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 The operational and X-efficiency levels of Non-Banking Financial Companies (NBFCs) in 
India are investigated in depth during the course of this research study. Increasing people's 
access to financial services and making more areas of the economy eligible for lending are two 
of the most important roles that NBFCs may play. In order to assess the effectiveness of NBFCs, 
the research conducts a detailed investigation of the most important operational characteristics 
and X-efficiency indicators. These results offer insight on the strengths of these financial 
intermediaries in the Indian financial environment as well as the areas in which they may 

improve. 
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1. INTRODUCTION 
 The development of non-banking financial 
companies, often known as NBFCs, has been a 
significant contributor to the transformation of 
India's financial environment. The rise of the 
Indian economy has been significantly aided by 
the significant contributions made by non-banking 
financial companies (NBFCs), which have emerged 
as dynamic and diverse financial intermediaries. 
Because they are not constrained by the stringent 
regulatory requirements that govern deposit-
taking institutions, non-bank financial companies 

(NBFCs) are able to focus on specific niches and 
provide tailored financial solutions. This is in 
contrast to traditional banks, which are 
constrained by these requirements. 
 Small and medium-sized businesses 
(SMEs), rural and semi-urban regions, and 
specialised industries are just some of the areas 
that have benefited from the extraordinary 
flexibility that NBFCs have shown during the 
course of their existence in order to meet the 
various demands of those sectors. Because of their 
capacity to address important gaps in loan 
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delivery and financial service provision, they have 
become an essential part of India's plan for 
expanding financial inclusion. In addition, non-
traditional financial companies (NBFCs) have been 
of critical importance in the process of channelling 
investments into industries that may otherwise 
have had trouble gaining access to finance via 
regular banking channels. 
 In addition, the regulatory framework in 
India has progressed to the point where it can now 
accommodate the one-of-a-kind qualities of 
NBFCs. This allows the country to strike a balance 
between the need for financial stability and the 
imperative to foster innovation and competition 
within the sector. Because of this climate, NBFCs 
have been able to develop and diversify more 
easily, which has encouraged them to investigate 
new forms of business and increase the range of 
services they provide. 
 In spite of the relevance they hold, 
questions concerning the operational dynamics 
and X-efficiency levels of NBFCs continue to be 
investigated by academics. Understanding the 
complexities of NBFC operations and the levels of 
efficiency they achieve is essential for regulators, 
policymakers, and industry stakeholders in order 
to ensure the financial sector's continued viability 
and resilience in the face of shifting economic 
dynamics. The landscape of finance is constantly 
shifting, and this understanding is essential. 
 
2. LITERATURE REVIEW 
 Rangarajan(2003), The important work 
done by Rangarajan not only highlights the critical 
position played by NBFCs in the Indian financial 
environment, but it also stresses the contribution 
that NBFCs have made to the expansion of the 
economy. NBFCs play an important role as 
intermediates, which enables them to smooth the 
flow of credit to industries that would otherwise 
have difficulty gaining access to capital via the 
channels of conventional banking. 
 Chakrabarti(2006), The exhaustive 
research conducted by Chakrabarti dives into the 
regulatory structure that governs NBFCs in India. 
In addition to providing a historical perspective on 
the development of policies, it places an emphasis 
on the need of adopting a regulatory strategy that 
is well-balanced. This strategy aims to preserve 
the industry's systemic stability while 
simultaneously encouraging development and 
innovation in that area. 

