CHAPTER IV
PROFIT 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
Guring the period. Thié 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 g more than propeortionate
increase in the expenditure side. We have, therefore,
preferred to exanine this problem of declining babk
profitability through an ahalysis of the 'profit margin'

in the operations of these banks and pave'based our

approach on the logic that 'a decline in the profit

Dargin results a simu;taneoﬁs 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 g mumber of studies such gz
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
Profig is the excess of reveme over expenditure and
the various concepts of profit such as profit before
interegst 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. Thus,

profit margin shﬁws the cogt incurred by a bank ~»
Pex: unid i of its gross reverme. It may be poessible’
that for a given period of time the profit of a bank
magy incregse but its profit margin may fall. For
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.

TwIncome Expenditure and profits of the scheduled
commercial banks for the year 1973", Reserve Bank of
India Bulletin, October 1974, pp.1913-14.
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From the above self explanatory exhibit, we can
frame the following equation (identity) for analysing
the strong and weak opereitional elemeﬁts affecting the
profit margin (PM) of the banks. A high profiit margin
(PM) indicates a low cost p’er unit of total revenue,
wherchs a low profit margin reflects that the institu-
tion has incurﬁed more than proportionate expenditure

~in relagtion to its total reveme.

PM = -—N-E—X 100, or

® TOR »
- OB
U = Qﬁ'@'ﬁ""‘ X 100, or
U = (IE+SR+GR) (IP+PE+RTT+SP+SR) § 400
= (IE+SR+GR)

NP = OR - OB
OR = IE+ SR+ GR and
OB = IP + PE + RTT + SP + SR.

Where, | o

IE = Interest and discount earned -

SR = OCommission, Exchange and Brokerage
earned . . ,

OR = All other earnings less provision for
bad and deoibtful debt after texation.

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 the subsequent part of this chapter, firstly,
we shall exdnine the behaviour of PM in the nationalised
banks during 1972-82 by using the P model given sbove
and subsequently, an attenpt will be made to analyse
the PM behaviour in relation to various factors
influencing the PY of banks during different temporal

spans.

PM Behaviour

Table 1 reveals inconsistency ir the behaviour of
PM, However, the avergge PN of’the fourteen nationaglised
banks has declined during the perioa 1972 to 1982 1In
order to understand the PM behaviour in finer details,
the period 1972-82 has been divided into five temporal
spans depicting more or less a homogeneous behaviour
pattergof PUl during each span. On the basis of the data

available in table 1, we have divided the time geries

into the following temporal strata.

Temporal

stratum Period covered
I 1972-1973
IT 1974-1975

ITT 19751977
v 1977-1978

v 1979-1982.
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Thus, the average net profit of the fourteen
nationalised banks has increased but the average Profit
Margin (PN) has recorded a fall. Therefore, it is
imperative to analyse the data of incomes and expenditures
of the fourteen nationglised banks. The snalysis of data
will explain the factors responsible for fall in Profit
Margin (PM) of the nationalised banks during each temporal

spah.

A close obgervation of table 1 indicates that in
1972-7% the net profits of the Central Bank of India,
Bank of India, Syn&icate Bank, Unién Bénk of India, '
Indign Bank, Indian Overseas Baik, Bank of Maharashtra
and the net profit of all the fourteen nationalised
banks taken together have increased. But the Profit
Margin (PM) of the Bank of India, Bank of Baroda,
Punjab National Benk, 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 g11.the banks taken together have’

deélined for the same period.

In 1974-75, the net profit of each and every
individual bank and the net profit of all the banks
taken together have increased. The Profit Margin (Pu)

at micro and macro levels have also recorded a rise.’



