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Bank Profitability in Bangladesh: A Comparative Study of a
Nationalized Commercial Bank with That of a Private
Commercial Bank
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Abstract

The main aim of the study is to evaluate and compare the
performance of public and private banks in Bangladesh.
Performance measured in terms of bank’s profitability always
remains the focal point of all the banking activities. Data collected
from publically and privately owned and managed banks in
Bangladesh revealed that profitability of both banks was not
satisfactory though private sector bank was more profitable than
public sector bank during the period of this study.

Keywords: bank, commercial bank, NCB, PCB, comparative study,
profitability etc.

1. Introduction

A well planned and efficient banking system is a necessary concomitant of
economic and social infrastructure in any economy Ghosh (2017). Banking
occupies a crucial place in undertaking the development efforts and acts as
a catalyst to economic growth (Goddard, Molyneux, & Wilson,
2004).Banks have an extra-ordinary role to play in enhancing the nation’s
savings and channeling them into high investment priorities (Soteriou &
Zenios, 1999). After the liberation of Bangladesh in 1971, the banking
sector faced a great set back in the war ravaged Bangladesh. A few business
organizations developed control on whole credit program to adjust their
needs and as a result the total economy was mortgaged to 20/22 families,
who controlled 66 percent of total industrial assets, 70 percent of insurance
funds, and 80 percent of bank assets (Camilleri, 2005; Dietrich &
Wanzenried, 2009).
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In the financial sector, a vacuum was created by the departure of
their owner entrepreneurs, leading to take over of banks by the Government.
Bank profitability always remains at the focal point of all the banking
activities. The success of a bank mostly depends upon the profitability of
that bank. With the change in size and nature of banking in the country, bank
profitability has attained greater significance (Bourke, 1989; Davydenko,
2010). Today, bank profitability in Bangladesh is facing double challenges:
one to uphold their accounting profitability and other to ensure social
profitability through serving the people in new ways and means with greater
efficiency and effectiveness (Abdullah, Parvez, & Ayreen, 2014; Chopra,
1987; Jiang, Tang, Law, & Sze, 2003). Under these circumstances,
Nationalized Commercial Banks (NCBs) and Private Commercial Bank
(PCBs) are playing a major role in giving direction to the economic progress
of Bangladesh maintaining their separate banking activities from their own
positions (Ani, Ugwunta, Ezeudu, & Ugwuanyi, 2012; Demirglc-Kunt &
Huizinga, 1999; Naceur & Goaied, 2008).

Bangladesh, actually, started her own banking journey with the
Nationalization Order passed on March 26, 1972. At the very beginning of
our independence, the then Government of Bangladesh (GOB) nationalized
all the commercial banks to ensure better services and facilities to all areas
of the country for the balanced development of the nation as a whole (Saha,
1996). The NCBs are fully Government owned banks. They have been
playing very important roles in the economy of the country since the
beginning of our independence. PCBs are private owned banks. The
management style is maintained as per the demand of the day and the
situation prevailing in the real life situations. Hence, PCBs are also playing
a mentionable role in achieving the economic growth of Bangladesh side by
side with the NCBs since their inception in 1983 (Bhatt & Gosh, 1995;
Zheng, Rahman, Begum, & Ashraf, 2017). All the people in general have
right to know how well their money is utilized through banking services.
The activities, strategies, techniques, policies, decisions, plans etc. taken
either by the NCBs or by the PCBs are needed to be informed to the
concerned people in general through the reporting systems (Bhattacharjee
& Saha, 1989; Staikouras & Wood, 2004). But no comprehensive
comparative study has been done on the bank profitability of the NCBs and
the PCBs in Bangladesh. Many of the researchers studied bank profitability
on particular type of banks, but not a comparative study (Jahangir, Shill, &
Haque, 2007; Molyneux & Thornton, 1992). Very few researches have
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been conducted in this regard. This study attempts to fill up some of the
gaps. It is, therefore, high time to concentrate efforts on analyzing the bank
profitability of NCBs and PCBs so that confidence of the people in the
banks remains unimpaired. Keeping this in mind, this study has been
conducted. The principal objective of the study is to evaluate the bank
profitability of a NCB with that of a PCB in Bangladesh. The present
condition of NCBs and PCBs in Bangladesh has been reviewed with due
consideration. The analysis of selected ratios of the NCB and the PCB are
made available at the study period. The comparative profitability positions
of the NCB and the PCB are also shown during the study period.

