
            IJRFM                                   Volume 6 , Issue 1 (January, 2016)                    (ISSN 2231-5985) 
 International Journal of Research in Finance and Marketing (IMPACT  FACTOR – 5.230) 

                        International Journal of Research in Finance & Marketing 
    Email id: editorijrim@gmail.com http://www.euroasiapub.org 

  

 

17 

“Capital Adequacy of Select Public and Private Banks in India –A comparative study’’ 
 

Dr. (Mrs.) M.Nagamani1
, 

Associate professor 
PSGR Krishnammal College for Women 

Coimbatore-01 
 

Miss Mily Williams2 

M-Phil Research Scholar 
PSGR Krishnammal College for Women 

Coimbatore-01 
 

Abstract 
 

           Banking sector is one of the fastest growing sectors in India. Today’s banking sector 
becoming more complex. Evaluating Indian banking sector is not an easy task. There are so many 
factors, which need to be taken care while differentiating good banks from bad ones and it is also 
necessary to know their financial strength among various banks. To evaluate the financial strength 
of banking sector we have chosen the Capital Adequacy from CRAMEL model which measures the 
financial strength of banks. The Correlation result shows that there is a significant correlation 
between ratios of Government Securities to Total Investment and Debt-Equity ratio and ratio of 
Government Securities to Total Assets and ratio of Government Securities to Total Investment at 
5% level of significance for the public sector banks and there is a significant relationship between 
the ratio of Advances to Total Assets and Debt-Equity ratio and Capital Adequacy at 1% level for 
private banks in India .  
 

INTRODUCTION 
 

A sound financial system is indispensable for a healthy and vibrant economy. The 
banking sector constitutes a predominant component of the financial services for an industry. 
The performance of any economy to a large extent is dependent on the performance of the 
banking sector. Banking institutions in our country have been assigned a significant role in 
financing the process of planned economic growth. A bank is a financial intermediary that 
creates credit by lending money to a borrower, thereby creating a corresponding deposit on the 
bank's balance sheet. Lending activities can be performed either directly or indirectly 
through capital markets. Banking is a highly leveraged business requiring regulators to dictate 
minimal capital levels to help ensure the solvency of each bank and the banking system. This 
report explores an empirical approach to the analysis of Capital Adequacy of select public and 
private sector banks in India. The letter ‘C’ in CRAMEL model indicates ‘Capital Adequacy’ which 
measures the financial strength of the banks. 

 

REVIEW OF LITERATURE 
 

B. Sathish Kumar (2006) in his paper entitled “Financial Performance of Private Sector 
Banks in India – An Evaluation” has attempted to study the financial performance of Indian 
private sector banks and to rank them based on each variable for the period of study. To analyze 
the financial performance, variables like Business per employee, return on assets, profit per 
employee, capital adequacy, credit deposit ratio, operating profit and percentage of net Non 
Performing Assets to net advances are taken for analysis. Secondary Data have been collected 
for a period of three years (2003-2004, 2004-2005, and 2005-2006) from all Indian private 
sector banks. The result of the study reveals that among all private sector banks the best 
performing bank on the basis of profitability has been KOTAK Mahindra Bank Ltd and UTI bank 
Ltd. SBI has highest capital adequacy ratio during the study period. ICICI bank Ltd and Yes bank 
Ltd have maintained a good liquidity position. 

https://en.wikipedia.org/wiki/Financial_intermediary
https://en.wikipedia.org/wiki/Deposit_account
https://en.wikipedia.org/wiki/Capital_market
http://www.investopedia.com/terms/l/leverage.asp
http://www.investopedia.com/terms/s/solvency.asp
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S.Kalamani (2011) made a study “Evaluation of Performance of SBI and ICICI using 
CAMEL Model –A Comparative Study”. The study assesses the financial position of the SBI and 
ICICI as well as their current state affairs and future viability of banks. CAMEL rating 
methodology was used in the study to measure the performance of the select banks. The study 
reveals that SBI and ICICI banks are found to be financially healthy. 

