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CHAPTER V

PROFIT MARGIN

In the earlier III chapter, we have analysed the volume of business (VB) (i.e.
Gross bank lending) Net Profit (NP) and return over assets of the commercial banks in
Jordan during 1979-1992. The performance analysis has shown t‘hat the volume of
business of the national commercial banks has tremendously increased from 597.8
million J.D. in 1979 to 3476.8 million J.D. in 1992, the Net Profit of the national
commercial banks has also substantially increased from 7048 thousand J.D. in 1979 to
14650 thousand J.D. in 1992, almost doubled during the period 1979 and 1992. But the
profitability ratio of the national commercial banks has decreased sharply from 1.18 in
1979 to 0.42 in 1992. Similarly, the return on assets also recorded a fall from 1.69 in
1979 to 0.49 in 1992, Therefore, it is necessary to investigate into the expense items of
the national banks for the period under study. The declining profitability ratio and return
on assets (ratios) are rather more than the (proportionate) increase in the expenditure of
the national commercial banks. In order to explain this phenomenon, we have selected
Profit Margin (PM) approach. Our approach is based on the reasoning that ‘a fall in the

profit margin affects, a current fall in the profitability of banks’.

At this juncture, it is necessary to clarify the difference between profit margin and
profit. The profit is the excess of earnings over expenditure for a given period of time.
However, the financial analysts have used the various concepts; such as net profit; profit
before tax; profit after tax, net income after tax etc., for various purposes according to the

specific objective mix of analysis.
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Profit margin (PM) shows the relationship of profit with operating revenue. The
profit margin indicates the cost incurred by a bank per unit of its gross revenue (i.e.

income from various sources).

The bank lendings (i.e. advances) are one of the principal elements of bank’s
earnings. Therefore, an attempt is made to evaluate the bank lending with the help of
profit margin. Such an exercise will provide the final outcome about the bank lendings.
As a high profit margin (PM) shows a low cost per unit in relation to total revenue,
whereas a low profit margin indicates that a bank has incurred more than proportionate

expenditure in relation to its total revenue.

In order to provide an indepth understanding of profit margin (PM) of a bank, a

profit margin (PM) identity is given in Exhibit. V.1.
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EXHIBIT - V.1

PROFIT MARGIN IDENTITY

IE
(+)
TR SR
(+)
NP (—) OR
TE
(=) P
(+)
PE
IE (+)
RTI
TR SR (+)
SP
OR (+)
PR
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WHERE;

PM = PROFIT MARGIN

NP = NET PROFIT

TR = TOTAL REVENUE

TE = TOTAL EXPENSES

IE = 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

SP =  STATIONARY AND PRINTING EXPENSES

PR =  PUBLICITY AND PUBLIC RELATION
EXPENSES

(—) =  DIVIDED BY

(— = MINUS

(+) = PLUS
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Profit Margin Equation :
NP
PM = e x 100, or
TR
TR-TE
PM = wmmemmmeeeeeam X 100, OF
TR
(IE+SR+OR) - (IP+PE+RTI+SP+PR)
PM = x 100
(IE+SR+0OR)
NP = TR -TE
TR = IE+SR+OR, and
TE = IP+PE+RTI+SP+PR
Where,
IE = Interest and discount earned
SR = Commission, Exchange and Brokerage earned.
OR = All other earnings less provision for bad and doubtful debt after taxation.
1P = Interest paid on deposits and borrowings
PE = Salaries, allowances, bonus, pensions etc., paid.
RTI = Rent, taxes, insurance charges paid, etc.
SP = Stationery and printing expenses
PR = Publicity and public relation expenses.

In this Chapter, in the beginning, we shall analyse the behaviour of profit margin
of selected banks during 1979-92, by using the profit margin model. Thereafter, an
attempt will be made to examine the interrelationships of profit margin (PM) and income
as well as expenses. So, the analysis will show the most sensitive factor responsible for

positive or negative behaviour of profit margin.
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Profit Margin (PM) Behaviour

Table V.1 reveals the behaviour of profit margin of the national commercial banks
and the foreign commercial banks in Jordan for period 1979-92. The profit margin (PM)
of the commercial banks at micro and at macro levels behaved inconsistently for the
period under study. The profit margin of each individual commercial bank has declined
considerably in 1992 as compared to 1979. The profit margin of all the national
commercial banks taken together has declined sharply from 23.46 per cent in 1979 to
7.38 per cent in 1992. The analysis shows a considerable fall in profit margin of the

national commercial banks at micro as well as macro level for the period under study.

