
i 

 

 

Performance  of the Indian Banking Sector in the Basel 

Regime 

 

A Dissertation submitted in Partial Fulfillment of the Requirements 

for Fellow Programme in Management 

Indian Institute of Management Indore 

 

By 

Dipayan Roy 

Submitted in 

March 2014 

 

 

Thesis Advisory Committee: 

Prof. Dipayan Datta Chaudhuri 

(Chair) 

 

………………………………… 

Prof. Amlendu Dubey           Prof Vinaysingh J Chawan 

(Member)            (Member) 

 

.……………………………                 ……………………………... 



iv 

 

List of Abbreviations  

AGTA: Advances to government undertakings to total advances 

AMA: Advanced Measurement Approach 

ANBC: Adjusted Net Bank Credit 

ASTTA: Advances secured by tangible assets to total advances 

BCBS: Basel Committee on Banking Supervision 

BIA: Basic Indicator Approach 

BPE: Business per Employee 

CAR: Capital Adequacy Ratio 

CCB: Capital Conversion Buffer 

CDO: Credit Debt Obligation 

CDS: Credit Default Swap 

CRAR: Capital to Risk weighted Asset Ratio 

CRR: Cash Reserve Ratio 

DEA: Data Envelopment Analysis 

DMU: Decision Making Units 

FE: Fixed Effects 

GSTI: Government securities to total investments 

NFSR: Net Stable Funding Ratio 

NPA: Non Performing Assets 

NPANA: Non Performing Assets to Net Advances 

OBALEX: Off balance Sheet Exposure 

OPRTA: Operating Profit to Total Assets 

OTE: Overall Technical Efficiency 

PLR: Prime Lending Rate 

PSATA: Priority sector advances to total advances 

PSB: Public Sector Banks 

PTE: Pure Technical Efficiency 

RBI: Reserve Bank of India 



v 

 

RE: Random Effects 

ROA: Return on Assets 

ROE: return on Equity 

RWA: Risk Weighted Assets 

SA: Standardised Approach 

SBI: State Bank of India 

SE: Scale Efficiency 

SFA: Stochastic Frontier Approach 

SLR: Statutory Liquidity ratio 

TA: Total Assets 

TE: Technical Efficiency 

TTE: Transformed Technical Efficiency 

UATA: Unsecured advances to total advances 

VAR: Value at Risk 

 

  



vi 

 

Table of Contents 

Acknowledgement ................................................................................................................................. ii 

List of Abbreviations  .......................................................................................................................... iv 

Abstract  ................................................................................................................................................. x 

1. Introduction ....................................................................................................................................... 1 

1.1. The Rationale for setting up the Basel Committee  ..................................................................... 1 

1.2. Evolution of Basel Norms ............................................................................................................ 2 

1.3. Brief Overview of Basel Norms................................................................................................... 3 

1.3.1 Basel I .................................................................................................................................... 3 

1.3.2 Basel II ................................................................................................................................... 4 

1.3.3 Basel III .................................................................................................................................. 6 

1.4. Implementation of Basel Norms in India ..................................................................................... 7 

1.5. Objective of the Study ............................................................................................................... 13 

2. Impact of Basel Norms on the Banks ............................................................................................ 15 

2.1 Impact of Basel Norms on the Portfolio Composition of Banks................................................. 15 

2.2 Impact of Basel Norms on the Lending Behaviour of Banks ..................................................... 16 

2.3 Analysis of the Impact of Basel Norms in the Indian Banking Sector  ...................................... 17 

2.3.1 Data ...................................................................................................................................... 18 

2.3.1 Time period .......................................................................................................................... 18 

2.4 Observations: Impact of Basel Norms in the Indian banking Sector  ......................................... 21 

2.4.1 Investment in Government Securities .................................................................................. 21 

2.4.2 Advances to Government Undertakings .............................................................................. 21 

2.4.3 Unsecured Advances and Advances secured by Tangible Assets  ...................................... 21 

2.4.4 Priority Sector Advances ..................................................................................................... 22 

2.5 Conclusion  ................................................................................................................................. 22 

3.An Analysis of the Performance of the Indian Banking Sector  ........................................ 24 

3.1 Research Objective ..................................................................................................................... 24 

3.2 Data and Time Period ................................................................................................................. 24 

3.3 Analysis of the Financial Performance Indicators  ..................................................................... 25 

3.3.1 Profitability .......................................................................................................................... 25 

3.3.1 Productivity .......................................................................................................................... 29 

3.3.1 Asset Quality ........................................................................................................................ 30 

3.4 Analysis of the Social Performance Indicators  .......................................................................... 31 

3.4.1 Priority Sector Advances to Total Advances ....................................................................... 31 

