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Abstract: In our study we are focusing on the average profitability of the Hungarian 
commercial banking sector from 2005 to 2014 with special attention on the effects of the 
financial crisis. In our globalized world the unavoidable question is how the profitability of 
our banks fits the same values of the North-American and European, especially the V4 
commercial banks. In order to find a well-established answer we carried on a financial 
ratio analysis with the help of the Bankscope database, which was extended with a panel 
analysis. On the basis of the time series it can be concluded that the performance of the 
Hungarian commercial banks – at least in case of the profitability- was in a steady decline 
and far away from the V3 numbers. It cannot be stated that the higher profitability delivers 
only advantages for the affected national economies. However it is presumed that the 
interests of the shareholders have an effect on the quantity and quality of the debts, 
indirectly on the development of the total economy. 
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Introduction 

There were several studies about the ̋inancial crisis. The authors are dealiň with 
a very important aspect ő the crisis ̋rom a Huňarian point ő viewĽ namely with 
the role ő the decline on the prőitability ő the domestic commercial banksĽ more 
accurately whether the evaluation ő the averǎe prőitability ő our commercial 
banks ̋its the tendencies ő the VŐ countries or the developed countries. 

The commercial bankiň system is an inevitable part ő the modern economy 
which plays an important role in the creationĽ ̋lowĽ reallocation and e̋̋ective 
handliň ő the money. The development ő the commercial bankiň systemĽ the 
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amount ő the servicesĽ its quality and di̋̋erentiation and the adequacy ̋or the 
requirements are all such ̋actors that have an e̋̋ect on the macro economic 
development. 

The studies examiniň the per̋ormance ő the banks can be divided into two main 
̌roups: one ő them based on the ̋inancial ratios the other is ̋ocusiň on the 
external ̋actorsĽ mostly on the indicators describiň the economic per̋ormance. 
Żrom this aspect the external ̋actors are such variables which are independent 
̋rom the bank manǎement; usually contain the lěal lěislation and those 
economic ̋actors that have direct e̋̋ect on the per̋ormance and operation ő the 
credit institute. 

1 Literature 

The studies based on the ̋inancial ratios consider usually the return on assets 
(ROA) and the return on equity (ROź) as a prőitability indicator. Molyneux and 
Thorton (1řřβ) examined the per̋ormance ő banks ̋rom 1Ř źuropean countries 
and con̋irmed the statements ő Bourke (1řŘř) that there is a positive correlation 
between market concentration and prőitability thanks to the appeariň 
monopolistic prőit. Accordiň to DemiřucĽ Kunt and Huiziňa (1řŘŘ) the other 
macro ̋actors like the taxationĽ deposit insurance lěislation or the lěal and 
institutional lěislation have e̋̋ect on the interest rate mařin and on the 
prőitability. Pasiouras and Kosmidou (β007) made similar conclusions a̋ter 
examiniň banks ̋rom 1ő źuropean countries which con̋irms that both in case ő 
the ̋oreǐn and domestic credit institutes beyond the branch speci̋ic ̋actors the 
structure ő the ̋inancial market and the macro economic ̋actors have e̋̋ect on 
the prőitability. Bikker and Hu (β00β) and żoddart et al. (β00Ő) ̋ound positive 
and sǐni̋icant relation between the size and prőitability which anticipates – 
especially in case ő small and middle size banks – that the increase ő the size is 
accompanied with hǐher prőitability. On the contrary Barros et al. (β007) ̋ound 
the bǐ̌er and more diversi̋icated banks weaker where the reason mǐht be the 
better handliň ő the asymmetric in̋ormation by the smaller and on one speci̋ic 
scope specialized credit institutes. Despite ő the opposite statements there is 
consensus that the averǎe cost curve is ̋ormiň a U shape where the middle size 
banks are per̋ormiň better than the smaller or bǐ̌er competitors. Because ő 
this the e̋̋ect ő the size will be not linearĽ at the běinniň the prőitability will 
be ̌rowiň then due to the bureaucracy and other costs it will turn into decrease 
(Athanasǒlou et al. β00Ř). 

