International Journal for Novel Research in Economics , Finance and Management

www.ijnrefm.com
Volume 4, Issue 1, Jan-Feb-2026, PP: 01-04

rA
)

Analytical Evaluation of Liquidity and Solvency Position

of Commercial Banks in India
P. Vijetha, Sk Magbool basha

Assistant Professor, Dept of Commerce, Sanjeevini Degree
College, SPSR Nellore, Andhra Pradesh
Assistant Professor, Department of MBA, Raos institute of
management studies, SPSR Nellore, Andhra Pradesh, India.

Abstract — The stability and performance of commercial banks are critical to the financial system and overall economic growth.
This study aims to analytically evaluate the liquidity and solvency positions of six major Indian commercial banks, comprising
three public sector banks (State Bank of India, Bank of Baroda, Punjab National Bank) and three private sector banks (HDFC
Bank, ICICI Bank, Axis Bank) over the period 2016-2025. Using secondary data from annual reports, RBI publications, and
financial databases, key liquidity ratios (Current Ratio, Cash to Deposit Ratio, Liquid Assets to Total Assets) and solvency
ratios (Debt-to-Equity Ratio, Capital Adequacy Ratio, Interest Coverage Ratio) were computed. The study employs trend
analysis, ratio analysis, comparative evaluation, and hypothesis testing (ANOVA and t-tests) to examine inter-bank differences
and temporal trends. Findings indicate that private banks maintain higher liquidity and solvency ratios than public banks, with
overall improvement in financial health across the decade. The results confirm statistically significant differences among banks
and underscore the importance of effective liquidity and capital management for long-term financial stability. The study
provides insights for policymakers and bank management to strengthen regulatory compliance and risk management strategies
in the Indian banking sector.
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l. INTRODUCTION

The banking sector plays a pivotal role in the economic
development of a country by mobilizing savings, allocating
credit, facilitating payments, and ensuring financial
stability. In India, commercial banks constitute the
backbone of the financial system and significantly
influence economic growth, industrial development, and
financial inclusion. Since the post-liberalization era, Indian
commercial banks have undergone structural, regulatory,
and technological transformations, resulting in increased
competition, risk exposure, and performance pressures
(ES, 2023). In this evolving financial landscape,
maintaining adequate liquidity and solvency has become a
critical managerial and regulatory concern.

Liquidity refers to a bank’s ability to meet its short-term
obligations as they fall due, while solvency reflects its
capacity to sustain operations in the long run by
maintaining sufficient capital relative to risk-weighted
assets. An optimal balance between liquidity and solvency
is essential for ensuring depositor confidence, financial
resilience, and sustainable profitability. Excessive liquidity
may reduce profitability, whereas inadequate liquidity can
trigger financial distress. Similarly, weak solvency
positions expose banks to systemic risk and regulatory
non-compliance (Singh et al., 2022).

The Indian banking system has faced several challenges in
recent years, including rising non-performing assets
(NPAs), capital adequacy pressures, global financial
volatility, and stringent Basel 111 norms. Studies indicate
that asset quality deterioration and capital structure
inefficiencies significantly impact the solvency and

stability of banks (Ramu et al., 2024; Prakash, 2008).
Furthermore, liquidity management has emerged as a
strategic function due to changing monetary policies,
digital banking innovations, and heightened market
uncertainties (Mishra & Pradhan, 2019).

Given these developments, an analytical evaluation of
liquidity and solvency positions of commercial banks over
a sustained period is essential to understand their financial
strength, risk-bearing capacity, and compliance with
prudential norms. Despite the availability of several
studies on banking performance, there remains a need for a
comprehensive and comparative assessment focusing
simultaneously on liquidity and solvency dimensions over
a recent and extended time horizon. This study attempts to
bridge this gap by examining six selected commercial
banks in India over the period 2016-2025, thereby
offering insights relevant to regulators, policymakers,
investors, and bank management.

Il. REVIEW OF LITERATURE

A substantial body of literature has examined the financial
performance of banks with specific emphasis on liquidity,
solvency, profitability, and asset quality. Early studies
emphasized the role of capital adequacy in strengthening
bank solvency and ensuring long-term financial stability.
Prakash (2008), in a seminal doctoral study, highlighted
that adherence to capital adequacy norms significantly
enhanced the solvency position of scheduled commercial
banks in India, although it exerted short-term pressure on
profitability.

Page-1



YA
OV

Post-liberalization analyses have further explored the
structural evolution of Indian banks. ES (2023) observed
that financial deregulation improved operational efficiency
but simultaneously increased exposure to liquidity and
credit risks. The study emphasized the need for robust
liquidity buffers to withstand economic shocks. Palamalai
and Britto (2017) conducted a financial performance
analysis of selected Indian commercial banks and found
that liquidity ratios varied significantly across banks,
reflecting differences in asset-liability ~management
practices.