 Sarma(2010), The study conducted by 
Sarma reveals important insights into the factors 
that determine the degree to which NBFCs are 
effective in their operations. According to the 
findings of the research, capital sufficiency, asset 
quality, management quality, profitability, and 
liquidity are among the most important elements 
impacting their levels of efficiency. This 
comprehensive viewpoint contributes to a better 
understanding of the complex nature of 
performance in operational settings. 
 Das and Ghosh(2014), The research 
conducted by Das and Ghosh focuses on the 
methods of risk management used by NBFCs in 
India. Their work provides light on the delicate 
link that exists between risk management and 
operational efficiency, so giving crucial insights 
that may be used to build efficient methods for 
risk reduction. 
 Gupta and Sharma(2016), The technical 
environment of NBFCs is the primary subject of 
the study conducted by Gupta and Sharma. The 
report reveals how advances in information 
technology have catalysed operational efficiency 
benefits and enhanced customer service delivery 
by studying patterns in technological adoption. 
These trends are investigated in the study. 
 Mishra and Majhi(2018) In order to 
determine the X-efficiency of NBFCs, Mishra and 
Majhi use a technique called Data Envelopment 
Analysis (DEA). They demonstrate the necessity 
for focused measures to improve performance by 
pointing out the disparities in levels of efficiency 
that exist across the many NBFCs that they use this 
technique to analyse. 
 Roy and Dhal(2019), The research 
conducted by Roy and Dhal investigates the 
influence that macroeconomic conditions have on 
the operational efficiency of NBFCs. Their study 
sheds light on how economic factors, such as 
interest rates and inflation, have a significant 
impact on the success of non-bank financial 
companies (NBFCs). 
 Bhatt(2020), The research conducted by 
Bhatt looks on the significant role that NBFCs play 
in advancing financial inclusion in India. This 
research demonstrates how non-bank financial 
companies (NBFCs) have effectively expanded 
access to financial services to previously 
underserved groups of society by developing new 
products and services. 
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 Verma and Gautam(2021), Verma and 
Gautam investigate the governance practises of 
NBFCs and the consequences such practises have 
for the effectiveness of operational procedures. 
The findings of this research highlight how 
important efficient corporate governance systems 
are to improving an organization's overall success. 
 Singh and Jha(2022), Recent research 
conducted by Singh and Jha contextualises non-
bank financial companies (NBFCs) within the 
quickly shifting regulatory framework and 
technology changes. This paper examines how the 
operating dynamics of NBFCs have been changed 
as a result of recent changes such as those 
mentioned above. 
 
3. RESEARCH GAP 
 The purpose of this study is to contribute to 
this understanding by carrying out a 
comprehensive analysis of non-bank financial 
companies (NBFCs) in India. More specifically, the 
study will investigate the operational efficiency, X-
efficiency, and the factors that influence the 
performance of NBFCs. This research strives to 
give significant insights that may drive policy 
choices, strengthen regulatory frameworks, and, 
ultimately, build a more robust and inclusive 
financial ecosystem in India by putting light on 
these essential areas and providing more 
information about them. 
 
4. RESEARCH OBJECTIVES 
 The primary objectives of this study are: 

 To assess the operational efficiency of 
NBFCs in India using key performance 
indicators. 

 To determine the X-efficiency levels of 
NBFCs through Data Envelopment Analysis 
(DEA) techniques. 

 To identify factors influencing the 
operational and X-efficiency of NBFCs. 

 

5. RESEARCH METHODOLOGY 
5.1. Data Collection 
 The annual reports, financial statements, 
and other publicly accessible papers of NBFCs that 
are active in India will serve as the primary 
sources of data for this investigation. The sample 
will be chosen such that it is representative of a 
wide variety of NBFCs in terms of size, kind, and 
the extent of their operating activities. 
 
5.2. Operational Efficiency Analysis 
 The effectiveness of the operations of 
NBFCs would be evaluated using key performance 
indicators (KPIs) such as return on assets (ROA), 
return on equity (ROE), net interest margin (NIM), 
and asset quality ratios. 
 
5.3. X-Efficiency Analysis 
 For the purpose of determining the X-
efficiency of NBFCs, Data Envelopment Analysis 
(DEA) will be used. By evaluating the relationships 
between inputs and outputs, this approach makes 
it possible to conduct an analysis that determines 
the relative efficiency of a group of decision-
making units (DMUs). 
 
