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The paper analyses the impact of banking sector reforms on banks under different sectors i.e. public,
private and foreign. Moreover the paper examines the effect of ownership on efficiency and profitability
after the liberalization and banking sector reforms. Efficiency of banks has been estimated with the help
of Data Envelopment Analysis (DEA) approach. A comparison of efficiencies and profitability has been
made among public, private and foreign banks at two points of time i.e. for 1998-99 and 2004-05. The
results clearly indicate that private banks are more efficient than public and foreign banks.

INTRODUCTION
The financial system has to play a crucial role in mobilization of funds and their

allocation to most productive use to fulfill its role in economic growth. The financial services
industry needs to operate on the basis of operational flexibility and functional autonomy with
a view to enhance efficiency, productivity and profitability. Despite impressive quantitative
achievements, several distortions have crept into the Indian financial system especially with
respect to allocation of resources and productivity. Profitability has suffered, portfolio quality
has deteriorated, work technology is outdated and transaction costs have mounted (Uppal and
Kaur, 2006). To overcome these problems, financial sectors reforms were introduced in the
country covering banking, insurance and capital market where the core aspects needed to be
improved. As the banking sector is the most dominant segment of the financial sector,
therefore the banking sector reforms formed the core of objectives for improving efficiency,
productivity and profitability of banks (Kulkarni and Desai, 2004). These reforms were
introduced in two phases in 1991 and 1997. The banking sector reforms have brought in
major changes with the improvement in efficiency of the banks. Narasimham Committee-I
and II in 1991 and 1997 respectively, has given the banking sector reforms a big push, which
have been undertaken as a part of financial sector and overall economic reforms since 1991.

The first phase of Narasimham Committee-I aimed at providing necessary platform to
the banking sector to operate on the basis of operational flexibility and functional autonomy,
thereby enhancing the efficiency, productivity and profitability. These reforms brought out
structural changes and improved their overall performance. But cataclysmic changes were
taking place in the world economy, coinciding with globalization (Sobti, 2003). Second phase
reforms were recommended by the Narasimham Committee-II to make the banks capable to
compete successfully in the changing environment. Major recommendations of this
committee were:
 Gradual reduction of CRR and SLR
 Prudential norms and capital adequacy measures were initiated in line with the

international standards
 Deregulation of interest rates
 Priority sector lending
 Free entry and exit of banks
 Permission to access capital market to meet their requirements
 Affording operational flexibility to banks in the asset/liability management
 Computerization of banks
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 Reduction in Non-Performing Assets (NPAs) and introduction of Voluntary
Retirement Scheme (VRS) for reducing surplus staff

 Reduction of government shareholding in government owned banks
As a result of the implementation of these reforms, Indian banking sector has

undergone a sea change as compared to a decade ago. The highly regulated and directed
banking system is now transforming itself into a system characterized by openness,
competition and prudence. The development conforms to the liberalization and globalization
needs of the Indian economy (Desai, 1987).

How have banks performed under the reform process from 1998-99 to 2004-05?
Which sector is more efficient, public banking sector, private banking sector or foreign
banking sector? What are the issues that deserve focused attention of the policy-makers?
These are some of the questions that need to be addressed.

REVIEW OF LITERATURE
There have been a number of empirical studies on Indian banks in order to analyse the

