
CEAPIER 7

ESTABLISHMENT UTILISATION

In analysis of expenditure of the fourteen nationalised 

■banks with the help of an ’Expense Indicator* reveals that 

the hanks have spent more than proportionately on various 

items of expenditure in relation to the revenue earned/ 

generated by them. Ibis increase in the ’Expense Indicator' 

has reduced their profit margin, as has already been 

varified in the ’Profit Margin' analysis and has also 

affected the profitability of these banks adversely.

However, it remains to be seen if this increase in the 

'Expense Indicator' has been mainly due to an increase 

in the under-utilisation of staff by these banks or due 

to a more than proportionate increase on their establish­

ment expenditure. There is a general impression that 

during the post-national is at ion peribd the profitability 

of banks has declined mainly due to under-utilisation of 

staff. In order to varify this, through an empirical 

enquiry, we have analysed the degree of establishment 

utilisation in banks during 1972-82.

The main object of the analysis given below is to 

test the hypothesis that the 'Establishment Utilisation' 

by the nationalised banks has declined during 1972-82, 

or in other words to find out if these banks have
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really over-spent on their staff during the period. The 

need for testing this hypothesis rests on the premises 

that other things being equal, ‘Establishment Utilisation' 

and 'Profitability* have a positive correlation.

As already pointed out, these banks were <•. . 

called upon to take up new challenges in terms of rapid 

expansion of banking facilities in semi-urban and rural 

areas by opening new branches, financing vigorously the 

priority sectors of the economy such as agriculture, 

exports, small scale industrial units etc., and providing 

credit facilities and other services to the masses. 

Simultaneously, these banks were required to mobilise 

savings and temporary money surpluses at the mass level. 

The implementation of these and similar other programmes 

had a significant financial implication in terms of 

additional recruitment of banking personnel at different 

levels which gave an impression that banks have over 

spent on their establishment, to meet thi identified 

social objectives, affecting their profitability 

adversely. Phe terms ‘Establishment* and ‘Establishment 

Expenses* mean 'bank staff' and ‘all expenses including 

salary, bonus, pension, etc', respectively.

In order to test the hypothesis, the operational 

data of these banks have been analysed through an
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indicator called 'Establishment Utilisation Indicator* 

(EUI). She establishment utilisation indicator is the 

ratio ($) of establishment expenses to total revenue or 

income of a bank during a defined period of time. Ibis 

indicator is so defined as to indicate an inverse 

relationship to establishment utilisation. In other 

words, an increase in the EUI means a decline in the 

Establishment Utilisation and vice-versa. Similarly, 

a decline in the EUI means that the establishment 

utilisation by the bank has improved. In other words, 

if the EUI of a bank increases over a period of time, 

it means that the bank has spent more than proportionately 

on its staff relative to its income and if the BUI 

declines, it means that the total revenue of the banks 

has increased more than proportionately to its establish­

ment expenses, fbe rational of this technique is that 

banks incur establishment expenses to carry on their 

business which generates revenue. Hence, any increase 

in the establishment expenses must be Justified, at 

least by the proportionate increase in the total revenue. 

Since the nationalised banks differ significantly in 

size, for the purpose of analysis, they have been

classified into two homogeneous groups on the basis of
/

their relative size determined by their working funds, 

advances and number of branches. For this study
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’working funds’ comprise paid-up capital, reserves and 

surpluses and total deposits of the banks. Data 

analysed in this study are based on the published 

financial statements of these banks.

In this study, firstly, the changes in the EUI of 

the nationalised banks-during 1972-82 have been analysed 

to find out whether the establishment utilisation by 

these banks has improved or declined during the period. 

Afterwards, the changes.in the EUI have been explained 

with the help of an identity called 'Establishment 

Utilisation' Model, and at the end the changes in the 

establishment expenses of these banks have been analysed 

in relation to changes in their 'size of operation*, 

mainly with a view to reassure ourselves about the 

main finding of the study.

Inter-stratum analysis

fable 1 shows the establishment utilisation 

indicator (EUI) of these banks for the years 1972 and 

1982. The establishment expenses of all the nationalised 

banks together were 36 per cent of their total revenue 

in 1972. This percentage declined to 20.71 per cent 

in 1982.