Trujillo and Ponce (β01γ) examined the prőitability ő the Spanish banks where 
they ̋ound empirically proved that there is a relation between the hǐh prőitability 
and hǐh debt and deposit port̋olioĽ e̋̋iciency and the low credit risk. Accordiň 
to Bordeleau and żraham (β010) the hǐh proportion ő liquid assets has positive 
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e̋̋ect on the prőitabilityĽ however a̋ter a certain levelĽ the e̋̋ect weakens. The 
examined sample contained 6ő NorthľAmerican banks. Klaassen and źěhen 
(β01ő) used a data ő βγ years ̋or examiniň the e̋̋ect ő di̋̋erent ̋inancial ratios 
on the asset and equity based prőitability and created a per̋ormance scheme 
system. Schildbach and Wenzel (β01γ) hǐhlǐhted the di̋̋erence ő the 
prőitability between the źuropean and North American banks. Here the 
development ő the lendiň activity and the other constant revenues played an 
important role which already reached the preľcrisis levels. 

2 Material and Method 

We downloaded the necessary data ̋rom the „Bankscope” databaseĽ provided by 
Bureau van Dijk which contains the ̋inancials ő more than γ0 000 credit 
institutes worldwide. Our selected time̋rame covers the β00őľβ01Ő period and 
̋ocusiň on β ̌eǒraphical rěionsĽ NorthľAmerica and the źuropean UnionĽ in 
the latter the VŐ countries are examined more deeply. We excluded all those banks 
where the data was not available ̋or the whole term. The central banks were also 
excluded then we have selected the Ő00ľŐ00 lařest źuropean and North American 
entities accordiň to total averǎe assets and evaluated 1ŘŐ banks ő the VŐ 
countries. The ̋inal sample contained only commercial banks. 

We were lookiň ̋or such rěression method which allows the analysis ő both the 
cross sectional and time series dataĽ that’s why we choose the panel rěression 
method. The panel models take into account the nonľobserved heterǒeneity ő the 
dataĽ can be ̋ixed or random e̋̋ectĽ dependiň on the individual/temporal e̋̋ects 
are considered as constant or variable. The rěressive relation between the time 
series with n variable and T period is described by the ̋ollowiň equation: 

Yit = α +b Xit + i+it 

where α means constant 

Y is the dependent variable 

ȕ’s are the coe̋̋icients 

X are the independent variables 

i+it are the rezidums 

Żrom this we can set the ̋ollowiň equation 

Y̅i = α +b X̅i + i+ ̅i Ľ ahol 

Y̅i = Σt Yit/Ti Ľ X̅i= Σt X̅it/Ti Ľ ̅i =Σt  ̅it/Ti 
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Subtractiň the two equation ̋rom each other we ̌et: 

(YitľYi)=(XitľXi) bi+(itľ ̅i) 

This examination was not per̋ormed ̋or the whole sampleĽ only the VŐ banks 
were taken into considerationĽ and only those ones where all examined data were 
available. Thus our sample number decreased to Ő6. At the VŐ’s the crisis did not 
caused a structural ̋raction in the dataĽ that’s why the panel method seemed to be 
applicable ̋or the analysis. The calculations were done with the usǎe ő the Stata 
sőtware where we ̋irst declared the data as a panel dataĽ and then we ran the two 
type ő rěression analysis. We used the Haussmann test in order to decide which 
one to choose. It examines whether there is a sǐni̋icant correlation between the 
rěressors and the random e̋̋ect or not. I̋ there isĽ then the random e̋̋ect has to 
be appliedĽ i̋ not the ̋ix e̋̋ect has to be selected. 

In most ő the cases the dependent variables were the averǎe return on assets and 
averǎe return on equity which is con̋irmed by the literature overview. In case ő 
the independent variables we tried to involve more areas which mǐht have e̋̋ect 
on the prőitability like the quality ő the assetsĽ the equityĽ the liquidity or the 
operation. Żrom this reason we selected the ̋ollowiň ratios: 

 Net Interest Mařin 

 Total Capital Ratio 

 Impaired Loans/żross Loans 

 Other Operatiň Incomes/Averǎe Total Assets 

 Net Loans/Averǎe Total Assets 

 źquity/Total Assets 

 źquity/Net Loans 

 Lǒarithm ő the Total Assets 

 Yearly averǎe In̋lation 

 Yearly żDP żrowth 

3 Results 

3.1 Results of the descriptive statistics 

In the ̋irst step we are lookiň ̋or the answer that what kind ő chaňes can be 
observed in the prőitability ̋rom β00ő to β01Ő in case ő the commercial banks ő 
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the VŐ countries. Żor measuriň the prőitability we used the wellľknown ratios 
valuatiň the income ő the shareholders ̋oundsĽ the averǎe return ő equity. The 
other parallel ratio is used ̋or balanciň the distortion caused by the di̋̋erences in 
the leverǎe duriň the usǎe ő the ROAź.  

