
CHAPTER VII

BRANCH EXPANSION

She branches are the main profit centres in the 

organisation of a bank. There has been an unprecedented 

growth in the number of bank offices during the post 

nationalisation period in India. The nalionalised banks 

have implemented the branch licensing policy having 

its main thrust on opening of the branches in the un

banked and the under banked rural and semi-urban areas. 

This has resulted into a structural change in the 

branch-mix of these banks. The number of rural and 

semi-urban branches of these banks have recorded a 

significant rise in the total number of branches, during 

1972-82. Therefore, an. attempt has been made here to 

examine the effect of these structural changes on the 

profitability of these banks.

At the outset, we shall make an attempt to test the 

hypothesis that "rapid branch expansion adversely affects 

the profitability of banks." We propose to test the 

hypothesis and for the purpose analyse the data relating 

to the fourteen nationalised banks in India, in respect 

of,

(i) growth of branches and their impact on the 
profitability of these banks;
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(ii) changes in the branch-mix of these banks and 
their impact on bank profitability; and

(iii) on the basis of the findings of (i) and (ii) 
above, examine the strong causative factors 
determining the relationship between 'tapid 
branch expansion* and the ‘profitability of 
banks' .

Branch Expansion and Profitability

During the pre-nationalisation period commercial 

banks in India confined themselves to financing mainly 

large operators in the field of commerce and industry 

and as such their geographical coverage in terms of 

branch location was restricted to metropolitan and 

urban areas only. These banks were not interested in 

expansion beyond these locations for a variety of 

historical and operational reasons; one important factor 

being their c mcern towards maximisation of profits 

which was possible more conveniently, if these banks 

confine themselves to large transactions in urban loca

tions only.

This approach of the banks continued till 1968, when 

for the first time the government of India introduced 

'social control* over commercial banks under the banking 

laws (Amendment' )Act of 1968 with a view to ensure an 

effective and more involving participation of these banks
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in tbe task of achieving the identified socio-economic 

transformation of the Indian economy. Commercial hanks 

were given directives in respect of branch expansion 

policy and programmes with a view to ensure a more 

balanced geographical coverage by these banks and also in 

respect of their advances to the identified sectors such 

as agriculture, small-scale industries exports and 

employment oriented lending programmes now called 

priority sectars.

later on, tbe Government of India set up a National 
°redit Council with the finance Minister as its chairman 

and tbe governor of the Reserve Bank of India as the 

Vice-Chairman to,

(i) assess tbe demand for bank credit for various' 
sectors of the economy,

(ii) determine priorities for the grant of loans and 
advances,

(iii) co-ordinate lending and investment policies as 
between commercial and co-operative banks and 
specified agencies to ensure the optimum use

* of overall resources.

Again, immediately after nationalisation of the fourteen 

major commercial banks, the Reserve Bank of India 

appointed a committee of bankers under tbe chairmanship
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A

of Sbri F.K.F. Fariman for advising the government on 

branch expansion in the unbanked areas of the country.

Pbe committee emphasised the need for branch expansion 

in rural areas for increasing banking facilities in the 

semi-urban and rural areas for mobilising deposits 
resulting due to tbe application of the High Yielding

pVarieties programme i.e. the Few .Agricultural Strategy, 

and also to fill-up the credit gaps in agricultural sector 

and to generate tbe possibilities and opportunities of 

self-employment by developing small-scale and cottage 

industries and to bring unbanked areas under banking 

system. Far tbe purpose, the committee suggested an 

1 area approach' to -fee problems of rural financing and 

recommended the introduction of the 'lead Bank Scheme* .

She Reserve Bank of India then adopted an intensive area 

development programme, lead bank scheme, and the 

rural oriented branch licensing policy. The nationalised 

banks embarked upon the 'Big Push Programme' for the 

massive branch expansion^ especially in the unbanked

1F.K.F. -Iferiman. Committee on Branch Expansion 
Programme, Reserve Bank of India, 1969, p.1«

2P.O.D. Fambiar. Financing for Agricultural 
Development, Commerce, .August 30, 1980, pp.2-7«

5F.K.F. Fariman, ou.cit.
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semi-urban and rural areas for meeting the credit needs 
of rural families,^ to reduce the importance of money 

lenders to help the co-operative institutions, marginal 

farmers, poor landless labourers etc. and to develop 

infrastructural facilities to create employment oppor

tunities, improve the life of rural poor, collect the 

rural savings and thus ultimately accelerate the tempo 

of economic development.

This has resulted in an unprecedented expansion of
£

bank offices during the post nationalisation period.

Table 1 shows the branch expansion in rural, semi- 

urban, urban and metropolitan areas by the nationalised 

banks during the post nationalisation period.

It is evident from the table that the rural branches 

have increased frcm 3026 in 1973 to 8229 in 1982 and the 

semi-urban branches from 2493 to 4152 respectively. The 

urban branches have also gone up from 1675 in 1973 to 

2935 in 1982 and the branches in metropolitan areas from 

1592 to 2577 respectively. The total number of branches 

have increased from 8786 in 1973 to 18263 in 1982.

^l.E. Jba. Proceedings of the International Seminar 
on Banking and Development, Reserve Bank of India, 
February 9, 1970, p„70.

5P.0.D. Hanbiar. Banking Policy which Direction, 
Commerce, September 20, 1980, p.548.
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Further in order to,understand tbe changes In the 

branch mix of nationalised banks during the period 

covered by the study, we have analysed the data into 

the share of rural branches, semi-urban branches, 

urban branches and metropolitan branches in the total 

number of branches. Sable 2 reveals tbe percentage 

change in tbe shares of rural, semi-urban and metropolitan 

branches.

