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INTRODUCTION

The banking industry, one of the most important instruments of the national development, occupies a unique
placein anation’seconomy. Profit isthe main reason for the continued existence of every commercial organization
and profitability depicts the relationship of the absolute amount of profit with various other factors. The main
source of operating income of a commercial bank are- interest and discount earned, commission, brokerage,
income from non-banking assets and profit from sale of or dealing with such assets and other receipts. The
expenditure broadly consists of — interest paid on deposits and borrowings and non interest cost or charges
incurred on staff salary, stationery, rent, law charges, postage, telegram, telephone etc. In this context, some
attempts have already been made at individual aswell as at the official level and various aspects of commercial
banking profitability have been discussed. A brief review of these studies is given hereunder.

REVIEW OF LITERATURE

Verghese, SK. (1983) has measured the profitability of commercia banks (public sector banks, private sector
banks and foreign banks) in terms of gross profit, net profit, operating margin, gross yield on assets, spread and
spread ratios. Vashisht, A.K. (1987) evaluated the performance of public sector banks on the basis of branch
expansion, deposits, credit, priority sector advances, DRI advances and net profit. For the study, the researcher
ranked the banks as excellent, good, fair and poor using composite weighted growth index. In their study, Bhatia,
S. and Verma, S. (1999) determined the factors influencing the profitability of public sector banks in India by
making use of ratio of net profits as percentage of working funds. They concluded that spread and burden play a
major rolein determining the profitability of commercial banks. Chandan, C.L. and Rajput, PK. (2002) measured
the performance of banks on the basis of profitability analysis. Sangmi, M. (2002) in his study has suggested that
the position of operating cost can be improved with the introduction of high level technology as well as by
improving the per employee productivity. Qamar, F. (2003) in his paper examined commercia banks in terms of
endowment factors, risk factors, revenue diversification, profitability and efficiency parameters. Sudan, M. and
Bali, M. (2004) have made an attempt to find out the major determinants of profitability in banks. Kohli, H. and
Chawla, A.S. (2006) made an attempt to analyze the emerging trends in profits and profitability of four banks,
two each from Public Sector and Private Sector Banks. The variables like interest income, interest expenditure,
non-interest income, non-interest expenditure, total assets, operating expenditure, deposits and advances have
been used and Trend analysis and ratio analysis have been employed. Rajkumar, PK. (2007) used the data
relating to Income, Expenditure and Profits .He calculated the ratios relating to interest, expenditure, income and
operating profit to examine the profitability of private sector banks. Uppal, R.K. and Kaur, R. (2007) emphasized
that cost should be properly managed to improve the profitability of banks because the net profits were affected
by the increase or decrease in operating cost. In the light of existing studies, the present paper aimed at the
following objectives:

OBJECTIVES OF THE STUDY

The study is aimed to achieve the following objectives:

1. To anayze the profitability of public sector banksin India.

2. Toidentify the factors responsible for good or poor profitability performance.

DATA AND METHODOLOGY

The study has been conducted with reference to the datarelated to all public sector banks (SBI and its associates
and nationalized banks) operating in India. The public sector banks have been studied with the belief that they
hold the largest market share of banking businessin India. The reference period for the analysis of the data has
been taken from 1997-98 to 2006-07. The data for the study purpose has been taken mainly from ‘ Statistical
Tables Relating to Banksin India published by Reserve Bank of India. Ratio analysis has been used to evauate
the profitability performance of public sector banks and following ratios have been calculated:
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e Interest Income to Total Assets.

* Interest Expended to Total Assets.

» Spread to Total Assets.

e Non Interest Income to Total Assets.

* Non Interest Expenditure to Total Assets.
e Burden to Total Assets.

e Net Profits to Total Assets.

ANALY SIS OF DATA
The following statistical tools have been used for analyzing the data:
1. X=X X/N
2. 6=VEX2/N)
3. CV.=(c/X)* 100
TABLE 1.1: INTEREST INCOME TO TOTAL ASSETS (%)

SN | BANKS | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | MEAN | SD. | C.V.
1 SBI 884 | 859 8.49 824 | 85 | 827 | 747 | 705 | 728 | 6.97 798 | 0.71 | 885
2 SBBJ 998 | 942 8.95 914 | 873 | 797 | 777 | 743 | 714 | 7.26 838 | 0.99 | 11.87
3 SBH 9.74 | 9.30 9.56 923 | 867 | 791 | 722 | 666 | 677 | 711 822 | 122 | 1484
4 SBIn 9.95 | 9.98 8.92 863 | 883 | 867 | 802 | 657 | 639 | 696 829 | 1.29 | 1556
5 SBM 1045 |10.14 9.66 972 | 938 | 915 | 768 | 7.09 | 696 | 6.73 870 | 142 | 16.38
6 SBP 9.75 | 9.38 9.51 938 | 868 | 828 | 702 | 677 | 597 | 6.68 814 | 141 | 17.29
7 SBS 9.66 | 941 9.25 89 | 899 | 832 | 762 | 752 | 712 | 7.10 839 | 098 | 11.72
8 SBT 10.75 | 9.34 9.32 908 | 882 | 832 | 725 | 696 | 7.21 | 745 845 | 123 | 1454
9 ALLB 927 | 915 9.36 937 | 918 | 916 | 769 | 7.06 | 681 | 7.22 843 | 1.09 | 12.88
10 AB 992 | 911 9.12 920 | 969 | 889 | 825 | 697 | 658 | 697 847 | 121 | 1433
n BOB 9.10 | 9.23 8.91 909 | 840 | 798 | 722 | 679 | 622 | 644 794 | 118 | 14.87
12 BOI 849 | 851 8.45 893 | 803 | 774 | 683 | 635 | 626 | 648 761 | 1.03 | 13.52
13 BOM 930 | 931 9.64 89% | 931 | 835 | 684 | 720 | 793 | 6.98 838 | 1.08 | 12.83
14 CB 887 | 9.75 8.92 846 | 882 | 811 | 704 | 686 | 656 | 6.85 802 | 111 | 13.88
15 CBI 931 | 929 9.04 903 | 885 | 888 | 799 | 759 | 721 | 6.70 839 | 094 | 11.22
16 coB 9.16 | 9.05 9.57 916 | 824 | 800 | 755 | 663 | 648 | 651 8.04 | 1.20 | 1491
17 DB 9.92 | 10.05 9.42 958 | 907 | 879 | 783 | 7.18 | 6.63 | 6.74 852 | 1.32 | 1547
18 1B 753 | 7.58 8.07 788 | 758 | 716 | 681 | 654 | 7.06 | 7.63 738 | 048 | 648
19 10B 9.26 | 9.40 9.07 922 | 895 | 847 | 793 | 778 | 742 | 7.09 846 | 0.84 | 9.97
20 OBC 986 | 997 | 1002 | 1019 | 942 | 969 | 805 | 6.61 | 699 | 6.99 8.78 | 145 | 16.57
21 PSB 935 | 9.30 9.50 923 | 920 | 886 | 852 | 794 | 682 | 7.86 8.66 | 0.87 | 10.03
22 PNB 10.04 | 9.60 9.52 923 | 912 | 868 | 760 | 6.70 | 6.60 | 7.10 8.42 | 1.30 | 15.40
23 SB 8.69 | 945 8.97 989 | 908 | 835 | 653 | 721 | 6.63 | 6.77 816 | 1.26 | 15.46
24 UBI 778 | 816 8.39 832 | 810 | 800 | 707 | 650 | 7.04 | 7.10 765 | 066 | 864
25 UntBI 9.72 | 9.19 9.48 958 | 905 | 843 | 774 | 686 | 658 | 7.19 838 | 1.20 | 14.29
26 ucB 928 | 844 8.70 899 | 893 | 873 | 802 | 733 | 7.10 | 674 8.23 | 0.88 | 10.74
27 VB 858 | 9.01 9.36 951 | 953 | 876 | 806 | 715 | 7.33 | 6.66 840 | 1.04 | 1244

