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ABSTRACT

Since 1990 as part of economic and banking sector reforms credit terms are liberalized, after 2008
subprime crisis credit sanction terms are further liberalized where huge funds from banking sector flow to
corporate sector. As a result this corporate sector has grown significantly. However, the serial financial
crisis turned huge bank assets into bad loans which adversely affects their profitability. Consequently,
Indian banking sector has reported huge non-performing assets which deteriorated its profitability
significantly, this also led instability in banking sector. To avoid further loss due to banking sector
instability on economy RBI triggered prompt correct action framework on banking sector particularly
public sector banks which accounts to 90 percent of total industry non-performing assets. Therefore, the
study on impact of prompt corrective action framework on profitability of banking sector gained
significance. For the purpose of the study, the eleven public sectors banks have considered those adopted
PCA frame work in India are since 2014-15. The financial ratios were used for the analysis of the data.
Present study is comparative study. The study found that, net interest margin and operating profit of all
selected banks reported down trend during the study period, consequently net profit ratio, return on equity
and return on advances are turned into negative values which indicates bad impgct of banks profitability.

Key Words: Non-Performing Assets (NPAs), Prompt Corrective Action, Profitability, Financial Stability
and Public Sector Banks (PSBs).

Introduction

Banking sector is back bone of every economy which mobilized the funds and grant credit to
corporate and individuals. Credit is engine for the economic growth of the country. In present India
banking sector is moving from traditional phase to modern phase through expansion of its activities to
new financial services. Since 1990 as part of economic and banking sector reforms credit terms are
liberalized, after 2007-08 crisis credit sanction terms are further liberalized where huge funds from
banking sector flow to corporate sector. As result of corporate sector has grown significantly. However,
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bubble may bust any time, the serial financial crisis such as subprime crisis turned huge bank assets into
bad loans which adversely affects their profitability. Consequently, Indian banking sector has reported
huge non-performing assets which deteriorated its profitability significantly, this also led instability in
banking sector. To avoid further loss due to banking sector instability on economy RBI triggered prompt
correct action framework on banking sector particularly public sector banks which accounts to 90 percent
of total industry non-performing assets. Therefore, the study on impact of prompt corrective action
framework on profitability of banking sector gains significance.

Prompt Corrective Action Framework

Prompt Correct Action Framework is operating in India since 2002. PCA-intends to restore back financial
health, limit further losses, prevent erosion of capital and creating platform of stability for the banks. PCA
framework is a sub-part of RBI’s overall Financial Stability Framework which is intended to regulate
normal operations of banks which are suffering with unprofitable and unhealthy financial position. Under
this framework RBI identifies banks which are undercapitalized with poor assets quality and reporting
losses and uses some tools and techniques which improve asset quality, capital availability and
profitability of the banks during this period. Consequently, banks financial positions will improve, after
this, RBI gives relaxation to these banks to act freely in the financial system. Therefore, PCA formwork
acts only as early structural intervention of RBI in case of banks which are suffering with unhealthy
financial position. Thus, Prompt Corrective Action framework is effective tool use by RBI to restore the
healthy financial position of the banks through better capitalization, preservation of capital, improve in
asset quality and provisioning of losses. PCA framework is revised in 2017.

Research Problem

Profitability of banking sector is a major aspects which disclosure the operational efficiency and
financial status of the banks. Profit generation is an essential objective of every business organization for
survival and expansion. Besides, profitability of banking sector indicates strategies of banks in aspects of
deposits mobilization, credit appraisal, credit expansion, quality of assets and dealings with non-
performing assets. Recently, banking sector particularly, public sector has under gone into high stress on
profitability due reaching of non-performing assets to peak level. RBI addressed this issue as part of
financial stability responsibility. Non-performing assets reached to that level which triggers the
implementation of prompt corrective action framework during 2015-2019. As part of PCA framework
RBI regulated public sector deposits and advances, cost etc which result in adverse impact on banks
profitability. Therefore, assessing the impact of PCA framework on profitability of banking sector in
general and public sector in particular is need of hour.

Review of Literature

(2020)* Kapil kumar and Vinay have compared the financial performance of two public and two
private sector banks during 2011-2019. The banks are SBI, PNB, HDFC and ICICI bank. The study
found that among four banks HDFC bank reported strong financial position in aspects of income, net
profit and return on net worth. On the other stream, PNB bank reported poor financial soundness among
four banks during the study period. (2019)> Mayo et all examined the micro economic factors on the
financial performance of banking sector in Zimbabwe during 2010-17. The study found that growth,
credit risk, capitalization, managerial efficiency and liquidity are major micro economic variables in
measuring the financial performance of banking sector in Zimbabwe. (2019)% Bolarinwa et all examined
the impact of managerial cost efficiency on profitability of banking sector through standard measure of
efficiency in the context of developed and developing countries. The study revealed that, cost efficiency
is strong determinant of profitability in banking of developing countries than well developed countries.
(2018)* Athma et al examined the major determinant factors of profitability 26 public sector banks in
India during 2012-2017. In the study CAMELS framework is used to assess overall performance of
selected banks. The study found that, total investment to total assets, operating profit to total assets ratio
and provisions against loans are major determinants and must be focused by public sector banks to
improve their profitability. (2018) °Abdul kalam and Paolao have examined the impact of banking
specific and country specific factors on the profitability of banking sector in 11 Asian countries through
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panel data technique. The stud observed found that, increase in institutional factors such as financial and
regulatory structure lead reduction in non-competitive and abnormal profits. (2015)® Amaresh et all
examined the determinants of profitability of banks in India during post reforms period i.e. 1995-2012.
The study found that, net interest margin, operating profit, NPAs and wage bills are high influencing
factors of banks profitability.

