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Abstract 
Profitability is the primary goal of all kind of business ventures and this is not an exceptional goal in banking 
sector. Any business firm cannot be surviving without profitability the business in the long run. The profitability 
is the measurement of organisational growth. So, the businesses measuring current and past profitability by the 
way that is very important for projecting the future profitability. Profitability is measured by income over 
expenses which expressed the earning capacity of a business venture. Therefore, the measurement of banking 
profitability and its factors that determining the profitability highly useful research area for the academician, 
regulators and policy makers. 

Introduction 
The financial system is an important for countries economic development which helps 

in creation of countries wealth by linking between savings and investments. It facilitates the 
flow of funds from households converted into business firms to benefit of both parties savers 
and investors. A strong financial system promotes the business investment, mobilizing 
savings, allocation resources and ease of doing business without any financial issues.Banking 
industry are regulated and always facing new challenges emerged in global financial sector 
and trade policies (Ayyappan, Sivaraman, & Sakthivadivel, 2014).The commercial banks 
play a vital role in the allocation of economic resources, channelize the funds from savings to 
investment, sustainable intermediary function and generate the necessary income to meet out 
the operation cost. Even though functions performed by the banks, a critical measurement to 
judge the banking financial performance. The reason for which a good financial performance 
rewards of the shareholders investment otherwise, judged to the crisis / failure of banks 
caused the declining financial performance. Profitability is the primary goal of all kind of 
business ventures and this is not an exceptional goal in banking sector. Any business firm 
cannot be surviving without profitability the business in the long run. The profitability is the 
measurement of organisational growth. So, the businesses measuring current and past 
profitability by the way that is very important for projecting the future profitability. 
Profitability is measured by income over expenses which expressed the earningcapacity of a 
business venture.  
Statement of the problem  

The bank’s profitability performance has become an attractive topic for the recent 
academic area, conversation, comment and debate by the people and investors. The declining 
of bank’s profitability of authorities concern due to evidence of the unsecured loans and 
advances(Gurusamy, 2012). The RBI continuously monitoring profitability position of the 
banks through various methods and diminishes the unsecured loans and advances sanctioned 
by the banks and regulated commercial banks are aligning with changes of social and 
economic objectives. The policy makers are highly concentrated on any changes in bank 
performance and enhance the value, finds remedial measures to improve the performance. 
Therefore, the measurement of banking profitability and its factors that determining the 
profitability highly useful research area for the academician, regulators and policy makers.  
Review of literature  

Joo& Mir, (2013) his study tries to analyse the determinants of profitability of Indian 
public quarter banks. The spread to general budget, in step with worker productiveness, 
enterprise in keeping with worker, RONW, Operating Expenses to general finances, burden 
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to overall price range, other profits to overall earnings and provisions & contingencies to total 
budget have emerged as maximum dominant variables influencing the bank profitability. 
However, unfold to total finances, per employee productivity and commercial enterprise 
consistent with employee are contributing eighty% of profitability of Public Sector Banks 
(Joo & Mir, 2013). 

Srinivas and Saroja, (2013) the present research paper is aimed to analyses and 
compare the financial performance of HDFC and ICICI Bank and offer suggestions for the 
improvement of efficiency in select banks under CAMELS model. CAMELS stand for 
Capital Adequacy, Asset Quality, Management, Earning Quality, Liquidity and Sensitivity. 
The have a look at covers a length of ten years from 2003 to 2012.The study concluded that 
from the CAMEL’S analysis it clears that there may be no importance distinction between the 
ICICI and HDFC financial institution’s monetary performance is barely much less in 
comparison with HDFC. 

Muthu&Hariharan, (2013) examined Board Size, Composition, and the 
Performance of Private Sector Banks. The Banks are a dominant aspect of the Indian 
Financial System; they're the engines of boom of Indian Economy.To degree the overall 
performance of the banks the variables used like Return on Asset (ROA), Net Profit Margin 
(NPM), Interest Spread (IS) and Return on Net really worth (RNW) etc., and these variables 
are in comparison with board length and composition with suitable gear.It suggests that 
private region banks are the usage of the efficient management in utilization of its asset and 
equity base for the bank performance (Muthu & Hariharan, 2013). 