2. Literature Review

Review of literature is an inseparable part of conducting a research. This is
required to find out the knowledge gap in the proposed field of study. In this
field of study, very limited research works were conducted earlier. No in-
depth study was undertaken on the subject by any person. But some relevant
studies were accomplished. Some of those relevant studies have been
reviewed below to find out the knowledge gaps:

Moniruzzaman and Rahman (1991) in their study assessed the
performance of profitability of denationalized banks after denationalization
in comparison with their pre-denationalization profitability performance.
They found that the profitability performance of the banks had shown
decreasing trend after denationalization and their profits had been showing
a wide fluctuating position after denationalization period compared to the
pre-denationalization period. Sujit (1996) and Sharma and Gounder (2012)
analyzed the profitability and ancillary business trends of commercial banks
of Bangladesh in the pre-reform period as well as in the post reform period.
The analysis revealed that all the banks belonging to the NCB and the PCB
group experienced a declining trend of profitability performance after the
reform period, though the magnitude of decline varied among them. The
paper hypothesized that in view of the uncertainty of interest earnings on
loans, the development of ancillary activities would hold the key to the
improvement of profitability of banks in future. Presently, the banks
involvement in ancillary business is significantly low. Considering the
prospects of ancillary services in the coming years, the study suggested that
the banks should expand the base of ancillary services both in terms of
character and volume with a view to fulfilling the twin objectives of
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improving profitability as well as offering the demand based service mix to
the customers.

Malek (2005) tried to explain and compare the performance of the
NCBs, PCBs and FCBs in the context of deposit collection, foreign business
and overall financial result during 1999 to 2002. The study showed that
overall deposit trend was increasing in all three groups but the trend of
deposit collection in case of local private commercial banks was sharper
compared to other two banks. Foreign banks did not perform well in
collecting deposit during 1999 to 2002. The study also showed that the
performance of the NCBs was low in all respects compared to the
performance of the local PCBs and the FCBs in Bangladesh despite of the
fact that the NCBs were holding 50% of the total banking assets. This study
gave simple picture keeping the room for further study in different areas of
bank profitability.

Sufiyan & Habibullah (2009) examined the performance of 37
Bangladesh commercial banks in which they found that loan intensity,
credit risk and cost have positive and significant impacts on bank
performance, while non-interest income exhibits negative relationship with
bank profitability. The impact of size is not uniform across the various
measures employed. It has a negative impact on return on average equity,
while the opposite is true for return on average assets and net interest
margins. Thus the variables mentioned above have no significant impact on
bank profitability, except for inflation, which has a negative relationship
with Bangladeshi bank profitability.

Sufian (2012) assessed the performance of 77 Bangladeshi, Sri
Lankan, and Pakistani commercial banks. He found that liquidity, non-
interest income, credit risk, and capitalization had positive and significant
impacts on bank performance, while cost is negatively related to bank
profitability. From the view point of macroeconomic indicators, he said that
economic growth had positive and significant impact, while inflation had
no significant impact on bank profitability. During the period under study,
he indicated that private investment was positively related to bank
profitability, while private consumption expenditure exhibited negative
impact. However, the impact was not uniform across the countries studied.

Samad (2015) empirically examined the impact of bank specific
characteristics and macroeconomic variables in determining the banks’
profitability of Bangladesh banking industry. A total of 42 Bangladesh
commercial banks’ financial reports were analyzed. Bank specific
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characteristics such as bank financial risk, bank operational efficiency, and
bank sizes as well as macroeconomic variables such as economic growth
were examined to estimate their impact of bank profits. Bank specific
factors such as loan-deposit ratio, loan-loss provision to total assets, equity
capital to total assets, and operating expenses to total assets were significant
factors. Bank sizes and macroeconomic variable showed no impact on
profit.

3. Hypotheses of the of the Study

In this study, followings are the major hypotheses:

1.There is a positive correlation among the selected variables i.e. total
equity, deposits, loans, investment, assets, income, expenses, manpower
and branches of the NCB & the PCB during the study period.

2.There are significant variations among the selected variables like total
equity, deposits, loans, investment, assets, income, expenses, manpower
and branches of the NCB &the PCB during the study period.

3.Net Profit depends on the selected variables such as, total equity, deposits,
loans, investment, assets, income, expenses, manpower and branches of
the NCB &the PCB during the study period.

4. Methodology of the Study
4.1 Types of Data and their Sources

Two types of data are collected from two different sources, namely the
primary and the secondary sources. The primary sources include
unpublished official documents, questionnaires, interviews and discussions
with the bank executives. For the opinion survey, the structured
questionnaires were sent to more than three hundreds officials of the NCB
and the PCB. Among them, two hundred and fifty were responded
positively. Open discussions and interviews were made available with the
senior executives of both the NCB and the PCB to the reasonable extent.
The secondary sources contain published official statistics, documents,
laws, ordinances, books, reports, articles, periodicals of different domestic
and international banks. All the aforesaid data are incorporated in the study
in accordance with their suitability and needs with due care, attention and
acknowledgements. Annual reports of the concerned banks, different
reports and statistics of Bangladesh Bank and articles of well-recognized
journals of professional banking institutions and public universities are
extensively used in this study as data sources.
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4.2 Period of the Study

Bangladesh has been experiencing of banking under Government
ownership since its independence in 1971, but there was no domestic private
commercial bank from the very beginning of independence till 1982
(Seiford & Zhu, 1999). The private commercial banks started their journey
from 1983 in the post independent era. Now, the NCBs and the PCBs have
already passed three decades i.e., 1983 and onwards of co-existence.
Subsequently, the banking sector of Bangladesh switched over from the
Government owned commercial banking to simultaneously Government
and private owned banking in 1983 to ensure a competitive environment in
the banking sector with a view to providing better services to the people
(Tatje & Lovell, 1999). For this purpose, some more regulatory measures
were implemented from 1990 and onwards. The then Government, on the
basis of expert reports, launched Financial Sector Reform Project (FSRP) in
1990 to overhaul the financial system to make it more disciplined and
efficient (Hassan & Bashir, 2003; Maudos, Pastor, Perez, & Quesada,
2002). The financial sector reform program had been completed in 1996
and one Banking Reform Committee (BRC) had been formed in the same
year i.e., 1996 (Hassan & Bashir, 2003; Olweny & Shipho, 2011). Hence,
the study covers the period of a decade (12 years) on the basis of availability
of data from the completion of FSRP and onwards.

