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economies (Sensarma & Bhattacharyya, 2016). This study has been undertaken to

Banking; analyse the influence of banks on India's economy, which is a developing economy
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Banking Performance; Design/Methodology: The data of the study includes the independent variables that

indicate banking performance. The proxies used for the bank's performance are: bank
nonperforming loans to total gross loans (%) (NPL), domestic credit provided by the
financial sector (% of GDP) (DC), Return on Equity (ROE), bank capital to assets
ratio (%) (CAP), and regulatory capital to risk-weighted assets (CAR). At the same
time, the substitute for economic growth is growth in domestic product (GDP). All
organised banks operating in India form the sample of the study. The period of study
is from 1990 to 2029. To test the hypotheses, simple regression, multicollinearity tests,
and ordinary least square (POLS) are performed.
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Findings: The findings indicate that a few of the variables such as domestic credit,
return on equity, and capital adequacy ratio, which are linked to the bank's operational
and financial efficiency, are correlated with India's GDP growth. The study's empirical
results recommend that this country's (India's) policymakers should assist the banking
sector by laying down new growth and developmental policies that will strengthen the
banking sector, which will in turn strengthen the economy.
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Research, Practical & Social Implications: This study shows that Indian banks
have a major impact on Indian economic growth. It also identifies the primary banking
attributes that influence GDP. Such a study will help policymakers and researchers
understand the significant contributors to economic growth.

Originality and Value: There are many studies that have studied the determinants of
GDP. But this is the first study that has tried to establish the impact/relationship of
banking variables on GDP growth.
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O DESEMPENHO DO SETOR BANCARIO PROMOVE O CRESCIMENTO ECONOMICO? UMA
ANALISE DE SERIES TEMPORAIS

RESUMO

Objetivo: Em termos de estimulo & economia, os bancos desempenham um papel essencial. Esses bancos
influenciam direta ou indiretamente o crescimento econdémico (PIB) de um pais. Este estudo analisa a associa¢éo
entre o desempenho dos bancos e o crescimento do PIB.

Estrutura tedrica: O setor bancario atua como um mecanismo eficaz que financia varios projetos em todo o pais.
A maioria desses estudos se concentra em nagdes desenvolvidas. Embora exista uma grande quantidade de
literatura sobre essa questdo relativa aos mercados desenvolvidos, hd uma falta de literatura relacionada as
economias emergentes e em desenvolvimento (Sensarma & Bhattacharyya, 2016). Este estudo foi realizado para
analisar a influéncia dos bancos na economia da India, que é uma economia em desenvolvimento
Projeto/Metodologia: Os dados do estudo incluem as varidveis independentes que indicam o desempenho
bancério. As proxies usadas para o desempenho do banco séo: empréstimos bancérios inadimplentes em relagéo
ao total de empréstimos brutos (%) (NPL), crédito doméstico fornecido pelo setor financeiro (% do PIB) (DC),
retorno sobre o patriménio liquido (ROE), indice de capital bancario sobre ativos (%) (CAP) e capital regulatério
sobre ativos ponderados pelo risco (CAR). Ao mesmo tempo, o substituto do crescimento econdémico € 0
crescimento do produto interno (P1B). Todos os bancos organizados que operam na india formam a amostra do
estudo. O periodo de estudo é de 1990 a 2029. Para testar as hipdteses, sdo realizados testes de regressao simples,
de multicolinearidade e de minimos quadrados ordinarios (POLS).

Resultados: Os resultados indicam que algumas das variaveis, como crédito doméstico, retorno sobre o patriménio
liquido e indice de adequacéo de capital, que estdo ligadas a eficiéncia operacional e financeira do banco, estdo
correlacionadas com o crescimento do PIB da India. Os resultados empiricos do estudo recomendam que os
formuladores de politicas desse pais (india) devem ajudar o setor bancario estabelecendo novas politicas de
crescimento e desenvolvimento que fortalecam o setor bancério, o que, por sua vez, fortalecera a economia.
Implicagdes sociais, praticas e de pesquisa: Este estudo mostra que os bancos indianos tém um grande impacto
sobre o crescimento econdmico da India. Ele também identifica os principais atributos bancérios que influenciam
o0 PIB. Esse estudo ajudara os formuladores de politicas e os pesquisadores a entender os principais contribuintes
para o crescimento econémico.

Originalidade e valor: Ha muitas pesquisas que estudaram os determinantes do PIB. Mas este é o primeiro estudo
que tentou estabelecer o impacto/relagdo das varidveis bancarias sobre o crescimento do PIB.

Palavras-chave: Bancos, Bancos Indianos, Desempenho Bancario, Crescimento Econdmico, Andlise de Séries
Temporais, Minimos Quadrados Ordinarios.

¢FAVORECE EL RENDIMIENTO DEL SECTOR BANCARIO EL CRECIMIENTO ECONOMICO?
UN ANALISIS DE SERIES TEMPORALES

RESUMEN

Objetivo: En términos de estimulo de la economia, los bancos desempefian un papel esencial. Estos bancos
influyen directa o indirectamente en el crecimiento econémico (PIB) de un pais. Este estudio examina la asociacién
entre los resultados de los bancos y el crecimiento del PIB.

Marco teodrico: El sector bancario actlia como un mecanismo eficaz que financia diversos proyectos en todo el
pais. La mayoria de estos estudios se centran en las naciones desarrolladas. Si bien existe una gran cantidad de
literatura sobre este tema relativa a los mercados desarrollados, hay una falta de literatura relacionada con las
economias emergentes y en desarrollo (Sensarma & Bhattacharyya, 2016). Este estudio se realizd para analizar la
influencia de los bancos en la economia de la India, que es una economia en desarrollo

Disefio/metodologia: Los datos del estudio incluyen las variables independientes que indican el rendimiento
bancario. Los proxies utilizados para el rendimiento bancario son: préstamos bancarios morosos sobre el total de
préstamos brutos (%) (NPL), crédito interno proporcionado por el sector financiero (% del PIB) (DC), rendimiento
de los fondos propios (ROE), ratio de capital bancario sobre activos (%) (CAP) y capital regulatorio sobre activos
ponderados por riesgo (CAR). Al mismo tiempo, la variable sustitutiva del crecimiento econémico es el
crecimiento del producto interior bruto (PIB). Todos los bancos organizados que operan en la India constituyen la
muestra del estudio. El periodo de estudio va de 1990 a 2029. Para probar las hip6tesis, se realizan pruebas de
regresién simple, multicolinealidad y minimos cuadrados ordinarios (POLS).