It is evident from the table that the establishment 

utilisation by the nationalised banks has not only
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improved for these "batiks as a whole "but the improvement 

is evident separately in each and every stratum also. 

Indeed, the improvement in the establishment utilisation 

had been below the average improvement achieved by all 

the banks together in the case of medium banks. In 

other words, the revenue generated per rupee of 

expenditure on establishment had increased during the 

period.

Intra- stratum analyst s

A comparison of the performance of individual banks 

within their respective stratum reflects their relative 

achievements in improving their establishment utilisa­

tion. The BUI of the large banks as a whole $as 34.61 

in 1972. It showed a decline of 14.70 percentage points 

during 1972-82. Compared to this average of improvement 

in establishment utilisation, we find that the improve­

ment in EU of Punjab National Bank and Central Bank of 

India had been much above the average. ~ 3?be 1U of Bank 

of India, Bank of Baroda and United Commercial Bank had 

been much below the average. Thus, we find that in 

Stratum A (large banks) each bank has been better able 

to utilise its establishment or staff in 1982 compared 

to 1972.
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„ TABLE 7.1

Establishment Utilisation Indicator

(Rs. iafchs)

Stratum/
Bank

1972 1982 -

Estab­
lish­
ment

Total
Revenue BUI (96)

Estab­
lish­
ment

Total
Revenue BUI (?$)

Stratum A

Central 2414 6198 39.00 8106 34047 24.00
India 1447 ' 4820 30.00 7343 39816 18.00
ESEB 1608 4556 35.00 6522 37065 18.00
Baroda 1480 . 4552 33.00 7187 40729 18.00
U00 1035 2945 35.00 5116 23435 22.00

Average 7984 23071 34.61 34274 175092 -20.00

Stratum B

Canara 1029 2767 37.00 6398 26887 24.00
United 804 2112 38.00 3522 15780 22.00

Syndicate 741 2093 35.00 5338 24563 22.00

Union 814 1975 41.00 4682 18271 26 .00

Den a 684 1803 38.00 2920 10916 27.00
%

Allahabad 527 1490 35.00 2465 11317 22.00
Indian 430 1237 35.00 3087 15564 20.00
IOB 421 1214 35.00 3658 22609 16.00

maeia 366 1112 33-00 2264 10324 22.00

Average 5816 15803 37.00 34 334 156231 22.00

Average of 
A + B 13800 38874 35.00 68608 331323 21 • 00

Establishment Expenses x 100 
J!'U1 = Total Revenue . . . .

Source: Analysis is based on data published in the Einancial
Statements of the concerned banks.
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A perusal of EUI in respect of Stratum 33 (medium 

batiks) reveals that tbougb these banks as a whole have 

been able to achieve a 15 percentage points decline in 

their 1DX during 1972-82, there are wide variations in 

the performance of individual banks within the stratum.

In all the medium banks the EUI has declined during the 

period which reflects an improvement in their establish­

ment utilisation. The improvement in establishment 

utilisation achieved by Indian Overseas Bank was of the 

highest order amongst the medium banks. The EUI decline 

was above the stratum average in the case of United Bank 

of India and Indian Overseas Bank. Iheir EUI declined 

by 16 and 19 percentage points, respectively. It can, 

thus be inferred that amongst medium banks, the establish­

ment utilisation', of seven banks has improved during the 

period and that these banks have controlled and managed 

their establishments in such a manner that the gross 

revenue generated per rupee of expenditure on their 

establishment has improved during 1972-82.

Explanation

The observed phenomenon of decrease in EUI (i.e. 

increase in establishment utilisation) can be explained 

in a number of ways, but in this study, the following 

two aggregative indicators have been used to explain
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the changes in the EUI oyer time.

(i) The ratio of total expenditure to total 
income; and

(il) The ratio of establishment expenditure 

to total expenditure.

The first indicator called 'Expense Indicator' 

shows the expenditure incurred by a bank to generate its 

total revenue. Even in the absence of a change in the 

composition of total expenses incurred by a bank over 

a given period of time, a change in this ratio will 

reflect a change in the ratio of all the components of 

expenditure to total revenue. In our analysis, this 

ratio, thus explains the changes in EUI that occurred 

due to changes in the aggregate expenditure and total 

revenue.