3.4.2 Rural branches ..................................................................................................................... 34 

3.5 Conclusion .................................................................................................................................. 34 



vii 

 

4. Analysis of Efficiency of the Indian Banking Sector.................................................................... 36 

4.1Introduction .................................................................................................................................. 36 

4.2 Research Objective ..................................................................................................................... 36 

4.3. Connotations and Methodology for Efficiency Analysis ........................................................... 36 

4.4. Evidences from Literature .......................................................................................................... 38 

4.5. Choice of Methodology ............................................................................................................. 41 

4.5.1 Data Envelopment Analysis ................................................................................................. 42 

4.5.2 Choice of Variables.............................................................................................................. 43 

4.6. Results and Analysis .................................................................................................................. 44 

4.7. Conclusion ................................................................................................................................. 50 

5. Impact of Capital Adequacy Ratio on the Performance of the Indian Banking Sector ........... 51 

5.1Introduction .................................................................................................................................. 51 

5.2 Research Objective ..................................................................................................................... 52 

5.3. Behavioural Pattern of CAR in the Indian Banking Sector  ...................................................... 52 

5.4. Data and Framework .................................................................................................................. 58 

5.5. Methodology .............................................................................................................................. 59 

5.6. Analysis: Impact of CAR on the Performance of the Indian Banking Sector  ........................... 61 

5.6.1 Results .................................................................................................................................. 62 

5.7. Conclusion ................................................................................................................................. 64 

6. Adoption of Capital Adequacy Norms of Basel III in the Indian Banking Sector .................... 65 

6.1Introduction .................................................................................................................................. 65 

6.2 Basel III Capital Requirements in India  ..................................................................................... 66 

6.2.1 Elements of Tier I Capital  ................................................................................................... 67 

6.2.2 Elements of Additional Tier I Capital  ................................................................................. 67 

6.2.3 Elements of Tier II Capital  ................................................................................................. 68 

6.3. Research Objective and Hypotheses  ......................................................................................... 68 

6.4. Data and Time period ................................................................................................................. 70 

6.5. An analysis of the quality of Capital .......................................................................................... 71 

6.5.1 Observations ........................................................................................................................ 73 

6.6 Results and Analysis: Impact of Basel III Implementation announcement on the Capital of the 

Indian Banking Sector ....................................................................................................................... 73 

6.7. Conclusion ................................................................................................................................. 75 

7. Conclusion ....................................................................................................................................... 76 

References ............................................................................................................................................ 81 

Appendix .............................................................................................................................................. 87 



viii 

 

List of Tables and Figures 

Chapter 1 .................................................................................................................................................  

Table 1.1- Comparison of RBI guidelines with that of Basel III Guideline ..................................... 12 

Chapter 2 .................................................................................................................................................  

Table 2.1 a - Shift in asset composition of SBI and its associates .................................................... 20 

Table 2.1 b - Shift in asset composition of Nationalised Banks ....................................................... 20 

Table 2.1 c - Shift in asset composition of Private sector Banks ...................................................... 20 

Table 2.1 d - Shift in asset composition of Foreign Banks ............................................................... 20 

Chapter 3 .................................................................................................................................................  

Table 3.1 - Performance indicators and their measures .................................................................... 25 

Figure 3.1a An Overview of Operating Profit ratio over the three regimes...................................... 26 

Figure 3.1b An Overview of Return on Assets over the three regimes ............................................ 27 

Figure 3.1c An Overview of Return on Equity over the three regimes ............................................ 28 

Figure 3.2 An Overview of Business Per Employee over the three regimes .................................... 29 

Figure 3.3 An Overview of the Ratio of Net NPAs to Net Advances over the three regimes .......... 30 

Table 3.2 - Ownership wise- Priority Sector Advances to Total Advances  ..................................... 33 

Table 3.3 - Ownership wise number of  Rural branches of the banks in 2013 ................................. 34 

Chapter 4 .................................................................................................................................................  

Figure 4.1: Approaches for measurement of Bank efficiency .......................................................... 37 

Table 4.1: Summary of OTE across different ownerships for different years .................................. 45 

Table 4.2: Summary of PTE across different ownerships for different years ................................... 47 

Table 4.3: Summary of SE across different ownerships for different years  .................................... 49 

Chapter 5 .................................................................................................................................................  

Figure 5.1 CAR Trends of the SBI and Associates ........................................................................... 54 

Figure 5.2 CAR Trends of Nationalised Banks ................................................................................ 55 

Figure 5.3 CAR Trends of the Private Sector Banks ........................................................................ 56 

Figure 5.4 CAR Trends of the Foreign Banks .................................................................................. 57 

Table 5.1 Framework of the Study.................................................................................................... 58 

Table 5.2 - Results from Panel Data Regression............................................................................... 63 

Chapter 6 .................................................................................................................................................  

