Mabunni and Sreenivas (2020) examined the impact of banking sector reform on the 

performance of Indian banks. They found that the implementation of reforms in the banking 

sector of India has improved the quality of assets, and risk management strategy, and 

maintained a better capital base. The study suggested that another phase of banking reforms 

will be helpful to further strengthen the ongoing economic reforms by identifying different 

challenges and effective remedies to overcome them. 

Rajput and Goyal (2019) conducted a study on the Indian Banking sector and its importance 

as a major contributor to the economy. They had comprehensively reviewed all feasible 
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dimensions of financial stability in the country across the public commercial banks, private 

commercial banks, and foreign banks. They found that the Indian banking sector had shown a 

positive surge in terms of strength while profitability and asset quality had declined which was 

a major concern.  Further, the study revealed that the liquidity of the Indian banking sector was 

on average and the efficiency of the banking sector was getting better. The study concluded 

that the overall efficiency of the banking sector was satisfactory but improvement is needed.  

Kalyan Bala Nalla (2017) studied the banking sector reforms and their impact on the 

performance of the Indian banking sector. The study found that a large number of people do 

not have access to banking services and this is due to the geographical division of locations. 

Moreover for those people who are availing of banking services their expectations are rising 

with the advanced level of services provided by the bank due to the rapid increase in technology 

and competition. The study concluded that the success of the banking industry can be 

understood only by understanding the challenges and opportunities lying within the banking 

sector in the country.       

Bhaumik et al (2016) investigated the success of banking sector reforms in India. The study 

analyzed the impact of change in monetary policy on the borrowing behaviour of several firms 

under study. The study suggested that private firms which are not affiliated had the weakest 

monetary policy stance during tight policy regimes. The study further found that in tight 

monetary policy regimes, smaller firms are much more affected in comparison to the larger 

firm by monetary policy. 

Rajeev and Mahesh (2010) examined the trend of NPAs in the Indian banking sector from 

various dimensions and discussed the ways to recognition of problems and how self-motivation 

had enabled it to reduce them to a great extent. The study found that public sector banks 

operating in India with the motive of social welfare, and had a successful record of reducing 

NPAs as compared to their counterpart in the private sector.    

Arora and Kaur (2006) explored the financial performance of the Indian banking sector in 

the post reforms era. The study found that the Indian banking sector had shown a positive and 

encouraging response to financial sector reforms. They further stated that the entry of new 
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private commercial banks and foreign banks into the Indian banking industry has created a very 

tough situation to tackle for public banks. 

Research Gap: By going through the previous literature it was observed that most literature 

has only highlighted the recommendation of the committee set up in 1991 for banking sector 

reforms and they completely ignore the recommendation of other committees set up for the 

same purpose. The present study is an attempt to highlight the overall reforms in the Indian 

banking sector and the recommendation of different committees. Moreover, the present study 

also highlights the post-independence progress of the Indian banking sector. 

Objectives of the study     

 To study in brief the evolution of the banking industry in India. 

 To study the recommendation of different committees set up to bring reforms in the 

banking sector. 

 To study the timely reforms in the Indian banking sector and the reason behind them. 

 

 

Methodology 

The present study is fully descriptive and based on secondary data. The data and information 

have been collected from various sources like articles, books, journals, economic survey 

reports, reports published on the RBI website, and other published research works of various 

prominent scholars in the area. Moreover, to get an overall idea of the banking sector reforming 

timely basis, the present study is divided into four phases namely; Evolutionary Phase, 

Foundation phase, Expansion and Consolidation phase and Reformatory phase. The 

timely growth and progress of Indian commercial banks have been shown with help of different 

tables and charts.  

Growth of the banking sector in India 

Evolutionary Phase (Before Independence) 
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Banking services started in India in the last decade of the 18th Century. The rise of the British 

business community in the 17th Century in India and their problem to understand the local 

language widened the road for the establishment of an organized banking industry in India. 

Bank of Hindustan was the first bank founded in Calcutta in the year 1770, followed by the 

general bank of India in the year 1786. At the beginning of the 19th Century, the first three 

presidency banks were established by the East India Company in Calcutta, Bombay and 

Madras. The first presidency bank was the Bank of Calcutta formed in the year 1806 which 

was renamed as Bank of Bengal in the year 1809. The other two presidency banks were the 

Bank of Bombay and Bank of Madras established in the years 1840 and 1843 respectively. 

Later in the year 1921, these three banks were amalgamated and a new bank was formed named 

after Imperial Bank of India. 

In the wake of the Swadesi Movement, several exclusively Indian banks were established such 

as Allahabad Bank in the year1865, Punjab National Bank in the year 1894 which had its 

headquarters at Lahore followed by Bank of India, Bank of Baroda, Canara Bank, and Central 

Bank of India and Bank of Mysore was established between 1906 and 1913. On the 

recommendation of the Hilton Young Commission, RBI came into existence in the year 1935. 

The establishment of RBI as the central bank of India was an important step toward the 

development of the banking sector in the country. During the first phase of the 20th century 

between 1913 to 1948, the growth in the banking sector was very slow and approximately 1100 

small finance banks were there which experienced failure at regular intervals and subsequently 

amalgamated. 

Foundation Phase (Reforms After Independence 1947-1968)  

At the time when India got freedom from British rule, the banking sector of the country was 

relatively small and in an extremely miserable position. People had very low confidence in the 

Indian banking sector. The banking services were only restricted to urban areas and provided 

loans mainly to the trading sector dealing with agricultural produce. The agricultural sector, 

small industries, and self-employed entrepreneurs were deprived of getting banking services 

within the country. Banking services were not available for semi-urban and rural areas which 

constituted a large part of the country. To cope with the deterioration of the banking sector and 

to restructure the operations and activities of the banking sector government of India introduced 
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the Banking companies Act 1949 which was later replaced by Banking Regulation Act 1949. 

The main purpose of this Act was to conduct and control the operational activities of 

commercial banks. Further in the year 1955, the Imperial Bank of India was converted into the 

State Bank of India and its role was redefined to further strengthen the Indian economy by 

facilitating long-term finance to agriculture and industry and extending support to Cooperative 

credits.  

During the initial stage of Independence 566 banks were there out of these 92 were scheduled 

banks and reaming 474 were non-scheduled banks. By the end of 1968, the numbers declined 

sharply and reached only 210 banks and this depicts the strong security concern of the people 

because apart from RBI and SBI other banks were owned by private players.  

Expansion & Consolidation Phase (Nationalization of banks 1969 – 1990) 

The banking sector in India was collapsing at a fast rate between 1947 and 1960 around 370 

banks failed and customers were losing their deposits as well as their faith in the Indian banks. 

On the hand, only large industries and businesses were getting priority in banking services 

while agricultural, small industries, semi-urban and rural people were ignored. To overcome 

these issues on 19th July 1969, the government of India through an ordinance decided to 

nationalize 14 commercial banks having deposits of more than 5 crores. These 14 banks are. 

 

 

 

 

List of 14 Nationalized Banks in 1969 

Sr No. Name of Banks Sr No Name of Banks 

1 Allahabad Bank 8 Indian Bank 

2 Bank of Baroda 9 Indian Overseas Bank 
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3 Bank of India 10 Punjab National Bank 

4 Bank of Maharashtra 11 Syndicate Bank  

5 Central Bank of India 12 UCO Bank 

6 Canara Bank 13 Union Bank of India 

7 Dena Bank 14 United Bank of India 

 

The nationalization of commercial banks was a revolution in the banking sector in India. The 

prime motto behind the nationalization of these banks was to make the banking services reach 

to masses, expansion of bank branches, provide banking facilities to agricultural, small 

industries, and rural areas, and bring a socialist pattern to the banking sector. 

On 15 April 1980 further 6 more commercial banks having a capital of more than 200 crores 

were nationalized to give the government more control on credit delivery and this time with 

the second round of nationalization the government of India kept control of around 91% of the 

banking business of the country. 

The following banks were nationalized in 1980 

Sr No Banks Sr No Banks 

1 Punjab and Sind Bank 4 Corporation Bank 

2 Vijaya Bank 5 Andhra Bank 

3 Oriental Bank of Commerce 6 New Bank of India  

 

Later in the year, 1993 the New Bank of India was merged with Punjab National Bank and the 

number of nationalized banks came down to 19 from 20. In this phase of reform, the birth and 

the growth of directed lending schemes by banks were observed and the spread of banking 

services to the far and wide areas of the country at a great pace was witnessed and that helped 

in the reduction of poverty by employment-generating schemes which were sought to be 
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implemented through commercial banks. Thus, this period was considered the death of private 

banking and the emergence of the social banking system over commercial banking. This phase 

also witnessed the birth of Regional Rural Bank (RRBS) in1975 and NABARD in 1982, both 

of these banks were formed with the prime intention to focus on the priority sector. The fifteen 

years following the banks’ nationalization in 1969 were dominated by the expansion of banks 

at a great pace. As many as 50,000 bank branches were set up, and around 75% of these 

branches were opened in rural and semi-urban areas. Thus, during this phase, a major 

transformation with inclusive significance occurred in the Indian banking system as it assumed 

an extensive mass base and emerged as an important instrument of socio-economic changes. 

 

Growth of Banking Sector in India (1947-1991) 

Periods 1951 1969 1987 1991 

Number of Commercial Banks 

- Schedule banks 

- Non-scheduled banks 

 

92 

474 

 

73 

16 

 

275 

4 

 

272 

4 

566 89 279 276 

Number of Branches 4151 8262 53840 60230 

Deposits of scheduled commercial 

banks (in crores) 

908 4646 107345 201199 

Credit of schedule commercial banks 

(in crore) 

547 3599 64213 121865 

(Sources: IBA 1998 banks statistics) 

 

Reformatory Phase (1991 onwards introduction of IT) 

This phase was a movement toward IT in the Indian banking sector. The introduction of 

Information Technology in the existing banking system has brought a  tremendous change in 
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the banking services in the form of ATMs, Net banking, and Tele-banking. In 1991, the 

Narasimham committee was set up which make an effort to liberalize the banking practices. 

