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Abstract

The financial system comprises of various financial institutions that help in the effective and
efficient allocation of funds in an economy. A well-functioning financial system is required not
only for the transfer of funds but also for the growth and economic development of the nation.
Being a financial intermediary, commercial banks are a crucial part of this financial system. It is
well documented that the breakdown of a single bank can lead to turmoil in the other sectors of
the economy. Therefore, the performance and stability of the banks have considerable implications
on the stability of the entire economy. The three characteristics that define the stability of financial
institutions are the efficient transfer of funds from surplus units to deficit units, shock-absorption
capacity for business and economic disruptions, and effective management of financial risk (Barra
and Zotti, 2019). The sub-prime crisis of 2008 resulted in the deterioration of asset quality and
shuddered the stability of the banking industry all over the world (Ahamed, 2017). This further
highlighted the significance of bank profitability and financial stability. The regulators were forced

to rethink and formulate a prudential framework to increase the resilience of the system.

Against this backdrop, our empirical analysis focuses on the performance and financial stability of
commercial banks in the leading emerging economies i.e., Brazil, Russia, India, China, and South
Africa (BRICS). The banking sector of these economies has undergone significant structural
reforms and development in the last few decades, which in turn, influences profitability and
stability (Rizvi et al., 2018). Together, these nations became a significant source of global growth,
economic development, international trade, and stability of the world economy. These five
economies together account for 41.50 percent of the total world population, 16 percent of world
trade (by value), and a combined GDP (nominal value) of US$24.44 trillion which is

approximately equal to 24 percent of gross world product and two-thirds of emerging market GDP
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(BRICS Joint Statistical Publication, 2021). 24 Banks from these five economies appear among
the top hundred banks in the world out of which the top four are from China (S&P Global Market
Intelligence global bank rankings, 2022). According to the World Bank (2016), if the growth rate
of BRICS falls by 1 percent below the expectation level, the growth rate of other emerging
economies reduces by 0.8 percent, which in turn, reduces the growth rate of the world economy
by 0.4 percent®. This shows that BRICS economies carry a strong spillover effect on the global
economy. Therefore, it becomes relevant to identify the key determinants of performance and

financial stability of the banks in the context of emerging economies.

The study contributes to the extant literature in several ways. First, it attempts to analyze key
factors impacting the performance of the banking system. Second, it identifies the bank-specific,
macroeconomic, and regulatory factors that affect the financial stability of the banks. Third, it
investigates the impact of regulatory tools (capital adequacy requirements and market discipline)
on the performance and financial stability of the banks. Finally, it examines the impact of corporate
governance mechanisms and ESG disclosures on the performance and stability of Indian
commercial banks. This study tries to provide a comprehensive overview that covers determinants
of performance and stability of the banks from all aspects i.e., bank-specific, macroeconomic,

regulatory, and governance.

To identify the critical factors of bank performance and financial stability, the study employs data
from 776 commercial banks of five major emerging economies i.e., Brazil, Russia, India, China,
and South Africa (BRICS) during the period 2005 to 2020. Further, to investigate the impact of
regulatory tools on performance and financial stability, the study uses a sample of 600 banks due

to the unavailability of data on subordinate liabilities used for measuring market discipline. A

! World Bank Global Economic Prospects 2016.
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sample of 41 Indian commercial banks is considered to examine the impact of corporate
governance variables and ESG disclosures on bank performance and financial stability due to the
unavailability of data on these variables for other commercial banks in BRICS economies.
Disaggregate analysis based on ownership i.e., public sector banks and private sector banks is also
conducted. The study analyses the data in both static and dynamic frameworks. Panel regression
i.e., fixed effect model and random effect model is used for empirical estimation in a static
framework. The System Generalized Method of Moments (SYS-GMM) technique is used for

dynamic panel data estimation (Arellano and Bover, 1995; Blundell and Bond, 1998).

Our findings indicate that bank size, capital adequacy, and non-interest income are the major
factors which influence both the performance and financial stability of the banks. Our results also
support the existence of causality between the performance and risk measures. Further, capital
regulation has a concave relationship with performance and default risk whereas market discipline
has a negative effect on the performance and financial stability of banks. In the context of India,
some of the key corporate governance mechanisms and ESG disclosures have a significant

influence on bank performance.

