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Abstract: This study presents a comparative analysis of the financial performance of State Bank of India (SBI), India’s
largest public sector bank, and HDFC Bank, the largest private sector bank. The objective is to assess and compare key
financial indicators such as profitability, liquidity, asset quality, and efficiency over a period of three financial years (2017-
18 to 2019-20). The methodology is based on ratio analysis using secondary data from annual reports, supplemented by
statistical validation through t-tests. Results highlight HDFC Bank's consistent performance across most metrics,
particularly in profitability and asset quality, while SBI shows strengths in liquidity but faces challenges with high leverage
and non-performing assets.

1. Introduction India's banking sector plays a crucial role in the country's economic development. With increasing
competition and regulatory changes, analyzing the financial health of banks is essential for investors, policymakers, and
stakeholders. This paper compares SBI and HDFC Bank, representative of the public and private banking segments, using
ratio analysis.

1.1 Rationale for the Study

o SBI and HDFC are the largest banks in their respective sectors by assets and customer base.
o Ratio analysis provides a quantifiable, comparative insight into the banks' financial health.
o The study aids in understanding sectoral performance differences.

1.2 Objectives
o To evaluate and compare profitability, efficiency, and liquidity of SBI and HDFC Bank.
. To examine trends in Non-Performing Assets (NPAs).
. To statistically determine if the differences in performance are significant.

2. Literature Review The literature identifies two broad determinants of bank profitability: internal (e.g., capital, size,
risk, and management efficiency) and external (e.g., macroeconomic conditions, interest rates). Studies like those by
Molyneux & Thorton (1992), and Sufian (2009) highlight how these factors shape bank performance.

Indian studies (Ojha & Jha, 2018; Ganesan, 2001) have focused extensively on NPAs, indicating their significant impact
on profitability. Public sector banks often face higher NPAs due to lending patterns, while private banks benefit from
stricter credit appraisal systems.

3. Research Methodology 3.1 Data Source: Secondary data from annual reports of SBI and HDFC Bank (2017-18 to
2019-20). 3.2 Tools Used:

. Ratio Analysis
. T-test (Two sample assuming equal variances)
3.3 Hypotheses:
. HO1: No significant difference in Gross NPA ratios of SBI and HDFC Bank.

. HO2: No significant difference in Net NPA ratios of SBI and HDFC Bank.
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3.4 Limitations:
. Restricted to 3 years and two banks.

. Depends on accuracy of published financial statements.

4. Data Analysis and Findings 4.1 Asset Quality (NPA Ratios):

) Gross NPA Avg. (SBI): 8.19% vs. HDFC: 1.30%
. Net NPA Avg. (SBI): 3.65% vs. HDFC: 0.38%
. T-test results show significant difference (p < 0.05).
4.2 Efficiency Ratios:
) Fixed Asset Turnover (SBI): 0.07; HDFC: 0.08 — Both low, indicating underutilization.

4.3 Leverage (Debt to Equity):
o SBI: 16.59 — High financial risk
. HDFC: 7.70 — Moderate risk

4.4 Profitability Ratios:

. Net Profit Margin: SBI: 1%; HDFC: 22%
. Operating Profit Ratio: SBI: 3.48%; HDFC: 16.95%
. Indicates superior cost management by HDFC.
4.5 Liquidity Ratios:
. Current Ratio: SBI: 1.66; HDFC: 0.86 — SBI better positioned for short-term liabilities.

5. Discussion and Suggestions

. SBI’s high leverage and NPAs necessitate strategic debt restructuring and improved credit appraisal.
. HDFC's model of efficient cost control and asset quality management should be benchmarked by public
sector banks.
. Improving operational efficiency can help SBI raise profitability metrics.
Recommendations:
. Focused NPA recovery strategy.
. Reduce operating and administrative expenses.
. Improve asset utilization ratios.

6. Conclusion The comparative study reveals that HDFC Bank outperforms SBI in profitability, asset quality, and
efficiency. While SBI holds a stronger liquidity position, its overall performance is undermined by high leverage and NPA
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levels. Public sector banks like SBI need to adopt best practices from the private sector to remain competitive in an
evolving financial landscape.
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Appendices (if required):

. Tables and graphs for each ratio.
. T-test output screenshots or calculations.
. Ratio formulas and definitions.
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