
 
 

 

 

 

 

 

 

 

 

The determinants of bank profitability: does the category of bank matter in China? 

 

In Partial Fulfillment of the Requirements  

for the Bachelor of Science in Finance 

 

By 

 

SUN Yichu  

1025818 

May, 2020 



 
 

Abstract 

In recent years, there was an important reform in China’s banking system during the 

developing process, which made the major commercial banks at home and abroad partially 

privatize. This paper used the panel data of banks over 2010-2018 period, investigated the 

influence of bank ownership towards bank performance, which was defined as profitability. 

In this study, researcher paid a specific attention on state-owned commercial banks 

(SOCBs) and foreign ownership. The Big-Five Commercial banks were chosen as the state-

owned commercial banks. Also, some internal and external factors were also explored 

related to the bank profitability. Through the analysis to the data, results of the research 

which illustrated the relationship between ownership and bank profitability were given.  
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1 Introduction 

Commercial banks play an important role in the economic resource allocation of 

countries around the world (Ongore, 2013). During the great economy transition process 

to Socialist market economy in China, the banking system in China has played a vital and 

significant role. During the financial storm caused by economy recession from western 

countries during 2007-2008, Chinese banks played their role that enabled China to fight 

against the economy recession, and stimulated the sustainable rapid economic growth over 

the next years through their lending activities. However, the progress of Chinese banks was 

not such effortless, but had been experienced a complicated and gradual process during 40 

years. Finally, it accomplished the substantial achievement. Till now, the government 

intends to keep the bank system under the state control but not under the market force, in 

order to make the banking system represent one of the economic strategic sector. Even so, 

in 2006 and then in 2010, China’s banks set the world largest Initial Public Offering 

consequently. Further, China has the largest system of banking over the world. There were 

more than16 Commercial banks on the stock exchanges, directly competed with western 

banks (Marigliano, 2017). Therefore, it was necessary to explore the further characteristics 

related to bank system in China. 

In the previous studies related to banking system, although the definition of 

profitability is different among studies, researcher has empirically well explored the 

determinants of profitability (Vong, 2014). Regarding to the determinants, many studies 

focus on the internal factors, like capital ratio, liquidity creation (SAHYOUNI & Wang, 

2018). 
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Among determinants that effect the bank profitability, ownership is one that has 

relationship with the profitability. Some researcher had explored this topic, like Demirgüç-

Kunt and Huizinga (2000) explored the relationship between bank ownership and bank 

profitability. However, there are differences, for those research focus on much earlier time 

period, which were from 1988 to 1995 and from 1995 to 2002. Furthermore, the data of 

banks they used was too few, and the main focus of them was foreign ownership, not the 

ownership between state-owned and private banks. When researcher estimated the effect 

from ownership to the bank profitability, we followed the method of Berger et al. (2004). 

It is shown that the profitability of state-owned banks is lower than private bank, and it is 

because of lower net interest margin, higher non-performing loans as well as higher 

operational cost, which mostly due to more employee hired by state-owned banks. 

Meanwhile, foreign banks in developing countries tend to have higher profitability than 

domestic banks, which is mainly because the lower overhead costs. For those developed 

country, the profitability between state-owned bank and private bank does not have 

significant difference, while state-owned banks have higher operational cost. It’s also 

shown that the profitability of foreign bank is higher than domestic bank in developed 

country (Micco, Panizza & Yañez, 2004). 

In this research, the determinants of bank profitability in China’s banks were the 

main things explored by researcher. Among all the determinants, bank ownership was the 

focused one to discuss. Besides, other determinants were also mentioned. The research was 

divided into five parts. Firstly, introduction part is given to give a brief introduction about 

the whole research, which is related to the ownership of banks and the determinants of 

bank profitability. The second part is literature review. In this part, vast literature was 
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mentioned related to banking system in China, the effect of bank ownership towards bank 

profitability, and the literature of determinants of bank profitability. The third part is 

methodology, mainly introducing the research design, which is retrospective comparative 

study design. The fourth part is data and analysis, which focuses on data related to different 

determinants. The fifth part is outcome and finding, to examine the result and empirical 

findings from this research. The last part is limitation part, claim the shortcomings and 

limitations of this study. 
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2 Literature review 

After decades of communism and state ownership, in order to come into the global 

economics and supportive of transforming into a more open system, China’s banking 

system is experiencing a generational program of reforming. This program started at the 

early 1980s, and it keeps continuing till today (Banton, 2019). There is a two-tier ownership 

structure in China’s banking sector, which include state-owned banks and private 

banks(domestic and foreign) (Dong, Meng, Firth & Hou, 2014).  