®he analysis relating to the branch expansion 

by nationalised banks has revealed that the percentage 

share of rural branches has gone up from 34.44 per cent 

in 1973 to 46.54 per cent in 1982. During the period 

the percentage share of urban and metropolitan branches 

has declined. In the following part of this exercise, 

an attempt has been made to examine tbe effect of 

increase in the share of. rural branches on the profi

tability of the nationalised banks. For this purpose, 

the following determinants of bank profitability have 

been identified:

Profit Margin expressed as,

UPPM X 1G0 andTotal income 

Profit Expenditure Ratio expressed as,

HP_ _ _ _ _ _ _
Total ExpensesPER = X 100



137

OJ03Cn•v- 45
.4

5 inVO•oin

CO
in•t— 49

.2
5 ovo•

incn 52
.9

9 E— tn»
vo 47

.1
4 *—CO

•in-st-

in©•©cn
•

o©•<=3-
in©
cn

00c—•go
IA•
VD

V-00cnv-

e-©•*3"

oCO

cn
inO•

tA
•E-•M-

ino•
incn

tA«
*—LA

o**3-■
V0

ao
•©»5f-

E—©
•in

-3-©•
intn

inCM•
'd-

©in• cn*<T\

'Vl-cn•c—■M-

©E-«in'M*
©CQCnr-

v~©•tn
cncni^

e-IA•
OO

•in

cn
o•tncn

vo*•<$-

CO
T—cn

•in

tr
io
•^f-
-sf-

e~VO
•

T~

©
E-

•CMtn

tA
«tA

oE-
•

V-

incn
CO

cn
©
cn

cn
©
cn

cn
E'en

co
in

c-
in

cn
-M* CM cn

o
©cn T“tA CM

Cn
V* CMcn

G\
T~

©
©

©
© KD

•!>■tn tn
-M- CM•sj- VV0

tn in
*3- T— O otn V" cncn tn

■<4- V0 CA

CO
e-Cn

CO
tn 00 tn

VO v- *'3"(M tn
in 00 cn tn

© N^f-E— ©in cn
E-
O ocn

•
intn o cntn CO

tn tn v- in T“ cntn ©CM o E'en r* ©cn ©cn

e—
e-cn

: © cnCM ChV* voo CMCM cnin ^TO OJt- oo cnin cn ©cn oo "T* cn•tntn
CO
tn cntn ir-cn otn V0 o co

tn e—eg cncn tA E'en
tn
cn ©cn

^0c^-
cnV

E"CM
cnCM

in
c-•tntn

cnVO•
IA

cnvo•tntn

c-tn
•<o

CM

cn
•

T“

o*
VO

•
c-

•vocn

©
cn•cncn

-'=3*eg
•*g-

cg

©
c-•t-tn

cncn•
cn

©o
cn
tn

©
©
OTCM

CM©
•cn

cn

inE'
enT*

cno o
tn
r*

CMO
cn
tn

cn
cn voCO VO

t~
© ©© o*3*

©tn
tn
tn

erv
T- OE-

otn intn VOtn votn v- cncn S votn tn
tn in

CM ,cntn ocn
tn
tn

©
© •ghtA

D—0\v—

intn
•

otn

in
o•VO
tn

■■st-tn
•VO

tn

voo•
cn

in
o•tA

voo
oocn

s
•tn

cn

T“o•votn

oc-•cn
tn

-c—cn•E~©

c-©•o
ocn

•ocn

V^3-•V0tA

' T—©•otn
cn•
'%4*cn

cn
E'
en

Ocn•
otn

OJin
•vOtn

cn
©
•votn

r*
egtA

CO

ocn

T—VO
tr-
cn

cncn•cn
tn

ooin
cncn

tn©
•tntn

cnE-
•CMcn

CM-M-•
inCM•V*

cn

•3-in
•E-tn

E-
in

•©cn
•

tA

m•y
§m

&
•PS
0)
o

o5•H
•dfl
H

05>do
Spq H

05

3
o

O
oi=>

nsi
(D
-P•r-t

CD
-R

03O•Hr&

Rm
d
o•r-t
S
E>

§
•H•B
H

05d
CDpq

m
oM

%
§XI
cd
H<3j

S3 •poE-t

R
ur

al
 Br

an
ch

es
 as 

f°
 to

 Sot
aL

 Br
an

ch
es

SA
B

L
E Y

II
.2

Br
 an

c h
 Exp a

n s
i o

n

co
nt

d.



138

31
 

23
.1

7 
22

.7
3

25
-2

2 
20

.1
8 

22
.3

2 
22

.9
1 

28
.1

4 
18

.9
7 

20
.5

1 
21

.5
6 

23
.6

9 
28

 • 
93

 
20

.2
7 

22
.4

0 
22

.0
9 

19
.1

9

25
-5

2
20

.7
5

22
.3

4  
23

.7
8 

28
.4

8 
19

.4
9

20
.5

7 
21

.8
9 

23
-7

0 
29

.7
4

20
.3

4
22

.5
7 

22
.3

2 
20

.9
5

88 31 59 17 43 44
 

06
 

91
 

21
 

51
 

72
 

14
 

86
 

90

48
 

20
.7

7 
2425 22 23 25

 
29

 
20

 
21

 
22 26

 

31
 

20
 

23
 

22
 

22

28
.3

8 
23

-2
6 

24
 .6

2 
27

.0
0 

IT
. A

. 
22

.0
7 

21
 .6

8 
24

 4
1 

27
.0

3 
32

.3
6 

22
.0

5 
24

 .0
4 

M
IA

. 
IT

. A
.

