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1. Introduction  

Banks are building blocks of any economy. 

Over the last two decades, analysis of bank 

performance has proved to be a significant 

theme of analytical and empirical literature. 

Rastοgi. S (2014) expressed that “The 

maximum impact of the financial crisis is 

felt on the stock market volatility”. Last 

decade, especially, has witnessed an 

upsurge in the number of banking studies. 

A significant explanation behind this is the 

collapse of Lehman brothers, which 

impacted economies and banks worldwide. 

Thus, there arose the need for better 
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Abstract: 

Banking system of anation plays a prominent role in shaping the 

economy by developing the financial systems. The occurrence of 

financial crisis of 2008, created a special interest amongst researchers 

worldwide to understand and analyse the impacts of bank performance. 

This Paper mainly aims to identify the various factors that impact banks’ 

performance. It divulges the existing literature review and discovers the 

research gap from the current body of the knowledge, and lays a path for 

future researchers and guides them in a proper direction. In this paper 

authors have given a detailed literature categorizing intofour major 

categories, where first part deals with determinants of profitability, 

second part deals with determinants of efficiency, third part deals with 

determinants of Non-Performing assetsand the last part describes the 

impact of governance practices on a bank’s performance. This study 

finds that although numerous studies have been carried out, across 

different geographies, to identifythe determiners that impact a bank’s 

profitability,yet theempirical evidence from these researches have either 

demonstrated ambiguous or mixed results.  
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technical approaches, new administrative 

guidelines, and reformative transitionin 

market structures. These changes impacted 

not just the way banks function but also 

transformed the techniques and 

determinants of assessing the banks’ 

performance. 

Therefore, earlier studies do not have the 

same status in current scenario. The results 

reported by Berger et al.(1995), Shοrt 

(1979), and Berger &Humphrey (1997), do 

not hold true. The Indian banking sector, for 

example, shows an increasing trend in 

balance sheet indicators (Assets & 

Liabilities, deposits, borrowings and loans). 

But it clearly shows a declining trend in the 

profitability and a huge increase in the 

amount of NPAs. (Figure 1). 

 

 

Figure 1: Profitability of Indian Banks 

__________________________________________________________________________ 

Source: RBI, Trend and Progress of Banking in India. 

Note: Figure 1,is a graphical representation of profits earned by banks in India ranging fron 

2012 through 2018.  

___________________________________________________________________________ 

This decline in the profitability along with 

increasing NPAs raises a lot of questions as 

to what are the factors that impact the 

performance of a bank. These gaps have 

given rise to a lot of research on the banking 

sector. There are close to 200 papers 

analysing these factors. 

Simultaneously, concerning this subject, 

there is an exponential growth in the 

number of studies. Therefore, itis incredibly 

hard for analysts and policymakers to 

pursue the new challenges of this area. To 

add to this, studies analysing performance 

of banks provides important information for 

experts trying to see how some variations in 

one industry can influence other markets 

and researches. Hence, for further 

meaningful research, there arises the need 

to understand, the findings of recent 

literature with respect to the current 

changing environment.  
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In the light of the above discussion, the 

primary reason for this study is to check out 

what we have learned from this tremendous 

and developing literature on how various 

factors impact the overall performance of 

banks. Afterwards, we aimto emphasize the 

research gaps in the literature and direct to 

those research areas where this literature 

could be productively moved ahead. This 

literature review aims to fulfil the following 

objectives: 

a. Identify and record the variables 

affecting bank performance, from 

existing literature 

b. Record the impact of identified 

variables on banks’ performance 

c. Identify the main paths of the existing 

conventional research; address the 

relevant gaps and future direction for 

further research. 

This study principally focuses on those 

researches which werepublished afterthe 

occurrence of the Financial Crisis in the 

year 2008. The three major reasons of 

adopting this approach are: firstly,majority 

of the significant studies have been 

published after the Global Financial Crisis; 

secondly, volatility in oil prices after the oil 

price crises, further lead to inspiration for 

empirical studies; and lastly, to keep this 

research feasible and manageable.  

The authors of this paper thought it is 

imperative to primarily restrict this study 

tohigh quality research considering the 

hugeamountof studies donetoanalyse the 

determinants of banks’ performance.For 

article selection, we referred to the review 

study of Narayan & Phan (2018). We 

restricted our articles from journals which 

are ranked ‘A’ or higher in the journal 

rankings of the Australian Business Deans 

Council (ABDC). We cover papers from 

January 2008 to July 2018. This study 

complements Abreu et al., (2019), because 

they focussed only on determinants of 

efficiency, while we are considering a 

wider spectrum of performance indicators.  