4.3 Selection of Banks

For the proposed study, being a comparative one in nature, two banks each
from the public sector, namely Sonali Bank Limited and the private sector,
namely National Bank Limited have been selected considering their
maturity in their respective sector in independent Bangladesh, which are
shown as the Nationalized Commercial Bank (NCB) and the Private
Commercial Banks (PCB) respectively throughout the study.

4.4 Techniques of Data Analysis

Different tools and techniques required to analyze and interpret the collected
data are used in this study carefully. Major statistical formulae and
profitability measuring techniques etc. have been followed to test the
hypothesis. Computer software and programs have also been used to
analyze them.
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4.5 Statistical Tools of Data Analysis

Major statistical tools are mainly employed to draw the inferences from the
data collected and financial variables used in the study and also to study the
interrelationships between the items of the financial statements and their
impact on financial performance. The statistical tools, techniques and
formulae used in the study are explained below:

Mean: Mean is the widely used measure of central tendency for
representing the entire data by one value (Kothari, 2004). It is computed in
the following formula:

go2X
N

Where,

X = Arithmetic mean

X = The value of observation

N = Number of observations
Standard Deviation: Standard Deviation (SD) is the widely used measure
for the study of dispersion. The formulas of standard deviation are given

below:
5 \/Z(x A PRSI

n n

Where,

6 = Standard Deviation

A = Mid-value of class interval

X = The individual value

n = Number of observations
For frequency distribution with equal size class interval, the formula is as
follows:

}2

f(X—AF  2f(x -
5o Z(n f Hx-A

Where,
A = Assumed mean
f = Class frequency
X = Mid-value
n = Total number of frequency
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Co-efficient of Variation: Co-efficient of Variation (CV) is a relative
measure of dispersion. It is very useful in comparing distributions where the
units may be different. Following formula is applied for CV:

CV= o %100

X

Where,

CV = Co-efficient of Variation

6 = Standard Deviation

X = Mean value
Standard Error of Estimate: The standard error of estimate measures the
variability of the observed values around the regression line. The equation
of standard error is given below:

7\ 2
Se= (Y_Y)
V n-2
Where,

Se= Standard error of estimate
Y = The values of dependent variables

Y = The values from the estimating equation that correspondent to each Y
values, and
n = Number of data points used to fit the regression line.

4.6 Testing of Hypotheses

A research hypothesis is a predictive statement, capable of being tested by
scientific methods, that relates an independent variable to some dependent
variables (Kothari, 2004). The null hypothesis is generally symbolized as
Ho and the alternative hypothesis as Ha Suppose one wants to test the
hypothesis that the population mean (u) is equal to the hypothesized mean
(uHo) = 100. Then one would say that the null hypothesis is that the
population mean is equal to the hypothesized mean 100 and symbolically
We can express as:
Ho:},l = HUHo= 100

In this study, hypotheses are tested taking the significance level at 5 percent.
Correlation Analysis: The correlation co-efficient of the selected
independent variables with the bank profitability has been worked out in
order to identify the most important variables or the variables which have
higher association with the independent variable. The formula used to
calculate the correlation coefficient of any two variables is:

Journal of Management and Research (JMR) Volume 6(2): 2019



146 | Bank Profitability in Bangladesh

_ Coviyyy
N

R
Xy
Where,
R = Correlation coefficient
Cov(xy) = Co-variance of x, y
0, = Standard deviation of x, and

&, = Number of pairs of observations

Regression Analysis: As the profitability of banks is the result of several
variables, the impact of selected variables on bank profitability have been
studied collectively.

Multiple Regression Analysis: The linear multiple regression model
involving the dependent variable Y and independent variables (X1, X»,
....... Xn) can be written as:

Yi=a+f, Xet X0+ cioiiiiin + B, Xt €
Where, o denotes  the intercept, g,.......5, are the partial regression
coefficients, i = 1, 2,. .......... n observations and e;j is the residual term

associated with ‘1’th observation. Thus, multiple regression model gives the
expected value of Y conditional upon the fixed values of X, X3, ...X, plus
the error component.
Analysis of Variance (ANOVA): The essence of ANOVA is that the total
amount of variation in a set of data is broken down into two types, that
amount which can be attributed to chance and that amount which can be
attributed to specified cause. Here, the researcher has to make two estimates
of population variance viz., one based on between samples variance and the
other based on within samples variance (Kothari, 2004). Then, the said two
estimates of population variance are compared with F-test, where one can
work out:

F = MSS of ESS / MSS of RSS
Where,
MSS = Mean Sum of Squares which is obtained by dividing Sum of Squares
(SS) by degrees of freedom (df).