Resultados: Los resultados indican que algunas de las variables como el crédito interno, la rentabilidad de los
fondos propios y el coeficiente de adecuacion del capital, que estan relacionadas con la eficiencia operativa y
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financiera del banco, estan correlacionadas con el crecimiento del PIB de la India. Los resultados empiricos del
estudio recomiendan que los responsables politicos de este pais (India) ayuden al sector bancario estableciendo
nuevas politicas de crecimiento y desarrollo que fortalezcan el sector bancario, lo que a su vez fortalecera la
economia.

Implicaciones sociales, préacticas y de investigacion: Este estudio demuestra que los bancos indios tienen un
gran impacto en el crecimiento economico del pais. También identifica los atributos bancarios clave que influyen
en el PIB. Este estudio ayudara a los responsables politicos y a los investigadores a comprender los factores clave
que contribuyen al crecimiento econémico.

Originalidad y valor: Hay muchas investigaciones que han estudiado los determinantes del PIB. Pero éste es el
primer estudio que ha intentado establecer el impacto/relacion de las variables bancarias en el crecimiento del PIB.

Palabras clave: Bancos, Bancos Indios, Rendimiento Bancario, Crecimiento Econémico, Analisis de Series
Temporales, Minimos Cuadrados Ordinarios.

INTRODUCTION

Many recently developed macro-financial studies summarise new insights into
overlapping macro-economic fields and financial economic theory to explain economic
fluctuations (Sensarma & Bhattacharyya, 2016). In recent years, one of the most debated topics
has been India’s GDP growth, and most observers feel that India is overcoming the worst phase
of economic growth. India is regaining its position as the world's fastest growing country.

In South Asia, India has a vast financial system with various financial institutions and
instruments (Kaur, 2010). In the last decade, the fastest-growing industry in India has been
Indian banking. As a result of reform and rapid technological progress, banks underwent
noteworthy transformations in the post-liberalization period (Gulati & Kumar, 2011. Therefore,
the bank’s profitability is vital for the country’s welfare and economic growth. But, RBI reports
say that various banking attributes are showing a poor track. These attributes are influencing
the bank’s profitability, which is disturbing the GDP of the country. The figure below explains

the same:

Fig. 1: Graphs showing the trends of GDP and banking indicators
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Every economy's growth depends on the bank’s performance and helps the system
absorb adverse and foreign financial shocks (Tabash & Dhankar, 2014). For many years,
academics and policymakers have debated whether financial growth has an association with
economic growth (Nyasha & Odhiambo, 2016). Economic growth is stimulated by financial
availability. There is an enormous and well-documented review that showcases Indian banks'
contributions to economic and social development. (Schumpeter 1911)

By impelling savings and investment, the financial system uplifts the economy. The
majority of the earlier research mainly focused on economic growth and its fundamental
association with financial development (Akinlo & Egbetunde, 2010; Deb & Mukherjee, 2008).
If a bank and a bank-like financial institution control the economy, such economies are called
"a bank-based financial system."

"The connection between the development of financial institutions and economic
growth has been evaluated, despite extensive efforts. However, no study analysed the
relationship between the effects of bank growth and the economic progress of the country.
Empirical results were usually inconclusive in the majority of such studies. (Nyasha and
Odhiambo 2016).

The following are the reasons for basing the study on India. First, considering
purchasing power parity, India is the third-largest and one of the world's fastest-growing
economies, with real average GDP growth of about 6% in the last ten years. Even as all-
pervasive depression fears plagued the global economy, India registered a remarkable 7.8%
post-crisis growth (2009-2011). Second, the Indian financial system is well-structured, which
means it has managed the global financial crisis very well. Third, although a system based on
banks, India does have a large and diverse financial market infrastructure needed to mobilise
resources to sustain growth. Finally, a transition since 1991, from a market economy that is
partially regulated, where the monetary policy transmission mechanism continues to evolve and
therefore remains relatively understood.

This first section of the paper sheds light on India’s economic condition and the role of
banks in its growth. The next section offers a summary of the related literature on the various
bank-based variables affecting GDP. It also discusses the impact of the selected variables on
GDP. The next section consists of the econometric variables used for the calculations and
describes the collection of data and its methods. The following segment talks about the effects

of the estimate. Finally, some concluding remarks are given in the last chapter.
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LITERATURE OVERVIEW

Most of the researchers proved in their studies that the economic growth of any country
is strongly related to the performance of the banking sector. In any economy, financial
institutions like banks provide financial assistance to businesses. Current research analyses how
the competence of the Indian banks affects economic growth.

The influence of specific banking sector variables on economic growth was analysed by
a few researchers. But there are very few studies that test the impact of multiple banking-related
variables on GDP. This study examines the association between the Indian bank’s performance
and the economic growth of the country (India).

Nkusu (2011) examined 26 advanced nations for the period 1998-2009. A panel vector
autoregressive (PVAR) model is used to establish that the credit-to-GDP ratio, the drop in house
prices, and GDP growth are influenced by higher NPLs. Ghosh (2017) claimed that an increase
in total NPL led to a fall in US real GDP growth. NPLs in many sectors diminish employment
growth in related sectors. NPLs have an immediate, significant, and negative influence on GDP
growth.