banking sector reforms. Bhole (2006) argued that the increased competition increases the
efficiency of banks and the profitability of different types of banks clearly revealed that there
is little relationship between the ownership and profitability of banks. Similarly the
performance of all types of banks has not improved consistently and significantly with the
passage of years during 1991 to 2003. Therefore the performance of banks over the years
does not enable us to claim that financial sector reforms have been successful. Sarker and Das
(1997) compared the performance of private and foreign banks for the year 1994-95 by using
measures of profitability, productivity and financial management. They found Public Sector
Bank (PSBs) performing poorly with the other two categories. Verma (2002) analyzed the
intertemporal profitability behavior of State Bank of India (SBI) group, other nationalized
and foreign banks in India. They empirically estimated factors influencing the profitability of
banks. They concluded that priority sector advances (in case of PSBs), and spread and burden
(for all categories of banks) were the major and significant factors that influence the
profitability of banks. Ojha (1997) in his paper made an international comparison of
productivity and profitability of Indian banks. Analysis indicated unsatisfactory position in
the case of Regional Rural Banks (RRBs) and relatively lower productivity in the private
sector banks. Bhattacharya (1997) examined the impact of partial liberalization during mid-
eighties on the productive efficiency of different categories of banks using data envelopment
method. Their study covered seventy commercial banks in the period 1986-91. They found
that public sector banks had the highest efficiency followed by foreign banks. The private
sector banks were found to be the least efficient.

An attempt has also been made in this paper to answer above said questions with the
following specific objectives:

1. To analyze the relative profitability of pubic sector, private sector and foreign sector
banks of India over the study period i.e. 1998-99 to 2004-05.

2. To analyze the comparative efficiency of the sector, private sector and foreign sector
banks of India over the study period.

3. To derive some policy implications and give suggestions in the light of this research.

Database and Methodology
In the present study the decision making units are public banks, private banks and

foreign banks, as the study aims to evaluate the efficiency of the different set of banks under
different ownership sectors, and the banking sector reforms. The sample consists of 72 banks
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in total, of which 24 banks belong to public sector, 24 belong to private sector and 24 belong
to foreign sector.

Banks consist of Nationalized Banks and State Bank group. Nationalized Banks are
government banks and the minimum shareholding was 51 percent by the Central Government
of India, but in 2000-01, the Union Budget has envisaged a reduction in the minimum
government shareholding to 33 percent. The government has permitted banks to access
capital market, both at home and abroad (Debasish and Mishra, 2005).

A major banking development in the 1950s was nationalization of the Imperial Bank
of India and its transformation into State Bank of India. This was the outcome of the
recommendations of the committee appointed by Reserve Bank of India (RBI) in 1951. The
committee recommended the setting up of a State Bank as one strong state partnered
commercial banking institution with an effective machinery of branches spread throughout
the country to stimulate banking development by providing vastly extended remittance
facilities for the cooperative and other banks and by following a policy consistent with the
national policies adopted by the government with departing from the canons of sound
business. Subsequently, in 1960, seven banks which had special connection with the
erstwhile princely states became subsidiaries of State Bank of India.

Private sector banks consist of old private sector banks and new private sector banks.
Old private sector banks consist of banks that were established by the privy states,
community organizations or by a group of professionals for the cause of economic betterment
in their area of operations. Initially their operations were concentrated in a few regional areas.
However their branches slowly spread throughout the nation as they grew. New private sector
banks were started as profit oriented companies after the Reserve Bank of India (RBI) opened
the banking sector to the private sector. These banks are mostly technology driven and better
managed then other banks (Singh, 2007).

Foreign banks have great access to the international network which facilitate import
of ideas and systems regarding the financial environment available internationally and the
extent to which it can be adopted in the host country (Jugale, 2006).

Required data for these sample banks has been taken at two points of time i.e. 1998-
99 and 2004-05. Data for analysis has been drawn from the various issues of “Report on
Trends and Progress of Banking in India, published by Reserve Bank of India. It contains
information about all the banks in India, including public, private, foreign and cooperative
banks. Information available includes data from the banks, profit and loss account, balance
sheets and also fund flow accounts.

Three input measures and one output measure has been used. The inputs used include
interest expended as percentage of total assets, operating expenses as percentage of total
assets and net non performing assets as percentage of net advances. The output variable is net
profit over loss as percentage of total assets.