25
 

36
 

76
 

40 26
 

99
 

86
 

58
 

79
 

25
 

35
 

35
 

24
 

52

64
 

28
.8

0 
28

.8
8 27*

34
 

2629 24 25
 

28
 

29
 

22
 

21 24
 

27
 

33
 

22 25 26
 

26

30
.6

0 
24

 .9
3 

27
.1

5 
29

.6
8

29
.4

9 
22

.7
9 

21
.3

4
24

.5
0 

28
.7

0 
34

.2
1 

23
*3

0 
27

.3
3 

27
.6

3 
28

.1
2

32
.6

5
25

-9
9

28
.1

2
30

.7
0

30
.1

5
24

.1
2

23
.6

8
27

.8
8

30
.8

6
36

.3
6 

24
 4

9
26

.3
6 

29
 4

4 
30

.7
2

33
.2

6 
25

.8
0 

24
 4

1 
30

.4
5 

30
.3

5 
24

-7
6 

25
*9

0 
30

.5
9 

30
.0

1 
35

.1
2 

24
.1

7 
25

.3
0 

28
.5

1 
30

.8
4

14
 

91
 

81
 

70
 

75
 

06
 

53
 

93
 

17
 

33
 

57
 u 

57
 

36
 

80

28
.3

7 28
To

ta
l

33 24 23
 

31 30
 

26
 

27 31
 

27 32 24
 

26
 

24
 

29

33
-3

0 
24

 .3
0 

23
.7

2 
32

.7
1 

31
 .1

2 
26

.8
7 

28
.8

5 
32

.6
0 

25
.5

6 
28

.1
0 

24
 -4

 2
 

26
.0

4 
21

 *9
2 

27
.1

4

C
en

tra
l

In
di

a
B

ar
od

a
P1

B
Q

an
ar

a
uo

o
U

ni
te

d
Sy

nd
ic

at
e

U
ni

on
In

di
an

B
en

a
IO

B
A

lla
ha

ba
d

m
a

h
a

19
82

19
73

 
19

74
 

19
75

 
19

76
 

19
77

 
19

78
 

19
79

 
19

80
 

19
81

B
an

ks

Se
m

i-U
rb

an
 Br

an
ch

es
 as

 $> 
to

 To
ta

l B
ra

nc
he

s

TA
B

LE
 ¥1

1.
2 (c

on
td

.)

co
nt

d



Q
 on

 "t
ci
 • 

• •

19
82

17
.3

1
16

.1
3

16
.7

1
16

.6
6

16
.5

1 OS
to

•
VO

<J\
-•in

r*

CO
00

•tn
T—

VO
OJ

•
c-~ 18

.0
7

16
.6

8

tn
•vo

as
CM

•
r*-
T— 17

.6
2

16
.6

2

19
81

17
.3

0
16

.1
4

16
.6

9
16

.9
4

16
.4

5
17

.0
1

in
•

in
V

VO
c-

•tA

oCM
•

Is-
Tm 18

.0
7

16
.2

0 <4-
V"
•VD 16

.9
1

18
.8

1

16
.6

5

19
80 tA

CO

•c-
<r- 17

.1
8

17
.2

9
17

-6
1

16
.5

1
17

.9
9

T—
•

in

CO
c-

•
to.

xf-
CO

*

f- 18
.5

4
16

.5
0

17
.0

7
17

.2
2 co00

•
cn
T* 17

.1
8

19
79

19
.7

5

•

T~ 16
.8

6
18

.7
7 *<1

•te 19
-5

7
14

.7
3 IA

tA
•

V 17
*9

0
18

.0
2

"nJ"
•

vo

•

•

•«s3j
•

•

•j2!
VO

•
tA

19
78

20
.5

4
18

.6
8

17
.6

1
19

.6
8 00

t>
•

V0
T— 20

 4
4

•
tA

tA
CM

•
18

.2
2

18
.5

4 '■M"
tn

•VO

•<4

18
.7

3
22

.0
5

17
.3

5

19
77

21
 .2

7 VO
00

•
OS

c-
o
CO
T~ 20

.0
0

17
.7

0
20

.8
0 VO

tn

tA
V”

tA
tA

•
T*

o
CO 18

.7
6 *vj-

tn
•vo 18

.0
2 in

rmm
•

V*<M 22
.7

2

18
.7

7

19
76 VQ

to,

CM
CM 20

.6
8

oo
crv 20

.4
1

vo

c- 20
.1

8 C—
t>

V-*

vo
o
i>-
T"*

vo
tA

cn
T—

VO
tA

CM- 16
.7

5
19

.3
3

22
.5

3
c—

tA
CM 19

.7
6

19
75

21
 .6

0 VO
IA

•
oCM 20

.6
6 CO

CO
•cn

T“

oCO
•tA 20

.3
9 V"CT\

•
CM

o
•in 19

.6
6

18
.6

9 oCTi

•
V“ 20

.2
4

22
.2

9 tA
CM

•*■*3*CM

tA

•0's

19
74 tA

CM

*
CM

CD
'$•
i

00

T~•T~CM 19
.9

8 OtA
CM

v~ 20
.1

9
22

.0
3 cn

V“• 20
.8

1

OJ
•0-

tA
VO

•tn
v— 20

.5
1 CO

o
«tA

CM 23
.9

9

19
.1

2

19
73

20
.8

6
18

.9
9

. 20
 • 9

5
20

.6
9

17
.1

9 in00
.cn

T—

oCM
•tn

V* 14
42 CM

•
CM 18

.7
4

. 
13

.2
7 tA

IA.cn
T—

CM
O

•
CM 22

.8
6 90*61-

ra

%
ft

C
en

tr
al

In
di

a
B

ar
od

a

s
(S
a
3O U

G
0

U
ni

te
d

Sy
nd

ic
at

e
U

ni
on §

aIH

05
S3a>ft

ft
oH

%*8
ft05
Hd<<

in
<4
m

+3O
Eh

U
rb

an
 Br

an
ch

es
 as 

$ t
o T

ot
al

 Br
an

ch
es

TA
BL

E
 Vl

I.:
2(

co
nt

d.
)



So
ur

ce
: 

Fi
na

nc
ia

l A
na

ly
sis

 of
 B

an
ks

 19
72

-8
2,

 Ind
ia

n B
aU

ks
« As

so
ci

at
io

n,
 Bom

ba
y.