Priya, (2014) carried out her study entitled on an analysis of profitability role of 
private sector banks in India. . Profitability measure an agency’s ability to generate income 
associated with income, property, and fairness. These ratios verify the potential of an 
organization to generate profits, profits, and cash flows relative to relative to a few metric, 
regularly the quantity of cash funding. To this end, the business undertaking has to earn profit 
from operations. Profitability act as a yardstick to measure the effectiveness and efficiency of 
business effort for the growth and success of any business entities (Priya, 2014). 

Pandya &Parmer, (2014) pointed out the profitability analysis of selected 
nationalized banks in India. The study shows the explanatory power of some variables such 
as NII, C/D ratio, Business per employee, Profit per employee are significantly high and 
Interest spread, OE, P&C are found with low explanatory power. Hence, the variables non-
interest income, C/D Ratio, Business according to worker, Profit in line with employee have 
an extensive courting with internet earnings. To toughen the position in addition, the public 
region banks should attempt to significantly enhance efficiency through a manage over 
growing non-hobby earnings, and maximizing business per employee and in step with 
department and so on (Pandya & Parmer, 2014). 
Objectives of the study 

 To assess the profitability of selected public and private sector banks in India 
 To identify the factors which are determined the profitability of selected banks in 

India  
Methodology 

The present study is used empirical and analytical methods of research. In empirical 
research, to examine the profitability and the various factors determining the profitability of 
selected Public and Private sector banks in India. In analytical nature, the researcher used 
data that are already available and undertaken the study based on sufficient size of sample 
banks. The entire research study is concentrated around public and private sector Banks in 
India. By random sampling method, the banks for the research study have been chosen. The 
sample unit of 10 banks comprises of five Public and five Private sector banks in India. The 
criteria while selecting the banks’ based on Total Assets (Rs in Cr.) are a suitable factor to 
determine the financial performance of banks. The selected sample units are categorized as 
(i) Public sector banks which are that Bank of India, Bank of Baroda, Punjab National 

Suraj Punj Journal For Multidisciplinary Research

Volume 8, Issue 12, 2018

ISSN NO: 2394-2886

Page No: 333



Bank, Bank of India and Canara Bank. And (ii) Private sector banks consist of Axis Bank 
HDFC Bank, ICICI Bank, Kotak Mahindra Bank and Yes 
Bank.Thestudyperiodisconfinedonly10yearsfrom2008-2009to2017-
2018.Thefinancialandstatisticaltools are usedforthestudy. 

Hypothesis Development 
The researchers are identified the performance of banks can be affected by internal 

and external factors. Of these, the internal factors are described as bank characteristics 
(internal decisions of management) which are affected the bank profitability in a high manner 
(Ongore & Kusa, 2013) and external factors are considered to beyond the control over of the 
banks that is macroeconomic variables (inflation and Gross Domestic Product) of the 
country.  
Variables Used 

The Table 6.1 described the operational definition and symbols used in the study 
variables.  
Table 1: Description of Variables used 

Sl. 
No 

Variable Symbol Description 

1 Capital Adequacy CA 
Total Capital both equity and preference 
shares divided by total assets 

2. Asset Quality AQ Non-Performing Loans to Total Loans.  

3 Managerial Efficiency ME Total Operating Revenue to Total Profit 

4 Liquidity Management  LM Total Loans to Total customer deposit 

5 Size Ln(TA) Natural logarithm of Total Assets 

6 Growth Opportunities GR Growth rate of operating income 

7. Return on Assets ROA Ratio of PBIT/Total Assets 

8. Return on Equity ROE 
Net Income after Taxes divided by Total 
Equity Capital. 

9 Net Interest Margin NIM 

A percentage of earns on loans in a time 
period and other assets minus the interest 
paid on borrowed funds divided by the 
average amount earning assets. 