The appropriate measure used to check the performance and efficiency of sample
banks is Data Envelopment Analysis (DEA). The method is able to assess multiple variables
simultaneously. DEA is an alternative as well as complement to traditional approaches. Some
methods fail to estimate the relative efficiency of individual Decision Making Unit (DMU) as
they only identify the central tendencies. DEA is a performance assessment tool useful for
calculating patterns of dynamic efficiencies. Using only observed output and input data for
observations, the DEA algorithm calculates an ex-post measure of how efficient each
observation was in converting inputs to outputs accomplished by the construction of an
empirically based production frontier, and by evaluating each observation against all the
others which are included in the data set (Banker et al., 1984). Thus the results that are
arrived at, in the present study, evaluate which sector is most efficient and vice versa. It also
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evaluates the efficiency of individual banks in comparison to the other banks, since, for each
bank single efficiency statistics has been calculated for the two study years (Emrouznejad and
Podinovski, 2004).

As developed by Charnes et al. (1978), DEA maximizes the ratio of weighted output
to weighted input of each observation. This approach proceeds by constructing efficiency
scores for a number of observations. For each observation a single efficiency statistic, a ratio
measure of performance as to how efficient each observation is in converting a set of inputs
jointly and simultaneously into a set of outputs, is calculated. Since the best unit has to score
1 on a scale of 0 to 1, the difference in scores gives an idea of the scope of possible
improvement. In the study DEA procedures have been used to generate BCC efficiency
scores for all the 72 banks of India for two points of time i.e. for 1998-99 and 2004-05.
Profitability of the banks has been calculated by using the following formula:

Net Profit/Loss x 100
Total Assets

Other than these above-mentioned techniques, simple statistical tools like ratio,
percentages and tabular analysis has been used.

FINDINGS
To evaluate the impact of liberalization on different banks, profitability is an

important indicator of the performance. An analysis of profitability of a bank provides an
insight into its effectiveness in the utilization of funds and its managerial efficiency
(Srivastava and Nigam, 2005). In this study we have employed one important profitability
ratio, i.e. Net Profit over Loss as Percentage of Total Assets. Tables 1 and 2 exhibit
information pertaining to Net Profit over Loss to Percentage of Total Assets for the years
1998-99 and 2004-05 respectively. In 1998-99, under public sector there are 11 banks with
less than .5 percent profitability, eleven banks between .5 and 1 and only two banks with
more than 1 percent profitability. Under private sector there are seven banks with less than 5
percent profitability, 11 banks between .5 to 1 percent profitability and six banks with more
than one percent profitability. Similarly, under foreign banks there are eleven banks with less
then .5 percent profitability, three banks between .5 to 1 percent profitability and ten banks
with more than 1 percent profitability are there.

TABLE 1
Profitability of Sample Banks in the Year 1998-99

Types of Banks
Profitability (% age) Types of Banks

Public Sector Private sector Foreign sector
Less than .5 11(45.83) 7(29.17) 11(45.83)
.5 to 1 11(45.83) 11(45.83) 3(12.5)
More than 1 2(8.34) 6(25) 10(41.67)
Total 24 (100) 24 (100) 24 (100)

Note: Figures in the brackets are respective percentages
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TABLE 2
Profitability of Sample Banks in the Year 2004-05

Profitability (% age) Types of Banks
Public Sector Private sector Foreign sector

Less than .5 3 (12) 12(50) 7(29.17)
.5 to 1 11(45.83) 4(16.67) 3(12.5)
More than 1 10(41.67) 8(33.33) 14(58.33)
Total 24 (100) 24 (100) 24 (100)

Note: Figures in the brackets are respective percentages

On the other hand if we look at Table 2, showing profitability in the year (2004-05), it
can be observed that in public sector banks, there are only three banks with less than .5
percent profitability, eleven banks between .5 to 1 percent profitability and ten banks with
more than 1 percent profitability. This shows a positive effect of liberalization or banking
sector reforms on pubic sector banks. Private sector banks show twelve banks with less
than .5 percent profitability, four banks between .5 to 1 percent and eight banks with more
than 1 percent profitability in 2004-05. This shows that some banks became more profitable
and other became less profitable. Foreign banks also showed positive effect with seven banks
recording profitability less than .5 percent. There were only three banks between .5 to 1
percent and fourteen banks with more than 1 percent profitability. Overall, there is a positive
impact of banking sector reforms on profitability of public, private and foreign banks sector.