The second indicator called 'Composition Indicator' 

shows changes in the composition of total expenditure 

over a period of time. The total expenditure of a bank 

consists of 'wage components' called 'establishment 

expenses' and 'non-wage component' which includes 

interest payments and other expenses. A change in the 

exposition of total expenditure, oetirus paribus, 

shows a change in the ratio of each component of 

expenditure to total revenue. In other exercise, this
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indicator has been usedto explain the change in the 

EUI of a bank and to point out bow far the wage component 

(establishment expenses) of total expenditure has been 

responsible for the change in the utilisation of 

establishment by a bank over a period of time.

The relationship between the 'Establishment 

Utilisation* (EUI) and the two indicators described 

above can be expressed in the foam of the following 

identity:

EUI EE y JEB 
m' II

Where,

IE or Establishment expenses include salaries, 
bonus, pension, etc. Paid to the present 
and past employees of the bank.

EE or Total expenses include establishment
expenses, interest paid on deposits and 
borrowings and all other expenses.

El or Total income includes interest and
discount earned and all other items of 
revenue.

Erom the above identify, it follows that any change 

in the establishment utilisation indicator over time, 

is uniquely related to the changes in the two indicators 

or ratios mentioned above.

fables 2 and 3 contain the two indicators for 

the years 1972 and 1982 which explain the change in the
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'Establishment Utilisation Indicator* during the period 

of the study.

It is clear from table 2 that the 'Expense Indicator 

has increased from 98.05 per cent in 1972 to 98.43 per 

cent in 1982. In the case of ail the nationalised banks 

taken together, except in the case of three banks viz., 

Central Bank of India, Indian Overseas Bank and Bank of 

Maharashtra, where the 'Expense Indicator' has increased 

in each and every bank in 1982 ovej& 1972." This increase 

in the 'Expense Indicator* reflects that the total 

expenses of the nationalised banks have increased more 

than proportionately to the total revenue of these 

banks. In the absence of any change in the proportion 

of staff expenses'to total expenditure (as reflected in 

expense indicator), this increase in expense indicator 

would have resulted in an increase in the EUI. But 

this has been offset by more than proportionate decline 

in the composition indicator (fable 3).

^be 'Composition Indicator' (fable 3) of all the 

nationalised banks together was 36 per cent in 1972.

It declined to 27.04 per cent in 1982. During the 

period of the study, the 'Composition Indicator* has 

gone down in each stratum', fhe simple explanation that 

can be drawn from the identity analysis is that the
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TABLE V.2

Expense Indicator
(Rs.lakhs)

Stratum/ 1972 1982
Bank Total Total

Total Total
expense
Indi- Total Total

expense
Indi-

expenses revenue cator expenses revenue cator(^'

A. large Banks

Central 6156 6198 99.32 33659 34047 98.86
Indi a 4677 4820 97.03 39310 39816 98.73
PWB 4445 4556 97-56 36266 37065 97.84
Baroda 4448 4552 97.72 39924 40729 98.02
UOO 2854 2945 96.91 23086 234 35 98.51

Average 22582 23072 97.88 172245 175092 98.37

B. Medium Banks

Oanara 2710 2767 97.94 26430 26887 98.30
United 2076 2112 98.30 1564 5 15780 99.14
Syndicate 2046 2093 97.75 24160 24563 98.36

Union 1936 1975 98.03 17991 18271 98.47
Dena 1770 1803 98.17 10815 10916 99.07

Allahabad 1473 1490 98.86 11152 11317 98.54
Indian 1214 1237 98.14 154 29 15564 99.13

I OB 1205 1214 99.26 22147 22609 97.96

MAHA- 1107 1112 99.55 10114 10324 97.97

Average 15537 15803 98.00 153883 156231 98.00

Average ofA + B 381 38880 98.05 326128 331323 98.43

Expense Indicator = Total
Total

Expenses v 
Revenue 100

Source: Analysis is based on data published in the Financial
Statements of the concerned banks.
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TABLE 7.3

0opposition Indicator
(Rs.Lakhs)

1972 1982'
Stratum/
Bank Estab­

lishment Total 
Expenses Expenses

Compo­
sition
Indi­
cator

(*)

