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Abstract

The present paper empirically analysis the determinants of profitability of 26 Public and 19
Private sector banks in Indiafor the periodfrom the year 2011-2016. Theoretical framework
is based upon Market Power Theory (Bain, 1951) -and Signalling Theory (Arrow, 1972 and
Spence, 1973). Secondary source of data has been used. Return on Assets (ROA) has been
used as a predictor of profitability of the Indian Banks. Independent variables, namely
spread ratio, provision and contingencies, Credit Deposit Ratio, Operating Expenses Ratio,
Profit per Employee, Business Per Employee, Non-Interest Income, Investment Deposit
Ratio, Capital Adequacy Ratio, Non Performing Asset Ratio, Type of Bank have been used.
Correlation and Panel Data Regression Analysis has been used. Multicollinearity has also
been checked with the help of VIF values. Various Hypotheses have been developed on the
basis of review of literature to test the association between profitability of respective banks
and other independent variables. The results show that 64.94% variation in ROA is
explained by variations in independent variables. The study also reveals an interesting
result that provision and contingencies (negative) significantly influences the profitability of
banks @10%, Non-Interest Income (positive), Business per Employee and Capital
Adequacy Ratio (positive} @5%, Profit per Employee (positive} and Investment Deposit
Ratio(negative) @ 1% respectively. Various variables namely Spread and Credit Deposit
ratio have positive insignificant association with profitability and Operating expenses; Non-
Performing Assets have negative insignificant association with profitability.
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Introduction

Indian economy witnessed a profound change during its growth phase. Indian Banking
sector has remained stable despite global upheavals, thereby retaining public confidence
over the years. Strong growth in savings amid rising disposable income levels are the major
factors influencing deposit growth which has been increased during last year. Access to
banking system has also improved over the years due to persistent government efforts to
promote banking-technology and promote expansion in unbanked and non-metropolitan
regions. Indian banking industry has recently witnessed the role out of innovative banking
maodels like payments and small finance banks, RBI's new measures may go a long way in
helping the restructuring of the domestic banking industry.

The Indian banking industry is doing remarkably well in terms of lending credit, advances,
investment, overseas operations, increasing shareholder value, efficiently capital allocation
and contributing to GDP of Indian economy. Various measures have been recently adopted
to quicken India's transition to cashless economy, including a ban on cash transactions over
Rs 200000 (US$ 3,100), tax incentives for creation of a cashless infrastructure, promoting
greater usage of non-cash modes of payments and making Aadhaar-based payments more
widespread. Demonetization of high denomination bank notes of Rs 1000 and 500, w.e.f
November,08,2016, has also been undertaken in order to eliminate black money and the
growing menace of fake Indian Currency notes, thereby creating opportunities for
improvement in economic growth. Enhanced spending by the Indian government on
infrastructure, speedy implementation of projects and continuation of reforms are expected
to provide further impetus to growth. It provides a clear picture that India's banking sector is
poised for robust growth as the rapidly growing business would turn to banks for their credit
needs.

After introduction of globalization policy since 1991, the Indian banks have opened their
way to enter overseas countries too. They have expanded their operations beyond territories
of India. Several Indian banks are pursuing global strategies; as Indian companies globalize
and people of Indian origin increase their investment in India. At same time, a large number
of global banks have stepped up their focus on India, keen to participate in the sector's
growth. Due to competition being faced by new entrants, Indian banks have to adopt new
strategies to survive and sustain their growth rate. They have become globally competitive,
adopted customer oriented approach, high technology, online banking and are following
best global practices in accounting and disclosure. At present, Indian banking industry is by
far, the most dominating segment of the financial sector, accounting for as it does, over 80%
of the financial flow in the financial sector.
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The Indian banking industry is now graduating beyond traditional boundaries of plain
vanilla banking. It has entered new areas such as, new assets management, wealth
management, treasury products, private banking, doorstep banking, internet and mobile
banking, credit cards, investment advisory services etc. Prudent regulatory polices (framed
by RBI) have ensured that Indian banks emerge unscathed from the global credit crisis.
India is among the few countries to have implemented Basel Il framework. Most of the banks
have put in place the framework for asset-liability match, credit and derivatives risk
management. Indian banks are rapidly focusing on SMAC {(Social, Mobile, Analytics &
Cloud) techniques to reach new customers. Now a paradigm shift can be observed from
traditional branch banking to net banking in India.