The banking system in China was once single, and the People's Bank of China (Kenton, 

2019), its chief bank, it was a major entity approved to do business in that nation. In the 

mid-1990s, China promulgated a law designating the five major specialized Banks -- 

Agricultural Bank of China, Bank of China, China Construction Bank, Bank of 

Communications and Industrial & Commercial Bank of China -- as state-owned 

commercial Banks, responsible for managing their businesses and risks under prudent 

regulations (Turner, Tan & Sadeghian, 2019). These five specialized banks are the five 

largest state-owned commercial banks (also called the Big Five) (Dong, Meng, Firth & 

Hou, 2014). Bank ownership in China can be divided into state-owned bank and private 

bank (including domestic private bank and foreign bank) (Boateng, Huang & Kufuor, 

2015). Compared with the state-owned bank, the private bank was controlled by private 

shareholders, and the banks are likely to hire some who have the ability to maximum the 

wealth of the shareholders (Dong, Meng, Firth & Hou, 2014).  

Since the reform and opening up, with the acceleration of the pace of China's financial 

system reform, the banking system has undergone great changes. State-owned commercial 

banks no longer dominate the market, after which a number of small and medium-sized 
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joint-stock commercial banks emerged. These joint-stock commercial banks initially 

realized ownership. The joint-stock property rights system, which is separated from the 

management rights, basically forms a corporate governance structure with clear property 

rights and clear responsibilities, and a modern financial enterprise system. Its assets are 

small, management level is low, monitoring costs are low, and operating efficiency is high. 

It is a financial institution in China. The fastest-growing and most dynamic group in the 

organizational system (Yao & Mao, 2009). There are many empirical studies on the 

operational efficiency of commercial banks (Sherman & Gold, 1985). These studies 

generally use the four major state-owned commercial banks and 10 joint-stock commercial 

banks as research samples. It is concluded that the operating efficiency and financial status 

of joint-stock commercial banks are better than those of the four major state-owned 

commercial banks. 

City commercial bank is also one of the primary banks in Chinese banking system. Before 

city commercial bank was started, there were primarily urban credit cooperatives in 1970s. 

Because of the unreasonable management, a big amount of NPL existed among them. Later 

in 1995, the central bank, the People’s Bank of China decided to save those urban credit 

cooperatives from bankruptcy. All urban credit cooperatives, some rural credit 

cooperatives and local financial institutions set up in cities and towns have been ordered to 

combine into a new joint-stock company, which was called City Commercial Bank. The 

city commercial Banks took all the bad loans from the city credit cooperatives, but local 

public funds were injected into the city commercial Banks as capital (Sun, Harimaya & 

Yamori, 2013). Thus, the CCBs have more diversified shareholders, including individuals, 

state-owned enterprises, private enterprises, institutional investors and the treasury of local 
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governments. It was examined that the share that SOE owned was averagely one-fourth 

(Zhang, Wang & Qu, 2012). Therefore, CCBs have less state intervention and can have 

relatively better governance of the company when they are comparing to SOCBs, e.g., the 

Big Four(Ferri, 2009). Ferri (2009) have studied the performance of 20 CCBs from three 

province, and found that the performance of those CCBs was better than the Big Four. 

In recent years, the government encourages domestic investors to set up privately invested 

commercial Banks, in order to solve the long-term financing difficulties of those private 

enterprises, especially small and medium-sized in China (Lu, 2016). Meanwhile, there was 

a bunch of foreign banks opening their subsidiaries in China, including Standard Chartered 

Bank, HSBC Holdings, Citigroup and Bank of East Asia, wanting to enter into one of the 

world’s retail banking markets & biggest consumer underscored by an increasingly wealthy 

Chinese population (Zhang, 2017). 

