
Chapter - V
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$*1 t/ther Factors ^ffe-otius Costs eid Bomixina^»y>w*rri <»—.i^.nifiin n^inti,i wni|»w»i>iniiifi»niir an»w.rw,«)»«■'K>’W'fl^w».P>*iJ»ni»»'-,v»'.»»K^«WtH»»«i»vru?*,.«*>«i*i>«r»ww.j»'!|< **<*iu»W>i'Vni

It emergea ifroa the uleeussic-n of the preceding - 
two chapters that, wise {volimo -o£ business) explains only 

part of the variation in costs si cl ecgmugs* there are other 

factors also, vjhieb Irdlueixee costs msd earning© at branch 
level* Basically these other factors relate to tho structure 
e£‘ business essrpro0t2Jt«*ssl2: &;il they ©ay be enumerated, as below i 

(a) Bean portfolio 
{ b} DepoB it-ssisc 

(c) Cosiposition of Asset© 

id} ether service©.

It ia therefore, neoesoQry to taxe into account structural.

eueraoteriBties of rural and urban branches for analysing the

effect of other factors on coats eM oaraiaga* In this ©canoe-

tian* Gr&aaLy observes that »tho observed difference© in oasts

©ml ear nine s b etwee slargc and ©sail .banks reflect 3a part,
1aiffsrmees in tym® of services they p?ova4eM*

She structural cluaroeteriotics as reflected ia leaa*tiix» 

dcposit-uisc, asset-mix, inoouc^tiix etc., in 4Ifforent cise- 
groups of rural, urban and all branches fur the years 1 97;i and 

1970 are shown M iaulos 5*1 aid 5*2
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(ai I»oaft Veirtfoils* - rwr— n~>*ii»i*n ■ n'»rii munlM iihihi *r ura

froeii,? apea^iaijj tfj© Imn portfolio represents the 
®osmin§. capacity of the br&uehos* as different loans 

different yeftena m\& invol^o vexing costs*

fhe loau portfolio of the breaches under study mn m 

€^£avG0So6 in tscflo of the following .tatise s

%) ZiG$%Q c-£ fjotd 2asna to voiws© sf business* 

ii) iiatiu of agricultural loans t;e total lasne*
Hi) hatfc of eosacerbiui md. institutional’loaub tfi total

Xoa is
iv) Hat is ef esBsll Industries $s»a seal! Imsmioss leans to

total loans *
v) Katie of ^dividual loans to total loans*

It .Is oboeysred froa oolm&o 2 to 6 in table 5*1 ost! 1? *2 
that loa&*aix differ in different slso-^roaps in rurdl aM 

arfesa branches* It is Interesting to note that the proportion 

of agriculture! loans is relatively s>re is rural branches* 

whereas tha proportions ©£ eosr?®raial and institutional loons 

eiid arall Indus’trios emv sss^II business loans sa?o ©ora in 

urban. broncho a*

tJoraaiXy? the ales of agriculture! loans and on ail hwimo 
Xom’jj \& mmix but the j>r©eao©£s«: of those loans requires 

oar© mnvQuor due to large nuaber of eiaull accounts* At the
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t&K€9 those lo&iS bring low oaruleg toeeawde of low rat© of 

i&ta'ost* un the eoatrary* earui zjg iron eotiiiiercial. and. insti- 

tutioaa1 loans will m relatively caore* i’blc io in view of 

the fact that these Icon© safe leapge and hones psooeeefng 

of t’fiooe leans rocruires loss naipswer* Alsu, the fAtepeet 

l&©oue is high duo to high rat© a£ interest 021 thee© loa*S3#

However* the exact relationship botmm cost, earning 
&$& different categories of Xoace will ultimately depend upon 

loa.o-c.ls and head office interest, in rural and urban branch©©*

{!>} r^enooit—six

be pc© it-® is differs in dtf tereal ©ice-group© in rural 

ai^l urban branches* ifae following ratio© a©y bo conoid ered 

for expr©o©i:$ t&o acposit-irijr, ?

i) -actio of total dosesits to voluac of business* 

ii) itatio s*f tiiao deposit© to total &e»o» its * 

iii} Katlo of saving deposits to to id deposits * 
iv) -failo of deutisc deposit© to total deposits*

Sfcese ratios are shown in ©e&uDs© 1 to 10 in table© 5*1 end 5*2

is observed frees the tables that as the af©e of the 

branch*© iaerease* relative ieoortanoG of tin© dejgesilsj 

lucreaee© end that of dating deposit© decrease©* Ueuaily 

ti$ss deposit account© require* lee© soapower &bS. beueo lose 
vjagc-oi&ery cost, wfeoaea© sreeeeo&ng of caving deposit accounts



acci decassa d©?o0it ecooiurio in garticului* en 15Uk-T&oa. Q£&TO burtl©*!

and require iuoro esopcroor and ho-aco core nsg©*»scilar;/ cost*
*when different' categories of depootto and therefore 

total deposits inerecso, the eaaai?.€ capacity of the branches 

also increases as a result of Increasing credit creation* 

ik/never* too earning capacity of branches %q I^paired lay the 

resuireaents of statutory liqnMity &'ju other restrictions in 

the forfit of priority nector logins* 1 ending under ciifio*- 

reatied interest rate cch«*X‘, leading to £©vcrm@»t» transfer 

of cursa.no funuo to head office, the deciders o£ balk advances 

concentrated at head office, otc. v.liese factors izmj ouioet 

the sprung in thc opposite direction.

\tVfeen trie behaviour of dopes its and advances la gMiormi 
sise*^3?ou|xj ia rural aid urban branch©o taller otudy. is ejearjinod, 

on ii;toroi-stiiig point which et«a^oa is ti-s-t rural and urban' 

kreu.cuos arc* still pockets of deposit cofellloaticis. Qrfcaa 

ferursbod arc aoro deposit oriented than rural branches. Solo 

is observed frou the detosit«advaiJce ratio in different else** 

■groups presented in fable 5.3.,It oioo So'Hsmo that though 

deposits are concentrated at branch Xovd, bulk advances are 

conic eat rated at head office level anti so surpivo- fanae are 

transferred frotu branches to head offico*



table J>»3 * Mvaaee •% posit Ratio in Branches - 1979®

wise-group of brail- 
ehee ®s.tZ 1 Lb »sg

Voluae of 
busineos Xakh-erore 
&.)

Go* of 
bran­
ches

Deposits 
{in' lakh 
of £s.)

Advances 
(In 1 akb
Of f.3* )

Advance
deposit
Istlo

('/>)

l&LlOA DAASDKLO 
less t-foan 10 lakh 19 4*41 1.01 40.07
10-50 lakh 61 15.34 u *90 57*9')
50 lakh-1 crore 32 A U*'> 23.64 '
1-3 crore 29 102.70 *Su»45 66.31 ‘
111 brancheo 141 CO.59 23.5b' 39.71

10-5*0 lakh 6 1 9.1*6 11 56.29
5*0 lakh-1 crore 1*3 (50*04 16.25 27.62
1—5 ororo fi \-j ^ 165*75 77.-56 46*79
5-10 croro 6 406.33 103.1? 45. Cb
Above 10 crore 3 17 SO. ”03 679.91 5'b#Ba
All brauche-o tiO 254.55 ’ 10?.75 42.24 '
a \'f\ T>r-}^7ni’ ?/-:;Jk. 4 V*0\ -2- -t tfe-.