The major focus journals were from 

Banking and Finance area. We looked into 

journals for significant studies which are 

published after 2010. Additionally, we 

further searched the major databases, such 

as Ebsco, ScienceDirect and Elsevier to 

classify relevant articles which are 

published after2010. Following this 

process, we gathered a huge number of 

articles. Additionally, we also examined the 

articles published before 2008. Overall, in 

total we identified approximately100 

studies which directly or indirectly 

explained, how bank profitability, 

efficiency, level of non-performing assets 

and governance were impacted by various 

factors. Our literature review incorporates 

studies which are accessible electronically, 

till Decemeber’2018.As majority of the 

banking studies were conducted in the 

aftermath of the global recession followed 

by the 2008 crisis, therefore the focus of 

this study is the time duration between 

years of 2010-2018. Remaining paper, has 

been organised in the following order. The 

next section deliberates in detail on thebasis 

for selecting the indicators of bank 

performance considered for this study. 

Discussion in the section 2 is an attempt to 

consolidate what existing research has 

documented about the determinants 

impacting the performance of 

banks.Finally, this paper has been 

concluded in section 3.  

1.1 Indicators of bank performance 

The overall performance of 

banksreliesupon those factors which either, 

directly or indirectly, influencethe quality 

of services provided to customers and the 

costs thereof. Therefore,other than just 

explicit costs, other factors alsohave an 

effect onbanks’ performance (Abreu, 

Kimura &Sοbreirο, 2019).Hence, a diverse 

combination of factors iscrucial for 

measuring and explaining the performance 

of banks (Lee, Yang &Chang, 2014). 

Therefore, to improve the overall efficiency 
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of the banking sector understanding these 

factors is of utmost importance. 

This study focuses on four major indicators 

of assessing performance of banks: 

profitability, efficiency, Non- Performing 

Assets and Governance. 

Previous studies have focussed on two 

major performance indicators of a bank, 

profitability and efficiency. As is known 

that no organization can survive without 

making profits and banks are no exceptions. 

The amount of profit on the balance sheet 

of any organization is the primary indicator 

of how that organization performs. Since 

banks are the building blocks of any 

economy, its equally important for banks to 

make profits. Hence, profitability is a major 

indicator to measure a bank’s performance 

which is why, profitability was chosen to be 

part of this study. There have been 

numerous studies analysing the 

determinants of profitability worldwide 

(Shοrt, 1979; Bοurke, 1989; Tan, Flοrοs & 

Anchοr, 2017; Almaqtari et al.,2019; Singh 

&Sharma, 2016). Another set of researches 

have focussed only on banks’ efficiency 

(Berger et al., 1995; 

Berger&Humphrey,1997; Abreu et. al., 

2018; Assaf, Matοusek & Tsiοnas, 2013; 

Matοusek et al., 2015). 

The global financial crisis (GFC) of 2008 is 

believed to be a consequence of rising non-

performing assets on banks’ balance sheets 

(Reinhart & Rogoff, 2011; Messai,2013; 

Thakοr, 2018; Ghοsh 2015). This area of 

research has gained special interest after the 

GFC 2008 (Ventο&Ganga 2009; Bοudriga, 

Taktak and Jellοuli, 2009; Ghοsh 2015; 

Ghοsh 2017; Sarmienο&Galan 2017; Lim 

et al., 2017; Thakοr, 2018). Some of these 

changes are, a stricter and more stringent 

set of banking regulations, changing 

dynamics of the macroeconomic 

environment, increased financial contagion 

which in turn, increases the complexity of 

financial systems worldwide. Therefore, 

there has been a shift in the focus of recent 

studies on banking performance. Majority 

studies have cited Non-performing assets as 

an important performance indicator and 

hence are included in the study.  

Corporate governance practices being 

followedAnother important performance 

indicator, as cited by recent literature is the 

effect of.Corporate governance is a 

mechanism to control risk and agency 

problems within a bank. Strikingly, 

Kirkpatrick(2009) stated weakcorporate 

governance as a majorreason of the crisis. 

Regulators and banking supervisors all over 

the world have are taking initiatives to 

facilitate effective corporate governance 

practices (Peni &Vahaana, 2012). 

However, the impact of these practices on 

the performance of banks still remains 

debatable. While, some of the studies have 

demonstrated positive impact of strong 

governance practices on bank performance 

(Ammann, Oesch & Schmid,2011; 

Gaeremynck, Sercu, & Renders, 2010; 

;Bebchuk, Cohen & Ferrell, 2009; 

Chhaochharia & Laeven, 2009;  Bhagat 

&Bοltοn, 2008; Brοwn &Caylοr 2006; 

Gοmpers& Metrick, 2003;Gaeremynck, 

Sercu & Renders, 2010),other 

researchershave proven otherwise 

(Beltratti& Stulz,2012; Fortin, Goldberg & 

Roth., 2010). 

Since, a huge number of researches have 

been done on the above-mentioned factors. 