A number of prior researches had been done to explore the connection between the 

ownership of bank and bank profitability, though most of them were focus on countries 

outside China, such as Vietnam (Son, Thanh Tu, Cuong, Ngoc & Khanh, 2015), Croatia 

(Kraft and Tirtiroglu, 1998; Jemric and Vujcic, 2002),Kenya (Kiruri,2013), Poland (Nikiel 

and Opiela, 2002; Weill, 2003). Those studies brought a mixed result which was about the 

relationship between the profitability and bank ownership. For instance, the research about 

Vietnamese banks got the conclusion that ownership concentration and proportion of 

private ownership are positively correlated with Vietnamese banks profitability. What’s 

more, Kiruri summarized that if the foreign ownership is higher in a commercial bank, it 

would lead to a higher profitability while lower foreign ownership would lead to a lower 

performance in Kenya. And higher state ownership would bring commercial banks in 
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Kenya lower profitability. Therefore, as the ownership of the state rises in commercial 

banks, the profitability of the bank falls. 

 

The determinants of bank profitability have been widely studied for many years by 

different researcher. Many of the research, follow the Short (1979) & Bourke (1989) to try 

to decide the aspects that influence the profits of the bank. At some countries, they used 

panel info or crossing-sectional info for one nation for analyzing. For example Goddard & 

Athanasoglou et al (2008) explored the relationship between operational efficiencies and 

bank profitability. Pasiouras & Kosmidou (2007) also studied about the operational 

efficiencies, as well as the adequacy of capital. Berger, Hanweck, & Humphrey (1987), 

Alper & Anbar (2011), extensively explored the asset size of a bank related to the bank 

profitability. Dietrich & Wanzenried (2011) found the relationship between deposit 

growing and bank profitability. Those researches have various results in various datasets, 

time periods, nations and environments. Moreover, there are several shared aspects which 

affect the bank’s profitability. The parameters that show the profitability are generally 

applied as equity return, margin of net interest and average assets return, which were 

regarded as internal factors. The determinants of internal include bank specific variables. 

For instance, Alper & Anbar (2011) explored the result that the banks’ asset size has a 

positive influence on profitability of banks. And it means the larger banks achieve a higher 

profitability. These internal variables show the variables of macroeconomics. In general, 

adequacy of capital and operational efficiency variables serve as internal determinants on 

profitability about bank. (Kosmidou, 2007 & 2011; Pasiouras Bourke, 1989).  
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On the other hand, there were also external determinants, which were defined as inflation, 

GDP growth and per capita GDP. Researcher examined a positive relationship among GDP 

growth, inflation, and banks’ profitability (Demirguc-Kunt & Huizinga, 1999; 

Athanasoglou et al., 2008). What’s more, empirical proof was given that the annual 

deposits growing had a major negative influence towards the profitability of bank in Swiss 

(Wanzenried & Dietrich, 2011). In addition, an empirical proof by several researcher that 

the bank with the best performance is that who has maintained a high level of capital against 

assets. (Abreu & Mendes, 2002; Bourke, 1989; Abreu & Mendes, 2002; Pasiouras & 

Kosmidou, 2007; Ben Naceur & Goaied, 2008). They clarified the relationship with the 

observation that banks with higher rates of capital are likely to have lower funding costs 

because of lower future costs of bankruptcy. Also, there was powerful proof which showed 

the level of operational efficiencies as calculated by overhead costs to total assets had a 

positive influence on bank profitability (Athanasoglou et al., 2008; Goddard et al., 2009). 
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3 Methodology 

3.1 Research Design 

This study will employ a retrospective comparative study design that aims at 

pointing out the determinants of profitability of the banking sector in China based on the 

annual data various databases that trace back to the post-reform era of China for different 

banks. The data for State Owned Commercial Banks (SOCBs), the City Commercial Banks 

(CITY), and the Joint Stock Commercial Banks (JSCBs) for the past nine years. These 

banks differ in their ownership structures. Fitch, Independent Community Bankers of 

America (IBCA) and Bureau van Dijk (BvD) maintain the BankScope database that will 

provide extensive annual data on the banking sector of China based on the selected 

establishments. The database will provide internal determinants of the performance of the 

banks for the past nine years between from 2010 to 2018. This will be micro-bank level 

panel data comprised of financial statements including balance sheets and income 

statements of the types of banks selected for this study in China. 