MEAN 935 | 9.23 9.15 912 | 886 | 844 | 754 | 701 | 686 | 697 8.25

SD. 0.73 | 058 0.46 050 | 048 | 052 | 050 | 040 | 043 | 0.34

C.V. 786 | 6.29 4.98 553 | 544 | 616 | 669 | 577 | 625 | 484

Table 1.1 exhibits the ratio of interest income as a percentage of total assets during the period 1998 -2007 for all
the public sector banks. Thisratio isan indicator of the rate at which acommercia bank earnsincome by lending
the funds to the public. The higher ratio is an indicator of efficient management of banks' total assets. The table
also reveal s the standard deviation (S.D.) and co-efficient of variance (C.V.) for each nationalized banks over the
study period and also for each year across the 27 banks. They measure the degree of variability of the ratio. Bank
wise statistical analysis shows that the maximum average ratio is in the case of OBC i.e. 8.78% followed by
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SBM i.e.8.70% while the ratio was minimum for IB i.e.7.38% followed by BOI i.e.7.61%. The ratio in terms of
dispersion was more variablein the case of SBPi.e. 17.29% followed by OBC i.e. 16.57%. Year wise the average
ratio which was 9.35% in 1998 became 6.97% in 2007. The ratio in terms of dispersion has moved from 7.86%
in 1998 to 4.84% in 2007.

TABLE 1.2: INTEREST EXPENDED TO TOTAL ASSETS (%)

SN. | BANKS | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 {2004 | 2005 | 2006 | 2007 | MEAN | SD. [OAYA
1 SBI 583 | 586 | 584 | 563 | 595 | 562 | 473 | 402 | 413 | 414 517 | 082 | 15.86
2 SBBJ 630 | 619 | 595 | 585 | 558 | 492|423 | 372 | 354 | 416 504 | 1.06 | 21.04
3 SBH 6.13 | 577 | 621 | 590 | 574 | 505 | 448 | 390 | 407 | 435 516 | 0.89 | 17.32
4 SBIn 6.09 | 605 | 593 | 579 | 592 | 544 | 454 | 360 | 3.77 | 458 517 | 097 | 18.68
5 SBM 650 | 656 | 6.26 | 639 | 633 | 574 | 438 | 376 | 3.80 | 4.07 538 | 122 | 22.60
6 SBP 6.07 | 585 | 565 | 516 | 489 | 458 | 396 | 3.67 | 355 | 434 477 | 090 | 1894
7 SBS 603 | 592 | 605 | 602 | 601 | 538 | 447 | 415 | 422 | 465 529 | 082 | 1555
8 SBT 781 | 716 | 706 | 635 | 6.24 | 558 | 440 | 385 | 422 | 447 571 | 141 | 2473
9 ALLB 644 | 634 | 650 | 629 | 623 | 592 | 45 | 403 | 3.96 | 4.63 549 | 106 | 19.26
10 AB 656 | 6.20 | 649 | 674 | 695 | 584 | 487 | 371 | 3.70 | 3.99 551 | 131 | 23.80
1 BOB 6.19 | 622 | 598 | 6.03 | 575 | 523 | 420 | 365 | 342 | 379 505 | 115 | 2285
12 BOI 572 | 590 | 614 | 615 | 540 | 508 | 424 | 400 | 392 | 405 506 | 093 | 1834
13 BOM 580 | 6.02 | 657 | 603 | 657 | 564 | 444 | 452 | 481 | 417 546 | 090 | 16.43
14 CB 637 | 651 | 628 | 562 | 630 | 539 | 434 | 401 | 3.8 | 442 531 | 1.06 | 1994
15 CBI 620 | 632 | 608 | 596 | 593 | 556 | 464 | 413 | 402 | 404 529 | 097 | 1825
16 COB 570 | 653 | 684 | 621 | 559 | 499 | 424 | 330 | 346 | 389 508 | 129 | 2546
17 DB 6.44 | 709 | 694 | 708 | 672 | 597 | 516 | 432 | 391 | 4.02 576 | 1.30 | 2255
18 IB 695 | 666 | 645 | 605 | 583 | 484 | 39% | 357 | 389 | 430 525 | 128 | 2435
19 10B 695 | 709 | 661 | 631 | 621 | 550 | 455 | 412 | 394 | 398 553 | 127 | 23.01
20 OBC 648 | 687 | 711 | 727 | 641 | 615 | 450 | 379 | 427 | 470 575 | 130 | 2264
21 PSB 672 | 691 | 715 | 672 | 690 | 6.20 | 523 | 430 | 351 | 437 580 | 133 | 22.97
22 PNB 6.79 | 603 | 654 | 602 | 597 | 506 | 406 | 353 | 339 | 371 511 | 1.33 | 2595
23 SB 584 | 651 | 594 | 6.01 | 559 | 484 | 351 | 39 | 355 | 436 501 | 111 | 2215
24 UBI 584 | 601 | 6.05 | 590 | 577 | 547 | 434 | 392 | 451 | 484 527 | 079 | 14.99
25 UntBI 655 | 652 | 674 | 645 | 604 | 550 | 477 | 401 | 392 | 447 550 | 1.12 | 20.30
26 ucCB 651 | 644 | 659 | 6,60 | 6.29 | 577 | 500 | 418 | 403 | 3.96 554 | 113 | 2041
27 VB 582 | 615 | 633 | 628 | 652 | 538 | 458 | 378 | 425 | 413 532 | 1.04 | 1961