ESS = Explained Sum of Squares

RSS = Residual Sum of Squares, and

ESS + RSS = TSS (Total Sum of Squares)
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T-test: T-test is used to test the hypothesis that means scores on some
interval-scaled variables will be significantly different for two independent
samples or groups (Zikmund, 2000).

Where,

X = Population mean
1 = Sample mean, and

Se = Standard error of the mean

4.7 Techniques of Data Analysis
4.7.1 Measures of Profitability

Ratio analysis: For measuring the profitability of banks, analysis of
relevant ratios is one of the reliable and commonly used tools of analysis.
Inthis study, following ratios of profitability are found out by the researcher:
1. Net Profit to Total Deposits

2. Net Profit to Total Advances

3. Net Profit to Total Investment

4. Net Profit to Total Assets, and

5. Net Profit to Total Equity.

. Analysis and Interpretations
5.1 Profitability of the NCB & the PCB in Bangladesh during the
Period of Study

Table 1
Information of Net Profit to Total Deposits of NCBs & PCBs during
the Period of Study

Year NCB PCB Avg. Year NCB PCB Avg.

01 -

(In %) (In %)
1 020 146 083 7" 0.47 3.31 1.89
2nd 010 162 086 8" 0.29 3.40 1.85
3 007 231 119 9" 0.06 2.49 1.28
4t 008 1.00 054 10" 061 2.61 1.61
5t 047 391 219 11" 059 2.56 1.58
6™ 032 408 220 12 0.99 2.65 1.82
Average (Avg.) 0.35 2.62 1.49
Standard Deviation (SD) 0.28 0.95 .62
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Coefficient of Variance (CV) 80.65 36.38 5852
Annual Growth Rate (AGR) 39233 81.00 236.67
Average Annual Growth Rate (AAGR) 11748 4504  81.26
Maximum Level (Max. Lev.) 0.99 4.08 2.54
Minimum Level (Min. Lev.) 0.06 1.00 0.53
Source. Annual Report of Selected Banks & Resume during the Period of
Study

Table 1: This table shows the comparative position of profitability ratio
like Net Profit to Total Deposits of NCB & PCB including AVG., GA, SD,
CV, AGR, AAGR, Maximum & Minimum level at the study period.
Average position of the PCB i.e., 2.62% is better than that NCB i.e., 0.35%.
In average, the SD position of NCBs was very little percentage by indicating
the poor fluctuation during the study period. In comparison of NCB, PCB
was in better position. In average, the CV position of PCBs was found also
high, which indicates the huge fluctuation during the study period. The
position of AGR was highly satisfactory during the study period, where
NCB i.e., 392.33 was in better position than PCB i.e., 81.00. But the position
of AAGR of PCBs was found positive. The maximum level of the NCB
was found 0.99% & minimum level was 0.06%, which indicates the poor
range during the period under study, while the maximum level of the PCB
was found 4.08% & minimum level was 1.00%, which indicates the poor
range during the period under study. Actually, the PCBs had the sound
performance in AGR, while the NCBs were poor in the same during the
study period. So, it is clear that the PCBs had the favorable position than
the position of the NCBs regarding the same ratio during the period under
study.

Table 2

Information of Net Profit to Total Advances of NCB & PCB during the
Period of Study

Year NCB PCB Avg. Year NCB PCB  Avg.

(In %) (In %)
1 033 145 0.89 7" 0.65 401 233
2 015 162 0.89 gt 0.43 425 234
39 011 233 1.22 oth 0.09 322 166

4" 010 112 0.61 10" 0.69 338 204
" 071 4.98 2.85 11t 0.71 327 199
6" 047 5.03 2.75 12t 1.01 322 212
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Average (Avg.) 0.45 316 181
Standard Deviation (SD) 0.30 131 081
Coefficient of Variance (CV) 66.75 4160 54.18
Annual Growth Rate (AGR) 209.03 121.75 165.39
Average Annual Growth Rate (AAGR) 98.06 4332 70.69
Maximum Level (Max. Lev.) 1.01 503 3.02
Minimum Level (Min. Lev.) 0.09 112 061
Source. Annual Report of Selected Banks & Resume during the Period of
Study

Table 2: This table shows the comparative position of profitability ratio like
Net Profit to Total Advances of NCB & PCB having statistical tools like
AVG,, GA, SD, CV, AGR, AAGR, Maximum & Minimum level during
the period under study. The NCB i.e., 0.45 % was in the lower average
position than PCB i.e., 3.16%, while average position was 1.81%. In
average, the SD position of the NCB was poor, by indicating the few
percentage of fluctuation during the study period. In average, the CV
position of PCBs was found also very high, which indicates the maximum
fluctuation during the study period. Actually, the NCB had the favorable
AGR i.e., 209.03% while the PCB had the AGR i.e., 121.75% which was
very poor percentage for the same. In the position of AAGR, NCB had the
maximum AAGR i.e., 98.06% but PCB had the worst position for AAGR
I.e., 43.32%, while the average position of the same was 70.69% during the
study period. In case of the NCB, the maximum level of the same was found
1.01% & minimum level was 0.09% while in the case of PCB, the
maximum level of the same was found 5.03% & minimum level was
1.12%, which indicates the poor range during the period under study. So, it
is clear that the PCBs had the favorable position than the position of the
NCBs regarding the same indicator during the period under study.
Table 3
Information of Net Profit to Total Investment of NCB & PCB during
the Period of Study

Year NCB PCB Avg. Year NCB PCB  Avg.