Objectives of the Study

e To analyze the impact of prompt corrective action framework on Net Interest Margin

e To study the impact of prompt corrective action framework on Operating Profit

To analyze the impact of prompt corrective action framework on Net Profit

To measure the impact of prompt corrective action framework on Return on Equity

To analyze the impact of prompt corrective action framework on Return on Advances
To measure the impact of prompt corrective action framework on Return on Investment

Research Methodology

Present study is based purely on secondary data collected from company annual reports and RBI for the
period of 2010-2019. Present study focused on how prompt corrective action framework has affected the
profitability of selected public sector banks. The profitability of banks is measured in the ratios of Net
Interest Margin, operating profit, Net profit ratio, Return on Equity, Return on Advances and Return on
Investments. The change in these variables during pre and post PCA period is clearly discussed
empirically in the study. The banks selected for analysis are namely Dena Bank (DB), Allahabad Bank
(AB), United Bank of India (UBI), Corporation Bank (CB), United Commercial Bank (UCO), Bank of
India (BOI), Central Bank of India (CBI), Indian Overseas Bank (IOB), Oriental Bank of Commerce
(OBC), Bank of Maharashtra (BOM) and IDBI bank.

Data Analysis and Interpretation

Table 1 exhibits about impact of prompt correction action frame work on Net Interest Margin of select
public sector banks during the study period 2010-2019.Net Interest Margin is calculated as = (Interest
earned — Interest paid) / average total assets. Interest earned comprises of interest earned on loans,
investments and mortgages whereas interest paid comprises of interest paid to bank deposit and other
sources of funds. It indicates operational efficiency of the banks in generating profits out of its core
banking functions of collecting and granting functions. Positive NIM indicates high efficient and negative
indicates inefficiency of the banks. NIM is decrease when there is large demand for savings accounts
compared to loans as the bank is required to pay out more interest than it receives. NIM increase when
there is higher demand in loans than savings accounts then it receives more than pay. The study revealed
that, AB has reported average Net Interest Margin of 2.69 percent before prompt corrective action period,
thereafter, it has decreased to average of 2.33 percent during post prompt corrective action period.
Similarly, BOI has reported average Net Interest Margin of 2.26 percent before prompt corrective action
period, thereafter, it has decreased to average of Net Interest Margin on of 1.93 percent during post
prompt corrective action period. Similarly, BOM has reported average Net Interest Margin of 2.67
percent before prompt corrective action period, thereafter, it has decreased to average of Net Interest
Margin on of 2.35 percent during post prompt corrective action period. Similarly, CBI has reported
average Net Interest Margin of 2.25 percent before prompt corrective action period, thereafter, it has
decreased to average of Net Interest Margin on of 2.16 percent during post prompt corrective action
period. Similarly, DB has reported average Net Interest Margin of 2.39 percent before prompt corrective
action period, thereafter, it has decreased to average of Net Interest Margin on of 1.95 percent during post
prompt corrective action period. Similarly, 10B has reported average Net Interest Margin of 2.43 percent
before prompt corrective action period, thereafter, it has decreased to average of Net Interest Margin on
of 2.03 percent during post prompt corrective action period. Similarly, OBC has reported average Net
Interest Margin of 2.51 percent before prompt corrective action period, thereafter, it has decreased to
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average of Net Interest Margin on of 2.11 percent during post prompt corrective action period. Similarly,
UCO has reported average Net Interest Margin of 2.38 percent before prompt corrective action period,
thereafter, it has decreased to average of Net Interest Margin on of 1.84 percent during post prompt
corrective action period. Similarly, UBI has reported average Net Interest Margin of 2.32 percent before
prompt corrective action period, thereafter, it has decreased to average of Net Interest Margin on of 1.52
percent during post prompt corrective action period. On the other hand, CB has reported average Net
Interest Margin of 2.0 percent before prompt corrective action period, thereafter, it has marginally
increased to average of 2.02 percent during post prompt corrective action period. Similarly, IDBI has
reported average Net Interest Margin of 1.63 percent before prompt corrective action period, thereafter, it
has decreased to average of 1.65 percent during post prompt corrective action period.

