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‘Abstract

The present study employs recently available data on U.S. bank Call Reports to examine
the relationship between smali business lending and small bank profits and risk, Small business
lending is defined to be all commercial loans under $250,000. Small banks are defined as less than
$100 million in assets or $100-$500 million in assets, which together account for 40-50 percent of

\. - the aforementioned loans across the nation. A variety of bank profit and risk measures are

examined. Briefly stated, univariate analyses show that banks earn higher profit rates on small
business loans than other assets on average. These higher than average rates of return are earned
by increasing bank risk, including credit, capital, liquidity, and funding risks. However, after
taking into account these risks, bank profits are still higher among small business friendly banks
- compared to less small-business oriented banks. Thus, the main conclusion of this study is that
- small business lending contributes positively to bank profits, contrary to a commonly-held belief
- that such lending is risky and should be constrained,
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', The Profitability of Small Business Lending by Small Banks

+ . Introduction

" Small business firms rely heavily on commercial banks to meet their credit needs. A

survey conducted by the Federal Reserve and the Office of Advocacy of the U.8. Small Business

R Aﬁnﬁ:ﬁétmtion found that two-third; of small firms depend on banks for financing.' Thus,
j." éémeréiai banks are a critical link in the growth of successful small firms. Unfortunately, a
L comrﬁonly-held view in the banking industry is that small businéss loans are risky and therefore
" not profitable, such that exposure to them should be limited. This skepﬁcism is difficult to reject,
' as li,t‘v:.le is known about the eﬁecfs of small business lending on bank profit and risk beyond the
’ ﬁ;ét hand experiences of individual bankers, OFf course, if banks curtail their lending to small firms
o 'fbr. this reason, entrepreneurial activity in the United States is diminished. And, since small firms
-play an important role in national employment and innovation, economic growth would likewise |

" -be negatively affected in the long run.

With this jusfiﬁcation in mind, beginning in June 1993, Congress required all insured banks

- tf‘; d-is;loses small business and small farm loan information in their Call Reports schedule RC-C
.' 'entitléd “Loans to Small Businesses and Small Farms.” For business loans the data breaks down
‘ f‘g,:maf.ll comméfcial and industrial and commercial real estate loans as follows: less than $100K,
- $1100K to $§50K, and $250K to $1 million. One drawback of this data is that it is not clear that
»l _.fhe borrower was indeed a small business; however, it is reasonable to assume that there is a

' close association between firm size and loan size.

l“-'S.e:e Robert E. Berney, “White Paper on the Financing of Small Business,” Office of Advocacy, U.S. Small

" Business Administration, Washington, D.C, (1996).



Tn this article we define small business loans to be less than $250K. We believe this

y of lban_s best captures credit supplies to small firms, while excluding most leans to large
Our approach is to examine the relationship between small business lending activity and
dimensions of bank profit and risk in 1995 and 1996.> We focus on small banks -- that is,
with &thgr total assets less than $100 million or in the range of $100-3$500 million -- due to
St tﬁat fiargér banks tend to have nominal exposures to such loans as a percentage of total
As such, profit and risk effects of small business lending would be difficult to discern
$hese larger institutions. By contrast, many small banks are small business friendly and
.mnﬁAﬁable share of their credit balances outstanding with small firms.

Interestingly, we find that small banks earn higher profit rates on small business loans than
#ssets'on average, These higher average rates of return are found to be associated with
ba.hk sk, including credit, capital, liquidity, and funding risks. However, after taking
#decount various dimensions of bank risk and other bank characteristics, small business loans
. zar to significantly increase bank profit. Thus, these results counter a common belief (held
p& bankers and regulators) that small business loans are risky and should be constrained to
extent. The empirical evidence shows conclusively that small business friendly banks reap

ate rewards for reaching out and helping to develop young and growing small firms in

cammunities.

data series began in.1993 but regulators have cited problems in this initial year of data
petion. It is plausible that 1994 continued to contain errors inherent in developing 2 new set

a (e.g., some banks did not report all of their small business loans due to difficulties in

g such-data from their files or simply lack of enforcement by regulators), Recent data for
995 and 1996 is more reliable than in the past due to the continued use of schedule
banks.