The authors felt the need to take a stock of 

the existing literature and identify the gaps 

that may exist. 

2. Existing Literature 

2.1 Determinants of Profitability 

The delicate balance between stability and 

profitability of banks has been a concern for 

researchers and practitioners worldwide. 

This has led to extensive research in 

analysing and exploring the determining 

factors that affect the profitability of banks. 

We have categorized these studies into 

following three sets. First set of studies 

deals with cross country analysis (Perera 



 

May – June 2020 
ISSN: 0193-4120 Page No. 7379 - 7398 

 
 

7383 
 

Published by: The Mattingley Publishing Co., Inc. 

&Wickramanayake, 2016; Dietrich 

&Wanzenried, 2014; Masood &Ashraf, 

2012). The second set of studies analyse the 

determinants of profitability for banks of 

countries situated in a region (Chowdhury 

&Rasid, 2017; Menicucci &Paolucci, 2016; 

Petria, Capraru, &Ihnatov,2015; Roman 

&Camelia, 2015; Jara-Bertin, Mοya, & 

Perales, 2014;Lemma &Negash, 2013; 

Dietrich &Wanzenried, 2011). Finally, the 

third set consists of analysis done on banks 

within a single country (Robin, Salim, & 

Bloch, 2018; De Mendonça &Da Silva, 

2018;Almaqtari et al.,2019;Bougatef, 2017; 

Bouzgarrou, Jouida, & Louhichi, 2017;Tan, 

2016;Ramlan &Adnan, 2016;Kapaya 

&Raphael, 2016; Singh & Sharma, 2016;  

Tan &Floros, 2015; Marijana, Poposki, 

&Pepur, 2012, ; Athanasoglou, Brissimis, 

&Delis 2008;   Al-Omar &Al-Mutairi, 

2008).  

To measure profitability, most of the earlier 

studies have either employed return on 

equity (ROE) orreturn on assets (ROA). On 

the other hand,some of the recent studies, 

have also considered Net interest margin 

(NIM) along with ROA and ROE 

(Almaqtari, et. al., 2019; Tan, 2016; Bitar, 

Saad, Benlemlih; 2016) 

These studies can be further divided into 

following sub-streams: 

Bank specific factors and Profitability 

On one hand, size, capitalization, risk 

management, and managerial efficiency are 

the most commonly used variables to 

measure profitability in previous 

researches. On the other hand, recent 

studies have also scrutinized the effect of 

income diversification, type of ownership 

and asset quality, on the profitability of a 

bank. The results presented in previous 

researches are ambiguous. While studying 

the impact of bank size, some authors 

havepointed out that size of the bank has a 

positive impact on  profitability (Masood & 

Ashraf, 2012; Anbar & Alper, 2011) 

whereas some of the other researchers have 

demonstrated a negative impact (Gul, 

Irshad, &Zaman 2011; Singh &Sharma; 

2016) of bank size and capitalization on 

profitability. The reason behind positive 

effect is that,compare to small size banks, 

large banks provide significant diverse 

products and services, which decreases the 

level of risk and subsequently leads to 

higher profitabilityand operational 

efficiency.Furthermore,compared to small 

banks, large banks can easily increaselow-

cost capital and thus,emerge out as more 

profitable (Short, 1979). Besides these 

researches, some researchersreportedthat, 

in a non-competitive environment,banks 

which have majority of themarket 

sharebenefit by offering lower deposit rates 

(Flamini, Schumacher, McDonald, 2009). 

Conversely, the contradicting view on 

negative effect is that, large banks have 

high operational,marketing, and 

bureaucratic costs, and therefore, this 

creates a negative effectbetween 

profitability and banks’ size. Accordingly, 

the relationship shared by size and 

profitability is ambiguous. 

Risk management is an extremely 

important function for the banking industry. 

Tan et. al. (2017) report that various types 

of risk have diverse and significant impact 

on profitability.Considering today’s 

changing environment, a bank is faced with 

a lot of different types of risks. Out of these, 

the two most researched about are credit 

risk and liquidity risk.Infact, low level of 

liquidity (translating to high liquidity risk) 

has been termed as one of the major factors 

that leads to bank failures (Almaqtari et. al, 

2019).To reduce liquidity risk, banks 

usually expandtheir portfolios and increase 

their liquidity. Despite several researches, 

the impact of level of liquidity on 

profitability has been reported as both and 

negative.(Ebnezer et. al 2017; Loh, 2017)  

Non repayment of debt gives rise to credit 

risk.To measure credit-risk, banks often 

employ the ratio of creditloss provisions to 

loans (Athanasοglou et al., 2008; Trujillο-
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Pοnce, 2013). A high ratioindicates poor 

credit quality leading to lower profitability. 