Table 2 explicit about Operating Profit of select public sector banks during the study period 2010-2019.
Operating profit ratio measures that portion of operation profit in total income. Operating profit is results
of net interest earned plus other sources of income minus interest expense plus other operating expenses.
In simple words operating profit is excess of banks operations income earned than income spends on
business operations. This indicates profitability of the business operations during a particular period.
Increase in operating profit ratio is a good sign for banks profitability and vice versa. Total income of the
banks consists of interest earned plus other income. In case operating expenses are more than operating
revenue it leads to operating losses which indicates unprofitability of business operations. The study
revealed that, AB has reported average operating profit ratio of 22.0 percent before prompt corrective
action period, but, thereafter, it has decreased to average of 18.48 percent during post prompt corrective
action period. Similarly, BOI has reported average operating profit ratio of 21.39 percent before prompt
corrective action period, but, thereafter, it has decreased to average of 15.33 percent during post prompt
corrective action period. Similarly, BOI has reported average operating profit ratio of 21.39 percent
before prompt corrective action period, but, thereafter, it has decreased to average of 15.33 percent during
post prompt corrective action period. Similarly, BOM has reported average operating profit ratio of 16.93
percent before prompt corrective action period, but, thereafter, it has decreased to average of 16.11
percent during post prompt corrective action period. Similarly, CBI has reported average operating profit
ratio of 14.02 percent before prompt corrective action period, but, thereafter, it has decreased to average
of 10.99 percent during post prompt corrective action period. Similarly, CB has reported average
operating profit ratio of 20.58 percent before prompt corrective action period, but, thereafter, it has
decreased to average of 18.16 percent during post prompt corrective action period. Similarly, DB has
reported average operating profit ratio of 19.10 percent before prompt corrective action period, but,
thereafter, it has decreased to average of 9.13 percent during post prompt corrective action period.
Similarly, I0OB has reported average operating profit ratio of 17.73 percent before prompt corrective
action period, but, thereafter, it has decreased to average of 15.89 percent during post prompt corrective
action period. Similarly, OBC has reported average operating profit ratio of 20.66 percent before prompt
corrective action period, but, thereafter, it has decreased to average of 18.19 percent during post prompt
corrective action period. Similarly, UCO has reported average operating profit ratio of 20.09 percent
before prompt corrective action period, but, thereafter, it has decreased to average of 16.59 percent during
post prompt corrective action period. On the other hand, IDBI has reported average operating profit ratio
of 18.0 percent before prompt corrective action period, but, thereafter, it has increased to average of 18.34
percent during post prompt corrective action period. Similarly, UBI has reported average operating profit
ratio of 32.29 percent before prompt corrective action period, but, thereafter, it has increased to average
of 32.75 percent during post prompt corrective action period.

Table 3 explicit about Net Profit Ratio of Select public sector banks during the study period 2010-2019.
Provision to income ratio Operating profit ratio, and net profit to total income ratio are interrelated ratios.
Where Operating profit is excess of operating income over operating expenses whereas net profit to total
income ratio arrives when provisions are deduct from operating profit. Net profit refers to that portion of
operating profits over provisions. If allocation of provision is increases then net profit will also decrease
or turns into net losses. If operating profits are inadequate to meet provision allocations due to substantial
increase in gross non-performing assets then banks have to create provision even out of their own capital
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which reduce capital adequacy and reports negative profits. Net profit ratio is calculated by dividing net
profit/loss in total income of Select public sector banks. Positive net profit ratio is positive sign for banks
improved performance whereas negative net profit ratio is an indication of deterioration in firm’s
profitability and efficiency. The study observed that, Allahabad bank has reported average positive net
profit ratio of 9.33 percent before prompt corrective action period, but, thereafter, it has reported average
negative net profit ratio of -14.34 percent of during post prompt corrective action period. Similarly, BOI
has reported average positive net profit ratio of 8.26 percent before prompt corrective action period, but,
thereafter, it has turned to average negative net profit ratio of -7.81 percent during post prompt corrective
action period. Similarly, BOM has reported average positive net profit ratio of 5.88 percent before
prompt corrective action period, but, thereafter, it has turned to average negative net profit ratio of -10.36
percent during post prompt corrective action period. Similarly, CBI has reported average positive net
profit ratio of 3.47 percent before prompt corrective action period, but, thereafter, it has turned to average
negative net profit ratio of --10.70 percent during post prompt corrective action period. Similarly, CB has
reported average positive net profit ratio of 9.82 percent before prompt corrective action period, but,
thereafter, it has turned to average negative net profit ratio of -10.73 percent during post prompt
corrective action period. Similarly, DB has reported average positive net profit ratio of 9.31 percent
before prompt corrective action period, but, thereafter, it has turned to average negative net profit ratio of
-20.27 percent during post prompt corrective action period. Similarly, IDBI has reported average positive
net profit ratio of 6.36 percent before prompt corrective action period, but, thereafter, it has turned to
average negative net profit ratio of -22.43 percent which is highest among all the Select public sector
banks during post prompt corrective action period. Similarly, IOB has reported average positive net
profit ratio of 4.91 percent before prompt corrective action period, but, thereafter, it has turned to average
negative net profit ratio of -14.77 percent during post prompt corrective action period. Similarly, OBC
has reported average positive net profit ratio of 8.08 percent before prompt corrective action period, but,
thereafter, it has turned to average negative net profit ratio of -6.21 percent during post prompt corrective
action period. Similarly, UCO has reported average positive net profit ratio of 7.07 percent before prompt
corrective action period, but, thereafter, it has turned to average negative net profit ratio of -15.03 percent
during post prompt corrective action period. Similarly, UBC has reported average positive net profit ratio
of 2.77 percent before prompt corrective action period, but, thereafter, it has turned to average negative
net profit ratio of -6.67 percent during post prompt corrective action period. However, the study found
that in case of all Select public sector banks the Net Profit Ratio has turned from positive returns to
negative returns during post prompt corrective action compared before prompt corrective action. In
overall, the net profit ratio is turned from average positive returns of 6.84 percent before prompt
corrective action to average negative returns of -12.67 percent during post prompt corrective action. This
is mainly attributable to many fold increase in provisions to write off huge non-performing assets during
post PCA period by Select public sector banks.