__éma_ll Business Lending by Small Commercial Basks
| ’faBle 1 shows the percentage of total assets devoted to small business loans ($BLs) under
N "5275(;.),0()0 in 1995 and 1996 (using data reported in June of each year) for small banks.® The
. , | ..distﬁbution of banks are divided into deciles in terms of their involvement in small business
. j .‘l lending as measured by the ratio of SBLS to total assets. Banks in decile group 10 are in the top
B -19‘percent of the distﬁl;ution and have the highest SBL/total asset ratios. They are considered to
: - :‘ _ ‘b'gs most small businesé Triendly. By contrast, banks in decile group] are in the lowest 10 percent
o of the distribution and are least small business friendly, These decile groupings are developed

| 'fr’p_ni' data for the entirel banking population, which exceeds 9,000 banks, Thus, the deciles

re;;resent the small business lending activity of the banks in each group relative to all U.S. insured
. ,’ ‘banks, rather than with respect to small banks alone.
- Casual inspection of the mean values of the SBL/total asset ratio in Table 1 reveals that:

3 . many small banks have little exposure to small business loans (e.g., banks in deciles 1-3 had no

more than six percent of total assets allocated to such loans);
Y ‘Dn average small banks tend to have SBL ratios of about 10 percent; and
. | ,: = about onein ten small banks has a sizable exposure to small business loans (e.g., banks in
: .dacile 10 had more than 25 percent of assets allocated to such loans).
| ﬂdtige also that the bottom of Table 1 gives t tests of mean differences in SBL ratios for different
B . decile ranking comparisons. Here we see that there are significant differences.in SBL ratios for
' Jow Versus high decile ranks. In other words, there are considerable differences in the degree of

', small business lending by small banks -~ an important point that helps to motivate the forthcoming

I # It should be noted that bariks with no business loans are excluded from this study. These banks are specialty
... ingtitntions that fall outside of mainstream banking (e.g., banks that primarily process credit cards),
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: discussion of how small business lending affects bank profits, risk, and profits after adjusting for

' risk differences among bariks.

N Bank Profit and Small Business Lending
" Tables 2-5 report the results for a variety of bank profit measures. Table 2 gives the mean
. 'neﬁ,interest Imargins (N]Ms), or total intere;.st revenues minus total interest expenses divided. by

| Itotﬂ assets, for different decile ranks over time. NIM abstracts from taxes, gains (or losses) from

- securities, noninterest operating expenses (such as wages, plant and equipment expenditures, etc.)

- _»'énd, therefore, focuses on “gross profit” from lending services. As shown in Table 2, NIM

o 'Jrar_nged from about 1.90 percent to 2.40 percent among small banks, Visual inspection of the

. ) patterns of means across deciles, as well as the t tests, reveals that NIMs are clearly higher amongj
. small business friendly banks, The difference between the lowest and highest deciles is in the
" range of 30-50 basis points, which is substantial both from a statistical and economic standpoint.

" ‘The evidence is consistent for both size groups of small banks in 1995 and 1996; thus, there is no

" . ambiguity in'terms of interpretation of these results.

Table 3 displays the ratio of net interest margin minus loan and lease losses divided by

_total assets (NIML), whzch adjusts NIM for credit risk. Again, profit rates are positively and

s s‘ig',niﬁcantly related to small business lending, Also, the spread between the lowest and highest

, -" ‘1’_:.-‘dé¢iles‘ is: still in the rangé of 30-50 basis points. These results suggest that, after adjusting for
. .pé!t;ej;tiallj higher credit risk on small business loans than other bank assets, profitability is
B enhanced by increased small loans,
o Tablé 4 gives the rate of return on assets (ROA) comparisons across banks with varying