66

N._mo - c.@pgoo

L6 L 6L 99*L  Lg'b 00'z 6Lz 94'2 gL'z L9L 95k S6°t Te30T
¢otz 8¢tk L¥'L  G6°0 L¥O 050 G9°0 99°0 ¢8°0 etk £6°0 VHVI
gb*L LGl 00°2 Gz L8l 29°L 1§32l 16°0 1970 9Ll peqRUB TTY
vo°z €'z OlL*¢  L6*¢ LO*G  l2*9  68'9 LO*S  L9*¥ 8¥ L  2L°0 €01
€60 8L°0 ©0°F tO*L  6L°L  9¢*l ¢Sl 8G°L 29°0 L&O I8l 'S
18°0  16°0 St L ¥l L¥*z  Lg*z  sL°S  9L°e  6L°}L LSTL  ¥Btl ue TpuL
¢6*L  6G'L 98'L 6L°L  86°L lo*ez g2z hL2 6¥L 6Pl 86"l woTuf
$9°L  9L*L  $6°0 ¢lLe2 G2z Pvz  G9°z 982  bL*L  GL*L  G2°2 o380 TPULS
98°0 LO*L €0°L  €¢'b gL 0gcL g8l 6@ g0tz Lo 2L pegTun
6L Pl ¥ L 8L*L Yotz o2 ¥z 9¢*s  LL*L  0¢t2  0l°g 000
oL*L 66°L l¢*z 6% G9'2 92 ¥st2  i8*e  G&*L  es'k  G2*l BIBUR D
ol*z  09°L 68°L 86°2 6%2 9L*z GL*¢ OL*¢ ¥6*L 68"k  P¥°C and
86°L LL°L  90°Z L6°}L 68°L 86°2 8L°z TL*¢ 6L 9L°L  le°g epoIeg
[2°L  2S°L  GS°L L6l 86°L  02'2 92 66'T ¢2°2T  £9°8  96°2 e TpU]
pLelL  92°L  9F*L 89°0 8L°O 26°0 96°0 LO°L 90°*}L 66°0 L9°0 TRI3USY
ze6l  L86l 6L6L  8L6L LL6L 9L6L  GL6L  ¥L6L  CL6L  ZLEL syueq

0861

v

(eFegusoasd ul)

uldaey 3TI0adg

SPUTOaey T830] DUS F11044 4eN 'UISAeR 314044

LAT HTEVLE



67

L2

mmc L) @Pﬂhoo

G6LS LOSH LPLS LGSE 0682 09LZ LL*2ELZ  LG*GesZ  06°6SLL  €0°¢9L 32rLSL Te4.0%
oLz L  ¢kL 09 62 2 26°22 00°8l 00°* Lt 08*9L  &8°¢ VHYI
g9l Lol 3Gk PPL <6 69 95°68 0L*08 cl* 0z GG'oL 96" Ll peqeye TTvV
29 6¥F 9ty 66¢ 8LE L9E  GL*90¢  LL*Z9L  GO*LLL Y& 69°8 g0
Lok &L ¢g 2l 0L 69 19° L9 LL°09 LO* 02 28°zlL  0L*2¢ eus(Q
Ger  g2b 09k 9L P9b 0L LL*s22  60°iL  L8*v¥  2lele  al°ce ue Tpul
082 9¢2 2¢2 l6lL  9LL 9GL 0S*9¥t  LvOvk  L6°GS GL Ly 9l 6g woTug
€0y 64¢ 04L L& 0l 26k  98°28F 22*64l £54°99 GL* Ly VO LY 23e0 Tpudg
GeL LEL €2k 9L CLL 66 80*¥LL  Lg62k  9L°9l 10° L 8¢* 9¢ posTIA
6 V¢ L2 8ca gée cie ¢ol 9.°60¢ LY 602 LG 16 89° 78 82 L6 o0n
LGy Lvv 92  9L¢ Lg¢ 1se  68°2¢e  08°¢sL  LL°2L b9 ¥ 10°* LS BIBUED
66L LGP 00F 0G4 Ove L¥Ee 8¢ 0¥  Lvr9kE  9¢t6Ll  GG*B0L g2t LLL and
G0g &29 L6S 0¢t 82¢ GL¢  t0°62¢  9L°062  £0°6LL  LG*00L 15°¢OL epoaeg
906 G606 2L¥ oLy 0¢¢ 82¢ 09°t2E  PlrO2¢  GE°86L  G6'8SL  PBEYL ©TpU I
88¢ ¢L¢  09¢ OWL  0¢k  ¢hL  SPObL  9G°62L  09°90L 06 PL 2V LY Teajuap
2861 1861 086l 6L6L 8L6L LLEL  9LGL’ gL61 vL6 L ¢L6L  2L6L sxueg
311J0ad 38N