The profit margin of the foreign commercial banks at micro and at macro level
has depicted inconsistentcy in its behaviour throughout the period of analysis (i.e. for the
period 1979-92). The profit margin of three individual foreign commercial banks have,
however, recorded a rise in 1992 as compared to 1979, whereas one foreign bank has
indicated a fall in the profit margin in 1992 over 1979. On the whole, the profit margin of
all the foreign commercial banks taken together has increased from a low level of 6.12
per cent in 1979 to as high as 16.82 per cent in 1992. The perfofmance analysis of profit
margin shows that the fonv'eign banks in Jordan have performed relatively better in terms
of their profit margin, during the period 1979-92. The profit margin of all the commercial
banks in Jordan has revealed inconsistently throughout the period of analysis under the
study. The profit margin of all the commercial banks (national as well as foreign banks)
in Jordan has substantially declined from a high figure of 19.21 per cent in 1979 to a low

level of 8.95 per cent in 1992.
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The graph V.1 also shows the inconsistent behaviour of profit margin of all the

commercial banks in Jordan for the period 1979 to 1992.

Total Earning of Commercial Banks

The profit margin (PM) of the national commercial banks in Jordan has declined
for the period under study. Therefore, it is necessary to focus our study on the total
earnings of the commercial banks in Jordan. Table V.2 reveals the total earnings of all the
commercial banks in Jordan. The total earnings of the national commercial banks at
micro and at macro level have recorded a rise consistently. The total earning of all the
national commercial banks taken together has increased phenomenally from 30045
thousand J.D. in 1979 to 198386 thousand J.D. in 1992, indicating rise over the period
under consideration. The total earnings of all the foreign commercial banks taken
together has also increased from considerably 9752 thousand J.D. in 1979 to 39569
thousand J.D. in 1992 depicting the rise. Similarly, the total earnings of all the
commercial banks in Jordan taken together has recorded a phenomenal rise from 39797

thousand J.D. in 1979 to 237955 thousand J.D. in 1992.

The performance analysis of net profit (NP) and total earnings of the national
commercial banks at micro and at macro level have recorded a rise but the profit margin
(PM) has declined for the period under study. Therefore, it is necessary and logical to
look into the different components of expenditure and analyse them systematically. The
total expenditure of a bank is divided into three categories viz., Interest paid on deposits
and borrowings, establishment expenses and other expenses. At first, each category of

expenditure is expressed as a percentage to total income.
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Expenditure As Percentage To Total Income

Table V.4 explains the trend analysis of total expenditure as percentage to total
income of commercial banks in Jordan for the period 1979 to 1992. The trend analysis of
total expenses as a percentage to total income of the national commercial banks has
indicated rather eratic behaviour throughout the period of analysis, at micro as well as
macro level. However, the total expenses as percentage to total income of each individual
national commercial bank has recorded a substantial rise in 1992, in relation to 1979. The
total expenses as percentage to total income of all the national commercial banks have

gone up from 83.13 per cent in 1979 to 93.67 per cent in 1992.

The total expenses as percentage to total income of the foreign commercial banks
in Jordan have indicated fluctuations. This is also in respect of each individual bank as
well as for all the foreign commercial banks taken together. The total expenses as
percentage to total income of the British Bank of the Middle East, Citi Bank, and ANZ
Grindlays Bank have experienced a sharp decline in 1992 in relation to 1979. But the
total expenses as percentage to total income of all foreign commercial banks in Jordan
has slide down from 93.88 per cent in 1979 to 83.18 per cent in 1992. However, the total
expenses as percentage to total income of all the commercial banks in Jordan have gone

up from 85.76 per cent in 1979 to 91.93 per cent in 1992.