However, custom and practice suggests that 

to measure banks’ ability to meet its current 

liabilities, the preferred formula is the 

proportion of loans to total assets (Sufian 

&Habibullah, 2010).  

Industry specific factors and Profitability 

Much of the current literature have 

analysed the impact of competition and 

banking regulation on profitability (Tan et. 

al., 2017; Tan, 2016;Petria et. al., 2015). 

However, the impact of both competition 

and regulations still remains inconclusive 

as few studies have reported a 

positiveeffect, while the othersreported a 

negative impact. This might be due to the 

fact that every economy functions in a 

different macroeconomic environment. 

Hence it is imperative to take into account 

different indicators of the macro 

environment as well.   

Macroeconomic factors and Profitability 

Macroeconomic factors are considered as 

those elements which are related to 

geopolitical, fiscal, legal and natural 

environmentwhich have a bearing on the 

economy. These factors are not within the 

control of a bank or any organization 

(Ongore &Kusa, 2013). Some common 

macroeconomic factors include GDP 

(Gross Domestic Product), 

inflation&interest rate, level of 

employment andrate of exchange 

(Chοwdhury & Rasid, 2017; Menicucci & 

Paοlucci, 2016; Acaravci& Çalim, 2013; 

Marijana et al., 2012; Pasiouras & 

Kosmidou, 2007). According to Tan (2016) 

high inflationary environment resulted in 

higher profits for Chinese banks. Similarly, 

the results revealed by Almaqtari, et. al. 

(2019) suggests that these factors 

significantly affect the ROE of Indian 

banks. However, with respect to ROA for 

Indian Banks the factors that play an 

important role are inflation, interest and 

exchange rates along with demonetization. 

Preliminary works suggests that 

profitability is sensitive to GDP growth. It 

has been suggested that requirement for 

loans increase during an uptrend in business 

cycle, and as a consequence, GDP growth 

has a positive impact on 

profitability(Trujillo-Ponce, 2013; Dietrich 

&Wanzenried, 2011; Flamini et al., 2009;). 

Conversely, it was observed that demand 

for loans decreaseswhen there is an 

economic downturn, which in turnreduces 

bank’s profitability. 

Perry (1992) indicated that profitability is 

impacted by the rate of inflation, subject to 

condition that whether inflation is expected 

or not. If banks anticipate for inflation, in 

contrast to their cost, they rapidly readjust 

their rates of interest and thus attain 

profitability. However,ifbanks do not 

anticipate for inflation, they may not make 

any alteration in their interest rates, which 

leads to a negative effecton their 

profitability. Therefore, some researchers 

report a positiverelationshipbetween 

profitability and inflation(Trujillο-Pοnce, 

2013; Athanasοglou et al., 2008), whereas 

others have demonstrated the negative link 

(Naceur &Omran, 2011). 

 

__________________________________ 

NOTE: Table 1, gives a tabular view of the four main categories of literature review reflected 

in the work done by respective authors, which helps in identifyingthe research gaps. 



 

May – June 2020 
ISSN: 0193-4120 Page No. 7379 - 7398 

 
 

7385 
 

Published by: The Mattingley Publishing Co., Inc. 

 

 

Table 1: Review of Literature 

Sr

no 

Indicat

or 
 Articles (Author / Year) Variables 

Regions 

Studied 

Methodology 

Employed 

`1 

Determi

nants of 

Profitab

ility 

Single 

Country 

Studies 

Robin, Salim, & Bloch; 

2018;  De Mendonça & Da 

Silva, 2018;   Almaqtari et 

al., 2019;  Bougatef, 2017; 

Bouzgarrou, Jouida, & 

Louhichi, 2017; Bose et 

al.,2017; Singh & Sharma, 

2016; Tan & Floros, 2015;  

Growe et al.,2014; Zouari-

Ghorbel, 2014; Marijana, 

Poposki, & Pepur, 2012; 

Athanasoglou, Brissimis, 

&Delis 2008;Al-Omar 

&Al-Mutairi, 2008; ;   Tan, 

2016; Kapaya & Raphael, 

2016; Ramlan & Adnan, 

2016; 

Bank Size, 

Capitalization, 

Risk 

management, 

Operational 

and 

Managerial 

efficiency, 

Level of 

Competition, 

rate of 

Inflation, rate 

of exchange, 

GDP growth 

rate, Bank 

Regulatory 

and 

Supervisory 

policies 

Tunisia, 

China, 

Macedon

ia, India, 

France, 

Banglade

sh, 

Greece,  Regression 

and/or GMM 

estimator 

 

Countries 

in a 

region 

Chοwdhury & Rasid, 2017;  