19
82

12
.0

0 CMo
etO

c—
to

to

T*

V0

t— 19
.7

4
18

.4
3

17
.1

6
17

.4
0 CMCM9

tn
T— 16

.7
4

19
.1

8 in
9

k0 10
.7

5
11

.6
7 VOVO' 9

19
81

12
.2

9 COCM
to 13

.9
0

11
.5

3
20

.0
0

12
.1

4 CO
-3-
c-

<n
o
r

CMCM
m
T-

to 
cn

10V* 19
.1

9 oO
k0
T— 10

.8
1 c—000

CM
T”

in
9

oCO VOVO«
CVI
T~ 14

.5
1

in
•

Thr*

oCVJ•
CVJ 20

.9
5 o

V•
tn

T—

VO009
O
T- 18

.6
2 VOCM9

T— 17
.2

1 to
VO9
cn
T—

VOo
CO 10

.9
6

etn

oCM9
m

19
79 t-CM•

T~

o
•

in
V 16

.0
1 tr

et•
to 18

.9
6 00

CO
•

T~ 18
.2

7
20

.0
1 VO

CO
•

rvj 19
.2

8
20

.2
7 cr\

VO
9

VQ
to

0<4
9

Is;

c—
to

e
to
to

oGO

00
t—

19
78 $•

T*“

to

.
VO 17

.0
0 T-

ln
•

tn

CM
C-

•
CM
CM

"'vf*
o9

in
V- 18

.7
2 oo9

©
CM 14

 -9
6

19
.4

7
20

.7
8 C-

to
9

to
CM

CM
9

tn

VO
to

9
in
T“

c-
00

' 9
o-
T"

19
77

14
.9

7 CM
cn

9

k0
V"

00
to

•
LC\
v

VO
CVJ

to
T“ 22

.6
0 to

CO
•

V 19
.0

6 LO
CM
•

O
CM 14

*9
0

19
45

20
.8

8
19

.6
9 00

to
•

tn
v—

V0
9

in
V 16

.9
5

19
76

15
.7

3
17

.5
8 cn

to
•

t-

oCM
•

to

00
•

to
CM

VO
to

9

19
-8

8
19

.5
3 CM

CO
9

in 18
.0

3

o9

CM 22
.3

2
14

 -9
7

16
.9

1 in
in

9

C-

19
75

15
.0

5 to
VO

»
00

00
n-

co
V"

VD
•

to

VO

•

V

IA
O

•
in

to
to

9

c-
v—

T“
10

•

VO
to

9

V0

v-
TT*

•
*r-
CM

CM
LO

9
CM

a\
o9

CM

VO
CO

•
to 16

.7
4

17
.0

7

19
74 VO

CVJ
*

to
T“

k0
«

cn 18
.6

7 VO
CVJ

•
r-

oCTi
•tn

v~ 15
.6

9 o
• 17

.1
6 CM

to
.00

cn
.CM

CM

O
to

9

CM 22
.6

1 in
T—9
VO

o
9

in
V*

oto
9

c-
TT“

19
73

14
.9

4
20

.1
9

18
.7

1 CO

•

CM
in

•
T“CM

c-
vo

•
in

VO
CO

*to
CM

©
•

T“ 19
.1

7
20

.3
7

20
.8

8 00
9

to
CM

CM
LO

9

VO

tn

tn
T~ 18

.1
2

B
an

ks

C
en

tr
al

In
di

a
B

ar
od

a
PH

B

o3
%
O uo

o
U

ni
te

d
Sy

nd
ic

at
e

U
ni

on
In

di
an d

C
0)n I0

B

ndeg
3
■ar-i 

=» To
ta

l

M
et

ro
po

lit
an

 Br
an

ch
es

 as 
$>

 to
 To

ta
l Br

an
ch

es

TA
BL

E
 VI

I.2
 (o

on
td

.)



141

Rural Branch Expansion and Profit Margin

Profit Margin (PM) is extremely low or even negative 

in the rural branches. Especially during the first few 

years of their existence with the change in the branch 

licensing policy of the Reserve Bank of India and the 

thrust of nationalised banks in the rural areas, the 

growth of rural .branches has been unprecedented. As 

most of the rural branches are loss making branches, an 

increase in their share in the total number of branches 

of banks is bound to adversely affect the profitability 

of the nationalised banks through a decline in their 

Profit Margin (PM). Table 3 clearly depicts the 

decline in the profit margin (PM) of the nationalised 

banks during the period when these banks increased the 

share of rural branches from about 34 pen cent to 

46 per cent of the total number of branches. It is 

evident from the table that except in the year 1975 

when average profit margin (PM) of all the nationalised 

banks taken together increased, the average profit 

margin (PM) of the nationalised banks during the 

period 1972 to 1982 has declined from 1.95 per cent 

in 1972 to 1.57 per cent in 1982.
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Profit Expenditure Ratio

Phe other indicator that has been identified to 

explain the declining profitability of the banks due to 

rapid branch expansion and more than proportionate growth 

in the number of rural branches is profit/expenditure 

ratio. Phe justification for idenfitying this indicator 

lies in the fact that new branches and especially those 

in the rural and semi-urban areas have a gestation 

period ranging from three to five years to break-even 

mainly because the establishment and other fixed costs 

are'irreduceable, whereas increase in business and the 

resultant revenue takes its own time to grow inspite 

of serious efforts. Phis is evident from table 4 which 

shows profit as a ratio of expenditure of nationalised 

banks during the period 1972 to 1982. Pable 4 shows 

an adverse effect of rural branch expansion on profi

tability of the nationalised banks. Phe rapid rural 

branch expansion has resulted imto more than propor

tionate increase in the expenditure of the nationalised 

banks. Due to this the profit as percentage to total 

expenditure has declined from 1.99 per cent in 1972 to 

1*59 per cent in 1982.