With the objective of recording financial liberalisation and competition in the banking
sector, determinants of credit growth are studied (Egert B et al., 2016). Recent studies on credit
growth in growing nations have recorded that private sector lending has recently increased
vigorously in numerous developing nations (Hilbers et al., 2006).

Based on commercial banks in Jordan, the impact caused by the bank’s performance on
economic growth was presented. GDP is the outcome variable considered, and the regressors
considered in this analysis are ROA, deposits and credit facilities, and GDP as dependent
variables. The influence of commercial banks on the growth of the Jordanian economy is
evaluated using the Pooled Regression. (Alkhazaleh 2017)

The impact of profitability of Nigerian banks on economic growth proved that a bank’s
profitability has a significant and positive relationship with economic growth. Independent
variables such as RoE, RoCE, and Gross Domestic Product (GDP) as dependent variables are
analyzed using the pooled regression method. Adekola (2016)

Analyzed the determinants (micro and macro) of UAE commercial banks’ profitability
for the period 2009-2013. The study proved that capital adequacy, asset quality, and operational
efficiency proved to have a significant positive connection with the profitability of the
commercial banking sector. Also, they found that both RoA and RoE are negatively correlated

with the performance of commercial banks in the UAE. Banerjee & Hazarika (2014)
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"Central banks bring changes in money supply by influencing the interest rates imposed
by banks™ (Ardoin and Rodriguez, 2017). state that "the central bank of a country, such as the
Reserve Bank of India (RBI) or the Central Bank of Sri Lanka (CBSL), stimulates the economic
growth of a country by using various monetary policies.” (Ahmad and Premaratne 2018)

Bank regulators and some academicians claim that banks take too much risk because of
the low capital requirements set by the central bank. Bank managers and opposing academics
argue that banks’ funding costs increase because of the high capital requirements set by the
central bank, thus pulling down the credit supply within the country. Superficially, the
significant positive influence of a higher capital requirement on bank lending appears to be
counterproductive and unreliable with the existing experimental proof. Earlier studies suggest
that higher capital requirements ease financial instability, but they also diminish the amount of
lending, which results in lower output. (Begenau 2015)

Moreover, Kenza, M. et al. (2016), "The consequence of the growth of the financial
sector on economic growth in 11 MENA countries was examined in a study from 1980 to 2012.
The study concluded by pointing out the need for economic reforms to develop a competitive
banking system and thus boost financial growth.

There is limited research focusing on the connexion between Islamic banks' production
and economic development. Many scholars have limited their scope to discussing the role of
Islamic banking in economic growth (Tabash & Anagreh, 2017).

"Experiments have found that finance is positively correlated with productivity,
generally with more than one long-term elasticity. This shows that per capita GDP often
increases as credit rises to GDP levels, a phenomenon known as financial deepening. ",
(Terrones and Mendoza, 2004) The vast majority ofof the studies prove that financial deepening
spurs economic development (Beck et al., 2000; Rajan & Zingales, 2001).

In India, very common variables are used as substitutes for bank profitability factors.
The uniqueness of this research is that it is the first research that attempts to understand the
correlation between different variables in banking and economic development. In addition, all
structured banks operating throughout the country are reflected by the data considered in this
study.

MATERIAL AND METHODOLOGY
Data and Sample Collection

The study data was obtained from the IMF databases, the World Bank, etc. For the
period 1991-2019, the primary purpose was to consider India's aggregate results. The
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characteristics of the sample and the number of the analysed variables have created restrictions
on data collection. The data considered for the research is time-series data with 29 observations
representing the period 1991-2019.

As stated above, 20 Asian countries' aggregate data were considered to understand the
banking factors that positively or negatively influence the GDP rate. Based on the evidence of
earlier research that explores GDP, explanatory variables are considered in such models. The
novelty of this study is that it is the first of its kind to focus on the impact of banking variables
on India's GDP. Rinaldi and Sanchis-Arellano (2006) state that unbalanced panel data contains

more conclusions and is less reliant on a fixed period of time.

Variables
Including dependent and independent variables, eight variables are used in the study.

Independent variables are seven in number, and one is the independent variable.

Independent variables

Considering the literature review, we select non-performing loans to total gross loans
(%) (NPL), domestic credit provided by the financial sector (% of GDP) (DC), Return on Equity
(ROE), bank capital to assets ratio (%) (CAP) and regulatory capital to risk-weighted assets

(CAR) as indicators of performance and profitability of Indian banks.

Dependent variables
As a dependent variable, GDP, which is an efficient economic indicator of economic
health, is used as a measure. It is the most common measure that reflects a country's economic

growth at a specific point in time.

Table 1: Variables Presentation

Bank Specific Variable Symbol Expected Sign
Aggregate NPL to total gross loans NPL O]
Domestic credit provided by financial sector (% of GDP) DC )
Bank capital and reserves to total assets CAP O]
Regulatory capital to risk-weighted assets CAR O]
Return on equity ROE (+)

Source: Results obtained and compiled by the author

An NPL is a loan in which the debtor defaults on the scheduled instalments of principal
or interest for a particular period. This constant increase in NPLs with its related consequences

Intern. Journal of Profess. Bus. Review. | Miami,v.8 | n.5 | p. 01-20 | e02128 | 2023.

7




Reddy, K., Mubeen, S., Raju, K. H.H,, V., ]., S., M. B. (2023)

Does the Performance of Banking Sector Promote Economic Growth? A Time Series Analysis

is unhealthy for the country's banking industry. "We believe that there is a negative association
between NPL and GDP." (Zeng & Shihong, 2011).

Domestic credit denotes loans that a nation or the central bank of a country provides to
borrowers within the nation. This indicates the credit provided by the commercial banks and by
the government itself. (Gozgor, 2014), "Domestic credit issued by banks can be an engine of
economic growth. In his study, he has established that domestic credit is positively correlated
with GDP.

