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ABSTRACT 

 
The present study attempts to determine the major factors affecting the profitability of 

Indian private and public sector banks. The study consists of 13 Indian private and 23 

Indian public sector banks. The sample of the study has been taken for the period of 2007 

to 2016. Levin-Lin-Chu test and Panel data regression model have been used to analyze 

the results. Profitability of banks has been measured by return on net worth. Equity 

assets ratio, capital assets ratio, non-performing loans to loans ratio, capital adequacy 

ratio, loan to assets ratio and cost to income ratio have been used as independent 

variables. The results of panel data regression model reveal that equity assets ratio, 

capital assets ratio, non-performing loans to loans ratio, loan to assets ratio and cost to 

income ratio are significant while capital adequacy ratio is not a significant determinant 

of profitability of Indian private banks. Looking on to the profitability of Indian public 

banks, equity assets ratio, non-performing loans to loans ratio, capital adequacy ratio and 

cost to income ratio are significant while capital assets ratio and loan to assets ratio are 

non-significant determinants. 
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INTRODUCTION 

 

Today banks have become a significant aspect of the Indian economy. So, a special 

attention should be given to banking industry. Banking Industry of India is one of the 

developed banking across the world. Banks play a vital role in mobilization of 

deposits and disbursement of credit to the various parties. Indian banking system is 

categorized into four major parts which are Reserve Bank of India, Commercial 

Banks, Cooperative Banks and Foreign Banks. In India, there are total 21 public and 

23 private sector banks. Majority of shares of public banks is in the hands of 

government, on the other side majority stake of private banks is held by private 

shareholders. All banks in India are managed and controlled by Reserve bank of 

India. Being the important pillar of Indian economy, banks should be financially 

solvent. Financial stability of an economy is largely dependent on profitability of 

banks. So, profitability of the banks is also imperative. In the banking industry, the 

use of financial ratios is well renowned. Financial ratio analysis helps the banks in 

identification of various causes of change in their deposits, loans, advances, income, 

expenditure, profits over a period of time. In the present study impact of various 

financial ratios i.e. capital assets ratio, equity assets ratio, capital adequacy ratio, non-

performing loans to loans ratio, cost to income ratio and loan to assets ratio on 

profitability of Indian private and public banks have been shown. So, that the banks 

can give more attention on those determinants which affect the profitability most. 

 

LITERATURE REVIEW 

 

Malik et al. (2016) investigated the impact of liquidity on profitability of private sector 

banks in Pakistan by using OLS. The empirical results found the significant 

relationship between liquidity and ROE of banks. Maqsood et al. (2016) investigated 

the impact of liquidity on profitability of banking sector in Pakistan by using 

regression. The empirical results found significant relationship between liquidity 

management and profitability. Kamran et al. (2016) investigated the determinants of 

profitability of banks in Pakistan by using panel data regression. The empirical 

results found that both internal factor i.e. assets, loans, equity, deposits and external 

profitability. Mittal and Lavina (2016) examined the impact of different CAMEL 

ratios on profitability of SBI group in India. The study used panel data regression. 

The empirical results found that net non performing assets to net advances and 

operating profit as % of working funds are the significant determinants of 

profitability. Seenaiah et al. (2015) examined the determinants of profitability of 

Indian banks for the period of 1995-2012. The empirical results found that operating 

profits, wage bills, non performing assets and net interest margin are the key 

determinants of profitability of Indian banks. Pandya (2014) identified the major 

determinants of profitability of selected Indian banks by using correlation, multiple 
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regression etc. The result found that each bank has different determinant of 

profitability. Tariq et al. (2014) found the determinants of commercial banks 

profitability in Pakistan by using panel data regression model. The study covered 

data starting from 2004-2010. The results found that capital strength, assets quality 

and 

negative relationship with bank profitability. Bateni et al. (2014) found the major 

determinants of capital adequacy ratio in the banks of Iran. The study used panel 

data regression model. The empirical results found that there is a negative 

relationship between CAR and bank size while positive relationship between CAR 

and equity ratio, loan asset ratio, ROA and ROE. Almazari (2014) examined the effect 

of internal factor on banks profitability i.e. Saudi Arabia and Jordan banks by using 

correlation and regression. The empirical results found significant relationship 

between ROA and cost income ratio, banks size in case of Saudi Arabia banks. In case 

of Jordan banks, Cost income ratio found to be significant determinant of 

profitability. Olalekan and Adeyinka (2013) examined the impact of capital adequacy 

ratio on profitability of domestic and foreign banks in Nigeria for the period of 2006-

2010. The empirical results found that Capital adequacy is a positive and significant 

determinant of profitability. Dutta et al. (2013) identified the determinants of ROA in 

Indian public sector banks through regression. The empirical results found that 

spread, operating expenses, provisions & contingencies and non interest income are 

the key determinants of ROA. Swamy (2012) investigated the determinants of 

profitability of commercial banks by using panel data regression. The empirical 

results found that capital adequacy and investment activity are the key determinants 

of profitability of commercial banks. Said and Tumin (2011) investigated the impact 

of financial ratios on performance of commercial banks in Malaysia and China by 

using regression analysis. The empirical results found that operating ratios have 

significant impact on performance of banks in China but not in Malaysia. 