The findings of the study enrich the existing literature and provide valuable insights for
policymakers and academicians; they pave the way for setting policy frameworks and guidelines
for the banking industry and its participants in emerging economies. The findings indicate that
profitability, non-interest income, market concentration, and capital requirements are critical
factors in maintaining stability, therefore, it becomes instrumental for policymakers, regulators,
and bankers to focus on these factors. Regulators and policymakers can issue guidelines to enhance
competitiveness in the industry. Emerging markets are resource-constrained and have higher

sovereign risk compared to their developed counterparts which restricts their opportunity to grow;



further increasing regulations, are putting more pressure on the banks to sustain their performance.
Therefore, focusing on crucial determinants of bank performance can help in improving
profitability and strengthening financial stability. Further, as large banks are major contributors to
maintaining (reducing) stability, their functioning calls for more scrutiny by the regulators. In
addition to this, regulators should adopt prudent measures for monitoring bank exposure to non-
interest income-generating activities. Bank management should encourage efficient allocation of
resources and effective risk management at the individual bank level. Further, they can make a
policy framework in the context of non-interest income which evaluates the cost and benefits of

diversification.
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3Tded H AGE A ¢l d Hdd Ul & gEAIRUT & foIv gfew g & oo 3R i e
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3T gyt & forw smara sraivor sFar AR i e & gaEr geua (1T 3R A,

2019) & fIIT Yol T FAT gEACROT &l 2008 & IT-JUA Hehe & IRUTATIET HUfy

it # fIRrge S 3R gfear s & dfher 3T B TRRAT B wA # A (35T,
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¢l 5o fegaeunsit & dfheT & F o $© aUR F AgedquT TXe=lcAsh GuR 3R faepr
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B3 §, oY Sael & omevgar 3R T T yefad el & (ReTd we 3rerl, 2018)1 &1 & 3
g afRRge faem, e faem, IR R 3R favg 3rdcaaear & ReRar &1 &
HecaqUl Hd &1 aI0| S Ui HAegaeumsit A gferar & For €T #1 41.50 wicrRrd, faea
SAUR #T 16 Gfavd (Fed), AR Jua § 24.44 RIATS &7 T Hgod SIS (F1HAE Ho)
g ST Tohol fa2d 3cUTg & 24 faerd & SR § 3R - & 3R doR e & fags (e
HYF FITETHT ThrleT, 2021)| g1 urea degaeum3i & & 24 8% glaar & My & dof &
g fems &a ¢ Oad O Y IR e (@ v &t 7oed Arde sefoeia Toled d% i,
2022) & g1 faeg d (2016) & 3TAR, Ife ToeFd T Jeftr X 379eT & TR @ 1 gfaerd wa
& Sl @, 3w 3R g5 rdcuavunsit f gefdr & 0.8 yfderd F# gl Sl §, S dee
H, faeg rdcgarar fr [ X F 0.4 9fAwd T HA F A g1 STH IdT Torar §
g $r 3fcgaeurt ARgsw HPeTardr W UF A U3y shae Xl gl 3afag,
39T IeAaET3 & Hed H dp F vede 3R oy fRrar & wgw fAuRet f ggae

AT IrEe &1 ST g

IETTA S ARGl F Hisper Tiecd H A9TErT ST &1 T Tg, Tg ka1 ool & FedieT
I g Fe ATl YHE HRAT F ARV A T GAH AT 81 GO, Tg dh-fafre,
HrsaldiAe 3R AAeEw FRE HT g8 FAar § S S 1 FdT fRrar & gyanfad &=

& e, g8 F F gede 3R iy ReRar | fAams sueor (GO gaieadr 3raegehdnai
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FHANT TRMEe X 3R STHT ol & G HI ST el & [0 AW o1l §1 FIfdea &
IR RN 3rgAfd favewor Ieh, adafas & & §F 3R 6t &7 & 9% o e oo
S 81 3regds VAfds 3R afashier g SR@msit # St &1 fagewor &ar g1 Yer RaersT
I, TWheres gthere Alsel 3N SH Sthee Aisel &I 3UANT Ueh [T & & Iqsrasied AT

& for fhar arar &1 RBTed SRdiges AYS 3% AdcT (SYS-GMM) dohelieh &l 39T
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SRIATAS YoTel ST AT (Arenallo and Bover, 1995; Blundell and Bond, 1998) & faw
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(Disaggregate analysis using random effect model)
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Abbreviations

BCBS
BIS
BRICS
CEO
FE
GFC
GMM
MD
NPA
PSB
PVB
RBI
RE
SYS-GMM

WDI

Basel Committee on Banking Supervision
Bank for International Settlements

Brazil, Russia, India, China, and South Africa
Chief Executive Officer

Fixed Effect Method

Global Financial Crisis

General Method of Moments

Managing Director

Non-performing asset

Public sector bank

Private sector bank

Reserve Bank of India

Random effect Model

System General Method of Moments

World Development Indicators

XXV