"

Lqqb than, 10 lakh 19 1 10.. j i 40 *'Jl '

10-50 1dm 67 15 .75 9.14 50.01
5 01 akh~1 cro re '47 52.40 21.42 41 .oj
1 «*j oro re. 77 142.04 74 • 19 36.05
5-10 crore 6 406*355. 103,17 45.013
Above 10 crore 5 1750.03 679.01 3u.Go
All branchoo 221 130.BO 54*05 45*39

?ou£C§s dal cwlnted on toe bools of 1979 data given in 
^ppeitiiE tables .

lotos In rer-ai branches, there are m broaches sloiag the business 
sore than Cs.:5 oro9e ♦ “iiailnr-l,/* in urban bronchos, no 
branches are reported 0.0 Sh& btislnecfs lees tharAvlO lakh



(o) Douses iti on of Assets

, Stria ckareusterie tic of tbc branches in etudes broadly 

the proportion of eash,lo&K5 on.a other assets in eluding 

government securities in the total assets* wo reflect the 

char act eristic of assets structure mci relative itysortane©

ouek catog;ary in to

iOiClG;rad?

ij »~atio -n>* iv si in ■

il/ Eutio of loans
Hi) natio of ot her

Asscte structure my be different in rural m& urbon 
branches. ihis is beeauae proportion of dif fercot assets in 

totax aooetc diiiero in differ cat aise**grouss*iLiio oar. be 000a 

tsou colasro 11 to 13 in ‘iabies 5.1 end. 5*2*

'It is observed froK the tables that a© the alzo of the

branches inerecieec* total lotus to total assets to eroaoc, as

result of ws lets cash cna other assets to total assets

decrease* fluctuations ia'asoeto structure ere observed in 
\larger branch©® and aoro partiaucrly lu urban branches*

=dmrp £&11 in loans and increase ia cash assets' in 1579 in 

urban branches in larger oise-oroun.; ciay bo ascribed to the 

r ©a u ire sent of higher XigyiCity ratio toy urban branches. x-Hds 

clue apparent that the ratio of loans to total assets is 

higucr it; rural brtaacUos than 1-; urban branches* this nay



perhaps 'be due ts tfec responsibility aoaignefi «o rural tranches 

£ee. lending to priority sector stnu weaker sections of rural 

ecrac.univy#

then proportion ox Xceis in total a-; o e to in or oao o Q, v? age- 

sal ary cost and hence operating cost declines unto certain 

level o£ volume of business because of cede seen., alee* -^oe 

opportunity coot v£ keeping cash in the liquidity ratio or 

reserve ratio is high* hiraiiorly* processing of other aaoeto 

sati oaiatonsnoc of account©, particularly of govornsent 

aeeuriti ®s» io is&o profitable an too accounts * 

firstly* they entail ciorc burden and so higher operating coat 

and secondly, there is low interest yield on those securities*

(d) other bcrvicc-B

Besides the ^inactivity of nofeilioing depoait-a mid 

advancing loans* the- feaxr.c branches performs a nussber of other 

services for which they charge Goaodeeicai or ik-os# ibe pro­

portion of other services in the total business can ho 

reflected through the proportion of various %pos of income 

in total inco:..e* She following ration rociy be conoid ©red for 

t'o to Purpose*

i; x*atio c£ Interest and discount income to total incase* 

ii) ratio of cojasiacicn mid eacluirage iuooso to -totel incCKO. 

ill) dQrtio of other iaeoae to total incoae*



It is observed ires col 5. si ns 14 to 16 in tables b*1 and 

h*2 that interest m.o. d loams* lac^o occupies taa^or dsare 

in total Ineooe-'of fee tranches* It ie obvious, therefore, 

that aa the ©boro os: in'toreet a .& discouat tococe iaeffeaecB 

with Increase la volmo of business s the shore of other 

categories ox income deel ineo*

ihe charco of eoarsission cad exchange 3acoco and ethos?

in&ue c^s relatively loo ia total iseo~e of the- branches*

i*or this reason coaa.iG©ioa and exchange iacose gM other

incou© fjava not bees; eohpxaored for ©xupinixj; their rol£- 
t/O* )4&,

tiouehip {operating coot. Ion even f ilicy are eotioiuered for 

eaaoinicig the relationship earning©.

?e£leet the influence of transactions between brandies

ana tno uccui Office on oparatirij.'- cx.’o , a variable* i»e*} ratio 

of net hoed office interest to voluo& of bvrAv.ecc has also 

been eo riaddered separately*

bpeoixl cation tf Variables*

>.'oz' esamir/Ing the factors alfbcting operating cost cr:d 

ear rang*irmitipla regression anaiyslii has beea resorted to* 

?gp tuo purposes of regression analysis, dependent

sat. independent varieble©,«havo been consider e®U



S6M8riiey.it fferioblas

1} kaiic of ogaratiiag eoet to volume 5 S' 
Jnisiiiaeo (ia gareeatasc)

iij katio of Earwig to voXuie of hueir.ooo 
(Xii percoEtago)

X ui &penatezi t Vor t ahi os

i) Volume of Su&ineao
ii) -tatla ox total losuc to v&Iuue of business

ill) -out is of af,rtcultural loans to total loan?)

iv) ^atiu of eoxsaarcial cai insrtitutiosal 
Xoaas to total loam

v; iiati© of oimil indtuiisdos and pleXX 
business locus to total loans

vi >' detio of individual loans to total loar®

viijdatio of total dagooiic- to volume of business

viii) iifitio of tine do poo its to total deposits

is) k&tio of savings dosonito to total aeroolta

i>fEihol

C

Y

**5
x6

"7

i) ii&tic ^ JOOa dfjtaaau deposits to total SopoDitc .So
xi) Satie o£ cash to total experts 'V**11

-1 \ Satie locno to to tal sie-seto
f 40*

xiii) -kvilo Ca ottjer awcets to total assets :”“13

sciv) Satio os: interest and uiocount inor r& to
total COu.0 x14

sv) .dot io fSJ» eorjaisssien am essohar-ge inoooo to
to tal i-ico ins "15
i-iatio o£ other’ isieoce to total inoor©

xvii) Saties ox net bead office- interest to volume
of hue iilGGffl 11?
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'■ahm depesUosit variables, 0 aid Y ar& eKppeoood in ratio, 
give unit operating cost and average- earning respectively. 