Menicucci & Paοlucci, 

2016;  Petria, Capraru, 

&Ihnatov,2015; Roman & 

Camelia, 2015;  Jara-

Bertin, Mοya, and Perales, 

2014;  Lemma andNegash, 

2013; Dietrich & 

Wanzenried, 2011 

GCC, 

EU, CEE, 

Latin 

American 

and 

African 

countries 
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Sr

no 

Indicato

r 
 

Articles (Author / 

Year) 
Variables 

Regions 

Studied 

Methodology 

Employed 

3  
Cross 

Country 

Analysis 

Masood &Ashraf, 

2012; Dietrich 

&Wanzenried, 2014; 

Perera 

&Wickramanayake, 

2016   

    

4 

Determi

nants of 

Efficien

cy 

Single 

Country 

Studies 

Halkos &Tzeremes, 

2013; Fujii et al., 2014 

Bank Regulatory 

and Supervisory 

Policies and 

Framework, Basel 

regulations, 

Capitalization, 

Creditor rights 

and information 

sharing, 

Ownership, 

Interest and Non-

interest expenses, 

Net interest 

income, Assets, 

Deposits, Equity, 

Provisions, 

Operational 

Result, Personal 

Expenses, Loans, 

Number of 

employees, NPLs 

Greece, 

India 

DEA, SFA, 

Regression, 

CAMELS, 

TOPSIN, 

weighted 

Russell 

directional 

distance model   

5 

Countrie

s in a 

region 

Delis et al., 2011; 

Lozano-Vivas &Weill, 

2012; Lozano-Vivas 

&Pasiouras, 2013; 

Chortareas et al., 2016; 

Ayadi et al., 2016; Du 

&Sim, 2016; Triki et 

al., 2017; Tanna et al., 

2017; Bitar et al., 2018; 

Ouenniche&Carrales, 

2018; 

EU, 

USA, 

OECD, 

Africa, 

Asia, UK 

6 

Cross 

Country 

Analysis 

Kalyvas and 

Mamatzakis, 2017; 

Casu et al.,2017;  

  

7 
Islamic 

Banks 

Wanke et al., 2016; 

Abdul-Majid et al., 

2017;  

Malaysia 

Sr. 

no 

Indicato

r 
 

Articles (Author / 

Year) 
Variables 

Regions 

Studied 

Methodology 

Employed 
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8 

Determi

nants of 

Non 

Performi

ng 

Assets 

Single 

/Cross 

Country 

Analysis 

Bawa 2019; Mohsni & 

Othchere, 2018;  

Nikolaidou & 

Vogiazas, 2014; Messai 

&Jouini, 2013;  

Beltratti, 2012;  

Boudriga et. al. 2009;  

Boudriga, Taktak 

&Jellouli , 2009;  Barth 

et al. 2006;Barth et al. 

2004  

capitalization, 

bank size, 

profitability, 

managerial and 

operational 

efficiency, bank 

diversification, 

Loan loss 

provision, credit 

growth, operating 

efficiency, size, 

inflation, housing 

price index, real 

interest rate, 

supervisory and 

regulatory 

framework, 

capital adequacy, 

ownership 

Italy, 

Greece, 

Spain, 

USA, 

India, 

EU, UK, 

China, 

France, 

Malaysia

, Africa, 

Canada 

static fixed 

effects and 

dynamic-GMM 

estimation, 

Regression 

9 

Corporat

e 

Governa

nce 

Practice

s and 

Bank 

Perform

ance 

Single / 

Analysis 

across 

Countrie

s 

DeYoung et al., 2013;  

Adams & Mehran, 

2012; Berger et al., 

2012; Cheng et al., 

2012; Erkens et al., 

2012; Aebi et al.,2012;  

Gropp & Kohler, 2010; 

Laeven and Levine, 

2009; Cοrnett et al., 

2009; Beck et al., 2004 

Executive 

Remuneration, 

Board Size, 

Ownership, Z 

score,  

USA,OE

CD, EU, 

India, 

Australia

, 

Africa,C

hina, 

Japan,M

alaysia,H

ong 

Kong, 

Ireland,S

ingapore, 

South 

Africa 

Regression 
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2.2 eterminants of Efficiency 

Regulations and Efficiency 

After the economic crisis of 2008-2010, 

regulatory and supervisory reforms gained 

a proper structure and outline. The changes 

and adaptation of various policies and 

regulations have encouraged a future 

research in this area, e.g. formation of Basel 

Committee (Bitar, Pukthuanthong& 

Walker, 2018) 

Usually, much of the current literature on 

regulation examined the relationships 

betweenregulatory frameworks and banks’ 

productivity (Triki et al., 2017; Lozano-

Vivas & Pasiouras, 2013). However, 

several otherstudies have also attempted to 

explainthe effects of regulatory reforms on 

banking regulations (Kalyvas 

&Mamatzakis, 2017). 

