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Bernloy is a derived tersm from profid omd in
aceounidng cenne hoth The tem comvey wore or leco the sauo
mooninge Thers esc verlants of the concept of eamipgs od
these vorlonds gre vsueily denoted by terms likos nel cuvroat

SArnLngE, Srocs eerninge, net furplug, Sroos sarplue, et

toa

profit before tnzes and net profit affer taxco @"mﬁ Lnmilng
of & bar is nuwedlly defined in e woys 4

(1) Totol eawnlzng befove taxes reprosents tre difforace
betveen toital ineome and todel ocupenses.thisz is reforved t&
&9 pot opersting Inouie O Bet curren: reveaune or et eornlings

(i1} et copnine afbter taRen or pvofilt alter tazmes oy
et vrefdt can be derived ofter makins adjustmsnt o web carrent
earnirgd to provide for taxes on pooill, loose Do xocoverled
an loons and lavestoeud due W bad ane woubtful debi.
ie defirdelon of eqwning in a benk r@,ﬁ@m‘cﬁ,eé @ore or

lesp $ne dofivdilon of proflt in other aupiricel ohudies
) .
b .

to incustry {(see Hingh axd Valitisngion™ ad Bhiglere)

I thecs ©tetics vrofit is deflied in teoo wayes (1) Gross prolis

ropresents the dis forsuce between todal lugpume mid total

pxpenses ond {11} ned profit coupwises groos peodly wlmme

iuterost charges almu {axes.

.
&
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in e wiy, ewrnings ab branch level ulso roflect the
Qifferape beitusen toisl ev.is and obel coote Todal iucone
© ocopprises of {i} intercet dncume md (11) uonsinterent incono.

3 a

wigilerly, t0tal cost conprises of (1) dnterest ooy and
{311) nou~inverest coobe Howelrnterost incoke dendben iucone .
goyned shrough omnlssion voervicee charges,cte. Non-interest

cosds inclwie woge~-palary ©ovlt md other ot

The diiference boiwesn indorest capmed wd interest poid
is colled spropl, Wherons e 4ifderence boltusen non-intespod

coot minun noneinterest Inoae o defined np burden. bhe

-

s

difforonce boivween dhe ppresd and burden are icportant in
uwagerstoniing md determioing the net profit orx loss of the

hraachese The behavisur of sorond and burden wiih regpect o

volune of buginess for the yesr 1979 ig ohowm in Teble 4a%s

0 ordern 'i;*:: aove 4 gorreet edtimnie of oarnings ot
bronch level, two odjustnents ore iupordant (o) Ad Jusbmend
of bead sSfice imberest and (b) wdiustuent for ovevhesd

SRPHISe.

vho nped for beafd oilice interept sdjuswuert oripes

el

-
[

7

3
gut of the foch that wronches get indterost frow hmed office
on suwwplue fundp traucferred fron branuches to ol officas

Ur thEs tramise of funds, rurol asg wrb brouchsn pet

wiifors 105 paic of inbtorcot frow heod 4f i‘lwg clnilonly,
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brenches bave to puy intercst on bozvoved fundo foom head
pEfions Bh the borroved Tunds, rPurd and Couienrban hranches
are requized t poy 108 vele of intecost oy branchso Loeats
“in urben end meiropolibon wren wee reguirved o fmy 123 robo
of intorests Yumetloe, i1 1o argued thob tesd oifice intevesd
adjustuent is erblirery i0 ibé pepne ot thic gygton does
st give due welphtoge t0 deposlt beavy and cdvesce beovy,
’E:maxmmma Bud 1% would appetw ghok 0o mokleg sy cdjusttont
would be more erbitrazy &s the senve thot it wuld mwi glve
due welghtage B she ovessil Dusirgun e.i’.’é‘ezx:f%ts of » brauch,
when ouch an efftrt 16 of ¢ gpeclalived uebures Yor czanple,
gerbuin branch wey, due W 3te porbioulsr viromment and
cireupstonces put mre eifords ipn moblisling wpﬁmﬁw and
iending coblvifics sey be velobtively less. I head offics
Interost 1o notw creditel o the branch Dr all 1ty offorts,
\iﬁ pill bove 49 ghow & negoiive curnings On this am ia&wmim,
For Hhe purposes of this ofudy, 4% heo beon decided to e
aijuotoensn Dx bheed sPfloe interend md theroefter cel aulote