Uonover, for the sake of convenience, th©tvorao operating osat 

and sar^diig aro coed in tsso oulfee^oent {liseucsicm*

Sbr the purposes of regression analysis, above stated 

expimolDsry variables have bees ooROtaorpa* However, variafcSLoD 

a;;d i.e*» ratio of eo&aieolon usd ©cebaage iaeoue to. 

total inosme md ratio of other Ssoooe, to total iaeoiae roopooti- 

vij’lz' bav© not fee® considered for e&plaiaiRg variation in 

operating coot for t&o reooona stated earlier*

In the a to ve explanatory variables vol/ose of baoinoea (.Yj) 

is a else variable end is presented in absolute figure, i*©*, 

in idkhQ o£ rupees per annuls* Si& ©pooifisci in chapter IX, 
voluue of business iEicXwdos total c-.eaooits plus total, advances

21 jtfl. ttqa»-4 rffxvHCiXi
but eooa aot i^clalo contra ite;r>[mu inia&ii,foreign bills,etc* 

Ottoor explanatory varlaHLeo, i«e*» lr®n to 2L.* arc
v - c » (

©spreeeed in percentage v?bi<£i shows relative ioiportaa.ee of 

each explanator;/ variable ?u difieront grou.s of variable©*

Variables to 1,- ore variables in loon portfolio*
il O

Variable i*©*,. ratio-of total loans'to voltaae of business 

iucliavsos lome per givou vsluio of buoiaooa, that is to oay, 

if voIuq© of baainocs la given, increaos in total Isaac virald



AJ

raise this ratio* the ci'&n&eo in t .is rati© viil affect 

operating coot anti esmizjs, depending upon the coEipcaitiun- 

of slffebsit types of loans and their relative importance M 

total, loans.

Variables &y to q are variables in deposit portfolio# 
Variable Xy, i.e,, ratio of total depasIts to volume of 

business, indicates deposits nsr given volms© of buninooD. 2t 

is aoe«»jsfl that given the voltsao of feu&iu^o©, a© total deposits 

iaeroaoc this ratio will also incrcs&ae, v&ibh will affect 

operating coot aid earnings, depending upc« tbe exposition 

of ».! liferent deposits sad relative iaportmee of different 

deposits in total deposits of rural and urban branches#

• ' Variables a^ c-'d era asset variables# Hie 

reopcctive onset ratio is derived by dividing rospective cx&mt 

by total assets * Sfcaa&ss in respective asset ratio vm<hl 

affect ©per atizig Gcst ^earning, derailing u;.on tbs relative 

importance of respective asset in total assets*.

Variables S,^, uua arc variables in incosje-six* 
io derive income ratio, respective iaouuo variable is divided 

by total income* bbaq^es Id respective income ratio t.c*uX& alao 

affect cost end earning depending; upon too relative Importance 

of respective iaeou©' variable in total Xmawie*
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Variable indicated net bead ©£fieG intereet per given 

valnr.*© of buoJ&esa* ihe change© in this ratio would affect 

operating .cost depending upen the relative issportenes© of 

bead office interest in. branch activities*

2Ue data regarding oiao, costs, loans, deposits* inoeei©, 

asoets, hood office iutercet, etc*, for 141 rural cad BO urban 

branches for the years 197B arid 19?9 are used for running 
multiple regressions*

Xnterrelafian Between the Variable©

Bine© it is, intended to c^Or. the vefetaiious in 
said

operating eoat,£c8rni^t with tho help of selected explanatory

variables ae specified earlier, it is accessory first to

examine the relationship between dependent variables and indepen

dent vas? iatuLca*. SfiiB can bo examined with -’the help of coef£i~ -
P -cienta q£ detcraimtion {%. )•'*he coefficients of dstGriaination 

with respect to operating cost and earning as?© presented in 

fiacleo 5,*4 and 5*9 respectively *

Poll ©wins co&cluBi-as are derived frpra tables 5*4 and

5 *5 *
ii) ifce selected explauatosy variables, Individually 

explain the variation in apercfcitig coat in the a? sago of o to 

49 per cent for dll branches* in the range* of 9;9 to 39?i for the
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rural 'bmiefeoa end in the raise ©£ 2A'P to 9tJ- for the urban 

bimMwB't binilsrly, tUe oxwla\&tlots for the variation in . 

©asmag e£ img§s between 7# aia for all bratscfeeog 115« 

and 51/j for rurd broaches md be tween 6,9 and fc>$ for urban 

branches*

(Hi It is ©bserved irc& the tables that in all broaches 

eopenUeni variable (0), i«©*, ratio of ©pern tilt; ©ost to 

volume c£ bus-in. coo ixj sr^ni .^esiitly and positively associa­

ted, with ^ in 1 -17a and 1979# l14 (1979) aid ^ ? {1979} |

it is si0i-i.fic£a5tly ana negatively associated with X^(197B)» 

X4(i979)9 097c;} i^r, {t§?0 cad 1979)* In rurf& ortehea#

it is cxg&ifieautly ana positively associated with ju and )L--
,y * Jr

in 1971 end 1S79# &lm if ieesiiXy and nogstiveiy associated 

with Ilj{19?o and 1979), ^(197^)., X,{1979) and a1?09?S and 

1979)* In urban brace hoe, it is Gt^&ific&uiiy ana positively 

associated v/itb X^ ( 19?9} and 1.^(197075 significantly and 

negatively associated with 0^(197d), X^(1v79) ta<s >L|p{19?B)# 

Other variables are not found to fee ai^iiftooatly associated 

with dependent variable in all, rural &s?i urban branches.

it vcri&ble (f )#, i« c*, ratio of>i&ilariy, c’c-pe-Eaeri variable ^

IB to volume of buotueso in oil branches is significantly 
ioitively associated with {ou*4- > XA (197-0 aid 19795#
O } 0 ^ f ■ v f -j nv
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sxgi%ix*ieautX|? md aegestivaiy aof#oeiatod «itb S^Cl97t?)> XC)

Gf^i 2^(1976 Mad in rur-ed. brenchee# it 1m significantly

card positively associated wife JL.j* a^q aid &jg(19?9i sad 1979)# 

(1979)# X|g{19?9)§ aiM is signifies rifely end negatively

sssoeiatc4 with 2U(1'y?a)* a,,(1979) and &.*(197£s end 1979)*t 2 »3
2a urban branches, it is signif icantly and positively assooia* 

ted with &,(19795* X,. (1979)l &*sa 5a significantly snd nogs- 

tivedy associated with 2^(1973 and 1979) end X^(19?9)* Other 

explanatory variabi es arc not found ’to cc olrprificanily 

seeoeluted with ueteMent varia&le^ in all* rural amt urban 

'brs.r.ehe£3 *

\iiij though# oi.ua variable,# i*e*s volume of business 
(Z.j) ini found to be atavls tie ally s igiiifieuut acre porl&cu** 

