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Abstract 

Profitability reflects about the performance of the banks. It is to the benefit of the banks to invest in profitable assets. The 

study tried to compare the top three private sector banks on the basis of some financial parameters. HDFC bank is found 

to be consistent on the basis of cost to income ratio and return on net worth. ANOVA has been used for the comparison 

purpose. The banks are found to be statistically different on the basis of two out of four financial parameters. 
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Introduction 

An efficient financial system is considered as a necessary and sufficient condition for rapid growth and 

economic development for every modern economy. (Ebong, 2005). Banks play a vital role in any economy as 

they meet the financial needs of all the sections of society. The role of the banks is important because the 

environment (economic & financial) in which the banking sector operates is changing continuously. The 

importance of the banking sector is premised on the basis of that banks are considered to be the foremost 

channel of savings and allocations of credits in an economy. (Ariccia and Marquez, 2004). The importance of 

banks is more pronounced in developing countries because financial markets are usually underdeveloped, and 

banks are considered major source of finance for the majority of firms and are usually the main depository of 

economic savings (Arun and Turner, 2004). The banking sector facilitates the vital financial intermediation 

function by transferring the deposits into productive investments. (King and Levine, 1993). 

Profitability and solvency are any bank’s important concern. Unless a bank can extend its product 

quality beyond the core service with additional and potential service features and value, it is unlikely to 

gain a sustainable competitive advantage (Chang et al., 1997).  The asset quality of banks is an important 

indicator of their financial health. 

 

Objectives 

1. To study the profitability ratios of top three private sectors banks viz. HDFC bank, ICICI bank and 

AXIS bank. 

2. To compare the profitability ratios of top three private sectors banks viz. HDFC bank, ICICI bank and 

AXIS bank on the basis of net profit margin, cost to income ratio and return on asset. 

 

Hypothesis 

H0
1: There is insignificant difference among HDFC bank, ICICI bank and AXIS bank on the basis of Net 

profit margin. 
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H0
2: There is insignificant difference among HDFC bank, ICICI bank and AXIS bank on the basis of Cost to 

Income. 

H0
3: There is insignificant difference among HDFC bank, ICICI bank and AXIS bank on the basis of Return 

on Net Worth. 

H0
4: There is insignificant difference among HDFC bank, ICICI bank and AXIS bank on the basis of Return 

on Assets. 

 

Period of Study  

The study covers a period of 5 years from 2011-12 to 2015-16. 

Review of studies 

Reichheld and Sassar (1990) discussed the relationship between customer retention and company 

revenues. They suggested that the relationships work in conjunction in such a way that a small 

improvement in customer retention can have a large effect on company revenues. Demerguc-Kunt and 

Huizingha (1999) examined the determinants of bank interest margins and profitability using a bank level 

data for 80 countries in the 1988-1995 period. The set of variables included several factors accounting for 

bank characteristics, macroeconomic conditions, taxation, regulations, financial structure and legal 

indicators. They reported that a larger ratio of bank assets to GDP and a lower market concentration ratio 

led to lower margins and profits. Foreign banks had higher margins and profits than domestic banks on 

developing countries, while the opposite prevailed in developed countries. Reynolds et. al (2000) studied 

financial structure and bank performance using dependent variables (capital adequacy, liquidity, profitability 

and loan preference) were regressed to structural variables (bank assets, net income, administrative expenses 

and time). The study found that profitability and loan preferences increase with size. Hardy et. al (2001) 

investigated the effects of financial sector reforms on the profitability and efficiency of the banking 

system in Pakistan. These reforms included such measures as the liberalisation of interest rates, the 

removal of quantitative controls on lending, and lifting other barriers to competition. The sample in the 

study was divided into two sub-periods covering 1981-1992 before and during the reforms and 1993-

1997 when the major reforms had begun to take effect. The sample included seven state-owned banks and 

four private domestic banks. The estimated results suggested that the public sector banks tended to suffer 

both cost and revenue inefficiencies, although they improved relative to other banks in the post reform 

sub-period. The results indicated that the financial sector reforms did not lead to an overall profitability, 

nor did it lead to a strong convergence in efficiency. For all banks, average profitability improved only 

modestly between the first and second sub-periods, but improvement for the public sector banks was 

slightly greater. 