 

OBJECTIVE OF THE STUDY 
 

 To evaluate and compare the Capital Adequacy of select Public and Private 
sectors banks and to rank them. 
 

RESEARCH METHODOLOGY 
 

This study is based on the secondary data. In this study, ten commercial banks have 
been selected (five public sector banks and five private sector for the period of 2010-2014) 
based on their market capitalization listed by BSE. The annual reports have been used to collect 
data and for making an analysis of the financial performance of selected Banks. Market 
capitalization is the aggregate valuation of the company based on its current share price and the 
total number of outstanding stocks.  

Capital adequacy ratio is the ratio which determines the bank's capacity to meet the 
time liabilities and other risks such as credit risk, operational risk etc. Banking regulators in 
most countries monitor Capital adequacy ratio to protect depositors, thereby to maintain 
confidence in the banking system. The following are the ratios through which Capital Adequacy 
of a bank could be known: 
Ratio of Advances to Assets 
Ratio of Government Securities to Assets 
Ratio of Government Securities to Investment 
Debt - Equity ratio 
Capital Adequacy Ratio 
 

ANALYSIS AND INTERPRETATION 
 

Ratio of Advances to Assets 
 This ratio indicates the relationship between the total advances and total assets. It 

indicates a banks’ aggressiveness in lending which ultimately produces better profitability. 

Higher ratio is preferred to be better one.   Ratio of Advances to Assets =  
𝒕𝒐𝒕𝒂𝒍 𝒂𝒅𝒗𝒂𝒏𝒄𝒆𝒔

𝒕𝒐𝒕𝒂𝒍 𝒂𝒔𝒔𝒆𝒕𝒔
 

               The Ratio of Advances to Total Assets of select Public and Private  Sector Banks for a 
period of five years from 2009-10 to 2013-14 have been presented below. 
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Table No: 1 
Ratio of Advances to Total Assets  

Public Sector Banks 

    BANKS YEARS 

Rank 2009-10 2010-11 2011-12 2012-13 2013-14      Mean 

SBI 60.00 61.83 63.59 65.28 65.87 63.31 2 

BOB 62.51 63.37 63.85 59.64 59.71 61.82 3 

PNB 62.95 64.13 64.05 64.49 63.68 63.86 1 

CAN BK 63.96 62.87 62.13 58.73 61.20 61.78 4 

CBI 57.65 61.85 64.19 64.13 59.40 61.44 5 

Private  Sector Banks 

HDFC 56.59 57.86 57.83 59.88 61.64 58.76 2 

ICICI 49.86 53.26 53.57 54.07 56.96 53.54 5 

AXIS 57.76 58.67 59.43 57.84 60.03 58.75 3 

KOTAK 53.93 55.97 57.55 57.20 58.65 56.66 4 

INDUSIND 58.10 57.34 60.88 60.46 63.32 60.02 1 

            Source: Computed 
                The Ratio of Advances to Total Assets for the selected five banks have been more than 
60 per cent during the period of study. Lending business would only bring more returns for 
banks. Hence, these banks are in a better position since major portion of their assets are given 
as advances. PNB has been ranked first in the Ratio of Advances to Total Assets which implies 
that the bank is more aggressive in lending followed by SBI. For SBI, the ratio has shown an 
increasing trend throughout the study period. Other Banks have shown a fluctuating trend. 
                 The Ratio of Advances to Total Assets for select five private sector banks have been 
nearly 60 per cent. Since more than half of their assets are utilized for advances to the 
customers, there is effective employment of assets. INDUSIND Bank is found at the top most 
position as compared with other select banks in the study with the mean ratio at 60.02 percent. 
For ICICI, HDFC and KOTAK the ratio has shown an increasing trend and for the remaining 
banks there are fluctuations in the ratio. 
            Comparing Public and Private sector banks, Public sector banks have higher proportion of 
assets lent as advances. 
 