A standard indicator of a bank’s profitability, which helps assess and evaluate the bank's
ability to earn revenue from its assets to sustain its profit, is the return on assets (ROA). (ROE)
is the next standard indicator that represents the revenue generated from the shareholders'
equity. (Alkhazaleh, 2017), "The ROA of the Jordanian banking sector was found to be
associated positively with economic development.” (Gull et al., 2011), "found that the ROE of
banks is positively associated with economic growth."

Adequacy ratio (CAP) is one of the essential banking variables considered in this study,
which measures the bank's risk. According to many studies, such as Ruckes (2004), there exists
a negative relationship between credit growth and capital ratios. We presume that bank risk is
lower during strong economic growth, allowing banks to diminish their regulatory capital
(CAR). Short growth cycles increase financial risk while allowing banks to keep a high capital
ratio.In their study, Kalifa and Bektas (2017) confirm this.

This study is the first study that analyses the banking factors affecting GDP in India.

RESEARCH PLAN
The research structure that illustrates the relationship between dependent variables and

independent variables is shown in Fig. 2.
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Fig. 2: Figure showing the banking variables affecting GDP
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Source: Prepared by Authors (2023)

RESEARCH MODEL
This study uses a pooled regression method and a simple regression method to analyse

the relationship between Indian banks' success and India's economic development.
Y [d (GDP)] =1 [d (NPL) + 2 [d (DC) + 3 [d (ROE)]+ 4 (CAP)+ 5 (CAR)+
Where,

d (GDP): The first difference between GDP and the dependent variable used to calculate economic growth.
a: constant

b1-b3: Independent variable coefficients

: Error phrase

The first difference of the selected independent variables to measure the performance
of the Indian banking sector is d (NPL), d (DC), d (ROE), d (CAP), and d (CAR).

The author can determine whether to accept or reject the established hypotheses on the
basis of the results of this model. The following hypotheses have been developed:
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H1: Indian banks' (NPL) non-performing loans have a strong influence on India's
economic development.

H2: Indian banks' (DC) domestic credit has a strong influence on India's economic
development.

H3: Indian banks' (RoE) Return on Equity has a strong influence on India's economic
development.

H4: Indian banks' (CAP) bank capital and reserves to total assets have a strong influence
on India's economic development.

H5: Indian banks' (CAR) regulatory capital to risk-weighted assets has a strong

influence on India's economic development.

ANALYSES, FINDINGS, AND DISCUSSION

Statistics for Descriptive Purposes

Table 2: A descriptive summary of the study variables

Particulars GDP NPL DC ROE CAP CAR

N 31 31 31 31 31 31

Mean 4.24 10.6 61.6 16.4 6.14 12.1
Median 5.13 9.21 59.3 17.3 6.16 12.3
Standard Deviation 2.99 7.77 12.3 8.74 0.926 1.34
Minimum -7.69 2.25 43.6 -2.53 4.62 9.77
Maximum 7.04 26.5 77.9 34.8 8.10 15.2
Skewness -2.48 0.646 0.0244 -0.304 0.0953 -0.00857
Kurtosis 8.53 -0.840 -1.68 -0.170 -0.894 -0.331
Shapiro-Wilk p <0.001 0.005 0.002 0.488 0.603 0.305
Particulars GDP NPL DC ROE CAP CAR

N 31 31 31 31 31 31

Mean 4.24 10.6 61.6 16.4 6.14 12.1
Median 5.13 9.21 59.3 17.3 6.16 12.3
Standard Deviation 2.99 7.77 12.3 8.74 0.926 1.34
Minimum -7.69 2.25 43.6 -2.53 4.62 9.77
Maximum 7.04 26.5 77.9 34.8 8.10 15.2
Skewness -2.48 0.646 0.0244 -0.304 0.0953 -0.00857
Kurtosis 8.53 -0.840 -1.68 -0.170 -0.894 -0.331
Shapiro-Wilk p <0.001 0.005 0.002 0.488 0.603 0.305

Source: Prepared by Authors (2023)

The descriptive statistics for all the variables are shown in Table 2. For the independent
variables, NPL has a mean of 10.6, DC has a mean of 61.6, while for ROE it is 16.4, 6.14 is the
mean of CAP, and 12.1 is the mean of CAR. The mean of the dependent variable, GDP, is 4.24.
The control variable, TO, has a mean of 35.3, CE has a mean of 71.6, inflation has a mean of
6.54, and FDI has a mean of 1.24. The median of the dependent variables is greater than the

mean, which means the results are negatively skewed.
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Correlation Matrix

Correlation matrix (Table 3)

Correlation Matrix

GDP NPL DC ROE CAP CAR

GDP Pearson's r —

p-value —

NPL Pearson's r -0.189 —
p-value 0.307 —

DC Pearson's r 0.055 -0.787 *** —

p-value 0.767 <.001 —
ROE Pearson's r 0.193 -0.292 -0.204 —
p-value 0.297 0.111 0.272 —

CAP Pearson's r 0.189 -0.788 *** 0.921 ***  -0.217 —
p-value 0.308 <.001 <.001 0.240 —

CAR Pearson's r 0.282 -0.868 *** 0.799 *** 0.158 0.834 *** —
p-value 0.125 <.001 <.001 0.396 <.001 —

Note. NA
Note. * p < .05, ** p < .01, *** p <.001
Source: Prepared by Authors (2023)

Correlation Matrix (Figure 2) Plot
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The correlation matrix of the explanatory variables is shown in Table 3. Gujarati (2005)
reported that a correlation score of more than 0.75 between variables represents
multicollinearity between variables. Table 5 shows that the correlation coefficients between
variables are less than 0.75, which implies multicollinearity between a few variables. The
problem with multicollinearity is that a significant variable becomes insignificant because of
the high correlation between the two independent variables. This happens because high
correlation increases standard error. When the expected error increases, the t-value will
decrease, leading to a high P-value. The suggested method to handle multicollinearity is that

we identify variables that have values greater than 0.75.