As stated earlier to evaluate the efficiency and performance of sample banks, three
inputs and one output variable has been taken from the banking sector. The Frontier Analyst
Professional is used to examine the banks efficiency scores of public, private and foreign
banks.

TABLE 3
Efficiency Score of Public Sector Banks for the Year 1998-99

Sr. No. Name of the Banks Score
1. Corporation Bank 1
2. Punjab National Bank 1

3. Oriental Bank of Commerce .91

4. Bank of Baroda .66

5. Andhra Bank .63

6. Allahabad Bank .61

7. Dena Bank .53

8. Canara Bank .36

9. Bank of Maharashtra .36

10. Central Bank of India .32

11. Bank of India .31

12. India Overseas Bank .16

13. Syndicate Bank .02

14. State Bank of Hyderabad .01

15. State Bank of Bikaner and Jaipur .01
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16. State Bank of Indore .0078

17. Punjab and Sind Bank .0077

18. Indian Bank .0076

19. Union Bank of India .0075

20. State Bank of India .0072

21. State Bank of Mysore .0056

22. Vijaya Bank .0045

23. United Bank of India .0014

24. UCO Bank .0001

The score of public sector banks in 1998-99 (Table 3) shows that Corporation Bank
and Punjab National Bank are the biggest players having efficiency score of 1 followed by
Oriental Bank of Commerce with efficiency score of .91. Least efficient score or least
efficient bank is UCO Bank, with score of .0001. There are nine banks with very low
efficient scores.

TABLE 4
Efficiency Scores of Private Sector Banks for the Year 1998-99

Sr. No. Name of Bank Score
1. Lakshmi Vilas Bank 1

2. Jammu and Kashmir Bank Limited 1

3. HDFC Bank Limited 1

4. SBI Commercial and International 1

5. Karur Vysya Bank Limited .87

6. Bank of Punjab Limited .79

7. ICICI Bank Limited .78

8. Karnataka Bank Limited .71

9. City Union Bank Limited .65

10. Tamilnad Mercentile Bank Limited .65

11. Nainital Bank Limited .60

12. UTI Bank Limited .58

13. Bharat Overseas Bank Limited .56

14. Dhanalakshmi Bank Limited .50

15. United Western Bank Limited .48

16. IndusInd Bank Limited .41

17. Ratnakar Bank Limited .30

18. Centurion Bank Limited .20

19. Sangli Bank Limited .15

20. South Indian Bank Limited .06
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21. Ganesh Bank of Kurundwad Limited .05
22. Federal Bank Limited .02

23. Catholic Syrian Bank Limited .01

24. Bank of Rajasthan Limited .0065

Table 4 shows that in 1998-99, four private sector banks had an efficiency score of 1
and these were Lakshmi Vilas Bank, Jammu and Kashmir Bank, HDFC Bank and SBI
Commercial and International, followed by Karur Vysya Bank Limited with efficiency score
of .87. In this table, least efficient bank is Bank of Rajasthan Ltd with score of .0065. So at
this point of time private sector banks are more efficient than sector banks as there are four
banks with 1 score in private sector and two banks with 1 score in sector. Moreover, the least
efficient bank in private sector is with .0065 score and the least efficient bank in public sector
is with .0001 score.