 
Żǐure 1. 

ROAź weǐhted  by total assets ő selected commercial banks ő Visěrad countries with indication ő 
interquartile raňe and median 

Source: own calculations based on Bankscope data 

As it is shown on the ̋irst ̋ǐureĽ the VŐ banks were quite prőitable be̋ore the 
escalation ő the ̋inancial crisis. It can be also ̋ollowed that the return ő equity 
went down to őĽβ% in β011 ̋rom the preľcrisis level ő 1ř% which can be 
considered as a 7β% absolute decrease. In the same period the return ő assets 
ratio decreased to 0ĽŘ% ̋rom 1Ľ7% which is a őγ% absolute decline. The ̋avorable 
tendencies ő β01β and the expectations ő the recovery temporarily increased 
both ratios but the last two examined year broǔht another setback. źxaminiň the 
di̋̋erent ̋actors it can be concluded that the di̋̋erent development ő the two 
examined prőitability ratios is thanks to the decrease ő the averǎe leverǎe.  

 
Żǐure β. 

Averǎe ROAź ő selected commercial banks by countries 

Source: own calculations based on Bankscope data 

The βnd ̋ǐure displays the ROAź ratio ő the commercial banks by country. In 
Poland an in the Czech Republic the ratio decreased with one third in the 
examined years due to the ̋inancial crisis. The prőitability ő the banks a̋ter a 
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heavy ̋luctuation went down with Őβ%. In the same time a̋ter β00ř the Huňarian 
decline was so dramatic that it was examined by the researchers ő the Huňarian 
National Bank but probably will be a basis ő many ̋uture researches. 

Lets see the time series ő the ROAA country by country. 

 
Żǐure γ. 

Averǎe ROAA ő selected commercial banks by countries 

Source: own calculations based on Bankscope data 

On the γrd ̋ǐure the nominal chaňe is smaller but the tendencies are similar to 
the ROAA ratio. The equity based prőitability ő the Czech banks decreased ̋rom 
1Ľő% to 1Ľγ%Ľ in Slovakia it was ̋rom 1Ľγ% to 1Ľ0% and in Poland the diminution 
was 0Ľγ% ̋rom 1ĽŘ%. More sǐni̋icant was the decline ő the equity based 
prőitability ő the Huňarian banks where it went down ̋rom βĽ1% to ľβĽő%. 

It can be concluded that the low per̋ormance ő the VŐ banks was stroňly 
in̋luenced by the Huňarian numbers. It makes it more interestiň that the 
averǎe leverǎe ő the Huňarian banks is increased in the examined period 
which moderated de decrease ő the ROAź with ő%. 

In the ̋ollowiň steps we extended the scope ő the analysis to the Northľ
American and źuropean Union banks in order to see how they ̋it to the previously 
presented results. Let’s see ̋irst the evaluation ő the ROAA and ROAź at 177 
American banks. 
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Żǐure Ő.a. 

 ROAź weǐhted  by total assets ő selected American commercial banks with indication ő 
interquartile raňe and median 

Source: own calculations based on Bankscope data 
 

 

Żǐure Ő.b. 
 ROAA weǐhted  by total assets ő selected American commercial banks with indication ő 

interquartile raňe and median 

Source: own calculations based on Bankscope data 

At the běinniň ő the examined period the return on equity was 1Ő% (le̋t axis) a 
bit less than at the VŐ’s. The decline ő the prőitability starts earlier and the 
measure is more drastic compared to the VŐ banks. In the same time the sǐns ő 
the recovery also appeared earlier however the β01Ő level was γŐ% lower than 
be̋ore the crisis. The ROAA was also below the values that we have seen on the 
1st ̋ǐure and the decline was more power̋ul in β00ř. The averǎe prőitability ő 
the commercial banks was close to zero at the end ő β00ř but we have to add that 
the standard deviation was hǐh in the sample (the lowest value was ľřĽ1%Ľ the 
hǐhest ŘĽŘ%).  