Ratio of Government Securities to Assets 
 

This ratio reflects the risk involved in a bank’s assets. It is calculated by dividing the 
amount invested in government securities by total asset. Since government securities are risk-
free, higher the proportion of government securities in total asset lower will be the risk 
involved. 

                           Ratio of Government Securities to Assets =  
𝒈𝒐𝒗𝒆𝒓𝒏𝒎𝒆𝒏𝒕  𝒔𝒆𝒄𝒖𝒓𝒊𝒕𝒊𝒆𝒔  

𝒕𝒐𝒕𝒂𝒍 𝒂𝒔𝒔𝒆𝒕
 

            The Ratio of Government Securities to Total Assets of select Public and Private Sector 
Banks for a period of five years has been presented below. 
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Table No: 2 
Ratio of Government Securities to Total Assets  

Public Sector Banks 

   BANKS 

           YEARS 

Mean 

 
 

Rank 
2009-10 2010-11 2011-12 2012-13 2013-14 

SBI 21.52 18.86 19.68 18.37 18.21 19.33 4 

BOB 17.61 16.37 15.47 18.24 14.16 16.37 5 

PNB 22.24 21.01 21.77 22.47 20.40 21.58 3 

CAN BK 24.21 21.26 23.87 24.99 22.29 23.32 1 

CBI 24.51 22.75 22.04 22.38 23.40 23.02 2 

Private Sector Banks 

HDFC 22.90 19.30 22.56 21.21 19.25 21.04 2 

ICICI 14.96 13.73 16.44 16.27 15.35 15.35 5 

AXIS 18.94 18.20 20.47 21.22 17.88 19.34 4 

KOTAK 28.30 28.46 27.55 28.27 24.10 27.34 1 

INDUSIND 24.09 21.96 20.66 19.25 17.67 20.73 3 

         Source: Computed 
The Ratio of Government Securities to Total Assets for the selected five banks have been 

more than 15 per cent.  Investments in any government securities would mean more security 
for any type of business organizations. Among the select public sector banks PNB, CAN BK and 
CBI are said to be secure since, more than 20 per cent of the investments are in risk free 
securities. The mean ratio of Government Securities to Total Assets of BOB is 16.37 per cent 
which is the least compared to other select banks and the bank should plan to improve its 
position.  

The Ratio of Government Securities to Total Assets for the selected five banks have been 
found to be fluctuating. During the study period the calculated mean ratio of Government 
Securities to Total Assets of the banks are more than 15 per cent. Among the select private 
sector banks KOTAK has the mean value of 27.34 per cent which is the highest compared with 
other banks. ICICI bank has to make a right investment strategy as the mean ratio of 
Government Securities to Total Assets of the bank is found to be the least (15.35 per cent) 
comparatively. 

Analyzing both public and private sector banks in terms of investment in risk free 
securities, all of them have more or less same proposition of Government Securities to Total 
Assets. 

 

Ratio of Government Securities to Investments 
 

This ratio reflects the risk involved in a bank’s investment. It is calculated by dividing 
the amount invested in government securities by total investment. Since government securities 
are risk-free, higher the proportion of government securities in total investment, lower will be 
the risk involved in a bank’s investment and vice versa. 

                   Ratio of Government Securities to Investment =    
𝒈𝒐𝒗𝒆𝒓𝒏𝒎𝒆𝒏𝒕  𝒔𝒆𝒄𝒖𝒓𝒊𝒕𝒊𝒆𝒔

𝒕𝒐𝒕𝒂𝒍 𝒊𝒏𝒗𝒆𝒔𝒕𝒎𝒆𝒏𝒕𝒔
 

               The Ratio of Government Securities to Total Investment of select Public and Private 
Sector Banks for a period of five years from 2009-10 to 2013-14 has been presented below. 
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Table No: 3 
Ratio of Government Securities to Total Investments  