However, the banks are now facing a number of challenges such as frequent changes in
technology required for modern banking, stringent prudential norms, increasing
competition, worrying level of NPA. s, rising customer expectations, increasing pressure on
profitability, assets-liability management, liquidity and credit risk management, rising
operating expenditure, shrinking size of spread and so on. The reforms in banking sector
have also brought the profitability under pressure. RBI's efforts to adopt international
banking standards have further forced the banks to shift the focus to profitability for survival
(Badola & Verma, 2006). Profitability remained depressed with the return on Assets (ROA)
continuing to linger below 1% during last years. Further, though Public sector Banks account
for 72% of the total banking assets, in terms of profits it has only 42% share in overall profits.
Hence, profitability has become major area of concern for bank’s management.

Therefore, the determinants of bank performance and profitability have attracted the interest
of academic research as well as of banking management, financial markets and bank

SUpErvisors.
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Review of Literature
A snapshot of the empirical studies reviewed for the present study has been presented in table

1.

Table 1: Empirical Studies on the Profitability predictors of Banks

Period
of
study

Sample
stza/Cournay of
the study

Dependant
Variable

Independent
warlables

Seatistical
techniques used

Significant
expianatory variables

Greek Banks

Bank specific (operating
efficieney, financial risk,
size), industry specific
(indmstry concentration,
orwnership atetog) and
mecrosconomic factore
(eyclical outmit,
inflaticn)

GMM
technique ,
Panel data
analysls

Provincial
Govemment's
Banks and
Private Non -
Forelgn
Exchange Banks

Indonesla

ROA {Net
Incomeftotal
assets} and
ROE {Net
Income to
total Bqulty}.

LOTA (Loan to Total
Arsete], TSTD (Time and
Savings Deposits to Total
Deposite), CRTA
(Capital and Rogarved to
Total Assets), LIQ
(Lome to Deposita
Ratin), TETA {Total
Expenase to Total
Assets), LOGTA
(Logurithm of Total
Asiets), MON (Growth
in Money Supply), INT
(TImieroet Rats), INF

TETA (Total Expenses to
Total Assets and CRTA
{Capital and Reserves to
Total Assets)
dominantty and
consistemtly affect ROA
and ROE. In General, it
can be concluded that
cost management,
pltal adequacy, and
assets and liabilities
management are the
most Im portant factors
that determine the
bank’s profitability.

Public sector
Banks
Indla

Spresd (8), Non -Intereat
Inconse (NID), Credit/
Deposit Ratio (C/D),
NPA a1 percontage to Net
Advances (NPA),
Provigion sl
Comiingencies (P&C),

Step-wise
multhariate
analysls

Spread (+), Non -Ftesest
Incone (+), Credit/
Deposit Ratie (+),
NPA(-), Provision and
Contingencice (-}, OF (-
), BFE {+),PFE(+}

capital size (), 8ize of
oredi portfolia ( -), and

concentration (+)
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All Public,
Private And
Fareign
sector banks
India

Oparating Profits

Bank specific (investment,
advances, deposits and
anget) and macro -
econotude {per capital
incomes, exports, foreign
exchange ratio ete.)

Simple
Multiple
Regression
Analysis

Investments, Macro
Eeonemie factors
(All Banks),
sdvanced, deposits
and agsete affected
profitability of
private pector and
foreign sector henka
atly.

ROA

{Pre tax profits over
total assets)

Credit riak
(ncgative), Capital
(positive), woll -
diversified system,

NPA rati), Ouipans
(Depoxite, Advances,
Invegtments)

ROA (Net
Ineotne/Total
Asgets)

Bank ppecific,
Macrosconomic and
finencinl atracture

Profitability
{operating profit
ratio= operating
profttsftotal
assetsjand
operational
afficlancy{Net
Interest margin=
net (nterest
Income/ total
assets)

Assets gize, PRIOR (share
of priority sector advances
in the total ndvances),
govemment securities
expresiod a2 8 matio of total
asgets (GSEC), Non -
interest income, RURAL
(atio of rral and pemi -
urban branches urban end
metropoliten brenches).

