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Abstract – The Indian financial sector has encountered an imperative auxiliary change since the dispatch 
of financial liberalization all through 1990's. It conveyed vital changes in the financial sector overall and 
banking particularly. While there have been important changes in the financial structure, India remains a 
bank overpowered financial framework. One of the genuine objectives of financial liberalization was to 
make the financial organizations more capable and able. Against this landscape, the present paper 
intends to examine the cost efficiency of the Indian banking sector applying the stochastic wild 
approach. Using the Fourier Flexible valuable structure likewise stochastic cost backcountry frameworks, 
the investigation reveals, the public sector banks are the best banks copied by the commonplace private 
sector and outside banks. The finding of the examination is extremely despite the worldwide 
confirmation. There could be a couple of potential reparations to this unusual finding. In any case, the 
standard forcing plan of action conflict - the public sector banks got the inclination of the main mover 
and in like manner the economies of scale. Second, the day and age of the examination is the time of 
joining for the remote banks and the new private banks. It is in light of the fact that, some banking 
specific changes as a piece of financial sector change proceeded till late 1990's.  

Do financial sector changes essentially achieve development of credit to the private sector? How does 
bank proprietorship impact the openness of credit to the private sector? Test evidence is to some degree 
mixed on these issues. We use the Indian involvement with liberalization of the financial sector to refresh 
this common contention. Using bank-level information from 1991-2007, we inquire as to whether public 
and private banks sent resources masterminded by decreased state seizure to grow credit to the private 
sector. We reveal that significantly after liberalization, public banks doled out a greater give of their 
assets for government securities than did private banks. Essentially, we in like manner reveal that public 
banks were more responsive in allocating reasonably more resources for subsidize the money related 
lack very periods when state pre-emption (estimated similarly as the essential to hold government 
securities as a segment of stakes) formally declined. These revelations derive that in enhancing 
countries, where elective channels of financing might be compelled, government obligation regarding, 
combined with high money related insufficiencies, may compel the increments from financial 
liberalization. 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - X - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

INTRODUCTION 

The Indian financial sector epitomizes a broad 
arrangement of business banks, financial 
organizations, stock trades and a broad assortment of 
financial instruments. It has encountered an imperative 
basic change since the beginning of financial 
liberalization in 1990s. At the point when financial 
liberalization, ensuing to mid-1960's till the mid 1990', 
the Indian financial framework was perceived as an 
instrument of public money (Agarwal, 2003). The 
progression of Indian financial sector in the post self-
ruling period could be disconnected into three eminent 
periods. All through the primary time frame (1947-68), 
the Reserve Bank of India (RBI) hardened its part as 
the workplace in charge of supervision and banking 
control (Sen and Vaidya, 1997). Till 1960's the neo-

Keynesian perspective overpowered, fought venture 
rates should be kept low in order to push capital 
social event (Sen and Vaidya, 1997). All through this 
period Indian financial sector was depicted by 
nationalization of banks, controlled credit and 
oversaw premium rates (Lawrence and Longjam, 
2003). The second time frame (1969 - mid 1980's), 
rumored to be the time of financial restraint. The 
financial suppression started with the nationalization 
of 14 business banks3 in 1969. As needs be connect 
with rate controls, guided credit projects, et cetera 
extended in degree all through this period (Sen and 
Vaidya, 1997). The third time frame, mid 1980's 
onwards, is depicted by joining, extension and 
liberalization. Anyway a more exhaustive 
liberalization program was begun by the government 
of India all through ideal on time 1990's.the power to 
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financial sector changes went with the convenience of 
three ground-breaking reports by the Chakravarty 
Committee in 1985, the Vaghul in 1987 and the 
Narasimham Trustees in 1991. In the meantime the 
recommendations of the Narasimham Committee 
outfitted the arrangement of the changes, especially as 
to banks and other financial organizations. In 1991, the 
government of India began a far reaching financial 
sector liberalization program. The liberalization 
program joins de-controlled venture rates, diminished 
store extents and continuously decreased government 
control of banking activities while building a market 
authoritative structure (Lawrence and Longjam, 2003).  