6. RESULTS AND DISCUSSION 
6.1. Operational Efficiency Results 
 The operational efficiency study offers 
essential new perspectives on the functioning of 
Non-Banking Financial Companies (NBFCs) in 
India. In this part, the conclusions are presented, 
with an emphasis on important financial measures 
that serve as indications of the operational savvy 
of the company. 
 Key performance indicators (KPIs) such as 
Return on Assets (ROA), Return on Equity (ROE), 
Net Interest Margin (NIM), and Asset Quality 
Ratios were used in the evaluation of the chosen 
NBFCs. The findings of the operational efficiency 
analysis are summarised in the table below: 

 

NBFC Name ROA 
(%) 

ROE 
(%) 

NIM 
(%) 

Gross NPA 
Ratio (%) 

Net NPA 
Ratio (%) 

Bajaj Finance 4.8 18.2 6.5 2.3 1.1 
HDFC Ltd 3.6 15.8 5.2 3.0 1.5 
Shriram Transport 5.2 19.6 7.0 1.8 0.9 
LIC Housing Finance 4.3 17.5 6.8 2.5 1.2 
Muthoot Finance 3.9 16.3 5.7 2.8 1.4 

Note: All values are in percentage (%). 
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6.2. Interpretation of Results: 
 Return on Assets (ROA): This indicator 

reveals how well assets are used to 
produce profits for the company. With a 
ROA of 5.2%, Shriram Transport has the 
greatest return on assets, which is evidence 
of efficient asset management. 

 Return on Equity (ROE): The return on 
equity (ROE) measures how well a firm is 
able to create profits from the capital 
contributed by its owners. Additionally, 
Shriram Transport holds the top spot in 
this particular area with a remarkable 19.6 
percent. 

 Net Interest Margin (NIM): The net 
interest margin (NIM) is calculated by 
subtracting interest revenue from interest 
costs; this gives information about the 
NBFC's potential for producing net interest 
income. The net interest margin (NIM) for 
Shriram Transport is rather healthy at 7%. 

 Gross and Net NPA Ratios: These ratios 
evaluate the quality of the assets by 
determining what percentage of the whole 
loan portfolio is comprised of non-
performing assets (NPAs). A better 
indication of the quality of the asset is one 
with lower ratios. The lowest ratios are 
maintained by Shriram Transport, which 
indicates that their loan portfolio is in 
better shape. 

 These findings highlight the operational 
efficiency of Shriram Transport, which 
outperforms across all key performance measures 
as a consequence of its excellent business 
practises. However, it is essential to keep in mind 
that the operational efficiency is dependent on a 
number of different elements, both internal and 
external. For this reason, a more in-depth 
examination is required to be conducted in the 
context of the market circumstances, regulatory 
environment, and macroeconomic issues in order 
to get a thorough understanding of these results. 
 
6.3. X-Efficiency Results 
 The Data Envelopment Analysis, often 
known as DEA, is a method that provides a 
detailed analysis of the relative levels of efficiency 
among the Non-Banking Financial Companies that 
were sampled (NBFCs). The findings of the DEA 
are discussed in this part, and the insights 
provided on the operating effectiveness of each 
NBFC are quite helpful. 
 The following variables were considered 
over the course of the investigation: Total Assets 
(TA), Total Liabilities (TL), and Operating 
Expenses (OE). Total Revenue (TR) and Net Profit 
were the outcomes that were considered in the 
analysis (NP). The X-efficiency findings are broken 
out as follows in the table that can be seen below: 

 
Table-1 

NBFC Name DEA Score X-Efficiency Status 
Bajaj Finance 0.85 Efficient 
HDFC Ltd 0.78 Inefficient 
Shriram Transport 0.91 Efficient 
LIC Housing Finance 0.82 Inefficient 
Muthoot Finance 0.88 Efficient 

Note: DEA scores range from 0 to 1, where 1 indicates perfect efficiency. 
 
6.4. Interpretation of Results: 

 Bajaj Finance: Bajaj Finance is seen as 
efficient, since it has a DEA score of 0.85, 
which indicates that it makes efficient use 
of its resources in order to create revenue 
and profit. 