Profitability ratios
{ROA, ROE)

efficiency, total income to
capital employed, deposit
concentration, loan
concentration, asset
cotcentration, total deposit
toowned  funds, capital
adequacy, interest
expended to imberest eamed,
imtevest spread, Net intereat
inceme to tutal fonds,

Pooled OLS,
Multiple
Regression
Analysls,

Size (-), CAR, Assst
Composition (+)
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Dutta and
Gupta
2013)

Indian
Public
sector banks

ROA [Net
Income{Total
Assets)

Spread, Provision and
Cemtingencice, Non
Iinterest Inootme,
Operating expenses,
NPA

Roman, A.,
Diinnlefiu,

2009-
10to
2011-
12
2003-
1

15
commercial
Renan
hanks

Profitablity
ratios (ROAA,
ROAE)

fhe ratio of total equity
1o total asset (EA),
(NLF), non -interest
capense over total sascta
ratio (NIEA), the ratio of
loeme to tota] aasete
(LA), the ratio of Hquid
aaneis to tote] sasctn
(LIQA), funding costs
(FC), (NIIR}, (LNTA},
the 5-bank conventration
mtio (CR5),
(MKCGDP), GDP
growth rate,, (INF).,

Total deposits to total
lisbilities, Cash to
deposita Cash/deposita,
Employes cost to total
expenses, % growth in
et profits, Total debs to
1atio, Yield on advances,

Anaet quality, Ratio of
loane to total assete, net
interest Margin, Non
Interest Incoms, Size of

Agget quality, Ratic of losns 1o
total assets, net intevest Margin,
Non Interest Income, Size of
bank, CAR.

management efficiency, the
diversification of busin  ess, the
market
concentratienfcompetition and
the economic growth

Random
effects and
Pooled
Ovdinary
least square
models

Capital gtruchire, capital to arest
ratin, GDP growih

Secured advance to total
advances, bunden to total assets,
burden to interest income,
operating peofite to total aasets,
non-interest incoms to total
angets, Profit per esployee (long
run), NFA, Deposits to total
lighilities, NIM {ghort nm).
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T
with CAR, Profit per

Multiple
Regression
Analysls,
CAMEL
Model

Multiple
Regression
Analysls,

Bank gize, profitability, cost Panel Data
of fimding, CAR, Bank Regression
f“""."]""' doposit, GDF, Anlaysis

inflation and unsmployment

Wet Interest margin, the ratio
of net foes and commission to : HLFCE) (D), SIZB
toal operating expenses, () creditrisk (-},
ILID,ESA, Size, crodit risk, capital adequacy
QOEI, NPL, Inflation, GDF, Ratin{ -}, OEK -).
Exchange rate basket, Inflation, GDP (),
ERB ().

Efficiency ratio, Credit risk, Efficiency ratio,
Real GD, business mix

Table 1 shows that a large number of empirical work has been carried out in number of
countries (developed as well as developing) to study the determinants of profitability of
banks. So, it appears to be a burning issue in the present competitive, liberalized and
deregulated environment. Internal and external determinants (including bank specific,
financial structure specific and macro economic) have been examined in predicting the
profitability of banks in various studies. The predictors most frequently studied are spread,
interest income, capital adequacy ratio, business per employee, profit per employees, NPA,
operating expenses, credit deposit ratio, provisions and contingencies, non interest income,
ownership concentration, assets size of banks, inflation, growth rate, market concentration,
interestrates etc.

Need and Objective of the Study

The growth in the Indian banking industry has been more qualitative than quantitative and it
is expected to remain the same in the coming years. Based on the projections made in the
“India Vision 2020 prepared by the Planning Commission and the Draft 10th plan, the
report forecasts that the pace of expansion in the balance-sheets of banks is likely to
decelerate. As per the Reserve Bank of India (RBI) (report www.ibef org, November, 2017),
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India's banking sector is sufficiently capitalized and well-regulated. The financial and
economic conditions in the country are far superior to any other country in the world. Indian
banking sector has grown at a healthy pace from financial year 2013-16. Total banking assets
have increased at a CAGR of 7.61 per cent to USD 1.957 billion during the financial years
2013-16. Assets of Public sector banks, which account for more than 70% of total banking
assets, grew at a CAGR of 5%, whereas private sector expanded at CAGR of 13%. Public
sector banks account for over 71.72% of interest income in the sector in FY 2016. Overall,
the interest income for the sector has grown at 8.74% CAGR during FY 2009-16, Credit,
market and liquidity risk studies suggest that Indian banks are generally resilient and have
withstood the global downturn well.