Phe two indicators, Profit Margin (PM) and Profit 

Expenditure Ratio (PER) have proved that rapid rural 

branch expansion has increased the expenditures of these



144

19
82 IT'S

V
o\
CM

2.
02

2.
20 tnc-

T**

T—
LA

v~

98*0 1.
67 VO

tn
o
co

o 0.
93

2.
09 CO

2 
• 0

8 cnin
T—

19
81 COC\l

*r~ 1.
54 oCO

CM
VO

V 2.
03

1.
16

1.
02

T- 1.
57

0.
92

0.
79 crvtn

CM

ovo
T—

o inin
19

80 CO"vh

T-

ICC

T—

oT—

CM

00

CO
V"

votn
CM 1 .0

4
0.

96
1.

90
1 -

47 o oCM

tn 2.
04

1.
49 inc—

T“

19
79 Ch

CO

o

tncn

2.
01

CM
T~“

CM

vo

in
CM

T—
CO intn

T~ 2.
18 CM

CO
00

crv
V“

inO
T“

o*
o

2.
52

0.
96

1.
90

19
78 00

m-

o 2.
22 K\

cn•
inin•
CM

CM
c-

•
CM 2.

09 tntn•
otn
CM 2.

02
0.

21

•
o

CM
"4-

•
O 0.

16
0.

05

0.
17

19
77

0.
92

2.
24

2.
15 CO

CM

CM

in
CM 2.

24 T~

T*“

oin
CM 2.

05 intn
CM

c-

tn 6.
62 'M-

VD

V* 0.
50

2.
23

19
76

0.
96

2.
51 in00

CM

CM

tn 2.
60 CM

o
tn

CO
00

2.
71

2.
27 kO

•<sj-

tn

'M-
IA

O'!
m

t- 2.
57 invo

O 2.
62

19
75

1.
08 COo

tn
&

•
tn

in00
9

in 2.
92 CO

•

tn 2.
60

2.
94

2.
82 O

CO•
T“
o9 •

tn

o00
•

CM

99*0 2.
81

19
74

t—

o
V* 2.

28
1.

57 COCT>
CO

tn oCO
r*

VO
O

CM

CO
C- tnin tnOO

T— 0.
62 tn00

0.
94 £

o

or-

19
73 O

o• 2.
70 CO

T*.

CM 
CTs

9

CM

in•
T*"

m

tn•
CM 0.

27 COr~
*

T“

in
•

v-

ovo•
T““ 0.

59 lA
T“*

*
T** 0.

62 oCM
•

T—

00

in•
T“

19
72 r—

•
o

ino•
tn

tnin•
CM

oin
CM 2.

10 O
CM

•
tn

intn-•
V*

otn•
CM 2.

02 t-
00

■
T*

in00
•

T“ 0.
72

1.
88 tnin•

o 1.
99

B
an

ks

C
en

tra
l

In
di

a CtS
nd

oa
pq

cd
m

%
o U

O
O

U
ni

te
d

Sy
nd

ic
at

e
U

ni
on $

•H

M Le
na

oM

cd■3
•a
rH

3 & To
ta

l

(P
er

ce
nt

ag
e)

SA
B

LE
 VI

I .
4

Pr
of

it E
xp

en
di

tu
re

 Ra
tio

So
ur

ce
s Dat

a a
na

ly
se

d i
s b

as
ed

 on 
th

e p
ub

lis
he

d A
nn

ua
l Fi

na
nc

ia
l St

at
em

en
ts

 of 
th

e 
na

ti 
on

al
i s

ed
 ba

nk
s.



145

banks more than proportionately to their incomes. 

Therefore, it can he inferred that the rural branch 

expansion has adversely affected the profitability of the 

nationalised banks.

Factors Determining Relationship between 

'Branch Expansion1 and declining Bank 

Profitability*

The analysis given above clearly indicates that the 

profitability of nationalised banks in India has declined 

as a result of their rapid expansion mainly in the rural 

■and semi-urban areas. In order to further explain this 

as well as to find out the strong operational factors 

responsible for the negative correlation between growth 

of branches (in numbers) and profitability of banks, an 

analysis of bank profitability at the branch level has 

been done by stratifying the sample bank offices on the 

basis of their location, age and profitability. The 

rationale for this' analysis lies on the premise that the 

profitability of a bank (as a whole) depends ultimately 

on the profitability of its branches (profit centres).

For the sake of analysis, at the outset, the 

branches have been classified into profit making branches 

and- loss making branches. The loss making branches 

show losses after giving effect to the imputed interest
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cost on the transferred funds with the application of 

the transfer prices.

As the data pertaining to the loss making branches 

in terms of branch mix, age-wise, and quantum of loss 

are not available, we have conducted a survey of the 

fourteen nationalised banks. On the basis of our 

survey regarding loss making branches, we have identified 

three banks whose identity is not to be disclosed, 

hence we shall call them bank ’x', bank *y* and bank 's'. 