Table 4 shows about impact of prompt correction action frame work on Return on Equity of select public
sector banks during the study period 2010-2019. Return on Equity refers to net profit to owner’s equity
ratio. Return on Equity is calculated as Net Profit /average Capital + Reserves and Surplus. Return on
equity is a profitability ratio which indicates that overall profitability of banks on owner’s equity. Net
profit refers to profit of the banks after tax. Increase in ROE indicates increase in profitability and vice
versa. Return on equity is affect by banks revenue, cost, and profit and owners equity. The study
observed that, Allahabad bank has reported positive Return on Equity of average of 15.64 percent before
prompt corrective action, but, thereafter, it has reported -25.34 percent of negative Return on Equity
during post prompt corrective action. Similarly, BOI has reported positive Return on Equity of average of
12.95 percent before prompt corrective action, but, thereafter, it has turned to -10.31percent during post
prompt corrective action. Similarly, BOM has reported positive Return on Equity of average of 11.04
percent before prompt corrective action, but, thereafter, it has turned to negative Return on Equity to -
16.84 percent during post prompt corrective action. Similarly, CBI has reported positive Return on Equity
of average of 6.45 percent before prompt corrective action, but, thereafter, it has reported negative Return
on Equity of -15.58 percent during post prompt corrective action. Similarly, CB has reported Return on
Equity of average of 17.03 percent before prompt corrective action, but, thereafter, it has reported
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negative Return on Equity of -14.99 percent during post prompt corrective action. Similarly, DB has
reported positive Return on Equity of average of 17.02 percent before prompt corrective action, but,
thereafter, it has reported negative Return on Equity of -29.36 percent during post prompt corrective
action. Similarly, IDBI has reported positive Return on Equity of average of 10.02 percent before prompt
corrective action, but, it has reported negative Return on Equity of -24.0 percent during post prompt
corrective action. Similarly, IOB has reported positive Return on Equity of average of 9.14 percent
before prompt corrective action, but, thereafter, it has reported negative Return on Equity of -23.29
percent during post prompt corrective action. Similarly, OBC has reported positive Return on Equity of
average of 10.95 percent before prompt corrective action, but, thereafter, it has reported negative Return
on Equity of -9.55 percent during post prompt corrective action. Similarly, UCO has reported positive
Return on Equity of average of 13.15 percent before prompt corrective action, but, thereafter, it has
reported negative Return on Equity of -17.23 percent during post prompt corrective action. Similarly, UBI
has reported positive Return on Equity of average of 9.85 percent before prompt corrective action, but,
thereafter, it has reported negative Return on Equity of -7.61 percent during post prompt corrective
action.

Table 5 shows about impact of prompt correction action frame work on Return on Advances of select
public sector banks during the study period 2010-2019. Return on Advances is calculated as Interest +
Discount on advances/bills) / average advances *100. Return on Advances refers to the rate of return
earned by banks on advances which is core business of banks. Increase in Return on advances indicates
high operational efficiency on quality of assets and down trend is a sign for poor operational efficiency
and quality of assets. The study observed that, Allahabad bank has reported average Return on Advances
of 10.44 percent before prompt corrective action, but, thereafter, it has reported decreased average Return
on Advances of 8.64 percent of during post prompt corrective action. Similarly, BOI has reported average
Return on Advances of 8.43 percent before prompt corrective action, but, thereafter, it has reported
decreased average Return on Advances of 7.76 percent of during post prompt corrective action. Similarly,
BOM has reported average Return on Advances of 10.23 percent before prompt corrective action, but,
thereafter, it has reported decreased average Return on Advances of 8.81percent of during post prompt
corrective action. Similarly, CBI has reported average Return on Advances of 10.06 percent before
prompt corrective action, but, thereafter, it has reported decreased average Return on Advances of 9.90
percent of during post prompt corrective action. Similarly, CB has reported average Return on Advances
of 9.71 percent before prompt corrective action, but, thereafter, it has reported decreased average Return
on Advances of 9.61 percent of during post prompt corrective action. Similarly, DB has reported average
Return on Advances of 9.89 percent before prompt corrective action, but, thereafter, it has reported
decreased average Return on Advances 9.24 percent of during post prompt corrective action. Similarly,
IDBI has reported average Return on Advances of 9.91 percent before prompt corrective action, but,
thereafter, it has reported decreased average Return on Advances of 9.44 percent of during post prompt
corrective action. The study observed that, IOB has reported average Return on Advances of 10.17
percent before prompt corrective action, but, thereafter, it has reported decreased average Return on
Advances of 9.46 percent of during post prompt corrective action. Similarly, OBC has reported average
Return on Advances of 10.77 percent before prompt corrective action, but, thereafter, it has reported
decreased average Return on Advances of 9.10 percent of during post prompt corrective action. Similarly,
UCO has reported average Return on Advances of 9.95 percent before prompt corrective action, but,
thereafter, it has reported decreased average Return on Advances of 8.20 percent of during post prompt
corrective action. Similarly, UBI has reported average Return on Advances of 10.31 percent before
prompt corrective action, but, thereafter, it has reported decreased average Return on Advances of 9.03
percent of during post prompt corrective action.