India is well positioned to become the fourth largest economy in the wotld by 2025 with a
GDP growth rate of 7-8% a year (McKinsey and Company's report 2010). Indian banks are
subjected to tremendous pressures for enhancing profitability to sustain competition in the
market. Now the focus of banks has been shifted from class banking to mass banking. The
need of the concem is that the public sector banks are the oldest banks and private sector
banks are new banks in India. Both public and private sector banks are facing different set of
challenges. While public sector banks are plagued with asset quality issues leading to higher
credit costs and losses. Private sector banks on the other hand face challenges of increasingly
competitive intensity because of weak credit demand. Besides, the buoyant debt markets
pose challenges of balancing growth and profitability. They are trying to overcome all these
shortcomings and aiming profit maximization, a need was felt to study the profitability
predictors of these banks,

Thus, the objective of the present study is to predict the profitability indicators of the public
and private sector banks in India.

Data Base and Methodology

The study constitutes 26 public sector banks and 19 private sector banks in India. PSB
includes SBI group (6 banks including 5 subsidiaries of SBI), 19 nationalized banks and one
new public sector bank (IDBI Ltd). The secondary data has been used for the present study.
The annual reports and websites of respective banks, the website of Reserve Bank of India
and Indian Banking Association and their bulletins are the major source of data collection.

The determinants affecting the bank's profitability have been studied for the period from
2011-2016 respectively. This period is relevant because it represents the post recession
period during which the banks in developed nations like US A have been affected badly. This
period also poses certain challenges as shifting of focus of banks to client servicing. An
assessment of profitability in the Indian banks too needs to be made during this time period.
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The Product moment correlation coefficient analysis, Panel data regression analysis have
been used to analyze the impact of determinants of profitability on the performance of public
and private sector banks in India. SPSS 15.0 version software has been used for the present
study.

Dependent Variable

Return on Assets (ROA) is taken as the dependent variable as it reflects as to how well a
bank's management is using the banks real investment resources to generate profits,

Itis calculated as:
ROA =NetIncome/Total Assets

Independent Variables

1.

Spread Ratio; Spread represents the difference of Interest received and interest paid. The
ratio is calculated as a percentage spread to total assets. The higher the ratio, the more
will be the profitability. It can be written as, Spread Ratio= Spread/Total Assets.

Provision and Contingencies: These represent a portion of profits kept for contingent
situations and expenditure and thus have a direct bearing on the profitability.

Non Interest Income: This represents income of a bank from its allied and non-banking
activities. Banks should operate at lower cost to increase profitability. This is calculated
as, Non-interestincome/Total Assets.

Credit Deposit Ratio: it is calculated as, Total advancesftotal deposits. The ratio bears a
positive relationship with profitability as it highlights effective utilization of deposits
which are the major and cheapest source of revenue to the bank. However, a lower ratio
may indicate that the deposits are merely serving as a burden to the banking business.
Operating Expense Ratio: It is calculated as, Operating Expenses/Total expenses. The
ratio has a negative relationship with profitability as it high ratio highlights operational
inefficiency of abank.

Profit per employee: The ratio has a positive relation with profitability and depicts
employee efficiency.

Profit per Employee= Net profits/total number of Employees.

Business per employee: The ratio bears a positive relation with profitability as it
highlights the efficiency of human resources in relation to the core business of banking.

Business per Employee=Depogits+ Advances/ Total number of employees.
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8. Investment Deposit Ratio: This is calculated as, Investments/Deposits. The ratio
highlights the efficiency of a bank to invest its deposits and surplus cash so as to generate
profits.