Islamic Banks’ Efficiency 

Those banks which operate in accordance 

with the Shariah rules,are Islamic 

banks,also known as “Islamic Rules in 

Transactions”.A considerable amount of 

literature has been dedicated on Islamic 

Banks. Numerous studies have either 

investigated the determinantsthat have 

impactson theefficiency of Islamic banking 

(Wanke et al., 2016); or havecorrelatedthe 

performance of traditional banks (working 

as per regulations laid down by the 

respective central bank) withthese banks 

(Abdul-Majid et al., 2017). 

Mergers & Acquisitions and Efficiency 

A considerable amount of research on 

banking is intended at corroboratingthe 

relationship between merger and 

acquisition (M&A) and banks’ efficiency. 

Traditionally, it has been argued that 

themerger & acquisitions is 

advantageousfor banks up to a certain 

level(Amel et al., 2004). Yet, few 

researchers provide evidence which 

suggests that the integration effect on 

efficiency is questionable and an 

appropriate differenceamongacquired and 

banks which is acquiring must be 

examinedto attainconsistentoutcomes (Du 

&Sim, 2016). Several attempts in major 

financial journals have been made to 

project various studies in the M&A area. 

Much of the available literaturehas 

attempted to investigate whether efficiency 

leads to mergers or vice-versa . Banking 

efficiency studies is not entirely dominated 

by thetesting of theoretical hypotheses. 

Much of the literature also emphasises on 

formingnew models or identifying new 

factors toassessbanks’ performance 

(Ouenniche &Carrales,2018).Several 

studies have also addressed on the 

simulation techniques to assess the 

correctness of the assessed inefficiency 

scores, the application of innovative 

approaches with modifications (and 

modelcomparisons (Tabak et al., 2013; 

Wanke et al., 2016). 

2.3 Determinants of Non-Performing 

Assets 

As mentioned before, GFC 2008 has 

sparked a curiosity among researchersto 

examine thefactors that cause bad loans in 

different geographies. These studies 

rangefrom analysis done across different 

countries i.e. panel data models to the cases 

of individual/specific country as well. But 

majority of these studies have focussed on 

advanced economies. Existing literature 

can be divided into following sub streams: 

 

Bank specific determinants and NPAs 

Most of the researchers exploring the 

determinants of NPAs have taken into 

consideration, capitalization, bank size, 

profitability, managerial and operational 
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efficiency, bank diversification. Existing 

literature is in support of the view that 

NPAs are directly and significantly 

impacted by managerial and operational 

efficiency. But, the relationship between 

capitalization and profitability still remains 

inconclusive. An interesting observation 

made by Thakor (2018) is that,banks with 

high capitalization take less risk and screen 

loans with more alertness, are presumably 

to survive a financial crisis, and create more 

value for their shareholders. Contrary to 

this, the view that high capital requirements 

may restrict credit growth and may lessen 

bank profitability and growth in the long 

run is also supported by some other 

researchers. 

From one viewpoint, managers of low-

capitalised banks faceethical dilemmaby 

lending tothose borrowers’ who havepoor 

credit scoring (Keeton &Morris, 1987). A 

negative relationship between 

banks’capital and NPLs can be inferred 

from this. From another viewpoint, 

managers ofbanks with higher 

capitalization maytake the approach of a 

lenientcredit policy suggestinga 

directrelationship between banks’ capital 

andNPLs. Similar underlying theory has 

been proven for loan loss provision and 

credit growth (Nikolaidou &Vogiazas, 

2014; Messai &Jouini, 2013; Keeton 

&Morris, 1987 ).  

Macro-economic determinants and NPAs 

A considerable amount of literature has 

attempted to investigate the interaction 

between the macro-economic elements and 

the asset/loan quality pertaining tothe 

different phases of the business cycle(Bawa 

2019; Ghosh 2015; Beltratti, 2012). The 

economicexpansion phase is regarded as a 

phase in which thenumber of bad loans is 

relatively smaller, as borrowers have 

adequate income and revenue to cover their 

debts in preset deadlines. However, if 

theexpansion phase continues to exist, then 

the credit is approved without taking into 

consideration the quality of theborrowers. 

Nonetheless, in the recession phase, an 

increase in bad debts has unfavourable 

consequences.  

GDP and inflation and interest rates are the 

other significant factors cited by most of the 

previous studies. Many historians have 

argued that the association between NPL 

and real GDP growth is negative (Khemraj 

&Pasha, 2009;Jiminez & Saurina, 2006). 