iarly In rural branches in aiding. variation Us operating 

arjd Oircmng, it hardly es^aitio in ruraL branches em 

1 la variation in operating cost in. 19?-* e,vd 1979 respectively} 

aid 11;* and 1'iji* variation in earningc is 1,9?o cm) 1979 

respectively* S'hio ia.yli.eD that with the enoocitvt&ui o£ 

other explanatory variables sire vailaiile ) ioaoti its 

significance* particularly for explaining variation in operating 

cost*

(iv) Is all branches re Hoot the behaviour of rural and 

urban branches* It la interesting to observe that structural



ofes'aete.rist-ica o£ the branches, particularly dopesit port** 

folio-and Xoaa portfolio, bar© undergone c^oeider&tiie change 

during 1$?9#ihi£s goto reflected in relative changes. of the 

variables esplalnisg voriatioa i?,j oporst-irig coot end eorniag*

It aloe econo that variables otbsr than siae are sore 

oignifleast Individually in eaplo.iair^ variation in operating 

cost la urban branches* ^or c&c&QpLe, l'L,x 9 !•©*, ratio of 

interest o:al discount income to total income eati X^, i*o*, 

ratio of uet hoed office interest to volume of business 

individually explain D1g: and vuristiari in operating cost 

in 1*379 In urban branches* However, with respect to variation 

in earning,, veriubleo ±a otract>iraL eh factor is ties Indivi­

dually have low explanatory power, except ratio of

other aosoto to total aooetc, wbteh explain 311' variation - 

~n earning 3n rural bm 5-wf

fhuo, it iguana that structural characteristics are 

also important ibr explaining vs&'i&tien in operating cust, 

and eomiic in all, rural am ustom branches*

In order to provide tots! cxpCLunatlcn for the variation 

in operating coot am ear?iin;;9 ‘tsiih the help of'Selected 
explanatory variables, the teofcaique of multiple regression 

bars been resorted to. 3-ut before running the roityaoslcris, 

it is viecesDary to • cheek Interrelation between different
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so
©stpiasaiory variables,Jv.q to reacts th© probloci &f is&Xtl** 

eoliinearity«I.a this- coxnaofcion Irving Ilotiiin observes that 

"thk pr^aene© of eoilitienrliy naorg independent vsri&Hes 

render QfcToIy impassible .'fee Gireet eeti cation vf the cost 

©file ten ee© v/itb individual bante activities0 ♦" Sharefore
' % V.btfeer sofst etuuieo? aatiely Gravely , bo is ton,, ’ i'na.?. and 

liurphy’'' aid idrla Institute li'.Kly hta?e recited ml hi call 1-* 

neari% before running aaltiple regresolon*

ii’o resolve the proMeo of mlticollinearity eiasHg 

in&eS>©»Ueal5 vari&fciee, asrrdatlon ts& triac fees be® srepcoed 

separately for dll* rural and urban branches on tie taels 

of 1979 data. Correlation aatsdac fox all, rural and urban 

branches or© presented la tables {j®6, 5*7 ana 9*0 respectively*

iafxLs 3*6 obous Interrelation oftip among independeRi

variable© in all orsmefea©* After rase? in# salticallinearity9
aJL.-H*' *aC\1% vofi*i

following ir.Gepenoer-t variableo have been selected [fox o
oatl earning

escplai^iis variation in ©per^tifsr: aost/in dll branches.

* 5, ■** */x; x..j , f-•-* ^ , a,|
H } • "J i -l; 5 i-i

for operating cast* 

for ecmivpro.

iaer.a 9*7 shev/s Interrelations!:: in among ri&d op ©adorn;

veriahleo in meal bronchi. &» ■)iter removing oulticolli&Gcixity $

fellov-zing, variaH.es ts.vo been selected/for err-ipiaininp? the 

variation in operating cost and ermine In rural brancoas.
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if for operating coot *

Hi for earnings*

fable 5*8 shows &t^ffelatlonofeip saeng ir4©p@»stimt 

variables fc Urban tranches# A ft a;1 reEorlwg sal iienll inca-
MJ *i4 *"isv)’i V9^5

rlty# following variubi so have been eeleCted^far esplslis^g 

the variation in operating cost m& ©anaalag in ursm brcneiiecn

x} , *■■-| 3 ».* ^ ^ $-*&«| ^lor oper at 1 ng coot *

it) far earning*

&*4 ! ■uftipie Aggression tibdelei

After resolving the problem of, mlt ieollineority „
-mt ii I -I'i'j ^ t7 niir.e&r, sc&llQgaritftnicr and ooufoio-log''' multiple regression 

aodels^t ae stated below# have boat fittou separately for all, 

rm-cl and urban branches for tho >e&ra 1978 ami 19? 9* Ordinary 

least sqtare DetfacO (bill) has been used for eatitaxiing the 

oarer e torn if the esdclD »

bo also fitted ssat-log quadratic oast function# as stated 
oelew# -fox* eoiiaating operstang cost? oppressing else varies-* 
lo.-o (jf* l> in ce&son logorlttaa* , v ^ , .v* i au ijo^asjii -&ww i „ , , .* , . „* »5,^x,4'b* Xx*f....... tK yuu * c,(loc:^r*7Zg*x^rn^&a . h h

Seeaue© of the inherent eharastcriotJe of quadratic coat 
function# ice estinatod cost is U-shaped la tlx* above
function# \'&erea»# Scatters drawn with the help of original 
valuers of dependent cad Independent variables show 
aoyaptotic cost curve* Hence# this fhhetion in act conoidered 
for analysis.



regrcceiuaa fsuve bee* rua ml™:; alternate 

variableo i’or espladii ag variation ist opera tlug cost.'in all 

rural andurb&a %r&ECiiec3#

(/.) XII ^geushee
a) 0 - ti'f Aiy'*” b.j ^X,< V

IX) 0 s &*'■ •'-<! ’os- ^ «^X<j ■y ■" i-

m) 0 » j.OgA^ ^+0

•3* v J G O 0^ lOg-'u^ v l}.* y**’ b

V) leg C, Si 1 Ogn-i-t\j 1 Og.t|H-bjdOC^-^b^ w

¥1)
•* "“t, -1 og^-!- 1^1 DgX ^ -J- hk~ X ogi^ -i- y 1 ck;}^ y-r t; .

(B) Hurd Iran olios
V IX ) 1 ^ C*^ l).». /*-<* bO' V (•V’*’ brr X?’"^* “'V fc-‘

II C. il J J W W

¥211} 0 «

j I* “■ 0.vb,| .1.* D, ,ry ^ £)<| ¥*"^*1 ¥*^* ^

X) C » &v'd- 1 ogk* 4-b„iA,-*'- bj-X;. * Su£Vi * o
! I <£.«£. J 'J TO- “>

XI > • 0 •« a»-b1XoeX|+^-’^+l>^*t-b,X^+?j

XX1 /' 0 551 CM-15^i^tX,|irp‘<'"iJ

XXXI} logO » 10^+1)^ICHJX-i^glo^g^logXg+feylQgX^U 

XXV) logC » lofIa^b^iogX1i-b^iog>^-!'b^logX-'t-bdlogXi-i'i-li 

XV) logo » 1 og^-b^ 1 a gX-j-i' b^l ogogX^- b1 y 1 ogX-j y* t>f



■ (c) tbrban Bratichm 

£¥!•), 0 «
XVII}' 0 « a+fe^ +b.^X^+b.j ^4-b<j^X^'u*

XVHjL} C* a ut^k 0o X-| O/j ^^ i-iJ*^ ^

XIX) 0 « G*b^ logX^ -Fo-X^b-j gX^ g-s*b^,-X^'5-:<J

XX) 0 ~ Ci^il}.| £)<| *^X-| ^"‘,^*|

■A/uI ) C «• D»| Xo

XXII) logC a log^'b^llOfiX^i-b.j.ioi^i-'i-b^glogX^g-S’fo^lof^^-J
i>l

XXIII) 10gO a lQQf^ijlQ{f3iy •Vb^IOgIv^b^3.0gX1^’b^^lO,7X^^y 

XXIV) logO a log^b^logX^+b^jlogSLj

■0

Following regressioao have been rim for explain iris 

variation In earning in ail, rural ami urban brar.clies.