In 1997 RBI constituted the Khan Committee which also recommended the gradual 

movement of banks towards universal banking. During this phase, another important 

committee, Varma Committee was set up in 1999 and this committee also recommended the 

greater use of IT in weak public sector banks and VRS for 25% of staff at least. The focal point 

of all these committees during this phase was the greater use of Information technology in 

banks to make them healthy and competitive. 

At present, India is swamped with public, private and foreign banks and their ATM stations. 

In terms of CRM, efforts are maintained and carried out to give a quality of services to 

customers. The entire system has become more convenient and swift. More importance is given 

to time than money. All the banks at present in India, both nationalized as well as private banks 

are providing numerous facilities to their customers which include ATM, NetBanking, 

Telebanking, Mobile banking, RTGS, NEFT, Credit cards, Debit cards, D-mat accounts, etc.  

Banks as well as the other financial institutions are now in the domain of information 

technology and computer networking in India. Today the financial sector is in a satellite-based 

Wide Area Network (WAN) that provides a reliable communication framework. 

The Government of India launched the Digital India programme in the year 2015 with a vision 

to transform India into a digitally empowered society and knowledge economy as well as to 

digitize the financial sector. Over the years the digital payment transaction has grown multifold 

from 1004 crore in 2016-17 to 5554 crore in 2020-21. Recently, the Reserve Bank of India 

(RBI) has taken various steps to enhance security as well as reduce fraud in digital transactions.   
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(Source: Ministry of Electronics & Information Technology Government of India) 

As per the recent government of report, BHIM-UPI emerged as the most preferred mode of 

digital transaction platform among the citizens with Rs 41 lakh crore as of FY 2020-21. To 

promote the digital payment transactions Government of India introduces many schemes such 

as the BHIM cashback scheme for individuals, BHIM Aadhaa Merchant Incentive, BHIM-UPI 

Merchant Onboarding scheme and Merchant Discount Rate (MDR) Reimbursement Scheme 

etc.   

 

Summary of Evolution of the Indian Banking sector 

Phase I (1770-1947) Phase II (1947-1969) Phase III (1969-1991) Phase IV(1991 

onwards) 

 Begging of 

Institutional 

banking and 

wake of 

Swadesi 

Movement 

 Banking 

Regulation 

Act 1949. 

 Controlling 

operation 

activities of 

 Nationalizatio

n of 20 SCBs 

in two phases. 

 Direct credit 

programs are 

on the rise. 

 Acceptance 

of 

recommend

ation of 

established 

committees  

1004

2071

3134

4572

5554
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 Birth of Joint-

stock Banking 

companies  

 The formation of 

Presidency 

banks set the 

foundation of 

modern banks  

 Formation of 

exclusive Indian 

banks 

 Introduction of 

deposit banking 

and bank 

branches. 

commercial 

banks  

 Enabling RBI 

to act as the 

central bank of 

the country. 

 Formation of 

State Bank of 

India out of the 

imperial bank. 

 Apart from 

RBI & SBI, all 

banks had 

private 

ownership 

 Introduction of 

social banking. 

 Priority sector 

lending was 

promoted  

 Establishment 

of RRBs 

 Establishment 

of NABARD 

 Expansions of 

bank branches 

in semi-urban 

and rural areas  

 Introduction 

of IT in 

banks  

 Major 

changes in 

prudential 

regulations  

 Deregulatio

n of interest 

rates. 

 Liberalizati

on in the 

banking 

sector, 

private 

players 

were 

introduced  

 Increasing 

the ceiling 

of FDI in 

the banking 

sector. 

 

Progress of Indian Commercial Banks (Rs in crore) 

Year No of Bank Branches No of 

ATMs 

Total Deposits Total credit Total Investments 

1999 64939 1521 761678 378394 289596 
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2001 65919 3000 962618 511434 370160 

2004 67188 12096 1575143 840785 802066 

2007 71747 27088 2696980 1981216 950769 

2010 85090 60153 4752456 3307469 1719185 

2013 106417 114014 7429500 4964200 2613300 

2016 135319 198952 10092700 6650000 3327800 

2019 146106 202196 12887262 9519554 4320270 

2021 150631 213575 15590600 10640811 5419866 

(Source: Reserve Bank of India Statistical Tables) 
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Appointment of Some Major Committees in banking sector reforms over the period: 

Poor performance of public sector banks was continuously increasing and that had become an 

area of concern. To revive the deteriorating conditions of banks government of India appointed 

various committees at regular intervals and many reforms in the banking sector have been 

brought. Some of the major committees and their recommendations are discussed below. 

Banking Commission (1972): it was established in 1969 under the chairmanship of Shri R.G 

Sariya and the commission submitted its report in February 1972. The set-up of this committee 

proved to be very significant for the development of banking in the country. The key 

recommendation of this committee was to set up a Credit Intelligence Bureau as a statutory 

body that will provide adequate and reliable credit information for banks and other financial 

institutions. The main objective behind the recommendation of this commission was for the 

banking sector to work in the fullest possible manner to achieve the desired level of economic 

development for the country.  

J.C. Luther Committee (1976): Luther committee was appointed by the Reserve bank of India 

in the year 1976 to study the profitability, productivity and efficiency, of commercial banks 

operating in the country. After analyzing the various issues relating to planning, budgeting, and 

marketing strategies of commercial banks, the committee recommended the following 
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 To improve the capital base of the banks at least 40% of disclosed profit should be 

transferred to the reserve. 

 To increase the bank's earnings by reducing the expense through cost control. 

  Review the tax laws and procedures from the bank's perspective 

  Restructuring of balance sheet format, efficient improvement in the system and 

strategies which enable effective manpower training and development. 

Tandon Committee (1975): this committee was formed in July 1974 and headed under the 

chairmanship of Mr P.L. Tandon for structuring the guidelines of commercial banks in concern 

with the supervision of bank credit and proper utilization of funds. The main recommendations 

of this committee were 

 Bank credit should  be available in different components  

 A bank should not finance 100 per cent working capital but only a portion should be 

financed  

 Banks should have a close watch on the proper utilization of bank credit 

 Certain criteria are to be used as indices to measure the financial health of a unit. 

Chore Committee (1979): Chore committee headed by Sri K.B. Chore recommended the 

following in their report  

 Continuation of existing credit i.e. cash, loan, and the bill should be retained 

 Withdrawal of bifurcation in the account.  

 The separate credit limit for peak and non-peak levels of requirement. 

 Quarterly submission of statement  

Chakravarthy Committee (1985): This committee was formed for the purpose of reviewing 

the functioning of the monitory system, headed by S. Chakravarty. The main recommendation 

of the committee was related to the amendment of deposits, and lending rates of banks to 

encourage for proper use of bank credit by introducing price competition among the 

commercial banks.  
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Rangarajan Committee (1988): This committee was constituted to review the modernisation 

of the banking industry headed under the chairmanship of Dr Rangarajan in 1988. The major 

recommendation of this committee was the computerization of settlement operations in the 

clearinghouses managed by the Reserve Bank of India, the Operationalisation of MICR 

technology, framing of uniform rules and regulation of clearinghouses, improvement in 

customer services, and introduction of online banking.  

 

Goiporia Committee (1990): This committee was formed to review the customer services in 

Indian banks under the chairmanship of M.N.Gorparia in 1990. The committee presented its 

report in December 1991 with many recommendations. The key recommendations of this 

committee were  

 The committee suggested the working hours should commence 15 minutes before the 

commencement of business hours.  

 The credit limit of outstation cheques should be raised to 5,000.  

  “May I help you” counters should be stared 

 Upgradation of technology and installation of more ATMs.  

Ghosh Committee (1991): This committee was formed to evade customers from the bank’s 

fraud and malpractices. The committee presented its report in 1991 with several 

recommendations in this regard.  

 

Narasimhan Committee: with the introduction of economic reforms in 1991 in India many 

major reforms in the Indian banking sector were also observed in this period. Indian banking 

sector which holds a hefty portion of the flow of money in the economy was in a poor state and 

serious reforms were needed to make it internationally compatible and efficient. For 

investigating all aspects relating to the structure, organization, and operation of the Indian 

banking system the government of India establish two such committees under the chairmanship 

of M. Narasimham in the years 1991 and 1998. Though the recommendation of various 

committees on banking sector reforms were proved significant in the development of the 

banking system in India, remarkable improvements in the banking sector in terms of 

performance and productivity were observed after the recommendations made by the 
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Narasimham Committees, the first phase of recommendations was made in 1991 which is also 

called first-generation reforms and the second phase of recommendations were made in 1998 

these are also called as second-generation reforms. The key recommendations of the 

Narashimham committee were as follows 

 

Phase-I recommendations (1991): 

 To reduce the liquidity ratios i.e. Statutory Liquidity Ratio(SLR) and Cash Reserve 

Ratio(CRR)  

 To deregulate the rates of interest. 

 Establishment of a Separate quasi-autonomous body to take over to supervisory 

function of the banks 

 Abolition of direct credit program 

 Assets should be properly classified and banks' and financial institutions' accounts. 

should be fully disclosed. 

 To establish the Assets Reconstruction Fund (ARF) 

 Special debt recovery tribunals should be continued. 

 Abolition of Branch Licensing 

 To permit foreign banks should open offices in India as branches or as subsidiaries. 

 

Phase-II recommendations (1998) : 

 

 Capital Adequacy 

- The minimum capital risk assets ratio should be increased to 10% from existing 8% 

- 5% weight should be maintained for market risk for government and approved 

securities 

- The foreign exchange open position limit should carry 100% risk weight. 

- Commercial risk weight should be 100% government guaranteed. 