The prőitability ő the Western źuropean banks was examined on a sample ő 
1β7 commercial banks; the results can be seen on the 6th ̋ǐure. 
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Żǐure ő.a. 
ROAź weǐhted by total assets ő selected Westernľźuropean commercial banks with indication ő 

interquartile raňe and median 

Source: own calculations based on Bankscope data 
 

 
Żǐure ő.b. 

ROAA weǐhted by total assets ő selected Westernľźuropean commercial banks with indication ő 
interquartile raňe and median 

Source: own calculations based on Bankscope data 

The averǎe ő the ̋irst γ years averǎe ő equity based prőitability was 16Ľβ% 
slǐhtly hǐher than in case ő the US banks bat lower than the VŐ results. The 
crisis appeared in a much discussed W shape in the rěionĽ at the ̋irst bottomiň 
in β00Ř the ROAź was ľŐĽŘ% at the second it was ľŐĽγ. The end period Ő% value 
is much lower than it was at the běinniň. The leverǎe decreased with Ő0% in 
β01Ő compared to β00ő. 
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Żǐure 6.a. 
ROAź  weǐhted by total assets at AmericanĽ Western źuropean and Visěrad żroup commercial 

banks 
Source: own calculations based on Bankscope data 

 

 

Żǐure 6.b. 
ROAź  weǐhted by total assets at AmericanĽ Western źuropean and Vγ commercial banks 

Source: own calculations based on Bankscope data 

The 7th ̋ǐure displays the ROAź ő all selected rěions. With the usǎe ő the 
twin ̋ǐure we tried to hǐhlǐht the role ő the Huňarian commercial banks 
within the VŐ’sĽ since the remainiň three countries per̋ormed better than the US 
and źU banks. 

Ő course it cannot be stated that the hǐher prőitability delivers only advantǎes 
̋or the a̋̋ected economies. But it can be presumed that the shareholders interest is 
to maintain this position with the extension ő the bank activityĽ technical 
development and the up̌rade ő the labor sta̋̋. All ő this mǐht have directly and 
indirectly a positive e̋̋ect on the quality and quantity ő the loan port̋olioĽ 
throǔh this on the development ő the whole economy. 
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3.2 Results of the Panel Regression 

Duriň the panel rěression two models were per̋ormedĽ one ̋or the ROAA and 
another ̋or the ROAź dependent variables. Accordiň to the result ő the 
Haussmann testĽ in both cases the ̋ix e̋̋ect model proved to be better.  

The Ż test was sǐni̋icant in both casesĽ so we re̋use the null hypothesis that there 
is no relation between the dependent and independent variables. 
R2:  within   = 0.4184 Number of observations 460

Between= 0.3814 Number of groups 46

Total= 0.4005

Variables Coefficients Stand. Err. t    P>t [95% Conf. Interval]

TCR 0,147 0,117 1,26 0,21 -0,0830 0,3771

IMPG -1,991 0,133 -15,01 0,000 -2,2512 -1,7298

trans9 0,014 0,011 1,22 0,225 -0,0086 0,0364

NLT -0,050 0,073 -0,68 0,496 -0,1940 0,0942

ETA 0,741 0,301 2,46 0,014 0,1490 1,3340

ENL -0,035 0,032 -1,09 0,277 -0,0972 0,0279

LNA 2,371 2,006 1,18 0,233 -1,5733 6,3154

INF 1,100 0,335 3,29 0,001 0,4424 1,7576

GDP 0,127 0,204 0,62 0,532 -0,2731 0,5276

_cons -26,061 30,484 -0,85 0,393 -85,9872 33,8647  
R2:  within    = 0.3991                       Number of observations 460

Between = 0.4497                               Number of groups 46

Total = 0.4242     

Változók Koefficiensek Stand. Hiba t    P>t [95% Conf. Interval]

TCR 0,024 0,011 2,220 0,027 0,003 0,045

IMPG -0,155 0,012 -12,700 0,000 -0,179 -0,131

trans9 0,001 0,001 0,780 0,436 -0,001 0,003

NLT -0,016 0,007 -2,410 0,016 -0,030 -0,003

ETA 0,218 0,028 7,830 0,000 0,163 0,272

ENL -0,013 0,003 -4,320 0,000 -0,018 -0,007

LNA 0,346 0,185 1,870 0,062 -0,017 0,710

INF 0,098 0,031 3,170 0,002 0,037 0,158

GDP 0,021 0,019 1,110 0,268 -0,016 0,058

_cons -5,042 2,810 -1,790 0,073 -10,565 0,482  
Table 1. 