Estab­
lishment Total 
Expenses Expenses

Compo­
sition
Indi­
catorW)

A. Barge :Banks

Central 2414 6156 39.00 8106 33659 24.00
India 1447 4677 31 -00 7343 39310 19.00
PHB 1608 44-4 5 36-00 6522 36266 18.00
Baroda 1480 4448 33-00 7187 39924 18Q00
UOO 1035 2854 36.00 5116 23086 22.00

Average 7985 2258 2 35-00 34 4 24 172245 20.00

B. Medium Banks

Oanara 1029 2710 38.00 6398 26430 24.00

United 804 2076 39.00 3522 15645 23.00
Syndicate 741 2046 36.00 5338 24160 22.00

Union 841 1936 42.00 4682 17991 26.00

Dena 684 1770 39-00 2920 10815 27.00

Allahabad 527 1473 36.00 2465 11152 22.00

Indian 430 1214 35.00 3087 15429 20.00

IOB 4 21 ■ 1205 35-00 3658 22147 17.00
maha 366 1107 33-00 2264 10114 22.00

Average 5820 15540 37.00 34334 153883 22.00

Average of 158o6
A + B

38123 36.00 68608 326128 21.04

Composition Indicator
Establishment Expenses T 1f)0 

Total Expenses
Source: Analysis is based on data published in the Einancial

Statements of the concerned banks.
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total expenses of banks have grown more than propor­

tionately to their total revenue during 1972-82, but the 

increase in total expenditure hal not been due to a more 

than proportionate increase in the wage component or 

establishment expenses. It can thus be concluded that 

the EUI of nationalised banks has declined during 

1972-82, inspite of a more than proportionate increase 

in the total expenditure, mainly due to a decline in 

the 'composition indicator' which reflects that the 

establishment expenses of banks have not increased in 

proportion to increase in the total expenses of the 

banks. However, an important objection to accepting 

the above finding can be that the entire analysis of 

establishment expenses or total expenses has been done 

in relation to total revenue or income of banks which 

contains in an important sense, an exogenously determined 

element, i.e. the interest part of the total income, 

which is significantly influenced by the credit regula­

tion policy of the Reserve Bank of India* Since an 

increase in the interest income of a bank due to an 

increase in the lending rates cannot be directly related 

to the wage component of a bank's expenditure, it is 

necessary to confirm the findings of our previous 

analysis through an analysis of establishment expenses 

in relation to the size of operations of a bank. She
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BUI analysis is, therefore, extended to find out the 

relative movement of establishment expenses and size of 

operations. She size of operations of a bank cap be 

d-etermined by deposits, advances, number of branches 

and such other criterion but we have taken 'Working 

Bunds* of a bank as an index of its size of’operations. 

It may be pertinent to point out here that the Indian 

®anW Association has also accepted 'Working Bunds' 

as an index of the size of operations of a bank. Bor 

the purpose of our analysis, therefore, ratios of 

'Establishment Expenses' to * fotal Working Bunds' have 

been calculated and compared for the years 1972 and 

1982.

It is clear from table 4 that the ratio ($) of 

'Establishment Expenses' to total 'Working Bunds' of 

all the nationalised banks together has declined from 

2.63 per cent in 1972 to 1.81 per cent in 1982. 

Similarly, this ratio has declined by 0.81 and 0.87 

percentage points in the case of the large and medium 

banks respectively. Thus, it can be concluded that 

there is no prim a facie case to believe that the' 

establishment expenses of these banks have gone beyond 

proportions in the recent past. Ibere is no explicit 

indication of over-spending on staff during the period 

of the study.
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Sable V.4

Ratio of Establishment Expenses to lotal Working Funds
(Rs.^akbs)

1972 1982

Stratum/
Bank

Estab­
lishment
Expenses

7° of
Estab­
lishment 
Expenses 
to total 

Working Working 
Bunds Bunds

7° Of 
Estab- 
li sbment 
Expenses

Estab- to total
lisbment Working Working 
Expenses Bunds Bunds

A. large Banks

Central 2414 81849 2.95 8106 416555 1.95
India 1447 69777 2.07 7343 428249 1.71
PRB 1608 62956 2.56 6522 436594 A-'Uf
Baroda 1480 60236 2.46 7187 451481 1.59
IJCO 1035 42624 2.43 5116 265517 1.93