 Non Performing Assets 

- Reduction of NPA to 5% by the year 2000, and 3% by the year 2002 and Net NPA 

to Zero per cent by the year 2002 
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- Irregularity in government-guaranteed accounts should be classified as NPA 

- Reduction of Direct credit obligations from 40% to 10% 

- 90 days overdue norms to be applied for cash-based income recognition. 

 Strengthening Banking System 

- Adoption of the stronger banking system in the context of the Current Account 

Convertibility ‘CAC’ which involves a large amount of capital inflow and outflow.  

- The merger of well-performing banks would have a ‘multiplier effect’ on the 

industry. 

- Need for strong and resilient banking and financial system. 

 Narrow Banking concept 

- Those days many public sector banks were suffering from the increase in the Non-

performing assets (NPAs). Even, NPAs of some banks were as high as 20 per cent 

of their assets, for successful rehabilitation of weak banks, the committee 

recommended the ‘Narrow Banking Concept’  

 This concept allowed weak banks to place their funds only in government securities as 

these were safe and risk-free. 

 Bank ownership  

- Banks should be given functional autonomy and government ownership of banks 

should be reviewed.   

- A review of the functioning of the bank's director should also be carried out 

 Review of banking laws  

- The committee felt the urgency to review and amend the main laws that govern the 

Indian Banking Industry such as the RBI Act, Banking Regulation Act, State Bank 

of India Act and  Bank Nationalization Act, etc. 

- Up-gradation of these acts will helps to meet the present needs of the banking sector 

in India. 

In addition to these major recommendations, the committee also recommended some reforms 
in the banking sector such as rapidly computerization, up-gradation of technology, the training 
program for staff, depoliticizing of banks, maintaining professionalism in banking and 
reviewing bank recruitment process etc. 

The following reforms were undertaken on the recommendation of the above committees 
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 Expansion of Banking: new areas of banking have been unlocked like credit card 

facility, leasing, insurance, gold banking, assets management investment banking, etc. 

 Introduction of New Instruments: to facilitate better risk management and flexibility 

new market instruments and technologies like interest rate swaps, cross-currency 

forward contracts, forward rate agreements, and liquidity adjustment facilities for 

meeting day-to-day liquidity mismatch was introduced. 

 Strengthening technology: sound technological infrastructure was reinforced to make 

payment and settlement services safer such as electronic fund transfer, centralized fund 

management, electronic payment system, etc. 

 Risk Management: Appointment of specialized expert committees to assess various 

risks associated and with regular interval personnel skills should be upgraded. 

 Expansion of FDI limit: FDI limit in the banking sector for private banks has increased 

from 49% to 74%. 

 Boost inflow in priority sectors: Microcredit institutions and Self Help Groups were 

encouraged to boost the inflow of credit in priority sectors. 

 Universal Banking: the combined services of commercial banks and investment banks 

within one unit. The government has provided guidelines for the expansion of universal 

banking. 

 NPAs Management: RBI and the central government have taken many measures to 

keep control over the rise of NPAs such as the formation of many Debt Recovery 

Tribunals(DRTs), and Corporate Debt Restructuring (CDR), and Lok Adalats. 

 Expansion of Information Technology: Bank has proposed to deliver the banking 

services via electronic channels. Services like online banking, E-banking, and 

telephone banking have been introduced. 

 Merger and Amalgamation: As the recommendation of banking sector reforms 

committees in May 2005, RBI issued guidelines for the merger and acquisition of 

private sector banks. 

 Anti-Money Laundering Guidelines: To prevent the illegal activities of money 

laundering in the country and to keep a healthy global financial relationship, in 2004 

RBI amend the guidelines on knowing your customer (KYC) principles. 
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 Introduction of Managerial Autonomy: In February 2005, public sector banks have 

been given a managerial autonomy package to make available a playing space with 

private sector banks. 

 Customer services and redressal: In recent years better customer services in the 

banking sector have been witnessed. Establishments of a banking ombudsman for 

customers, advancements in the facilities of credit cards, on time claim settlement of 

deceased depositors etc have improved the banking services. 

 Introduction of Base Rate System in the banking sector: In 2003, RBI introduced 

the system of Benchmark Prime Lending Rate (BPLR) to ensure the reflection of the 

actual cost but due to the lack of transparency, in July 2010, RBI proposed the base rate 

system of lending as the minimum rate of all loans. In October 2010, the base rates 

allowed were between 5.50% to 9%.  

Banking sector reforms and Performance of NPA 

Non Performing Assets (NPAs) in a broader sense can be defined as a loan or advances whose 

payment of interest or repayment of installment of principal or both remains unpaid for a 

specified period. In India, earlier as per Narashimham committee 1991 the specific period for 

advances to become NPAs was four-quarter i.e. 180days later from March 1995 this period 

was set to 90 days which means any interest or principal which remains unpaid for the period 

of 90 days shall be considered as NPAs.  Moreover, the Narashimham committee also 

recommended that based on time, the NPAs of banks and financial institutions should be 

broadly classified into four categories (I) Standard Assets (II) Sub-standard Assets (III) 

Doubtful debts and (IV) Loss Assets 

(i) The loans and advances which remain unpaid for a period of 90 days to 12 months 

should be treated as Standard Assets. 

(ii) The loans and advances which remain unpaid for a period of 12 months to 18 

months should be treated as Sub-standard Assets. 

(iii) Doubtful NPAs are treated to those loans and advances which remain unpaid for a 

period of 18 months to 24 months. 

(iv) If any loans and advances remain unpaid for a period of more than 24 months are 

treated as loss assets.  
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Recovery Mechanism of NPA  

The recovery of NPAs still remains troublesome though many NPA recovery mechanisms 

have been enacted. It was felt that the normal measures for bad loan recovery like the issue 

of notice for enforcement of securities and recovery of dues were very troublesome and 

time-consuming. Therefore to make the NPAs recovery process faster a committee was set 

up under the chairmanship of the late Sri Tiwari in 1981. The committee reviewed the ways 

of recovering NPAs and recommended the setting up of “Special Tribunals” to accelerate 

the recovery process. Later on, in 1991 on the recommendation of the Narashimham 

committee the Government of India set up the Assets Reconstruction Fund (ARF). Based 

on the recommendations of these two committees Debt Recovery Tribunals (DRT) and  

Assets reconstruction companies were set up in the various part of the country. a range of 

measures has been taken to reduce the NPAs including rescheduling and restructuring of 

banks, corporate debt restructuring and recovery through Lok Adalat, Civil Courts, Debt 

Recovery Tribunals, and compromise settlements. In addition, legal reforms were also 

introduced to speed up the process of NPA recovery like the SARFAESI Act, 2002 

SARFAESI ACT 

Traditionally, it was believed that India’s existing legal system was very pleasant towards 

borrowers as it was very slow and ineffective, as a result, once a financial institution gave loans 

to a borrower and if the loan taker failed to pay back its loan amount on due time, the financial 

institutions had no or very little power to bargain in terms of calling its loan back or forfeiting 

the assets securitize at the time of providing the loan. To overcome these issues and give banks 

faster access to justice, in 1993, Debt Recovery Tribunals (DRTs) were established but this 

legal system for recovery of default loans was proved to be time-consuming and burdensome. 

Hence, the need for a fast loan recovery system was felt that provide banks and financial 

institutions with such power to directly auction the securitized assets to recover their bad loans. 

For this purpose, the Government of India formed a committee headed by Shri T.R. 

Andhyarujina in 1999 to look into these matters.    

Based on the recommendations of the Shri T.R. Andhyarujina committee, the Securitization 

and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI) Act, 
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2002 was passed on December 17, 2002. The Act, sections three processes to recover the bad 

loans i.e. NPAs as follows: 

 Securitization. 

 Asset reconstruction. 

 Enforcement of security without court intervention. 

 

The SARFAESI Act, 2002 was formed to allow banks and financial institutions to sell 

securitized properties when the borrowers fail to repay their loans. SARFAESI Act helps in the 

efficient recovery of non-performing assets, manages the problem of liquidity and reduces the 

mismatch of assets and liability by forfeiting the securitize assets. Thus, this act is proved to 

be very significant for the betterment of the country’s economy. This act also gives power to 

banks and financial institutions to utilize the services of ARCs/SCs for a faster recovery of 

dues from the defaulters to reduce their NPAs. The RBI continuously encourages financial 

institutions to use the provisions of the SARFESI Act. 

The trend of NPAs in Indian Commercial Banks 

Year Gross 

NPA 

(Rs in 

Crore) 

Net 

NPA(Rs in 

Crore) 

Gross NPA in Percent of 

Total Assets 

Net NPA in Percent of 

Total Assets 

2003 68714 32764 4 1.9 

2005 58300 21414 2.9 0.9 

2007 50486 20100 1.5 0.6 

2009 68328 31564 1.3 0.6 

2011 97973 41799 1.4 0.6 

2013 194053 98693 2 1 

2015 323335 175841 2.7 1.5 
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2017 791791 433121 2.7 3.1 

2019 936474 355076 5.6 2.1 

2021 837771 258228 2.4 0.75 

(Source: Reserve Bank of India Statistical Tables) 

 

 

 

 

 

Some of the Major Reforms of the Indian Banking sector in recent years. 

 Banking law (Amendment) Bill, 2011 was enacted and that has smoothed the way for 

the entry of foreign banks and foreign investment in the country. The entry of the new 

players has created a competition that resulted in enhancing the efficiency of Indian 

banks. 

 Introduction of JAM (Jan-Dhan, Adhar, and Mobile) after 2014 and the establishment 

of Small Finance Banks (SFBs) to accomplish last-mile connectivity in the process of 

financial inclusion drive. SFBs had accumulated Rs 82,488 crore and extended loans 

of Rs 90,576 crore to small and marginal farmers.  
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 The establishment of SHGs and microfinance institutions helped to boost the flow of 

credit to the priority sector 

 Adaptation of liberal branch licensing policy  

 RBI issued proper guidelines for Priority Sector Lending Certificates (PLCs) to meet 

the priority sector lending targets. 