Public Sector Banks 

   BANKS YEARS 

Mean 

 

Rank 
2009-10 2010-11 2011-12 2012-13 2013-14 

SBI 76.65 78.06 78.11 75.45 75.38 76.73 5 

BOB 79.27 81.00 83.15 84.06 82.45 81.99 4 

PNB 85.66 84.39 82.26 82.83 78.10 82.65 3 

CAN BK 90.88 82.58 83.86 80.81 80.95 83.81 2 

CBI 88.69 87.56 85.47 82.82 78.82 84.67 1 

Private  Sector Banks 

HDFC 87.32 76.44 78.19 76.07 78.25 79.25 1 

ICICI 65.51 58.50 65.61 67.08 67.65 64.87 3 

AXIS 42.99 37.43 43.62 44.60 44.03 42.53 5 

KOTAK 55.08 55.77 57.33 58.10 54.44 56.14 4 

INDUSIND 81.92 73.96 81.68 71.78 71.33 76.13 2 

             Source: Computed 
The Ratio of Government Securities to Total Investment for the selected five banks have 

been more than 75 per cent and a fluctuating trend has been found for all the banks. The 
analysis proves that more than three-fourth of the total investments of the banks are made in 
government securities which indicates the bankers priority to risk free investments. Among the 
select public sector banks CBI bank ranks first with a mean ratio of 84.67 per cent. 

The mean ratio of Government Securities to Total Investment of HDFC is maximum 
(79.25 per cent) and AXIS has taken the last position (42.53 per cent). Since there is vast 
difference between the mean ratio of AXIS and other banks, care should be taken by it to 
improve the condition. 

The result shows that public sector banks have been more secure than private sector 
banks as 75 per cent of their investments are in government securities. 

  

Debt - Equity ratio 
 

  This ratio indicates how much the bank is leveraged (in debt) by comparing what is 
owed to what is owned. This ratio is probably one of the most observed ratios as it indicates the 
extent to which a bank's management is willing to fund its operation with debt. Naturally, a high 
debt to equity ratio is considered bad for a bank as it would have to pay the necessary interest 
on the borrowings.                       

                                 Debt - Equity ratio = 
𝑩𝒐𝒓𝒓𝒐𝒘𝒊𝒏𝒈𝒔

𝒔𝒉𝒂𝒓𝒆 𝒉𝒐𝒍𝒅𝒆𝒓𝒔  𝒇𝒖𝒏𝒅
 

               The Debt –Equity Ratio of select Public and Private Sector Banks for a period of five 
years from 2009-10 to 2013-14 has been presented below. 
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                                                                     Table No: 4 
Debt –Equity Ratio  

 Public Sector Banks 

 

   BANKS 
 

YEARS 

Mean 

 

Rank 

2009-10 2010-11 2011-12 2012-13 2013-14 

SBI 1.56 1.84 1.51 1.71 1.55 1.63 5 

BOB 0.88 1.06 0.86 0.83 1.02 0.93 2 

PNB 1.19 1.47 1.34 1.21 1.21 1.28 3 

CAN BK 0.67 0.79 0.75 0.82 0.92 0.79 1 

CBI 1.28 1.44 1.22 1.20 1.56 1.34 4 

Private Sector Banks 

HDFC 0.60 0.57 0.80 0.91 0.91 0.76 1 

ICICI 1.83 1.99 2.32 2.18 2.11 2.09 5 

AXIS 1.07 1.38 1.49 1.33 1.32 1.32 2 

KOTAK 1.35 1.72 2.08 2.16 1.05 1.67 4 

INDUSIND 2.28 1.44 1.92 1.24 0.15 1.41 3 

           Source: Computed 
The Ratio of Debt-Equity for the selected five banks has been found to be below 2 per 