The possible explanation behind this 

relationship is that, higher positive level of 

real GDP growth usuallynecessitatesa 

higher level of income. This in turn,  

enhances the capability of the borrower to 

pay its debtsand therefore, leads to the 

reduction of bad debts. Conversely, when 

there is a negativegrowth of GDP, bad debts 

will increase. Another set of studies have 

also considered employment rate along 

with GDP and it has been found to a 

significant factor (Ghosh, 2015)  

Banking regulations and NPAs 

Enforcement of banking regulations by 

governments aims at achieving a stable and 

proficient financial system. The objective 

of such regulation isto constraint the risks, 

moral hazards and increase in consumer 

protection (Mohsni &Othchere, 2018). In 

the past decade, the impact of banking 

regulations on various factors attributed to 

banking industry has received considerable 

attention. But the results are found to be 

inconclusive. Similarly, the existing 

literature is also uncertain about the effects 

ofcomplying with the banking regulations 

and its impact on bank risks or reduction of 

non-performing assets. Seminal works of 

Barth et al. (2004, 2006) studies the impact 

that banking regulations and supervision 

have on  different indicators of bank 
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performance, like, NPAs. They suggest that 

accurate information disclosure and 

limiting factors that encourage moral 

hazard incentives promote bank 

development. The authors also report that 

this area still requires a lot of research. 

Boudriga, Taktak and Jellouli (2009) 

carried out a cross country study, and they 

find that all regulatory devices do not help 

in reducing non-performing assets for 

countries with weak institutions and corrupt 

environment. Gonzalez (2005) report that 

strict regulations bear a positive association 

withrisk taking by banks, hence increasing 

the probability of more non-performing 

assets, whereas Jin, Kanagaretnam, Lobo 

and Matheiu (2013) report a negative 

relationship between the two. 

There have been numerous studies on cross 

country data, which is aggregate in nature. 

But as observed by researchers that bank 

specific determinantshave a considerable 

impact on NPAs (Boudriga et. al. 2009; 

Ghosh 2015; Triki 2017; Bawa 2019). 

Hence it is of significance to analysehow 

banking regulations may influence the 

banking system of  individual countries and 

economies. 

2.4 Governance and Bank performance 

The past decade has witnessed a lot of bank 

failures due to weak corporate governance 

practices. And therefore, there has been an 

upsurge in existing literature to identify 

how and to what extent do corporate 

governance practices influence thebanking 

industry (Beltratti, 2012;Cornett, McNutt, 

Tehranian, 2009; Laeven & Levine, 2009; 

DeAndres &Vallelado, 2008). 

 

The existing studies can majorly be divided 

into following streams: 

Size of the Board and Performance of 

Banks 

In 1999, Dalton et al., demonstrated that it 

is beneficial for firms with complex 

business model to have large boards. In 

comparison to small boards, organisations 

with large board have advantage over better 

experts and resources. Larger boards are 

significant forboth, the advisory board, and 

monitoringboard. As demonstrated by 

Upadhyay &Sriram (2011), in contrast to 

small boards, banks with large board can 

employ better resources to supervisethe 

administrativework. Consequently, 

directors of banks could takethe corporate 

decisions in a morecomprehensive manner. 

Numerous studies have attempted 

toestablisha link between size of the board 

and variousindicatorsofby which 

performance of a firm is measured, Tobin’s 

Q, ROA, or ROE, to name a few. Many 

historians have given their arguments 

supporting the view thatbanks’ board size 

and performance exhibit a positive 

relationship (Aebi, Samato & Schimd., 

2012; Adams &Mehran, 2012). 

 

By analysing the sample gathered from 164 

large international banks, Beltratti& Stulz 

(2012), attempted to establish alink 

between the two (size of board & 

performance). They reportedthat, in times 

of crisis, banks whose boards were in the 

favour of shareholdersgainedlower buy-

and-hold returns. The authors concluded 

that,“Either conventional wisdom is wrong, 

or this evidence is consistent with the view 

that banks thatgrew more in sectors that 

turned out to perform poorly during the 

crisis were pursuing policies favoured by 

shareholders before the crisis as their 

boards were more shareholder-friendly but 

suffered more duringthe crisis when these 

risks led to unexpectedly large losses.” 
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Conversely,Erkens, Hung & Matos (2012) 

concluded otherwise, stating that size of 

boards and performance of banks bear no 

relationship with each other. In the same 

vein, Berger, Imbierowicz & Rauch(2012) 

argue that, board size do not have any effect 

on banks’ stability. 

Executive Remuneration and Bank 

performance 

Previous research has indicated that firms 

which pay higher remuneration aremore 

risky (Adams &Mehran, 2012). This view 

gains support fromBebchuk& Weisbach,et 

al. (2010),who demonstratedthat during 

2000-2008, Bear Stearns and Lehman, paid 

high remuneration to their top executives 

which significantly increased their risk-

taking capacity. In the same way, Gropp 

&Kohler (2010) took sample from 1100 

banks from different countries of OECD for 

the duration between 2000-2008 and 

reported that if bank managers’ and 

shareholders’ interests are similar, then 

their risk-taking capacity increase. 