 RBI allowed permission to the banks to hold additional reserves linked to property 

holdings, foreign currency translation reserves, and deferred tax assets up to 35,000 

crores (state-run banks) and Rs5,000 crores (privately owned banks) to increase their 

capital holds. 

 Launching of mission Indradhanush for PSBs by the Government in the year 2015 to 

resolve the issues faced by Public sector Banks.    

 More than 217 million bank accounts have been opened and around 174.6 million 

RuPay debit cards have been issued under Pradhan Mantri Jan Dhan Yojna (PMJDY). 

These newly opened accounts have accumulated deposits of around Rs 37000 crore 

(US$ 5.53 billion) 

 To deal with stressed assets of banks a special fund under the National Investment and 

Infrastructure Fund (NIIF) has been created in 2015. 

 Payment banks were introduced as a new model of banks, conceptualized by the 

Reserve bank of India in 2015. These banks were allowed to accept a restricted amount 

of deposit which later increase to Rs 1, 00,000.   

 To provide the financial assistance a provision of Rs 15,000 crore (US$ 2.2 billion) has 

been made in the Union Budget 2016-17 as interest subvention to reduce the burden on 

farmers in loan repayment. 

 The introduction of the 4Rs strategy of Recognition, Resolution, Recapitalization, and 

Reforms has resulted in the decline of NPAs. 

Conclusion:  

The banking sector reforms were undertaken to improve the overall performance of the Indian 

banking sector as well as to modernize the banking system of the country. At present the Indian 

banking sector is mature enough in terms of availability, product range, and reach. Although 

the availability of private and foreign banking services in rural areas is still a matter of concern. 
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The key reforms in the banking sector were introduced in the year 1991 to cope with the adverse 

effect of the ongoing economic crisis in the financial sector and to enhance the strength of the 

bank. After the success of the first-generation banking reform, the Government of India gave 

much importance to another major reform in 1998 which was known as the second-generation 

banking reforms. Overall growth in the Indian banking sector was observed in terms of 

deposits, banks credit and investment. Several initiatives have been taken by the government 

of India to reduce the NPAs but the collection of doubtful loans still remains a matter of concern 

for Indian banks and financial institutions. NPAs in the priority sector are still higher in 

comparison to the non-priority sector. At present, reform is required in the banking sector to 

compete with the global changes in the banking world that will help to identify the challenges 

within and necessary remedies to overcome.     
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Abstract 

In India the labour force is consist men and women belongs to the rural area. Odisha is a land 
of enchanting beauty with wide variety of exquisite handicraft products since its origin. Despite 
the industrial revolution the State is observing highest demand for its handicraft products not 
only in the nation but also in abroad. This handicraft industry has huge potentiality for 
economic and social development in rural areas of all social strata through income generation 
by engaging huge number of people. These artisans could not elevate their standard of living 
due to several constraints. To enhance the income level and purchasing power of these poorer 
communities, the concept of Self-Help-Group (SHG) is introduced and become the get way to 
overcome socio-economic backwardness. This concept helps to augment the income level of 
indigenous people like Khond community of Barakhama village of Baliguda community 
development block immensely. This study aims to find out the socio-economic conditions of 
this indigenous people who maintain the traditional practice of making dhokra art pieces. This 
study finds out the problems faced by these artisans and tries to provide some clues to overcome 
all hurdles. Their socio-economic condition along with the importance of SHG in their life had 
been evaluated through this research work. To fulfil these objectives, primary and secondary 
data have been collected through focus group discussions, interview and question-answer 
session with the help of a structured questionnaire. Data so collected have been analysed and 
interpreted with suitable cartographic technique. The State Government articulated Handicraft 
Policy in 2014 with the mission and vision for creating an independent handicraft industry to 
widen up the income of the artisans as well as their standard of living. Creating employment 
opportunities, preserving the cultural heritage and unique identity of the indigenous people of 
State are prioritizing here. The ground reality is speaking something differently which has been 
examined through this analytical research work. A well-built administrative unit should form 
to support the Handicrafts sectors of economy so that the poor marginalised people can be 
shower with the benefits of all the Government schemes in future.  
Keywords: indigenous people, dhokra art, empowerment, Self-Help-Group, development 
policies 
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Introduction 
 

The State Odisha, formally known as “Utkal” is a land of art and culture which grown here to 
its highest degree. The State has a rich tradition of art and sculpture, temple architecture, dance, 
and music along with traditional and unique handicraft products. The artisans of the State 
possess ancient technical perfection and excellent craftsmanship in making inimitable pieces 
of art. Most of the districts of this State have their own signature artefacts and rich cultural 
heritage behind their uniqueness. The handicraft industry of the State not only contributes to 
the State’s GDP but also plays a significant role to generate employment in rural and urban 
areas. Craftsmen affianced in such activities could not earn their endurance due to inadequate 
financial assistance and poor marketing, therefore; few of them are there now to run this sector. 
But this promising handicraft sector is badly affected by the malfunction of co-operative which 
was created to serve this industry mainly. Apart from that, this sector of economy faces 
declining trend due to inadequate infrastructure, poor network for marketing, unavailability of 
credits support system, lack of entrepreneurship.   
 
Objectives 
The present study focuses on the following objectives: 

1. to give an account of socio-economic conditions of Khond community dhokra artisans 
2. to discuss the importance of SHG for augmenting their standard of living 
3. to identify the problems faced by these artisans and provide some clues to overcome 

them.  
 
Literature Review 
 
Samanta, R.K. (2015) in his study pointed out that dhokra worker of Bikna village of West 
Bengal faces problems like lack of capital investment, meagre loan opportunities, and problem 
of storage are the main reason for occupational shifting of the artisans. 
Guha, et. al. (2020) in their research work “Empowering the Dhokra Artisans through the 
accessibility of financial resources for the survival of their indigenous technology- a study of 
West Bengal, India” pointed out that the dhokra workers are entrapped by the vicious debt loop 
to meet their financial requirements at a very high-interest rate. Poor work environment, 
engagement of child labour, and lack of marketing facility make a big question on the survival 
of these artisans.  
Chakraborty, R. et. al. (2021) in their analytical study highlighted the present socio-
demographic condition through the lens of dhokra work where they have discussed the origin 
and migration route of the dhokra workers and the problems faced by them in their life journey.  
Reddy and Reddy (2012) in their research unveil that the economic development of any society 
is depending upon resource utilization, and techno-managerial expertise through the promotion 
of SHGs. They have also focused on the socio-economic importance of SHGs apart from their 
excellence and sustainability. 



Business Spectrum (ISSN: 2249-4804)            Volume X, No.2                July-December 2020 

An Open Access Fully Referred Peer Reviewed Journal (Online): IAA (South Bengal Branch) 
www.iaasouthbengalbranch.org 

 
 

53 
 

 
 
Database and Methodology 
 
This paper is based on the information collected from the field survey with the help of a 
structured questionnaire administered to the artisan families. Secondary information has been 
collected from books, journals and different electronic media. Data thus collected has been 
tabulated, analysed and represented by various cartographic techniques.  
 
Study Area 
Barakhama village is located in Baliguda Community Development Block of Kandhamal 
district of Odisha. This village has been selected for the study to address some issues faced by 
the Khond community Dhokra artisans for their day to day survival. How the SHG activities 
help them to live a nominal life is the main concern of this research work.  

4. Results and Discussions: 
Barakhama village of Baliguda C.D. Block is one of a kind where the “Black Dhokra” 
craftsmanship is practised by the Khondh tribal community. 60 km away from Daringbari (a 
popular tourist destination) and 15 km away from Baliguda town, Rajendra Nayak, Radhi 
Nayak, Rutuna Nayak, Tumuru Nayak, Saraswati Nayak, Chhaman Nayak, Banu Nayak, Kasti 
Nayak, Indhu Nayak, Lachhman Nayak, Tripura Nayak, Padmini Nayak settled in Barakhama 
village and showcases their age-old traditional metal craftsmanship to the modern world. These 
marginalised people have received many awards from the State Government but could not earn 
their bread and butter from their expertise. This craftsmanship is facing a declining trend or is 
on the verge of extinction because of the gradually occupational shifting of these artists. But 
few of them have received some assistance from Tata Trust N.G.O group and settled in 
Barakhama. The SHG encourages its members to unravel their common difficulties through 
mutual assistance and to save a tiny amount of money deposited at a bank. This concept helps 
to pave a better opportunity path for this marginal community.      

 
Socio-economic Conditions of “Dhokra Craftsman” 
 
In Barakhama village, 15 tribal families belonging to Khond tribal Community settled in a 
semi-pucca house dedicated to them by the Tata Trust N.G.O. group. They can showcase and 
sell their handmade products to the visitors from an exhibition hall constructed exclusively for 
selling purposes. This small Khond-artisan’s nest is the prime attraction among the tourists as 
they are the only one who maintains the legacy of making “Black Dhokra” art pieces. The 
village Barakhama is more often frequented by tourists from Daringbari, Baliguda, Phulbani 
and other nearby locations in Odisha as a weekend destination. Close to several tourist spots, 
it is indeed very surprising to find the Khond village where tourists can observe the Dokhra art. 
 
Population Characteristics  
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From the primary survey, it is observed that only 15 artisan families are living here in this 
village with about 65 populations in total comprising 30 males and 35 females (Fig. no. 1). The 
houses have been constructed by the Tata trust N.G.O. and the artisans need not pay any rent 
for this purpose. All the houses are single-storied in nature and constructed of brick asbestos.  