 
Model Specified 

The conceptual framework of the study is developed based on the earlier literature 
and graphically presented in Figure 1. In order to determine the profitability of banking sector 
in India, by applied an Ordinary Least Square (OLS) regression model with the help of SPSS. 
It depicts the relationship between the dependent (ROA, ROE, NIM) and explanatory 
banking financial performance and bank specific variables.  Statistical model for OLS 
regression used in this study as follows: 
ROA = b0 + b1CA+ b2AQ + b3ME+b4LM+b5Ln (TA) + b6GR + e 
ROE = b0 + b1CA+ b2AQ + b3ME+b4LM+b5Ln (TA) + b6GR + e 
NIM = b0 + b1CA+ b2AQ + b3ME+b4LM+b5Ln (TA) + b6GR + e 

ROA, ROE, NIM = Ratio Predicted the Banks Profitability 
b0, b1, b2, b3, b4, b5, b6 – Model coefficients 
e – error terms 

In this study, both descriptive and inferential statistics specifically OLS regression 
analysis have been employed. The upper level of statistical significance for hypothesis testing 
was set at 10%. All statistical test results were computed at the 2-tailed level of significance. 
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The diagnostic tests were properly carried out to ensure reliability of the data outfit with the 
basic assumptions of the regression models.  
Data Analysis 

In this section, where observing statistical results of the variables of each movement 
based on different tests. 
Descriptive Statistics 

Table 2 shows the descriptive statistics of the variables in the model. All descriptions 
are applied in the processing of the sample selected; the banks are included in the model. 
Since, the study have panel data that contains both cross sections and time series in nature, 
the statistics are taken into account the annual average during the study period from 2008-
2009 to 2017-18.   
Table 2: Descriptive and Normality Test of Selected Variables 

Variables / 
 Statistics 

ROA ROE NIM CA AQ MER LR SIZE GROWTH 

No. of 
Obs. 

100 100 100 100 100 100 100 100 100 

Mean 0.083 6.097 0.037 0.003 0.588 0.932 0.180 12.437 0.283 

Median 0.082 4.517 0.037 0.002 0.600 0.926 0.080 12.475 0.276 

Maximum 0.108 20.620 0.059 0.008 0.682 3.736 3.311 14.399 0.433 

Minimum 0.040 0.636 0.010 0.000 0.413 -0.453 0.000 10.539 0.176 

Std. Dev. 0.010 4.521 0.009 0.002 0.054 0.513 0.389 0.761 0.049 

Skewness -0.465 1.006 
-
0.082 

1.118 -0.945 1.436 6.172 0.067 0.775 

Kurtosis 5.417 3.292 3.388 3.777 3.747 10.871 46.375 2.982 3.911 

Normality Test 

Jarque-
Bera 

27.953 17.221 0.741 23.347 17.223 292.548 8474.010 0.076 13.476 

Probability 0.000 0.000 0.690 0.000 0.000 0.000 0.000 0.963 0.001 

Source:  Computed 

Table 2 provides the summary statistics of major variables used in this study. The 
average (median) return on total assets is 0.083 (0.082)per cent, with standard deviation of 
0.010per centwith a maximum of 0.108 per centand minimum of 0.040 per cent.  The mean 
value of ROE is 6.097(4.517)per cent with the standard deviation of 4.521 per cent and the 
range of ROE from 0.636 to 20.620 per cent. The mean Net Interest Margin is 0.037 (0.037) 
per cent with the standard deviation of 0.009 per cent and the ranges from 0.010 to 0.059%. 
The mean value of capital adequacy is 0.003 (0.002) times with the stand deviation of 0.002 
times and the ranges from 0 to 0.008 times.  The Asset Quality mean value is 0.588 (0.600) 
times with the standard deviation of 0.054 and the ranges from 0.413 to 0.682. The mean and 
standard deviation of managerial efficiency is 0.932 times and 0.513times respectively which 
is ranged from -0.453 to 3.736. The average rate of liquidity is 0.180 (0.926) with a standard 
deviation of 0.389 and the ranges from 0 to 3.311 times. The mean value of firm size is 
12.437 (12.475) with a standard deviation of 0.761 and the ranges from 10.539 to 14.399. 
The average rate of growth opportunities is 0.283 (0.276) with standard deviation of 0.049 
indicates very low deviation that has been found the study period and the ranges from 0.176 
to 0.433.  
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Robustness Test for Variables 
Normality and Linearity   
Normality Test 

Jarque-Berra test is the most widely used analysis compares the shape of the 
distribution of the sample to the shape of a normal curve. If the sample is normally 
distributed and become the population also have normally distributed. The hypothesis of 
normality means a significant value of the test, the distribution of samples is not the normal 
curve.  