 

The study will evaluate and compare the performance of the banks categorized 

according to their ownership structure in from the micro bank-level panel data as previous 

researchers including Kosmidou (2008), Abbasoglu et al. (2007) and Sufian and 

Habibullah (2009) did using the return on assets (ROA). This variable signifies the 

efficiency of management and its capability in the conversion of the assets of banks into 

net profits. Its mathematical derivation from the annual statements is the division of the net 

profit (after tax) by the value of the entirety of assets in a company. The performance along 

the lines of this variable is dictated by unpredictable and random economic and political 
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weathers of a bank’s operating environment. The ROA is independent of high equity 

factors making it an accurate and sensitive measure for profitability and the revenue 

generation realized from available assets (Rivard & Thomas, 1997). 

 

Other asset-based rations that would be evaluated include the interest margin, non-

interest income, overhead costs and loan loss provisioning. All these ratios would be 

instrumental in figuring out the profitability of the selected bank in China. The overhead 

costs against the assets measures the cost of personnel and infrastructure including salaries, 

benefits and maintenance of office facilities of different branches. The non-interest income 

which may include guarantee fees, commissions, the net gains from investment security 

sales, service charges and profit from foreign exchange, is analyzed as a measure of the 

diversification of the bank’s business portfolio.  

 

Another data source that would compound the results of the studies would be the 

IMF Financial Statistics (IFS) database. It would provide macroeconomic variables that 

decipher the state of the post-reformist Chinese business environment vis-à-vis the 

population it serves. These variables opens up the analysis to the geographically-specific, 

opportunistic and subjective (or plainly arbitrary) regulatory ecosystem and operational 

nuances of a market such as technology among others. The health of the economy and the 

marketplace that forms the bank environment is a function of the natural log of the GDP, 

the money supply growth and the annual inflation rate. The GDP quantifies the economic 

activity within an economy while the inflation rate determines the revenues and costs that 

a bank incurs. The money supply is an indicator of the price levels and may influence the 
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nominal GDP. All these variables are traceable from the data at the IMF IFS that records 

their history annually. 

 

The study design required the traceability of the variables in unison to correlate 

them to each other in the right temporal instances. The internal factors correlated to the 

external factors should depict the profitability of the environment as per the Chinese 

perspective of the banking industry. This study will be crucial in positioning the health of 

the Chinese banking sector for new entrants. 

 

3.2 Variable description 

Researcher used multiple linear regression to study the effects of NII, CR, OC, GDP, and 

IR on ROA, focusing on the four values: Significance F, R Square, P-value and coefficients. 

Significance F: To check if the results are reliable (statistically significant). This value 

should be less than 0.05.  

R Square: how much of the variation in ROA is explained by the independent variables. 

The closer to 1, the better the regression line (read on) fits the data.  

P-value: p-values should be below 0.05. P-value determines the significance of the variable. 

Generally, the smaller the P-value, the stronger the significance of the variable.  

Coefficients: The coefficient represents the magnitude of the influence of the variable on 

the dependent variable. The larger the absolute value of the coefficient, the greater the 

impact. If the independent variable changes by ΔX, the amount of change in the dependent 

variable is coefficient * ΔX. So, if the coefficient is positive, then the dependent and 

independent variables are positively correlated. Vice versa. 
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NII: Non-interest income / total assets, of which: non-interest income = operating income-

net interest income. Non-interest income is one of the bank's income items, and its growth 

will definitely increase the company's profitability. 

CR: CR stands for the leverage ratio of a bank. From an economic point of view, the greater 

the leverage ratio of a bank, the stronger its profitability, because banks can issue bonds to 

support business growth. 

