
Introduction

Performance of Indian Banks :
An Empirical Investigation using Proxy Indicators

Banks in India have been assigned a significant role in financing the process of planned economic 
growth. According to KPMG-CII report, Indian banking has the potential to become fifth largest banking 
industry by 2020 and third largest by 2025 at global level. The sector has envisaged tremendous growth 
over a period of time and presently gets a completely different and much techno advanced picture in 
present times. 2016 has been the year where the banking has seen many ups and downs. Chiefly two 
global events (Brexit and winning of Donald Trump as USA president) has rolled the financial markets, 
followed by decision of the Indian Government to replace the existing Rs. 1000 and Rs. 500 currency 
notes has made a roller coaster year for the Indian banking. Today, banks are utilizing latest technology 
and mobile devices to carry out transactions. RBI in its Vision 2018 document also aimed at promoting 
electronic payments, digital channels and boosting the mobile banking. Further, the Government's effort 
for cashless economy and the implementation of GST bill will bring significant changes to the whole 
economy. It will be interesting to see transformation of banking in the coming future.

In this competitive world, success of any organization largely depends on human resources. Despite 
having world's best infrastructure and latest technology, banks are no exception to this.  People are the 
key for a successful organization- as quoted by Sam Walton (founder of Wal Mart). The employees of the 
bank are valuable assets to the organization. Efficient human resource management determines not only
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the performance of the bank but also affect the growth and performance of the entire economy. The 
efficiency and contribution of employees is indispensable in any banking organization. Being part of 
service industry, employees provide the services needed by the clients and smoothens the whole 
functioning of banking. Because banks don't produce any physical products and offer services to 
customers through their employees (Bhatia & Mahendru, 2014), that is why their productivity matters a 
lot. In short, productivity of employees is very crucial for banks. In light of this, present paper is an 
attempt to investigate the productivity employees working in Indian banks.

In its broadest sense, productivity is referred to an economy's ability to convert inputs into output or it is 
an index of output divided by input or doing more with smart work or a process of continuous 
improvement for the betterment of all. In simple words, productivity is defined as the goods and services 
produced per unit of labor, capital or both. Kopelman defines productivity as the relationship between 
physical output of one or more of the associated physical inputs used in production. It relates to the 
person's or unit's ability to produce the standard amount or number of products, services or outcomes as 
described in a work description. Thus, employee productivity is the value added per employee divided by 
the average number of employees during the year converted into full-time equivalents. The quantity of 
goods and services that someone can produce with a given expenditure of effort is usually measured or 
averaged out in terms of time spent working or labor time.

Measurement of output is problematic in all industries due to problems such as aggregation and quality. 
But the output of financial institutions presents particular difficulties. Each bank is a multi-product firm 
(posing a problem of aggregation of outputs); many of its services are joint or interdependent- providing 
one service may entail providing others which cannot be separated or priced separately or which is 
cheaper to produce together than separately (economies of scope); not all services are paid for directly 
and banking is subject to government regulations that may affect costs, prices or level of output. 
Considering these limitations, efforts have been made to investigate employees' productivity and cost in 
Indian banking sector using various proxy indicators. The present paper attempts to measure the 
employees' productivity of banks in India. Further, the thrust of the study lies in making a comparative 
analysis of public and private sector banks regarding employees' productivity and their cost to the 
company.

Review of Literature

A number of studies were conducted to compare different types of banks operating in India based on 
various efficiency or productivity criterion from time to time. Employee productivity of banking system 
contributes in an extensive way for higher economic growth in any country. Thus, the studies undertaken 
in this nature are very relevant to the policy makers, industry leaders and all other sections related to the 
banks. After nationalization of banks, there was a growing concern on the deterioration of banking 
sector's efficiency. Some notable committees constituted for the efficiency measurement of banks were 
Tondon Committee (1975), Luther Committee (1977), Chakravarty Committee (1986) and Narsimham 
Committee (1991) which provided suggestions for efficiency improvement of banks in the country.