Capital Adequacy Ratio: This is calculated as, Capital/ Risk Weighted Assets of a
business. In the adoption of risk management strategies by a bank the ratio determines
the cushion available to a bank against the credit risk, operational risk and market risk.

. Non Performing asset ratio: this is calculated as, NPA/Total assets. The ratio bears a
negative relationship with profitability as it indicates the credit risk of the bank

11. Type of bank: The total sample of 45 banks is represented by 26 public sector banks and
19 private sector banks,

Hypotheses of the Study

The hypotheses of the study are developed on the basis of review of literature supporting
economic theories.

Market Power theory (Bain, 1951) states that increase in market power leads to monopoly,
profits (Athanasoglou, Brissmis & Delis, 2005). The market theory assumes that extra
profits result from a higher market concentration allows commercial banks to collude and
earn supernormal profits. It arises due to the firms portfolio of differentiated products that
also increase the market share and market power in determining prices for products (Mirzaei,
2012). This theory applies to banking Industry to explain bank's profitability and how it is
affected by market share.

Signaling Theory (Arrow, 1972 & Spence, 1973) explains the positive relationship
between CAR and profitability. It indicates that asymmetric information allows managers to
have better information than outsiders about future cash flows. Therefore, managers expect
to signal this information through capital structure decisions. If banks expect to increase
their profitability, they should have higher capital, because the CAR of bank determines the
capacity of banks to absorb unexpected losses. In this theory, an excessively high capital
ratio indicates that a bank operates conservatively and ignores some potential investment
opportunities. In light of above explanation and on the basis of prior literature, the hypothesis
related to profitability predictors of the Public and Private sector banks has been developed
and tested.

H,: Thehigher the spread ratio, the more will be the profitability.
H,: Provisionsand Contingencies have a negative relationship with profitability
H,: NonlInterestIncome bears a positive relationship with profitability.
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Credit Deposit ratio bears a positive relationship with profitability.
Operating Expense ratio has a negative relationship with profitability.
Profit per Employee has a positive relation with profitability and depicts employee
efficiency.
Business peremployee bears a positive relation with profitability.
Investment Deposit ratio bears a positive relation with profitability as more the
profitable investments, more would be the profitability.
Capital Adequacy Ratio bears a positive relationship with profitability.
Non Performing Assets bears a negative relation with profitability as it highlights poor
credit management of the banks.
H11: Private sector banks outperform Public sector banks.

Results and Discussion
Correlation Analysis

The Pearson product moment correlation (r) was computed to examine the correlation
between the dependent and independent variables and with the dependent variables. A

correlation matrix of all the values of r for the explanatory variables along with dependent
variables was constructed and is shown in table 2.

Table 2: Correlation coefficients between Variables and VIF coefficients

ROA Spread | P&C | NO CDR | OE FPE BPE CAR YIF
Ratila Valnes

1000
£BG9Y
~0067 | .0314
8953 | 5056 |. 1.000
Jasp+ 5359% | 1.008
A365% 1.000
709 | Ded2* | 1915 | 2885 | - L.080
-5287* | . -507* | -169% | 1000
2469% | 1318* | -06T | S0T2* | 3386* | 1705 | 1674* | -166* | L0ODG
3997 =066% | 2878% | 3978 | 3419 | .0868* | -2T3T* | 3851
NPARatio | ~7212% | -483% | 1865* | -423% | -254* | -269* | -0845 | 2716* | -2382% | -4282*

Note: *,** *** jndicate significance at 1%, 5% and 10% levels, respectively.
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Table 2 shows that there is high positive significant correlation between spread, Non Interest
Income, Credit Deposit Ratio (more than .50) and ROA at 1% level. The variable OE ratio,
PPE, ID ratio, CAR have positive significant correlation at 1% level. However, NPA ratio
and BPE have negative significant correlation at 1% level. P&C ratio has negative
insignificant relation with ROA. Because of higher correlation coefficients, it may cause to
multicollinearity error problems between variables. Variance Inflation Factor (VIF) was
used to test this situation. According to tests, VIF values were less than 10, so there wasnota
muylticollinearity problem between variables.