Table 6 shows about impact of prompt correction action frame work on Return on Investments of select
public sector banks during the study period 2010-2019. Return on Investment is profitability ratio that
measures the efficiency of the banks in generating return on investments. Return on investments is
calculated as Income on investments/ average investments (previous +current investments). Return on
investments shows uptrend when income on investments increases or average investments decrease and
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Return on investments shows down trend when income on investments decrease or average investments
increases. ROI uptrend indicates banks efficiency in generating good returns on their investments
portfolio and ROI down trend indicates inefficiency or under performance of banks investment portfolio.
The study found that, BOM has reported average Return on Investment of 7.14 percent before prompt
corrective action period, thereafter, it has increased to average of 7.42 percent during post prompt
corrective action period. Similarly, CBI has reported average Return on Investment of 7.28 percent before
prompt corrective action period, thereafter, it has increased to average of 7.56 percent during post prompt
corrective action period. Similarly, CB has reported average Return on Investment of 6.97 percent before
prompt corrective action period, thereafter, it has increased to average of 7.26 percent during post prompt
corrective action period. Similarly, DB has reported average Return on Investment of 7.08 percent before
prompt corrective action period, thereafter, it has increased to average of 7.39 percent during post prompt
corrective action period. Similarly, IDBI has reported average Return on Investment of 6.48 percent
before prompt corrective action period, thereafter, it has slightly increased to average of 6.58 percent
during post prompt corrective action period. Similarly, IOB has reported average Return on Investment of
7.30 percent before prompt corrective action period, thereafter, it has reported stable average of 7.30
percent during post prompt corrective action period. Similarly, OBC has reported average Return on
Investment of 7.26 percent before prompt corrective action period, thereafter, it has increased to average
of 7.44 percent during post prompt corrective action period. Similarly, UCO has reported average Return
on Investment of 6.82 percent before prompt corrective action period, thereafter, it has increased to
average of 7.31 percent during post prompt corrective action period. On the other hand, Allahabad bank
has reported average Return on Investment of 7.06 percent before prompt corrective action period,
thereafter, it has decreased to average of 7.04 percent during post prompt corrective action period.
Similarly, BOI has reported average Return on Investment of 7.71 percent before prompt corrective
action period, thereafter, it has decreased to average of 7.37 percent during post prompt corrective action
period. Similarly, UBI has reported average Return on Investment of 6.53 percent before prompt
corrective action period, thereafter, it has decreased to average of 6.07 percent during post prompt
corrective action period.

Findings and Suggestions

The study found that, average net interest margin of nine selected public banks has shown declined during
post PCA period relatively to pre PCA period which implies that remaining two banks (CB and IDBI)
have reported increase in net interest margin during the same period. This mainly due to reason of
increase in interest expenses than interest income received during the post PCA period. This is also
attributable to the reason that banks increased to invest most of their funds to investments rather than
granting more credit due to aim of avoiding unnecessary risk. On the other hand, selected public banks
operating expenses have increased during the same period. Consequently, margin of net interest income
has declined during post PCA period.

The study found that, nine of eleven selected public banks have reported decrease in operating profit ratio
during post PCA period due to the increase in operating expenses and decrease in operating income
during post PCA period compared to pre PCA period. On the other hand, IDBI and UBI bank have
reported marginal increase in operating profit during post PCA period. In overall, the average of operating
profit has decreased to 17.27 percent during post selected public banks from an average of 20.25 percent
in pre PCA period. Operating profit of all selected public banks is decreased during selected public banks,
even though, they reported positive profit during pre and post PCA period. In contrast, all selected public
banks reported negative net profit during post PCA period compared to pre PCA period. This is mainly
due to many fold increase in provision during post PCA period. selected public banks provisions has
reported nearly am average of five to seven fold increase during post PCA period compared to pre PCA
period this attributable to the reason that as per RBI directions all Selected public banks cleared their huge
non-performing assets through allocation of huge provisions out of operating profit and available capital
which resulted into reporting of huge net losses. The study found that, average provision have increased
to 53.04 percent during post PCA period from an average of 9.52 percent during pre PCA period. The
study observed that, IDBI has reported highest average net losses of -22.43 percent and OBC have
reported lowest net losses of -6.21 percent during post PCA period. In overall, the net profitability of all
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selected public banks turned into net losses during post selected public banks due to write off huge non-
performing assets through creating of huge provision out of available profit and capital. This also led to
decrease in capital adequacy of selected public banks during post selected public banks.