 

 

RESEARCH OBJECTIVE 

 

The objective of the present study is to find out the major determinants affecting 

the profitability of Indian private and public sector banks. For accomplishing the 

objective, different financial ratios i.e. equity assets ratio, capital assets ratio, non-

performing loans to loans ratio, capital adequacy ratio, loan to assets ratio and 

cost to income ratio have been used. 

 

HYPOTHESES OF THE STUDY 

 

Following research hypotheses have been framed on the basis of objective: 

 

H01 = Equity assets ratio is not a significant determinant of profitability of 

selected Indian private and public sector banks. 
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H02 = Capital assets ratio is not a significant determinant of profitability of 

selected Indian private and public sector banks. 

 

H03 = Non-performing loans to loans ratio is not a significant determinant of 

profitability of selected Indian private and public sector banks. 

 

H04 = Capital adequacy ratio is not a significant determinant of profitability of 

selected Indian private and public sector banks. 

 

H05 = Loan to assets ratio is not a significant determinant of profitability of 

selected Indian private and public sector banks. 

 

H06 = Cost to income ratio is not a significant determinant of profitability of 

selected Indian private and public sector banks. 

 

RESEARCH METHODOLOGY 

 

The present study is based on secondary data only. The panel data has been 

collected from moneycontrol.com, annual report of selected banks and CMIE 

PROWESS. The sample of the study consists of 13 Indian private sector banks 

and 23 Indian public sector banks. The period of the study has been taken 2007-

2016. Following models have been applied for accomplishing the objectives. 

 

PANEL DATA REGRESSION MODEL 

 

Panel data regression model has been used to show the impact of different 

selected financial ratios on profitability of selected banks. Profitability of banks 

has been measured by return on net worth. Equity assets ratio, capital assets 

ratio, non-performing loans to loans ratio, capital adequacy ratio, loan to assets 

ratio and cost to income ratio have been used as independent variables. Before 

applying panel regression model, Levin-Lin-Chu test has been adopted to check 

the stationarity of panel data. Intercorrelation matrix of independent variables 

has been formulated to check the multi- collinearity. 

 

Panel data regression equation is here: 

 

ROEit= β0+β1EAit + β2CAit +β3NPLit + β4CARit + β5LAit + β6CIit + eit 

 

ROEit is the return on net worth for bank i at time t, EAit is the equity assets ratio for 

bank i at time t, CAit is the capital assets ratio for bank i at time t, NPLit is the non-

performing loans to loans ratio for bank i at time t, CARit is the capital adequacy ratio 

for bank i at time t, LAit is the loan to assets ratio for bank i at time t, CIit is the 
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cost to income ratio for bank i at time t, eit is the error. β0 is constant term of the 

regression equation, β's are the coefficients of the model. 

 

RESULTS 

 

Levin-Lin-Chu test has been used to check the stationarity of all explanatory 

variables of private and public banks in table 1. Probability values of all variables 

are less than significance level i.e. 5 %. So, by rejecting the null hypothesis it is 

found that all the variables are stationary. Table 2 and 3 reveal the 

intercorrelation matrix of independent variables in private and public banks 

respectively. It is used to check the multi-collinearity of independent variables. 

Presence of this problem can cause our significant variables as insignificant. 

 

Table 1: Levin-Lin -Chu test 

 

Null Hypothesis: Presence of unit root in the series (data is not stationary).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

The variables which have correlated value more than 0.80 can cause multi-

collinearity problem1. There is no problem of multi-collinearity as shown by table 2 

and 3. To determine the major factors affecting the profitability of Indian private and 

public banks, panel data regression model has been applied. As per table 4 and 5, the 

results of Hausman's test show that random effect model is appropriate to continue 

the study because the probability value of the test is more than 0.05 significance level. 