MEAN 632 | 636 | 638 | 618 | 606 | 543 | 446 | 391 | 391 | 424 533

SD. 048 | 041 | 041 | 045 | 047 | 042 | 037 | 027 | 034 | 029

C.V. 752 | 641 | 647 | 726 | 771 | 765|836 | 703 | 878 | 6.87

Table 1.2 presents the ratio of interest expended as a percentage of total assets over the period 1998 to 2007 for
all the public sector banks. Interest Expended to Total Assets Ratios shows the rate at which a commercia bank
incurs expenditure by borrowing funds. Interest expenses by banksrefer to fund based expenditure which consists
of interest paid on total deposits (time deposit plus saving deposit plus demand deposit) and interest paid on
external borrowings (debt). Lesser the ratio, greater is the profit margin and efficiency of a bank. Bank wise
statistical analysis shows that the maximum average ratio is in the case of PSB i.e. 5.80% followed by DB
i.e.5.76%, while the ratio was minimum for SBP i.e. 4.77% followed by SB i.e. 5.01%. The ratio in terms of
dispersion was more variable in the case of PNB i.e. 25.95% followed by COB i.e.25.46%. Year wise, the
average ratio which was 6.32% in 1998 became 4.24% in 2007. The ratio in terms of dispersion has moved from
7.52% in 1998 to 6.87% in 2007.
TABLE 1.3:SPREAD TO TOTAL ASSETS (%)

SN. | BANKS | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 {2004 | 2005 | 2006 | 2007 | MEAN | SD. Cc.v.
1 SBI 301 | 272 | 265 | 261 | 261 | 265 | 274 | 303 | 316 | 283 280 | 0.20 7.03
2 SBBJ 368 | 323 | 300 | 329 | 315 | 306 | 354 | 371 | 361 | 310 334 | 027 8.19
3 SBH 361 | 353 | 335 | 333 | 294 | 286 | 275 | 276 | 269 | 276 306 | 036 | 11.72
4 SBIn 386 | 392 | 299 | 284 | 291 | 323 | 348 | 297 | 261 | 238 312 | 051 | 16.21
5 SBM 394 | 358 | 339 | 333 | 304 | 341|330 | 333 | 316 | 266 332 | 034 | 10.12
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6 SBP 368 | 353 | 386 | 422 | 379 | 371|306 | 310 | 242 | 234 337 | 063 | 1855
7 SBS 363 | 349 | 320 | 293 | 299 | 294 | 315 | 337 | 290 | 245 311 | 034 | 11.06
8 SBT 294 | 218 | 227 | 273 | 257 | 275|285 | 310 | 3.00 | 298 274 | 031 | 11.36
9 ALLB 282 | 282 | 286 | 309 | 295 | 324 | 313 | 302 | 285 | 259 294 | 019 6.44
10 AB 337 | 291 | 263 | 245 | 275 | 3.05 | 337 | 327 | 287 | 298 297 | 031 | 10.40
1 BOB 291 | 301 | 292 | 306 | 265 | 275|302 | 315 | 280 | 264 289 | 0.17 6.03
12 BOI 277 | 261 | 231 | 278 | 264 | 266 | 259 | 236 | 234 | 243 255 | 018 6.91
13 BOM 350 | 329 | 307 | 293 | 273 | 271 | 240 | 268 | 311 | 280 292 | 033 | 1112
14 CB 249 | 324 | 264 | 283 | 252 | 272 | 269 | 286 | 270 | 243 271 | 023 8.58
15 CBI 311 | 297 | 296 | 307 | 292 | 332|335 | 346 | 319 | 266 310 | 024 7.73
16 coB 346 | 252 | 273 | 295 | 265 | 3.02 | 331 | 333 | 303 | 261 296 | 033 | 1112
17 DB 348 | 297 | 248 | 251 | 235 | 282 | 267 | 286 | 272 | 272 276 | 031 | 1141
18 1B 057 | 092 | 161 | 184 | 175 | 232 | 285 | 297 | 317 | 333 213 | 095 | 4467
19 10B 231 | 231 | 246 | 291 | 274 | 297 | 338 | 365 | 348 | 311 293 | 048 | 16.46
20 OBC 338 | 310 | 290 | 292 | 301 | 354 | 355 | 282 | 272 | 229 302 | 039 | 1295
21 PSB 263 | 238 | 235 | 251 | 230 | 267 | 329 | 364 | 331 | 349 286 | 052 | 1813
22 PNB 325 | 357 | 299 | 321 | 315 | 362 | 354 | 317 | 321 | 340 331 | 021 6.35
23 SB 285 | 294 | 304 | 387 | 349 | 351|303 | 325 | 3.08| 241 315 | 041 | 1293
24 UBI 194 | 215 | 235 | 242 | 233 | 253 | 273 | 258 | 253 | 226 238 | 023 9.61
25 untBI 317 | 266 | 274 | 313 | 301 | 293 | 298 | 285 | 266 | 272 289 | 0.19 6.51
26 ucB 277 | 200 | 210 | 239 | 264 | 297 | 302 | 315 | 3.07 | 278 269 | 040 | 1498
27 VB 276 | 286 | 303 | 323 | 301 | 337 | 348 | 336 | 3.08 | 253 3.07 | 030 9.76