Average 7985 317444 2.53 34 274 1998396 1.72

B. Medium Banks

Canara 1029 36973 2.78 6398 327767 1.95

United 804 29921 2.69 3522 185689 1.90

Syndicate 741 27474 2.70 5338 277474 1 .92

Uni on 814 25637 3.18 4682 214712 2.18

Dena 684 22355 3.06 2920 115167 2.54

Allahabad 527 184 25 2.86 24 6 5 129121 1.91

Indian 430 16715 2.58 3087 163824 1.88

I OB 4 21 16185 2.60 3658 259514 1.41

maha 366 14781 2.48 2264 114 227 1 -98

Average 5820 208469 2.79 34334 1787495 1.92

Average of 
A + B

13806 525914 2.63 68608 . 3785891 1.81

Source: Analysis is based on data published in
Statements of the concerned banks.

the Unancial
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Out-put Analysis

We have analysed the establishment utilisation with 

the help of BUI. The establishment utilisation indicator 

has shown an improvement during the period 1972-82. It 

has also, revealed that the total expenses of these banks 1 

have increased more than proportionately to their total 

revenue. Therefore, an attempt has been further made 

with the help of output technique to analyse the 

establishment utilisation of the nationalised banks.

The banks have been grouped into two categories, viz., 

large banks and medium banks. The establishment utilisa­

tion is measured with the help of Bet Profit Per 

Employee (NPPE), Advances Per Employee (APE) and 

Deposits Per Bnployee (DPE).

Table 5 reveals the. establishment utilisation in 

terms of Net Profit Per Bnployee (HPPE). The average 

net profit jer employee of all the banks has increased 

from Rs.437.05 to Rs. 1412.45 in 1982. In case of each 

and every individual bank also the net profit per 

employee has increased for the sane period with Punjab 

National Dank, Bank of Dar0da and Indian Oversea Bank 

having HPPE above the average. Thus, eleven nationalised 

banks have NPPE below the average.
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Now, we shall analyse the IPS for the nationalised 

banks for 1972-82. She establishment utilisation'depends 

upon the efforts of the banks’ employees to increase 

their advances (sales). She increase in the advances 

will increase their total income. Therefore, the trend 

in advances |Jer employee will highlight the establishment 

utilisation of these banks.

Table 6 shows the advances per employee (HE).

The advances per employee have gone up from Rs.2.34 lakhs 

in 1973 to Is.5.75 lakhs in 1982 of all the banks taken 

together. In the case of individual banks also, we 

find that each and every nationalised bank has also made 

an improvement in advances per employee (APE) during 

1972-82. But, .Indian Overseas Bank, Bank of Baroda,

Bank of India and Punjab National Bank have recorded 

advances per employee above the average. Thus, majority 

of the nationalised banks have the advances per employee 

below the average. After analysing the NPPE and APE 

we now propose to examine the establishment utilisation 

of banks in relation to their deposits.

The deposits are considered as the output side of 

the banks. So establishment utilisation of these banks 

can be measured by calculating the changes in the deposits 

(output) per employee during the period of the study.
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Table 7 shows the deposits per employee of the 

nationalised banks for (1973-82. Th e average deposits 

per employee have increased from Rs.3*56 lakhs in 1973 

to Rs.8.88 lakhs in 1982. In the case of individual 

nationalised banks also the deposits per employee have 

also recorded a rise. But Bank of Baroda, Indian Overseas 

Bank, Bank of India and Punjab National Bank have shown 

and increase of deposits, per employee above the average 

and rest of the banks are below the average in this 

respect.

Thus the analysis of establishment utilisation in 

terms of JEPE, APE and DPI has revealed that only Punjab 

Rational Bank, Bank of Baroda and Indian Overseas Bank 

are above the average.