the earulags of the Lrancbods

Toblae 4.1 phowe %;?ga“ # the Bepd office intercst is nst '
sajusted (oolumm o) ollbronches in our ssmplo would show 10206G
With tho adiusigents o8 hsad offloe Interend, ooly the ouedlaer

%;mm&mﬁ obow 1psses (Column 8)«



b} Vesrtain overbeood exrensen ave imourred of e hend

P

fice level &ud bence are wi ghova in the branch account,

o

hough they beve o besring on the businest of the brouch.

e

‘duch oveorbeod sigpensss gre director's d loosl cunmitice
mesberts fodo end ollowomnses, lavw onavgesu, ondlt foen, texes
on profid, wenlua o Fepesit famzance Gorporsticn of Ludds,
gtos $hebe sEpecied are wof cppor¥lonsd o the brocohice md
heaes are 1.0% shows I browmd scoownte Yipes Badr of Boaroedo

ie bewins over 1500 branches of vazrdous cloe and voricus Jevel
of bueinee’ md we ave studying only 221 branched ol ithepe
total trenshes, wo tre not W o positivn o, opyortion Dree
gigely these overheed exueudsd. Heucu, Lov the purposen ¥

the prement atwiy, Lrasch ssmings bave it boe adlusted fop

¥
theso cryences. Iu thisn pense, thege edvralipg ure ddighily
overestlnoteds Hven if we & Sonme sdjuntmeni, 4% wuld be
Condy i proporbion 0 the wiag of buslaoses of theo braunchess
i beosgoe would net have any betring on ooy ooncluslon porbe i~

ing to the economies of pedle and efficiangr.

Tho coucert of ecuming of bhe Lranch ond iko -depivation
fron variocud heads of ascooucts ig deseeibed in Wable 4.2
Por pwpmsoe of further anelysis, swonlsng begs boon expeessed

amming 0 voluno of vBuasilnmen. Heogefopth, fop the

&
9y
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ratio of
4

aie of comvenlence, the word earnisg o used, laptesd of

o

2atic of eaundnz o wiuse i bus
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{4 ) Grope supdlop = Yolol
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) Interest peid to Head
Office on borrowed fonde

5

fron hond of Fioe

(

ot Uopd GELFfice Inter

g lustitutises

$2)  Totel Ineoas

{s} Iaterest o Dlsconueim
Lnoome

{p} Commicoion end Exchanse

& OIS

(el Cthor I1ncCuoe

Insone - Tobal Lxpengcoh

Inborent frow hesd officy
on purplus funds fronaferw

reld o bosd offioc.

(1)

atercft recclived foow hend 0fflce
Intorced peid 16 hend 0LL1c0.

Lo [ . N B 5% 2
£y arniren ¢ b . ) . . - , o
Vo) BRIDSIED O TAT o Uroos $uwrplus 4 ¥et bead office
LrnIeh intevoet
dosie of garnisng o volume of huoiness indlosies threo
thinges Pirstly, it Indisaes branch'o ebhilily o generats
morae. This 18 in view of ths faeb thod in terost imeous of the

2]

e

Y

faven

%

(4 "; Tl

fantore, namely londing ratep



é:zzwm cd by tue deverve Bunk of <ndis, polioy foxr providing
ginbutory yogulad ioue on priovity nector Lowmm, loans to be

T provided 0 wesiey sectlons of the sovdety under differeond
sehigng, food srogurrenent Lisunciay, geieyel nonetary sad
credib=conditions provalling in the countyyy dooue-mix of rurel

sl webon brangisg, et

wgoondlys 4t inddcates bpraneh's obilidy to condrol
operiting enste Thin is boomuse ntorect oY on deobonite 18
soverned by dhe Heoerve Mewd of smuids L.erest »ate poliey
porteinin: W depociie ol therefore IV Lls ouiodde the pervisw
ox bodo's pereogenente