OC: OC represents the proportion of period expenses to total revenue. In theory, the larger 

this indicator is, the smaller the ROA should be. 

GDP and IR: These two figures represent the economic cycle and the level of economic 

development. Their high absolute values indicate that the economy is in a stage of rapid 

development, and all subjects in the economic environment should have higher profitability. 

 

3.3 Regression Functions 

The OLS model should estimate the coefficients based on the following formula: 

Profitability = α0 + β1NII + β2CR + β3OC + β4GDP + β5IR + ε 

Industrial and Commercial Bank of China 

ROA= 28.1283NII+0.06207CR-4.5835OC-8.4551GDP-1.7655IR+2.24372 

Bank of China 

ROA= -6.8411NII-0.0086CR-5.3018OC-2.3576GDP-0.9391IR+3.08466 

China Merchants Bank:  

ROA= -85.559NII-0.0643CR-0.505OC-8.458GDP-4.6133IR+3.96634 

Everbright Bank: 

ROA= -63.146-85.559NII-0.0643CR-0.505OC-8.458GDP-4.6133IR+3.96634 
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Bank of Beijing: 

ROA=-180.9NII+0.02421CR-0.50053OC-12.742GDP+0.84174IR+3.5537 

Bank of Ningbo: 

ROA= -51.157NII-0.0167CR+2.53236OC-1.285GDP-0.0678IR+0.84933 

 

3.4 Data and Statistics 

The collection of the data was succeeded by empirical estimations that have been 

utilized in a number of notable researchers including that of Weller (1999), Claessens, 

Dimirguc-Kunt and Huizinga (2000) and Sabi (1995). It involved the reduction of the form 

equation of all the internal determinants of the profitability of a bank. The equation is 

estimated using Ordinary Least Square (OLS). The middle estimator that bears more 

consistency (though less efficient) when the OLS on the pooled data is reproducible. This 

methodology has the merit of controlling for incidence of excluded variables that vary with 

time, and may have significant correlations to the utilized explanatory variables.  

As discussed before, the ROA would indicate the economic and political 

environment that a bank operates. The ROE, would be indicative of a bank’s utilization of 

the shareholders’ investments. The ROA is relatively lower for intermediaries in the 

financial sector, most of them tend to depict their competitiveness through the ROE; 

therefore, the employ their leverage to raising it (Hassan & Bashir, 2003).  

The non-interest income against total assets is testament to the diversification of a 

bank’s portfolio into non-conventional banking activities. It is crucial in various regression 

models that correlate off-balance sheet business to fixed variables. The overhead costs 

relative to the total assets has an inverse relationship to the profitability of a bank. In some 
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cases, however, the overhead costs indicate a positive relationship with a bank’s 

profitability if it they increased payroll spending corresponds to the productivity of the 

human resource capital. In China where the direction of this variable is unknown, it would 

be wise to find the direction of the correlation before developing strategies to increase 

profitability.  

An alternative measure that would be essential in obtaining the risk position of a 

bank in China is the book value of the equity of the investors as a proportion of the total 

assets. This ratio compares a bank’s profitability to its capitalization. The coefficient of 

this variable is likely to be negative with a low ratio of capital, suggesting a high risk 

environment for a particular bank (Berger, 1995). Alternatively, a low capital ratio may 

suggest the low cost of capital translating to relatively higher levels of profitability 

(Molyneux, 1993). According to Berger’s (1995) proposition of a positive relationship of 

the capital ratio with profitability, high capitalization is expected to relieve the strain 

expected no future financial distress, increasing revenues and warding off bankruptcy and 

other eventualities. After all, a robust capital structure is crucial for a bank in economies 

that are still stabilizing. The strength in capitalization shields companies from 

unpredictable and random occurrences in financial upheavals and providing a safety net 

for depositors in questionable macroeconomic environments.  