. levels of small business lending and over time. ROA encompasses noninterest operating revenues



t expenses, in addition to taxes and securities gains and losses. Small banks with low levels of

business lending may have greater securities holdings (as we will see in the next section),
ﬁim,_ they may put more funds into real estate with lower operating costs than small business
" fonus per dollar of investment.” These factors would tend to increase the profitability of banks

with relatively low levels of small business lending relative to the NIM and NIML findings. Not

Wéingly,'the ROA résults in Table 4 vary much less across deciles than the results for NIM

{ s NIML @cwe, with ﬂOAs in the range of only 0.50 percent to 0,70 percent, or a 20 basis

ence at most. Importtantly, small business friendly banks had higher profit rates than other

'. banks, whidh is'cdnﬁmgd by the fact that most t tests are statistically significant. In this regard,

1 tpe results i"br small banks with $100-$500 million in assets are stronger than for banks with less
than $100 million -- that is, the t tests for this latter size group in 1996 are not significant, while |
the t tests of the former size group are highly significant.

_Last!y, Table 5 reports the rate of return on equity (ROE) by small business lending
Mivity-an& year. ROBSI. lranged between 4.0 percent and 7.5 percent, with a trend toward higher |
ROEs amoﬂg.sma]l business ftiendly banks compared to other banks. In conjunction with our
mlwr prdﬂt fesults, we believe the recent evidence is remarkably clear -~ small business lending

m:wased the profils of small banks in 1995 and 1996,

Risk and Small Business Lending
'I‘éﬂes 6-10 give.i the results for a variety of risk measures. The following discussion
riz s=tﬁe results in those tables:

| N;Bt loan and lease Ic;sses/total assets ratios in Table 6 suggest that for banks under $100

-~ million gredit risk increases as small business lending increases. However, for banks with




- _SI‘OC-$$OO million m assets, no clear trend was found, with no statistical difference in the
o . mesn ra;tios between small business friendly banks and other banks.
o . Tc%ta] securities/total assets ratios in Tabla 9 make clear that small business friendly banks have
. signiﬁclantly lower proportions of assets devoted to securities than other banks.
V In summary, small business lending activity does appear to be associated with riskier bank
- \_ fna!qag__ement practices. ;Small business friendly banks reduced their holdings of securities in favor
df hi_ghér eﬁng small business loans. At least in the years 1995 and 195;?6, which were marked
: by lo’w interest rates and strong economic growth, small business credit risk was higher among
\v"l_.snja_ller-ba.nks with less fcha.n $100 million in assets, but this pattern was not apparent among small
T | ba;iks with: $100-$500 million in assets. Although we do not report the figures, we also found
| ; | _that'banks with higher i;roportions of small business loans made greater use of purchased funds
ahd léés usé of equity capital, both of which tend to reduce funding costs but at the price of
o ‘ir‘;cre\}i‘sféd ﬁnding and dapital risks. Other results for off-balance sheet activities did not suggest
' siﬁy. trends with respect to small business lending activity.
It is possible to argue from the above findings that the increased profit rates obtained by
: “_"V‘acl:tive small business leﬁders were obtained by taking more liquidity, funding, and capital risks
. (and possibly credit risl% or off-balance sheet risk), rather than by increased small business lending
O per se. _To overcome tﬁis potential criticism, we ran a muitiple regression model using the rate of
: | rgti.lmoln assets (ROA). as the dependent variable,* small business lending as the main independent
. Vaﬁable, and the risk measures as other independent variables in the equation. Due to the fact

thiat small business lending can be related to bank size, we also added total assets as a control

*" . *We focus on ROA for the following reasons: (1) it is the most widely recognized measure of profitability in the

 banking industry, (2) it is more comprehensive in scope than NIM and NIML, and (3) ROE isa simple product of

!+ ' ROA and the total assets/equity capital ratio and, as such, we would have to drop TIER1 from the independent
_variable sct if we used ROE as the dependent variable,



.  variable. F inally, we ilz'mluded a measure of market structure known as the Herfindahl index

o (HHI)® -- as HHT increases, the concentration of bank assets in a market (such as a county or