Kumar & Sreeramulu (2007) attempted to compare modern and traditional banks in terms of employee 
productivity and employee cost. The study has mainly used gap index to identify the gap between these 
two sectors. The findings of the study suggested that both the sectors are improving in productivity, but 
performance of the modern banks was found to be much superior than traditional banks. Koundal (2012) 
compared the performance of public sector, old private sector banks, new private sector banks and
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foreign sector banks. On the basis of productivity ratios, the study concludes that the performance of 
foreign sector banks and new private sector banks is better than public sector banks. Singh & Kamlesh 
(2013) attempted to analyze the employee productivity of private sector banks in India. The authors have 
identified eight different indicators for measuring employee productivity. Using the trend equations and 
exponential growth it was observed that the performance of private banks on all the eight variables has 
shown an increasing trend. 2005-06 was the year, from where productivity of old private banks' employee 
started to increase in comparison to new private sector banks. Arora & Sharma (2015) in their study 
analyzed the employee productivity of foreign, public and private sector banks employees. The study has 
used nine different indicators for measuring employee productivity. The findings of the study concluded 
that employees of foreign banks are the most productive ones, followed by those of public banks and then 
by private banks. From time to time, different variables have been used by researchers for productivity 
measurement of banks in the country, which are summarized in the given table 1.



Research Methodology

APE (PSBs) – APE (PVBs)
APE (PSBs) + APE (PVBs)

× 100
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Analysis & Interpretation

Total Income Per Employee (TIPE) is related to banks total earning through all the means and dividing 
that with the number of employees. The total income per employee of public sector banks has grown from 
Rs. 0.247 Cr. in 2007 to Rs. 0.898 Cr. in 2016 and in case of private banks TIPE has raised from Rs. 0.437 
Cr. to Rs. 0.789 Cr. in last ten years. On an average basis, TIPE of private banks is reported Rs. 0.63 crore 
greater than public ones i.e. Rs. 0.59 crore, but the growth rate of public banks is higher than the private 
ones. Spread is the difference between interest earned (on loans and advances) and interest paid (on 
deposits and borrowing) by the banks. It is very useful in determining the profitability of banks. In all the 
years private banks were ruling in terms of spread per employee as compared to public banks as the mean 
of SIPE of private banks is reported to be Rs. 0.19 crore comparatively to Rs. 0.16 crore in public banks. 
The OPPE of public sector banks have raised from Rs. 0.0367 Cr. to Rs. 0.0996 Cr. from 2006 to 2016 
with a growth rate of 11.70%. The OPPE of private banks have raised from Rs. 0.0531 Cr. to Rs. 0.130 Cr. 
with a growth rate of 10.49%. Both the sectors have increased their OPPE and the growth of public banks 
is also higher than the private banks but private sector banks have consistently performed better during 
the study period except the year 2011-12. NPPE of public banks have shifted from Rs. 0.0263 Cr. to Rs. -
0.0114 Cr. from 2007 to 2016 with wide fluctuations in the middle of the study period. The reason of 
negative NPPE in 2015-16 is due to that, all five nationalized banks PNB, CB, BOB, BOI and CBI have 
reported loss in this year. On the other hand, NPPE of private banks have increased from Rs. 0.0468 Cr. to 
Rs. 0.0867 Cr. from in the last ten years with a CAGR of 7.07% and C.V. of 25.10%. The gap index is 
lowest in the year 2008-09 between the two sectors and highest in the year 2015-16 i.e. 130.40%. In case 
of all the above four ratios, private banks are ruling public banks on average basis, while the growth rate 
of public banks is higher than the private banks. Despite having huge customer base and government 
backing, public banks are lagging behind the private banks which show the inefficiency of the public 
banks to generate income for the banks.