 
                  Fig: 1                        Source: Primary Data, January, 2020                            Fig: 2
  
An age-sex pyramid depicts a clear picture of the age and sex-wise composition of the 
population of the artisan families under different groups. It reveals that the male population 
share is maximum than the female one. Population under the age group of 15-30 years happen 
to be the largest among males and the dependency ratio under the age groups of < 15 years and 
> 60 years are also higher in both the sexes. The notable fact is that 15 families have a very 
minimum spread of their family members as they are aware of the fact of population growth 
 
Status of Education 
Education characteristics are also enquired among the inhabitants which shows the level of 
education among dhokra artisans is not up to the mark. In these households, the total number 
of literate people is very less than the illiterate one in both the sexes. Based on their responses, 
it is seen that only 15 per cent of the male and only 8 per cent female population have come 
under class 4 level of educational standard (Fig no. 3). 
 
Working Status 
Figure number 4 depicts the worker and non-worker ratio of dhokra artisan families. Out of the 
total of 65 members, only 8 members are engaged differently in other economic activities i.e. 
agricultural labourer, housemates and hospitality management workers at Baliguda. Apart from 
them, all the family members including children have devoted themselves to this dhokra 
craftsmanship as a skilled artisans or an apprentice. Children belonging to the age group of 
fewer than 15 years are indirectly helping their parents to earn a handful for survival.   
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                             Fig: 3            Source: Primary Data, January, 2020               Fig: 4  

 
 
Income and Investments Attitude 
 
More than 50 Percent households earn Rs. 2000-5000 per month where as very few families (7 
%) manage to earn less than 2000 rupees per month for their endurance (Fig no. 5). Inspection 
on their saving and banking habit shows that many of them having savings account in bank (80 
%) and 13 percent of them keep money in both in bank and post office (Fig no. 6).  

 
                          Fig: 5                     Source: Primary Data, January, 2020               Fig: 6  

 
Importance of SHG in Khond’s life 
 
Kandhamal dhokra work is very famous for its uniqueness and rear artistic beauty. Khond 
community tribal people are great patrons of dhokra art. Pristine environment of their 
surrounding reflects in their artefacts as these people make dhokra for living and carried out 
with great famous. The Nayaks run an entire art village and have earned many national honours 
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by bringing innovation in dhokra art. The khonds of Khandamal region take great pride in their 
hardworking attitude towards life.  
Being a member of the Self-Help Group monitored by Tata Trust N.G.O. is a blessing for them. 
This non-government organisation helps them to accumulate themselves from the scratch. 
Based on the traditional knowledge these artisans could not compete with the commercial 
market. For this reason, the Khonds are gradually changing by adopting mainstream culture in 
their life. The cultural diffusion may definitely transform their economy in the long run. The 
tribal through SHG and other networks are changing their present standard of economy. They 
have understood the importance of being united in their life and mentally welcoming new 
opportunities in their life and earn living.  
A Khond community person produces small scale dhokra artefacts and faces some challenges 
like- high production costs due to age-old production techniques, lack of capital, the 
nonexistence of marketing outlets, and impenetrability to urban marketing etc. But now a day 
they somehow overcome these problems as they become part of SHG. 
In the Odisha Handicraft Policy, 2014, the importance of the handicraft industry was articulated 
as the State government realized that this industry generates employment for such artisans 
especially the rural artisans who suffered from the financial crisis and other socio-economical 
constraints. As this sector of the economy has the potential to capture the domestic and 
international market with its unique products, boost the income level of the artisans through 
employment generation and also help to preserve the cultural heritage of unique people, the 
State government prioritise marketing and financial assistance for the development of 
handicraft industry in this policy.  
By following the Society Registration Act 1962 a handicraft co-operative society has been 
formed as a craft village consisting of 15 traditional artisans practising in the same crafts-
Dhokra or crust metalwork which was a good initiative on the part of the State government. 
The broad vision of this noble initiative is to improve the income level by creating employment 
opportunities and the standard of living of the artisans by preserving the cultural heritage of 
the state (Odisha Handicrafts Policy, 2014).  
But it is very unfortunate that these marginalised people could not get the minimum benefits 
of such schemes articulated by the State government. Respondents from these ancient 
craftsmanship communities pointed out that all the schemes are just eyewash and ground truth 
reality is different. They also uttered that if they did not get the financial support from NGOs 
then they might have changed their occupation.    
 
Problems faced by the Khond Artisan Community 
This community people cannot earn their living properly from this craftsmanship. Lack of 
financial assistance is the main problem among various types of problems they have faced to 
continue with this dhokra craftsmanship. The National Award winner artist Lakhman Nayak 
could not get financial assistance for opening up sales outlets. The artist also does not gets 
support from the State government for marketing his products in the different exhibitions. This 
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community artisan does not even receive any financial support for printing product catalogues 
or brochures. 
Margin Money Assistance Scheme shall be provided to the poorer artisan community for 
availing bank finance for the establishment of handicraft enterprise. The State Government 
should facilitate the sanction and disbursement of loans to the entrepreneurs by minimizing the 
paper works but in reality, the artisans never offered such facilities.  They do not even know 
the incentive scheme under “Silpi Unnati Yojana” (SUY) which provides 20 % of the Project 
Cost (Maximum Rs. 20,000/-) as Margin Money Assistance under SUY scheme.  
Well-being and social security of the artisans should be the main priority for the continuance 
of this traditional craft sector. A prominent welfare scheme is there in the policy but never 
practised in reality. As per the Handicraft Policy, the government should smooth the progress 
of identifying the needy artisans and providing them with the “Prime Minister Jeevan Jyoti 
Bima Yojana”, “Prime Minister Suraksha BimaYojana” and “Aam Admi BimaYojana” 
schemes as life and health insurance. The artists never get the contribution of full premium by 
the State government which is mentioned in the Handicraft Policy. One solar lantern shall be 
provided to each handicraft artisan family to minimize the stress on their eyes so that they can 
work for more time to increase productivity but this minimum basic requirement is also not 
fulfilled.  
The old Age Pension Scheme namely “Dharmapada Pension Scheme” has never been offered 
to the old dependent population of this artisan village.   
Scholarship for Children of artisans has never been offered to them for pursuing higher studies. 
Financial assistance from the State government for the construction of housing-cum-work 
sheds has never been provided to the Barakhama village dhokra artisans who belong below the 
poverty line. Apart from that these artisans are not included in the Artisan Welfare Fund scheme 
from which they may get several benefits such as premium for insurance coverage, old age 
pension, scholarship for higher studies, and medical treatment for critical illnesses e.g. cancer, 
heart disease, lungs disease etc.  
 
Suggestions and Conclusion 
 
Government should strengthen the Directorate of Handicrafts and Cottage Industries so that 
the marginal people can get the benefits from several government-sponsored schemes. Forceful 
implementations of government policies are advisable for the development of artisans.  There 
should be a monitoring committee for proper coordination among different development 
agencies. This committee should work to formulate action plans, monitor and implementation 
of programmes, formulation of policy, mobilization of funds, and prepare guidelines along with 
joining similar types of schemes. A member of the artisan community must be taken as their 
representative in all State level and district level committees to raise their problems before the 
authority. A State Level Artisan Grievance Redressal Forum should be formed to address 
different social and economic issues with a dedicated helpline number. Lack of infrastructure 
is a major bottleneck behind the backwardness of these craftsmen. So, proper infrastructure 
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should be created in cluster form by the government to facilitate the marginalised people. The 
PPP model should also be taken into consideration so that the private entrepreneurs may 
intervene in the matter and try their level best to make the path easy for the poorer section of 
the society. Facilities such as common work shed, go-down, processing of raw material, 
finishing of products and packaging with all sorts of quality control measures should be taken 
into consideration while marketing dhokra artefacts by the State government. Basic amenities 
like toilets and drinking water facilities shall also be provided to the families of the artisans in 
a very dignified way. Electrification and sanitation works should be done in the artisan 
households under the “Swachha Bharat Mission” programme on a priority basis. Initiatives 
should be taken to establish Handicraft Mall, Urban Haats, Craft Centre or Souvenir Shops at 
important tourist places or in and around the marketplace so that the artisans may directly sell 
their finished products without any middleman. The establishment of Handicraft Park is also 
needed to sell and promotes black dhokra art pieces by the State government. Government 
should ensure the availability of raw materials required by artisans at a reasonable price. A 
Census of artisans should be initiated to form a database for the artisans with proper mapping 
of their villages. Issue of Photo Identity Cards to all the artisans of the State is necessary for 
better management of social issues. 
The pristine environment of Barakhama village has a huge potential to attract tourists who may 
witness the entire process of making black dhokra art pieces. Assistance from government and 
non-government organisations may help to aimed raise the life and standard of living of these 
Khond tribal community people and certainly going to bring development to the region. 
 
 References 
 

1. Samanta, R.K. (2015), Socio-economic status of Dhokra Artisans-a case study of 
Burdwan District, West Bengal, International Journal of Currect Research and 
Academic Review, Vol-3, No.7, pp. 206-214, ISSN: 2347-3215 

2. Guin, D. (2013), Marketing of Dhokra Handicrafts and Livelihood status of the 
Artisans: A case study of Bankura District, Indian Journal of Landscape systems and 
Ecological studies, Vol-36, No. 1, pp. 258-264. 

3. Guha, S. Banerjee, A, Mandal, A. (2020), Empowering the Dhokra Artisans through 
the accessibility of financial resources for survival of their indigenous technologiey- a 
study of West Bengal, India, International Journal of Mechanical and Production 
Engineering Research and Development, Vol.10, Issue-3, pp. 12433-12446. 

4. Chakraborty, R. Chatterjee, S, Choudhury, S.  (2021), Changing Paradigm of Life: An 
Empirical Study among the Dhokra Brasscasters in West Bengal, India, Quest Journal, 
Journal of Research in Humanities and Social Science, Vol-9, Issue-2, pp. 17-29.  

5. Reddy, K. R. and Reddy, C.S. (2012), Self Help Groups in India: A study on quality 
and sustainability, ENABLE Publication, Hydrabad, Andhra Pradesh, India, pp. 1-85.  