TABLE 5
Efficiency Scores of Foreign Banks for the Year 1998-99

Sr. No. Name of Bank Score

1. Arab Bangladesh Bank Limited 1

2. Krung Thai Bank Limited 1

3. Sonali Bank 1

4. Chohung Bank .95

5. Bank of Ceylon .72

6. ABN-AMRO Bank N.V. .65

7. Bank of America NA .63

8. BNP Paribas .29

9. Deutsehe Bank AG .27

10. JPMorgan Chase Bank .27

11. Bank of Bahrain and Kuwait B.S.C .24

12. Citibank N.A. .22

13. Abu Dhabi Commercial Bank Limited .20

14. HSBC Limited .17

15. Barclays Bank PLC .05

16. American Express Bank Limited .03

17. Mizuho Corporate Bank Limited .03

18. Standard Chartered Bank .0068

19. ING Bank N.V. .0059

20. Oman International Bank S.A.O.G. .0056

21. Societe Generale .0034

22. Mashrebank .0024

23. Chinatrust Commercial Bank .0021
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24. Bank Internasional Indonesia .0005

Table 5 shows the scores of foreign sector banks in 1998-99. Arab Bangladesh Bank
Limited, Krung Thai Bank Limited and Sonali Bank are three banks with perfect efficient
score of 1. Least efficient bank in 1998-99 in foreign sector is Bank International Indonesia
with score of .0005. So we can say that foreign banks are also more efficient than private
sector banks but less efficient than private sector banks. In Table 5, out of total 24 foreign
banks, seven banks are with very low efficiency score.

TABLE 6
Efficiency Scores of Public Sector Banks in Year 2004-05

Sr. No. Name of Bank Score

1. Andhra Bank 1
2. Oriental Bank of Commerce 1

3. Punjab National Bank 1

4. Vijaya Bank 1

5. State Bank of Mysore .96

6. Corporation Bank .88

7. Union Bank of India .81

8. Indian Overseas Bank .76

9. Allahabad Bank .75

10. United Bank of India .71

11. State Bank of Bikaner and Jaipur .68

12. State Bank of India .67

13. Canara Bank .64

14. Indian Bank .63

15. State Bank of Indore .63

16. Syndicate Bank .56

17. State Bank of Hyderabad .53

18. Bank of Baroda .47

19. UCO Bank .46

20. Bank of Maharashtra .31

21. Central Bank of India .31

22. Bank of India .22

23. Dena Bank .14

24. Punjab and Sind Bank .0068

In 2004-05, in case of public sector banks, four banks, Andhra Bank, Oriental Bank of
Commerce, Punjab National Bank, Vijaya bank were with efficiency score of 1 (Table 6).
These banks are followed by State Bank of Mysore with .96 score and Corporation Bank
with .88 score, and the least efficient bank is Punjab and Sind Bank with scoreo f .0068.
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TABLE 7
Efficiency Scores of Private Banks in the Year 2004-05

Sr. No. Name of the Bank Score

1. City Union Bank Limited 1

2. HDFC Bank Limited 1

3. IndusInd Bank Limited 1

4. Karnataka Bank Limited 1

5. Karur Vysya Bank Limited 1

6. Nainital Bank Limited 1

7. Tamilnad Mercentile Bank Limited .89

8. ICICI Bank Limited .86

9. UTI Bank Limited .81

10. Bharat Overseas Bank Limited .55

11. Jammu and Kashmir Bank Limited .52

12. Federal Bank Limited .43

13. Bank of Rajasthan Limited .35

14. Centurion Bank Limited .29

15. Catholic Syrian Bank Limited .15

16. South Indian Bank Limited .06

17. Lakshmi Vilas Bank Limited .05

18. SBI Commercial and International .0086

19. Dhanalakshmi Bank Limited .0070

20. United Western Bank Limited .0070

21. Ganesh Bank of Kurundwad Limited .0060

22. Sangli Bank Limited .0060

23. Ratnakar Bank Limited .0058

24. Bank of Punjab Limited .0050

On the other hand in 2004-05, in case of private sector banks, City Union Bank
Limited, HDFC Bank Limited, IndusInd Bank Limited, Karnataka Bank Limited, Karur
Vysya Bank Limited and Nainital Bank Limited, had efficiency score of 1, followed by
Tamilnadu Mercentile Bank Ltd with .89 score (Table 7). Least efficient bank in private
sector banks is Bank of Punjab Ltd with .0050 score.