'Standard Metropolitan Statistical Area) is higher in that the assets held by larger banks increases
| relatwe, to.smaller banks 1t is believed that profit rates increase as HHI increases due to less
| 'mmpetitson in the banlung market.® Briefly stated, we found that, in both years under study and
: for both bapk size groups, even after holding constant various control measures of bank risk, asset
. sixé,and market comp!etition, small business lending tends to boost bank profits. Other results of
L \{his,.multiv;ﬁate analsié can be summarized as follows:
: ¢  ‘Wiﬂﬁn each bank siize category, larger banks had higher ROAs than smaller banks,
-Ba.nk markets withéhigher concentration (or less competition) had higher ROAs than less
| concenfrated markéts.
a i Hiéher loan loss, sécurities holdings, and purchased funds ratios reduced ROAs relative to

B other banks.

. e Banks ﬁth higher capital ratios and off-balance sheet ratios had higher ROAs than other

banks, |
. These ,rgsulfs are not surprising for the most part; however, it is interesting that increased use of
| 'v pUmhaéed ﬁ.mds, as opimsed to core deposits, tended to reduce profit, holding all else the same,

. Inthe context of our earlier findings, this result suggests that small busiriess friendly banks, which

s rely more on purchased funds than other banks, may be able to increase their profits further by

- 'rédpcihg their use of purchased funds.

: 5§ ' HHI is thc sum of squared ratios of the total aseets of the ith bank to the apprapate total assete of all banks in the
SMSA for urban arcas or county for other areas,
Scc articles by Gilbert (1934) and Hannan (1991) for further discussion.
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Suﬁimary and Conclusions

_ Recently available Call. Report information in the banking industry strongly suggests that.

* " small business lending increased profits among small banks in 1995 and 1996. Also, the data

‘reveals that active small business lending banks have distinctly different risk management
‘ ﬁlfa#ﬁces, with increasec.:'l credit, capital, liquidity, and funding risks among these banks relative to

*. other banks that do not émake many small business loans. Nonetheless, after holding these risks

| constant in & multivariate context, bank profits are still higher among small business friendly banks

- compared to less small-imsiness oriented banks., Thus, the main conclusion of this study is that
| ',si‘ﬁall business lending ciontributes positively to bank profits, contrary to a commonly-held belief
© that such lending is risk:y and should be constrained.

.; An important im;t‘erence from our findings is that small business friendly banks have a

' 'ﬁiﬁhér tolerance for risk than other banks, Conservatively managed small banks shy away from

. | small business loans. Bly contrast, more aggressive small banks with higher risk preferences

= "commit more investable: funds in small business loans. Thus, lender behavior is a key determinant
| .. offsmall.l:;l.;s;ingss lcndinig.

" As # final note, ias already mentioned, the years under study encompassed a period of low
o .. 'int_erést rates and healthy economic expansion, For this reason it may well be difficult to discern
o -fﬁe true credit risk of active small business; until an economic recession takes place. Ceﬁainly

sxiqi:_é.dditional evidence would greatly enhance our understanding of the how small business

- lending affects bank prafit in the long run throughout the business cycle. And, another interesting

issue is that profitable sinall firm relationships may well pay off in later years in terms of healthier

- local business environments and banking opportunities with firms that have grown into large



- successful enterprises. However, these potential long-run benefits cannot be determined from the
" limited data at this time. As the data series cantinues, these issues would be-intriguing to study. . . -

+
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. Table 1. The Ratio of Small Business Loans Less Than $250,000 to Totsl
- 'Assets(SMALLBUS): Means for Decile Rankings of Small Commercial Banks"*

. (in percent) :

