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ABSTRACT 

Banks have perpetually  compete a vital position within the country’s economy. They play a 
decisive role in the development of the industry and trade. They are acting not solely as of the 
shielded of the wealth of the country however conjointly  as resources of the country, which are 
necessary for the economic development of a nation.  The general role of  commercial banks is to 
provide financial services to the general public and business. The banking sector forms the 
genesis of the financial sector of any economy. For a developing economy like India, the 
Banking sector forms the backbone of  the Financial System. Since Banks are very crucial for an 
economy, banks have to be eff icient in their operations as only then they can contribute to the 
growth and development of an economy. This study focuses on the identification of the 
determinants of the Operational Efficiency of the Indian Banking sector. 

The lag in fund growth within the recent amount aboard a revival of credit demand raised issues 
a couple of structural liquidity  gap within the system, possibly amplified by substitution effects 
of small savings and mutual funds on bank deposits in the aftermath of demonetization. 
Acceptance of deposits is that the primary perform of economic Banks. As such deposit 
mobilization is one among the essential innovations in current Indian Banking activity . 

The Indian industry is passing through a part of the client market. The customers have additional 
decisions in selecting their bank. The competition has been established at intervals the bank 
operative in Republic of India. With stiff competition and advanced technology, the service 
provided by the bank has become more easy and convenient. Banks should build the base in the 
existing economy as well as the public so far. Banks proved as an ideal investment vehicle for  
retail investors by way of assuring better returns about the no-risk involved and by way of better 
customer services.  
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INTRODUCTION: 

The banking sector of any country is considered one of the most important sectors of the 
economy. Banks are known as the engines on the track of growth and development for any 
economy. For the people of the country, the banking sector is the most important as it motivates 
people to save a part of their income and then channelize these household savings into 
productive capital. In general, banks felicitate economic welfare by the productive use of  
surpluses to generate employment and leads to high economic activity in the economy. Another 
advantage for the public is that with their deposits in banks, they can earn a risk-free income in 
the form of interest. Since banks are the most important institutions for the growth of the 
economy, there is a need to look upon the financial health and the performance of the banks.  

For an economist, Efficiency is a measure of the productivity  of the institution. Since the 
efficiency of the banking sector is a very vast topic, we would look upon specifically  on the 
operational efficiency in the banking sector because to offer value-added services, with good 
management of resources at reasonable prices is concerned with operational efficiency. 

The main aim of operational eff iciency is to achieve economic growth or in our case growth of a 
bank at a less technical and social cost. The challenge of increasing operational efficiency is all 
the more diff icult nowadays, concerning the bank as there is new technology coming in every 
day and the volume of transactions coming in is a diff icult task to handle. So, for the 
improvement in the performance of the banking sector, it is important to look at the operational 
efficiency of the banking sector. 

India features a long history of each public and personal banking. M odern banking in Republic 
of India began within the eighteenth century, with the inspiration of country Agency House in 
metropolis and urban center. In the half of the nineteenth century, 3 Presidency banks were 
established. After the 1860 introduction of liability , non-public banks began to look,  and foreign 
banks entered the market. The beginning of the twentieth century saw the introduction of joint-
stock banks. In 1935, the presidency banks were merged to form the Imperial Bank of India, 
which was subsequently  renamed the State Bank of India. Also that year, India’s central bank,  
the Reserve Bank of India (RBI), began its operation. Following independence, the RBI was 
given broad regulatory authority  over commercial banks in India. In  1959, the banking company 
of Republic of India no inheritable  the state-owned banks of eight former princely states. Thus, 
by Gregorian calendar month 1969, approximately 31 percent of scheduled bank branches  
throughout India were government-controlled, as part of the State Bank of India. The Indian 
Banks' development strategy was in some ways a socialist one, and the government felt that 
banks in private hands did not lend enough to those who needed it most. In Gregorian calendar 
month 1969, the government nationalized all banks whose nationwide deposits were greater than 
Rs. 500 million, resulting in the nationalization of 54 percent more of the branches in India and 
bringing the total number of branches under government control to 84 percent. 

