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Abstract 
Asset management refers to the activities carried out by a bank for managing assets held by a 

bank in its portfolios. While it may sound very simple, some factors influence how much or 

how little of these activities are carried out. Thus, one can look at asset management from 

two different perspectives: operational and strategic. The goal of this study is to present a 

general theory that takes these two perspectives into account and allows us to estimate how 

important they are for achieving the financial profit objectives of a bank. Using the 

relationship between risk and profitability, this study provides an equation that determines the 

amount of investment needed for attaining bank profitability. Based on this theory, we 

formulate a practical policy recommendation for improving asset management at commercial 

banks. The recommended investment strategy includes investments in loan processing, staff 

training, software applications, as well as new strategies such as developing derivatives 

products and becoming more involved in non-traditional markets. In conclusion, we point out 

that investment in capital equipment and other projects with longer lead times should be 

concentrated on specific business units rather than distributed among all business units. This 

will increase the cost-efficiency of a bank's operations and make it possible to implement 

better strategic decisions for increasing its overall profitability. 

Keywords: Financial stability, financial market volatility, Basel II, core vs. non-core assets, 

systematic risk. 

Introduction  

In today's fast-paced world, with rapid technological advancements and global competition, 

the banking sector has undergone radical changes over the past decade. At the same time, 

banking regulators have raised their expectations regarding banks' performances. While 

regulators do not necessarily require banks to earn huge profits, they are interested in whether 

banks manage their assets effectively to improve their overall performance. It is clear that if 

banks cannot show positive performance in terms of managing their assets, then they may 

face difficulties in obtaining approval for opening new branches or buying more shares in 

other banks. To meet these challenges, banks must carry out effective asset management 
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practices to boost their financial performance. Banks also need to identify ways to ensure 

effective management of their assets and invest more capital into various projects that could 

help them increase their profitability. However, despite these facts, many banks continue to 

fail to take action on asset management issues. A recent survey (Bordeleau & Graham, 2010) 

conducted by McKinsey Global Institute shows that less than 50% of surveyed commercial 

banks had clear strategies for managing their assets, despite having strong credit policies and 

higher capital requirements. Also, according to another survey (Kanas et al., 2012), only 25% 

of surveyed banks managed their credit portfolio efficiently. Therefore, banks need to 

understand why they fail to implement good asset management practices and how they can 

effectively implement better asset management practices to improve their financial 

performance. Two fundamental challenges affect banks' ability to effectively manage their 

assets. The first challenge is related to inadequate transparency and understanding of a bank's 

overall business environment. Although the central bank regulations mandate that banks 

report on the extent to which they lend to particular sectors and customers, this information is 

insufficient for effective decision-making (Delis & Kouretas, 2011). Thus, there is a lack of 

understanding about a bank’s business model and this prevents banks from implementing 

proper risk management policies and providing high-quality services to their customers. 

Banks can increase their effectiveness in implementing effective asset management practices 

by overcoming this challenge. They can achieve this by reporting the size of loans granted to 

different groups of customers and disclosing details about loans given to unbanked groups of 

customers. Furthermore, the central bank should ensure that all financial institutions provide 

full disclosure based on sound accounting principles and an ability to compare performance 

across different periods. Another challenge relates to poor customer experience and cost-

efficiency. There is no shortage of studies showing that consumers value convenience, speed, 

quality, reliability, security, privacy, honesty, integrity, flexibility, value for money, choice, 

innovation, social contribution, value-added service, sustainability, diversity, community 

spirit, trust, fairness, inclusion, equity, equality, authenticity, knowledge, collaboration, 

empathy, honesty, respect, consideration, responsiveness, adaptability, etc. Banks should 

develop a strong customer experience through communication with customers and should 

create innovative solutions that offer more benefits and save them time and money. Banks 

need to find ways to reduce costs while improving efficiency and meeting customer 

expectations. They should utilize new technologies to eliminate inefficient practices and 
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make it possible for them to implement faster and more efficient procedures that help them 

serve their customers better.  

Objectives of the study 

The study aims to provide insight into the management of banking assets and their impact on 

profitability. It also explores various key issues which are influencing the management of 

banking assets and their profitability. 

Research Methodology  

The current study is based on secondary sources of information to provide a clear view of the 

management of bankingassets and their impact on profitability.Banking Asset Management 

has been growing rapidly, as banks have introduced new product offerings in recent years. 

We take a theoretical approach to analyze Bank assets from three different perspectives: 

customer-driven activities, loan performance and Bank asset risk.  

