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A Study on the Indian Banking Sector Stock Performance Over the Decades 

 

 

 

ABSTRACT: 

This research study has mainly focused on understanding how the banking sector stocks listed on the NSE 

have performed over the past 20 years. The main objective is to determine which type of banking sector 

companies, i.e., whether the big or small companies or whether the banks with better valuations have 

performed well or not. This is done by performing a regression analysis on various portfolio combinations 

constructed using the Fama-French three-factor model, which helps us in building the 6 types of portfolios 

based on factors such as market cap, price-to-book value, etc. The findings confirm that the coefficient 

tagged with the small minus big variables has always given better returns compared to the stocks that are 

valued low or high.  
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INTRODUCTION: 

In the present day, globalization has played a key role in terms of developing a nation’s economy. 

However, both developed and developing nations' economy depends upon a lot of factors such as GDP, 

governmental policies, skillful labor, natural resources, tech advancement, innovation, infrastructure, 

global trade, political stability, etc. For all these factors to be in line with the developmental activities, one 

of the main components of the economy is the financial system of the country. All of these are 

interconnected and sudden change or uncertainty in one could cause a spillover effect on the rest.  

Additionally, to have a stable economy, a lot of things depend upon the monetary policy and how the 

government has its fiscal policies in alignment with the monetary policy. Therefore, all these are directly 

linked to the Indian financial system and this plays a key role in terms of building a nation’s economy. 

Under the Indian financial system, financial institutions have an important role in terms of maintaining a 

strong financial system. They help in bringing the connection between savings and investments.  
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Types of financial institutions: 

Financial institutions can be broadly divided into banking and non-banking institutions.  

 

There are various divisions under each of these two categories which make up for various subdivisions. 

In our research, we consider institutions that fall under the banking-commercial division further which is 

divided into public, private, foreign, regional, and small financial banks.  

History of the banking sector in India: 

The banking sector in India was mostly under the control of foreign banks during the pre-independence 

period. Only post-independence, after the formation of government and due to its initiatives, has 

strengthened the banking system. State Bank of India, back in 1955 known as Imperial Bank of India, was 

the first nationalized bank, and during the late 1960s, the government undertook nationalizing more than 

14 private sector banks.  

Post LPG reforms, India's economy has grown tremendously due to these economic reforms. 

Liberalization happened in tax reforms, forex and trade policies, the financial sector, etc. The PSU which 

was only under the control of the government, was disinvested to private players but still majority stake 
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and control was under the government itself. With more private players coming into the market, there was 

a rapid import of technology as well as an inflow of funds through FDI. This led to the strong growth of 

not only the government banks but also foreign banks like ICICI, Citibank, HDFC, Axis Bank, and many 

private banks in India.  

In recent years, we saw the nationalized banks getting merged due to the growing risk factor of NPAs. To 

cover the impact of NPAs on individual banks, the nationalized banks were merged to reduce the risk 

factor ratio and also by doing so, would increase their customer base, reduce business gaps, improve tech, 

and thereby increase profits.  

At present, the Indian banking sector has strong backing from RBI regulation and it is well-capitalized. 

With new-age banking like payment banks and digi-banks, and also with the introduction of UPI, PM Jan 

Dhan schemes, there is a significant rise in banking tech which has resulted in financial inclusion. More 

accounts have been opened with a rising deposits.  

 

In conclusion, the banking system in India has improved with timely technological advancements and has 

grown robust when compared to earlier periods. There are better risk management techniques in place to 

improve the asset's quality, more capital inflow, and enhanced regulatory measures to make sure the 

interests of the public are protected.  
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Key drivers influencing the banking sector growth: 

Emphasis on reducing NPAs - one of the reasons why there is an improvement in the quality of assets. 

Post-2010, there was an increase in NPAs of almost every public sector bank due to non-recover of loans 

and advances. Due to this, the banks were in distress resulting in poor financial results. After emphasizing 

reducing NPAs, the numbers have declined from 11.8% to 5.6% in 2022, which is a decade-low percent.  

