
CHAPTER IV

PROPIT MARGIN

The average degree of Asset Utilisation, as indicated 

"by the analysis “based on-the AUI model, has increased 

over a period of ten years i.e. during 1972-82 in the 

case of the nationalised', “banks in India. Still, we find' 

from that the profitability of these banks has declined 

during the period. This calls for an analysis of the 

expenditure aspect of banks* operations, for the simple 

reason that inspite of an increase in the earnings, if 

the profits have declined in relation to total working 

funds, it must be on account of a more than proportionate 

increase in the expenditure side. We have, therefore, 

preferred to examine this problem of declining babfc 

profitability through an analysis of the 'profit margin* 

in the operations of these banks and have based our 

approach on the logic that *a decline in the profit 

margin results a simultaneous decline in the profitability*. 
Accordingly, a Profit Margin (PM) identity has been 

developed and used to analyse the behaviour of PM in the 

case of nationalised banks during the period covered 

by the study.

At the outset, it must be clearly understood that . 

the concept of profit margin is different from the
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concept of profit. In a number of studies such a 

conceptual mistake has been done by the scholars, where 

they have used the concept of profit margin wrongly and 
have analysed profit data, for profit margin analysis.1 

Profit is the excess of revenue over expenditure and 

the various concepts of profit such as profit before 

interest and taxes, profit after taxes, profit before 

depreciation, etc. are being used for various purposes 

by analysts according to the specific purpose of 

analysis. Profit Margin (PM) on the other hand is the 

relationship of profit with operating revenue, fbus, 

profit margin shows the cost incurred by a bank p'-.r

Kjvxrir.i: of i ts gross revenue. It may be possible' 

that for a given period of time the profit of a bank 

may increase but its profit margin may fall. Por 

example, the net profit of Indian bank has increased 

from Rs.128 lakhs in 1972 to Rs.135 lakhs in 1982 but 

its profit margin recorded a fall from 0.91 per cent 

to 0.87 per cent respectively.

Using the above concept of PM for the nationalised 

banks a profit margin (PM) identity is given in Exhibit 1.

1"Income Expenditure and profits of the scheduled 
commercial banks for the year 1973", Reserve Bank of 
India Bulletin, October 1974, pp.1913-14.



EX
H

IB
IT

 IV* 
1

PR
O

FI
T MA

R
G

IN
 IDEN

TI
TY

PM
 = 

P
R

O
FI

T M
A

R
G

IN
 

N
O

T*
#5

 NE
T O

P
E

R
A

TI
N

G
 PR

O
FI

T 
TO

R
 «=

 TO
TA

L O
P

E
R

A
TI

N
G

 RE
V

E
N

U
E 

TE
 *= T

O
TA

L EX
P

E
N

S
E

S
 

IE
 = I

N
TE

R
E

S
T A

N
D

 DI
SC

O
U

N
T 

“*
 EA

R
N

E
D

S
R

 * C
O

M
M

IS
S

IO
N

 EX
C

H
A

N
G

E AN
D

 
B

R
O

K
E

R
A

G
E E

AR
N

ED
 

O
R

 = A
LL

 OT
H

E
R

 EA
R

N
IN

G
S L

E
S

S
 

PR
O

VI
SI

O
N

 FO
R

 BA
D

 8, 
D

O
U

B
TF

U
L 

D
E

B
T A

FT
E

R
 TA

X
A

TI
O

N
 

IP
 - I

N
TE

R
E

S
T P

A
ID

 ON
 DE

P
O

S
IT

S 
A

N
D

 BO
R

R
O

W
IN

G
S

 
P

E
 = S

A
LA

R
IE

S
, A

LL
O

W
A

N
C

E
S

,
BO

N
U

S,
 P

E
N

S
IO

N
S

, E
TC

. P
A

ID
 

R
TI

 » 
R

E
N

T,
 TA

X
E

S
, IN

S
U

R
A

N
C

E
,E

TC
. 