The study found that, Return on equity of Selected public banks turned to from positive to negative
during post PCA period. The study observed that, average of ROE of all selected public banks has turned
from positive of 12.11 percent during pre PCA period to negative of -17.65 percent during post PCA
period. Particularly, the study reveals that high rate of negative ROE of -29.36 percent is reported by DB
followed by AB by -25.34 percent , IDBI bank by -24 percent and lowest negative ROE is reported by
UBI i.e. -7.61 percent during post PCA period. This is mainly due to decline in both profits and
deterioration in capital which is caused by allocation of substantial increase in provision to write off non-
performing assets during post PCA period. Decrease in ROE is an indication for financial weakness of the
banks during PCA period. Therefore, the present study suggests to necessary steps to improve banks
profitability of the banks.

The study found that, all selected public banks reported down trend in return advances during post PCA
period compared to pre PCA period i.e. from an average of 9.99 percent during pre PCA period to an
average of 9.12 percent during post PCA period. The study has observed high rate of fall in return on
advances in case of AB i.e. by - 1.80 percent followed by UCO by - 1.75 percent, OBC by -1.67 percent,
BOM by -1.42 percent and UBO by - 1.28 percent while other banks return on advances decreased by less
than one percent. This is mainly due to reason that as per PCA framework banks should not grant credit to
high risk customers which is also subject to high rate of returns, consequently, selected public banks
granted more credit to low risk customers and for short and medium period.

The study witnessed that mixed results in Return on Investments during the study period. The study
found that, BOM, CBI, CB, DB, IDBI, 10B, OBC and UCO banks have reported uptrend in their Return
on investment during post PCA period in contrast, AB, BOI and UBI banks have reported down trend in
return on investments during post PCA period compared pre PCA period. This indicates that AB, BOI
and UBI bank have to change their investment portfolio to generate more return on investments. In
overall, the ROI has shown slight uptrend during post PCA period i.e. an average of 7.15 percent from
7.03 percent.

Conclusion

Indian banking sector has reported huge non-performing assets which deteriorated its profitability
significantly, this also led instability in banking sector. To avoid further loss due to banking sector
instability on economy RBI triggered prompt correct action framework on banking sector particularly
public sector banks which accounts to 90 percent of total industry non-performing assets. The empirical
study on impact of prompt corrective action framework on profitability of banking sector revealed that,
net interest margin and operating profit of all selected banks reported down trend during the study period,
consequently net profit ratio, return on equity and return on advances are turned into negative values
which indicates bad hit of banks profitability even after PCA framework. This is mainly attributable to the
reason that, as part of PCA framework to reduce the non-performing assets instead of focusing on
recovery banks created huge provisions out of their operating profits to write-off huge bad assets. This
strategy is adversely affected banks profitability this led to amalgamation of weak banks with financially
strong banks.
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Table 1: Net Interest Margin of select Public Sector Banks in India during 2010-2019

Bank Before Prompt Corrective Action After Prompt Corrective Action
Name | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | Avg | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | Avg
AB 242 2.95 3.09 251 2.50 2.69 2.76 2.53 2.22 1.93 2.20 2.33
BOI 2.30 2.49 2.26 2.16 211 2.26 1.91 191 1.91 1.70 2.21 1.93
BOM 1.99 2.67 3.00 2.92 2.77 2.67 2.74 2.53 1.98 2.15 2.33 2.35
CBI 154 2.71 2.35 2.30 2.33 2.25 241 2.29 2.06 1.98 2.06 2.16
CB 1.92 2.30 2.05 1.92 1.82 2.00 1.82 1.84 1.84 2.06 2.53 2.02
DB 207 | 275 | 266 | 237 | 210 |239| 192 | 188 | 183 198 | 215 | 1%
IDBI 111 1.75 1.67 1.75 1.85 1.63 1.68 1.66 1.56 1.58 1.76 1.65
I0B 251 | 272 | 252 | 226 | 215 | 243 | 192 | 192 | 199 | 221 | 212 | %%
OBC | 233 | 280 | 249 | 249 | 244 |251| 226 | 229 | 1.99 185 | 218 | 21
uco 1.87 2.56 2.27 242 2.77 2.38 2.29 1.98 1.60 1.40 1.93 1.84
UBI 2.00 2.60 2.58 2.30 2.14 2.32 2.01 1.81 1.43 1.04 1.33 1.52
AVG 2.01 2.57 2.45 231 2.27 2.32 2.16 2.06 1.86 1.81 2.07 1.99
Source: Compiled from RBI Annual reports during 2010-19. Note: Values representing in percentages.
Net Interest Margin: Net Interest Income to Total Assets.
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TABLE 2: Operating Profit Ratio of Select Public Sector Banks In India During 2010-2019 (Rs)