1695 T19%
s <$100 $100 - $500 <$100 $100 - $500
| . Degile Mean n Mean n| Meam n Mean n
-} Bank Group
S 239 524 223 199 | 246 s06 224 197
- 23 558 1211 568 5360 | 576 1151 569 520
4.7 1027 2756 10,13 1137 {1041 2488 10,30 1188
8-9 1685 1558 1669 430 | 1680 1434 1655 455
10 2659 839 2596 155 [2659 795 2568 152
All 12.32 6888  10.62 2481 | 1240 6374 1078 2512
t tests:
© o lvslo 1153194+ 57.40%%¢ | -116.67*** -52.77%%*
2,3ve8,9 | -199.33%%+ -109.21%#* -133.96%#* -111.56%*+
| . t3vsg10 | -120.02%%= £4.860%% | 1154644 5,164+

. 7 "Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile
* bank groups: *—.10, **—.05, and *#*—01.

. "Table 2. Net Interest Margin to Total Assets (NIIM): Means for Decile Rankingsof
" Small Business Lending Activity Among Small Commercial Banks® (in percent)

1995 1996
S <$100 5100 - £500 < 5100 5100 - £500
Decile  |Mean . n Mean n Mean n Mean n
Bank Group '
A T 1.95 524 2,01 199 | 1.88 506 1.9 197
2-3 1.99 1211 2,02 560 | 1.95 1151 2.00 520
4-7 - 2.12 275 213 1137 | 2.07 2488 211 1183
8-9 2.26 1558 2,26 430 | 2.20 1434 223 455
10 2.41 839 230 155 | 2.33 795 2.26 152
All 215 6888 213 2481 | 2.10 6374 2.11 2512
t tests:
lvs 10 =16, 3744 =4, T41+¥ =153 R
¥ 2, 3vs 3;9 =14.06%* -10.03 %% =15,12%%* -804+
" 13ve8-10 | 2132w .063eer [ 21eowe  gg4ees

-‘ . "Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile

‘bank groups: *~-.10, #*--.05, and **¥~-.01.
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Table 3, Net Interest Margin Minus Loan and Lease Losses to Total Assets (NIML):
Means for Decile Rankings of Small Business Lending Activity Among Small
" Commercial Banks® (m percent)

1995 199
. <$100 $100 - $500 < $100 $100 - $500
{  Dexile, Mean n  Mean a |Mean Mean n
* 1- Bank Group ;

1. 189 524 18 199 |179 506 176 197
23 1,93 1211 192 560 137 1151 185 520
47 |204 2756 203 1137 | 198 2488 201 1188
" 89 2.16 1558 2.18 430 | 210 1434 2,13 455

10  }232 839 221 155 223 795 216 152

Al . | 207 6888 203 2481 [200 6374 199 2512
t tests:
1vs10 | -15.61++% -7.43%%% -15.43%0 -8 2444+

C23vE8,9 [-1276%r%  .1026%  [-L4dgkr 526w

. 13vs810 | -10.82%4 -12.60%** =20.99%** -7,59% 4+

- "Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile
. bank groups: *--.10, **~.03, and ***--.01.

Table 4. Rate of Return on Assets (ROA): Means for Decile Rankings of Small Business
Lending Activity Among Small Commercial Banks® (in percent)

1995 1996
. <3100 $100 - $500 <3100 $100 - $500
Decile =~ [Mean n Mean n  |Mean n Mean n
Bank Group ;
" |oss o524 o058 199 [051 506 061 197
2-3 053 1211 057 560 |056 1151 060 520
47 0.56 2756 058 1137 |0.58 2488 063 1188
89 0.58 1558 062 430 |0.56 1434 067 455
100 - |os7 839 063 155 {055 795 067 152
Al |056 6888 059 2481 {056 634 063 2512
tests: |
Tws10 | -058 1,35 0.82 23,82+
2,3vs8,9 | 2004 2.18%* 0.46 3.14%rs
13vs810 | -1.99%¢. 2,56+ 085 3,394

o "“:'Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile
. bank groups: *--.10, **--.05, and ***--01.
| - i 12
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Table 5. Rate of Retum on Equity (ROE): Means for Decilé Rankings of Small Business
Lending Artmty Among Small Commercial Banks" (in percent)