Thus, the analysis of total expenditure as percentage to total income shows that it
has gone up substantially of the national commercial banks in Jordan for the period under

study. Therefore, it is logical to probe further and conduct a detailed analysis of
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expenditure of commercial banks in Jordan. For this each item of expenditure is
expressed as percentage to total income. Then each item of expenditure is further
calculated as percentage to total expenditure. Such an exercise will identify the variables
which are responsible for decline in the profit margin of the national commercial banks in
Jordan during 1979-92. So, let us proceed with the analysis of interest paid as percentage

to total income.

Interest Paid As Percentage to Total Income

Table V.5 provides the data in respect of interest paid as per centage to total
income of all national banks in Jordan. Analysis of data indicates that the interest paid as
percentage to total income was high in respect of each individual national bank in 1992 in
relation to 1979. The interest paid as percentage to total income of all the national
commercial banks in Jordan taken together has gone up from 37.00 per cent in 1979 to
56.27 per cent in 1992. As against this, analytical data presented in respect of all the
foreign commercial banks has indicated a fall from 57.04 per cent in 1979 to 47.06 per
cent in 1992. However, in case of all the commercial banks in Jordan it has gone up
considerably from 41.91 per cent in 1979 to 54.74 per cent in 1992. We will now look

into the analysis of establishment expenses as a percentage to total income.
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Establishment Expenses as Percentage to Total Income

The establishment expenses as percentage to total income of the national
commercial banks has increased from 14.50 per cent in 1979 to 17.18 per cent in 1992.
On the otherhand, in case of all the foreign commercial banks the same has gone down

from 22.90 per cent in 1979 to 15.04 per cent in 1992.

The Other Expenses as Percentage to Total Income

The other expenses as percentage to total income of all the national banks has
indicated a fall from 31.96 per cent in 1979 to 20.17 per cent in 1992. However, for all
the foreign commercial banks it has depicted an increase from 13.74 per cent in 1979 to

21.08 per centin 1992. (Tables V.6 and V.7)

We have made an in-depth analysis of each item of expenditure as percentage to
total income. Our empirical investigation earlier has shown that the interest paid as
percentage to total income of all the national commercial banks has gone up substantially.
(Table V.5). In order to varify our empirical findings we need to look by into the
expenditure analysis. For this we will examine empirically each items of expenditure as
percentage to total expenditure to arrive at the final conclusion. So, let us first analyse the

interest paid as percentage to total expenditure.
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Interest Paid as Percentage to Total Expenditure

Table V.8 reveals the interest paid as percentage to total expenditure for the
period 1979 to 1992. At the micro level it lacked consistancy in its behaviour but on the
whole, there has been rising trend upto 1992. For all the national commercial banks in
Jordan at an aggregate level the interest paid as percentage to total expenditure has
recorded a considerable rise from 44.51 per cent in 1979 to 60.07 per cent in 1992.
However, in case of all the foreign commercial banks, it has declined slightly from 60.76

per cent in 1979 to 56.58 per cent in 1992.
Establishment Expenses as Percentage to Total Expenses

In respect of the establishment expenses as percentage to total expenditure of all
the national commercial banks, it has increased to 18.34 per cent in 1992 as compared to
1979 which indicated a level of 17.45 per cent. As against this the foreign commercial
banks same has recorded a remarkable fall from 24.39 per cent in 1979 to 18.08 per cent
in 1992. It is interesting to note that the establishment expenses as percentage to the total
expenditure has thougl; indicated a fluctuating trend during the period under review, it
has however, gone up from 17.45 per cent in 1979 to 18.34 per cent in 1992. The other
expenses as percentage to total expenditure of all the national commercial banks taken
together slid down from 38.44 per cent in 1979 to 21.53 per cent in 1992. While, in case
of all the foreign commercial banks the same has gone up from 14.34 per cent in 1979 to
25.34 per cent in 1992. Thus, the expenditure analysis highlights the fact that the increase
in expenditure of the national commercial banks has been mainly due to an increase in

the interest expenses of these banks during the period under the study.
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Conclusion

Our performance analysis reveals that the profit margin (PM) of the national
commercial banks in Jordan has declined during 1979-92. The decline in the profit
margin (PM) of the national commercial banks in Jordan is due to a more than
proportionate increase in the expenditure of the national commercial banks. The profit
margin (PM) of all the national commercial banks in Jordan has declined mainly due to
the increase in the ratio of interest paid to total income and ratio of interest paid to total

expenditure for the selected time span of our study.