The analysis of these banks has been made on the basis 

of the following:

(i) Total number of branches as on 31st December 
1982,

(ii) The number of ’loss making branches’ have 
been identified, area-wise, from the total 
number of branches,

(iii) The branches have been classified, age-wise, 
on the basis of their date of opening in 
different areas,

(iv) Actual loss made by a branch has been 
calculated with the help of branch accounting 
procedure after taking into account the 
transfer price rate, etc.

Table 5 relating to bank ’x’ shows the area-wise 

loss making branches. This table reveals that 61 per 

cent of the total loss m sking? branches are in rural
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areas and 20.98 per cent are in the semi-urban areas.

(TABLE YII.5

bank «x«

Distribution of Loss-making Branches - Area-wise

Area

No. of 
branches 
as on 31st 
December 
1982

No, of 
Loss
making 
branches 
as on 
December 
1982

Percentage 
of loss
making 
branches 
to total
No. of 
branches 
as on
December
1982

Metropolitan 211 36
( 4.60)

17.1

Urban 315 105
(13-42)

33.3

Semi-urban 433 164
(20.98)

37.9 ,

Rural 931 477
(61.00)

51.2

Total 1890 782
(100.00)

41.38

Note*. (Figures in brackets indicate percentage to total.
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Table 6 relating to "bank *y' reveals that 60.27 

per cent of the total loss making "branches are in rural 

areas and 20.70 per cent are in semi-urban areas.

TABLE VI1.6 

BAM 1 y1

Distribution of Loss-making Branches - Area-wise

Area

No. of 
branches 
as on 31st 
December 
1982

No. of 
lo ss- 
maki ng 
branches 
as on 
December 
1982

Percentage 
of loss
making 
branches 
to total
No. of 
branches 
as on
December
1982

Metropolitan 215 36
( 5.48)

16.7

Urban 268 89
( 13-55)

33.2

Semi-urban 358 136
( 20.70)

38.0

Rural 764 396
( 60.27)

51 -8

Total 1605 657 %
(100.00)

40.9

Fote: Figures in brackets indicate percentage to total.



148

lable 7 relating to bank * z* shows that out of 

total loss making branches 59.65 per cent are in rural 

areas and 21.04 per cent are in semi-urban areas.

TABLE YU.7 

BAM * s'

Distribution of Loss-making Branches - Area-wise
\ ■

\

Area

No. of 
branches 
as on 31st 

"December 
’1982

)

No. of 
loss
making 
branches 
as on 
December 
1982

Percentage 
of loss
making 
branches 
to total
Bo.of 
branches 
as on
December
1982

Metropolitan 284 48
( 5.55)

16.90

Urban 555 119 v 
( 13.76)

33.52

Semi-urban 475 182
( 21.04)

38.32

Rural 1011 516
( 59.65)

51.04

Total 2125 865
(100.00)

40.70

Note: Figures in' brackets indicate percentage to total.
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3?be branches of these banks have been further 

classified age-wise. She age-wise analysis of loss 

making branches shows the gestation period in metro

politan area, urban area, semi-urban area and rural 

area- She classification of age-wise loss making 

branches of the banks is given as under:

(i5 Branches less than three years of age,

(ii) More than three years of age but less 
than five years old branches,

(iii) More than five years of age but less than 
ten years old branches,

(iv) Branches above ten years age.

Tables 8, 9, and 1Q of the banks ’x1, *y* and *z‘ 

reveal that the number of loss making branches belong-' 

ing to the age group, above five years but less than 

ten years are relatively greater in number.

The loss making branches above ten years of age 

are also relatively large in number in rural and semi- 

urban areas.

In order to understand the adverse implications 

of increasing number of loss making branches on profi

tability, we will examine them in terms of the quantum 

of their loss.
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TABLE 7II.8 

BAM »3C«

Distribution of Loss-making Branches 

as on 51it December 1982

(Area x Age Group')

Area/Age

Less
than
3 years

3 years 
and 
above 
but less 
than
5 years

5 years 
and 
above 
but less 
than
10 years

Over
10 years Total

Metropolitan 9 5 13 9 36

Urban 24 12 37 32 105

Semi-urban 23 10 77 54 164

Rural 200 103 113 61 477

Total 256 130 240 156 782
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TABLE Yir.9 

BASK 'y'

Distribution of Loss-making Branches 

as on 31st December 1982 

(Area x Age Group)

Area/Age

Less
than
3 years

3 years 
and 
above 
but less 
than
5 years

5 years 
and 
above 
but less 
than
10 years

Over
10 years Total

Metropolitan 8 5 13 10 36

Urban 21 12 32 24 89

Semi-urban 19 9 64 44 136

Rural 167 83 93 53 396

Total 215 109 202 131 657
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TABLE VII.10 

BA®1 s’

Distribution of Loss-making Branches 

as on 51st December 1962

(Area x Age Group)

Area/Age

Less
than
3 years

3 years 
and 
above 
but less 
than
5 years

5 years 
and 
above 
but less 
than
10 years.

Over
10 years Total

Metropolitan 11 6 18 13 48

Urban 28 14 42 35 119

Semi-urban 26 12 86 58 182

Rural 218 111 119 68 516

Total 283 143 265 174 865
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Tables 11, 12 and 13 of the banks show that the loss 

making branches belonging to the age group above five years 

but less than ten years between the range of the quantum of 

loss frcm Rs»50,000 to Rs. 1 lakh are relatively greater in 

number.