The noteworthy objectives of the financial liberalization 
were to improve the as a rule execution of the Indian 
financial sector, to make the financial organizations 
more skilled and more profitable. Regardless, Indian 
financial framework continues to be a bank based 
financial framework and the banking sector has a 
basic impact as a benefit mobiliser. It remains the 
essential wellspring of benefits for various families, 
little and medium endeavors and also provides food 
the immense business undertakings. Moreover 
furthermore outfits various other financial 
organizations. Underlining the imperativeness of the 
banking sector, various banking sector specific 
reforms4 as a piece of financial changes were familiar 
with improve the execution of the Indian banking 
sector and to make the Indian banks more prepared 
and profitable. Against this foundation, the present 
paper intends to affirm the efficiency of the banks 
working in India.  

Do financial sector changes basically realize 
augmentation of credit to the private sector, and how 
does bank ownership impact this relationship? Trial 
evidence is to a degree mixed on these issues. This 
paper uses the Indian involvement with liberalization of 
the financial sector to enlighten this open consultation. 
As a piece of its when all is said in done program of 
monetary liberalization, India propelled enormous 
financial sector changes in the mid-1990s. These 
joined moving the entry of new private and remote 
banks, changing premium rate controls, enhancing the 
piece of market controls, and lessening state pre-
emption of bank credit through abatements accessible 
for later besides statutory liquidity necessities, which 
together remained at more than 50 percent of property 
in 1992. On the other hand, regardless of these 
measures, the central proprietorship structure of the 
current banks remained broadly equivalent even 
various years after liberalization had at first started. 
Regardless of the way that there has been an 
imperative extend in the distribution of private and 
remote banks in total stakes, the Indian banking 
framework has remained dominatingly state-had. 
Then, the money related mishap and the level of 
government commitment have stayed high, with the 
solidified fiscal deficiency of the chose and state 
governments averaging around 7.8 percent of GDP in 

the vicinity of 1992 and 2007, and public commitment 
totaling in the region of 80 percent of GDP in 2007.  

Hauner (2008, 2009) takes a gander at the effects of 
public commitment on financial progression and 
separates between a secured holding view and a slow 
bank see. By giving tolerably protected possessions to 
the banks, public commitment credits prosperity to 
their portfolios. However meanwhile, they may present 
dormancy by making the banks in propelling countries 
unwilling to advance to the following sectors which 
work in a for the most part more nature's area.  

LIBERALIZATION IN BANKING INDUSTRY  

Around then of flexibility in 1947, the Indian banking 
sector included down home private what's more 
remote banks. The public obligation regarding was 
displayed and extended in three noteworthy exercises 
after flexibility. The essential significant wander in 
the move to more fabulous public obligation 
regarding occurred in 1955, when the Imperial Bank 
of India was expected control by the government and 
renamed the State Bank of India. In 1959 the State 
Bank of India accepted control seven banks as its 
auxiliaries. At the present time, the banking scene 
was depicted by 8 public sector banks (the State 
Bank of India and its 7 auxiliaries), 53 private sector 
banks additionally 15 remote banks. The second 
phase of nationalization occurred in 1969 when 
fourteen of the greatest private banks in India, each 
with stores more stunning than Rs. 50 crores (or Rs. 
500 million) were nationalized. The communicated 
clarifications behind this movement were to ensure 
that financial resources were not managed by a few 
people; to achieve nearby change in financial 
change; and to give attractive credit assignment to 
agribusiness and other need sectors, for instance 
little scale business ventures and charges. A third 
influx of nationalization occurred in 1980 when 6 
more banks, with stores above Rs. 2 billion, were 
nationalized. In this manner, by 1982, the private and 
remote banks spoke to not precisely 10 percent of 
the belonging of the banking sector.  

A fundamental purpose behind the Indian bank 
nationalization was to control credit towards the 
sectors the government thought were underserved, 
consolidating little scale industry, cultivation what's 
increasingly the retrograde reaches. Keeping with 
this wide goal, the Reserve Bank of India issued 
rules in 1974 exhibiting that both public and private 
sector banks ought to outfit at any rate 33% of their 
aggregate developments to the need sector. In 1980 
this part was extended to 40 percent and sub-targets 
were indicated for providing for agriculture and 
weaker sectors inside the need sector.  