As for the macroeconomic variables, the GDP would be indicative of the dynamics 

of supply and demand. In the banking sense, loans and deposits would be the significant 

services that are driven by this variables. The GDP either correlates positively or negatively 

to the demand and supply of these services. Besides, inflation as a marker of 

macroeconomic variables is indicative of the cost of labor and other indirect impacts such 
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as fluctuation in interest rates and asset valuation. These have a significant effect on the 

profitability of banks. The impact of inflation banking profitability is dependent on the 

predictability of the inflation. If it is anticipated, interest rates are adjusted to lead to a faster 

increase in revenues than costs, and the banks end up with higher profitability. 

Unanticipated inflation allows the costs to overwhelm revenues, resulting in a slippage in 

profitability. Lastly, the money supply factors significantly into the nominal GDP. Central 

bank policy and subjective household and bank behaviors determine this variable. It is 

indicative of the market size and can determine the profitability of a bank (Mamatzakis & 

Remoundos, 2003).   

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

16 
 

4 Results and Discussions 

4.1 Potential Outcomes 

The regression analysis of the explanatory variables against bank profitability 

should indicate significant relationships between them as they are empirically ascertained 

by numerous researchers. The model for the comparison should remain considerably stable 

throughout the testing of various regressions. If the R2 exceeds 80 percent and the F-

statistics remain significant within 1 percent, the explanatory power of the framework 

should be empirically viable.  

The coefficient of diversification based on the ratio of non-interest income to the 

total assets, a significant positive correlation is expected. The non-interest revenues of 

income that are fee-based are potent supplements of income that have significant bearings 

on the profitability of a bank. Canals (1993) estimated similar correlations in relation to 

bank performance. The volatility of the non-interest activities have been reported to off-set 

their gains due to the considerable exposure relative to conventional income-generating 

banking activities (Stiroh & Rumble, 2006). However, in this case, notable changes in 

profitability are expected to be instigated by non-interest income.  

The ratio of overhead costs against the total assets is expected to follow a negative 

correlation as estimated by Sufian and Habibullah (2009). This implies that high payroll 

and operational expenses translate to reductions in the profit of banks that operate within 

the Chinese marketplace. Sufian and Habibullah (2009) posit that the incompetent 

management of expenses is a primary indicator of poor performance in profitability. In 

China, the surgical management of costs is necessary to increase profitability in the 

banking sector. Besides, the Chinese banking sector is yet to saturate its human resources 
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to levels that it competes by quality; therefore, spending on human resource correlates 

negatively to the profitability of the bank.  

Empirical evidence supports that the level of capitalization of a bank is positively 

correlated to the profitability of a bank in China (Berger, 1995). Therefore, JCSBs are 

better positioned if they offer attractive positions for investors for them to chip in more 

capital. The results of this study are likely to be in line with the past findings of Berger 

(1995) as the instability of the reforming Chinese market requires the funding of the bank 

to be versatile and affordable in case of bankruptcy. The leverage and risk of a bank is 

reflected from the capital ratio. It determines a bank’s borrowing costs. Therefore, the 

profitability of a bank is likely to be secure and optimal if it remains high. 

The ROA versus the GDP should mirror Hassan and Bashir’s (2003) that these two 

indicators rise and dip synchronously. Moreover, inflation and profitability are likely to 

correlate positively and significantly in the Chinese banking sector. However, the inflation 

must have been anticipated in order for the banks to adjust interest rates accordingly to 

maintain the revenue streams related to costs. These estimates are supported by numerous 

findings and practice guidelines. The inflation and its impact on the profitability of the 

financial sector can be estimated with the constructs of the quantity theory of money that 

predicts its effect on the nominal GDP and levels of prices. It is likely to vary negatively 

relative to the profitability of the banks in China.  

The results of this study would undergo various tests for robustness. The sensitivity 

of the data would be verified by standalone regression of all the categories of banks to find 

the significance of each explanatory variable to determine the qualitative robustness of the 

coefficients of the baseline regression model. The comparison of these re-estimates will 
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compare the sign, retention of significance and the order of magnitude as in the baseline 

regression even if it is at different levels. These sensitivity analyses would also be crucial 

in determining the level of significance of each variable in the disparate banking categories.  