6. https://handloom.odisha.gov.in/sites/default/files/2020-
02/Draft_Handicraft_Policy.pdf for Odisha Handicrafts Policy, 2014 retrieved on 
22.10.2020 

 



Business Spectrum (ISSN: 2249-4804)            Volume X, No.2                July-December 2020 

An Open Access Fully Referred Peer Reviewed Journal (Online): IAA (South Bengal Branch) 
www.iaasouthbengalbranch.org 

 
 

59 
 

 
 
 
*************************************************************************** 
 
 
 
 
 
 
 
 



Business Spectrum (ISSN: 2249-4804)              Volume X, No.2              July-December 2020 

An Open Access Fully Referred Peer Reviewed Journal (Online): IAA (South Bengal Branch) 
www.iaasouthbengalbranch.org 

 
 

60 
 

  

Determinants of profitability and productivity of Indian SMEs: An empirical 
study 

 
Ramesh Prasad, 

Research Scholar, Department of Commerce, SKB University, WB, India 
 

  Dr Amitava Mondal,  
Associate Professor,  

Department of Commerce, SKB University, WB, India                    

 
Abstract 

The objective of the present empirical work is to study the effect of firm-specific determinants on 
the profitability and productivity of Indian SMEs. The study is based on secondary data, consisting 
of 100 Indian SMEs listed on BSE SME, for the study period 2013-14 to 2018-19. Tangible and 
intangible firm-specific variables are used for data analysis. Descriptive statistics and multiple 
regression tools are used to detect, among the different firm-specific characteristics which are the 
most valuable determinant of the financial performance of Indian SMEs. After analyzing the data, 
it is found that human capital efficiency, working capital, leverage, and firm efficiency have a 
positive & significant impact on the profitability and productivity of SMEs. However, CEE & 
RCE have mixed result on profitability and productivity. CEE has the most influential factor 
affecting profitability, while, HCE has the most effective firm-specific variable affecting 
productivity. Due to increasing SMEs' contributions towards the Indian economy, for employment 
generation and economic growth, the findings of the present study have practical implications for 
policymaker and manager to formulate appropriate strategies for improving financial performance.  
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Introduction 

 Financial performance measurement is a recurrent phenomenon of any firm. Financial 
performance destines the success or failure of firms. A healthy financial performance is considered 
as a foundation of the long-term survival of firms and helps firms to cope up with the uncertain 
business environment. The advent of the knowledge economy (Mondal & Ghosh, 2012), intense 
competition (Vyas & Jain, 2020), economic downturns (Egbunaik & Okerekoti, 2018), 
technological advancement, (Safari & Saleh, 2020), flexible government regulations & market 
behaviours have made the business environment uncertain and unpredictable. Such encounters 
affect firms’ financial performance. To survive in a dynamic business environment is very 
challenging especially for SMEs. SMEs help to drive economic growth, employment generation, 
poverty reduction, inclusive growth, and so on, particularly in developing countries (Singh & 
Kaur, 2019). The growth of SMEs leads to the sustainable development of an economy (Gupta 
et.al, 2013). Hence, the existence of SMEs is very crucial for any economy.  A big corporate entity 
and SME’s have different business models, in terms of access to finance, capital structure, the 
volume of production, and global reach, etc. The success mantra of big corporate entities is not 
suitable for SMEs. Indeed, it would not be correct to say that the factors which influence the 
financial performance of big corporate entity will also influence the financial performance of 
SMEs as well. To protect their existence in the competitive business environment, SMEs have to 
adopt bold and aggressive steps (Vyas & Jain, 2020) due to a lack of managerial skill & 
proficiency. This hasty decision has negatively affected their financial performance. It is, 
therefore, imperative to study the key determinants of the financial performance of SMEs, so that 
SMEs can grab the opportunities from the market and formulate strategic planning rationally to 
scale up their business. 

SMEs play a pivotal role in the Indian economy in terms of export, GDP contribution, poverty 
reduction, and holistic development. To boost and for sustainable growth of Indian SMEs, it is 
indispensable to study the nexus between firm-specific determinants and the financial performance 
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of Indian SMEs. In recent decades, the measurement of financial performance and its determinants 
have gained considerable attention amongst the research community. Indian SMEs have several 
barriers, for instance, financial constraints, marketing barriers, shortage of R&D, technological 
barriers, etc (Mukherjee, 2018). Nevertheless, they are surviving in a competitive business 
environment. Therefore, a comprehensive study is required, about different firm-specific 
determinants affecting the financial performance of Indian SMEs. The nexus between firm-level 
characteristics and financial performance is fairly limited in the Indian context. Only a majority of 
the literature has explicitly devoted attention to the issue relating to determinants of the financial 
performance of Indian SMEs. The present paper intends to study firm-level determinants of the 
financial performance of Indian SMEs. 

The present study is divided into seven section sections. Section 1 contains the introduction of the 
study, while section 2 presents its theoretical development & review of previous literature. The 
research gap and relevance of the present study are also shown in this section. 

Section 3 shows the purpose of the study. In Section 4 research designs & methodology (including 
variables description and model specification) are presented. Section 5 discusses the data analysis 
and Section 6 presents the conclusions, implication and scope for future study. 

 

Theoretical development and review of literature: 

In today’s knowledge economy, the financial performance of every business organization is 
influenced by a myriad of factors. According to existing literature, factors that affect financial 
performance are classified into two categories, Micro-economic and macro-economic. Several 
attempts have been made to examine the effect of these variables on financial performance. The 
present study is entirely based on Resource-Based View (RBV) theory. According to RBV, 
resources are categorized into 2 parts tangible and intangible resources. It helps to build 
competitive advantages to overtake rivals (Barney 1991). The RBV emphasis on firm-level 
variables or microeconomic factors (Barney 1991, Warnerfelt, 1984). The present study applied 
firm-level profitability and productivity determinants, consist of tangible and intangible variables. 
It is argued that internal variables or firm-specific variables have a greater influence on financial 
performance than external variables (Barney 1991, Yazdanfar & ohman, 2015). He also stated 
that to maintain long-term competitive advantages, firms should nurture and generate intangible 
resources.  Intangible resources are treated as strategic asset, having the potential to influence 
financial performance, empirically demonstrated by Mondal & Ghosh (2012), Xu & Li (2019), 
Mondal (2016).  
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Literature review: There have been different empirical studies that attempted for deeper insight 
relating to the determinants of financial performance. On the one hand, Yazdanfar, (2013) focused 
on different determinants of profitability at firm and industry levels of Swedish micro firms and 
affirmed that size, productivity growth, past year lagged profitability have a positive & significant 
impact on profitability, and age and industry affiliation negatively impacted on profitability. 
Moreover, Yazdanfar & ohman, (2015) examined a similar type of study related to the impact 
of profitability and firm-specific characteristics on the growth of Swedish SMEs across different 
industry and demonstrate that profitability and size have positive & significant linkage with 
growth, while age has a negative & significant association, industry affiliation also affects SMEs 
growth. Another study conducted by Vyas & Jain, (2020) assessed the prioritize of the 
determinants of the financial performance of Indian SMEs and concluded that market orientation 
is the most crucial factor followed by entrepreneurial orientation and CSR affected financial 
performance. Egbunaik & Okerekoti, (2018) studied the association among macroeconomic 
factors, firm characteristics, and financial performance of Nigeria based firm and found that size, 
liquidity, and leverage have a positive and significant impact on profitability, in contrast, interest 
rate & exchange rate have negative and non-significant, while the inflation rate (negative) and 
GDP growth rate (positive) have a significant effect on profitability. A recent study by Panda et.al 
(2020) studied the impact of macroeconomic variables and working capital management on the 
profitability of Indian SMEs and confirmed that quick collection from debtors, delaying in 
payment to creditors, holding higher inventory, and minimizes working capital cycle have 
improved SMEs profitability, besides changes in GDP and bank advances to the firm have 
influential factors affect profitability. Ledhem & Mekidiche, (2020) researched the relationship 
between Islamic banks and economic growth by applying the CAMELS model and confirmed that 
only profitability had a positive & significant impact on economic growth. A similar type of study, 
conducted by Wasiuzzaman (2018) scrutinizes the firm-specific determinants of liquidity and 
impact of changes in the GDP on the liquidity decision in Malaysia based SMEs and he found that 
firm status, size, age, asset tangibility, profitability, and its growth have significantly influenced 
liquidity decision, while leverage and changes in GDP have not any significant impact on liquidity 
decision. Hoang et.al (2019) analyzed the determinants of profitability of firms listed on the 
Vietnam Stock Exchange and found that firm size has a positive connection, and capital structure, 
fixed asset & short-term liquidity have a negative relationship with profitability. Afrifa & 
Padachi, (2016) documented that level of working capital affects SMEs' profitability and 
deviation from the optimal level of working capital reduces profitability. A further study by Ali 
et.al (2020) carried out a study on, the impact of firm internal characteristics on profitability 
measured as ROE, ROA, and Tobin’s Q ratio and reported that firm size, foreign listing, and 
liquidity have influenced profitability, besides,  asset tangibility has contradictory and fluctuating 
(sometimes positive or negative) impact on profitability. Bolarinwa et.al (2019) researched the 
impact of managerial cost efficiency on bank profitability in Nigeria and highlighted that 
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managerial cost efficiency has a strong determinant of bank profitability. Goddard et.al, (2006) 
in their study examined the firm-specific determinants on profitability and arrived at conclusions 
that size and firm gearing ratio have a negative relation with the profit, in contrast, market share 
and profitability have a positive connection with profitability, he also highlighted that higher 
liquidity generates higher profit. A similar study conducted by Alsharari & Alhmoud (2019) 
studied determinants of profitability of Sharia-compliant corporations in Jordon and found that 
size, voluntary disclosure, audit firm size, ownership percentage, and level of debt have significant 
determinants of profitability, while, age and industrial sector have not any significant impact on 
profitability, they also observed that higher deposits and debt to equity increase profitability while 
higher loan loss provision decreases profitability. Singh & Kumar (2017) addressed the different 
factors that affect the working capital requirements of Indian SMEs and proved that operating cash 
flow, financial leverage, and asset tangibility have a negative link with WCR, whereas profitability 
and sales growth have a positive relationship with WCR. A study by Kamasak (2017) examined 
the importance of tangible resources, intangible resources, and capabilities on profitability and 
market performance of 1000 firms in Turkey and found that IR and capabilities have more potential 
to influence financial performance than tangible resources. Xu & Li (2019) disclosed that 
components of intellectual capital affect the financial performance of SMEs in China. Eklund 
(2020) demonstrated that intellectual capital and human capital have key factor in high-growth 
SMEs. A study based on survey data conducted by Singh & Kaur (2019) to examine the 
determinants of financial constraints of unorganized SMEs in India and found that larger firms, 
educated owner’s, firms who maintain accounts, operational status have faced the least financially 
constraint, they also highlighted that firms located in rural areas faced greater difficulty to access 
finance in comparison to the firms located in economically better-off states. Cucculelli & 
Bettinelli (2015) advocated those changes in business models increase innovation intensity, 
investment in intangible asset enhance competitiveness, and reduce the risk of failure of Italian 
SMEs. Kachlami & Yazdanfar (2016) examined determinants of SMEs growth in Sweden by 
applying firm-specific variables and reported that profitability, short-term debt, and firm size have 
a positive and significant connection with growth, while long term debt had a mixed effect. Coad 
& Tamvada (2011) reported that size & age have a negative effect, while export has a positive 
effect on small firms’ growth in India. The gender of the owner has also affected firms’ growth 
and technical know-how helps firms’ output growth. Gupta & Batra (2016) demonstrated that 
entrepreneurship orientation affected SMEs' financial performance in India in case of high demand 
growth and low competitive intensity. A survey-based study conducted by Baker (2019) to 
understand the practices and policies adopted to manage the working capital of Indian SMEs and 
found that internal funding relied on retained earnings and external funding relied on cash credit. 
Besides, they maintain liquidity reserve for an emergency. Mondal (2016) proved that intangible 
assets influenced the financial performance of Indian SMEs. 
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Research gap & relevance of the study: The nexus between influencing factors or key 
determinants and SMEs' financial performance has gained considerable attention amongst the 
research community, academicians, management practitioners, policymakers, and decision-
makers. In a globalized business environment, the pattern of conducting the SME business is 
different in comparison to big corporate houses. After reviewing several existing literature, it is 
noticed that intangibles as well as firm-specific variables have not been considered in previous 
literature. In the present study, we have tried to explore this issue and examine the impact of firm-
specific variables (tangible and intangible resources) on the profitability and productivity of Indian 
SMEs. 