Individual Factor Simple Regression Results

Simple Regression (Table 4)

Variable R Square Coefficient Standard Error t-stat p-value

NPL 0.232167 -0.12283 0.042989 -2.85725 0.008128
DC 0.142674 0.063543 0.029977 2.119732 0.043367
ROE 0.00102 -0.00756 0.045552 -0.16603 0.869368
CAP 0.277269 1.22673 0.381158 3.218432 0.003341
CAR 0.300108 0.824231 0.242239 3.402556 0.002097

Source: Prepared by Authors (2023)

The following are the null hypothesis hypotheses developed:

H1: Indian banks' (NPL) non-performing loans don’t have a strong influence on India's

economic development.

H2: Indian banks' (DC) domestic credit doesn’t have a strong influence on India's

economic development.

H3: Indian banks' (RoE) Return on Equity doesn’t have a strong influence on India's

economic development.

H4: Indian banks' (CAP) bank capital and reserves to total assets doesn’t have a strong

influence on India's economic development.

H5: Indian banks' (CAR) regulatory capital to risk-weighted doesn’t have a strong

influence on India's economic development.

The P-value in the above table will help us decide whether to accept or reject the null
hypothesis. We reject the null hypothesis if P-value is less than 0.05.We accept the null
hypothesis if the P-value is greater than the sign level (0.05).Positive coefficients indicate
positive correlation and negative coefficients indicate negative correlation. From the P-values,
we can understand that the NPL has a significant negative impact on GDP. We also find that
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DC, CAP, and CAR have a positive and significant impact on GDP. The study results also
suggest that ROE has no significant impact on GDP.

Autocorrelation Test (Durbin-Watson Test)

Durbin-Watson test (Table 5)

Variables Sum of squared Sum of squared  Durbin-Watson ~ DL/DU Decision
difference of residuals statistics (D)
residuals
NPL 166.4554472 88.05129 1.890437 1.119/1.254 No Autocorrelation
DC 172.7125599 98.31395 1.756745 1.119/1.254 No Autocorrelation
ROE 163.3772228 114.5581 1.426151 1.119/1.254 No Autocorrelation
CAP 165.1657142 82.87922 1.992848 1.119/1.254 No Autocorrelation
CAR 150.9129786 80.26017 1.880297 1.119/1.254 No Autocorrelation
All variables 123.8807098 61.78853 2.004914 0.723/1.830 No Autocorrelation

Source: Prepared by Authors (2023)

Fig. 3: Durbin-Watson test

Durbin-Watson test

2.5

15

0
NPL DC ROE CAP CAR

H Durbin-Watson statistics (D) HDL DU

[y

[®a]

All variables

Source: Prepared by Authors (2023)

Ho: There is no autocorrelation.

There is autocorrelation.

The above table and graph will help us find the problem of auto-correlation between
variables (dependent and independent). If D is less than DL, then we reject HO, and there is
strong evidence the error terms are positively correlated. If D is more than DU, then we fail to
reject HO. If D is between DL and DU, then the result is inconclusive. Thus, from the study
results, we can conclude that there is no autocorrelation.
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Test of Stationarity (Augmented Dickey Fuller Test):
The time series is not stationary.

The time series is stationary.

Table 6: Dickey-Fuller-Augmented Test

Variables Test Statistics P-value Level of
Significance
GDP -1.8972 0.6310 5%
| GDP -5.3667 0.0008 5%
NPL -3.2266 0.0792 5%
I NPL -3.5842 0.0311 5%
DC -1.9126 0.6231 5%
I DC -1.8797 0.6399 5%
d I DC -3.8687 0.0269 5%
ROE -2.0571 0.5477 5%
I ROE -3.1432 0.0007 5%
CAP -2.9183 0.7421 5%
I CAP -4.2556 0.0106 5%
CAR -1.8235 0.5122 5%
I CAR -1.7686 0.5288 5%

Source: Prepared by Authors (2023)

Table 6 helps us understand whether the time series data has a unit root or not. Using
the Augmented Dickey-Fuller test, we can check the stationarity of the data. The P-value of the
test is 0.0065, which is less than the significance level of 5%. So we can reject the null

hypothesis. Thus, we can understand that the time series data is stationary.

Regression Analysis (Ordinary Least Square Method)

Table 7 shows the Ordinary Least Squares Method

Coefficient Std. Error t-ratio p-value
const 1.17514 0.858153 1.369 0.1847
d_NPL —0.151376 0.319127 —0.4743 0.6399
d_DC —0.435882 0.187484 —2.325 0.0297 fala
d_ROE —0.154478 0.0786615 —-1.964 0.0623 *
d_CAP -10.4766 7.36877 —-1.422 0.1691
d_CAR 1.67606 0.709400 2.363 0.0274 **

OLS model with observations from 1991 to 2018 (T = 28).
d_GDP is the dependent variable.
Source: Prepared by Authors (2023)

The model helps us to understand the significance of the variables and also to know the
p-values. Variables having a P-value above the considered significance level can be considered.
Considering the above-discussed criteria, DC, ROE, and CAR are the variables found to have

a significant impact on GDP.
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The independent variables considered in this study are NPL, DC, ROE, CAP, and CAR.
But in an attempt to remove the problem of multicollinearity, we found that in India, only DC,
ROE, and CAR have a strong influence on the GDP of the nation. Even though we failed to
explain the relationship between all the considered variables, three out of five variables

considered are proven to influence GDP.

Linear Restrictions Test

Ho : B1= 2= B3=p4=p5=0
Hi: Bi#0 for at least one i.

Restricted Estimates:

Table 8: The Joint Significance Test

Coefficient Std. Error t-ratio p-value
constant 0.0837159 0.466593 0.1794 0.8589
d_NPL 0.000 0.000 NA NA
d_DC 0.000 0.000 NA NA
d_ROE 0.000 0.000 NA NA
d_CAP 0.000 0.000 NA NA
d_CAR 0.000 0.000 NA NA

Test Statistics: F(5,22)=2.6955, with p-value=0.0478628
The standard error of the regression is 2.46898.
Source: Prepared by Authors (2023)

Table 8 helps us understand the overall model significance. The P-value of the test
statistics is 0.0478628, which is lower than the 5% threshold. We, therefore, conclude that the

overall model is important.