Before Prompt Corrective Action

After Prompt Corrective Action

Egrr:nt 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | Avg | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | Avg
AB 2579 | 2467 | 2241 | 1790 | 1922 |2200| 2051 | 1988 | 1905 | 1805 | 1490 | 1848
BOI 2206 | 2207 | 2105 | 2091 | 19.96 |2190| 1571 | 1328 | 2113 | 1630 | 1025 | 133
BOM | 1530 | 1403 | 1929 | 2042 | 1561 |1693| 1723 | 1733 | 1086 | 17.38 | 1773 | 1O
CBI 1492 | 1572 | 1370 | 1349 | 1220 |1402 | 1257 | 842 | 1122 | 1025 | 1248 | 1099
CB 2520 | 2458 | 1968 | 17.92 | 1550 |2058 | 1439 | 1464 | 1968 | 1981 | 2226 | 1816
DB 1829 | 2199 | 2072 | 1820 | 1628 |19.10| 1158 | 814 | 1216 | 1160 | 215 | 913
IDBI 1552 | 2010 | 1589 | 1930 | 1921 |1800| 1781 | 1707 | 1453 | 2633 | 1597 | 1834
I0B 1620 | 2147 | 1806 | 1685 | 1608 |17.73 | 1274 | 1108 | 1581 | 1675 | 2305 | 8
OBC 2114 | 2485 | 1842 | 1907 | 1982 |2066 | 1787 | 1679 | 1968 | 1835 | 1828 | 1819
uco 1626 | 2192 | 1802 | 1896 | 2527 |2009 | 2208 | 1788 | 1587 | 881 | 1742 | 16
UBI 36.80 | 3660 | 32.85 | 2044 | 2574 |3229| 2538 | 2714 | 3823 | 3742 | 35358 | 270
AVG 2076 | 2255 | 2001 | 1931 | 1863 |2025| 1716 | 1560 | 1802 | 1828 | 1728 | 17?7

Source: Compiled from RBI Annual reports during 2010-19. Operating profit Ratio = Operating Profit/Total Income X 100

Note: Values representing in percentages.
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Table: 3. Net Profit Ratio of Select Public Sector Banks In India During 2010-2019 (Rs Cr)

Before Prompt Corrective Action

After Prompt Corrective Action

Sgrnt 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | Avg | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | Avg
AB | 1220 | 1149 | 1110 | 627 560 | 933 | 28 | -357 | -155 | -2453 | -a489 | 434
BOI | 850 | 1020 | 842 | 771 | 647 | 826 | 359 | -1340 | -338 | -1380 | -1208 | 'Ot

BOM | 826 5.42 5.49 7.22 300 | 58 | 330 | o075 | -816 | -909 | -3859 | 1036
cBI | 767 | 759 | 259 | 431 | -479 | 347 | 214 | -510 | -88 | -1915 | -2252 | 070
CB | 1379 | 1360 | 1038 | 847 287 | 982 | 278 | 239 | 249 | 2033 | -3620 | 073
DB | 1111 | 1100 | 1089 | 8.48 507 | 931 | 231 | 823 | -756 | -1905 | -68.83 | 0%
IDBI | 587 | 754 | 797 | 665 | 379 | 636 | 271 | -1165 | -1622 | -27.42 | -59.58 | %43
0B | 621 | 805 | 537 | 250 | 242 | 491 | -174 | -1112 | -1480 | 2008 | -17.12 | 477
OBC | 991 | 1151 | 6.70 6.86 543 | 808 | 225 | 071 | 516 | -2910 | o027 | ©%
uco| 964 | 738 | 711 | 349 | 773 | 707 | 533 | -1389 | -1004 | 2930 | -27.27 | >3
UBI | 554 751 7.28 380 | -103 | 277 | 215 | 247 | 189 | -1377 | 2116 | OO

AVG | 897 9.21 7,57 5.98 248 | 684 | 252 | -640 | -649 | -2133 | -3163 |13

Source: Compiled from RBI Annual reports during 2010-19. Net Profit Ratio: Net profit/ Total income X 100
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Table: 4. ROE Ratio of Select Public Sector Banks In India during 2010-2019.