Economic stability – increasing younger population, India is heading towards achieving a $5 trillion 

economy. Improved standard of living and steadily increasing consumer demand are improving the 

banking sector, education, and healthcare services, automobiles, etc. Increasing disposable income would 

generate much more demand for such services and with digitization of banking services, there is a 

significant rise in demand for loans as well.  

Robust policies and reforms – In this digitalization era, the government has been successful in terms of 

implementing and bringing digitization into the banking sector. Pradhan Mantri Jan Dhan Yojana has 

given rise to financial inclusion and banking access to everyone who were left out previously. With 

improved reforms and initiatives, comes better governance of the banks. This has brought in more stability 

and growth in this sector. E-mudra loans have provided better credit facilities to women, and increased 

bank account opening.  

Technology advancement – more fintech companies coming up with digital and convenient banking 

solutions have influenced the rapid growth of the digital banking sector. With more advancements and 

acceptance of digitization, India has been able to achieve financial inclusion in recent years. With UPI 

introduced by NPCI, the volume of digital payments and transactions has significantly risen.  

LITERATURE REVIEW:  

(Kailash Pradhan, 2022) have tried to explain about the linkage between the banking system and the 

growth of any nation’s stock market. The research discusses about factors such as savings rate, strong 

banking system, per capita income, credit facilities for private sector companies, etc. on how they help 

both the economy and stock market to perform well in both short and long term. A strong financial system 

and banking infrastructure helps the stock market in a way as linkage of savings to reach the private sector 

as crucial financial resources.  

(Jariwala, 2020) the author has explained about banking stocks that are listed on BSE and how the prices 

of these stocks move in accordance with the indices. He has performed descriptive statistical test to 

understand the movement of prices of these selected stocks, i.e., top 6 banking stocks by market cap. 
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Findings show that the returns of these 6 stocks and the bank index returns are much similar for the tested 

period and it implies that the random walk theory is observed.  

(Rajveer S. Rawlin, 2021) this research has discussed about various economic factors, both macro and 

micro economic factors which influence the private sector banks performance. They have explained how 

factors such as asset quality, profitability, inflation, growth rates, exchange rates, etc., have impact on 

stock prices of private sector banks. The findings also conclude that these banks have provided much 

better returns in accordance with inflation adjustment over time.  

(Dr. S. Sekar, 2020) in their study have considered variables such as ROE, EPS, Dividend per share, profit 

margins, ROA, etc., to study their impact on the market price of the banking stocks. They have regression 

analysis on these variables and found out that these factors have a significant influence on the market 

price movements. They have even discussed how important is the banking sector in providing banking 

services and also stated that the demand for these services is growing due to the growing population.  

(Dippi Sinha Verma, 2015) have discussed about the link between the macroeconomic factors and the 

banking sector in India. To analyze various factors influencing the banks' stock returns and overall 

economic growth, the author has used CAPM and Arbitrage pricing theory. The monthly available 

macroeconomic factors data have been considered in this study and based on the regression analysis; they 

have tried to measure the impact of these factors on the bank index. In conclusion, they have discussed 

that macro factors have a slight impact on index movement but have a significant impact on the banking 

index. 

(Dr. V.N. Sailaja, 2016) in their study, they have implemented descriptive analysis to understand the 

overall performance and volatility of both public and private sector banks. They have collected the stock 

price data from Yahoo Finance to perform their analysis. Among the public and private sector bank stocks, 

they have found out from their study that the private sector banks have performed better than the public 

sector and also have consistency in terms of price movements. They have discussed the importance of risk 

portfolio management, and construction while investing in the stock markets.  

(Pawan Kumar Avadhanam, 2015) their study is about how the stocks of the banking sector and financial 

institutions have performed over time. To evaluate the performance of these stocks during the period of 

1999 to 2008, they used models such as CAPM, ratio analysis, and trend analysis. They have collected 

the data from secondary sources such as NSE and BSE for building the research. From their findings, we 

can understand that the expected returns of these stocks are significantly different from the actual returns. 