cent which is ICAI limit for Debt-Equity composition in any industry. Less borrowed funds will 
reduce the burden of interest expense for the business. Hence, banks have to be more care full 
towards their borrowings. Among the select public sector banks, CAN BK bank operates with a 
lower proportion of debt (mean ratio of 0.79 per cent) which is less than all the other banks.  
         The Debt-Equity Ratio of ICICI bank is found to be at 2.09 per cent which is slightly above 
(ICAI) limit (2per cent). The bank has to take measures to reduce debt equity ratio below 2 per 
cent to remain safe. Among the select banks, HDFC plays a safe role in the competitive 
environment where its Debt-Equity ratio is found to be the least at 0.76 per cent. A fluctuating 
trend in the Debt-Equity ratio is found in all the banks during the study period.  
      The Debt-Equity of all banks is found to be less than 2 per cent during the study period 
except for ICICI. 
 

Capital Adequacy Ratio 
 

This ratio is propounded to ensure that banks can take up a reasonable level of losses 
arising from operational losses. The higher the CAR ratio, indicates stronger the bank and the 
more will be the protection of investors.  

                                         Capital Adequacy Ratio = 
𝑻𝒊𝒆𝒓𝟏+𝑻𝒊𝒆𝒓𝟐

𝑹𝒊𝒔𝒌 𝒘𝒆𝒊𝒈𝒉𝒕𝒆𝒅  𝒂𝒔𝒔𝒆𝒕𝒔
(given) 

The Capital Adequacy Ratio of select Public and Private Sector Banks for a period of five years 
from 2009-10 to 2013-14 has been presented below. 
 
Table No: 5 
Capital Adequacy Ratio  

 Public Sector Banks 

   BANKS 
YEARS 

Mean 

 

Rank 2009-10 2010-11 2011-12 2012-13 2013-14 

SBI 13.39 11.98 13.86 12.92 12.96 13.02 3 

BOB 14.52 14.67 13.30 12.28 12.60 13.47 1 

PNB 14.16 12.42 12.63 12.72 12.29 12.84 4 

CAN BK 13.43 15.38 13.76 12.40 11.14 13.22 2 

CBI 12.23 11.64 12.40 11.49 11.96 11.94 5 

Private Sector Banks 

HDFC 17.44 16.22 16.52 16.80 16.07 16.61 3 

ICICI 19.41 19.54 18.52 18.74 17.70 18.78 1 

AXIS 15.80 12.65 13.66 17.00 16.07 15.04 4 

KOTAK 18.35 19.92 17.52 16.05 19.01 18.17 2 

INDUSIND 15.33 15.89 13.85 15.36 13.83 14.85 5 

            Source: Computed 
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 The Capital Adequacy Ratio of the selected five  public sector banks have been more 
than 11 per cent which is above the RBI limit of 9 per cent. Hence, all the select banks have 
satisfactory Capital Adequacy ratio throughout and the banks can meet the time liabilities and 
other risk i.e. credit and operational risk. From the analysis BOB has been found at the first 
position in Capital Adequacy ratio (13.47 per cent) and CBI ranks last. 

Capital Adequacy Ratio of HDFC, ICICI, AXIS, KOTAK and INDUSIND have shown a 
fluctuating trend throughout the study period. ICICI has ranked first in Capital Adequacy ratio 
(18.78 per cent) which indicates the bank is financially sound compared to the other banks.  
Next to ICICI bank, KOTAK, HDFC, AXIS and INDUSIND have taken their respective ranking in 
Capital Adequacy. 

The Capital Adequacy ratio of private sector banks are higher than that of the public 
sector banks throughout the study period implying that the private sector banks are 
competitive and financially sound. 