P
A

ID
ST

 = 
S

TA
TI

O
N

E
R

Y
 AN

D
 PRI

N
TI

N
G

 
EX

PE
N

SE
S

P
R

 » P
U

BL
IC

IT
Y

 AN
D

 PU
B

LI
C

 
R

E
LA

TI
O

N
 EX

PE
N

SE
S

 
(-r

) *
 DIV

ID
E

D
 BY

 
(-)

 - 
M

IN
U

S 
( +

 ) -
 PL

U
S

ro



65

Prom tbe above self explanatory exhibit, we can 

frame the following equation (identity) for analysing 

the strong and weak operational elements affecting the 

profit margin (PM) of the banks. A high profit margin 

(PM) indicates a low cost per unit of total revenue, 

whereas a low profit margin reflects that the institu

tion has incurred more than proportionate expenditure 

in relation to its total reveme.

rapPM s X 100, or

PM = — —■ 2 100, or

-dm ( IB+SR+GR)- (IP+PE+R1I+SP+SR) „
* (jE+SR+GR) X 100

KP = OH - OB

OR = IB + SR + OR and

OB = IP + PE + RH + SP + SR.

Where,
IB = Interest and discount earned
SR = Commission, Exchange and Brokerage 

earned. . , ,
OR = All other earnings less provision for 

bad and doubtful debt after taxation.
IP = Interest paid on deposits and 

borrowings.
PE = Salaries, allowances, bonus, pensions 

etc • paid.
RTI = Rent, taxes, insurance etc. paid.

SB = Stationery and-printing expenses.
PR = Publicity and public relation expenses.
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In tbe subsequent part of this chapter, firstly, 

we shall examine tbe behaviour of PM in the nationalised 

banks during 1972-82 by using tbe PM model given above 

and subsequently, an attempt will be made to analyse 

the PM behaviour in relation to various factors 

influencing the PM of banks during different temporal 

spans.

PM Behaviour

Table 1 reveals inconsistency in tbe behaviour of
t

PM, However, the average PM of tbe fourteen nationalised 

banks has declined during the period 1972 to 1982^ In 

order to understand the PM behaviour in finer details, 

tbe period 1972-82 has been divided into five temporal 

spans depicting more or less a homogeneous behaviour 

patternfcf PM during each span. On the basis of tbe data 

available in table 1, we have divided the time series 

into tbe following temporal strata.

Temporal
stratum Period covered

I 1972-1973
II 1974-1975

III 1975-1977
IV 1977-1978

T 1979-1982
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Thus, the average net profit of the fourteen 

nationalised hanks has increased hut the average Profit
i

Margin (PM) has recorded a fall. Therefore, it is 

imperative to analyse the data of incomes and expenditures 

of the fourteen nationalised hanks. The analysis of data 

will explain the factors responsible for fall in Profit 

Margin (PM) of the nationalised hanks during each temporal 

span.

A close observation of table 1 indicates that in 

1972-73 the net profits of the Central Bank of India,
f

Bank of India, Syndicate Bank, Union Bank of India,

Indian Bank, Indian Overseas Bank, Bank of Maharashtra 

and the net profit of all the fourteen nationalised 

hanks taken together have increased. But the Profit 

Margin (PM) of the Bank of India, Bank of Baroda,

Punjab National Bank, United Commercial Bank, United 

Bank of India, Syndicate Bank, Union Bank of India,

Indian Bank, Dena Bank, Allahabad Bank, and the Profit 

Margin' (PM) of all-the hanks taken together have 

declined for the same period.

In 1974-75, the net profit of each and every 

individual hank and the net profit of all the hanks 

taken together have increased. The Profit Margin (PM) 

at micro and macro levels have also recorded a rise.
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During the years 1975-77, the net profits of the 
Central Bank of India, Bank of India, Bank of Baroda, 

Punjab National Bank, Canara Bank, Syndicate Bank, Union 

Bank of India, Dena Bank, Indian Overseas Bank, Bank of 

Maharashtra and the net profit of all the banks taken 

together have moved up. But the profit margin,; (PM) in 

case of an every individual bank as well as the profit 

margin (PM) of all the banks taken together have 

declined.