(In %) (In %)

1 1.09 1251 680 7" 2.21 22.67 1244

2nd 048 1413 731 8" 1.45 2337 1241

3 033 1914 974 9 0.27 1681 854

4t 0.38 859 4.49 10" 3.63 1758 10.61

Journal of Management and Research (JMR) Volume 6(2): 2019



150 | Bank Profitability in Bangladesh

5h 214 3518 1866 11" 3.87 16.73  10.30
Bt 195 3515 1855 12 5.83 1940 12.62

Average (Avg.) 1.97 2010 1104
Standard Deviation (SD) 1.73 8.13 4.93
Coefficient of Variance (CV) 87.69 4044 64.07
Annual Growth Rate (AGR) 436.75 5515 245.95
Average Annual Growth Rate (AAGR)  145.08 4885  96.97
Maximum Level (Max. Lev.) 5.83 3518 2051
Minimum Level (Min. Lev.) 0.27 8.59 4.43
Source. Annual Report of Selected Banks & Resume during the Period of
Study

Table 3: This table shows the comparative position of profitability ratio like
Net Profit to Total Investment of the NCB & the PCB by showing the
selected statistical parameters like AVG., GA, SD, CV, AGR, AAGR,
Maximum & Minimum level during the period of study. The average
position of the PCB i.e., 20.10% is better than NCB i.e., 1.97%. In average,
the SD position was found also very poor, which indicates the little
fluctuation during the study period. The CV position of both NCB and PCB
were 87.69% and 40.44% while the average of them was 64.07%. In both
the cases AGR & AAGR were satisfactory. The maximum level of the NCB
was found 5.83% & minimum level was 0.27%, which indicates the poor
range during the period under study. The maximum level of the PCB was
found 35.18% and the minimum level was 8.59% during the study period.
Indeed, the position of the NCBs was not as satisfactory as the PCBs in this
regard during the study period.
Table 4
Information of Net Profit to Total assets of NCB & PCB during the
Period of Study
Year NCB PCB  Avg. Year NCB PCB  Avg.
(In %) (In %)
1 015 093 054 7" 037 190 114
2n 0.07 0098 053 8" 025 197 111
3 006 1.19 063 9" 005 153 0.79
4t 0.06 0.56 031 10" 048 161 105
5t 040 196 1.18 11" 050 156  1.03
6™ 027 209 1.18 12" 070 149 110
Average (Avg.) 028 148 0.88
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Standard Deviation (SD) 021 048 0.35
Coefficient of Variance (CV) 7538 3240 53.89
Annual Growth Rate (AGR) 360.62 59.90 210.26
Average Annual Growth Rate (AAGR) 108.20 11258 110.39
Maximum Level (Max. Lev.) 0.70  2.09 1.40
Minimum Level (Min. Lev.) 384 742 5.63
Source. Annual Report of Selected Banks & Resume during the Period of
Study

Table 4: This table shows the comparative position of profitability ratio Net
Profit to Total Assets of the NCBs &the PCBs including AVG., GA, SD,
CV, AGR, AAGR, Maximum & Minimum level during the study period.
The average position of NCB i.e., 0.28% is lower than PCB i.e., 1.48%. In
average, the SD position of the NCB i.e., 0.21% and the PCB i.e., 0.48%
were very poor which indicate the poor percentage of fluctuation during the
study period. In context of AGR & AAGR, the NCB was in better position
than PCB. The PCB in context of maximum and levels is in good position
than that of the NCB. Actually, the PCB is in favorable position than that of
the NCBs regarding this indicator during the period under study.

Table 5

Information of Net Profit to Total Equity of NCB & PCB during the

Period of Study

Year NCB PCB Avg. Year NCB PCB Avg.

(In %) (In %)

1 4.94 2803 1649 7" 1801 5343 35.72
2n 2.57 2692 1475 8" 1153 5556 3355
3 1.96 30.03 16.00 9" 258 3947 21.03
4t 2.38 1440 839 10" 26.18 4113  33.66
5h 1751 59.37 3844 11" 28.08 4034 3421
6" 1244 64.64 3854 12" 4226 46.02 4414

Average (Avg.) 1420 4161 2791
Standard Deviation (SD) 1281 1502 1392
Coefficient of Variance (CV) 90.18 36.09 63.14
Annual Growth Rate (AGR) 754.61 64.16 409.39
Average Annual Growth Rate (AAGR) 132.74 6260 97.67
Maximum Level (Max. Lev.) 4226 64.64 5345
Minimum Level (Min. Lev.) 196 1440 8.18
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Source. Annual Report of Selected Banks & Resume during the Period of
Study

Table 5: This table shows the comparative position of profitability ratio like
Net Profit to Total Equity of NCBs & PCBs having AVG., GA, SD, CV,
AGR, AAGR, Maximum & Minimum level at the time of study. In average,
the SD & CV positions of the NCB indicate the high fluctuation during the
study period. On the other hand, the SD & CV positions of the PCB were
found also poor, which indicates the little fluctuation during the study
period. In the positions of AGR &AAGR, the NCB was in better position
than that of the PCB during the study period. The maximum level of the
NCB was found 42.26% & minimum level was 1.96%, which indicates the
poor range during the period under study. At the same time, the maximum
level of the PCB was found 64.64% & minimum level was 14.40%.
Regarding this ratio, the NCB had the favorable position than the position
of the PCB during the period under study.