Inter and Intra Stratum Analysis of HPPE

In order to gain further insight in,to the performance 

of banks in their establishment utilisation, calculated 

in terns of various output variables, we propose to 

analyse the ’ Bet Profit Per Employee’ ( HP!) of these 

banks with a view to determine,.if there is any positive 

or negative relationship between the size of establish­

ment of a bank, (determined on the basis of total 

employee) and its profitability, determined on the basis
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TABLE Y.3

Establishment Utilisation In Banks - 1982

Strata/Bank

Sfo. of 
employees

Fet
Profit
Per
■employee

(Rs.1)

Stratum A

Central
India
PUB
Canara
Baroda '

39326 
3984-8 '
37450 
35789 
34912

478.05
1305.87
2133.51
1276.92-
2305.79

Average 187325 , 7500.14

Stratum B

•uoo.
Syndicate
Union
IOB

28416
28385
25261
21305

1228.18
1419.76
1108.42
2168.50

Average 103367 5924-86

Stratum 0

United
Indian
Allahabad .
Lena
MAHA

18444
17035
14612
14221
13896

731.94 
792.48 

1129.00 
710.00 

1511.22
Average 78208 4874.64

Source: Analysis is Based'on data published in the
Financial Statements of the concerned banks.
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of its Jfet Profit Per Employee or SPPE, arrived at .by tbe 

following equation,

HPPE = ,E *

Whereas,

EP - indicates the net profit after 
tax, and

E, - indicates the total number of
employees, arrived at by totalling 
the number of officers of all 
categories, clerical staff and 
subordinate staff.

The 1PPE of all the banks has been calculated for 

the terminating year of tbe study and for the purpose of 

inter stratum and intra stratum analysis, all the banks 

have been stratified into three arranged homogenous 

stratums viz. A, B and 0 in the declining order of the 

size of banks determined on tbe basis of tbe number of 

employees.

The analysis, given in table 8 reveals that • 

average establishment utilisation in terms of HPPE has 

been highest for stratum A followed by stratum B and 0 

respectively. Thus, it can be inferred that at the 

stratum level, there is a positive relationship between 

the ’size1 and 'the HPPE' in case of nationalised banks. 
At the aggregative level"also, the co-efficient of 

correlation between 'E1 and 'HPPE' confirms the same



102

finding. Inspite of these two statistical findings, it 

cannot be* finally inferred that ’larger number of 

employees' in a bank enables the banks to have a ’higher 

HPPE’ as we find in an intra stratum analysis that the 

HPPE in the case of Central Bank of India has been lowest 

amongst, all the nationalised banks inspite of its 

largest size determined on the basis of the number of 

employees. Is against this, the NPP1 of Indian Overseas 

Bank has been second highest amongst all the nationalised
•fjVj

banks though it ranked only 9 in size amongst the 

nationalised banks. Also, a 'Rank correlation' between 

and 'NPPE* in the case of nationalised banks does 

not show any positive and strong relationship. Ihus, in 

the final analysis, it can be inferred and concluded that 

the number of employees and the profitability are not 

the inter dependent variables. Ihe profitability of a 

bank, even in terms of HPPE thus depends on some other 

operating variables.
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rd d 
x y

d d 
- x y

£d rd 

n
-xy

- ^2) (^y - ^2>

34133662.24 - 1198743277.20

(1181257134 - ^11?f^)(5515024.66 - ilgll^gg)

34133662.24 - 28060790.91

/(1181257134-10264 1 2562.57) (5515024.66-10740039.84)

6072871.33

'(154844571.43)C5225015.18)

6072871.33

12443.65, x 2285.82

6072871.33
28443944.04

0.213

0.2



Rank Correlation

Between Ifamber of Bnployees and Profitability

X y “i *2 d d2

39326 478.05 13 1 12 144
.39848 1,305-87 14 9 5 25
37450 2133-51 12' 12 0 0
35789 1276.92 11 8 3 9
34912 2305.79 10 14 - 4 16
28416 4228.18 9 7 2 4
28385 1419.76 8 10 - 2 4
25261 1168.42 7 5 2 4
21305 2168.50 6 13 - 7 49
18444 • 731.94 5 3 2 4
17035 792.48 4 9 0 0
14612: 1129.00 3 6 - 3 9
14221 710;00 2 2 0 0
13896 1511.22 1 11 -10

I
100

d2=368

Rank correlation

0 _ - 6 £d2
U " 1 n5-n-

’ d - difference between the respective ranks, 

n - number of observations.