Also, in 1977-78, the net profits of the Bank of 

India, Canara Bank, United Commercial Bank,'United Bank 

of India, Syndicate Bank, Indian Bank, Dena Bank, Indian 

Overseas Bank, Allahabad Bank, Bank of Maharashtra and 

the net profit of all the banks taken together have 

increased. But the Profit Margin (PM) of the Central 

Bank of India, Bank of India, Bank of Baroda, Punjab 

National Bank, United Commercial Bank,;Syndicate Bank, 

Union Bank of India, Dena Bank, Indian Overseas Bank, 
Bank of Maharashtra as well as the Profit Margin (PM) of 

all the banks taken together have recorded a fall.

Again, 1979 to 1982, the net profits of Central 

Bank, Bank of India, Bank of Baroda, Punjab National 

Bank, Canara Bank, United Commercial Bank, Syndicate 

Bank, Union Bank of India, Dena Bank, Indian Overseas 

Bank, Allahabad Bank, Bank of Maharashtra and the net
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profit of ail the hanks taken together for the same 

period have increased. As against this, the Profit- 

Margin (PM) each and every individual bank as well as 

all the fourteen nationalised banks taken together have 

declined.

Pbe above analysis of profit margin, reveals that 

the average net profit of the banks during 1972-82 has 

increased but the profit margin of all the banks taken 

together for the same period has declined.

Expenditure as Percentage to Potal Income

fbe above empirical findings, call for an analysis of 

the various components of expenditure responsible for the 

reduction in the Profit Margin (PM), let us, therefore, 

further analyse the expenditure of nationalised banks, 

lor the sake of simplicity the total expenditure of the 

fourteen nationalised banks bas been divided into three 

categories, viz. interest-paid on deposits and borrowings, 

establishment expenses, and other expenses and for 

analysis, each category of expenditure has been related 

to the total income.

fable 2 shows the percentage of each category of 

expenditure of the banks to total income during ,1972-82. 

2?be share of establishment expenses in the total income 

of all the banks taken together has declined from 35.51
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per cent in 1972 to 20.17 per cent in 1982. The 'other 

expenses' of the "banks have more or less remained constant 

during 1972-82. fbe 'interest expenses' as percentage to 

total income of the fourteen nationalised "banks taken 

together have recorded an increase from 50.70 in 1972 to 

69.21 in 1982. Thus the decline in the profit margin 

has been due to more than proportionate increase in the 

expenditure item 'interest paid on deposits and borrowings'

Expenditure Analysis

- An expenditure analysis should further help us to 

know the relative importance of each item of expenditure 

in total expenditure of the banks.

fable 5 shows the percentage of each category of 

expenditure of the banks to total expenditure during 

1972-82. The interest paid on deposits aid borrowings 

of the fourteen nationalised banks taken together has 

increased from 51*70 per cent in 1972 to 70.51 per cent 

in 1982. The establishment expenses of the banks have 

declined from 36.21 per cent in 1972 to 21.04 per cent 

in 1982. The rents, taxes, insurance, etc. paid by the 

banks hare declined from 3.82 per cent in 1972 to 2.78 

per cent in 1982. Thus, the expenditure analysis 

reveals that the increase in the expenditure of the 

nationalised banks' has been basically due to an increase _
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in the ‘interest expenses* incurred by these banks. 

Conclusion

To conclude, it can be said that the profit margin 

of the nationalised banks has declined during 1972-82. 

The decline in the profit margin of the nationalised 

banks has been due to a more than proportionate increase 

in the expenditure of these banks and the item 'interest 

paid on deposits and borrowings' has been mainly respon

sible for growth in the expenditure of the banks. Thus, 

the profit margin of the banks has declined due to an 

increase in tbe ratio of ‘interest paid' to 'total 

inccme‘ and ‘interest paid' to 'total expenditure* 

1972-82.

during