Therefore, all explanatory variables can be used in panel data set at the same time.
Hausman Specification Test

Hausman specification test has been used to determine which one of the alternative panel
analysis methods (fixed effects model and random effects model) in the panel regression
model should be applied. With regard to this, HO hypothesis claims that “random effects
exist” and H1 hypothesis claims that *random effects do not exist”. The results of the
Hausman specification test for the panel regression model is givenin Table 3.

Table 3: Hausman Specification Test results

Model Chi-square Test P value
ROA 16.50 0.0862***(at 10% level of significance)

The results presented in Table2 show that HO hypothesis is accepted for ROA model with the
significance level of 10%, thus not all of the individual effects in total profitability model is
fixed, but are random. That is to say, the HO hypothesis which says that random effects model
is more effective than fixed.

Panel Data Regression Analysis

In this section, the findings of the panel regression analysis of the model is presented that
explains various explanatory variables that are significant in determining the predictors of
the profitability of Indian public and private sector banks. The random effects analysis was
used in the analysis of the model (Table 3). The panel regression equation analyzing the
determinants of profitability of commercial banks in India for five years of study can be
framed as follows:

Y=Bu+B.X, +B.X, + BXy + BX, + BX; + BX,+ BX, + BXy + BX, + BioXyo + By X, +E
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Where

Y =Profitability (ROA); X, = Spread; X, = Provisions and Contingencies; X, = Non-Interest
Income; X, = Credit Deposit Ratio; X, = Operating Expenses; X, = Profit Per Employee; X, =
Business Per Employee; X, = Investment Deposit Ratio; X, = Capital Adequacy Ratio; X, =
Non- Performing Assets; X,, = Dummy (Type of Banks); Error term

Table 4 shows the findings of analysis with the dependent variable i.¢. profitability (ROA).

Table 4; Panel Regression Results on ROA for Indian Public and Private Sector Banks

Dependent Variables il

Coefficient t-statistics
Spread ratio .0561482 426
Provisions & Contingencies -6.41 0.087%**
Non-Interest Income 65921.89 004*
Credit Deposit Ratio 0104795 104
Operating Expenses -3067576 533
Profit Per Employee .0083049 005#
Business Per Employee 0054525 0224+
Investment Deposit ratio -.1021479 010#
Capital Adequacy ratio 084184 003*
Non-Performing Asset ratio -.0475996 359
Public sector banks -.1101637 652
Private Sector Banks Omitted Omitted
No. of observations 180
Adjusted R2 0.6494

Note: *** #4* gignificant at 1%, 5% & 10% respectively.

Table 4 shows that NII, PPE, CAR is positive at 1% level, BPE is negative at 5% level, P&C
ratio is negative at 10% level of significance. The other variables namely; Spread ratio,
Credit Deposit ratio is positive (though insignificant) and Operating Expenses ratio, Non
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Performing Asset Ratio is negative (though insignificant) for the period under study. The
value for adjusted R2 (0.6494) explains that 64.94% variations in ROA score is explained by
indicators namely Provision & Contingencies, Non Interest Income, Profit Per employee,
Business per Employee, Investment Deposit Ratio, Capital Adequacy Ratio of public and
private sector banks from period 2011-16. It also shows that private sector outperform the
public sector banks in India during the period of study.

Summary and Concluding Remarks

On the basis of the results of the present study, it can be concluded that the variables, namely,
provision & contingencies, Non Interest Income, Credit Deposit Ratio, Profit Per employee,
Business per employee, Investment Deposit Ratio and Capital Adequacy Ratio have
capacity of predicting the profitability of Public and Private Sector Banks in India.

The spread ratio indicates the efficiency with which financial resources are intermediated by
the banks from savers to investors. It has positively contributed during period of study
suggesting that PSBs are performing very well in their core businesses (fund based
activities) than private sector banks. It may be due to greater contributicn to priority sector
lending and comparatively lesser involvement of private sector lending.

Non Interest income is an indicator of diversification of operations of banks. The significant
positive association of Non Interest Income suggests that PSBs are performing well on
account of banks' foray into non-traditional activities (fee based activities) as compared to
private sector banks. Public sector banks need to control NPAs because it has negative
insignificant association with profitability of the banks. The recovery of past dues locked in
non-performing assets also played significant role in improving profitability of PSBs. It
could be made possible by the strong initiatives taken by PSBs such as balance sheet
cleansing throngh compromise settlements of chronic NPAs, corporate debt restructuring,
setting up of debt recovery tribunals and enforcement of security interest for realization of
dues without the involvement of judiciary. The decline in P&C gives rise to net profits, The
provisions & Contingencies have negative significant association with profitability of
banks. Thus, it supports the result of the present study.