Results ő the panel rěression 

Source: Stata 1γ/own calculations 

 

The total capital ratio proved to be sǐni̋icant and has a positive presǎe. The hǐh 
value is not ̋avorably by all means since the hǐher proportion ő the solvency 
capital can be considered as abstraction ő the resources. Żrom many reasons we 
could think that the hǐh proportion ő the capital has positive e̋̋ect on the 
prőitability. The available capital act as a sa̋ety net duriň the investments 
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(Athanasǒlou et al. β00Ř)Ľ thus the ̋inanciň ő the assets will have also better 
conditions. Accordiň to Beřer (1řřő) the increase ő the capital can be a sǐn 
which intended to demonstrate the prosperity ̋or the external environment and 
increase the trust.  

The impaired loans/̌ross loans ratio was sǐni̋icantly něative and means that the 
bad loan port̋olio has an e̋̋ect on both dependent variablesĽ and the hǐh level ő 
capital reserve has a něative e̋̋ect on the prőitability thus the e̋̋ect harmonize 
with the expectations.   

The equity/total assets were sǐni̋icant in case ő both dependent variables. The 
direction is positive so the capitalization has a positive e̋̋ect on the prőitabilityĽ 
unlike the equity/net loans ratio which was sǐni̋icant ̋or the ROAA however the 
chaňe does not modi̋y substantially the value ő the dependent variable. 

The positive e̋̋ect ő the in̋lation on the prőitability anticipates the ̌ood 
̋orecastiň ability ő the bank manǎement. I̋ it’s e̋̋ectiveĽ with the modi̋ication 
ő the interest rate levelsĽ the incomes can increase ̋aster as the costs which will 
result is the context explained in the model (Athanassǒlou et alĽ β00ő).  The 
positive relation between the prőitability and the in̋lation was proved in more 
previous studies (Alexiou and Sőoklis β00ř; żarcíaľHerreto et al. β00ř; 
Pasiouras and Kosmidou β007).  

The net loans/total assets ratio has a něative coe̋̋icient in the modelĽ the variable 
was only sǐni̋icant in case ő the ROAAĽ and the direction slǐhtly ̌oes ǎainst 
the current conclusions since the prőitability will ̌row with the hǐher amount ő 
debt. Accordiň to żarcia and Herrero (β00ř) the hǐher operational costs which 
are caused by the hǐh amount ő debt can be balanced by the ̌rowth ő the prőitĽ 
till the determination ő the interest rates is liberalized. 

The explanatory power ő the model was hǐher in case ő the ROAźĽ here Ő1ĽŘ% 
ő the deviations ő the prőitability were explained by the independent variables. 
At the ROAA it was a bit lower Ľ γřĽř%  

Conclusions 

Our study tried to demonstrate the prőitability in̋luenciň ̋actors on the 
commercial bankiň sector ̋ocusiň mainly on the VŐ countries. In order to carry 
on a deep analysis we examined the data ő nearly 1000 banksĽ in the panel 
rěression we involved Ő6 ő them thus it contained Ő60 observations. The results 
empirically proved that the sǐni̋icant variables were the same like in the previous 
studies in the same sector and period. Duriň the process ő the data several 
̋ormer context were con̋irmed ̋or instance the low proportion ő the impaired 
loans has a positive e̋̋ect on the prőitability because the allocative oblǐation 
caused by the bad payment behavior can have něative e̋̋ect on the prőitability. 
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Our study is obviously limitedĽ the conclusions are incomplete. Despite all ő this 
we hope that our study contributed a bit to the understandiň ő the problem and 
will help to ̋ind a solution.  
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bankiň concentration in CanadaĽ Western źuropeĽ and Japan. Journal ő 
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http://www.napi.hu/mǎyar_̌azdasǎ/mennyi_hitel_elě.610őŘ1.html 
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