By and large, the Indian banking sector was 
energetically coordinated until the mid-1990s. The 
directions identified with stake appropriation, 
speculation rate rooftops, area deterrents et cetera. 
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Two essential controls speaking to the conveyance of 
belonging of Indian banks have been the Cash 
Reserve Necessities (CRR) obliging the banks to hold 
money and other liquid stakes, and the Statutory 
Liquidity necessities (SLR), which obliges them to hold 
sheltered, liquid stakes, for the most part government 
securities. The CRRrr is endorsed as a rate of a bank's 
net demand what's all the more a possibility liabilities 
and has changed in the vicinity of 5 and 15 percent 
since 1990. Under the Slr, the arranged business 
banks are obliged to oversee a measure between 25 
to 40 percent of their advantage and time liabilities in 
money, gold, or in unhindered supported government 
securities. The extent has changed between 25 
percent and 38.5 percent since 1990.  

The liberalization effort that began in the mid-1990s 
was clearing in expansion and contacted most 
financial markets (see Mohan (2004)). Banking 
changes consolidated the clearing of controls on 
premium rates, diminishes accessible for later and 
liquidity degrees, entry deregulation, loosening up of 
credit controls, and the introduction of a between bank 
cash showcase and likewise closeout based repos and 
talk repos.  

Using the information on financial changes set up 
together by Abiad, Detragiache and Tressel (2010) 
one can track the pace of financial liberalization in 
India and complexity it and the typical for rising Asia 
and the World. Abiad et al, using the information for 91 
economies in 1973– 2005, record financial approach 
changes along the going with seven estimations: credit 
controls and spare necessities, speculation rate 
controls, area limits and state proprietorship, courses 
of action on securities markets, banking directions, 
and imprisonments on capital record, and aggregate 
these in a composite record of financial liberalization 
for each country, which is institutionalized in the 
vicinity of zero and one. 

OWNERSHIP STRUCTURE 

Amid the liberalization time frame a more liberal 
passage of private and remote banks was permitted, 
because of which the aggregate number of banks in 
the industry expanded and the ownership structure of 
the Indian banking sector changed to some degree in 
the initial couple of years post liberalization. As 
appeared in Chart, because of the passage of new 
banks, the quantity of private sector banks initially 
expanded in the mid-1990s, yet from that point forward 
the number has declined because of mergers or 
terminations. The quantity of outside banks expanded 
relentlessly through the 1980s, and mid-1990s, and 
after that declined. The aggregate number of banks 
crested at 105 in the mid-1990s however by 2007 the 
number had declined to 82, which was just barely 

higher than their number in the mid-1990s when 
liberalization had begun.  

Regardless of the way that their number did not 
expand substantially finished this period, private 
banks' offer of aggregate banking sector resources 
expanded consistently from 3.5 percent in 1991 to 
around 21 percent in 2007. This expansion in piece of 
the overall industry was picked up to the detriment of 
both the SBI and its related banks and other public 
banks.  

By the by, in contrast with numerous different nations, 
the Indian banking sector remains prevalently under 
government ownership right up 'til today, with about 
70 percent of advantages of the banking sector 
having a place with state claimed banks.  

EFFICIENCY INDICATORS POST 
LIBERALIZATION  

There have been broad impacts of these liberalization 
measures, especially on contention, and on the 
advantage and efficiency of banks, some of which we 
talk over rapidly here. Due to the passageway of new 
banks, and an addition in the assignment of private 
banks, the level of center has declined in the banking 
sector. We display the Herfindhal Index subordinate 
upon the allocations in stakes for all banks 
consolidating remote banks, which demonstrates that 
there has been a sharp decline in center since the 
mid-1990s, with another lessening occurring from the 
mid-2000s.  

The extended competition has improved banks' 
efficiency as well. As has been carefully announced 
elsewhere, we see that Indian banks, especially the 
public sector banks, have made great headway in 
improving advantage. Starting from generally bring 
down working advantages and benefits for stakes in 
the mid-1990s, public sector banks were broadly at 
standard with private banks by 2007.  

The benefit extended for both public and private 
banks in ensuing years yet the addition was sharper 
for public banks.  