The objective of the study: The objective of the present empirical work is to examine the impact 
of firm-specific determinants on the profitability and productivity of Indian SMEs. 

Research design & methodology: 

Sample description: Since, the objective of the present study is to examine the impact of firm-
specific variables on the profitability and productivity of SMEs. Here, we have considered 100 
SMEs belonging to different manufacturing and service sectors in India. The criterion of selection 
is that SMEs must be listed on the BSE SME exchange. The duration of the present empirical study 
is for 6 years (2013-14 to 2018-19) and the study is based on secondary data only. Financial data 
of sample SMEs has been collected from respective SMEs' annual reports.  

Dependent variables: For measurement of the financial performance of sample SMEs, 
profitability and productivity indicators are used. Profitability is proxied by ROI and productivity 
is proxied by employee productivity. 

Return on Investment (ROI): Return on investment is one of the widely used performance 
indicators of any firm. It measures the efficiency of investment to generate profit. Shareholders, 
manager prefer ROI in comparison to other financial performance indicators. We have calculated 
ROI by considering EBIT and net capital employed. 

                                                 ROI = 
 

  
 

Productivity: Productivity is an indicator that reflects the efficiency of production. It describes 
how efficiently organizational resources are being used to produces goods and services. There are 
different ways to calculated productivity like asset turnover ratio (Mondal & Ghosh, 2012), total 
factor productivity (Yazdanfat, 2013). In the present study we have tried to calculate employee 
productivity. Employee productivity is generally calculated as output divided by number of 
employees. But in the present paper due to unavailability of information about number of 
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employees, we have computed employee productivity as total revenue divided by employee cost. 
It indicates that by investing one rupee on employee, how much sales they are generating. 

                                   Productivity   = 
   

 
 

Independent variables: There are different firm-specific variables used in the present study as 
below. 

Human capital efficiency (HCE), Capital employed efficiency (CEE), Relational capital efficiency 
(RCE), liquidity (Lqt), leverage (Lev), and asset turnover ratio (ATO). 

Human Capital Efficiency (HCE) SMEs stay in the limelight due to more job creation. Human 
resources are treated as a powerful weapon for SMEs. Employee skills, experience & creativity 
improve both profitability and productivity irrespective of organization size.  Literature guided by 
(Olowolaju & Oluwasesin 2016, Coleman 2019, Mondal 2016) found a positive relationship 
between human capital and profitability. Many literatures have also supported that human capital 
and productivity have a positive association (Fuente 2011, Backman 2014). Human capital 
efficiency is proxied by value added divided by employee cost. Pulic’s (1999) model of human 
capital efficiency is applied here. 

HCE= 
 

 
    (Value added= Operating revenue- operating expenses) 

Capital Employed Efficiency (CEE): An efficient and well-planned use of capital leads to improve 
not only profitability but productivity as well. (Mondal, 2016) demonstrated that efficient use of 
capital increase SMEs profitability. It the present paper we have tried to observe to what extent 
capital efficiency affects productivity of SMEs. Capital employed efficiency is proxied by value 
added divided by net capital employed. 

                                           CEE= 
 

  
 

 

Relational Capital Efficiency (RCE): The selling & marketing expense has a direct positive 
connection with profitability but an indirect positive connection with productivity. Selling & 
marketing expenses attract current & potential buyer, aware of a new product, helps to enter a new 
market. It helps to extend the market share and demand of the consumer. As a result profitability 
productivity will be affected. Based on the above assumption or logic we have taken this variable. 
RCE is proxied by value-added divided by selling & marketing expenses. We have expected a 
positive relationship between RCE and profitability & productivity. 
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RCE= 
 

 &  
 

 

Liquidity: Liquidity is an important current asset of a business. Availability of liquidity facilitates 
the uninterrupted flow of business operations. It affects both profitability and productivity.  
However, conclusions of previous studies are mixed, literatures demonstrated that profitability and 
liquidity are positively related (Egubunike & Okerekeoti 2018,) while (Mohanty & Mehrottra 
2018) found a negative relationship between profitability & liquidity. In the present study, liquidity 
is measured as a natural logarithm of working capital. 

Working capital= natural logged value of working capital. (Current asset- current liability= 
working capital) 

 

Leverage: Leverage indicates the proportion of debt content in the capital structure. Higher the 
debt, the higher the financial risk. As a result, profit will improve. (Egubunike & Okerekeoti 
2018, Mondal & Ghosh 2012) found a positive impact on profitability while Ali et.al 2020 
observed a negative relationship with profit. Nunes et.al 2007  found a negative relationship with 
labour productivity. Leverage is proxied by the total debt to equity ratio. 

Leverage=  
 

 

 

Asset turnover ratio: ATO indicates the efficiency of the firm by deploying its asset to generate 
sales. Greater efficiency of firm indicates higher profitability & productivity, expected by authors. 
Asset turnover is calculated as below 

Asset turnover ratio=  
 

 

 

Control variable: In this study two control variables have been used. Firm age and firm size. 

Firm age = Firm age is an important variable affecting profitability & productivity. some empirical 
literature claimed that older firm generates greater profit, as it has more experience about market 
behaviour and it can easily obtain fund. Yazdanfar & Ohman 2015, demonstrated that firm age 
and growth have a positive relationship. Again Yazdanfar 2013 found a negative association 
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between firm age and profitability. Firm age is proxied by the natural logarithm of the number of 
years of the firm since its incorporation. 

Firm size =    firm size is proxied by the natural logarithm of the fixed asset of the sample SMEs. 

 

Regression model: To empirically test the determinants of profitability and productivity of SMEs, 
a simple multiple regression tool has been applied. Two regression models have been formulated 
which are as follows.  

Profitability = αi + β1(HCEit) +β2 (CEEit) + β3(RCEit) + β4 (LIQTYit) + β5 (LEVit) + β6 
(ATOit) +β7(Ageit)+ β8(Sizeit) +εit  ………………………… (i) 

Productivity = αi + β1(HCEit) +β2 (CEEit) + β3(RCEit) + β4 (LIQTYit) + β5 (LEVit) + β6 
(ATOit) +β7(Ageit)+ β8(Sizeit) +εit   ……………………………..(ii) 

 

Data analysis:  

The sample data of SMEs have been analyzed through descriptive statistics, correlation analysis, 
and multiple regression models to fulfill the objectives of the present study.   