(A) All branches

I) Y s* qa X^v*l3yX^,i'b<|j*!1 i’­

ll ) Y -- a^b^logX^ ■'•b^X^*5*b^A^-5-!f 

III) log? a los^b1 logiC^rb^io^-i'fe^■5locX1 ^r'C

(B) i.aral Branches

4.V ) 1 s= ti*»-b^ X^ *!' 0; ,X^i-b^ 5"^

¥) Y s* a+b|log>:^+b^X^b^^X^^-f-b-j-X^'-5-u 

VI) lo$t a losa-i-b1logXvs>b-JiogafcJ4fe14_logX1^b1,-logX15'H3

(C) Urban Branch oo

VII ) Y = Or-? A-j ‘i’b^A^-l-b^ /, 

fill) Y a a+dj 1 ogX^-S’byX-Hs.j^X^-f-ti

lx) log! » log^-4- b^lO(XC^+b^logX^-i-b^^logX^^-> ■.;



/

C o natio at operating oast to ifolwsae- of business

X '. » ilatio of earning to voiua© of business*

'« vcXuae of business

Xg «® iiatio of dotal loans to voluia© of business* 

o itati© of agricultural ioam to total loans#
-V 35 ii.atio of snail industries urn small business loms

i

to total loans.

X^ » iiatio of 'total deposits to volud© of business*

» iiatio of tins deposits to total deposits*

X12 ® ^atlo of total losn© to total ©soots* 

it,™ a iiatio of other assets to total a Dae to*
I J

a

» Hatio of interest &al discount income to total lacowe#
=> Hatio of oomaiosicm and exchange income to total iacoeto* 

« iiatio of net head office interest to volusi© of business. 

« bonctant
b^ *.*1? » ^egression coefficients 

■U = Brrbr term*

Analysis of %dtiple degression Seoulto for Operating coet«

for explaining variation la operating: cost 'in all

branches cud analysirg the effect of rural-urban environment 

on operating mat# alternative Dots of regressions have been 

run separately for all, rural osu urban broaches for 1978 and

1979*



degression results for ail branches are presented in
: S&ble S'*9* Hegrsssion results of linear# ©©mi^lGg&rittele 

and tbubx e-log i’lmetvzzm ©re presented in tsi© alternative 

sets of regressions* Equation t, III sad V proseat regression 

roGidtc of the above functions respectively* where £^,x~ miA 

arc explanatory variables. Squtttoas llj IV and ¥2 

present regression results of the fitted functions respectively* 

&ii ere &j SXJ; and are esplanat o.i:y variables*

Hogreaeloa. results for rural branches aro presented in 
Sable 5*19* Hegroearca results of linear# ©eai-Xagarittaic 

dad double-log functions are pro sen tod in three alternative 
sets of equations* equations ¥15'., X cad XXIX present regress 

sion results of the ©hove Siuiottom respectively# where 

X1 j, :d09 aaa Xp ©re explamtory variables* Equation ¥2X1,

II end XIV present regression results# where X1S5L^#1^ am 

ore e&plaa si oxy variables* Equations IX# XII and X? present 

regression results# where Xj 9 X^# XtJ end are ©splsmtory 

variables*

uioilarly* regression resulte for urban branches arc 

prebait'Sjd in tabic 5*11* Eegresoib© results of linear# 

oerl-logorithsic and double-log functions ©re presented in 

three alternative sets of equations* Equations XVI# XIX and 

XXIX present regression results of the above functions . 

respectively, where i«j.> and X^ are escplcsiatory
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XXI12 present r egress Iony&rieMes* Equations XVII, XX, J 

results, ttoer© 3^, arid are explanatory

vBrtobl os» liquation© XVJ.II, 'XXX and MXV present regression 

results, vhere aid Xy, are explassltory variables.

foilowing coneiesto&o sr© derived froa the results 
of icibi oa 3 »3, 3*12 and 3*11*

(i) Hbb the help of oeleeted explanatory variables,

the total explanation to operettas 

is provided fey the linear ilmetio a

cost la all tea branches

to the extent, of about 1/
\

in 1 P?u and 36/ to 4 OX in 1979s by 

function to the ©stoat of about 42;

the 83 m l-logarlt talc 

3 to 1 "f{a and 50/ to 625

in 1579} by the double-1 os function to the extent of about 

35/ to 49/' to 1372 ®d >3/ to 43/ i& 1379®

, In rural bronchos, the total explanation to operating 

coot io provided by the linear fa net io a to the extent of 

about 7/ to 19/ in 1y?u aid 11/' to 1979} by the soiai-logoritbiaic 

function to t e -extent of about 49 to 46/) in 137c and. 4&/ 

in 197'Jt by Vm double-log fu&etion to the extent of about 

71 to 76 / in 1972 and 41 to 4b/ iu 1979. '

Similarly, in urban branches the total explanation in 

operv.ttog <»st is -gravid ed by the linear toriotion. to tho 

extent of about 4 to 25/ la 1972 aim W7*3 to 95/ to 1979* .
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tgr the o©iai“iogas*Itteoic function to the extent of about 

59 to 68$ in 157b ©ad S6$ in 1979? % Vim double-log function 

to the extent oi' about 14 to 48$ to. 19?0 md 13 to 26$ in 1979#

7hu% it doskb that linear# ueal-logurlthola ssn& doable 

log nultivariete regression rjodeio ©os feuM to be ’good 

lit* for providing total explanation for variation in opera* 

fcl% coety except linear aoael in 1979 in both the ecpa&tiom 

in all branches oad in equation l?o*X71 in urban branches* 

i'his can be sees iron the value of coefficients of aetenatoa-
wO

tiuis, H% adgiatsd for degree of froeaoss, t?bleb i© .found 

to bo significant otatlotieel l# at 1$ level#

(ii) It cm 'be seen free; the rograsoiou results that 

of the fitted function in all branches» to 1978, double-log 

function *n equation V eaplaiue larger percentage variation 

in operating oootf where feusih to m 0,3035# tliaroac to 

1979 seed—logarithmic function m both the equat-iojs, i*e*»

Hi tm.il IV explain larger percentago variation is operating 

coat, where Sr ere found to be 0.6171 aa3 0*4981 respectively*

In rural branohco# of the fitted funetions double-log 

function expla tos larger per coat age variation in all the fitted 

.«teffl&ionB In 137u aid 14)79* Ik 19Y«# *C“ to1 equations XlXi and 

II? are feuna to be .0,7643 art O.0?443 reepsctivel^# v.heroa© 

in 1579 ii" in both eo.uatio.sS are 0*4540 &o3 Q*43v? I’espectiveijr.