De (2003) analyzed the impact of proprietorship on bank execution with regards to Indian business banks. He 

noticed that if there should be an occurrence of open area banks, old private part banks and new private 

division banks, the possession had no impact on the arrival on resources. He found that new private division 

banks were demonstrating a higher profit for resources when the SBI and its partners were dropped from the 

specimen. Koeva (2003) provided empirical evidence on the impact of financial liberalization on the 

performance of Indian banks by examining the behavior costs and profitability during the liberalization 

period. The study observed that ownership type had a significant effect on some of the performance 

indicators. Dangwal and Kapoor (2010) assessed the monetary execution of nationalized banks in India and 

surveyed the development file estimation of different parameters through general gainfulness lists. The 

information for 19 nationalized banks, for the post-change period from 2002-03 to 2006-07, was utilized to 

ascertain the list of spread proportions, trouble proportions, and gainfulness proportions. They found that 

while four banks had brilliant execution, five accomplished great execution, four achieved reasonable 

execution, and six had poor execution. Uppal (2010) examined certain key parameters to evaluate the 

performance of the Indian banks during the global financial turmoil. Narang et.al (2011) found that some 

banks achieved excellent performance with regard to index of interest earned to total assets ratio. Mohd. and 

Rasidah (2011) investigated the impact of bank-specific factors which included the liquidity, credit, 
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capital, operating expenses and the size of commercial banks in Malaysia and China on their 

performance, which was measured by return on average assets (ROAA) and return on average equity 

(ROAE). The results implied that ratios employed had different effects on the performance of banks in 

both countries except credit and capital ratios. 

Qin and Pastory (2012) examined commercial banks (National Microfinance Bank and National Bank of 

Commerce) profitability in Tanzania for the period 2000-2009. The study employed profitability 

measures, i.e. return on average asset, net interest income to average bearing assets and non-interest 

expenses to average assets. The hypothesis was tested using ANOVA and regression analysis. The 

findings revealed that there was no significant difference in profitability among the commercial banks. 

Liquidity and asset quality had positive impact on the profitability and level of non-performing loans and 

capital adequacy had shown negative impact on profitability.  Chaudhary (2012) made an analysis of the 

performance of selected public and private banks in India on the basis of parameters recommended in the 

CAMEL model and other parameters taken were business per employee, profit per employee, total deposits, 

total advances, total investment, total assets, total income, total expenditure and net profits. Devi (2013) 

proposed that productivity proportions were utilized by the administration so as to evaluate how productively 

they affected their business operations and furthermore it was recommended for the whole bank to find a way 

to enhance the working proficiency of the business. 

Dutta et. al (2013) examined the determinants of ROA of banks in public sector. It also predicated the ROA 

performance of public sector banks in India on the basis of some parameters. viz. spread ratio, provisions and 

contingencies, non-interest income, credit-deposit ratio, operating expense, investment-deposit ratio and 

capital adequacy ratio. For this purpose, Backward multiple regression analysis was used. These parameters 

were found to be significant determinants of ROA of public sector banks. Of them, spread and non-interest 

income had positive influence and all other had negative impact that showed that public sector banks had done 

very well on maintaining their spread margins as well as non-interest incomes. Rohit Bansal (2014) 

researched the execution of four private area banks for the time of 2011 to 2014. He found that HDFC and 

Federal had genuinely stable resource turnover proportion which demonstrated its proficient use of assets in 

income era and Federal had the best value profit proportion among different banks. Swamy (2015) studied the 

determinants of bank asset quality and profitability using panel data techniques and robust data sets for the 

period between 1997 and 2009. The findings revealed that priority sector credit was not found to be 

significant in affecting NPAs. Private sector banks were found to have better risk management procedures and 

technology than public sector banks. 