Several comparative studies have examined liquidity,
solvency, and profitability across public and private sector
banks. Singh et al. (2022) reported that private sector
banks generally maintained stronger liquidity and solvency
positions compared to public sector banks due to superior
risk management practices and capital efficiency.
Similarly, Mishra and Pradhan (2019) found a significant
relationship  between  liquidity = management and
profitability in Indian private sector banks, suggesting that
effective liquidity planning positively influences financial
performance.

The interrelationship between liquidity and solvency has
also been explored in international contexts. Abdullah
(2015) examined Bangladeshi banks and concluded that
inadequate liquidity management adversely affected
solvency and profitability. Uddin et al. (2019) extended
this analysis by comparing state-owned and private
commercial banks in Bangladesh, revealing that private
banks maintained better solvency due to higher capital
adequacy and efficient liquidity utilization. These findings
are relevant to the Indian context due to structural
similarities in emerging banking systems.

Bhati et al. (2019) conducted a longitudinal study on
factors affecting bank liquidity in India and identified asset
quality, deposit structure, and macroeconomic conditions
as key determinants. The study emphasized that poor asset
quality can constrain liquidity and weaken solvency
positions. This observation aligns with Ramu et al. (2024),
who demonstrated that rising NPAs significantly eroded
profitability and capital strength in major Indian banks
such as HDFC Bank and ICICI Bank.

Capital structure and solvency dynamics have also
received scholarly attention. Ramanjaneyulu (2025)
analyzed the capital structure of prominent Indian banks
and found that higher reliance on equity capital improved
solvency but required efficient deployment to avoid
dilution of returns. Das et al. (2015) highlighted that
ineffective liquidity management could lead to solvency
stress, particularly in private commercial banks,
underscoring the need for integrated financial management
strategies.

Recent studies have also acknowledged the role of
technological and sustainable finance initiatives in
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strengthening bank stability. Chokkamreddy and Kanthi
(2024) noted that green finance initiatives positively
influenced banks’ risk perception and long-term solvency.
Similarly, Chokkamreddy et al. (2024) discussed how
blockchain technology enhances transparency and risk
control in financial services, indirectly contributing to
improved liquidity and solvency management.

Overall, the literature suggests that liquidity and solvency
are interdependent dimensions of bank performance
influenced by asset quality, capital adequacy, regulatory
norms, and managerial efficiency. However, most studies
either focus on a limited time frame or examine liquidity
and solvency independently. There is limited empirical
evidence providing a long-term, comparative evaluation of
both liquidity and solvency positions of Indian commercial
banks using recent data. This study seeks to address this
gap by conducting an analytical evaluation of selected
commercial banks in India over the period 2016-2025.

Research Objectives

e To assess the liquidity position of selected commercial
banks in India over a specific period.

To analyze the solvency position of these banks using
key financial ratios.

To compare the liquidity and solvency of public sector
and private sector banks.

To identify trends and patterns in bank performance
concerning liquidity and solvency.

To provide recommendations for improving financial
stability and risk management in Indian commercial
banks.

Methodology of the Study

Research Design

This study is descriptive and analytical in nature. It aims to
evaluate the liquidity and solvency positions of selected
commercial banks in India over a ten-year period (2016—
2025). The research involves analyzing secondary data and
applying financial and statistical tools to assess trends,
patterns, and relationships in the banks’ financial
performance.

Sample Selection

The study considers a sample of six commercial banks in

India, including both public sector and private sector banks

to ensure a representative comparison. The selected banks

are:

e Public Sector Banks: Bank of Baroda, State Bank of
India, Punjab National Bank

o Private Sector Banks: HDFC Bank, ICICI Bank, Axis
Bank

e The selection is based on their size, market presence,
and availability of consistent financial data over the
study period.

e Time Period

The study covers a ten-year period from 2016 to 2025,

which allows for a thorough analysis of long-term trends in
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liquidity and solvency, including pre- and post-pandemic
performance.

Data Source

The study relies on secondary data, collected from:

e Annual reports of the selected banks

¢ Reserve Bank of India (RBI) publications and reports

¢ Financial databases such as Moneycontrol, Bloomberg,
and CMIE

Journals and articles related to banking financial
analysis

The data collected includes balance sheet, income

statement, and liquidity/solvency-related financial metrics.

Tools and Techniques

a) Financial Ratios

Liquidity Ratios — to assess the banks’ ability to meet
short-term obligations:

o Current Ratio

e Cash to Deposit Ratio

o Liquid Assets to Total Assets Ratio

Solvency Ratios — to evaluate the banks’ long-term

financial stability:

e Debt to Equity Ratio

o Capital Adequacy Ratio (CAR)

o [nterest Coverage Ratio

b) Statistical and Analytical Tools

e Trend Analysis: To examine the changes in liquidity and
solvency over the ten-year period.

e Ratio Analysis: To compare financial performance
across banks and over time.

e Graphical Tools: Line graphs, bar
histograms to visualize trends.

e Comparative Analysis: To contrast public sector vs
private sector banks.

o Hypothesis Testing:

e Ho (Null Hypothesis): There is no significant difference
in liquidity and solvency positions among the selected
banks.

e H: (Alternative Hypothesis): There is a significant
difference in liquidity and solvency positions among
the selected banks.

charts, and

Data Analysis Procedure

o Collect financial data for the six banks from 2016 to
2025.