 

CORRELATION ANALYSIS 
 

Correlation analysis has been used to study the degree of relationship between various 
factors of Capital Adequacy.  
Table No: 6 
Correlation between Capital Adequacy Ratios - Public Sector  

   Ratios Advances to 

Total Assets 

Government 

Securities to Total 

Assets 

Government Securities 

to Total Investment 

Debt -

Equity 

Capital 

Adequacy 

Advances to Total 

Assets 

1.00 -.222 -.159 .157 .239 

Government Securities 

to Total Assets 

 1.00 .403* -.061 -.255 

Government Securities 

to Total Investment 

  1.00 -.485* -.060 

Debt –Equity    1.00 -.312 

Capital Adequacy     1.00 

   Source: computed                                                                                     * Significant at the 5 % level. 
The correlation result shows the degree of relationship among the Capital Adequacy 

ratios. The Capital Adequacy ratios have low to moderate level of correlation. The highest 
correlation is found between ratio of Government Securities to Total Investment and Debt-
Equity ratio (-.485).The next highest correlation is between the ratio of Government Securities 
to Total Assets and Government Securities to Total Investment. Ratio of Advances to Total 
Assets is positively correlated with Debt-Equity and Capital Adequacy ratio and negatively 
correlated with ratio of Government Securities to Total Assets and ratio of Government 
Securities to Total Investment. 

Ratio of Government Securities to Total Assets is negatively correlated with Debt-Equity 
and Capital Adequacy ratio. Ratio of Government Securities to Total Investment is negatively 
correlated with Debt-Equity and Capital Adequacy ratio. Debt –Equity ratio is found to have 
negative correlation with Capital Adequacy ratio. 

There is a significant correlation between ratios of Government Securities to Total 
Investment and Debt-Equity ratio and ratio of Government Securities to Total Assets and ratio 
of Government Securities to Total Investment at 5% level of significance. 
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Table No: 7 
Correlation between Capital Adequacy Ratios -Private Sector 

Ratios Advances to 

Total Assets 

Government 

Securities to Total 

Assets 

Government Securities 

to Total Investment 

Debt -

Equity 

Capital 

Adequacy 

Advances to Total 

Assets 

1.00 .110 .104 -.516** -.732** 

Government Securities 

to Total Assets 

 1.00 -.017 .001 .055 

Government Securities 

to Total Investment 

  1.00 -.150 .027 

Debt -Equity     1.00 .297 

Capital Adequacy     1.00 

  Source: computed                                                                                         **Significant at the 1% level. 
 The correlation result shows that Capital Adequacy ratios have low to moderate level of 

correlation. The highest correlation is found between ratio of Advances to Total Assets and 
Capital Adequacy ratio (-.732).The next highest correlation is between the ratio of Advances to 
Total Assets and Debt -Equity. Ratio of Advances to Total Assets is positively correlated with 
ratio of Government Securities to Total Assets and ratio of Government Securities to Total 
Investment. 

 Ratio of Government Securities to Total Assets is negatively correlated with Ratio of 
Government Securities to Total Investment and it is positively correlated with Debt-Equity and 
Capital Adequacy ratio. Ratio of Government Securities to Total Investment is negatively 
correlated with Debt –Equity ratio and positively correlated with Capital Adequacy. Debt –
Equity ratio is found to have positive correlation with Capital Adequacy ratio. 

There is a significant correlation between ratio of Advances to Total Assets and Debt-
Equity ratio and Capital Adequacy at 1% level. 
 

CONCLUSION 
 

                     Capital adequacy is the ratio that regulates in the banking system to watch bank’s 
health, specifically bank’s capital to its risk. Regulators in the banking system prescribe certain 
minimum capital-to-asset ratio to be maintained by banks at all times and they track a bank’s 
CAR to ensure that it can absorb a reasonable amount of loss. The study made an effort to 
analyze the financial strength of the selected banks in India. The Correlation result test reveals 
that there is a significant correlation between ratios of Government Securities to Total 
Investment and Debt-Equity ratio and ratio of Government Securities to Total Assets and ratio 
of Government Securities to Total Investment at 5% level of significance for the public sector 
banks. There is a significant relationship between the ratio of Advances to Total Assets and 
Debt-Equity ratio and Capital Adequacy at 1% level for private banks.  

 
  

  
 