TABLE 8
Efficiency Scores of Foreign Banks in the Year 2004-05

Sr. No. Name of Bank Score



© Apeejay Journal of Management and Technology

January 2009 ,Vol.4 ,No:1

1. Barclays Bank PLC 1

2. JPMorgan Chase Bank 1

3. Mizuho Corporate Bank Limited .68

4. Chohung Bank .66

5. Arab Bangladesh Bank Limited .65

6. Sonali Bank .60

7. Mashrebank Pse .58

8. Societe generale .52

9. Bank of Ceylon .45

10. Bank of America NA .44

11. Standard Chartered Bank .41

12. ING Bank N.V. .34

13. HSBC Limited .31

14. Citibank N.A. .28

15. Deutsches Bank AG .21

16. ABN-AMRO Bank N.V. .17

17. BNP Paribas .07

18. American Express Bank Limited .02

19. Krung Thai Bank co Limited .01

20. Oman International Bank .0049

21. Bank International Indonesia .0025

22. Bank of Bahrain and Kuwait .0023

23. Abu Dhabi Commercial Bank Ltd .0021

24. Chinatrust Commercial Bank .0013

Table 8 shows the relative scores of foreign sector banks in 2004-05. Here only two
banks, Barclays Bank PLC and JPMorgan Chase Bank have efficiency score of 1 and the
least efficient bank is Chinatrust Commercial Bank with an efficiency score of .0013. On
comparing public, private and foreign sector banks, in 2004-05, it can be observed that
private sector banks are more efficient than public banks and foreign banks. Private sector
banks in 2004-05 have six banks with efficiency score of 1, public sector banks have four
banks with efficiency score of 1 and foreign sector banks have only two banks with
efficiency score of 1. It is quite obvious that private sector banks are more efficient than
public sector banks and foreign sector banks. But here public sector banks are also more
efficient then foreign sector banks. But if we examine the efficiency of each individual bank
then many banks showed improvement in their efficiencies. Vijaya Bank in 1998-99
has .0045 score but in 2004-05 it showed 1 efficiency score. On the other hand many banks
became less efficient. For instance, Bank of Baroda had efficiency score of .66 in 1998-99
but it became less efficient with .47 score in 2004-05. Similarly, in private sector banks and
foreign sector banks many banks showed improvement while few others became less efficient.
SBI Commercial and International showed efficiency score of 1 in 1998-99 but in 2004-05 it
showed efficiency score .0086. IndusInd Bank showed efficiency score of .41 in 1998-99 and
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1 in 2004-05. In foreign banking sector JPMorgan showed efficiency score of .27 in 1998-99
and 1 in 2004-05 and Krung Thai Bank showed efficiency score of 1 in 1998-99 and .01 in
2004-05.

CONCLUSIONS
It can be concluded that private sector banks are more efficient than public and

foreign sector banks and public sector banks are more efficient than foreign sector banks. It
can be inferred that the banking sector reforms in India have transformed the Indian banking
system from an unprofitable, inefficient and financially unsound system to a competitive
system driven by forces. The reform period has experienced growth of public sector banks in
an environment of operational flexibility. The increased competitiveness has led to
improvement in the efficiency of the public banking system and private banking system.

From the analysis it can also be concluded that the banking sector reforms have
improved the performance of banking sector as the profitability of the banks irrespective of
ownership of the banks has increased overtime. Therefore it is being suggested that all the
banks should implement all the recommendations of the first and second Narasimaham
committee in the true spirit and create the proper work culture to face the global competition
efficiently. Time to time, the efficiency of reforms should be evaluated and any deficiency
and misunderstanding should be removed. In view of various domestic as well as
international developments, that have been taking place, it is extremely important to chalk out
a path by reviewing reforms for third time for the efficient functioning of banking in the new
millennium.
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