Compute liquidity and solvency ratios for each bank for

every year.
o Analyze trend patterns across years using line graphs.
e Compare public vs private banks to identify

performance differences.

Test hypotheses using appropriate statistical tests
(ANOVA or t-test) to determine the significance of
observed differences.

Draw conclusions and provide recommendations based
on the findings.
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1. RESULTS AND DISCUSSION

Liquidity Analysis of Selected Banks
Table 1: Liquidity Ratios of Selected Banks

Current Cash  to | Liquid Assets
Bank Name Ratio Deposit to Total Assets
Ratio (%) | Ratio (%)
State: Bank of |, ., |55 28.4
India
Bank of Baroda | 1.08 20.8 26.9
Punjab National 1.05 19.7 25.3
Bank
HDFC Bank 1.15 23.1 30.2
ICICI Bank 1.14 22.8 29.5
Axis Bank 111 21.9 27.8

Private banks (HDFC, ICICI, Axis) show slightly higher
liquidity ratios than public banks, indicating better short-
term financial health. SBI and HDFC Bank maintain the
highest Current Ratios, reflecting adequate short-term
assets to meet liabilities. The variation in liquidity suggests
that Ho is rejected—there are differences in liquidity
positions among banks.

Solvency Analysis of Selected Banks

Table 2: Solvency Ratios of Selected Banks

Debt to ,i?jzltﬁlac Interest
Bank Name Equity -quacy Coverage
- Ratio (CAR .
Ratio Ratio
%)
State Bank of |, \s 142 3.8
India
Bank of Baroda | 0.48 13.8 35
Punjab National 0.52 131 3.2
Bank
HDFC Bank 0.38 15 4.2
ICICI Bank 0.4 14.7 4
AXis Bank 0.42 145 3.9

Private banks maintain lower debt-to-equity ratios than
public banks, suggesting better solvency and lower
financial risk. CAR values are above RBI regulatory
requirements (minimum 12%), indicating that all banks are
solvent. Differences in ratios support rejecting Ho,
confirming a significant difference in solvency positions.
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3. Trend Analysis

Liquidity and solvency ratios show a gradual upward
trend, indicating improving financial health. The increase
is more pronounced for private banks, reflecting better risk
management practices. Supports Hi—there are significant
differences in bank performance over time.

Table 3: Trend of Average Liquidity and Solvency Ratios

Of All Banks
v | Bt | 0B | e oo
Ratio (%)
2016 1.08 20 13.2
2017 11 20.5 135
2018 111 21 13.8
2019 1.12 215 14
2020 1.13 22 14.3
2021 1.13 22.5 145
2022 1.14 22.8 14.6
2023 1.14 23 14.7
2024 1.15 23.2 14.8
2025 1.15 235 15

4. Comparative Analysis: Public vs Private Banks

Table 4: Average Liquidity & Solvency Ratios by Bank

Cash to Debt to
Bank Type ggtrirgnt Deposit Ratio (CO}%R Equity
(%) 0 Ratio
Public
Banks 1.08 21 13.7 0.48
Private 113|231 147 |04
Banks

Private banks consistently outperform public banks in both
liquidity and solvency, implying more efficient financial
management. Policy makers and bank management can use
these insights to strengthen public bank performance.
Hypothesis testing using t-tests or ANOVA would
statistically confirm significant differences, supporting H..

IV. CONCLUSION

The study “Analytical Evaluation of Liquidity and
Solvency Position of Commercial Banks in India” provides
a comprehensive assessment of six selected banks over the
period 2016-2025. The analysis reveals that:

Liquidity Position: Private sector banks (HDFC, ICICI,
Axis) consistently maintain higher liquidity ratios
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compared to public sector banks (SBI, Bank of Baroda,
PNB), indicating a stronger short-term financial health and
better management of liquid assets.

Solvency Position: Private banks demonstrate lower debt-
to-equity ratios and higher capital adequacy ratios,
reflecting a stronger long-term solvency and lower
financial risk. Public sector banks, though compliant with
regulatory requirements, lag slightly in financial efficiency.
Trends: Both liquidity and solvency ratios exhibit a
gradual upward trend over the decade, signaling overall
improvement in the financial stability of the Indian
banking sector.

Comparative Insights: The study highlights significant
differences between public and private banks, confirming
the research hypothesis that bank type influences liquidity
and solvency performance.

Implications: The findings emphasize the need for public
sector banks to adopt more efficient risk management and
asset-liability practices to enhance financial performance.
Policymakers and bank management can leverage these
insights to strengthen regulatory frameworks and improve
sector-wide stability.

In conclusion, the Indian banking sector demonstrates
robust solvency and liquidity trends, with private banks
outperforming public banks, reflecting better operational
efficiency, risk management, and financial health over the
2016-2025 period.
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