CONCLUSION

This research is done with the objective of understanding the bearing of the success of
organised banks on India's economic development. We used non-performing loans (NPL),
domestic credit (DC), RoE, bank capital and reserves to total assets (CAP), and regulatory
capital to risk-weighted assets (CAR) as proxies for the performance of an Indian bank, and
GDP is used as a substitute for economic growth. The fact that it only looked at data from
1991-2019 and not 2020-2022 is one of the study's flaws .The researcher's current plan is
to use linear regression to develop a model based on the study. But the tool failed to establish

the model because of the problem of multicollinearity. Even though the findings of this
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literature are important, it is complex to determine true causality. Because of the heterogeneity
of countries and the association between financial development and growth, non-linearity
problems arise (Favara, 2003). Ordinary Lease Square is used to understand how these banking
variables influence the GDP of India. Looking at the regression analysis results, we can realise
that DC, ROE, and CAR strongly influence the economic growth (GDP) of India. DC & ROE
have a negative relationship with economic growth (GDP), and CAR has a positive correlation
with economic growth (GDP). The novelty of this research is that this is the first study that has
attempted to understand the influence of selected banking performance attributes on the GDP
of India. Therefore, the government should focus on developing policies that help improve the
profitability and productivity of banks. The Reserve Bank of India (RBI) should develop a strict
risk management system to boost Indian banks' efficiency. For this reason, we propose that

researchers examine macro and micro variables on economic development of India.

REFERENCES

Adekola, O. (2016). The effect of banks profitability on economic growth in Nigeria. J. Bus.
Manage. 18(3), 1-9.

Agrawal, D. K. (2022). An Empirical Study On Socioeconomic Factors Affecting Producer’s
Participation In Commodity Markets In India. Journal of Positive School Psychology, 2896-
2906.

Ahmad, M.U. & Premaratne, H.A.G. (2018). Effect of Low and Negative Interest Rates:
Evidence from Indian and Sri Lankan Economies, Business Perspective and Research, 6(2):90-
99.

Akinlo, A. E., & Egbetunde, T. (2010). Financial development and economic growth: The
experience of 10 sub-Saharan African countries revisited. The Review of Finance and Banking,
2(1), 17— 28.

Al Sharif, B. M. M. (2023). The Impact of Macroeconomic Variables on the Performance of
Islamic Banks: an Empirical Study. International Journal of Professional Business
Review, 8(4), e01347. https://doi.org/10.26668/businessreview/2023.v8i4.1347

Ali, A. N. ., Al-lbraheemi , S. A. R. A. ., & Obaid , A. A. . (2022). BRICS Bloc in Light of
International Economic Challenges: A Study of Reality and Dimensions. International Journal
of Professional Business Review, 7(4), e0661.
https://doi.org/10.26668/businessreview/2022.v7i4.e661

Alkhazaleh, A. (2017). Does banking sector performance promote economic growth? Case
study of Jordanian commercial banks. Probl. Perspect. Manage. 15(2), 55-64.

April Wright & Deborah Ralston (2002) The Lagging Development of Small Business Internet
Banking  in  Australia, Journal  of  Small Business ~ Management, 40:1, 51-
57, DOI: 10.1111/1540-627X.00038

Intern. Journal of Profess. Bus. Review. | Miami,v. 8 | n.5 | p. 01-20 | e02128 | 2023.

16



https://doi.org/10.1111/1540-627X.00038

Reddy, K., Mubeen, S., Raju, K. H.H,, V., ]., S., M. B. (2023)

Does the Performance of Banking Sector Promote Economic Growth? A Time Series Analysis

Ardoin, E., & Rodriguez, A. (2017). Negative interest rates and a possible rift in interest rate
parity and arbitrage. International Journal of Business, Accounting, & Finance, 11(2), 48-62.

Arwani, A., Safi’l, M. A., Zawawi, Tamara, K., & Masrur, M. (2023). Development of the
Economic Growth Model Reducing Poverty in Central Java Indonesia. International Journal of
Professional Business Review, 8(3), e01134.
https://doi.org/10.26668/businessreview/2023.v8i3.1134

Banerjee, R., Hazarika, 1. (2014). Determinants of financial performance of commercial banks
in Dubai, UAE—a CAMELS model analysis. In: International Proceedings of AWBMAMD
Conference, Dubai.

Basha, S. M., & Ramaratnam, M. S. (2017). Construction of an Optimal Portfolio Using
Sharpe's Single Index Model: A Study on Nifty Midcap 150 Scrips. Indian Journal of Research
in Capital Markets, 4(4), 25-41.

Basha, S. M., Kethan, M., & Aisha, M. A. (2021). A Study on Digital Marketing Tools amongst
the Marketing Professionals in Bangalore City. JAC: A Journal of Composition Theory, 14(9),
17-23.

Beck, T, Levine, R and Loayza, N. 2000: Finance and the source of growth. Journal of Finance
and Economics 58: 261-300.

Begenau, J., 2015. Capital requirements, risk choice, and liquidity provision in a business cycle
model. Harvard Business School Working Paper, no. 15-072.

Boudriga, Abdelkader, Neila Taktak, and Sana Jellouli. (2009). “Bank Specific, Business and
Institutional Environment Determinants of Nonperforming Loans: Evidence from MENA
Countries.” Paper presented at Economic Research Forum 16th Annual Conference, Cairo.

Carolin Decker (2018) Stakeholders' Impact on Turnaround Performance: The Case of German
Savings Banks*, Journal of Small Business Management, 56:4, 534-
554, DOI: 10.1111/jsbm.12274

Deb, S. G., & Mukherjee, J. (2008). Does stock market development cause economic growth?
A time series analysis for Indian economy. International Research Journal of Finance and
Economics, 21, 142-149.