H0 : The  observed distribution does not fit the normal distribution 
Ha: The observed distribution fits the normal distribution 

 
Table 3 explain normality tests, which were calculated by Jarque Berra test. The J-S 

test statistics is11.1092 (residuals) with respective p value is less than 0.05 which indicated to 
reject the null hypothesis. Therefore, the observed distribution fits normal distribution.  
Histogram: The study needs and access the normality with the help of the histogram and the 
standardized residues. Histograms indicated that the standardised residuals are approximately 
a normal distribution (Figure 1.1, 1.2 and 1.3). 
Normal P-P plot: To check the homoscedasticity and normality of residuals with the help of 
standardized residuals P-P plot of the variable. The diagram shows that is not a trend in 
relation to the error of these multiple regression analysis. (Figure 6.1, 6.2 and 6.3) 
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Public Sector Banks 

  
Private Sector Bank 

Figure 1.1: Test of Linearity of Return on Asset 
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Public Sector Banks 

  
Private Sector Banks 

Figure 1.2: Test of Linearity of Return on Equity 
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Public Sector Banks 

  
Private Sector Banks 

Figure 1.3: Test of Linearity of Net Interest Margin 
Correlation 

In order to find out the association with Correlation analysis was carried out to 
identify the relationship between performance indicators and profitability of selected sample 
banks.  
Table 4: Pearson Correlation between Profitability and Banking Performance 
Indicators 

Variables 

Return on Assets Return on Equity Net Income Margin 
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Capital 
Adequacy 

-
0.444 

0.000 ** 
-
0.750 

0.000 ** 
-
0.352 

0.000 ** 

Assets 
Quality 

-
0.374 

0.000 ** 
-
0.208 

0.038 * 
-
0.423 

0.000 ** 
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Managemen
t Efficiency 

0.236 0.018 * 0.050 0.622 NS 
-
0.030 

0.764 NS 

Liquidity 
Ratio 

0.172 0.087 NS 0.309 0.002 ** 
-
0.338 

0.001 ** 

Size 0.396 0.000 ** 0.734 0.000 ** 0.070 0.490 NS 

Growth 
Opportunitie
s 

-
0.011 

0.914 NS 
-
0.331 

0.001 ** 0.287 0.004 ** 

Source: Computed 

The capital adequacy is found negatively and significantly (0.01 level) correlated with 
profitability (ROA, ROE and NIM) indicating capital adequacy may exert pressure on 
managers to follow lower capital adequacy levels and enhance the bank performance. 
Relationship between Assets Quality and Profitability is inversely associated with 
profitability and the results are significant at 0.01 level in case of ROA and NIM and 0.05 
level in case of ROE. The results exhibit that concentration of assets quality to increase the 
profitability of banks. The management efficiency is positively associated with the bank’s 
profitability rate and the results show that statistically significant at 0.05 level (ROA) further, 
in case of not significant (ROE and NIM). The relationship between profitability and liquidity 
management of banks found positively with ROA and ROE but inversely related to NIM. The 
results indicate statistically significant at 0.01 level (ROE and NIM) and not significant in 
case of return on assets. The bank size is measured by total assets which is not significant 
relationship with net interest income, further a significant positive association with ROA and 
ROE. The result implied that size of the banks is an important factor and positively related to 
the bank’s profitability. Finally, the relationship between growth opportunities and 
profitability which revealed that negative association of ROA and ROE, then NIM has 
positive and significant association with growth opportunities.   

Multi co linearity can greatly affect model fit least squares ordinary regression is 
applied due to the high correlation between independent variables. It must therefore be tested 
to verify that the problem of multicollinearity. As shown in the table, most of the variable of 
correlation coefficients are generally moderate with absolute value less than 0.4, thus, 
multicollinearity is not seriously effect for the regression test.   
Conclusion  
The bank’s financial performance in terms of profitability are the most significant 
determinants such as capital adequacy, liquidity management and size of the banks. This 
evidence supports the countries efficiency structure theory which describes that enhanced 
managerial efficiency leads to higher banks profitability.  
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