Wide-ranging reforms covering business, trade, taxation, external sector, banking, and financial 
markets have been carried out in the Indian economy since mid-1991. A couple of  decades of  
economic and monetary sector reforms have reinforced the basics of the Indian economy and 
remodeled the in operation surroundings for banks and monetary establishments within the 
country. The sustained and gradual pace of reforms has helped avoid any crisis and has fuelled 
growth. The most important accomplishment of the monetary sector reforms has been the 
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marked improvement within the monetary health of business banks in terms of capital adequacy, 
profitability and asset quality as also greater attention to risk management. Further, deregulating 
has detached new opportunities for banks to extend revenues by diversifying into investment 
banking, insurance, credit cards, depository services, mortgage financing, securitization, and so 
on. At a similar  time, liberalization has brought greater competition among banks, both domestic 
and foreign, as well as competition from mutual funds, NBFC’s, and other f inancial institutions. 
Increasing competition is compression profitableness and forcing banks to f igure with eff iciency 
on Shrinking spreads. Because banks still p lay a crucial role within the monetary market, it is  
important to evaluate whether banks operate efficiently . To vie with different monetary 
establishments, banks should increase their levels of potency. 

In the recent period, there has been an animated debate around the slowdown in the growth of 
deposits in the banking system1. The issue has attracted attention in the context of the revival of  
credit demand that has taken hold since November 2017 when bank credit growth rose to 9.3  
percent from an all-time low of 4.4 percent in February 2017, after a 75-month prolonged 
deceleration.  

The widening wedge between credit and deposit growth is triggering concerns about a structural 
liquidity  gap in the system, which can throw sand in the wheels of the financial intermediation 
process through which deposits are converted into productive investments by way of lending,  
thereby greasing the wheels of the economy. The recent narrative has focused on the shortage of  
loanable funds and the upside it has imparted to the cost of funds at a time when domestic 
economic activity  appears to be losing momentum, as reflected in incoming data on high-
frequency indicators of demand and output. 

Outstanding deposits of scheduled commercial banks (SCBs) at `1,25,726 billion as on M arch 
31, 2019, accounting for 128.7 percent of outstanding bank credit (lower than 132.5 percent a 
year ago), ref lecting the adjustment of monetary conditions on account of low deposit growth. To 
provide some perspective to the recent concerns, bank deposits remain the preferred financial 
asset of households which are the main sources of suppliers of funds to the economy, despite the 
emergence of alternative financial savings options with relatively high net returns (including tax 
incentives). Assured returns, liquidity , and safety are factors that impinge upon households’ 
choice of financial instruments. At the same time, sustained efforts by the Reserve Bank of India 
(RBI) and the Government towards financial inclusion have expanded the supply of deposits by 
bringing hitherto unbanked households into the formal financial system. 

IMPO RTANCE O F OPERATIO NAL EFFICIENCY IN TH E INDIAN BANKING SECTO R: 

In the case of a developing economy like India, the economic theories actually  proves that if 
there is increase in the operational efficiency, it will lead to the increase in the lending of banks 
to the public because when there is efficient utilization of resources at a reasonable cost, there is  
more money with the bank to lend. This move will trigger the dual objectives which are good for  
the economy. Firstly , from the perspective of a bank, the profitability  of a bank increases as there 
will be more interest income earned by the bank. This is because the interest earned by lending 
will be more than the deposit rate. Also, the interest income earned by the bank forms a major 
chunk of the overall profits of the bank. Secondly, there will be more loans asked by the 
producers so that they can spend on investment activity  and this will increase overall investment 
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activity  in the economy. With these dual objectives achieved we can see the path of economic 
growth and prosperity  in India. 

OPERATIONAL EFFICIENCY OF BANK LO ANS AND DEPOSITS: 

The activities of associate go-between credit establishment like an advert bank primarily  
concentrate on receiving deposits and providing loans, thatare 2 aspects of credit operations. 
Among other things, receiving deposits (or fund mobilization) is considered as an ‘ input’ activity 
of the bank1, while lending (or  fund utilization) is considered an ‘output’ activity . On one hand,  
since more deposits allow for more loans, banks want to mobilize more funds but also minimize 
their interest payments. On the other hand, since more loans contribute to economic 
development, increase revenues, and create more (potential) deposits, banks also want to utilize 
more funds while maintaining low leverage and low risks. Concurrently , the efficiency of fund 
mobilization and utilization at banks  should have causal impacts on each other. Bank potency 
studies chiefly  treat banks as intermediaries2 between savers and borrowers. In this sense, 
according to Sealy and Lindley (1977), loans and other assets serve as outputs, while deposits 
and other liabilities are considered inputs of the banks. Consequently, bank efficiency studies 
focus on minimizing the deposits used (input-oriented), on maximizing the loans provided 
(output-oriented), or on both (non-oriented). 