5.2 Testing of Hypotheses

To test the hypotheses, the calculation of Multiple Correlations, Multiple
regressions and ANOVA of the selected NCB and the PCB in Bangladesh
during the period of study is shown below:
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5.2.1 Testing of Hypotheses of the NCB

"X1JJew UoI1e|a.109 ay) saljduwil yaiym TIx ----- X ‘TX U0
uspuadap Ajpoanp st gON 8yl 4o uoiisod 1joid 18N 82UeIIHUBIS JO |9A8] % G YIM
Apnis Jo pouad ay) Bulinp gON a8yl Jo pakojdwa [euded pue YUOM 18U ‘Youelq
‘Jamoduew ‘ainipuadxe ‘aLIoduI ‘S19sse ‘JusLLISaAUl ‘sueo] ‘suisodap ‘Alnba [e10)
‘Njo.d 18U UBBANSQ UI UOIRIS.I09 aAINISOd JuedIIUBIS 8Y) SMOYS 9)qRl SIY 19 3jqe.L

[ Y anog

[ G660 S@®0- 180~ [600-  OLTO 1660  BLLD  S660 160 9860 €880 TIX
[ &0 60 61 T 960 S0 0T 660 0860 8060 0IX
[ 160 $CI0 €0 R0 6580 SBLO-  IS80 (880 ESO 6X

[ 6000 #1860 L0 SR %R0 980 %S0 SX

[ %60 900 K0 00 8010 S0 8T0- X

[ 60T0 8IS0 TWI0 90 010 %00 X

[ 0 9860 6%0 860 (680 SX

PILO D80 1800 LeFD KX

[ 60 660 8060 X

| 160 60 X

IX

T 080 T
1 X
X Y & & X % & /X & O K 1 B
suoynpaLi0) dyerg

994qeL

Volume 6(2): 2019

Journal of Management and Research (JMR)



154 | Bank Profitability in Bangladesh

Table 7: Multiple Regressions, Summary Output Regression Statistics

Multiple R 0.931

R Square 0.868

Adjusted R Square 0.272

Standard Error 741.327
Observations 12

Variations df SS MS F  Significance F

Regression 9  7206633.54  800737.06 1.457 0.472
Residual 2 1099131.684 549565.8419
Total 11 8305765.224

Journal of Management and Research (JMR) Volume 6(2): 2019



|155

Bank Profitability in Bangladesh

"aLUes 3] 10} UOIIRLIeA 82URdIUUBIS ay) Saljdwi yoiym
270 < /SP'T o'l 4 90uedlIubIS JO anjeA ayl uey) Jateald si anjeA 4 usypn “Apnis Jo pouad ay)
Burinp >jueq ay3 40 Jayro yaes yum papuadap Ajybiy ays a¥ealpul 2T 79 /2€ T, '2/2°0 '898°0 ‘TE6°0
9l SUOITeAISSO ‘10413 plepuelS ‘74 paisnipy 79 asenbs ¥ o ajdiyNiA 40 anjeA eyl payolpaid
SI 1 ‘g|ge1 SIYl Woid ‘youeiq 79 Jamodurw ‘S1asse ‘usllIsaAul ‘sueo] ‘susodap ‘Aunba [e101
3’1 S9|gelIeA Pa1a9]as Jay10 YIM 1joid 18U JO uoissalbal ajdinw ay) sSmoys ajgel Siyl :/ ajqel

T "ON UqIyx3 ‘894N0S

Sv'Sv6 9826 /60 100 69112 6,8 6olqeeA X
16'822 9L TTZ- 880  /T0 1218 658 8alqeLRA X
6v'88T 8L 0T 090 290  9z8E 0867 LOIOeLeA X

98'v. 22'68- pI'0 880~ L06T 8T/~ 9lgeLeA X
vy 00°€- Y50 PO 80 290  SelqeeA X
1812 16'T2- 990 150 8L 867 v elgeeA X
80'VT 58'LT- 990  150-  TLE 83T-  €algeleA X
/5'S 26'- &0  660- 89T 19T zalgeeA X
ITvL T6TTT- ¥0  180- 29712 /88T~ TelqeLeA X
610862y  S8€0ZS86T-  TL0  €V0 6290STS 0626222 1deosau]
%g64eddn  o6g6JemoT  enjend IS hmmmm_m SUBIOIYYR0D
VAONY

Volume 6(2): 2019

Journal of Management and Research (JMR)