The Fixed Asset Per Employee (FAPE) of private banks have aroused from Rs. 0.053 Cr. to Rs. 0.060 Cr. 
from 2007 to 16. The gap index also reveals that the gap between both the sectors have reduced from -
41.34% to 16.07% with wide fluctuations from 2007 to 2016. Total assets per employee of private banks 
is reported to be higher in comparison to public banks, but after 2011-12 this picture totally reversed and 
public banks started to dominate the private banks in terms of TAPE. The TAPE of public sector banks has 
improved from Rs. 3.218 Cr. to Rs. 10.345 Cr., i.e. the three fold increase of TAPE of public banks, but the 
TAPE of private banks has not improved much, from Rs. 5.255 Cr. to Rs. 8.087 Cr. (1.5 times) only from 
2007 to 2016. Further, the CAGR reported of public banks (13.85%) is also greater than private banks 
(4.90%). Also, the gap index reported that the difference between the public and private sector banks has 
reduced as it gap index has shifted from -24.03% to 12.25%.
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Table 5 gives a summary of proxy indicators used for assessing employees productivity and employees 
cost. Ranking method has been used here to draw conclusion. In terms of employee productivity, private 
banks employees' are found to be performing better than public banks. In terms of employees' cost, 
private banks are ruling over public banks. The final ranks computed for public and private banks are 2 
(sum=26) and 1 (sum=19) respectively. Thus, it can be concluded here that employees of private banks 
are more productive and cost efficient than those of public banks.

Discussion

While comparing the productivity and cost of employees in public and private banks, it has been observed 
that there is not much difference in terms of employees' productivity between both the sectors. The impact 
of initiatives taken by government for efficient functioning of banks, technological advancement and 
reduction in overstaffing contributed in improved performance of public sector banks. The growth rate of 
public banks is found to be more than private banks in all the indicators except for net profit per employee. 
Further, the gap between both the sectors is also reducing indicating better performance of PSBs in 
coming years (table 3).

The cost factor is one of the vital factors lagging behind the public banks. Cost of public banks is reported 
higher in comparison to private banks among all the indicators (table 4). Though, the gap between both 
the sectors regarding cost is reducing, still greater efforts are required from the side of public banks to 
control its cost. The government control, bureaucratic problems, large employee base, mismatched and 
outdated policies, public serving motive and unions are creating hurdles in the path of public banks cost 
cutting. The study concludes that in present banking sector the productivity of private banks' employees 
is more than public sector banks. The findings of the study support the results of Aggarwal (2003), Kumar 
& Sreeramulu (2007) and Bhatia & Mahendru (2014) where the researcher concluded that performance 
of the modern banks are better than traditional banks on various indicators of employees' productivity.

The PSBs are trying their best for productivity improvement and cost effectiveness to perform at least at 
par with PVBs. Productivity performance of PSBs is improving on various indicators and at the same 
PSBs also stabilized its employee's base. Over the last ten years, employees' base of PSBs has increased 
just 1.14 times while the same stood at 3.37 times for PVBs. This indicates that productivity of PSBs 
employees is rising in real sense and in future PSBs may surpass the PVBs in productivity terms as they 
are growing at a faster rate than PVBs. An extra caution need to be taken up by PSBs regarding its cost 
factor which is decreasing its overall productivity. Due to government backing, public banks always have 
an upper hand over its counterparts and if the employees of public banks also adopt friendly behavior & 
empathy towards the customers and dedication and commitment towards the organization, no hurdle can 
stop the progressive path of public banks. However, under the present study, private banks are found to be 
better than public ones in productivity terms, but public banks showed greater potential and growth trend 
which helped them to reduce the gap between both the sectors.

Future Implications

There is a lot of scope related to future research in productivity and performance measurement of banking 
sector. The gap between both the sectors is continuously decreasing and it would be interesting to observe 
the performance of public and private banks in future as the recent changes in banking surely help both 
the sector to improve their productivity. The present study has given equal weightage to all the proxy 
indicators while some indicators can better explain the productivity and cost than others. This limitation 
leads to further research in this area; where weightage as per the relative importance of proxy indicators 
can be assigned. In addition, other ownership bank groups can also be taken for productivity 
measurement of banking sector in the country.
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