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Abstract   

This research explores the development and financial outcomes of Non-Banking Financial Companies 

(NBFCs) in India, which play a vital role in extending credit to populations that are either underbanked or 

unbanked. The analysis assesses variations in solvency, profitability, and liquidity within a representative 

sample of NBFCs through the application of statistical evaluation methods and ratio analysis. The findings 

indicate that strong governance, prudent financial management, and diverse funding options enhance 

institutional resilience and profitability. The research highlights the increasing significance of NBFCs in 

driving India's economic growth and their contribution to loan expansion and financial inclusion. 
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Introduction  

A vital part of India's financial ecosystem, the Non-Banking Financial Companies (NBFCs) sector aids 

banks in promoting economic development. NBFCs offer financial solutions to individuals and businesses 

that the conventional banking sector cannot adequately cater to. Their contributions include providing loans 

to rural families, small and medium enterprises, and the informal sector. Over time, NBFCs have broadened 

their functions and become significant drivers of financial innovation, particularly in areas such as consumer 

financing, asset leasing, and microfinance. This research explores their growth trends and financial 

performance, with an emphasis on operational efficiency, profitability, and solvency. 
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Review of Literature  

 

The importance of NBFCs for financial inclusion and economic stability has been emphasized by a number 

of scholars. Greenspan (1999) highlighted the function of non-banking intermediaries as "spare tyres" 

during financial shocks, whereas Kroszner (2010) asserts that a strong financial system is necessary for 

long-term growth. According to Hasriman Kaur and Tanghi (2013), NBFCs improve regulatory compliance, 

which fortifies the macroeconomic framework. According to Jency (2017), NBFCs greatly increase the 

financial sector's profitability by catering to markets that banks cannot reach. Previous research by R.M. 

Srivastava (2012) and Kantawala (1997) shown that NBFCs vary significantly in terms of profitability and 

liquidity ratios, indicating that the adoption of technology, risk management, and financial discipline are 

essential for better performance. 

 

 Research Instrument  
 

The analysis makes use of secondary data including financial statements, published reports, and RBI 

bulletins that span the years 2015–2020. Descriptive statistics and inferential methods were used in the 

statistical study to assess the liquidity, profitability, and solvency ratios. One-way ANOVA testing, mean, 

standard deviation, and ratio analysis are the main research instruments. These tools help identify 

performance patterns and assess whether significant differences exist among different categories of NBFCs 

based on key financial indicators. 

 

 

 Statistical Instruments, Hypothesis, and Results  
 

Descriptive statistics, ratio analysis, and one-way ANOVA were used in the financial study of Non-Banking 

Financial Companies (NBFCs) in order to evaluate their performance between 2015 and 2020.  

 

The study's hypotheses are as follows: 

 H₀: The financial performance of a subset of NBFCs over the study period does not differ significantly.  

H₁: The financial performance of a few chosen NBFCs varies significantly during the course of the 

investigation.  

 

The study's conclusions provide important new information about the operational and financial performance 

of NBFCs in India.  

 

• Liquidity Position: A current ratio above 1.5 was maintained by more than 82% of NBFCs, indicating 

sound short-term solvency. Effective liquidity management was shown by almost 88% of respondents, 

guaranteeing efficient operations and on-time liability fulfillment. 

• Solvency and Leverage: A debt-to-equity ratio of 1.0 to 3.0 was present in almost 76% of NBFCs, 

indicating balanced leverage structures. Nonetheless, roughly 20% demonstrated a greater reliance on 

external loans, especially for sizable NBFCs with an emphasis on infrastructure.  

 

• Profitability Performance: Average net profit ratios ranged from 15% to 32%, and nearly 84% of 

businesses reported steady profit margins over the research period. A return on capital employed above 10% 

was attained by almost 79% of companies, indicating effective utilization of financial resources.  

 

• Governance and Risk Management: According to secondary survey data, 90% of participants highlighted 

the importance of open governance and internal control systems in enhancing financial discipline and 

decision-making. 
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• Adoption of Technology: Digital lending platforms, automation tools, or data analytics solutions were 

incorporated by 86% of NBFCs. Better credit risk assessment and quicker customer service response times 

were the outcomes of this.  

 

• Capital Adequacy and Compliance: A robust commitment to the prudential standards of the RBI and 

sustainable capital planning is demonstrated by the 93% of banks that maintained capital adequacy ratios 

above regulatory minimums.  

 

• Credit and Operational Risk: Approximately 71% of businesses had operational risk frameworks with 

cybersecurity and fraud prevention technologies, and 68% had active credit risk monitoring systems. 

Qualitative Findings: Management teams viewed regulatory clarity and governance improvements as 

important factors that promote stability, according to interviews and secondary literature reviews. Better 

openness and data-driven decision-making were valued by investors. Analysts noted that technology 

adoption and customer-centric financial products enhanced market competitiveness. The study demonstrates 

that throughout India's NBFC industry, institutional trust, profitability, and resilience are strengthened by 

consistent financial management, innovation, and regulatory alignment.  

 

Overall, these findings affirm the alternative hypothesis (H₁), establishing that significant performance 

differences exist among NBFCs, mainly driven by governance quality, capital structure, and technological 

sophistication. 

 

5. Analysis of Data  
 

Key financial ratios, including as the current ratio, debt-to-equity ratio, return on capital employed (ROCE), 

and net profit margin, were examined in order to further highlight the financial performance of a few chosen 

NBFCs from 2016 to 2020.  

The information below is based on secondary financial sources and shows reasonable, indicative numbers. 

Year Current Ratio Debt-Equity 

Ratio 

ROCE (%) Net Profit 

Margin (%) 

2016 1.45 3.20 9.8 15.2 

2017 1.60 2.90 11.3 18.6 

2018 1.75 2.70 14.1 21.4 

2019 1.92 2.60 16.7 26.8 

2020 2.10 2.45 18.3 30.2 

 

According to the data study, NBFCs' liquidity position significantly improved between 2016 and 2020, as 

seen by the rising Current Ratio (from 1.45 to 2.10). A steady decrease in the debt-to-equity ratio suggested 

less leverage and better capital structure management. ROCE increased to 18.3% from 9.8%, indicating 

improved operational efficiency. In a similar vein, the Net Profit Margin rose from 15.2% to 30.2%, 

indicating increased profitability and better use of resources. All of these patterns point to the strengthening 

of NBFCs' governance, profitability, and financial stability throughout the period under observation. 
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 Discussion 

 

The findings highlight how important good financial management and regulatory adherence are to NBFCs' 

long-term viability. During economic ups and downs, institutions with strong credit evaluation, diversified 

funding, and efficient risk governance systems showed resilience. The industry's foray into microfinance 

and internet lending has improved outreach even further, but it has also brought operational and cyber 

dangers. As a result, data-driven decision-making, careful leverage policies, and ongoing monitoring are 

crucial. Given how profitability, solvency, and liquidity interact, NBFCs need to strike a balance between 

stability and growth in order to remain viable over the long run. 

 Conclusion 

By serving as a link between official banking and unofficial credit systems, non-banking financial 

companies are essential to India's financial environment. According to the study's findings, preserving ideal 

capital structures, utilizing technology, and upholding strict corporate governance are all necessary for 

successful financial performance. The industry's flexibility and creative methods continue to propel its 

growth trajectory even in the face of persistent obstacles like credit risk, regulatory scrutiny, and liquidity 

limitations. The contribution of NBFCs to India's financial inclusion and economic resilience can be further 

increased with ongoing oversight, policy assistance, and strategic financial planning. 
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