Bank Before Prompt Corrective Action After Prompt Corrective Action

Name | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | Avg | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | Avg

AB | 1014 | 1865 | 1946 | 1084 | 1012 | 1564 | 508 | 557 | -221 | -3806 | -85.92 | >34
BOI | 1256 | 1579 14.0 12.25 | 1014 | 12.95| 557 1950 | -504 | -1823 | -1437 |01
BOM | 1635 | 968 991 | 1366 | 561 | 11.04 | 584 119 | -1698 | -1323 | -61.01 | 084
CBI 15.01 13.49 4.54 7.31 812 | 645 | 3.65 807 | -13.96 | -2896 | -3056 | 1>°8
CB 21.93 21.89 19.54 16.08 572 | 1703 | 568 -4.64 4.66 3442 | -a621 | 1499
DB 2143 | 1955 | 1975 | 15.83 855 | 17.02 | 3.64 1283 | -1165 | -22.78 | -1032 | 2936
IDBI | 10.53 13.35 11.95 9.26 5.0 10.02 | 3.64 1408 | 2052 | -37.64 | -51.40 | 2400
10B 9.63 12.73 9.88 4.47 897 | 914 | 286 | -1851 | -2323 | -46.63 | -2523 | 5%
OBC 1451 15.55 9.91 10.74 4.06 10.95 3.65 1.09 -7.53 -45.33 0.36 9.5
UCO | 2208 | 1436 | 1383 | 6.76 870 | 1345 | 957 | 2233 | -1464 | -3202 | -26.72 | 17?3
UBI 9.24 11.74 | 11.93 6.84 9.48 | 9.85 | 461 -4.83 333 | -1819 | 2297 | 7O
AVG | 1567 | 1516 | 1315 | 1037 | 620 | 1211 | 437 983 | -98 | -3050 | -a248 |17

Source: Compiled from RBI Annual reports during 2010-19.
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Table: 5. Return on Advances Ratio of Select Public Sector Banks in India during 2010-2019 (%)

Bank Before Prompt Corrective Action After Prompt Corrective Action _

Name | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | Avg | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | Avg Delrffzzr
AB 9.81 10.02 11.39 10.59 10.40 10.44 10.40 9.59 8.32 7.28 7.60 8.64 1.8
BOI 8.42 8.12 8.76 8.61 8.22 8.43 8.20 7.98 7.49 7.15 7.99 7.76 0.67
BOM 9.03 9.19 10.67 11.10 11.18 10.23 10.47 9.64 8.34 7.80 7.80 8.81 142
CBI 9.06 9.57 10.40 10.59 10.66 10.06 10.67 10.30 10.20 9.78 8.55 9.90 0.16
CB 8.91 8.63 10.21 10.45 10.33 9.71 10.49 10.15 9.46 8.82 9.12 9.61 01
DB 9.35 8.52 10.17 11.14 10.26 9.89 10.19 9.62 9.00 8.44 8.94 9.24 -0.65
IDBI 8.92 9.32 10.64 10.37 10.28 9.91 10.26 9.76 9.50 8.66 9.03 9.44 0.47
0B | 995 | 927 | 1076 | 1057 | 1028 | 1017 | 1032 | 1002 | 933 | 876 | 885 |9.46| Ot
OBC | 996 | 998 | 11.62 | 1142 | 1087 | 1077 | 1065 | 1006 | 836 | 825 | 817 |910| O
uco | 939 | 937 | 1061 | 1055 | 981 | 995 | 936 | 900 | 804 | 703 | 757 |820| 17
UBI | 947 | 967 | 1035 | 1046 | 11.61 | 1031 | 1063 | 983 | 900 | 787 | 7.8 |903| 128
Avg | 930 924 | 1051 | 1053 | 1035 | 999 | 1015 | 963 | 882 | 817 831 | 902 | O

Source: Compiled from RBI Annual reports during 2010-19.
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Table: 6. Return on Investments Ratio of Select Public Sector Banks in India during 2010-2019 (%)

Before Prompt Corrective Action

After Prompt Corrective Action

Elzrr}lke 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2013-14 | Avg | 2014-15 | 2015-16 | 2016-17 | 2017-18 | 2018-19 | Avg
AB 5.71 6.54 7.62 795 | 746 | 706 | 738 | 7.12 7.34 6.67 671 | /04
BOI | 746 6.76 8.27 801 | 805 | 7.71 | 807 | 750 7.35 6.91 700 | %7
BOM | 654 6.94 7.04 777 | 741 | 714 | 725 | 7.93 7.56 721 714 | 142
cBl | 707 717 7.64 725 | 726 | 728 | 763 | 7.25 8.15 7.33 742 | 70
CB 6.00 5.97 6.75 650 | 682 | 641 | 697 | 7.22 8.12 7.68 632 | "%°
DB 6.82 6.92 7.39 704 | 721 | 708 | 733 | 767 7.75 6.93 729 | 73
IDBI | 6.85 6.71 6.99 586 | 600 | 648 | 622 | 6.24 7.07 6.39 608 | O°8
0B | 692 6.88 757 748 | 758 | 729 | 732 | 818 6.91 6.84 726 | 1V
OBC | 7.66 7.26 7.22 697 | 718 | 726 | 699 | 758 8.01 7.45 717 | 14
uco | 6.0 6.25 7.12 742 | 733 | 682 | 752 | 764 7.26 7.14 o8 | 't
uBl | 7.03 6.39 6.79 723 | 663 | 681 | 653 | 691 6.26 5.10 553 | 007
Avg | 673 6.71 731 723 | 718 | 703 | 720 | 7.39 7.43 6.88 689 | "
Source: Computed from company and RBI Annual reports 2010-19
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