MEAN 303 | 287 | 277 | 294 | 280 | 3.01 | 3.08 | 310 | 294 | 273 2.93

SD. 069 | 0.63 | 046 | 047 | 039 | 036 | 033 | 033 | 031 | 034

C.V. 22.86 |21.88 |16.44 |16.05 |14.07 | 11.93 |10.75 | 10.64 | 10.50 | 12.37

Table 1.3 shows the ratio of spread as a percentage of total assets over the period of 1998 to 2007 for all the
public sector banks. This ratio is the difference between interest earned from lending the funds by bank and the
interest paid on deposits and borrowings. Bank wise statistical analysis shows that the maximum averageratio is
in the case of SBP i..3.37% followed by SBBJ i.e.3.34% while the ratio was minimum for 1B i.e. 2.13%
followed by UBI i.e. 2.38%. The ratio in terms of dispersion was more variable in the case of IB i.e. 44.67%
followed by SBPi.e. 18.55%. Year wise, the average ratio which was 3.03% in 1998 became 2.73% in 2007. The
ratio in terms of dispersion has moved from 22.86% in 1998 t012.37% in 2007.

TABLE 1.4: NON INTEREST INCOME TO TOTAL ASSETS (%)

SN. | BANKS | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 {2004 | 2005 | 2006 | 2007 | MEAN | SD. [OAYA
1 SBI 157 | 148 | 1.36 | 1.27 | 1.20 | 153 | 187 | 155 | 151 | 1.02 143 | 023 | 1631
2 SBBJ 191 | 160 | 176 | 1.72 | 193 | 188 | 243 | 206 | 090 | 105 173 | 045 | 26.32
3 SBH 160 | 144 | 172 | 157 | 165 | 177 | 231 | 121 | 113 | 093 153 | 039 | 2524
4 SBIn 177 | 179 | 214 | 198 | 273 | 265 | 277 | 105 | 118 | 0.88 189 | 0.70 | 36.79
5 SBM 165 | 1.75 | 198 | 1.82 | 225 | 259 | 247 | 230 | 174 | 120 197 | 043 | 2176
6 SBP 102 | 122 | 134 | 119 | 153 | 162|234 | 113 | 084 | 071 129 | 046 | 3583
7 SBS 179 | 143 | 151 | 1.31 | 1.8 | 198 | 238 | 088 | 0.64 | 0.60 144 | 059 | 4114
8 SBT 163 | 140 | 157 | 134 | 140 | 158 |19 | 141 | 110 | 058 140 | 036 | 25.93
9 ALLB 145 | 120 | 131 | 110 | 155 | 187 | 216 | 142 | 087 | 056 135 | 046 | 3431
10 AB 126 | 1.27 | 147 | 1.00 | 145 | 245|251 | 230 | 096 | 094 156 | 062 | 39.82
n BOB 119 | 111 | 109 | 112 | 140 | 165|202 | 138 | 099 | 0.82 128 | 035 | 2742
12 BOI 125 | 106 | 140 | 145 | 158 | 214 | 211 | 122 | 105| 110 144 | 040 | 27.98
13 BOM 087 | 088 | 1.21 | 117 | 143 | 145|144 | 117 | 017 | 0.68 105 | 041 | 3881
14 CB 141 | 131 | 154 | 1.38 | 198 | 184 | 208 | 140 | 099 | 0.87 148 | 039 | 26.68
15 CBI 112 | 099 | 105 | 099 | 114 | 097 | 152 | 134 | 071 | 051 104 | 029 | 27.66
16 coB 129 | 132 | 162 | 148 | 162 | 202 | 1.77 | 166 | 117 | 107 150 | 029 | 1949
17 DB 150 | 103 | 126 | 111 | 187 | 217 | 279 | 130 | 165 | 124 159 | 055 | 34.49
18 1B 102 | 093 | 117 | 119 | 166 | 148 | 191 | 130 | 097 | 131 129 | 031 | 2432
19 10B 097 | 103 | 096 | 1.00 | 150 | 126 [ 157 | 157 | 091 | 047 112 | 035 | 3117
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20 OBC 094 | 092 | 090 | 099 | 147 | 159 | 1.76 | 093 | 094 | 082 113 | 034 | 30.34
21 PSB 128 | 106 | 1.30 | 1.24 | 166 | 212 | 1.70 | 163 | 063 | 104 137 | 042 | 3097
22 PNB 160 | 118 | 1.34 | 123 | 134 | 145|182 | 133 | 088 | 0.64 128 | 034 | 2631
23 SB 113 | 124 | 113 | 1.00 | 0.87 | 144 | 164 | 113 | 092 | 0.69 112 | 028 | 2475
24 UBI 103 | 090 | 106 | 109 | 1.8 | 1.75| 143 | 094 | 060 | 0.59 113 | 043 | 3821
25 UntBI 081 | 084 | 08 | 080 | 112 | 161 | 143 | 106 | 055 | 0.67 097 | 033 | 34.26
26 ucB 098 | 067 | 0.72 | 0.77 | L.73 | 176 | 1.96 | 164 | 131 | 0.76 123 | 051 | 4137
27 VB 086 | 098 | 091 | 1.10 | 117 | 181 | 218 | 120 | 090 | 0.65 118 | 047 | 39.93