Bank Profitability in Bangladesh

156 |

"X1i1ewW UOITe|84100 8y} saijdwi yaiym TTx

..... ZX ‘TX U0 Juapuadap
A2aap sl g0d ayp Jo uormsod uyoid 19N a0UdIUBIS JO [3A3] % G Ynm Apnis Jo porsad ayy Bulnp g0d
ay1 Jo pakojdws ended pue YUOM 18U ‘Youeiq ‘Jemoduewl ‘ain)ipuadxa ‘sLuodul ‘S1asse ‘JUaLIISeAUl ‘SUBQ]
‘susodap ‘Aunba [e101 ‘nyoid 18U UBBANIBY UI UOITRI8I00 aAIISOd JURdIHIUBIS BYl SMOYS 3|gel SIUL 8 a|gel

N :LEKW_ .M.ukﬁavd
[ 1660 160 6560 6860 1960 8160 6560 7660 860 8160 1690 11X
I w60  ¥I60 1860 €560 T60  PE60 6660 TL6OD €060 0890 OIX
I V60 LP60  SE60 0680 LIE0  ¥L6OD €460  SR0  9IL0  6X
0 _ 8660 7960 S060  SK60 8160  Lv60 L8800  8K80  8X
o _ 6860 IS60 €960 €60 9660 1960 8HL0  LX
= I 960 TE0  THE0 6860 LS60 1S80  9X
S I [S80 1160 TS60 6€60 1980  €X
2 _ SI60 1960  ST60  S690  bX
e I P960  S880  S990  €X
S I €60 PLLO  TX
T I 09,0 IX
m I X
S X 0IX 6X 8% /X 9% X X & W IX 4K
= suopepaIo)) Jdyjnyy
N g 9qe,

Volume 6(2): 2019

Journal of Management and Research (JMR)



Bank Profitability in Bangladesh | 157

Table 9: Multiple Regressions, Summary Output Regression Statistics

Multiple R 0.999
R Square 0.998
Adjusted R Square 0.995
Standard Error 21.865
Observations 12

ANOVA

Significance

Variations f SS MS F F
Regression 6 104044540 173407.567 362.73  0.000002
Residual 5 2390.31 478.061
Total 11 1042835.71
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6. Results and Findings of the Study

At present, a mixed system of banking is operating in Bangladesh. The giant
existence of the NCBs is still continued although the average growth rate of
number of branches of the PCBs is higher than that of the NCBs. The
general people throughout the country have easier access to the NCBs than
that of the PCBs. It also reflects the more social banking of the NCBs than
that of the PCBs. On the other hand, the PCBs show favorable position in
comparison to the NCBs in context of assets quality and average growth
rate of deposits. In the same way, the PCBs shows better performance in the
areas of customer services, capital adequacy, quality of assets, expenditure
income ratios etc. The profitability performance of the NCBs and the PCBs
in Bangladesh was not satisfactory although the PCBs had the increasing
trend for profitability during the period under study. The trends of
profitability of the NCBs in context of net profit to total deposits, advances
& investment are downward and net profit to total assets & equity are
upward. On the other hand, the profitability of the PCBs in all respects either
total income or net profits are at upward trends. Now, it is clear to us that
the PCBs are in favorable position in profitability performance than that of
the NCBs. In both the cases, bank specific characteristics such as liquidity,
credit and other financial risks, operational efficiency, capitalization and
macroeconomic variables such as economic growth had positive and
significant impacts on bank performance.

In overall consideration, it can be said that the PCBs were in more
favorable position in the area of profitability than that of the NCBs during
the period under study. The profit performance of the NCBs deteriorated
sharply because of the problems in the burden management along with the
flaws in cost control measures and impact of policy variables. On the other
hand, the NCBs were more favorable in the areas of job security, expansion
of branches to rural areas, priority sector services and the reduction of
regional disparity than that of the PCBs. In fact, efficient bank management
and cost efficiencies were associated with the lower cost of financial
intermediation and higher bank profitability.

7. Conclusion

Bangladesh is a developing country of the third world. She has to manage
about 16crore people. Most of them reside in the villages. About a half of
the total population is illiterate and lives under the poverty line. In such a
situation, she has no alternative but to ensure social justice side by side with
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the economic growth. Generally, banks operate for earning profit. But they
cannot ignore social objectives. Now a day, it is recognized that banks either
in public or in private sector have to bear some public responsibilities in
addition to the satisfaction of their private interests. The profitability and
social banking have, therefore, become the twin objectives of both the
NCBs and the PCBs in the present socio-economic context of Bangladesh.
The study shows that the NCBs need to improve managerial efficiency and
customer services along with sustaining the present trends of social banking
for being profitable in the 21st century. The PCBs need to ensure social
banking like expansion of the branches to rural areas, priority sector
services, reduction of regional disparity etc. side of side of maintaining the
present trends of profitability and customer services in consideration of
socio-economic condition of the common people in Bangladesh. Besides
the internal factors and socio-economic conditions, other external factors
like technological advancement, political stability, rule of law, democracy
and globalization etc. must be brought into consideration for the smooth
functioning of all banks available in Bangladesh. If the aforesaid findings
are accepted in the right direction, not only the bank profitability but also
the overall performance of the public and the private sector banks in
Bangladesh is expected to improve further.