 

 

 

                                 

Table 1 showing descriptive statistics of different variables 

Source: Authors calculation 

Variables Mean Standard deviation Minimum Maximum 
ROI 0.2019 0.2283 0.00025 3.5526 
Productivity 70.5724 175.9456 1.2237 2221.9473 
HCE 4.6686 6.1727 0.7272 73.8823 
CEE 0.3397 0.3650 0.0095 5.0895 
RCE 3.1176 4.2000 0.0000 41.5146 
LIQTY 1.9428 1.4054 -2.9957 5.7447 
Leverage 1.2482 1.4870 0.0000 13.5000 
ATO 1.5924 1.7009 0.0168 26.3333 
Age 2.5571 0.5769 0.0000 3.5553 
Size 1.6979 1.6942 -4.6051 7.3973 
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From table 1, it is found that the mean value of ROI varies from 0.00025 to 3.5526 with a mean 
value of 20%. The mean value of ROI reveals that SMEs earn a satisfactory profit.  The mean 
value of productivity is 70.5724. There is a high variation (175.9456) in productivity from its mean 
value. It indicates that by employing one unit of human resources, SMEs are capable to produce 
on average 70.5 units of production. Human capital is the valuable weapon of SMEs with the 
highest mean value of 4.6686, compared to other firm-specific variables CEE, RCE, liquidity, and 
leverage and asset turnover ratio with mean values 0.3397, 3.1176, 1.9428, 1.2482, and 1.5924 
respectively. The mean value of age and size are 2.5571 and 1.6979. CEE has the lowest mean 
value of 0.3397 with the least variation (0.3650) from its mean value.4 

                                           Table 2 showing the Correlation matrix 

Source: Authors calculation, ** denotes significant at 1% level, * denotes significant at 5 % 
level 

Table 2 represents a correlation matrix. The above table shows that ROI is linked positively & 
significantly (1% level) with HCE (0.273), CEE (0.603), RCE (0.198), leverage (0.151), asset 
turnover ratio (0.234). The correlation between ROI and CEE has the highest value with 0.603, 
but the correlation value between ROI and other variables is below 0.40. However ROI and 
working capital have a negative relationship. HCE and productivity have a high correlation (0.574) 
and it is significant (at 1%) and positive. There is a positive relationship between CEE & 
productivity (0.024) and RCE & productivity (0.033) but not significant. While productivity has a 
positive and significant (at 1%) relationship with working capital (0.158), leverage (0.187), and 
ATO (0.330). Besides, ROI and productivity have a positive & significant (at 1%) relationship 

(0.315). firm age has a negative relationship with ROI but positive with productivity. While firm 
size has a negative relation with ROI and productivity. Since the correlation between independent 
variables is below 0.80, the multi-collinearity problem is not raised in our present study.  The 
multi-collinearity problem is raised if the correlation value has to exceed 0.80 (Kennedy 1985) 

 ROI Prodty HCE CEE RCE W.C Lev ATO Age Size 
ROI 1          
Prodty 0.315** 1         
HCE 0.273** 0.574** 1        
CEE 0.603** 0.024 -0.017 1       
RCE 0.198** 0.033 0.271** 0.162** 1      
LIQTY -0.046 0.158** 0.079 -

0.247** 
0.035 1     

Lev 0.151** 0.187** 0.082* 0.091* 0.346 -
0.148** 

1    

ATO 0.234** 0.330** 0.025 0.182** 0.636 -0.016 0.073 1   
Age -0.029 0.052 0.023 -

0.146** 
0.460 0.467** -

0.151** 
-0.027 1  

Size -0.039 -0.064 0.079 -0.068 0.368 0.282** -0.026 0.007 0.237** 1 
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                              Table 3 showing regression results of the model (i) 

Source: Authors calculation, * denotes significant at 1% level,** denotes significant at 1%  
level     *** denotes significant at 10% level 

Tables 3 and 4 present the multiple regression results of the model (i) and (ii).  Model (i), addresses 
the profitability (ROI) as a dependent variable. From table 3, it is noticed that the Beta value 
(0.600) of CEE is higher than other independent variables. It indicates that CEE is the most crucial 
determinant affecting profitability (positive & significant) of SMEs. If SMEs increase CEE by one 
unit, ROI increases by 18.806 (at 1% level) units. After CEE, human capital efficiency is the major 
factor that influences profitability positively & significantly (at 1% level). If human capital 
efficiency is added by one unit, as result profitability increases by 8.418 units. Working capital is 
a vital factor for increasing profit in comparison to the fixed asset (size). Working capital has a 
positive and significant (at 1% level) impact on ROI. If SMEs create working capital for one more 
unit, then their ROI increases by 2.620 units. Moreover, leverage and efficiency (ATO) have a 
positive and significant (at 1% level) on ROI. If leverage & efficiency increase by one unit, the 
ROI of SMEs increases by 2.7535 and 3.768 units respectively. Relational capital has a positive 
impact on profitability but it fails to show any significant impact. It is the least affecting factor that 

 Dependent variable (ROI) 

Beta value t -value VIF 

Constant        NA -2.011**  

HCE 0.263 8.418* 1.100 

CEE 0.600 18.806* 1.143 

RCE 0.022 0.705 1.118 

LIQTY 0.093 2.620* 1.409 

Leverage 0.084 2.735* 1.048 

ATO 0.115 3.768* 1.040 

Age 0.037 1.090 1.314 

Size -0.054 -1.711*** 1.108 

Adjusted  r2                          0.467             Std error                      0.166 

F value                                 66.61* 
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influences the profitability of SMEs. Firm size has a negative impact on profitability but it is 
significant at 1% level. Whereas, firm age has a positive impact on profitability. Model (i) 
collectively explains 66.61% variation in profitability, proxied by ROI.  

                                    Table 4 showing regression results of the model (ii) 

     Source: Authors calculation, *denotes significant at 1% level, ** denotes significant at 
10% level 

  Conclusions of the study: SMEs are always remained in the limelight due to their vulnerability 
& vibrant nature. SMEs are one of the most vulnerable segments but having a lot of potentials to 
scale up their business. The present paper addresses a major concern relating to SMEs operating 
in developing countries (India) and examines the determinants of profitability and productivity of 
Indian SMEs for the study period 2013-14 to 2018-19. We have considered 100 Indian SMEs 
belonging to different manufacturing & service sectors. Multiple regression analysis tools have 
been used for data analysis. Two proxy measures have been used as financial performance 

 Dependent variable (Productivity) 

Beta value t -value VIF 

Constant       NA - 4.037*  

HCE 0.591 19.431* 1.100 

CEE 0.026 0.844 1.143 

RCE -0.144 -4.686* 1.118 

LIQTY 0.179 5.212* 1.409 

Leverage 0.146 4.919* 1.048 

ATO 0.307 10.375* 1.040 

Age 0.031 .934 1.314 

Size 
-0.159 -5.224* 1.108 

Adjusted  r2                            0.497*             Std Error                                   124.84 

F value                                  74.847  
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indicators (dependent variables), ROI for profitability, total revenue to employee cost for 
productivity. Six firm-specific variables (impendent variables) have been used, HCE, CEE, RCE, 
liquidity, leverage, and asset turnover ratio respectively. Two control variables are also used firm 
size (logged value of the fixed asset) and firm age. 

The overall conclusions of the present study can be summarized as follows. Capital employed 
efficiency has an important contribution to improve profitability and it has a positive & significant 
impact on profitability. Except for relational capital efficiency, all other firm-specific variables 
have a positive and significant impact on profitability. Human capital efficiency is the most crucial 
firm-specific determinants to magnify productivity. Relation capital efficiency has a negative 
impact on productivity. Liquidity, leverage, and ATO have a positive & significant impact on 
profitability & productivity. Firm size has a negative but significant impact on profitability & 
productivity; in contrast, firm age has a positive effect on profitability & productivity. 

The empirical results demonstrate that HCE and profitability & productivity have a positive 
association and confirm previous findings in the literature Mondal, (2016); Xu & Li, (2019); 
Olowolaju & Oluwasesin (2016), Coleman (2019); Fuente (2011), Backman (2014). It suggests 
that SMEs can improve their financial performance by effective utilization of human resources. 
Moreover, CEE has a positive connection with profitability & productivity, which states that those 
SMEs effectively use their capital, tends to improve their profit & productivity more in comparison 
to other SMEs who are not using their capital effectively. It is consistent with Mondal (2016). In 
line with previous findings of Khan & Ali, (2020), our study confirms that with the increase of 
selling & marketing expenses, profitability would also increase. But we found that RCE has a 
negative relationship with productivity, which is beyond our expectation. It might be the case that 
selling & marketing is not so much product to generate consumer demand. Furthermore, the other 
firm-specific determinants like liquidity, leverage & ATO have a positive impact on both 
profitability & productivity. Our results have many similarities with Xu & Li, (2019); Egubunike 
& Okerekeoti (2018); Mondal & Ghosh (2012). Firm age has a positive impact on profitability 
and productivity, which reflects that as the firm getting older, its profit and productivity have also 
increased. It may be because of its experience, well awareness about market behaviour, easy access 
to finance. The above finding supports previous findings in the literature Ali et.al, (2020) but refute 
previous results reported in the literature Yazdanfar, (2013). Firm size has a negative impact on 
profitability & productivity; it may be due to unavailability of technological equipment or unable 
to take advantage of economies of scale due to unskilled human resource. This is contrary to 
Yazdanfar & Ohman, (2015); Egubunike & Okerekeoti (2018); Hoang, (2019); Ali et.al, 
(2020). But it confirms previous finding in the literature Margaretha & Supertika, (2016). 

Implications and scope for further study: The present paper has also several implications for 
managers and policymakers of SMEs. A positive relation of HCE with profitability & productivity 
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indicates that if proper training is provided to human resources of SMEs, they can improve 
financial performance. It may also help SMEs to focus on innovation, help them to compete with 
global SMEs and able to use organizational resources very efficiently & effectively. Study results 
indicate that selling & marketing efficiency is not very much effective. The negative relation of 
RCE and productivity indicates that the selling & marketing strategy is not so helpful to increase 
sales volume. The managers should evaluate their marketing strategy to make them effective and 
should try to maintain a balance between selling & marketing expenses and liquidity position. We 
have also found that firm size has negative association with profitability & productivity. SMEs are 
unable to obtain the benefit of economies of scale due to outdated technology. They must possess 
latest technological equipment otherwise, it will be a big hurdle to scale up their business. 

There are some limitations to the present study. Besides the above firm-specific variables, many 
other variables influence the financial performance of SMEs. There are lots of scopes to extend 
this study by considering other firm-specific variables. 
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