MEAN 129 | 119 | 132 | 124 | 15 | 179|201 | 139 | 097 | 0.83 1.36

SD. 032 | 028 | 034 | 029 | 038 | 039 | 040 | 037 | 033 | 024

[OAYA 2479 |23.48 |25.90 |23.42 |23.86 | 21.70 [19.67 | 26.59 | 34.32 | 28.47

Table 1.4 shows the ratio of non- interest income as a percentage of total assets over the period 1998 to 2007 for
all the public sector banks. Non interest income of banks represents income earned by way of commission,
brokerage, service charges and other miscellaneous receipts. Efforts should be made to closely monitor thisratio
so that the burden can be reduced and bank profitability can be increased. In the year 2007, this ratio was
maximum in case of IB i.e. 1.31% and minimum was in case of CBI i.e. 0.51%. Bank wise statistical analysis
shows that the maximum average ratio is in the case of SBM i.e. 1.97% followed by SBIni.e. 1.89% while the
ratio was minimum for UntBI i.e. 0.97% followed by CBI i.e. 1.04%. Theratio in terms of dispersion was more
varidblein the case of UCB i.e41.37% followed by SBSi.e41.14%. Year wise, the average ratio which was 1.29%
in 1998 became 0.83% in 2007. Theratio in terms of dispersion has moved from 24.79% in 1998 to 28.47% in 2007.
TABLE 1.5: NON — INTEREST EXPENDITURE TO TOTAL ASSETS (%)

SN. | BANKS | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 {2004 | 2005 | 2006 | 2007 | MEAN | SD. C.V.
1 SBI 263 | 265 | 241 | 263 | 207 | 211 | 227 | 219 | 237 | 209 234 | 023 9.90
2 SBBJ 329 | 324 | 285 | 3.08 | 257 | 250 | 260 | 266 | 276 | 218 277 | 035 | 1261
3 SBH 252 | 290 | 242 | 246 | 188 | 173 | 174 | 192 | 201 | 165 212 | 042 | 19.89
4 SBIn 341 | 340 | 307 | 272 | 224 | 218 | 216 | 194 | 192 | 167 247 | 064 | 2571
5 SBM 343 | 357 | 341 | 368 | 303 | 289 | 269 | 289 | 263 | 209 303 | 050 | 16.35
6 SBP 253 | 241 | 235 | 262 | 206 | 186 | 1.67 | 152 | 148 | 139 199 | 047 | 2352
7 SBS 313 | 300 | 256 | 288 | 248 | 228 | 200 | 169 | 187 | 173 236 | 053 | 2261
8 SBT 238 | 220 | 237 | 248 | 202 | 193|188 | 174 | 198 | 170 207 | 027 | 13.26
9 ALLB 278 | 267 | 272 | 298 | 286 | 327 | 276 | 237 | 187 | 152 258 | 053 | 20.39
10 AB 295 | 283 | 227 | 224 | 217 | 244 | 244 | 253 | 211 | 196 239 | 031 | 13.02
1 BOB 234 | 231 | 222 | 254 | 220 | 216 | 212 | 209 | 210 | 178 219 | 020 9.04
12 BOI 252 | 237 | 249 | 293 | 219 | 215|206 | 203 | 188 | 184 225 | 033 | 14.82
13 BOM 321 | 306 | 276 | 284 | 223 | 207 | 174 | 219 | 211 | 1091 241 | 051 | 2118
14 CB 234 | 256 | 248 | 251 | 221 | 213|191 | 191 | 177 | 155 214 | 035 | 16.18
15 CBI 305 | 311 | 3.00 | 3.06 | 272 | 267 | 246 | 246 | 230 | 181 266 | 042 | 1567
16 COB 205 | 181 | 181 | 173 | 163 | 179 | 197 | 197 | 184 | 152 181 | 0.16 8.78
17 DB 275 | 254 | 244 | 324 | 244 | 254 | 225 | 256 | 211 | 194 248 | 036 | 1431
18 IB 267 | 261 | 268 | 279 | 240 | 213 | 271 | 208 | 227 | 222 246 | 027 | 10.79
19 10B 255 | 275 | 274 | 289 | 250 | 230 | 214 | 228 | 213 | 169 240 | 036 | 1516
20 OBC 203 | 197 | 174 | 194 | 164 | 171 | 157 | 147 | 164 | 135 171 | 022 | 1298
21 PSB 280 | 257 | 282 | 298 | 277 | 285|399 | 363 | 254 | 238 293 | 050 | 17.13
22 PNB 284 | 297 | 282 | 295 | 247 | 239 | 232 | 260 | 208 | 205 255 | 034 | 1341
23 SB 329 | 341 | 313 | 381 | 324 | 315|244 | 243 | 235 | 155 288 | 0.67 | 2324
24 UBI 289 | 287 | 265 | 273 | 267 | 248 | 199 | 199 | 190 | 159 238 | 046 | 1955
25 UntBI 262 | 251 | 247 | 262 | 218 | 199 | 186 | 174 | 157 | 144 210 | 044 | 21.09
26 ucB 260 | 240 | 239 | 252 | 333 | 244 | 260 | 242 | 245 | 184 250 | 036 | 1450
27 VB 295 | 280 | 297 | 307 | 261 | 292 | 207 | 184 | 198 | 154 247 | 056 | 2274

MEAN 276 | 272 | 259 | 278 | 240 | 234 | 224 | 219 | 208 | 178 2.39

SD. 038 | 043 | 037 | 044 | 042 | 042 | 048 | 046 | 031 | 027

[OAYA 13.80 |15.65 |14.31 [1593 |17.68 |17.89 (21.65 |21.06 | 15.04 | 15.24
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Table 1.5 shows the ratio of non-interest expenditure as a percentage of total assets over the period of 1998 to
2007 for all the public sector banks. Non interest expenditure of a bank represents manpower expenses,
establishment charges and other contingent expenses. This ratio was maximum in case of PSB i.e. 2.38% in the
year 2007 and minimum was in case of OBC i.e. 1.35%. Bank wise statistical analysis shows that the maximum
averageratioisinthe case of SBM i.e. 3.03% followed by PSB i.e. 2.93% while the ratio was minimum for OBC
i.e. 1.71% followed by COB i.e. 1.81%. Theratio in terms of dispersion was more variable in the case of SBIn
i.e. 25.71% followed by SBPi.e. 23.52%. Year wise, the average ratio which was 2.76% in 1998 became 1.78%
in 2007. The ratio in terms of dispersion has moved from 13.80% in 1998 to 15.24% in 2007.
TABLE 1.6 :BURDEN TO TOTAL ASSETS (%)