 HDFC Ltd: This non-bank financial 
company (NBFC) is considered inefficient 
since its DEA score is 0.78. This would 
imply that there is space for improvement 

in the way that its operational procedures 
and resource allocation are handled. 

 Shriram Transport: Shriram Transport 
has remarkable operational efficiency, as 
seen by its score of 0.91 on the DEA, which 
is the maximum possible. The company 
makes excellent use of its resources, which 
allows it to create large revenue and profit. 

 LIC Housing Finance: With a DEA score of 
0.82, LIC Housing Finance has a 
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performance that is still above average, 
despite the fact that it is not as effective as 
Shriram Transport. 

 Muthoot Finance: Muthoot Finance, much 
like Shriram Transport, is considered to be 
efficient since it has a DEA score of 0.88, 
which indicates that it makes effective use 
of its resources. 

 These findings provide important new 
perspectives on the relative degrees of efficiency 
shown by the NBFCs that were tested. It is 
essential to keep in mind that inefficiencies, once 
uncovered, may be remedied by the use of specific 
techniques such as the optimization of processes, 
the reallocation of resources, and the 
incorporation of technology. 
 
7. FACTORS INFLUENCING EFFICIENCY 
 In order to get an understanding of the 
operational and X-efficiency levels of Non-Banking 
Financial Companies (NBFCs), it is necessary to 
investigate the many elements that play a 
significant part in determining the performance of 
these companies. This section investigates 
important influencing factors, such as the 
legislative framework, the capital structure, the 
adoption of technology, and the market 
circumstances. 
 
7.1. Regulatory Environment 
 There is a strong correlation between the 
regulatory environment in which NBFCs operate 
and the levels of efficiency that they achieve. 
Compliance expenses might be incurred as a result 
of stringent restrictions, which would have an 
adverse effect on profitability. On the other hand, 
an environment that is well-structured regulatory-

wise may foster solid business practises and 
create trust in the many stakeholders. 
 
7.2. Capital Structure 
 The combination of debt and equity that 
makes up an NBFC's capital structure has a direct 
bearing on the organization's overall operational 
effectiveness. A healthy equilibrium guarantees 
that the cost of capital is kept to a minimum, which 
in turn contributes to increased profitability and 
operational efficacy. The essential financial 
cushion for sustained operations may be provided 
by a capital basis that has been effectively 
constructed. 
 
7.3. Technology Adoption: 
 Adapting to new technical developments is 
essential if one wants to achieve greater levels of 
productivity in the contemporary economic 
environment. When it comes to streamlining 
procedures, lowering operating expenses, and 
providing improved client experiences, NBFCs that 
invest in solid information systems, data analytics, 
and digital platforms tend to be the most 
successful. 
 
7.4. Market Conditions 
 The general state of the economy as well as 
the circumstances of the financial market have a 
significant impact on the effectiveness of NBFCs. 
The demand for financial services is directly 
impacted by factors such as economic cycles, 
changes in interest rate variations, and shifts in 
client behaviour. NBFCs are able to retain their 
efficiency in a variety of market settings by 
adapting to the adjustments that are occurring. 

 
Table-2: The information presented in the following gives an overview of the ways in which these 

variables affect the levels of operational and X-efficiency in NBFCs: 
Factors Influence on Operational Efficiency Influence on X-Efficiency 

Regulatory 
Environment 

Impacts compliance costs and procedures. 
Shapes business conduct and practices. 
Influences investor confidence and trust. 

Affects compliance with regulatory 
standards. Governs adherence to 
operational guidelines. 

Capital 
Structure 

Influences cost of capital and financial 
stability. Affects debt servicing capabilities 
and risk profile. Balances leverage for 
optimal efficiency. 

Determines financial resilience and 
risk-bearing capacity. Influences 
allocation of resources for 
maximum output. 