They have emphasized that stock valuation also plays a key role in terms of investment decisions.  
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(Dr. Meda Srinivasa Rao, 2020) the author has considered listed banking stocks and their data from two 

different periods, i.e., the UPA government ruling period and the NDA ruling period. This is done to 

understand what were the risks and returns gained during these two distinct governmental ruling periods. 

Based on their outcome from statistical analysis, they have concluded that the private sector has posted 

two-digit return figures compared to the public sector during the UPA government and there is a 

significant shift in return in both these post the NDA government. This shows that even political stability 

would impact the stock price movements.  

(Kapur, 2010) in this research, we get to understand how the Fama-French model could explain sectorial 

returns and the performance of various stocks. The author has considered various industrial sectorial 

returns in the US market to understand the relationship between the market returns and these sector’s 

returns, and performances. Overall, from the model, findings show that there is a strong link between 

market returns and the size & value of the company.  

(Chu, 2022) the research work discusses the Fama-French three and five-factor models and their 

application in analyzing stock market returns, performance, and also asset allocation, and pricing of 

stocks.  

 

OBJECTIVES:  

1. To understand how the Indian banking sector has performed over the last 20 years by considering 

publicly listed banks.  

2. To understand the factors that are major in terms of influencing the banking sector stocks price, 

returns, and performance.  

3. With the use of the Fama-French three-factor model, we have tried to understand how the banking 

stocks listed on the NSE have performed and also determine whether the model’s assumptions are 

applicable to the Indian banking stocks. 

4. With the help of the above-mentioned model, we would decide on what type of company. i.e., 

whether to invest in small or big companies based on portfolio construction and returns.  
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RESEARCH METHODOLOGY: 

For the purpose of our study, we have analyzed various existing literature for choosing the model to be 

used. Based on the understanding from those works, we have arrived at the decision to implement the 

Fama-French three-factor model as it would consider listed banking companies’ stock based on factors 

such as market capitalization, size of the company, and also the value, i.e., the price to book ratio which 

we have arrived based on the formula – price/book value. 

Data collection and sources: we have collected data of 8 banking stock companies that are listed on the 

NSE. Data variables such as year-end market cap, the book value of the company, year-end share prices, 

NIFTY 50 price levels, etc. from https://capitaline.com/  

The data has been collected from the year 1999 till 2023. We have even considered a risk-free return rate 

in India for the same period mentioned above from the RBI website.  

Data analysis, results, and interpretation: 

 

These are the 8 stocks that we have considered for understanding the banking sector returns and 

performance in India.  

Steps in building the model:  

Firstly, after consolidating all the data variables points of all the 8 banking stocks mentioned above, we 

calculate their P/B ratio values for year each.  

Next, we consider the Nifty50 closing price to calculate the market return for each year starting from 2000 

till 2023.  
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Here is the data point of just Axis bank stock from 1999 till 2023 and also the calculated P/B ratio. Like 

wise we have 7 other banking stocks data points.  

Next, we group these 8 stocks based on their size and value i.e., the size of the company – for the purpose 

of SMB (small minus big factor) and, the value of the company – for the purpose of low minus high book 

value companies.  

 

Based on this, we list down these companies by considering the average market cap and average P/B ratio 

for all the years and arrange it in large to small values. This only done for the purpose of constructing 6 

various combinations of portfolios.  
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The portfolio combinations are mentioned below in the table.  

 

Here, under Small cap / High P/B comes – IndusInd Bank, Small / Medium – Axis Bank, Small / Low – 

Federal Bank and Bank of Baroda, Big / High – Kotak Mahindra Bank, Big / Medium – HDFC and ICICI, 

Big / Low – SBI.  

We have considered only these 8 stocks as the data available from 1999 till 2023 was of only these 8 

stocks. There are many other listed stocks that were listed post 2004-05. The reason for considering the 

period from 1999 to 2023 is because the model stands good for a period of more than 15-20 years.  

We have then calculated the portfolio returns of all these above-mentioned portfolio combinations.  
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After building all the 6 portfolios and calculating each of those portfolio returns, we group consolidate 

those returns into SMB and LMH, small cap – big cap companies returns and Low value – high value 

companies returns for each year.  
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Next is the final table that consists of all 6 portfolio returns, risk-free return rates, Nifty returns, and each 

portfolio excess of market returns are calculated.  