1995 1996
‘ . <$100 $100 - $500 < $100 $100 - 5500
Decile Mean Mean t Mecan n Mean n
Bank Group -
| 445 . 524 668 199 | 4.02 506  6.06 197
' 23 497 . 1211 704 560 {532 1151 6.40 520
4 547 ' 2756 106 1137 | 578 2488 682 1188
B9 590 1558 5.23 430 |614 1434  7.29 455
AP T I 631 © 839 599 155 | 5.66 795 7.59 152
©All 5.51 6888 688 2481 | 5.62 6374 6.80 2512
I tests: - I
1 vs 10 =7.3] %% =2, 75%w" =].82% =3, 8244k
| 2,3vE8,9 | 6324 -2,20* -5.16%%% -3.85%4s
L 1-3vs 810 -9.53**.* -2.86%%w 3,190 5,069

. 'Astcnslcs indicate the Ie'vel of significance for t tests of mean differences in ratios for different decile

i . bank groups; *.-,10, ¥*—05, and ***--01.

Table 6. Net Loan and Lease Losses toTotal Assets (LOSS): Means for Decile Rankings of

~ Small Business Leading Activity Among Small Commercial Banks

. ) (m percent)

1995 1956
«$100 $100 - $500 < $100 $100 - $500
~ Dexile Mean ' n Mean n Mean n Mean n
Bank Group 1
1 foeos 524 002 199 | 0.06 506 0,15 197
j 23 002 1211 006 560 | 0.04 1151 0.07 520
4-7 004 2756 006 1137 | 005 2488 006 1188
8.9 0.06 1558 005 430 [005 1434 007 455
10 005 239 005 155 | 0,06 795  0.07 152
. All 0.04 6388 006 2481 |0.05 6374 007 2512
Tt iests: . .
 1vs10. | 233 2.604+% 0.16 2.11%*
2,3v58,9 | 4.93%+ 0.78 -1.35 0.12
1-3vs8-10 | -5.34%+¢ 2.24%% -L16 1.64

- "Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile
~+, ‘bank. groups: *-- .10, #¥— 05, and ***—01.
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. - Table 9. Total Securities toTotal Assets (SECURITIES): Means for Decile Rankings of
~Small Business Lending Activity Among Small Commercial Banks' (in percent)

——hss = e e

. };4’;;’:

1995 1996
- <$100 $100 - $500 = 5100 $100 - $500
o Dexile Mean 1 Mean n Mean n Mean n
Bank Group :
1 4736 524 3339 199 | 43.15 506 33,22 197
Ry By 39.04 1211 3376 560 13820 1151 3377 520
4=7 32.61 2:756 28.94 1137 | 32.06 2488 2879 1188
' 89 2576 ;553 2587 430 | 25.52 1434 25’717 455
10 20,50 839 2205 155 | 20.20 795 2275 152
- All 31.84 $888 2948 2481 31,10 &a6374 2925 2512
‘ © L tests: '
'1 V5 10 28, 55%4w B6.37vee 24, 14%*+ 6. 43%*x
2.3vs8, 9 25.41"“5 FA L 24, 17%%* 10.22%++
».1“3 ve 3-10 37.29“"5 11.75%** 34,1944+ 11.87%%*

", "Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile

bank groups: *--.10, #*—,05, and ***.-,01,

"“Table 10. Purchased Funds toTotal Assets (PURCHASED): Means for Decile Rankingsof

- Small Business Lending Activity Among Small Commercial Banks*

" (in percent)

1995 1996
. <$100 $100 - $500 <5100 5100 - $500
~ Degile Mean 'n Mean n [Mean 0 Mean n
Bank Group ;
ol 734 524 948 199 | 88 506 1213 197
2-3 755 1211 7.87 560 | 9.15 1151 9.9 520
47 822 2756 880 1137 | 9.65 2488 1077 1188
29 903 1558 9.00 430 [10.50 1434 1072 455
10 9.72 839 957 155 1083 795 1220 152
LAl 340 6888 872 2481 | 984 6374 1079 2512
.t tests: .
1vs10 | 651 011 4.50% -0.06
| 2,3vs8,9 | 7350 “3.469+ -5,40% 4 -1.82¢
] 1-3vE810 | -10.19%+% 27044+ =7.10%%+ -1.26