We therefore notice that ancient banking studies acknowledge the causative relationship between 
bank loans and deposits however don't examine it from the potency  perspective. The bank 
potency literature examines the potency of either fund mobilization or fund activity  activities and 
therefore doesn't explore the relation issue. In this paper, we investigate the efficiency of deposit-
taking and loan-making in a simultaneous framework in order to determine the causality  between 
the operational efficiency of bank loans and deposits. The potency of deposit-taking and loan-
making activities can then be at the same time examined below a equation model (SEM ) 
victimization three-stage statistical procedure (3SLS). In this sense, we combine the two above 
approaches of traditional banking studies and banking eff iciency studies into a novel approach. 
We expected this approach to supply associate overall read on the operational potency of the 2 
basic activities of business banks while not the matter of timing bias.  

DEPO SIT MOBILIZATION AND SOCIO-ECO NO MIC IMPACT: 

M obilization of deposits is one of the important functions of the banking business. It is an 
important source of working funds for  the bank.  Deposit mobilization is an important issue to 
extend the sources of the banks to serve effectively. M obilization of deposit plays an important 
role in providing satisfactory service to different sectors of the economy. The industrial Banks  
should faucet deposits from urban and rural areas. This helps the banks to provide large amounts 
of funds to priority  sectors for development. The success of the banking greatly  lies on the 
deposit mobilization. Performances of the bank depend on deposits, as deposits are normally 
considered as a cost-effective source of working funds. Mobilization of rural savings is one in all 
the vital objectives of the industrial Banks. It helps to expand banking operations. The tally 
encourages the banks to mobilize deposits, by providing grant for branch growth. The productive 
functioning of  business banks depends on the extent of funds mobilized. Deposits are the 
lifeblood of banking companies. Deposits constitute a vital source of  funds required for the 
banking business. There are different types of deposits, with different maturity patterns carrying 
different rates of interest. Deposit mobilization is looking on the value of deposits. Mobilization 
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of deposits for a bank is as essential as oxygen for human beings. In the post-liberalization 
scenario, the number of players in the banking industry has increased considerably which 
developed competition in bank marketing. „The survival of the fittest‟ has created applicable to 
the banks. To enhance profitability , banks take steps to minimize expenditure and are forced to 
mobilize low-cost deposits. In the gift context bank‟s potency is measured supported the deposit 
combine and therefore the quantum of low-priced deposits within the combine. In  the gift era of  
competition and with the emergence of personal and transnational banks, an ideal mix of  
deposits is a must to survive. Since the interest paid on deposit forms an enormous burden on the 
bank, the mobilization of low-cost deposits, like current account and savings bank deposit is the 
urgent need for the bank. Banks borrow and lend, they borrow money by accepting deposits from 
the public including members of the bank. Deposit mobilization is that the chief supply of funds 
to undertake disposition operations, for profitable operation, the amount of deposits is very 
important. The banks ought to introduce numerous deposits schemes to draw in the general 
public to deposit. It is the dimensions of the deposits that mostly decides the disposition potential 
of a bank.  

To meet the necessities and to improve their per capita income, saving / depositing the money 
becomes necessary. Deposits help in improving the economy of the people as well as the 
economy of the country. The deposits will curtail the expenditure of the depositor to the extent of 
deposits. 

The important functions of the bank are to accept deposits from the public for lending.  
Depositors area unit the main stakeholders of the industry. With easing within the financial set-
up and deregulating of interest rates, banks area unit currently  liberated to formulate deposit 
merchandise inside the broad tips issued by depository financial institution of India. 

DEPOS ITS MIX: 

The bank has offered the number of  deposit schemes to the general public that embodies term 
deposits, saving deposits, current deposits and also the like. The mobilization of deposits helps 
the bank to satisfy the growing demands of assorted sectors particularly , agriculture, tiny scale 
business, weaker section of the community and also the like. Current deposits are meant for the 
presidency, corporate, establishments and business segments whereas savings deposits are 
designed for people. Term deposits are targeted preponderantly  for the ménage section and 
establishments. the there was a substantial shift within the market share of Government/corporate 
throughout the last twenty years, the deposit combine remained a similar even within the 
liberalized atmosphere that. 

TERM D EPOS ITS  (TD): Term deposits are the deposits on that interest is paid, either on 
maturity  or at stipulated intervals relying upon the deposit theme beneath that the money is 
placed. fastened deposits: On this, {a fastened hard and fast set} rate of interest is paid at fixed 
and regular intervals; Re-investment deposits: The interest is combined quarterly  and paid on 
maturity  along side the principal quantity of the deposit. continual deposits: Here a set quantity is 
deposited at regular intervals for a set term and also the reimbursement of principal and interest 
is formed at the tip of the term. 