It is interesting to note that though ti;o vaJno of Hr in 

¥e?| low in linear function compared to double-log function,
»*gO ^

' R*~ is fourto to he statistical ty eiga if leant. ->.hie :;,ay Is© 

flue either to large nucleir of observaticns or due to nor,« 

-Xinec-r type of relationship* Pnyfehbr much variation ~n 

total explanation is in double-log regression results

in 197i> and 1979* i'teie aa^r perhaps be duo to funotlbacsl 

forti of the function**

blmilnrly, ia urban branches, of the fitted functions, 

e era 1-1 ogar it hale function explains larger percentage varia­

tion in ^s- all tho fitted equations ia 19?0 ml 1573* in

197? fra•y $ li ia equation© 1XK. and Si are found to be 0.673 0 ami
0*3923 respectively, whereas ia 1579 It2 in both the equation© 

sye 0*9540 one! 0,9552 respectively* She variation in H& in 

197*5 cad 1379 iafcgf fee due to changes in atrveturaiX eh factor! e~ 

tics of arbor* branches.

(iii) Among the selected explanatory variable to the 

linear function, to (a) all branches in equation I ato, IX in 

1970 only tlioreae to 1379 in equation 1, variables 

ato mu to equation 11, vertables ^ asi 7^ arr? found

to be significant stsst loti cal'

* la double-log function the mtobar cd observations reduce® to
very sqi&LI number due to problem of sore value;a of soa© varis- 
bleo in particular rc-greosica for the period wi« study ..iiiib 
can bo seat* from tfe© degree of freedom*
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(b) lii rural broaches in equation TXI9 (197o, 1-9T5X

am 1^(1.979^5 in equation ¥1X1, variables {1970,1973) 

aal 3Iy9It,(1970} and in equation IX, variaifi.es a^ oad X4 

{19?a,1979) are found to be significant et-&" i3tieiul^« 

dho unexpected si£«s, l*e*, poslliv© slgrof the cooffic lent 

of .%£„ I1*'©., ratio of time deposits' to total deposits in 

equation 131 and of 3Cp i.e*, ratio of total deposits to 

vsluse of business in ©miotica ¥111, c^r per tegs be due to

ivtcrrelationship of these variable© with Mj i.e., voline 

&£ business.- hhereao, iu 1979, X| and 3^ &r& found to be 

statist! cdL sign if! cent in all the three equatio r&.

(c) In urban branches in equation r,V2, variables 1979), 

^14 (197d end 1979), ia equation X¥XX, •variables 

(19733,1979;, X^OSTe), X14C'r3?3b &::d in equation BTXII, 

variebl m -bj(1970}* eusd /.^(1073) are found to "be 
fioaat stationcaLXv*- ’iho differ once. in sic?a of the eoeffiolent 

of !•©*, mtio of ether oeoets to total assets in equations 

Xfll and mV 111 way be due to the association of other factors.

Ia the soDi-lonarlthiaro function in (a) all branches 

ia equation III, variables x.j(197tf,1‘979iU ^{1979)1 ia 

equation IV, Variables -tj (197.3,1979}, Xjy(1979) are found to 

be significant at&tioiicdliy»«

(b) In rural breaches in equation ,a9 'variables ><*,( IvTd, 1-979)» 
in equation XI, variables A.'(Iy7t3,1979) .A--'- 9



126

in equation xll, variable 2^(1970,79) arte lb mid to be 

stB'£ie*b4ealiy significant;* 1 .. ..:

.{&} %n urban breach©© in ©qmtion XIX, variables 

anti ^ {in 1 S*7Q.1979) ? ia equation XX, variables (197o,

1979), X^ smi Su(1979)? and in oquatiouICtf', variables 

(1976,1979), and'1979) are found to- fee statist! call,-? 

oigniflouit* She dii'fereaee In sign of t ft ©coefficient of X^, 

I.e-, ratio of other assets to total assets in 1979 in 

equation XX sad XXI ra%' fee due to ease elation of other varia­

bles*

In the double •log function is (a) all, 'branches in 

equation V, variables Xpii^ and X^(197b*-197;J) # in equation’ 

VI, variables £*(1976,1979), -v oad &,«»(l2?£j) are found to 

fee srgaifioent etatistioally*Sho negative sign of the ooe- 

fi’ieient of X^, i*o*, ratio of net head office; interest, to 

volume of business &ay be due to functional iorra of the 

equation, where due to negative values of this variable, 

coispuier discarded number of observations having negative 

value*

(b) In rural branebco in eqaeiion kill, variable© 

(197^,1979) and. ^v» (197-J} and a,-.(1979)* in equation XIV,
<2. vV

v&riahios X^(1y7a,79) (1 uYd; anl A.„(\ 197o)? and in equation

XV, variables :i|.(197d',1v?9) and ix(1979i are found to be



significant siatietical J.y©'-’-he positive sign of the ooefi'l*- 

oieat of Xg ia 1978 on« equation XXIX* aey firstly bo duo to 

tb© interrelationship bet ©sen X0 9i.e», ratio of total
••A

loans to voiuuo of bsioiseea and to,, l.o., vo3.im&> of bucineos, 

and secondly au© to the functional fora of the equation*

(©) Is urban branches in equation <-Xll8 variables 2^ 

(1978*1979)* X^(iy7y) and It^(1S?y)g m .equation x>XCl* varia- 
les (197(3*1979), ask li^^a and Moo nation SXI¥

variables SC^ \ 1973* 1579) are found to ?3o statistically signifi- 

east*

(iv) It cm bo observed i^om the tables that the coefi’i-
t

oiont q£ i.o*# voluso of business carries the postulated 

negative sign la all the fitted functions, oxaoptia the liaecf 

function of equation XVI is urban branch?®* In other ©?4e» 

the negative association beirve-sn sise and operating oast iaplies 

that tho branches which increase their sice can also reduce 

their unit operating coot by the value* of regression coeffi­

cients in the fitted functloap* Seweror, site variable, i.e*,

X- is acre significant in moral, .branches* which can he
aid

seen freo the regress ton coefficiaat/t-voX'uoo la raopoetivo 

regressions* Shis is in cm finally with ow finding in 

Chaster 111*

(v) It to also apparent that ©long with size variable 

other vt&i&i&QQp mmly, to,* &p &c>* ^14 ^17 ore
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also iui;>Drtaut in explaining Vm variation In operating cost. 

However, ac ©11 bra^che© r©fleet the ctaracteristics oi' me-&1 

sal urban branches, the relative icgjortanoo of explanatory 

variables ia espials lag the variation .in operating ©oat say 

change ia rural and tsrban b ranches*

(vi) In rural branches, it is cbajges in deposit port­

folio, imrticuiarly xd, rather then lorn portfolio* along viitb 

else variable> ii3 fob helps nor a in esplo-thing variation is 

operating cost* Jm ex aspic, Xj, i»e*, ratio of tise a ©posits 

to total deposits, part tcularly in i 979 ia linear $kU double- 

log fuaetios.D, la all the three regression equation8 is found 

to be consistently signifiomt. HkIo can be seen £$m the 

regreyelcn eoofficteot s-ti t-veluos in the respective equa­

tions« Itio value of the coofiicicot of X,, ranges froe -0*^477
s.2

to *-0*0466 as the linear function sad frees -0 *612(3 to -0*9712 

m double-log funeiism in 1979* Ibis inuieatos that, in the 

linear function if tbe tisie deposit ratio inoreases by 1 per­

centage point, operating cost ratio falls, on an average, 

by 0*0477 to 0.4CJ6 parsestag© point, uheroes in doable-log 
function it Indicates that-, 1 TQjr'&mifiaerease in ties 