8. Implications of the Study

The profitability performance of the NCBs and the PCBs in Bangladesh was
not satisfactory although the PCBs had the increasing trend for profitability
during the period under study. At present, profitability is a prime question
of survival of any organization. Hence, the NCBs should immediately arrest
the declining trend of profitability. To bring any significant improvement in
the income, the banks should diversify themselves into a wide range of
financial services. Since the non-interest income forms quite a low
proportion of total income, it is required that the banks should focus greater
attention on enlarging their ancillary business both in terms of variety and
coverage. There are various ancillary business opportunities like merchant
banking, consultancy, factoring, portfolio management, and mutual funds
etc., which open up the newer areas in which the banks can successfully
diversify. To ensure maximum profitability, an adequate and well planned
cost accounting system should be established in all areas particularly in the
areas of work management, cost management, fund management of the
banks, which should calculate the actual costs of the banking services and
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the reasonable prices for those services. It should ensure periodical cost-
benefit analysis. Considering the prospects of ancillary services in the
coming years, the study suggested that the banks should expand the base of
ancillary services both in terms of character and volume with a view to
fulfilling the twin objectives of improving profitability as well as offering
the demand based service mix to the customers. It is necessary to keep in
mind that the banking services can be provided at a minimum cost but not
at a price below the cost. Moreover, bank management in Bangladesh,
irrespective of its nature either the NCBs or the PCBs, needs to address
some crucial national and international problems such as, nepotism,
corruption, default culture, money laundering etc. because of their increase
over the time and the global nature of the problem. It is expected that the
findings of this study may be of great use to the management of all banks,
bankers, policy makers, planners, researchers, students and those working
to formulate future action plans in the development of banking sector in
particular and the country in general.

9. Limitations and Future Directions

There are different types of scheduled banks in the public and the private
sectors of Bangladesh. But the scope of the study would be limited to
nationalized and private commercial banks of Bangladesh only keeping all
other scheduled banks outside the study. Moreover, the constraints like time,
resources, and manpower restricted the researcher from conducting
available primary survey, which might help to analyze some of the social
aspects better although limited survey has been done for the primary data.
So, like any other study this one also has some limitations.

An in-depth study on any part of banking can provide the impetus
towards the healthy growth of banking sector in Bangladesh. The present
study is one of such in-depth studies which can help a lot in the balanced
development of banking in Bangladesh. But, it is not possible to deal with a
large number of issues within the scope of a single study. Many current
issues could not, therefore, be dealt with due importance in this study. They
are left for the researchers in the days coming. Generally, a research raises
multifarious issues and identifies more problems than it proposes to solve.
It is expected that the present study would motivate the researchers for
further researches in the areas like Bank Productivity of NCBs and PCBs in
Bangladesh, Human Resource Management of NCBs and PCBs in
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Bangladesh, Technology Management of NCBs & PCBs in Bangladesh,
Credit Management of NCBs & PCBs in Bangladesh etc.
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[N. B. The questionnaire is prepared for conducting the expert opinion
survey on different aspects of bank profitability in Bangladesh. The
information provided by the respondents will be kept strictly confidential.]

Age:

Name of the Respondent:

Designation:

Name of the Bank:

Joining year:

Education:

Training, if any:

©CoNoA~AWNE

your bank:

Earning profits

[J Social service
[J Both of them

[J Any other (specify):

J

Experience in Banking:
Please put tick on any of the followings as the principal objective of

10. Please comment on the following managerial aspects by putting a
tick on the appropriate box of the rating scale, in which 7 for being
excellent, 6 for very good, 5 for good, 4 for average, 3 for below

average, 2 for poor and 1 for very poor.

A. Job security
07 06 5
B. Selection process
07 06 5
C. Training facilities
07 06 5

D. Performance appraisal

07 06 5
E. Promotion policy

07 06 5
F. Salary

07 06 5

04 03
04 03
04 03
04 03
04 03
04 03

G. Other motivational incentives

07 06 5
H. Autonomy in work

04 03

Journal of Management and Research (JMR)

02

02

02

02

02

02

02

01
01
01
01
01
01

01
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07 06 5 04 03 02 01

11. Evaluate the social obligation of your bank with reference to the
following aspects on the scale like +3 for being very satisfactory,
+2 for satisfactory, 1 for somewnhat satisfactory, 0 for being neutral,
-1 for somewhat dissatisfactory, -2 for dissatisfactory and -3 for
quite dissatisfactory. Please use tick mark on any one of them:

A) Branch expansion to the rural areas.
07 6 (15 04 03 02 01

B) Contribution to the reduction of regional disparity.
07 6 (15 04 03 02 01

C) Customer or client services.
07 6 (15 04 03 02 01

D) Public utility services.
07 6 (15 04 03 02 01

E) Responsibilities toward the society.
07 6 (15 04 03 02 01

12. What are the reasons of low / high profitability in your bank?
Specify the causes.

@)

Thank you very much for your kind cooperation.
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