SN. | BANKS | 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004| 2005 | 2006 | 2007 | MEAN | SD. [OAYA
1 SBI 106 | 1.17 | 104 | 136 | 087 | 059| 040| 0.64 | 087 | 1.07 091 | 029 | 3231
2 SBBJ 138 | 164 | 109 | 1.35| 064 | 061| O0.17| 059 | 1.8 | 113 1.05 | 053 | 50.85
3 SBH 092 | 146 | 0.70 | 0.89 | 0.22 | -0.04| -056| 071 | 088 | 0.72 059 | 057 | 96.93
4 SBIn 164 | 161 | 093 | 0.74 | -050 | -047| -0.60| 0.89 | 0.74 | 0.79 0.58 | 0.83 |143.65
5 SBM 178 | 1.83 | 143 | 1.87 | 0.78 | 030 0.21| 060 | 090 | 0.90 1.06 | 0.63 | 59.19
6 SBP 152 | 119 | 101 | 144 | 053 | 0.23| -067| 039 | 064 | 0.68 0.70 | 065 | 93.22
7 SBS 134 | 157 | 105 | 158 | 063 | 030| -038| 080 | 123 | 113 092 | 061 | 66.11
8 SBT 075 | 080 | 080 | 114 | 063 | 036| -0.07] 033 | 088 | 111 067 | 038 | 55.95
9 ALLB 132 | 148 | 141 | 1.88 | 1.30 | 140 0.60| 095 | 1.00 | 0.96 123 | 036 | 29.08
10 AB 168 | 156 | 080 | 1.23 | 0.72 | -0.01| -0.07| 023 | 115 | 1.02 083 | 062 | 74.44
n BOB 115 | 120 | 113 | 142 | 080 | 051 010| 072 | 111 | 096 091 | 039 | 4277
12 BOI 127 | 131 | 1.09 | 148 | 061 | 001| -0.05| 082 | 0.83 | 0.74 081 | 052 | 63.83
13 BOM 233 | 218 | 155 | 167 | 0.80 | 062 0.30| 1.02 | 194 | 123 136 | 068 | 50.11
14 CB 093 | 125 | 095 | 113 | 023 | 0.29| -0.18| 051 | 0.78 | 0.67 066 | 045 | 68.02
15 CBI 193 | 212 | 194 | 207 | 158 | 1.70| 094| 112 | 159 | 130 163 | 041 | 2497
16 CcoB 076 | 048 | 020 | 025 | 001 |-0.23| 0.20| 030 | 0.67 | 0.45 031 | 030 | 96.23
17 DB 125 | 151 | 118 | 213 | 057 | 037| -053| 127 | 046 | 0.70 089 | 0.74 | 8284
18 1B 165 | 168 | 151 | 160 | 0.74 | 065| 080| 079 | 129 | 091 116 | 042 | 36.37
19 10B 159 | 173 | 1.77 | 1.90 | 1.00 | 1.04| 058| 071 | 121 | 122 127 | 046 | 3592
20 OBC 110 | 105 | 084 | 095 | 017 | 012| -0.19| 054 | 0.70 | 053 058 | 043 | 74.26
21 PSB 152 | 152 | 152 | 1.74 | 111 | 0.73| 229| 200 | 191 | 134 157 | 045 | 2872
22 PNB 124 | 1.79 | 147 | 172 | 113 | 094| 049| 127 | 120 | 141 127 | 038 | 29.80
23 SB 216 | 217 | 201 | 282 | 237 | 172 0.79| 129 | 143 | 0.86 176 | 0.66 | 37.62
24 UBI 186 | 197 | 159 | 164 | 081 | 0.74| 056| 104 | 130 | 1.00 125 | 049 | 3942
25 UntBI 181 | 167 | 162 | 182 | 105 | 038 043| 068 | 102 | 0.77 112 | 056 | 50.16
26 ucB 163 | 1.73 | 167 | .75 | 160 | 0.67| 065 078 | 113 | 1.08 127 | 046 | 36.05
27 VB 208 | 181 | 205 | 198 | 144 | 1.11| -012| 064 | 1.08 | 0.89 1.30 | 0.72 | 55.30

MEAN 147 | 154 | 127 | 154 | 081 | 054| 023| 080 | 110 | 095 1.02

SD. 042 | 040 | 044 | 050 | 057 | 053| 062 037 | 039 | 025

C.V. 28.46 |25.82 (34.83 |32.80 |69.86 |98.48|273.90| 46.80 | 35.01 | 25.99

Table 1.6 shows the ratio of burden as a percentage of total assets over the period of 1998 to 2007 for al the
public sector banks. This ratio is an indicator of the difference between the previously computed two ratios
namely non interest expenditure as a percentage of total assets and non-interest income as percentage of total
assets of a bank. Bank wise statistical analysis shows that the maximum average ratio is in the case of SBl i.e.
1.76% followed by CBI i.e. 1.63%, while the ratio was minimum for COB i.e. 0.31% followed by OBC i.e.
0.58%. The ratio in terms of dispersion was more variable in the case of SBIn 143.65% followed by SBH i.e.
96.93%. Year wise, the average ratio which was 1.47% in 1998 became 0.95% in 2007. The ratio in terms of
dispersion has moved from 28.46% in 1998 to 25.99% in 2007.
TABLE 1.7: NET PROFITSTO TOTAL ASSETS (%)