deposits wotslci lead to foil in operating cost by u*81 to 0*37 

per o£SJt*s Ehis aesso th sfc in the double-log function operating 
cost is highly slastie ‘to tine deposits* Ibis is because regres­

sion coefficient asouaeo value nearer to unity, «bie& isglios



that higher the proportion of tioo deposits fa total deposits* 

the siore operating, cost declines for at$ gives inceeme in 

ti&e deposits*

(trii) It also euergq© from the results of isarat branches 

that head of flee interest doe© not $toy €wy aigaiftcsat sole 

in iafl mancing operating cost, m 3^^ i#©** ratio of sot head 
office interest 13 voStaase of foy&ifiese is cot throed out to 

fee signifleant in asy of 1*0 fitted rogreoelom*

(vili) ffeougfe* erratic behaviour of structural etoraot©** 

riotiee in 197d and 1979 is ohserired in ureas branches* thqy 

ere found ts fee sore lopentant in eKS&aSates the vsat&tioa 
in operating oosit* ^Wiables iu otinxotur&l choractoric11 go, 

particularly related with advance activities* naoelv* X12, t*e*f 

ratio of tote! loans to total asset©# 1*8** ratio of 
other assets to total assets* ^A9 i*e»f ratio of Inter-eet 

end discount Income to total income on& Zyp t*c», ratio of 

list head office interest to voliss© of business are eigiii.fi*' 

cant in explaining the variation in operating coot in respective 

regreoaion ©austlans^ llowcrve?* out of the above four esplonstory
variables* , and X^ are having mono ©ssplauatory power then 

any other variable* nhiob- can fee m&n tern the regreBejba 
• coefficients) mcl t-vaiuao in respective regressions* further,
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iadividimlly ©j£plai©s91 pes? cent variation In operating 

csat iti t'9?S*£tiis fee tfe roaeon tfe&t end tfltb 
tb® ns&oclutlon of other cxplaa story variance, explain 1 argcr 

percentage variation in operating oast in respective regres** 

sion eotiabione la 1979 c

• ibise* it 00020 that in unban feraaetee, It is clmgea ia 

loan portfolio rather turn deposit portfolios hoi p tauoh in 

explain rag the varieties in operating coot* itot © single 

variable in Seno0it«*portfolio ie reflected la sal octet! 

regreosioco*

It follow Sees fcbe ainn discussion that linear,

sesi-locsvitboio eu» doiifelcHLog maltiveriafelo models arc 
found to be good fit*in explaining variation in operating 

&ct in all* rural and urtea brandic©# Plttseoo of tfeone 

nodule an ©loo fee ^udgod by tooting onto«corroi atiaa • 5:raai«“

_ tleaol test applied for tbo incidence of auto**corelation ie 
tiie sarfeln-^ateofe fcost#y ifee i3arfc$a*<siQ0« statistics are 

coaputou for each regression# £&« v&U:e of tbe ecapxited etatla-*- 

tics indicates &a absonce of ©lilies,* positive or negative auto- 

-ooro-olatioo fbr all* naral and arfcaa bmnefeoo for 197u anil 
1979# B’rcetloally all iJUrbifi-H/afcsoa statistics are either

* £o uiidaost taiid the? relatioaohip between the dependent variable.# 
i#e*, ratio of operatise emt to vaUarne of feusiaeea end iL^j»i.e., 
ratio of interest and discount iiisDStQ to total isieose* regies- 
sion ie ran with 1979 data* *-be result obtained So t

C o «0*9999‘i'0*7B59o®X1A,iia « 0#9135*H’'

Hotel 1* — sign if lea m at 1;9
2* figure in the bracket denotestival iso#
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dose to £ or vbe ©sagsutod d are either d > & > it, or <1 < 4-
■JH

< 4~a.- end are aigsxi'leant at ieveyU

ini&lyslg og Multiple regression legal te- lor Kerning s

lor explaining line variation la. earning ini all ferenobo©
"It'S-

ond^effeot of rurai^urban envirenfiest oa eaauag, regression®

have been rim separately for all* rural &r:& urban branches

for 19?a arid 1979* degression remits two presented in ICarile §»12*

degression results of 12aoar, acsst-logaritliDie a&d couble*- 

log fusetion for all branches are- presented in tfes table la

•& <••rrooqi? atr X« */,« f.v £ fi .//i r o 3 )p ©e *-■ a veX y , vli c?r o taicl * - *
©Xi&snafcozy variables-wfeeraao* rogreecicm results for rural 

teenefcea are presented in the tads in eeaatioea XV, f9 and ?I 

respectively9 wfe^e-X^, ;4Q# 3^ arid x^ are on,[Xlcmatcary varla* 

E®. regression results tor urban fer&noljao arc

■ preseatad In e^uctSioBS 711, YHI end IX, viiero. X|, and 

are eiznUu&tass' variables*/

S’sHooiag car,'.elusions are derived fron tfe e sreoi&ta of 

table 5 *12 *

(i) Uitb the felp of selected explanatory variables, tho 

total explanation in earning in all branch os Id provided by 

the linear fuuetion to th© extent of about in 1370 end 90X 

in 1979? ~w tfeo sob 1-iogai* itfeaio £ motion to the extent of
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about 54$'>' la 19?u 4?>“ to 1979s tto& by trie aoubL^-loc fuRo-

iao,n is to the extent of about 1$ is 197is oat? G*5$ in 1979*

2a rural traaefceo,. the total e^piazatian in earning .is 

pc-ov idled by the linecr function to the exterit of stout 15$ In 

19?;> sad 2b$ in 1979* by the *>enl-logariiLirato function to too 

®kteat of about 44$ to 1976 cod 47ft to 19791 by toe double-loy 

fu&otim to too extent of about 15$ ir* 197b «2id <$• to 1979*

tn urfcan ferar»<£iec, the total explanation in earning is 

paov Idea by the linear function to the extent of about 4$ 

lii 1970 cihI 15$ to 1979s W the sesi*-2.ogarittoic function to 

toe extent of short 12$ is 1970 one Sn 1979* by the double- 

log function to the extent of .about to 197-0 aid 14$ to 197$*

(Ll; i%- apjjeorgs that linear aid Qscl**logori$h8&J functioa® 

are ibuid to be ‘good fit* for providing total explanation Ibz* 

tbs variation in eaeniag, oseepi iisaooe & nation in urban
***»p

branebes in 197b* ibe coefficients of detr-rminat4on*2' 

sdSuotee; for degree of ItoeetioBj %& fousd to fe© fjtatistieclly 

siGaifleant at 1$ level* ifeubie-dog fraction is fotaid to be-
either to

branches or in urban bra••'ehes.