S AVINGS  deposit (S BD): Savings deposit is that the most typical kind of deposit, that caters to 
the wants of just about all sorts of consumers. the excess attained is deposited within the variety 
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of savings deposits. this kind of deposit is supposed for people, skilled folks, tiny traders, 
artisans, and co-operative societies. Beneath this kind of deposit, interest accrues at a set rate set 
by the run (currently  three.5%) and upon that cheques may be drawn. Savings deposits are the 
shape of demand deposits. Savings deposits are subject to restrictions on the number of 
withdrawals also as on the amounts of withdrawals throughout any given amount. Further, 
minimum balances could also be prescribed to offset the price of maintaining and pairing such 
deposits. Savings bank accounts are employed by an oversized section of tiny depositors as they 
will place their regular incomes into these accounts. Under this, customers will withdraw the 
money on demand and conjointly earn interest on the balance left within the account. Savings  
accounts are usually opened by households. 

CURRENT DEPOS ITS  (CD): Current deposit product are designed to cater to the banking 
needs of businessmen, traders, corporations and alternative entities. this kind of deposit is 
additionally for people World Health Organization are concerned in industrial or business 
activities. additionally , to traditional current deposit accounts, banks supply variations of this 
deposit with added services for eligible accounting customers. Bank conjointly offers a range of 
special added products and services. Current deposits cater to the wants of business those who 
create use of cheque facilities extensively and conjointly  receive cheques in their favor from 
others. this is often simply to facilitate the businessmen dealing oftentimes with the account 
within the course of business which can necessitate retreating their funds at short notice and 
conjointly  oftentimes, However, there's no restriction that solely business folks ought to open 
current accounts. The bank accepts current deposits from people, co-operative societies, 
government establishments, native bodies, etc.  

Hypothesis: H0: there's no important distinction within the analysis impact of bank deposits and 
operational efficiency. 

METHODOLOGY 

This research analyses the efficiency of 2 public and 2 private sector banks. The banks are 
selected on the basis of Purposive sampling technique based on the values of deposits and 
advances. The banks are : 

 

 

 

 

These banks have been studied with the belief that they hold the largest market share of banking 
business in India, in their respective sectors. 

Tools for data collection- 

The study is purely based on secondary data. The data required for the study will be collected 
from annual reports of respective banks, journals and reports on trends, newspapers, magazines,  
and progress of Banking of India, government publications, books and website. 
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Tools for data analysis- 

Different scales will be used for data analysis. Various financial ratios, bar charts are used to 
know financial performance and business model of two public (SBI and CBI) and two private 
(ICICI AND HDFC) banks. this study utilizes CCR-Model which is an output-oriented model 
where DMUs deemed to produce the highest possible amount of output with the given amount of 
input. 

CCR-MODEL- 

CCR-M odel is introduced by Charnes, Cooper and Rhodes (1978). This model measures the 
efficiency of each decision–making units (DMU) which obtained as a maximum of a ratio of 
total sum of weighted outputs to total  

sum of weighted inputs. Consequently , the efficiency can be defined as follow.  

 

 

The weights for the ratio are determined by the restriction that the similar ratios for every DMU 
have to be less than or equal to unity , thus reducing multiple inputs and outputs to a single 
“virtual” input and single “virtual” output without requiring pre-assigned weights. Therefore, the 
efficiency score is a function of the weights of the “virtual” input-output combination. 

CONCLUSION 

The study examined the impact of certain bank specific and global macroeconomic variables on 
the operational efficiency of Indian Banking Sector. The study concludes that bank specific 
variables like employment in the banking sector, investments in the banking sector and deposits 
made by banks have a significant and positive effect of the operational eff iciency of the banks in  
India.  The study also concludes that global macroeconomic variables like Gold prices have a 
positive and signif icant impact on the operational efficiency of Indian Banking sector, but it was 
also seen that Brent crude oil prices does not have a significant impact on the operational 
efficiency of Indian banks but nevertheless the effect is seen as negative.  

Bank deposits remain an important part of the financial savings of households and key to the 
financing of bank lending. Deposit growth is picking up in recent months in a cyclical upturn 
since December 2018, which is overwhelming a trend slowdown that has been underway since 
October 2009. The latter warrants policy consideration since deposit mobilization is fundamental 
to India’s bank based system of financial intermediation. Empirical evidence puts forward 
several interesting facts about the behavior of bank deposits. 

The average performance of the banking sector ranges above 80%, which indicates the 
appropriate conversion of inputs into outputs. The public and the private sector are equally 
efficient; however the private sector has a margin over the public sector. 
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