

Public Sector Banks excessively dependent on interest income, says AEP

Public sector banks depend excessively on their interest income as compared to their peers in the private sector and their fee-based earnings coming from services remain quite low, an Assocham Eco Pulse study has shown. 

In banking regime marked by high interest rates, the PSU banks seem to be lagging behind in their fee based income as evident from a dip on this count. Their fee based income declined by 10 per cent as compared to the private sector banks registering a  sizable growth of 29 per cent in  fiscal 2006-07.

The current high interest regime has augmented the interest income of the public sector banks by 18 per cent,  although less than a whopping rise of 44 per cent recorded by the private sector banks in the financial year 2006-07 analyzed by the AEP  Study on ‘Income Sources of Indian Banks’.  

The study  found that some of the major PSU banks  have registered a decline in their fee-based income in the F.Y. 2006-07. These include United Bank of India witnessing a downward trend by 26.76 per cent followed by State Bank of India with a decline 22.41 per cent, Allahabad Bank (21.98 per cent), Punjab National Bank (18.15 per cent) and Dena Bank (10.82 per cent).

However, Indian Bank increased its fee-based income by  58.29 per cent in financial year 2006-07 followed by Bank of India, recording a growth of 31.96 per cent, Andhra Bank (14.13 per cent), Oriental Bank of Commerce (9.13 per cent) and Bank of Baroda (4.07 per cent).

Rise in net interest margin could be attributed to interest rate increase, the prime lending rate has gone up within the range of 12.75 per cent to 13.25 per cent. Thus, rise in interest rates had a major impact on public sector banks’ interest income, which showed a robust growth of about 18 per cent at Rs. 94763.50 crore in fiscal 2006-07 against Rs. 80162.77 crore in previous financial year.

 Bank of Baroda led the pack with a  30.68 per cent rise in interest income in the financial year 2006-07, Bank of India posted a 30.61 per cent rise, Allahabad Bank (29.64 per cent), Indian Bank (27.35 per cent), Oriental Bank of Commerce ( 25.39 per cent), Andhra Bank (23.93 per cent), United Bank of India (20.88 per cent), Punjab National Bank (20.38 per cent), Dena Bank (20.36 per cent) and State Bank of India (9.76 per cent).

“With economy growing at an unprecedented rate of 9.4 per cent during 2006-07 and acceleration in the growth rate being attributable to the buoyancy in the industrial and service sector, the demand for fee-based services of banks is certain to go up. Hence, initiating well-thought-out steps to enhance fee-based income may be essential for the banks”, said Mr. Dhoot, President, ASSOCHAM.

Among the major banks, net interest margin of Punjab National Bank was the highest with 4.07 per cent in F.Y. 2006-07 as compared to 4.00 per cent in the previous year, while that of State Bank of India went upto 3.31 per cent in fiscal 2006-07 over and above 2.92 per cent in the financial year 2005-06. Others in the pack doing well in this area are Bank of India, which increased its net interest margin to 3.44 per cent in the year 2006-07 in comparison to 3.26 per cent a year earlier. 

Compared to Private Sector Banks, some of the public sector banks may not have been able to devise alternative non-interest, fee-based sources of earnings. Absence of direct  customer service and requirement of innovative products/services as per the customers’ expectations could be one of the reasons for the decline in fee-based income of these banks.

Among the private banks, Bank of Rajasthan recorded the highest rise in fee income at 101.16 per cent, Yes Bank showed a growth of almost 100 per cent, Centurion Bank of Punjab raised its fee based income by 89.30 per cent. The other banks with considerable rise were ICICI Bank (41.82 per cent), ING Vysya Bank (39.63 per cent), IndusInd Bank (29.29 per cent) and Jammu and Kashmir Bank (24.18 per cent). 

Collectively, banks in the private sector have increased their interest income by whopping 43.95 per cent in the F.Y. 2006-07 in contrast with 18.21 per cent for public sector banks. Among the major banks, ICICI Banks posted highest increase of 60.73 per cent in its interest income, Centurion Bank of Punjab rose its income by 57.93 per cent, Bank of Rajasthan (40.52 per cent), Karur Vysya Bank (33.27 per cent), IndusInd Bank (26.25 p
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