Thipdiyy 1%t showe hon bheed offl ce drntercgbl edjistoond

, e ald anmd
aiffeets the overnil profitaliility/wrbon branohof.e Yot

1etd effios Interest oad.ly Gopemis o beo product-uiy of

m
£

curd and uzbaa  bronchen. If tho branohes oro wepntids heawy
brasetes, teir neb head of ice intaress vwould Lo positive

gad 2 3no Waschss gre asivaves hesy, thelr net noed offioce

A e e ¥ T ", S uypy ey ¥ g
Laharent woul & bo negodlive.

Zerndng ot btue braneh lovel, thoveiore, Gepenis om all
foctors $het wnilueice gross ouwrddus and uoet hesd office
intereute Glven the wolune oy buninend, bigher grooy uwplug
and net boel ofddce ntesept Lacigaic blgbor offiniency of

o DeLoch.
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- i3, v X By 4 g
4ol Blueeluming delntionshiv

Enblon 44D onn 454 show oilople awerase mmd rolotive
disgeraion in sormings in diiferent sise groups of all,

uead ahe urbsg braunches for 1976 &g 1979 roppootlvolys

3
ke

exprenacd in peroeniane, indlcatle

4

The mean voluo of carnlugy,
overage eorninegs i dlfferent sloe geoupe oFf all, rursl ansd
urban branches. Yhe eoofficiknt of varistion shows deviatisn
Tron tho Aam val o 0F eopnings elibin lfferent sice geoup

2

- o8 branchece
Following conolusiong ara deown o0 Bbled 4¢3 ond 4ad.

{17 2% in engevent frow she faileo ied oo the sise of
the broavchos lgerecns, the wvotlo ¢f copming o vwoiune of

bunlness has 2 erdency tv iacronfe.

{1i) It pen be seen dhet Shourk the wenn velue of
gwmpings  An 50 BADe £rou Lu pupal o uebon Gracsghed are

nogatiw, powrd Jive relutiopohip beduvon ernlng end vige i

shoesveda

) {iik; Ynough no Sefinidte compariscs o&n Do uiie poyaiding
e efficiency of fural and vwreon bracbes =26k respecs 0

“@

emrnLisRy yob, within couprrtinle mlse goouidy {(ieoe 10=50
lakl, 59 labbel crorel average edmings ore fowd i be
Ladtiy e CFOXe ) Verege v LB A

highey in rurd bhrancbeds
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LHarentmsine~anonns = 1972,

Bronott pise Hoeny

‘{”ﬂ?mﬁe of Beoinesol brane  of businecs(
i loihe ond o res ghres nenn

of rupecy)
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10-50 1okh
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50 lakth=-% crore 34 - FoZ2
L] ererm 17 + 1o37
411 Brenches 126 - 205

- g

IHEAN R ST

050 rekh ‘ 14 + 1P
50 lokhel cror 13 - Ust
15 crore 48 e Tel4
Gl ororo 3 S Ny
Above 10 grove & + 3 a4
»13 beacches . 5 $ Dol
41 brogches
Leco than 10 kb e =14 o837
1050 leh hd - ZeUl
50=1 erore 4y 4 Tatih
1=5 grove 02 - 1719
G=1) groze 3 - 129%
Above 19 crore i 4 o448
&1L wreIens Aty w{Gotidl

vartetlom

K% 15
~1u56
@19?8
+1a52
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+1229
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dutes o rueal %rn,aha39 vers are no brs
buciiesns ove 9 orore pupoedy and in
G hxamerca hove boesg reportsd belsy the voluwn 5F
buuisenn of loss than ?LA%;& TUPGBCS.
Spureeileloiloted or the basis of 1072 dste gl
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foble 4.4 ¢ Divnle fverare god delative Jdsposgion i Tocalnes
in Bifferent Bloewbroups = 1973,

Troned pize Hae0d Rotle of Toralyy to Volune
{(Volune of dusiness) R 9 2 sal{in Percentose)
in lacho and orores chiag oY) Loeiiicient o
f‘ m@sgaﬁ} vopiat ma

1 -‘§ FOYC ) a2 34 7 553
A3 %u: oy 143 - o 23 o B

bl e
U.’stﬁ« Al Beda Aol z;.«-s, . .
f,ﬂra}mwﬁ._ : .
TR W 7. & £ Y fo‘f} hade I zl(}g.