SN. | BANKS | 1998 | 1999 | 2000| 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 ME | SD. C.v.
1 SBI 104| 046| 078 051 | 070 | 151 | 090 | 094 | 089 | 0.80 0.85 | 0.30 34.57
2 SBBJ 106| 090| 097| 076 | 106 | 177 | 149 | 088 | 053 | 0.89 1.03 | 0.36 34.78
3 SBH 091| 085| 082 082 | 102 | 117|124 | 072 | 105 | 1.03 096 | 0.17 17.46
4 SBIn 068| 063| 072 078 | 124 | 146 | .73 | 0.79 | 067 | 0.77 095 | 0.39 41.01
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5 SBM 086 049| 058| 027 | 064 | 219 | 128 | 125 | 112 | 093 096 | 055 56.75
6 SBP 148| 093| 106| 112 | 134 | 123|160 | 091 | 0.74 | 0.77 112 | 029 26.23
7 SBS 150| 040| 115| 016 | 088 | 142|138 | 027 | 036 | 046 0.80 | 053 65.94
8 SBT 069| 040| 053| 067 | 073 | 142|102 | 086 | 081 | 0.86 0.80 | 0.28 34.87
9 ALLB 085 0.77| 035 018 | 032 | 183|134 | 120 | 128 | 111 092 | 053 56.99
10 AB 082| 078| 076 059 | 097 | 161|172 | 159 | 119 | 113 112 | 040 36.04
n BOB 100| 081| 08| 043 | 077 | 148 | 114 | 070 | 073 | 0.72 086 | 0.29 33.02
12 BOI 079| 037| 031 042 | 073 | 147|119 | 036 | 062 | 0.79 071 | 038 54.02
13 BOM 053] 043| 059| 024 | 068 | 142 | 095 | 054 | 016 | 0.70 062 | 0.36 57.84
14 CB 047| 047| 043| 043 | 103 | 142|134 | 101 | 101 | 0.86 0.85 | 0.38 44.68
15 CBI 057| 041 036| 010 | 031 | 208 | 098 | 052 | 034 | 054 062 | 056 90.14
16 CcOB 149| 128| 139| 133 | 131 | 097|173 | 119 | 110 | 1.02 128 | 0.23 17.76
17 DB 086| 0.74| 037| -149 | 006 | 182 | 104 | 025 | 027 | 0.64 046 | 0.85 | 18555
18 IB -155| -8363| -1.81| -103 | 0.11 | 163 | 1.04 | 093 | 106 | 1.35 -0.19 | 1.74 |(911.36)
19 10B 053] 023| 015| 038 | 065 | 175|108 | 128 | 132 | 123 086 | 054 63.24
20 OBC 142 123| 114| 075 | 099 | 102 | 167 | 134 | 095 | 0.79 113 | 029 25.76
21 PSB 0.72| 057| 052| 010 | 017 | 217 | 0.06 | -045 | 057 | 0.99 054 | 070 | 129.77
22 PNB 120 080 075| 073 | 077 | 171|108 | 112 | 099 | 0.9 1.01 | 030 29.37
23 SB 042| 065| 0.79| 083 | 0.79 | 247 | 092 | 077 | 0.88 | 0.80 093 | 056 59.66
24 UBI -052| -033| 016 012 | 052 | 198 | 099 | 063 | 032 | 042 043 | 0.70 | 162.83
25 UntBI 097 051| 029 040 | 071 | 135|122 | 099 | 0.76 | 0.82 080 | 0.34 42.78
26 ucB 007| 009| 016| 009 | 052 | 198 | 122 | 1.03 | 062 | 0.63 064 | 062 | 97.04
27 VB 025| 027| 041 050 | 081 | 225|171 | 130 | 040 | 0.78 0.87 | 0.68 77.87

MEAN 0.71| 043| 054 038 | 073 | 165|122 | 085 | 077 | 084 0.81

SD. 0.64| 088| 057| 057 | 034 | 038 | 036 | 042 | 033 | 0.22

C.V. 89.99 |205.81 [106.13 (151.09 | 46.32 | 23.00 |29.39 | 49.90 | 42.36 | 25.79

Table 1.7 showsthe ratio of Net Profits as a percentage of total assets over the period of 1998 to 2007 for al the
public sector banks. Net profit implies the balance of profit as per Profit & Loss account. Thisratio indicates the
efficiency with which abank deploysitstotal assetsin order to increaseits profitability and serves as an index to
the degree of asset utilization by banks. Bank wise statistical analysis shows that the maximum average ratio is
in the case of COB i.e. 1.28% followed by OBC i.e. 1.13%, while the ratio was minimum for IB i.e. -0.19%
followed by UBI i.e. 0.43%. The ratio in terms of dispersion was more variable in the case of DB i.e. 185.55%
followed by UBI i.e. 162. 83%. Year wise, the average ratio which was 0.71% in 1998 became 0.84% in 2007.

The ratio in terms of dispersion has moved from 89.99% in 1998 to 25.79% in 2007.
OVERALL PROFITABILITY PERFORMANCE

In order to judge the overall profitability performance of various public sector banks, the following seven indices
have been applied:

NogkwhE

Index of Interest Income to Total Assets.
Index of Interest Expended to Total Assets.
Index of Spread to Total Assets.
Index of Non Interest Income to Total Assets.
Index of Non Interest Expenditure to Total Assets.
Index of Burden to Total Assets.
. Index of Net Profit to Total Assets.

To compute these indices, first of all, the respective ratios have been calculated over the period 1998- 2007, then
these ratios have been averaged bank wise and the respective indices have been computed by the method given

below:

Average Ratio for the concerned public sector bank

Index =

Average Ratio for aggregate of all public sector banks
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Once these indices have been obtained, their average (X) and Standard Deviation (c) have aso been calculated.
Further, with these profitability indices, banks have been classified in four performance levels viz., excellent,
good, fair and poor. Excellent level includes banks with top 25% of normal distribution i.e., where growth index
valueisgreater than ( X +0.6745c). Good category stands for banks whose growth index valueislying between
50- 75% area of normal curve i.e., where growth index value is between % to (x +0.6745c). Fair category
includes banks with growth index between 25- 50 % area under normal distribution i.e. where growth index is
between (X - 0.6745c) to X. Poor performance level includes banks with bottom 25% under normal curvei.e.
bankslying below ( X - 0.6745c). In thisway, the variousindices of profitability parameters have been cal cul ated.
For expenditureindices (interest paid index, non-interest expenditureindex and burden index), these performance
levels had been reversed ( the banks lying at the top 25 per cent area are ranked ‘poor’, lying between 50 to 75
per cent are arearanked ‘good’ and the bankslying at the bottom 25 per cent of the normal distribution are ranked
‘excellent’). Thisisbecausethese arethe expensesfor the banksand lower thevolume, the higher isthe performance
measured in profitability.