- *Asterisks indicate the level of significance for t tests of mean differences in ratios for different decile

- bank groups: *--.10, ¥*-- 05, and ***--01.
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. Table11. Regression Analyses for Small Commercial Banks; The Relationship Between
. the'Rate of Return on Assets (ROA) and Small Business Lending Holding Constant Bank
Risk and Other Control Variables (t statistics in parentheses )

. 1225 1296
Independent , <5100 mil 5100-3500 mil <5100 mil 5100-5500 mil
Variables" (n=6888) (n=2481) (n=6374) (n=2512)
INTERCEPT 0.003 0.002 0.005 0.001
! (935.!!) (5 Eﬁeet) (17.38""‘) (5.34“')
ASSETS 0.000 0.000 G000 0.000
' , (6.43%%%) (2.52%**) (7.83%*¥) (3.13%*)
HHI 0.001 0.0006 0.001 0.001
(345" (2.35) (5.92%+%) (4.39%*")
"LOSS 0.799 0.49 .660 -0.524
(-22.43%=*%) (-14,72%"") (=21.79%*%) (-17.88**")
TEERI Coa0n 0.032 0.019 0.043
' C (B.314%%) (15.53%*") (=14.46"**) (22.28%+%)
OFFBAL ©0.0003 0,002 0.0002 0.0004
: ‘ (10.44%%%) (6.737*") (12.76%*%) (6.56"*%)
SECURITIES - 00001 -0.0005 0.004 -0.001
’ ‘ (-0.368) (-1.142) (9.42} {-2.97%awy
PURCHASED ©0.004 0.002 -0.005 0.002
, (-3.27%0%y (-1.72%) (-6.31) (-2.87+44)
SMALLBUS . 0.005 0.004 0.002 0.004
: (4.56%%m) (3.497%) (2.58%+%) (4.04%%%)
Qveral]l ¥ 98.50%e% 66.06vw" 132,217 114.71%w=
Adjustad R? 0.1018 0.1755 0,1414 0.2659

o As‘tmsks indicate the significance of the regression mode] coefficients at the following levels: *—.10, **—.05, and
o e 01
LR Indcpmdmt variables are defined as follows:
T * LOSS = loan and lease Josses, net recoveriesfotal aszets

TIER1 = total equity/total assats
. QFFBAL = total off-balance sheet activities/total assets

SECURITIES = total securities/total assets

PURCHASED = large time deposits plus other barrowed money/total assels
. ASSETS = lota] pssets

HHI = Herfindahl index measure of bank market concentration

" SMALLBUS = commereisl and industrial Toans and commercial real estate loans less than
. 3250,000/total assets.
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Table 12, Correlation’ Coeﬂ" cients for Independent Variables in Regression Models:

. 1998 and 1996

. .', ,. L Ba;lﬂcs Lees Than $100 Mllhnn in Assets
Cor LOSS -

LOSS
. TIER}
. OFFBAL
SECURITIES .

PURCHASED :

" ASSETS
SMALL’BUS

‘ 2 Ba.nks SIDO £500 Million in Assets
- LOSS

LOSS
. TIER!'
. OFFBAL
SECURITIES
- © PURCHASED
" ASSETS:
. 'SMALLBUS

ce L Bimks Less Than $100 Mllllon in Assets
‘ TIER1

_LOSS
. TIER1
- QFFBAL
SECURITIES
PURCHASED
ASSETS
- HHI
" 'SMALLBUS

-2 Banke $100-$500 Million m.Aesets
- LOSS

-+ LOSS
 TIERL
(OFEBAL

“SECURITIES

.| PURCHASED
ASSETS
SMALLBUS

1,00
0,07

005

0.12

003
000 |

0,02
0,03

1.00
0.04

021

0.15

004
0.0L !