 

4.2 Data analysis 

4.2.1 Industrial and Commercial Bank of China 

From the regression equation of ICBC, it can be found that different independent variables have 

different effects on corporate profits. First of all, the impact of non-interest income on ROA is a 

large positive number, which is 28.13, indicating that when the proportion of non-interest income 

to total assets increases by one unit, ROA will increase by 28.13 units in the same direction. The 

result is in line with economic assumption. Because non-interest income is one of the bank's 

revenue items, its growth will definitely increase the company's profitability. CR stands for the 

leverage ratio of a bank. From an economic point of view, the greater the leverage ratio of a bank, 

the stronger its profitability, because banks can issue bonds to support business growth. Statistically, 

the coefficient of CR is 0.06, which is consistent with economic assumptions. OC represents the 

proportion of period expenses to total revenue. Intuitively, the larger this indicator is, the smaller 

the ROA should be. From the statistical results, the regression coefficient is -4.58. This result shows 

that the assumption is correct. ICBC can strengthen cost management and improve profitability. It 

is puzzling that the regression coefficients between GDP, IR and ROA are negative. These two 

numbers represent the economic cycle and the level of economic development. Their high absolute 

values indicate that the economy is in a rapid development stage and all are in an economic 

environment. The main body should have higher profitability, and the banking industry should be 

a procyclical industry. The reason may be that the banking industry is an important means of 

stimulating the economy. The government will reduce the bank's profit by reducing the bank's loan 

interest rate to stimulate the economy, and thus obtain a smaller ROA. Statistically speaking, these 
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results are still not significant, indicating that these variables are not particularly convincing in 

explaining the profitability of joint-stock banks. Future research may consider introducing more 

variables. In addition, all the regression results are not significant statistically. The P-value is larger 

and the t-value is smaller. The specific values are shown in the table. The reason may be the need 

to introduce more explanatory variables or increase the years of data used for regression, which 

may make the results better. 

 

Table 1: Data output of ICBC  

 

4.2.2 Bank of China: 

The regression results show that the regression coefficient of Bank of China's NII is negative, -6.84, 

which is not in line with expectations, indicating that Bank of China is different from commercial 

banks in that its profit items are mainly interest income. CR is also negative, indicating that Bank 

of China has no way to improve profitability by borrowing foreign debt. However, the coefficient 

of Bank of China's OC is a positive number, which is in line with expectations. Commercial banks 
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should strengthen the control of management costs to improve ROA. The coefficient between GDP 

and inflation remains negative. 

 

Table 2: Data output of BOC 

 

4.2.3 China Merchants Bank 

Using the same analytical thinking as ICBC, we have reached the following conclusions. The non-

interest income of China Merchants Bank has a negative impact on ROA, 85.56, which shows that 

China Merchants Bank relies more on interest income for profit. China Everbright Bank, which is 

also a joint-stock bank, has the same conclusions as China Merchants Bank in this regard. Therefore, 

China Merchants Bank should increase the proportion of interest income in the overall income 

structure, so as to improve the overall ROA. The coefficient of CR is also negative, -0.06, which 

shows that it is difficult for China Merchants Bank to improve profitability by increasing the 

leverage ratio. The coefficient of OC is -0.51. This result is more optimistic. Everbright Bank can 

improve ROA by reducing management costs. The coefficient between GDP and inflation remains 
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negative. From a statistical point of view, the regression results of all variables are still not 

statistically significant. 

 

Table 3: Data output of China Merchants Bank 

 

4.2.4 China Everbright Bank 

Everbright Bank and China Merchants Bank are also joint-stock banks. The regression results of 

many variables show the same characteristics. For example, non-interest income NII and leverage 

ratio CR also have a negative regression coefficient of -63.15, and the reason has been analyzed. 