 

The above is the Fama-French three factor model equation. And in the final table, we have all of these 

factors listed for all 23 years. 

Excess of market return here is nothing but the expected return minus the risk-free rate. Therefore, from 

the final table, we consider each of the portfolio returns as the dependent variable and market risk 

premium, SMB, and LMH as the independent variables to build regression models for each of these 6 

portfolios.  
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Summary stats for all 6 portfolios: 
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Each of these models have various significant values, but the main objective of our model is to check how 

different companies with different size and value have performed. And this could be seen in the co-

efficient values seen the each of the models.  

To conclude we can say, that in all the regression models, the small companies that are less in terms of 

size have performed better than the ones with more market cap and book values.  
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CONCLUSION:  

The results of the research on the stocks of the Indian banking industry and the resultant impact of fintech 

show that the financial framework in India has become stronger and worked on because of quick 

innovation & tech upgrades. This shows that the financial system in India has worked in contrast with 

prior periods. The essential factors that have been influencing the development of the financial area are 

the focus on bringing down NPAs, monetary steadiness, and innovation & tech upgrades. Through the 

execution of the Pradhan Mantri Jan Dhan Yojana, monetary incorporation to banking administrations 

have been made accessible to people who were recently avoided. This industry has had expanded 

development and steadiness because of upgraded administration of the financial system, which has been 

achieved by further developed changes and drives.  

There are considerable risks and obstacles related to the quick developments in the fintech business. These 

risks should be constrained by fostering a strong administrative structure and management.  

The findings of the review demonstrate that the banking sector in India is ready for a tremendous future 

because of the utilization of fintech. To work on the data security and development of the financial sector, 

the activities and changes that have been executed by the public authority have been fairly important. 

From the models, we could see that banks with small market capitalization have always been on the upper 

side in terms of returns in the long term when compared to companies with better value.  

 

References 

Chu, Y. (2022). Research on Application of Fama-French Three-Factor Model in Asset Allocation . 7th 

International Conference on Financial Innovation and Economic Development . 

Dippi Sinha Verma, D. K. (2015). IMPACT OF MACROECONOMIC FACTORS ON BANKING 

INDEX IN INDIA. Asia Pacific Journal of Research. 

Dr. Meda Srinivasa Rao, D. V. (2020). RISK AND RETURN ANALYSIS OF SELECTED NIFTY 

BANKING STOCKS. 

Dr. S. Sekar, B. S. (2020). ANALYSIS OF FACTORS GOVERNING THE MARKET PRICE OF THE 

SHARES FROM NSE OF TEN SELECTED COMPANIES IN BANKING SECTOR. 

International Journal of Management. 

http://www.ijsrem.com/


          International Journal of Scientific Research in Engineering and Management (IJSREM) 
                    Volume: 08 Issue: 01 | January - 2024                    SJIF Rating: 8.176                                 ISSN: 2582-3930    

 

© 2024, IJSREM      | www.ijsrem.com                                                                                                              |        Page 19 

Dr. V.N. Sailaja, D. B. (2016). Performance of Share Price in Banking Sector( With Special reference to 

Public Sector Banks & Private Sector Banks in India). International Journal of Engineering 

Research . 

Jariwala, D. P. (2020). A Study on Share Price Movements of Selected Banking Stocks with Respect to 

BSE . International Journal for Research in Engineering Application & Management. 

Kailash Pradhan, V. K. (2022). An empirical analysis of impact of banking sector on Indian stock market. 

Journal of Economic and Administrative Sciences, Emerald Publishing Limited. 

Kapur, V. (2010). Is the Fama and French model a good indicator of market sectoral performance. 

Pawan Kumar Avadhanam, S. K. (2015). Performance Evaluation of Select Public Sector Banks and 

Public Sector Financial Institutions in India. research journal of economics and business studies . 

Rajveer S. Rawlin, S. R. (2021). Examining the Drivers of Stock Prices of Private Sector Banks in India 

. European Journal of Business and Management. 

 

 

http://www.ijsrem.com/