 

Findings and Conclusion 

The study has tried to compare three top private sector banks on the basis of some financial parameters. 

Net Profit Margin 

Net profit margin is the percentage of revenue remaining after all operating expenses, interest, taxes and 

preferred stock dividends (but not common stock dividends) have been deducted from a company's total 

revenue.  

Net profit margin % = Net Profit / Revenue 

Cost to Income ratio 

Cost/income ratio shows a company's expenses in conjunction with its income. This is done by dividing the 

operating costs, which includes such items as salaries and property expenses, by the operation income. 

Negative debts that have been written off the books are not included. 

Return on Net Worth 

The return on equity ratio which is also known as the return on net worth is used by investors to determine the 

amount of return they are receiving from their capital investment in a company. 

Return on Net worth % = Profit after tax / Equity share holder fund 
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Return on Asset 

Return on assets (ROA) is a ratio computed by dividing the net income over total assets. ROA measures the 

profit earned per rupee of assets and reflects how well bank management uses the bank's real investment 

resources to generate profits. 

 

 

Table 1: Financial parameters of HDFC bank, Axis bank and ICICI bank 

Panel A: Net Profit Margin 

Year/ Banks HDFC bank Axis bank ICICI bank 

2011-12 18.93 19.28 19.27 

2012-13 19.18 19.05 20.77 

2013-14 20.61 20.29 22.2 

2014-15 21.07 20.73 22.76 

2015-16 20.41 20.06 18.44 

Mean 20.04 19.88 20.69 

Standard Deviation 0.935 0.702 1.847 

Co-efficient of Variation 4.66 3.53 8.93 

Panel B: Cost to Income Ratio 

Year/ Banks HDFC bank Axis bank ICICI bank 

2011-12 38.03 33.54 28.67 

2012-13 38.02 32.72 28.67 

2013-14 36.53 34.53 31.3 

2014-15 36.84 34.74 32.7 

2015-16 36.69 35.7 39.4 

Mean 37.22 34.25 32.15 

Standard Deviation 0.74 1.15 1.97 

Co-efficient of Variation 1.99 3.35 13.72 

Panel C: Return on Net Worth 

Year/ Banks HDFC bank Axis bank ICICI bank 

Return on asset %= Net profit / Total asset 
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2011-12 17.26 18.59 10.7 

2012-13 18.57 15.64 12.48 

2013-14 19.5 16.26 13.39 

2014-15 16.47 16.46 13.89 

2015-16 16.91 15.46 11.19 

Mean 17.74 16.48 12.33 

Standard Deviation 1.26 1.25 1.37 

Co-efficient of Variation 7.08 7.58 11.13 

Panel D: Return on Asset 

Year/ Banks HDFC bank Axis bank ICICI bank 

2011-12 1.52 1.48 1.36 

2012-13 1.68 1.52 1.55 

2013-14 1.72 1.62 1.64 

2014-15 1.73 1.59 1.72 

2015-16 1.73 1.56 1.34 

Mean 1.68 1.55 1.52 

Standard Deviation 0.09 0.06 0.17 

Coefficient of Variation 5.35 3.57 11.06 

Table 1 Panel A shows the bank wise mean, standard deviation and coefficient of variation of net profit 

margin of selected banks. ICICI bank has highest mean value and Axis bank has lowest value when compared 

with each other. The spread of net profit to revenue of ICICI bank is 1.847 with highest coefficient of 

variation of 8.93 percent and whereas Axis bank has 0.702 lowest spread with high rate of consistency value 

3.53 percent. 