(P3uod) L AT FIAVL



ook ¥ - = R4

all
: YI+ISHILAHEL+ET = XA :
. vOHISHIL ¥ &
*83uBq pasITBUO 3B ,Tedaqy
Z 8 aje ey nuuy . , .
«uumwﬁwmwm“wnppmws@wmwm mmﬂummhmmqmwa»aa © 1e0qm0g sasusdxg Telop - sBujuleg TPRop = AN
€261CC 89LI82 650622 OLOGLL 802l 28k92h S6°LYLYOL §0*Lzegs €L°2i8g 1B°S988Y 8¢ 0888¢ 2301
¥2C0L 9668  289L  LWE9  2¥ES  LLGY ' §Stee¥e  €OtSvLZ vSeLbOZ  26TQeel  GBELL 'VHYR
LIStL 62201 68GL 698G  G96F  L9B¥  66°895¢  G6TCVEZ 6976822 l8TS2LL  ¥6'O0eYI peEqBUUTTY
60922  ¥S26L  P9LvL 2020L  LGYL  ¥i8S  60°CShY  99'802¢  20°60%C  6L-0BSL  SEVial -~ €01
9L60L 9196  LE€8  L¥69 9066 980§  08°2¢h  6L°S08¢  PLISZE  c¥-9sez  Laesoml . mmaq
8, #3561 066£F 2¢0LL 6V 8089 6296 (AN 4 20663 .22°28lse . 2a* 9Lt wo. L2t usjpay
O L8 662Gh 2L¥2E  <990L  6g@S8  O9LL  ©9°8LS9  88-02LG  8O°LYLE 69 ¥5LE  19°SLG) uotun
goste #6102 LOLGL  1S02F  9¢¢6 - 2LBL  ¢1*8069  00°92¥S  LEeheeL  62°6692  L2'%602 93807 pu4s
08LSL  919Eh GGk L¥20F 6098  229L  90°€Llg  LL°960S - 9l°clle  16°GlgE  LE'Zile P33 Tun
SEVEZ - €602 6LBGH B6F2L  69S0L  €8L8 22 kML ©6°90L9 86°69LS  08°€LIC  06° G662 0o
Leegz  l2¥e2  GL¥8L  C60SL  LOLZLT gO¥LL  18°9916  GL°€2Z89  92°69¢S  £°0S9E  E2°L9LZ 8IBIE;
S90LE 19282 9t9lz €989l  S99€L  SPE2L  9L°GLBAL  96°0VG8  GB*2BLLL  OL°Le¥S  93°94et aNd
62LO¥ LLESE  L¥ls2  Lisig ° LYELL  t2ShE  LECHLLLL  LE'S®6  2¥Le9L 85t IELS  02r34&h wpbaag
9l86s  Lee  1e992  €8FIZ  G999F  ZLE¥L  gislechk  09°00L0F 06°0068 2¥°G€09  BO"G¥BP eTy
LYOvS L6S6e  L29¥2  LISOZ  C¥L9L  53G6h  LYTL99bL  GL*O9LZL  95°IL00L QO*ELSL  BLteblY ea1uL0,
., ©86L  186F  C86L  6L6L  8L6L  LLGL  9L6L LG vL6b SLEL 2L61 ey
i(saqxey -8y) .. sSutuxeg 30T . , o :




69

During the years 1975-77, the net profits of the
Central Bank of India, Bank of India, Bank of Baroda,
Punjab Nati onal Bank, Ganara 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, caﬁara Bank, United Commercial Bank, United Bank
of India, Syndicate Bank, Indian Bank, Dena Bank, Indian
Overseas Bank, Allahabed 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, Unitved Commercial Bank, Syndicate
Bank, Union Bank of India, Dena Bark, Indian Overseas

Bank, Allahabad Bank, Bank of Maharashtra and the net



70

profit of all the banks taken together for the saue
period have incfeased. As against this, the Profit
largin (PM) each end every individual bank as well as
all the fourteen nationalised banks taken together have
declined.

The 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.

Expendituﬁe ag Percentage to Totasl Incoue

The above empirical findings call for an analysis of
the various couponents of expenditure regponsible for the
reduction in the Profit Margin (PM). ILet us, therefore,
further analyse the expenditure of nationalised banks.

For the sake of simplicity the total expenditure of the
fourteen nationalised banks has been divided into three
categories, viz. interest paid on deposits and borrowings,
_establishment expenses, and other expenses and for
ahalysis, each category of'expenditure has been relgted

to the total income.

Table 2 shows the percentage of each category of
expenditure of the banks to total income during 1972-82.
The 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
expenges' of the banks have more or less remigined constant
during 1972-82. The ‘interest expenseé' as percehtage 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 ﬁargin

has been due to more than proportionate increase in the

expenditure item 'interest paid on deposits and borrowings'.

Expendi ture Analysis

. An expenditure asnalysis should further help us to
know the relative importance of each item of expenditure

in total expenditure of the banks.

Table % shows the percentage of each category of
expenﬁiture of the banks to total expenditure during
1972-82., The interest paid on deposits and borrowings
of the fourteen nationalised banks taken together has
increased from 51.70 per cent in 1972 to 70.31 per cent
in 1982. The establishment expenses of the banks have
deelined from 36.21 per‘cent in 1972 to 21.04 per cent
in 1982. The rents, taxes, insurance, etc. paid by the
banks h ave 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

nationslised banks has been basically due to an increase
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in the ‘'interest expenses' incurred by these banhks.
Conclugion

To conclude, it can be sald that the profit wargin
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 proportionste 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 0 an
increase in the ratio of 'interest paid' to 'total
income! and ‘interest paid' to 'total expenditure' during