AW
<
[ o ‘u
g o
i
%)
3
_—
3
7]
&
L
&
S el
@
G |
&0
-] »
Rt
AT
A ;
o wmad
L 4
LG
PO T

i=% crure
5=10 crore
ibuve 18 erore

411 brosehes ' B Y eBU 176

B o
- S
D
L4
53
P
!ﬂ

&3 dranghes 4

Lege thex 10 1dd 19 e w} al3e
10=50 Lath 67 -5 =} 5%
H0=1 eporn Ly »0e 30 9058
1= crore » 7 S-PN N v 248

Sei i arore 5 7 e3% 40605
Abuve 10 crogo 5 7«59 +0e45

51X prouekes 281 $Ue 20 =357

Cinte: There we po branches in rursl aves Jdulng tho busineso
phuve S orore, awd 0 beasshes m:,;::’czz. ares doleg the
tusiness below U Labkh rurcabe.
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{iv} 1t io pbserved frsm the fableo ot since thore sre
wide fluctnzaiisnp in cornings, no eongiodency 39 Been in dise

parison of esrning® omoag 6ificrend pise groups in rurel and

urben branches. Thdt I8 ® sgy Lroackes withaxn differmt sing=

-sreups are oot homogengous in terne of earning D.

4

£y

Gn the basis of shbove malysic, followlim uwpothenls ig

pustnlateds

Yasre 8 positive relatlonshiy beilveen size ondé eorning
8% brasob levels In othey sms*ciis; gvarage oerning hue o tondengy
¥ inerctse with the ineroease in sime of rurar znd urban
branchens Yhus, econcmies of sosls nloo oxint in borew of

earningta

%3
2
g

Cranely” ia bis study huo exemired oupiriest iy the

fpolationshiy belweén clge @l eurming Wih the help of

multigle rogression andysis. Ho found ot the cueffic lemt
Tor size vapricble was pooitive, Hiat iz o ooy, the vatio

sf ot eurning 4o toisl waﬂea@ iéﬁiﬁ@z&é&ﬁ“ﬁ%ﬁ?i&%ﬁ;@} inerenseld
&3 e bonk zize lncreesed. Bonk sigo md othoer explonmory
voriohien acgounied for &% mor cent of verdoilion in net
eerning rovio. ALL independent varilabieo pere stotistically

pignificant & Y per cent leovel.

1
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45 lLeprespisxiocdelp For Usderptomiine Bise-lerping Nolutisnship,
¥ollowimgy lincer, seui~logoridthmic snd double~log
L

functiony have been {itited fur exemlug slge-sswmivy velatlonship

oy a@ll, rurel and wrbon broenohe de

-

4 b, *
Yea+bDlogxsu

R

)
343) log Y= logav blog x e+ u

¥ = atic of esrniny tv volume of businees {in peroendege)

4]
f

Voluze of busineos rofropeniing olpe (in lokbs of rupce)
a = gombont
b = degression coelficient of =