As per the results shown in table 6, the value of adjusted R Square is 0.696737. It 

shows that 69% variations in dependent variable i.e. return on net worth are caused 

by independent variables. The value of Durbin–Watson statistics (1.277825) is less 

than 2, which solves the problem of auto-correlation. 
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The probability value of F statistics (0.0000) is statistically significant. It shows 

the significance of our model. As per table 6, capital assets ratio and loan to 

assets ratio show positive while equity assets ratio, non-performing loans to 

loans ratio, capital adequacy ratio, and cost to income ratio show negative 

relationship with profitability (ROE) of private banks. The probability values of 

EA, CA, NPL, LA and CI are statistically significant at 5 %. So, by rejecting the 

null hypothesis, it is concluded that EA, CA, NPL, LA and CI are significant 

determinants of profitability of Indian private banks. The probability value of 

CAR is not statistically significant. So acceptance of null hypothesis stimulates 

that CAR is not a significant determinant of profitability of Indian private banks. 

The regression results for determining factors affecting profitability of Indian 

public sector banks have been shown in table 7. As per results, the value of 

adjusted R square i.e. 0.823602 shows that 82% variations in profitability of 

Indian public sector banks are explained by explanatory independent variables. 
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Selection Criteria between Fixed Effect Model Vs. Random Effect Model  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

The Durbin-Watson statistics i.e. 1.835667 is close to 2 solves the problem of 

autocorrelation. The F- significance reveals the validity of our model. As per 

table 7, capital adequacy ratio shows positive while equity assets ratio, capital 

assets ratio, non-performing loans to loans ratio, loan to assets` ratio and cost to 

income ratio show negative relationship with profitability (ROE) of public banks. 

The probability values of EA, NPL, CAR and CI are statistically significant at 5 

%. So, by rejecting the null hypothesis, it is concluded that EA, NPL, CAR and CI 

are significant determinants of profitability of Indian public banks. The 

probability value of CA and LA are not statistically significant. So acceptance of 

null hypothesis stimulates that CA and LA are not significant determinants of 

profitability of Indian public banks. 
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DISCUSSION 

 

The central part of the study focuses on the main determinants of the profitability 

of Indian private and public sector banks. As per the previous studies, Kamran et 

al. (2016) found that assets, loans, equity, deposits are significant determinants of 

profitability of banks. Seenaiah et al. (2015) found that non-performing assets is a 

significant determinant of profitability of Indian banks. If we go through the 

study of Bateni et al. (2014), the researcher found that equity assets ratio, loan 

assets ratio and capital adequacy ratio had shown positive relationship with ROE 

in banks of Iran. Almazari (2014) found significant relationship between cost to 

income ratio and return on assets in banks of Saudi Arabia. Significant and 

positive relationship had been found between capital adequacy ratio and 

profitability of banks (Olalekan and Adeyinka 2013, Swamy 2012). While the 

empirical results of existing study found that: 

 

 Capital assets ratio and loan to assets ratio show positive while equity assets 

ratio, non-performing loans to loans ratio, capital adequacy ratio, and cost to 

income ratio show negative relationship with profitability (ROE) of private 

banks. It implies that if capital assets ratio and loan to assets ratios increases then 

profitability of private banks will also increase. On the other side, growth in 

equity assets ratio, non-performing loans to loans ratio, capital adequacy ratio 

and cost to income ratio will decline the profitability of private banks in India. So 

the study suggests that private banks should increase the capital assets ratio and 

loan to assets ratio in order to make the banks profitable.



 As per regression, the researcher finds that equity assets ratio, capital assets 

ratio, non-performing loan to loans ratio, loan to assets ratio and cost to 

income ratio are significant while capital adequacy ratio is not a significant 

determinant of profitability of Indian private banks. It implies that the 

private banks should focus to increase all significant ratios so that private 

banks could be more profitable.



 If we go through the results of public banks, it implies that capital adequacy 

ratio shows positive while equity assets ratio, capital assets ratio, non-

performing loans to loans ratio, loan to assets` ratio and cost to income ratio 

show negative relationship with profitability (ROE) of public banks. It states 

that public banks should increase capital adequacy ratio to enhance the 

profitability position. Regression results show that equity assets ratio, non-

performing loans to loans ratio, capital adequacy ratio and cost to income 

ratio are significant while capital assets ratio and loan to assets ratio are not 

significant determinants of profitability of Indian public banks. So the public 

banks of India should keep in consideration all the significant ratios.
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CONCLUSION 

 

The present study finds the determinants of profitability of Indian private and 

public sector banks. It concludes that equity assets ratio, capital assets ratio, non-

performing loan to loans ratio, loan to assets ratio and cost to income ratio are 

significant while capital adequacy ratio is not a significant determinant of 

profitability of Indian private banks. On the other side, equity assets ratio, non-

performing loans to loans ratio, capital adequacy ratio and cost to income ratio 

are significant while capital assets ratio and loan to assets ratio are not significant 

determinants of profitability of Indian public banks. This study helps the selected 

private and public banks to give more attention on significant variables because 

these variables affect the profitability.  
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