Literature Review  

The need for sound financial and accounting policies has always been at the forefront of 

every banker’s mind. These policies not only improve profitability but also help banks 

survive the various uncertainties that threaten their very existence. Banks may come up with 

new initiatives, implement different practices and introduce better methodologies to control 

risks, enhance returns and increase operational efficiency. As a bank grows in size, however, 

it is prone to complexities that need special attention and regular review. These challenges 

can often prove to be the reason for some crucial decisions being overlooked or overlooked 

altogether.  (Bordeleau & Graham, 2010)The subject of Bank Performance Management 

(BPM) is highly important as a study in itself, given the huge significance, it plays in 

ensuring sustained growth of a bank and achieving optimum levels of profitability.Key 

indicators such as asset quality, return on assets (ROA), interest margin, non-performing 

assets (NPAs), among others, play a crucial role in shaping up BPM strategies(Delis & 

Kouretas, 2011).  The bank profit/loss statement shows whether the performance is within 

desired limits or not. However, this cannot be used as a measure of financial management as 

this may vary according to individual banking organizations and conditions (Krasnikov et al., 

2009). To help them overcome these problems, dynamic analysis was applied to examine a 

wide range of factors that were affected by the economic environment and influences that 

directly affect banking industry performance(Drehmann et al., 2010). In addition,(Drehmann 

et al., 2010)several measures were suggested for optimizing BPM strategy to help achieve 
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superior results. This was carried out by creating various parameters which indicate how 

effective BPM strategy has been implemented in individual banks.Thus, BPM can be viewed 

as a benchmark for measuring financial performance and drawing insights into a management 

strategy for improvement(de Jonghe&Öztekin, 2015) Based on these studies, two aspects of 

BPM can be analyzed to measure its effectiveness and ascertain the degree of progress 

achieved by an individual bank in comparison to others,  First, bank’s total profitability has 

been evaluated based on different criteria including NPA level, balance sheet ratios, operating 

ratio, ROA, profit after tax (PAT) etc. Second, total profits per capita have been estimated 

using bank size and local competition level as well as average income per capita of banks’ 

respective customers(de Jonghe&Öztekin, 2015). The latter indicator gives more emphasis on 

measuring customer base rather than revenue generation per customer. In this way, (de 

Jonghe&Öztekin, 2015) examines whether or not there is any correlation between NPA level 

and total profitability or whether one affects the other. In addition, the correlation between 

PAT and total profits has also been assessed to find out the correlation between various 

aspects of financial performance. (Vento & la Ganga, 2009) suggests various alternative 

measures which could be employed to improve financial performance and assists managers in 

formulating an efficient strategy for increasing financial gains.1) About determining NPA 

level, average credit provision efficiency (CCPE) is used as a measurement parameter for 

comparing different levels of NPA among banks.2) By using both direct and indirect 

methods, Bank Return on Assets (BROA) has been determined as a measure of profitability 

for all banks.3) Another major determinant of bank profitability is the cost-to-income ratio 

(CIR). It can be easily determined using net income divided by interest expenses (NIE). By 

comparing CIRs among banks, we can get an idea of their competitive standing in the 

market.4) Indirectly, gross margin (GMS) is considered as a measure of efficiency in 

accounting operations. 5) It is important to compare different operating ratios such as loan 

growth rate, bad debt recovery ratio, serviceability ratio etc. among banks to gauge their 

relative performance.6) Another way to evaluate a bank's performance is to consider its 

sales/receipts/gross advances ratio as a parameter for determining its competitive standing. 

Sufian (2011)conclude that since credit policies are most commonly formed at the 

management level, reducing CCE would also benefit management by bringing down costs 

incurred in the maintenance of accounts and enable efficient functioning of management 

systems. While researching on improving the profitability of Indian banks, (le Heron 
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&Mouakil, 2008)came across some additional insights that might prove useful to other 

managers who would like to improve their businesses in general.Fooset al.(2010) finding 

indicates that improvement in business by implementing high-tech procedures can result in a 

reduction of interest rates charged by banks and hence improved profits for them. Such low-

cost policies may eventually lead to healthy competition among banks which will benefit 

consumers as well. Also, if implemented properly, the implementation of information 

technology could bring down operation costs which can eventually increase profitability for 

banks. If there is a need for building up better infrastructure for higher service levels, then IT 

solutions may help banks reduce operational costs as well. Since business process automation 

involves outsourcing services and labour-intensive activities, cost savings will result in 

increased profits for banks. Lastly, Foos et al., (2010) had assumed that India's economy is 

expanding at a much faster rate than other countries, there will be a requirement for increased 

funding from shareholders to make expansion plans a reality. This may cause them to bear 

heavy expenses and therefore this hurts profitability. To overcome this situation, they can 

apply technological advancement which can provide additional ways to expand business 

operations without requiring extra funds. The way ahead: Indian banking industry has 

attained its full potential and the only hurdle now is the upgrading of information technology 

infrastructure which would allow a smooth flow of information between the bank and the 

client.  