7o Brror boros

Ezq@mig s 1) ‘ axesines the Uypothesis ot sspulng ia
linsar fanetion of vizne, levw, volume of busicess {(Xxis ¥hip
lincar form postulud-o thed oornings chonge by o fined amount
{osapured in ratlo fomn which ooans Percentoge point) fLor any

given change in sizes

Squedious (14) L5 seni-logorihimie funchtion, whers oin

vepriabie (®) 1o ouprogood io couwson logarlibue This Tunotiun

o,

hy vothesisen thet & givon progordimmace chanee In gise causes
the soue apsoluic churses In cgenlonws Iwn other woids, it

imelics that abocluite ohemge in pornlns tend to Lo n diregt



funebisn of vroperdionuis voriation &I nige rather thnn the

ghoolute euoundt of ouch variotions

Bguntiorss (13i) in double~top functions Ghis functlon
enbodies the bypothesin thot o given perocniepge change in
pize leads By = certcdn porcentage chanpe i cwvnligsd et ell

lovels of elze anl @Qraingbe -

Forninga bove Lopn exenired with Wie hekp of linoar,

peni-logorithnic md double~log funcetions for oll, murd and

8

urban brapcbrg fop 1575 and 1979. Zho remul e for llueor, cenle

~logapithnie one double-log funotlons are presgented in tobles

% obiy Lal o 447 r&ay&e'&i’ml&*.

Linger Relaiionshin

Uhen earning 1o regressed on sige Libdlrg lineay woded
for oil, rurcl and uebon brondies in 1978 sod 1979, followin
conclusdons are derlvads

{1} it cen be soon frou toble 445, thad the regressisn
goeiXdeiont b, is found w be cipnificani oioticnily with

exnecbodl wealtive sisn v gurdl, woan wd 811 brenches

excerh A urbal branches in 1976

Phus, sconowiss of gesle ere fouwnd in vwral, udben end |

e

all brmzches In ters of egrmliass.



(4% 1% is oiso apmoront fTon the tablo thoh dn rupsl

brozohes sige mod ewrnins reletisnship is belter explained
whigl the help of thiv funcbion. Ynls con be seen Lroa the
&y

dogrue of explesrgtion providesd by R%. The value of B™ in

rurcl brenehes dn 1973 snd 14979 i C.1088 and 0.1953 rospeg~

79

tlvely. )
Toble 4.9 & Bipe~darniz: 2 &Zﬁ’ﬁﬁﬁi&!"& deguttue Livear MoGol.
Uobegory of Yoor £ b 0 Perlortdo
brenehk o A
Hurel Brosehes 1978 25321 003809 0.10368% 1644350
(£etiSe ) C {1,955)
BTy =2.0721 D,0258%% 041253 1945380
‘L" v‘fﬁ{b(:f) { 'i [ 1 iﬁ‘;ﬂ}
Urboa Brenches 1572 QeutRG U.0004 De U1 59 1103
{1052} (175}
G A2 e ‘J‘ﬁa;‘f‘?‘ . Qg U4 B 3eT54 0
{19570} {14701
411 Brasches 1972 =1.0078  Go00RT#  GeiB0%  4.2957
{205 {(1.29%)
] i;?., el 6255 Qq\iﬁéﬁ@wfj 2058 2%%  FLTALD ‘
{2.7620) (1,19}
notar

&

i g'i;gng.i‘é. cant 6% .1 Doy cent level.
2e ¥ Bignificent nt U per ount level.
9 Figures in pareathesis below regreveion ccolilelent wre
¢ velnons ang bolow Fepatis sbowus a egren v Droodon.
d
£ %

adiviiusl weaoseh doke S TvTo aad 19579 wore used fop
running regrension. -
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it wey bo gsnciuded, tharefore, Shat olssesgarniug

ot

relotiopslip o stromprey i tepms of todtdd explamtion, i

Pupal, brovichen thon uwrbol: RatcheDs

It scets thet e oluple linesr spdel fo not a ‘good £13°
£or expleining the variation in enynings. Hovover, the lov
conkue of 2&2 ey perhsps be Gue to aon=-llaese relatioiship
betueen ize il emrning. Sherefors, to inorove ﬁiéeve&miag '
- reiobisnchip, senl-logerithinie and double-lop rogrosvione

bave boon tricds

- Bomi~hooeritimie Punction

Yo explore fizther the relationubiy belwoen sise and
emrning, venle-logaritioic funeblon, of tho Lfors slateld In

equations (1i) 16 fitteds The resnlte for ail, rumi oud

wrhon brambes see glven in Lobie fetbe
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