* poor fit* for explain tog variation in ©aruihg «a

(li») It cm be soei froti the regreeclon results tbet 
thtiUgh d® to found to ba Bi£'ni£Icar.t in tfeeXtoear Sdnotiaa? 

the larger percentage variation to @ejm*»is 1® ©x^lc&sod with



136

tfc-e bdp o£ sesl-log Ediths to i'lmstian In 131H and 1979 

in aii9 -rural and urhasfl breaches*

< :i VJ^ iaoRg the s«&.eofce$ explanatory variables to the 

linear- fsmcif on „ it's all feranches; variables A,j 9 X~ ami X^

(in 1970 and 1919) l to rural tramiiGa? vorirMoo Xj (1976,1979), 
X. (197«) a-:(k ^(1979»1979)I aril la- astea forasofcess vaa&abXoa 

JC^(1979), X^,3^(l9?y?l*379) are found to b© ^irrulfieaKit 

static ti ©ally*

In the- oeiiii^Iogarithtaie function is all branches; 

vm-xafcisr) < 1 97a, 1979) and ^^(197S)* in rural to?G8Qhc®f

variables X^ClSTu* 1S79J* 2d (1979) c&'l £^(197ut W9)l iai 

is urbesi broaches* variables £j,X~ ©ad (1976,1-979) are 

foarll to be rrlgniiiieBst otetie t i eaiiy .

la the Gsubie^log fuactioa to all breaches; only 7^

(19?d? 1979) in rural hrevtebaes it| ia 1979? arx! to urban 

tranches; to ana to. in t9Y9 &ud found to be &im If leant 

statietreally»

<^r) it oaa t>® seea £so® tbs tabio that &i©ag with oise 

variable,1*e*9 &j, variables %n steeferol clrrmeteristles 

arc also iuportasrfcia exjgLatotog tbe 'yarisuloa in eoms-i-i* 
However, the relative Jasgort-aaeo of expi&ulitory vasriablos 
change to rural and urfecoa broiches# Bor etsatfiple, X,., too**

v.** 1

ratxo of tiae deposits to total deposits and Xj^, !*©•» ratio



13?

of interest' cizil discount income to total iacoac in rurcl 

breaches? mid in urban foa?«me&os i*«u? ruts So of agri** 

culture! loenc to total loans and are important to 

spiraling veriaiioia. in ©sr»aing> Stile can bo seen fs»o the 

value of re-creseits coefficients and t-veluo»

(vV It is interesting to not© that io positively 

related ©itb earnii^c ,$n rural bjoegtobes am negatively related 

in urban branch-ce* Ibis iaapli&e that as interest oa& Clio** 

count lueooo increases consequent upoa increase in udvaucoo, 

esriiirg per given volume of business ha© tendency to inepoaoe 

in rural branches* Eberefe© it lias tendency to decrease in 

urban tranches ° ih© negative and iincirpeetod sign of toc 

.regression
be due to j^iorlty saotor lending am head office Interest*

As leal lug increase? urban brand*© a m&g feeve to feonsotr 
xhnus frea bead office to cieet priority ecetor m<3 other 

sector lending* itsio raight tev® oum&t negative effect 

os earning to us?ban t^aaoHos* Hale is Glee supported by the 

negative oiqg of the ©oolfi eicat of Z~, i«o* * rati© t;S agri*
■or

cultural loans to totolioans in urban branches*

el-eni of in urban brarschco tsegr perhaps

f’bua? linear,, a&a 1*1 ©garitteaic G&i dowbie—iosg tonctiocs 

provide o^ilon of lea for variation to earning* s'ittneee of 
l&cse thro© amotions eon a3.es be ruigod by testing Durbin**



'*Xi&umn ©-iatiatica* ill© values tfa© eosjpufceil itefeSn^atson 

©tatierfeica issSleate absence of ©ithvx positive ae negative 

ents^cerreluti os £o* 1TO j^^»ia-4'/ats&a efcatis**

ties ©re ©ithcs* t

u>d..a> dh iri' ' 

u< 4-a,.< 4~aT

r£be Burbxa-betscm •itatiotico ©re statist! ce&ly oigai-* 

licoat at 1;'- level*

5*1 Goa elusion

l?roe tfc© foregoing &aaly3is of footer affecting 

oper^tinc ©out aed earning in ell, rural and xirten, branches, 

fblloulicr: eoyd u»l~ae am &ea\m*

(x) linear, seai-logsritUaic ©r& «3©u&l©-lo® eultivsariat©
£*-v/Q- -^o m4o A»ft, ’a o <fa H

rogreosioa srJlol®[jb$? p'ovid!-<$ toto! esiil&aofrioa for varla«*

tion in operating cost , v?hor-oas linear oaci sen 1-logoritteie 
tic«!©J.o are fcuiiu to be 8 good xit* for grovMlig total osplam- 

tic-n for v©ri&tion in earniig; In all, rare! ©hi urteo branches* 

£bio e»u bo so® frou the value of fee oooffloienta ©£ detese- 
aiiXitiuiij, Hh aC4usri;ou foe degree oi' irsedefi, rfot&li is faunal 

to no cl^rdCieaat statistically at V/» level*

(li) W‘ha negative aaseeieitA.oa betwoea sis© and operating



east mu positive osaec&r&lou between ©iso and ©araiag- 
is iouiid to be oignliioaut. ibis implies that the braachea 

-raids increase -chair sis©, i*o«s v abase of ‘bisiinoso cat* 

reduce their aaifc ope^al-lcg coot md iaereaa© their 

ocrn,:u'G by the* value of the 3?©^s?e0©oa coof.fiol ents 'isi the 

fitted functions* However, oise variable Xo aos»© •
in iEflisonsiog ogaretiag cost aid ©aristas in itsai brax-sbes.

(ill) llceiricGl ilficlisgs ©hos# that though sis© variable 

iu □igaiXleantjj other variable© in otractural obar&oter&iico, 

partioaior iy variabi.es la d#po©it-aix ond lo&rrssis:, am 

t&So important in explainin': vario tie a in o per at ip; coat atd 
o&raitC* i'kn?evor» the relative iraportc-nx^ of eirpltanatory 

variable © -lay ©tenge in ruz®! and rs?hoa branch©©.

(iv) 2a mil braaebe-h, variables in deposit »ortf&llor 

•razsely tine deposits xo so,re important in or?plainLcr; vai4&~ 

tlsm in operating eo-vt* ther^us in urban branches, variables 
is loan portfolios particwlyrly iateroot am discount Iscsd© 

f,nti bead ozfim interest ere e»ro i^portemt tn espial*?,in** 

variation in opar^-tirf,; ©not*

(vi iseau office aotivit&es, play ©racial role in acta**- 
siu-i-sg CfcisviitJr; in rured ana urban brasohee* ibis is slice 

oups»vs>tes4 b;f %tm &i?ja of the r ©greasier* coefficient of 
ratio of interest uati discount lucoca to total iaeoao* is the



fitted £t»* ©ansiag to meal o&4 *arlaa fesancftea*

i'trio veirie&X© is paaitivaX# related with earning In rurol 

brmehe& ■end io jsogattorely related witfe ©analog in w&m 

branches* UGwever* heal office activities cx£@ not i&gortent 

i.s 'ixitlumiQ'hxQ ©peratiag coat to rural branch ©a# Sbio to

evident froa the fact- that *r©soiua coefficient of aet-

fc©s& office interest io ©at Sov.nl to be signif'leant to cnj; 

el’ the r ©guess! c-iao ran £ou exsittoBing: variation in opesn&tog
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