The change seems to have been acknowledged on 
account of a lessening in remuneration costs and a 
rot in venture paid. Proportionate with the approving 
of speculation rates, reasonable premium rates 
declined for the two sorts of banks. Finally, propel 
disaster acquisitions declined inconceivably for public 
banks. Curiously, we moreover observe that the 
gathering amongst public and private banks is 
fundamentally an account of improvements in the 
costs—working liabilities, premium portions, besides 
propel hardship obtainments. Fragments of pay that 
were higher for public sector banks in the mid-to 
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immediately 1990s stayed high at the end of the 
example time frame and those that were more level 
remained so.  

CONCLUSION  

This paper thinks about a couple of parts of the Indian 
involvement with the liberalization of the financial 
sector. The objectives of the liberalization program 
were both to assemble the operational efficiency of 
banks at the foundation level and to upgrade the 
reasonability of advantage task wide. The paper 
confirms past investigations' choices that financial 
liberalization and extended entry of private banks has 
extended competition and has by and large upgraded 
the efficiency and productivity of public banks to the 
concentration where they are right now proportionate 
to private banks. Regardless, this paper moreover 
demonstrates that a few segments of the change 
program, particularly the means to decrease state 
seizure of advantages through the CRR and the SLR, 
may have been less effective in changing public banks' 
lead appeared differently in relation to private banks. 
These impacts deduce that the objectives of the 
liberalization main thrust have not been totally met.  

The continued commonness of public sector banks in 
India, united with the impacts of this paper, outfits 
some possible elucidations for why the 
nonappearance of money for the private sector 
continues to be a key stipulation to development in 
India. That such nonattendance of reserve is a basic to 
development has showed up in contemplate 
information, for instance the World Bank's Investment 
Atmosphere Survey. It has moreover been indicated 
observationally elsewhere, for example by Gupta et al. 
(2008) who demonstrate that business wanders more 
subject to external store have seen slower 
development in India and have fared significantly more 
horrendous with respect to opening up of new 
preparing plants, job time and new hypothesis in 
regard to those less subject to outside money, and by 
Banerjee et al. (2004) who demonstrate that Indian 
firms are credit constrained, for the most part in light of 
underlining by the public banks. 

REFERENCES 

Agarwal, R. N. (2003). Capital Market Development, 
Corporate Financing Pattern and Economic 
Growth in India. Asian Economic Review, 
45(1), pp. 23-34. 

Akmal, M and Muhammad Saleem (2008). Technical 
Efficiency of the Banking Sector in Pakistan. 
SBP Research Bulletin, 4(1), pp. 61-80. 

Coates, Jr., W. (1990). "Lessons of financial 
liberalization for India: Another view", 
Economic and Political Weekly, May 5-12, pp. 
1043-1046. 

Fan-ell, M.J. (1957). "The measurement of productive 
efficiency", Journal of the Royal Statistical 
Society. Series A. General 120/3, pp. 253-281. 

Galindo. Arturo, Fabio Schiantarelli, and Andrew 
Weiss (2007), ―Does Financial Liberalisation 
Improve the allocation of Investment? Micro 
Evidence from Developing Countries,‖ Journal 
of Developing Economics, Vol. 83, pp. 562-87. 

Hauner, David (2008). ―Credit to Government and 
banking sector performance‖, Journal of 
Banking and finance, Vol. 32, pp. 1499-1507. 

La Porta Rafael, Florencio Lopez-de-Silanes, and 
Andrei Shleifer (2002). ―Government 
Ownership of Banks.‖ Journal of Finance, 57: 
pp. 265-301. 

Panagariya, A. (2008). India: The Emerging Giant. 
Oxford University Press. New York. 

Tressel, Thierry and Enrica Detragiache : ―Do 
Financial Sector Reforms Lead to Financial 
Development? Evidence from a New 
Dataset‖, IMF Working Paper, WP/08/265. 

 

Corresponding Author 

Kamal* 

Research Scholar, IMSAR, MDU Institute of 
Management and Research Studies 

E-Mail – chahalkamal89@yahoo.com 

 

 

mailto:chahalkamal89@yahoo.com