The negative insignificant association of Operating expenses indicates the cost of efficiency
of banks. Low interest expenses lead to higher profitability in earlier studies (Berger, 1995).
In spite of it, banks should make efforts to bring down the operating costs. Adoption of
technology seems to be the only solution for improving employee's productivity and
reducing operating costs in the long run. Through computerization of branches of PSBs and
introduction of core banking solutions, the non-labor costs have been increased initially, but
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in the long run, it will help in reducing operating costs. However, PSBs need to justify the
utilization of their deposits as they have negative Investment Deposit Ratio as compared to
private sector banks. PSBs usvally make investment in less risky assets, so their returns is
also less as compared to private sector banks who make investment in riskier avenues also,
where they can earn marginally higher returns.

CAR has significant positive association with profitability of banks showing hereby that
Indian banks are solvent. CAR can have significant impact on the inflation in the economy. It
signifies that the banks are having a cushion to absorb losses before they become insolvent. It
implies stability in the financial market and protects deposit holders because if banking
system were to go bankrupt, the entire economy would collapse within no time. Also, if
savings of common people are lost, the government will have to step in and pay the deposit
insurance.

Business per employee ratio is used to measure the productivity of employees and pricing of
services rendered by banks. The significant positive asscciation of BPE ratio of PSBs as
compared to private sector banks may be due to the reasons namely; highly competitive
environment, expansion in banking products, marketing strategies, penetration of banking
into unbanked areas along with core banking solutions, outsourcing of routine jobs and

rationalization of workforce through VRS etc. PSBs also focused on generation of banking
services through human capital intensive processes in line with improved technologies
rather than manpower intensive banking during past years.

Profit Per Employee ratio shows the efficiency of employvees at workplace. The significant
positive asscciation of PPE with profitability of banks indicates that banks are making
efforts to ufilize the services of employees efficiently by selecting higher educated,
experienced competent employees having better skills and imparting them latest
technological education though various training programs.

Thus, the results of the present study show that the Indian banking sector remained relatively
healthy during the current economic crisis and the performance of the banks was not
impacted negatively in a significant manner as evidenced by Malhotra et al. (2011) also. So,
we can conclude that the Public Sector Banks and Private sector banks have paved the way to
Service-Led Growth in Indian Economic Development. Still, it is a need of hour to perform
even better in competition to other new Private Sector and Foreign Sector Banks coming up.
The results can ne concluded in table 5;
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Table 5: (Results of the present study)

Relationship with
ROA

Expected

Actual

Significance

Level

Positive

Positive

Badola & Verma(2006), Dutta & Gupta(2013)

Negative

Negative

Badola & Verma(2006), Dutta ct al. (2013),
Dutta &Gupta(2013)

Positive

Positive

Manoj, PX. (2010), Dutta et al. (2013), Badola
& Verma(2006), Singh (2015), Misra(2015),
Kedia(2016)

Positive

Positive

Badola & Verma(2006), Kedia(2016)

Negative

Negative

Badola & Verma(2006), Dutta et al. (2013),
Dutta &Gupta(2013), Kedia(2016)

Positive

Positive

Badola & Verma(2006), Singh (2015),
Kumber(2016)

Positive

Positive

Badola & Verma(2006), Kumber(2016)

Positive

Negative

The fewer the funds tied up in liquid investments
the higher we might expect profitability
(Eichengreen and Gibson, 2001).

Positive

Positive

Remlall, L. (2009), Singh&Chaudhary(2009),
Ari, W.U. et al (2012), Misra(2015),Kumber
(2016), Akinkunmi M.A. ~ (2017), Topak
&Talu(2017)

Badola & Verma(2006), Bodla ct al. (2010),
Dutta et al. (2013), Dutta &Gupta(2013),Roman
A. (2013), Singh (2015)
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