However, some researchers assert that the 

relationshipbetween banks’ executives’ 

compensation and their risk-taking is 

ambiguous. For incident, Grove, Pateli & 

Victoravich(2011), argue that the impact of 

executives’ remuneration on banks’ 

financial performance varies according to 

the time period. According to Grove et al. 

(2011), the relationship between 

remuneration and risk taking is positive for 

the short period of 1-2 years, however, this 

relationship turns negative during the 

period of more than 3 years.  

 

Ownership structure and Bank 

Performance 

A number of seminal studies have reported 

that concentrated ownership may resolve 

numerous agency problems. For instance, 

analysingthe sample of 1406 U.S. banks, 

Glassman &Rhoades (1980),revealed that 

concentrated ownership leads to higher 

profit. Conversely, some of therecent 

studies have argued otherwise. Grove et al. 

(2011) stated that concentrated ownership 

and bankperformanceshare a weak 

relationship. In the same vein, Erkens et al. 

(2012) explains that, those financial firms 

which had concentrated ownership took 

high risk before the financial crises and 

consequently beardhuge losses during the 

financial crisis of 2007–2008.Several 

studies investigating government 

ownership have been carried outon 

developing nations and most of the 

timesindicated unfavourable effects 

(Cornett et al., 2010;Jia, 2009;Barth et al., 

2004; Beck et al., 2004; Berger et al., 2004 

). Credit crisis of 2007, provide evidence 

that, Government-owned institutions are 

less efficient and have highNPL(Hau 

&Thum,2009).  

Using the data from Argentina for the year 

1993-1999, Berger et al. (2005) 

exploredtheinfluenceof ownership on the 

performance of bank. The 

authorsreportedthat on an average in the 

long run, compare to private and foreign- 

owned banks, government ownedbanks 

give poor performance.Also, one of the 

most striking finding of the authors was 

that, the state-owned banks have very high 

nonperforming loan ratios. The 

authorsalsoreported that post-privatization 

there is a substantial increase in banks’ 

performance. There are several other 

authors who have documented the similar 

results for both developed and emerging 

economies (Beck& Hesse, 2005; Nguyen & 

Williams, 2005).  

3. Conclusion 

A lot of studies are present in the banking 

research area which have done adetailed 
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research on the factors that determine a 

banks’ profitability and across 

variousgeographical regions and countries, 

butthe outcomes reported bythese 

researches are either ambiguous or 

demonstrate mixed results. Another 

significantconcernwhich emerged from this 

literature review is that there is a substantial 

dearth of information on the various factors 

that are determiners of efficiency and are 

utilisedin several approaches. Thus, 

although several studies have investigated 

upon thevarious efficiency estimates, no 

researcher has produced a theoretical 

explanation for same. This research 

corroborates the idea of Abreu et. al. 

(2019), who suggests that research on 

banking efficiency has not yielded any 

productivity. This indicates that, although, 

there is a significant amount of data, 

information and literature available 

onbanking efficiency,there is still a need for 

further investigation. Also, most of the 

research is concentrated in the developed 

economies. There is lack of a conclusive 

evidence for emerging and developing 

economies.  

In the area of banking and NPAs, further 

research could be carried out by 

considering both restructuredassets and 

non-performing assets to explore and 

identify factors affecting bad loans. There 

is abundant room for further progress in 

determining whether, once the restructuring 

process is complete, theserestructured 

assets given to firms, translate togood or 

performingloans or whether they convert 

back into the NPA category. 

This research also recommends that a future 

research is required to investigate the 

impact of compensation and ownership 

structure, on risk-taking incentives.It is also 

suggested to analyse their (compensation 

and ownership) interaction effect on risk. 

Over the time, the interactionbetween 

compensation, ownership and risk-taking 

has been subject to considerable debate. 

Several studies have reported that high 

remuneration(particularly in the form 

ofstock option and other pay-for-

performance schemes), leads to higher 

risks. While some of the other studies have 

reported otherwise. Similar is the case with 

ownership and banks’ performance. While, 

some of theresearchers havedemonstrated 

apositive linkage betweenownership 

andbanks’ performance, others have 

reported a contradiction.This inconsistency 

suggests that there is a need for future 

research to understand the impact of 

compensation and ownership structure on 

banks’ risk-taking ability. In the end, non-

uniformity of banking regulations and 

existinggovernance mechanisms might 

contribute significantly in explainingthe 

different results reported by studies of 

banksofdifferent countries.Each economy 

has different objectives and requirements. 

Therefore, regulatory bodies functioning in 

these different economies have to meet 

these individual requirements and 

objectives, based on which these bodies 

perform various monitoringfunctions. 

Suchdifferences and non-uniformity may 

affect the functioning and efficiency of the 

governancepolicies and systems. 

Therefore, more research is requiredto find 

out whether the arguments raised in this 

article are indeed the majordrivers for the 

varied results that have been reported.  
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