TABLE 711.11 

BAFK 'x«

Distribution of Loss-making Branches 

as on 51st December 1982 

(Age Group x Quantum of Loss)

Quantum of
Loss/Age Group

Less
than
3 years

3 years 
and 
above 
but less 
than
5 years

5 years 
and 
above 
but less 
than
10 years

Over
10 years Total

Less than Rs 10,000 39 12 19 7 77

Rs.10,000 to Rs.25,000 17 31 45 17 110

Rs.25,000 to Rs.50,000 72 38 44 33 187

Rs.50,000 to Rs® 1 Lakh 88 34 56 36 214

Over Rs. 1 Lakh 40 15 76 63 194

Total 256 130 240 156 782
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TABLE VII ,12

BANK 1 v1

Distribution of Loss-making Branches 

as on 51st December 1982

(Age Group x Quantum of Loss)

Quantum of
Loss/Age Group

Less
than
5 years

3 years 
and 
above 
but less 
than
5 years

5 years 
and 
above 
but less 
than
10 years

Over
10 years Total

Less than fe.10,000 33 10 16 6 65

Rs*10,000 to fe.25,000 14 26 38 14 92

fe•25,000 to fe*50,000 61 33 37 28 159

fe*50,000 to fe. 1 Lakh 74 29 47 30 180

Over i$. 1 Lakh 33 11 64 53 161

Total 215 109 202 131 657
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(TABLE ¥11.15 

BAM 'z*

(Distribution of Loss-making Branches 

as on 51st (December 1982 

(Age Group x Quantum of Loss)

Quantum of
Loss/Age Group

Less
than
3 years

3 years 
and 
above 
but less 
than
5 years

5 years 
and 
above 
but less 
than
10 years

Over
10 years Total

Less than Rs«10»000 43 13 22 8 86

Rs .10,000 to Rs.25,000 19 34 49 19 121

Rs .25 >000 to Rs.50,000 80 42 48 37 207

Rs.50,000 to Rs. 1 Lakh 98 38 62 40 238

Over Rs. 1 Lakh 43 16 84 70 213

Total 283 143 265 174 865
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Jbe loss making tranches above ten years of age are 

making quantum of loss above Rs.1 lakh. Their number is 

also high.

The major findings of ofifr analysis of loss making 

branches are summarised as follow:

(i) Approximately 80 per cent of the total loss 

making branches are in the rural and semi- 
urban areas.

(ii) Relatively large number of loss making 
branches are above five years of age but 
less than ten years of age and above ten 
years of age also.

(iii) A large number of loss making branches

referred above are having quantum of loss 
above Rs.1 1akh.

The above findings prove that the increasing number 

of loss making branches, particularly in rural and semi- 

urban areas have adversely affected the profitability 

of the nationalised banks. Therefore, an attempt has 

been made to analyse the factors adversely affecting 

the profitability of rural and semi-urban branches.
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Factors Adversely Affecting the Profitability 

of Rural Branches

These factors hare been broadly classified into 

two groups;(Exhibit VII.1)

I. High Cost Factors, and 

II. Other Factors.

We will first narrate the High Oost Factors affecting 

the profitability at the branch level.

I. High Cost Factors

(1) High Oost of transactions in Rural Branches

The analysis of cost reveals that the cost of tran

sactions in rural branches is relatively higher. The 

service cost of deposits and advances is higher in 

rural branches, particularly service cost of advances 

is much higher in rural branches. The cost of service 

of all advances expressed as percentage to total out

standing credit is 1.17 in metropolitan and urban

centres and 2.36 in semi-urban centres as against 3*24 
'6in rural areas. Hence rural branches are more expensive 

in their operations compared to the urban branches.

^PIP Committee unpublished Report, Reserve Bank of 
India, Bombay, 1977.
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(2) Establishment Expenditure

The rapid increase in the number of rural and semi- 

urban branches have increased their establishment 

expenditure. This mounting increase in the establish

ment expenditure has affected the profitability of the 
7banks •

(3) High level of Gash Balances

The cash in a branch is an inventory. The rural 

branches are spread over a very large territory. This 

problem of long distances makes it difficult for the 

rural branches to transfer their excess cash to head 

office promptly. As a result of this, the rural 

branches have to bear the carrying cost of funds/ 

inventory. This factor reduces their earnings and 

increases the interest costs on idle cash balances.

This ultimately adversely affects the profitability of 
rural branches.7 8

(4) Transfer Price

Transfer price is another factor affecting the 

profitability of a branch. Different banks follow

7Ibid.
Economic Times, 8th February 1979*

8S.S. Shah. Branch Profitability Consideration, 
Business India, July 21 to August 3, 1980, pp.48-49.

PEP Committee’s Report, Reserve Bank of India,Bombay, 
1977, PX9, Unpublished Report.
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different transfer prices. Is in wellknown, tbe branch 

profitability depend on the factors such as

(i) the total interest paid and establish
ment costs incurred at the branch level,

(ii) the net income directly earned by tbe 
branch on its advances, investments and 
services, and

(iii) the interest received by the branch on 
surplus funds transferred by it to the 
head office or interest charged to the 
branch for funds made available by the 
head office to it.

The interest computed on funds flowing to and from 

branches influence tbe branch profitability.

The transfer prices fixed by the bank management

at head office level should be so worked out that the

profit figures of branches constitute an accurate

reflection of the branch management’s performance and

the contribution of the branch to\*/ards the overall
qperformance of the bank.

(5) Security

The rural branches are generally located in the 

remote rural areas where the security of public funds

' ^Banking Commission - inalysis 0f Profitability 
of Banks, 1972, pp. 12-53.
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is a problem. For this every branch has to employ one

guard. It also increases the overhead administrative 
10

expenses.

II. Other Factors

(1) Lack of Perspective Planning of Branch 

Expansion and Command Area.

Every "programme of expansion has definite planning

and objective. The branch expansion policy has a

definite set of objectives and the banks followed the

Big Push Programme of Branch Expansion without any
11systematic planning. Ib e banks followed the target 

approach without considering the following:

(i) Banking needs in the area,

(a) Deposit potentiality of the command 
area, and

(b) Credit absorption capacity of the 
command area.