Table 1.8 highlightstheindicesof profitability parameters. Mean and Standard Deviation have al so been cal cul ated
for each profitability parameter. Table 1.9 presents the profitability performance levels of the PSBs over the
period under study.

TABLE 1.8: INDICES OF PROFITABILITY PARAMETERS OVER THE PERIOD — 1998-2007

SN. | BANKS Int. Earned Int. Paid Spread Non Int. Non Int. Burden Net Profits
to Total to Total to Total Expenditure Income to Total to Total
Assets Assets Assets to Total to Total Assets Assets
Assets Assets
1 SBI 0.97 0.97 0.96 0.98 1.05 0.89 1.05
2 SBBJ 1.02 0.95 114 1.16 127 1.03 127
3 SBH 1.00 0.97 1.04 0.89 113 0.58 1.19
4 SBIn 1.01 0.97 1.06 1.03 1.39 0.57 117
5 SBM 1.05 1.01 1.13 127 1.45 1.04 1.19
6 SBP 0.99 0.90 1.15 0.83 0.95 0.68 1.38
7 SBS 1.02 0.99 1.06 0.99 1.06 0.91 0.99
8 SBT 1.02 1.07 0.93 0.87 1.03 0.66 0.99
9 ALLB 1.02 1.03 1.00 1.08 0.99 121 114
10 AB 1.03 1.03 1.01 1.00 1.15 0.81 1.38
11 BOB 0.96 0.95 0.99 0.91 0.94 0.89 1.07
12 BOI 0.92 0.95 0.87 0.94 1.06 0.79 0.87
13 BOM 1.02 1.02 1.00 1.01 0.77 134 0.77
14 CB 0.97 1.00 0.93 0.89 1.09 0.64 1.04
15 CBI 1.02 0.99 1.06 111 0.76 1.60 0.77
16 COB 0.97 0.95 1.01 0.76 111 0.30 1.58
17 DB 1.03 1.08 0.94 1.04 117 0.87 0.56
18 B 0.90 0.98 0.73 1.03 0.95 114 -0.24
19 10B 1.03 1.04 1.00 1.00 0.83 1.25 1.06
20 OBC 1.06 1.08 1.03 0.71 0.83 0.57 1.39
21 PSB 1.05 1.09 0.98 123 1.00 154 0.67
22 PNB 1.02 0.96 1.13 1.07 0.94 1.24 1.25
23 SB 0.99 0.94 1.07 121 0.82 1.73 1.15
24 UBlI 0.93 0.99 0.81 0.99 0.83 123 0.53
25 UntBI 1.02 1.03 0.98 0.88 0.72 1.10 0.99
26 ucB 1.00 1.04 0.92 1.05 0.90 1.25 0.79
27 VB 1.02 1.00 1.05 1.03 0.87 127 1.07
MEAN 1.00 1.00 1.00 1.00 1.00 1.00 1.00
S.D. 0.04 0.05 0.10 0.13 0.18 0.35 0.36
Index Int. Earned Int. Paid Spread Non Int. Non Int. Burden Net Profits
Performance to Total to Total to Total Expenditure Income to Total to Total
Assets Assets Assets to Total to Total Assets Assets
Assets Assets
Excellent SBM SBBJ SBBJ SBH SBBJ SBH SBBJ
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OBC SBP SBM SBP SBH SBP AB
PSB BOB SBP SBT SBIn SBT CcoB
BOI ALLB CB SBM CB OBC
CcoB PNB COB AB CcoB PNB
PNB OBC DB OBC
SB UntBI PSB
Good SBBJ SBI SBH SBI SBI SBI SBI
SBH SBH SBIn SBS SBS SBS SBH
SBIn SBIn SBS BOB SBT AB SBIn
SBS SBS AB BOI BOI BOB SBM
SBT CBI BOM UBI CB BOI ALLB
ALLB 1B CBI COB DB BOB
AB UBI COB CB
BOM VB 10B 10B
CBI OBC SB
DB SB VB
10B VB
PNB
untBI
ucB
VB
Fair SBI SBM SBI SBIn SBP SBBJ SBS
SBP ALLB SBT ALLB ALLB SBM SBT
CB AB BOB AB BOB ALLB BOI
COB BOM CB BOM 1B 1B BOM
SB CB DB DB PNB PNB CBI
untBI PSB 1B ucB UBI untBI
unTBI 10B untBI UCB
PNB
ucB
VB
Poor BOB SBT BOI SBBJ BOM BOM DB
BOI DB IB SBM CBI CBI 1B
IB 10B UBI CBI 10B 10B PSB
UBI OBC ucCB PSB OBC PSB UBI
PSB SB SB SB
uUCB UBI uCB
untBI VB
VB

It 1svery much clear from the table that three banks namely SBM, OBC and PSB achieved excellent performance
with regard to index of interest earned to total assets ratio. A noteworthy point is that all the banks except SBPR,
which have achieved excellent performance level with respect to the index of spread to total assets, have obtained
fair performance level in respect of the index of burden to total assets. SBP achieved excellent performance level
infive out of total sevenindexesnamely, interest paid to total assets, spread to total assets, noninterest expenditure
to total assets, burden to total assets and net profitsto total assets and obtained fair performancelevel only in case
of interest income to total assets and non interest income to total assets indices. SBBBJ has achieved excellent
performance level in respect of four indexes. Asfar astheindex of interest paid to total assetsis concerned SBBJ,
SBP, BOB, COB, PNB, SB obtained the excellent performancelevel . Asfar astheindex of noninterest expenditure
to total assetsis concerned. SBH, SBP, SBT, CB, COB, OBC, UntBI achieved excellent performance level, SBI,
SBS, BOB, BOI, UBI achieved good performance level, SBin, ALLB, BOM, DB, IB, PNB, UCB, VB held fair
performance level and SBBJ, SBM, CBI, PSB and SB held poor performance level. Banks can reduce their non
interest expenditure by adopting effective budgeting techniques and by implementing various cost reduction
programmes. Regarding theindex of net profitsto total assets, SBBJ, SBP, AB, COB, OBC and PNB got excellent
performance level but DB, 1B, PSB and UBI got poor performance level.
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