However, the sign of OC's regression coefficient is inconsistent with economic logic. The 

regression coefficient of OC is 1.08, which shows that increasing the proportion of Everbright 

Bank's management expenses can increase profitability. Everbright's management expenses may 

reflect the investment in management, and banks can improve ROA by improving management 

efficiency. GDP and inflation rates show the same record. From a statistical point of view, the 

regression results of all variables are still not statistically significant. 
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Table 4: Data output of China Everbright Bank 

 

4.2.5 Bank of Beijing 

The coefficient of non-interest income of Bank of Beijing is still negative, and this bank should 

increase ROA by increasing the proportion of interest income. The coefficient of CR is positive, 

0.02, which indicates that Bank of Beijing can support profitability by increasing the leverage ratio. 

The coefficient of management expenses is -5.01, which indicates that the Bank of Beijing should 

strengthen the control of management costs to improve ROA. The coefficient of GDP is still 

negative. Fortunately, the coefficient of the inflation rate is positive, which is consistent with the 

prediction. From a statistical point of view, the regression results of Bank of Beijing data are 

relatively good, and the correlations of NII, OC, and GDP are all significant, which indicates that 

these indicators have a certain explanatory effect on the change of ROA. 
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Table 5: Data output of Bank of Beijing 

4.2.6 Bank of Ningbo: 

The coefficients of NII and CR of Bank of Ningbo are both negative, the reason has been explained 

in the previous analysis. The regression coefficient of OC is 2.53, which indicates that the increase 

in management costs will increase the company's profitability. The regression coefficients of GDP 

and inflation are still negative. Statistically speaking, all regression results are still not significant. 

 

Table 6: Data output of Bank of Ningbo 
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4.3 Summary and Discussion 

From the above regression results, it can be seen that the regression results of the five independent 

variables are larger than expected, which is embodied in the opposite sign or insignificant in 

statistical significance. The specific reasons may have the following aspects. First, the length of the 

time series is 9 years, and the length is small, which may affect the accuracy of the regression 

results. Second, the number of explanatory variables is too small, and many more explanatory 

variables have not been included in the model. Third, simple linear models are not suitable for 

explaining and predicting the profitability of banks. 

From the above analysis, it can be seen that the impact of different explanatory variables on 

different ownership of banks is uniquely worthy of attention. Firstly, the sensitivity of NII to all 

types of banks is relatively strong, that is, the absolute value of the regression coefficient is high. 

For urban and rural banks, the regression of Beijing Bank is more optimistic, especially the statistics 

of the regression coefficients of NII, OC and GDP are very good. Secondly, GDP and IR have 

negative coefficients for all three kinds of banks that have been explored in this research. Maybe it 

is because the government stimulate economy by cutting the interest rate, which may decrease the 

performance of banks. 
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5 Implication and limitation 

5.1 Implication  

In order to find effective approach to improve the profitability of banks, the findings of this 

study show some implications to Chinese government, managers of banks and regulatory 

authority. First of all, in order to rise to the occasion of the new era of global finance, the 

policy maker should give the domestic bank system more support, for example, properly 

reduce the tax ratio for Chinese commercial banks. Secondly, for bank managers, more 

attention should be given to those facts that have effects to the profitability of bank, for 

example, make a good management of operational cost, hire more top talents and properly 

reduce the cost of human resource to increase the bank profitability. Thirdly, it is suggested 

for government to stabilize the capital market and give banks better environment to develop. 

Last but not least, for the entire bank industry in China, inflation rate should be controlled 

in a certain extent by efficient monetary and fiscal policies.  

 As for Chinese commercial banks with different ownership, there are several 

policies should be considered as follow: (1) for those state-owned commercial banks, the 

government should reduce the extent of support and influence. (2) The government should 

encourage private banks and joint-stock commercial banks to attract more diversified 

financial activities. (3) More preferential policies should be given to city commercial banks, 

to support those city commercial banks operate and developed. For example, the 

developing speed of Ningbo bank has been rapid these years. Thus, city commercial banks 

are very potential and need more support. 
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5.2 Limitation 

However, in this study, there were several limitations. Firstly, some of the results were 

from empirical data and historical statistic. Secondly, besides the ownership of the bank in 

China, researcher only studies several determinants that effect bank profitability, there 

should be far more relative determinants. Thirdly, the research of this study was not such 

deep with plenty of related data. In further study of this topic, more other determinants 

should be studied and more data should be used to analyze. 
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