Table 1 Panel B shows the bank-wise mean, standard deviation and coefficient of variation of Cost to Income 

of selected banks. HDFC bank has highest mean value and ICICI bank has lowest value. Standard Deviation 

of ICICI bank is 1.97 with highest coefficient of variation of 13.72 percent and HDFC bank has 0.74 low 

standard deviation and low coefficient of variation 1.99 percent.  

As shown in Table 1 Panel C, bank-wise mean, standard deviation and coefficient of variation of return of net 

worth of selected banks have been calculated. HDFC bank has highest mean value and ICICI has lowest 

value. Standard Deviation of profit after tax to equity shareholder fund of ICICI bank is 1.37 with highest 

coefficient of variation of 11.13 percent and HDFC bank has low standard deviation (1.25) and it has low 

coefficient of variation i.e. 7.08 percent among top three private banks.    
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Table 1 Panel D shows the bank-wise mean, standard deviation and coefficient of variation of return of assets 

of selected banks. HDFC bank has highest mean value and ICICI bank has lowest value. Standard Deviation 

ICICI bank is 0.17 with highest coefficient of variation of 11.06 percent and Axis bank has low standard 

deviation (0.06) and low coefficient of variation 3.57 percent.   

The above analysis is summarized in the following table: 

Table 2 Summary of descriptive statistics of financial parameters 

Financial Parameters Highest Rate of Return Consistency 

Net Profit Margin ICICI Bank AXIS Bank 

Cost to Income Ratio HDFC Bank HDFC Bank 

Return on Net Worth HDFC Bank HDFC Bank 

Return on Asset HDFC Bank AXIS Bank 

The above table depicts that in most of the descriptive analysis of financial parameters viz. net profit margin, 

cost to income ratio and return on asset HDFC bank has found to be better performer and reliable as compared 

to ICICI bank and AXIS bank. 

Table 3 Comparative Analysis of HDFC bank, AXIS bank and ICICI bank on the basis of financial 

parameters  

Panel A: Net Profit Margin 

Source of Variation Sum of Squares Df Mean Square F p-value 

Between Groups 1.823 2 0.912 0.572 0.579 

Within Groups 19.119 12 1.593   

Total 20.942 14    

Panel B: Cost to Income Ratio 

Between Groups 65.000 2 32.500 4.572 0.033** 

Within Groups 85.301 12 7.108   

Total 150.301 14    

Panel C: Return on Net Worth 

Between Groups 80.194 2 40.097 23.936 0.000* 

Within Groups 20.102 12 1.675   

Total 100.296 14    

Panel D: Return on Asset 

Between Groups .066 2 0.033 2.512 0.123 

Within Groups .158 12 0.013   

Total .224 14    

*Significant at 1 % level of significance 

**Significant at 5 % level of significance 
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It is evident from Table 3 that there is significant difference at 1 percent level of significance (p-value 0.000) 

among three banks HDFC bank, AXIS bank and ICICI bank on the basis of return on net worth. Therefore 

null hypothesis H0
3is rejected. Similarly, there is significant difference at 5 percent level of significance (p-

value 0.033) among three banks HDFC bank, AXIS bank and ICICI bank on the basis of cost to income ratio 

Since the p-value of H0
1 and H0

4 are 0.579 and 0.123 as shown in Table 3, hence H0
1 and H0

4 are not rejected. 

It is therefore concluded that there is insignificant difference among HDFC bank, ICICI bank and AXIS Bank 

on the basis of the net profit margin and returns on asset. The above analysis is summarized as: 

Hypothesis Decision 

H0
1 Don’t Reject 

H0
2 Reject  

H0
3 Reject 

H0
4 Don’t Reject 

 

Conclusion 

The banking sector of any economy has to be sound and stable. As shown by the 2008 global financial crisis 

that banking sector ridden with problems can have a major impact on the economy. In the present scenario of 

competitive environment, the banks need to perform better and at the same time maintain the profitability. The 

stakeholders are concerned about the profitability. The findings revealed statistically not much difference 

between top three private sector banks. 
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