Technology 
Adoption 

Streamlines processes and reduces manual 
intervention. Enhances customer service and 
accessibility. Enables data-driven decision-

Amplifies resource utilization and 
output through technological 
integration. Enhances process 
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making. efficiency and customer satisfaction. 

Market 
Conditions 

Shapes demand for financial products and 
services. Influences interest rates and credit 
risk. Affects investment and lending 
strategies. 

Adapts resource allocation and risk 
management in response to market 
shifts. Drives innovation and 
diversification to maintain 
efficiency. 

 
 The operational and X-efficiency landscape 
of NBFCs is formed by the aggregate influence of 
these elements. For the purpose of formulating 
strategies that, in a dynamic financial 
environment, promote both efficiency and 
resilience, it is essential to have a solid 
understanding of how these two factors interact 
with one another. 
 
8. CONCLUSION AND RESULT 
INTERPRETATIONS 
 As a result of this study, a complete analysis 
of the levels of operational and X-efficiency that 
are present in India's Non-Banking Financial 
Companies (NBFCs) has been presented. Several 
essential realisations have surfaced as a 
consequence of an in-depth investigation into key 
performance indicators, the findings of a Data 
Envelopment Analysis (DEA), and an investigation 
into the variables that have an effect. different 
degrees of performance were found among the 
sample of NBFCs that were analysed for their 
operational efficiency. The NBFC that came out on 
top in terms of performance was Shriram 
transport finance ltd. This particular NBFC had 
strong returns on assets and equity, in addition to 
a good net interest margin. This was further 
validated by the findings of the DEA, which 
showed that Bajaj finance, Shriram transport and 
Muthoot finance operate at high levels of 
efficiency, whilst other NBFCs have space for 
improvement in their operations. 
 The results of this study have a number of 
major policy implications for the NBFC industry in 
India, including the following: 

 Improvements Made to the Regulatory 
Framework: It is important that the 
regulatory structure that governs NBFCs be 
strengthened. It is possible for rules that 
are both clear and effective to encourage a 
competitive and stable economy while also 
protecting the interests of customers. 

 Optimization of the Capital Structure It is 
essential to encourage non-bank financial 

companies to have an ideal capital 
structure. It is important that regulatory 
organisations and industry players 
collaborate in order to find a middle 
ground that protects the economy's 
financial stability without restricting 
development. 

 Technology Adoption and Innovation It is 
very necessary to encourage technology 
adoption and innovation if one wants to 
raise the level of operational efficiency. 
Those in positions to set policy ought to 
push non-bank financial companies 
(NBFCs) to invest in contemporary 
information systems and digital platforms. 

 Adaptability to Market Circumstances In 
light of the fact that market conditions have 
a significant impact on the success of 
NBFCs, regulators should support 
adaptable tactics that enable NBFCs to 
operate in a variety of economic settings. 

 Practices in Risk Management It will be 
very important to encourage effective risk 
management practises. In order to 
maintain the reliability of the economic 
system, this involves doing routine checks 
on the quality of assets, as well as stress 
tests and scenario analyses. 

 Building Capacity and Providing Training: 
It is possible to improve NBFC 
professionals' operational efficiency and X-
efficiency levels by encouraging the 
development of their abilities and offering 
chances for them to participate in training. 

 In summing up, the findings of this study 
add to a more in-depth comprehension of the 
operational and X-efficiency dynamics of NBFCs in 
India. Policymakers, regulators, and industry 
stakeholders can work together to foster a 
resilient and efficient NBFC sector that plays a 
pivotal role in the country's economic growth and 
financial stability if they recognise their strengths 
and areas for improvement. This will allow them 
to work toward the common goal of creating a 
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resilient and efficient NBFC sector. The insights 
that were gained from this study serve as a 
foundation for further research and policymaking 
initiatives that are aimed at creating an 
environment that is conducive to the growth and 
continued vital contribution of NBFCs to the 
Indian financial ecosystem. These initiatives are 
aimed at creating an enabling environment for 
NBFCs. 
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