Table 6.1 Capital Requirements in Indian Banking Sector as Per RBI............................................. 66 

Table 6.2: Null and Hypotheses set of the Impact of Basel III implementation announcement on the 

various elements of bank capital........................................................................................................69 

Figure 6.1: Capital Adequacy Ratio in the Basel II Regime ............................................................. 71 



ix 

 

Figure 6.2 Capital Adequacy Ratio- Tier I in the Basel II Regime ................................................... 72 

Figure 6.3: Capital Adequacy Ratio Tier II in the Basel II Regime.................................................. 72 

Table 6.3: Impact of Basel III implementation announcement on Total paid up share capital of the 

banks ................................................................................................................................................. 73 

Table 6.4: Impact of Basel III implementation announcement on CAR Tier I of the banks ............ 74 

   Table 6.5: Impact of Basel III implementation announcement on CAR Tier II of the banks ............ 74 

Appendix 

Appendix 1a: Ratios of Asset composition of SBI and its Associates .............................................. 87 

Appendix 1b : Ratios of Asset composition of  Nationalised Banks ................................................ 90 

Appendix 1c: Ratios of Asset composition of Private Sector Banks ................................................ 97 

Appendix 1d: Ratios of Asset composition of Foreign Banks ........................................................ 106 

Appendix 2.a. Graphical Illustration of Data Envelopment Analysis and Construction of the 

Efficient Frontier ............................................................................................................................. 117 

Appendix 2.b.1. OTE scores of SBI and its Associates .................................................................. 119 

Appendix 2.b.2. OTE scores of Nationalised Banks ....................................................................... 120 

Appendix 2.b.3. OTE scores of Private Sector Banks .................................................................... 121 

Appendix 2.b.4. OTE scores of Foreign banks ............................................................................... 122 

Appendix 2.c.1. PTE scores of SBI and its Associates  .................................................................. 123 

Appendix 2.c.2. PTE scores of Nationalised Banks........................................................................ 124 

Appendix 2.c.3. PTE scores of Private Sector Banks ..................................................................... 125 

Appendix 2.c.4. PTE scores of Foreign banks ................................................................................ 126 

Appendix 2.d.1. SE scores of SBI and its Associates ..................................................................... 127 

Appendix 2.d.2. SE scores of Nationalised Banks .......................................................................... 128 

Appendix 2.d.3. SE scores of Private Sector Banks ....................................................................... 129 

Appendix 2.d.4. SE scores of Foreign Banks  ................................................................................ 130 

  



x 

 

ABSTRACT 

With the liberalization of the Indian economy in 1991 and the banking sector reforms of 

1998, the Indian banking sector witnessed an implementation of credible paradigm shift. Ever 

since the Indian banking sector has been engineered towards compliance to the Basel 

Accords with the authoritative assertiveness of the RBI. These regulation aimed at easing 

directed credit restrictions under the priority sector lending arrangements, reduction of 

statutory pre-emptions, deregulation of the interest rates and fostering prudential norms.  

In this era of holistic convergence to the Basel norms, the weakening of the entry barriers due 

to the financial liberalization brought in the inception of competition in the sector along with 

technological advancements and challenged the adaptive potential of the existing banks. 

Compliance to these norms and in the run for its existence in the competitive environment, 

the banks objectively incubated diverging portfolio of products and services leading to a 

change in the capital allocation and business operations of the banks.  

Adherence to the capital adequacy standards measured in terms of the Capital Adequacy 

Ratio (CAR) prescribed by the Basel accords to balance the profitability and stability of the 

banks brought about significant shift in the portfolio composition of the banks. In our study 

we examine the changes in the asset and investment composition of the banks in the pre-

Basel era, Basel I era and Basel II era in the Indian banking sector. Further, we also analyse 

the impact of CAR on the performance of the Indian Banking sector measured in terms of 

profitability, efficiency, productivity and asset quality. 

The global financial crisis of 2007-2008 has paved the way for the Basel III norms with more 

emphasis on the quality of capital in the bank's balance sheet and by introducing buffers to 

withstand situations arising out of financial distress. Adherence to the Basel III capital 

adequacy norms has again posed new challenges for the banks to make necessary adjustments 
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in their capital base. With the RBI's announcement of adherence to the Basel III capital 

adequacy norms in the year 2010 by 2013, we analyse the preparedness of the banks to adopt 

the Basel III norms by studying the different elements of the capital of the banks. 

Keywords: Basel Accords, Basel III, Capital Adequacy Ratio, Bank Performance  

 

  

  