(ii) Infrastructure facilities,

(iiij Existing of other financial institutions 
and bank offices.

10R.K. lalwar. Problems in Expansion of Banking in 
Rural Areas: Proceedings of International Seminar on 
Banking and Development, RBI, Bombay, February 9, 1970 
p.53.

11K.T. Batarajan* Future Structure of the Indian 
Banking System, Technical Studies prepared for the 
Banking Commission, 1972.
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(iv) Co-ordination of existing financial agencies.

(y) Ixistgnc.e 8f suitable communication and 
delegation of authority systems.

(vi) The availability of suitable and well
trained personnel for the new type of jobs 
and environment prevailing in rural areas.

Banks have .achieved growth in their capacity but 
1 2not in sales. She increased number of branches have 

reduced their profits. Thus, the post nationalisation . 

era of growth in terms of an increment in the number 

of branches created the problems of profitability at 

the rural branch level.

(2) Absence of Management Information System (MIS)

The large scale branch expansion programme exerted 

severe pressure on manpower resources of banks, The 
absence of MIS, decentralisation of powers and delega

tion of authority have their adverse impact on the 

profitability of rural branches.

The management institutions and organisations have 

developed some suitable management techniques and skills 

for the centralised firms. The banks to a great extent 

apply the same management techniques and skills to their 

decentrtlised net work of branches. The applications of

12R. Raghupatby. Profit Planning in Commercial 
banks, Reasons for declining profitability, Indian 
Banks' Association Bulletin, May 1980, p«1 •
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techniques and skills of centralised undertakings to 

decentralised branch network have failed to produce 

expected results and have not been able to achieve the 

target of increasing operational efficiency.

(3) The Humber and Staff Mix at the Branch.

The number of personnel in a branch is larger than 

the business available to it® Shis results in idle 

manpower in a rural branch* Approximately 50 per cent 

of manpower remains idle in rural areas. -Thus, there 

is an under utilisation of manpower in the rural branch. 

The staff mix v with a high percentage of senior 

employees drawing high salaries constitute a drag on 

the rural branch profitability. ^ A rural branch is 

too weak to bear the burden of the salaries of such 

senior staff.

(4) Urban Oriented Pity-Bred Bankers.

The bank employees working in rural branches are 

generally transferred from cities to villages. They 

find it difficult to stay there. They lack interest 

and initiative in day-to-day operations of a branch.

1^Report of the PEP Committee, RBI, Bombay,
1977, px 5-6.

14R.l. Talwar., op.cit.
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The banker is a public servant and it is his

responsibility to develop the business of a branch. The

bankers in villages have no idea about their command

area and they simply remain the sleeping bankers at the

branch. These bankers should go out of the branches

and mix with the target groups, like agricultirists,

artisans, landless labourers, fishermen, etc. But

most of the bank personnel who are city-bred and city

accustomed, have been found unsuitable for rural 
15banking.

(5) Capacity Utilisation at the Branch level.

During the years 1972 to 1982 the nationalised
16banks made a record in rural branch expansion. The 

branches opened in rural and semi-urban areas did not 

remain economically viable. The economic viability of 

a branch alongwitb other variables depends upon the 

business potential in the area. Most of the loss 

incurring branches are in rural areas. The business 

potentialities of such areas are very low. The

^R.K.S. Rao. Personnel Policies in the eighties, 
Commerce, August 30, 1980, pp.15-16.

^Indian Banks' Association Bulletin, May 1980.

^Report of the PEP Committee, RBI, Bombay, 1977.
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i Rinfrastructural facilities are poor. For example if 

a bank opens two offices, one in metropolitan area and 

the other in a rural area on the same date with the 

sane inbuilt capacity or with identical office organisa

tion or the sane input cost, the branch in metropolitan 

area will soon reach the break-even point, while the

branch in rural area will suffer losses for a long 
19period of time.

Excess capacity or idle capacity in a branch results 
20in low output and higher cost per unit of output•

She economies of scale explains the effects of changes
01

in the levels of production.on the cost per unit.

1RJ.C. Sandesara- Economies of Scale - Some 
Notes, Artha Vikas, Vol. XII, No»2, July-Dee ember 1976.

‘-''R. Ragbupathy. Profit Planning in Commercial 
Banks reasons for declining profitability, Indian Banks 
Association Bulletin, May, 1980, p®1.

nnR. Ragbupathy. Economic Viability of Commercial 
Banking, Commerce, August 30, 1980, p®12.

21J«C. Sandesara, op.cit.

Lyle E. GraPely. A study of scale economies in 
commercial banking.

George J® Benston. Economics of Scale of 
Financing Institution, U.S.A.,1970, pp.8-9,43*

- Committee on Money and Credit, Private Financial
Institutions, U.SeA.,1963*

Report of Banking Commission 1972, 'Restructuring 
of the Banking System, pp®372-394*

C
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In manufacturing there tends to he a reduction in 

cost per unit of production as -volume increases. Ibis 

is due to the economies frequently realised in purehasing 

larger quantities of raw material and the more efficient 

use of labour and manufacturing facilities. In banking 

on the other hand, although interest cost is a substantial 

part of the cost of sales the number of loans made does 

not directly affect the interest cost per rupee on funds 

obtained. Reduction in unit cost therefore, must come 

from better utilisation of resources.

(6) Deposit Surplus and low Credit Deposit Ratio

The loss incurring branches are deposit surplus 

branches. In recent years the deposit mis in a branch 

has changed in favour of term deposits with longer 

maturities carrying higher costs. Ihe interest costs 

of resources have gone up with increasing proportion 

of low yielding assets in rural areas.

The low credit deposit ratio at the rural branches 

has also adversely affected the profitability of rural 

branches.
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