DrSanthosh Kumar, V., & Basha, S. M. (2022). A study of Emotional Intelligence and Quality
of Life among Doctors in PandemicCovid 19. International Journal of Early Childhood, 14(02),
2080-2090.

Egert B., Backé P., Zumer T. (2016) Private-Sector Credit in Central and Eastern Europe:
New (Over) Shooting Stars?. In: Brada J.C., Wachtel P. (eds) Global Banking Crises and
Emerging Markets. Palgrave Macmillan, London. https://doi.org/10.1007/978-1-137-
56905-9 6

Favara, G. 2003: An empirical reassessment of the relationship between finance and growth.
IMF Working Paper No. 123.

Intern. Journal of Profess. Bus. Review. | Miami,v. 8 | n.5 | p. 01-20 | e02128 | 2023.

17



https://doi.org/10.1111/jsbm.12274
https://doi.org/10.1007/978-1-137-56905-9_6
https://doi.org/10.1007/978-1-137-56905-9_6

Reddy, K., Mubeen, S., Raju, K. H.H,, V., ]., S., M. B. (2023)

Does the Performance of Banking Sector Promote Economic Growth? A Time Series Analysis

Ghosh, A. (2017), "Impact of non-performing loans on US product and labor markets", Journal
of Financial Economic Policy, Vol. 9 No. 3, pp. 302 323. https://doi.org/10.1108/JFEP-01-
2017-0003

Ginés Hernandez-canovas & Pedro Martinez-solano (2006) Banking Relationships: Effects on
Debt Terms for Small Spanish Firms, Journal of Small Business Management, 44:3, 315-
333, DOI: 10.1111/j.1540-627X.2006.00174.x

Gozgor, G. (2014). Determinants of domestic credit levels in emerging markets: The role of
external factors. Emerging Markets Review, 18, 1-18. doi:10.1016/j.ememar.2013.11.003

Gulati, R., & Kumar, S. (2011). Impact of non-traditional activities on the efficiency of Indian
banks: an empirical investigation. Macroeconomics and Finance in Emerging Market
Economies, 4(1), 125-166. doi:10.1080/17520843.2010.530939

Gull, S., Irshad, F., Zaman, K.: Factors affecting bank profitability in Pakistan. Rom. Econ. J.
14(39), 61-87 (2011).

Hilbers, P, Otker-Robe, | and Pazarbas y oglu, C. (2006). Going too fast? Managing Rapid
Credit Growth in Central and Eastern Europe. IMF, Finance and Development 43(1): 42-45.

Isac Gunday, D. M. K. (2023). A study on consumer perception towards fast food retail outlets
with reference to bengaluru karnataka. Journal of Pharmaceutical Negative Results, 418-424.

James C. Brau (2002) Do Banks Price Owner—Manager Agency Costs? An Examination of
Small Business Borrowing, Journal of Small Business Management, 40:4, 273-
286, DOI: 10.1111/1540-627X.00057

Jasmine Jaim (2021) Bank loans access for women business-owners in Bangladesh: Obstacles
and dependence on husbands, Journal of Small Business Management, 59:supl, S16-
S41, DOI: 10.1080/00472778.2020.1727233

Kalifa, W., & Bektas, E. (2017). The impacts of bank-specific and macroeconomic variables
on the capital adequacy ratio: evidence from Islamic banks. Applied Economics Letters, 25(7),
477-481. doi:10.1080/13504851.2017.1340559.

Kaur, H. V. (2010). Analysis of Banks in India—A CAMEL Approach. Global Business
Review, 11(2), 257-280. Doi: 10.1177/097215091001100209.

Kenza, M., Eddine, G.N.S. (2016). The effect of the financial sector development on growth:
the case of the MENA Countries. Arab Econ. Bus. J. 11(1), 72-85.

Kethan, M. (2022). Impact of Task Performance on Job Satisfaction of Information Technology
Employees in Bengaluru City.

Kethan, M., & Basha, M. (2023). Impact of Indian Cinema on Youths Lifestyle and Behavior
Patterns. East Asian Journal of Multidisciplinary Research, 2(1), 27-42.

Krishnamoorthy, D. N., & Mahabub Basha, S. (2022). An empirical study on construction
portfolio with reference to BSE. Int J Finance Manage Econ, 5(1), 110-114.

Intern. Journal of Profess. Bus. Review. | Miami,v. 8 | n.5 | p. 01-20 | e02128 | 2023.

18



https://www.emerald.com/insight/search?q=Amit%20Ghosh
https://www.emerald.com/insight/publication/issn/1757-6385
https://www.emerald.com/insight/publication/issn/1757-6385
https://doi.org/10.1108/JFEP-01-2017-0003
https://doi.org/10.1108/JFEP-01-2017-0003
https://doi.org/10.1111/j.1540-627X.2006.00174.x
https://doi.org/10.1111/1540-627X.00057
https://doi.org/10.1080/00472778.2020.1727233

Reddy, K., Mubeen, S., Raju, K. H.H,, V., ]., S., M. B. (2023)

Does the Performance of Banking Sector Promote Economic Growth? A Time Series Analysis

Lokesh, G. R., & Kotehal, P. U. A Study on the Effect of Electronic Payment Systems on Small
Business in Urban Bengaluru.

M. B. S., M. Kethan, V. Karumuri, S. K. Guha, A. Gehlot and D. Gangodkar, "Revolutions of
Blockchain Technology in the Field of Cryptocurrencies,” 2022 11th International Conference
on System Modeling & Advancement in Research Trends (SMART), Moradabad, India, 2022,
pp. 761-764, doi: 10.1109/SMART55829.2022.10047225.