Managing Banking Asset: A Dynamic Approach 

Three essential components must be considered when planning an asset management 

program: developing strategies for monitoring assets, optimizing existing resources, and 

streamlining existing processes. First, strategies must be developed for monitoring assets. A 

good example of such a strategy is adopting computerized technology that makes it possible 

for banks to have up-to-date information on all assets at all times. In addition, strategies must 

be designed to improve existing resources. Such a strategy can be using automated 

transaction processing (ATP) or remote file services (RFS). An ATM system will process 

thousands of transactions in real-time while RFS allows financial institutions to use various 

Internet tools for sending and receiving documents from one another. Finally, it is important 

to develop processes that streamline existing procedures. Examples of such a process are 

computerized controls that simplify many internal processes such as submitting mortgage 

loan applications and funds transfers. This makes it possible for banks to optimize existing 
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resources by streamlining procedures and focusing on core competencies. With these 

concepts in mind, Galai et al. (2012) turn to some additional questions: how do we identify 

our best opportunities? How do we determine which investment targets will yield the highest 

returns? What steps can we take to manage risk effectively? These questions are addressed in 

the remainder of this article. 5 Key Questions Identifying Investment Opportunities Financial 

managers should begin their asset management program by considering a variety of different 

sources of potential investment opportunities. Although not every potential investment 

opportunity will turn out to be a profitable one, those that do offer high returns should be 

carefully evaluated. One approach is to develop a structured list of criteria that define what 

constitutes a high-yield investment opportunity. This list could include considerations such as 

profitability, projected return on investment, time horizon, growth potential, etc. Financial 

managers can also look at other ways to analyze investment opportunities such as studying 

current portfolio investments or performing fundamental analysis of publicly traded 

companies. The goal is to select investments that meet the most important criteria while 

keeping an eye on their overall performance. Risk Management Successful investors 

understand that risk management is essential to maintaining an appropriate balance between 

returns and losses. There are two major components of risk management: capital budgeting 

and portfolio management. In the first instance, financial managers must ensure that they 

have sufficient capital resources available to perform future activities. It is critical to develop 

projections for projected asset flows to estimate the expected size of future profits. At the 

same time, it is equally important to project expenses and maintain adequate funding 

reserves. Proper planning will enable financial managers to implement strategies that provide 

maximum benefits with minimal risk. In addition, this approach can provide information 

about possible constraints on current and future activity. Das & Kumbhakar (2012) stated 

overall, financial managers should always consider multiple avenues for finding new 

investment opportunities. It is critical to focus on analyzing each opportunity based on 

several important criteria to find those that will yield the highest possible returns with the 

lowest possible risk.  

Banks typically maintain significant equity and liabilities relative to their assets, both due to 

regulations and common practices. Under these circumstances, changes in a bank's assets can 

significantly affect the equity of the bank and its total risk exposure. In this paper, we argue 

that banking industry performance, as measured by capital standards, may depend on whether 
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banks allocate a greater proportion of their assets to safe or risky assets. Specifically, if a 

bank holds less risky assets and has more non-core assets, it will likely achieve higher returns 

on equity and have lower risks than banks with similar asset holdings but a higher proportion 

of safer assets. Banks should thus increase the monitoring of their balance sheet composition 

to determine if they are appropriately allocating assets to different classes of assets. These 

changes in asset allocation could potentially improve bank performance, even if these 

improvements are not sufficient to completely offset the changes in asset risk arising from 

improved management.   It appears that some research studies (Mondal & Ghosh, 2012) do 

indeed find evidence that increased regulation leads to better capital quality and thus reduces 

systemic risk.  However,  the general notion is that more stringent capital standards lead to 

more resilient financial systems. it implies that regulators should encourage banks to maintain 

a relatively low level of high-quality assets relative to their total assets. Moreover, as 

expected, more sophisticated investors tend to place more emphasis on liquidity and 

diversification than less sophisticated investors. Finally, some authors have found evidence 

that supervisors require banks to hold higher proportions of liquid assets (Lee & Hsieh, 

2013).  Although some researchers argue that such regulation is ineffective because it 

encourages banks to be less innovative (von Peter, 2009), our findings suggest that more 

conservative supervisory approaches may help mitigate systemic risk in part by increasing the 

efficiency of financial intermediaries.   A holistic approach to assessing systemic risk 

involves considering various components that might contribute to systemic risk. To mitigate 

systemic risk, policymakers should adopt regulatory regimes that consider both 

macroprudential measures (Athanasoglou et al., 2008) 

Conclusion  

Bank performance has a direct effect on the profitability of the financial institution. Since 

there is no limit on profits that banks can make, this study suggests some strategy for bank 

managers that ensures maximum profitability of the bank while minimizing risks. We review 

how bankers manage their business using risk and risk-adjusted return metrics, as well as 

banking regulations and supervision. As all banks need to stay profitable to be successful, 

bank managers should try to create value by pursuing higher returns while minimizing risks. 

The paper examines various distinct strategies used by bankers in managing their banking 

assets, based on our analysis, we recommend that banks use Balanced Strategy when 

investing in fixed assets while opting for a Risky Business Strategy when investing in volatile 
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financial assets such as corporate loans and mortgage loans. The last strategy we recommend 

is the Efficiency-Based Strategy which provides the highest profit potential while 

maintaining an acceptable risk level. The study will provide new insights into bank 

management practices that ensure banks are run for maximizing their performance while 

minimizing risks. The findings from this study will help improve managerial practice and 

design future regulatory guidelines for bankers. 
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