Mahdi, F. S., Noorullah, A. S., & Jasim, R. H. (2023). Supporting the Internal Control of Banks
With the Methods of Performance and Financial Intelligence to Achieve Leadership in
Business: an Analytical Study of a Sample of Iragi Banks. International Journal of Professional
Business Review, 8(2), €01160. https://doi.org/10.26668/businessreview/2023.v8i2.1160

Maria Psillaki & Konstantinos Eleftheriou (2015) Trade Credit, Bank Credit, and Flight to
Quality: Evidence from French SMEs, Journal of Small Business Management, 53:4, 1219-
1240, DOI: 10.1111/jsbm.12106

Maricica Moscalu, Claudia Girardone & Raffaella Calabrese (2020) SMEs’ growth under
financing constraints and banking markets integration in the euro area, Journal of Small
Business Management, 58:4, 707-746, DOI: 10.1080/00472778.2019.1668722

Mohammed, B. Z., Kumar, P. M., Thilaga, S., & Basha, M. (2022). An Empirical Study On
Customer Experience And Customer Engagement Towards Electric Bikes With Reference To
Bangalore City. Journal of Positive School Psychology, 4591-4597.

Nkusu, M., 2011. Nonperforming Loans and Macro financial Vulnerabilities in Advanced
Economies. IMF Working Paper No 11/161.

Nyasha, S., & Odhiambo, N. M. (2016). Banks, Stock Market Development and Economic
Growth in Kenya: An Empirical Investigation. Journal of African Business, 18(1), 1-
23. doi:10.1080/15228916.2016.1216232

Rajan, RG and Zingales, L. (2001). Financial systems, industrial structure and growth. Oxford
Review of Economic Policy 17(4): 461-482.

Reddy, K., SN, M. L., Thilaga, S., & Basha, M. M. (2023). Construction Of An Optimal
Portfolio Using The Single Index Model: An Empirical Study Of Pre And Post Covid
19. Journal of Pharmaceutical Negative Results, 406-417.

Rinaldi, L., & Sanchis-Arellano, A. (2006). Household debt sustainability, what explains
household nonperforming loans? An empirical analysis. Working paper series 570.

Ruckes, M., (2004), “Bank competition and credit standards”, Review of Financial Studies,
Vol. 17(4), 1073-1102.

S. H. Krishna, N. Vijayanand, A. Suneetha, S. Mahabub Basha, S. C. Sekhar and A. Saranya,
"Artificial Intelligence Application for Effective Customer Relationship Management,” 2022
5th International Conference on Contemporary Computing and Informatics (IC3I), Uttar
Pradesh, India, 2022, pp. 2019-2023, doi: 10.1109/IC3156241.2022.10073038

Intern. Journal of Profess. Bus. Review. | Miami,v. 8 | n.5 | p. 01-20 | e02128 | 2023.

19



https://doi.org/10.1111/jsbm.12106
https://doi.org/10.1080/00472778.2019.1668722

Reddy, K., Mubeen, S., Raju, K. H.H,, V., ]., S., M. B. (2023)

Does the Performance of Banking Sector Promote Economic Growth? A Time Series Analysis

Schumpeter, J., (1911) (English edition 1934). The Theory of Economic Development. Harvard
Economic Studies, vol. XLVI. Harvard University Press, Cambridge, MA.

Sensarma, R., & Bhattacharyya, I. (2016). Measuring monetary policy and its impact on the
bond market of an emerging economy. Macroeconomics and Finance in Emerging Market
Economies, 9(2), 109-130. doi:10.1080/17520843.2015.1123743.

Shaik, M. (2023). Impact of artificial intelligence on marketing. East Asian Journal of
Multidisciplinary Research, 2(3), 993-1004. https://doi.org/10.55927/eajmr.v2i3.3112

Shaik, M. B. ., , M. K., T. Jaggaiah, & Mohammed Khizerulla. (2022). Financial Literacy and
Investment Behaviour of IT Professional in India. East Asian Journal of Multidisciplinary
Research, 1(5), 777-788. https://doi.org/10.55927/eajmr.v1i5.514

Tabash, M.I., Anagreh, S.A. (2017). Do Islamic banks contribute to growth of the economy?
Evidence from United Arab Emirates (UAE). Bank Bank Syst 12(1), 113-118.

Tabash, M.l., Dhankar, R.S. (2014). The impact of global financial crisis on the stability of
Islamic banks: empirical evidence. J. Islamic Bank. Financ. 2(1), 367—388.

Terrones, M and Mendoza, E. 2004: Are credit booms in emerging markets a concern? IMF,
World Economic Outlook Chapter 1V: 147-166.

Veiga, C. R. P. da, Veiga, C. P. da, & Su, Z. (2023). Supplementary Health System in Brazil:
Business Model Not Threatened by Socioeconomic Crisis. International Journal of Professional
Business Review, 8(1), €01225. https://doi.org/10.26668/businessreview/2023.v8i1.1225

Widarni, E. L., & Bawono, S. (2023). Investigating the Role of Education in Stability of Work
Participation in Economic Shocks from the Asian Financial Crisis to the Covid 19 Pandemic in
Indonesia. International  Journal of Professional Business Review, 8(1), e0811.
https://doi.org/10.26668/businessreview/2023.v8i1.811

Y. A. B. Ahmad, S. S. Kumari, M. S, S. K. Guha, A. Gehlot and B. Pant, "Blockchain
Implementation in Financial Sector and Cyber Security System,” 2023 International
Conference on Artificial Intelligence and Smart Communication (AISC), Greater Noida, India,
2023, pp. 586-590, doi: 10.1109/A1SC56616.2023.10085045.

Zeng, Shihong. (2011). “Bank Non-Performing Loans (NPLS): A Dynamic Model and
Analysis in China.” Modern Economy, 3(1): 100-110.

Intern. Journal of Profess. Bus. Review. | Miami,v. 8 | n.5 | p. 01-20 | e02128 | 2023.

20



https://doi.org/10.55927/eajmr.v1i5.514