0.0l
0.08

LOSS |

1.00
0.04

-0.06

0.09

0.01

-0.06

001

0.03

100
0.00

0.21

0,16

0,06
0,04 |

0.02
0.06

TIER1

1.00
0,09
0,08
0.05
0.12
-0.04
0.12

TIERI

1.00
-0.07
-0.14
0,01
0,08
0,05
0.06

1.00
-0.11
-0.07
0.03

0.15
.03
0.11

TIER

1.00
-0.07
-0.14

0.05
0.07
-0.06
0.07

" A 1995 Results

OFFEAL

1.00
0.04

0.0}
6.03
0.01

0.02.

OFFBAL

1.00
0.18
0.03
0.10
0.06
0.08

SECURITIES

1.00
0.01
0.13
0,04
0,35

SECURITIES

1.00
-0.02
0.12
-2.01
0.28

B 1996 Results

OFFBAL

100
0.02
0.0l
-0.01
0,01
0,01

OFFBAL

1.00
0.02
0,03
«0.01
«0.01
0.03

SECURITIES

1,00

0.06
.02
-0.04
0.43

PURCHASED

1.00
0.05
-0.04
-0.08

PURCHASED

1.00
0,02
0.01
«0.05

PURCHASED

. LOO
.11
-0.08
-0.04

SECURITIES PURCHASED

1.9 -
-0.00
0.12
0.01
0.26

1.00

-0.02
-0.04
-0.02

ASSETS

1.00
0.01
-0.05

ASSETS

1.00
-0.01
0.25

ASEETS

1.00
0.01
-0,04

ASSETS

1.00

=0.00
0.22

1.00
-0.01

1.O¢
0.13

1.00
-0.01

1.00
0,14
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Table 11

Raf;e of Return on Assets (ROA): 1995 Regression Analyses for
U. 5. Commercial Banks by Asset Size Group
(t statistics in parentheses")

Independent
Varizhles®

INTERCEPT
| ASSETS
HHI ,
 Loss a
TIERY,
OFFBAL
SECURITIES
' PURCHASED
-
Ovesall F !
" Adjusted R? |

<5100
(n=06,888)

0.003
(2.85**")
0.00

(6.4574")
0.001
(3.45%*%)
0.799
(-22.43%%*)
0,011
(8.31""")
0.0003
(10.44%%%)
-0.0001
(-0.368)
0.004
(=3.27**")
0.005

P (4.56"*")

98,59 "
0.1018

5$100-5500
(n=2,481)

0.002
(3.66°4%)
0.00

(1_9.2---)
0.0006
(2.35)
-0.49

(-14.72%*%)
0.032

(15,53%*%)
0.002

(6.73*+%)
~0.0005

(-1.142)
-0.002

(-1.72%
0.004

(3.49%%)

56'96' L L]
0.1755

$500-51B
(w=248)

0.007
(4.@"')
0.00
(-1.84%)
0.0009
(0.86)
0,07
-0.7%)
0.012
(1.176)
-0.0003
(0.94)
-0.002
(-1.36)
0,005
(1.37)
0011
(.2.24-'.-)
1.53
0.0169

Asgsets in Millions

SIB-510B
(1=309)

0.002
(Z.14*"%)

@2.46%%)
-0.635
(-10.87**")
0,038
@.81%=%)
0.003
(12,76%*%)
-0.002
(=1.53)
0.003
(1.07)
-.003
{0.545)
32.43%ne

0.4494

»>510B
(n=65)

0,003
(0.50)
0.00
(1.184)
-0.004
(-1.33)
0.98
(4.85%*")
0.049
(1.66)
20,0002
(£.55)
-0.005
(0.92)
0.007
(0.606)
0.007
(0.218)
6_94 Tk
0.4259

. * Asterisks indicate mgniﬁeanee at the following levels: *—,10, "®—.05, and ***—01,

¥ Independent variables are defined as follows:

LOSS = Joan and Jease [psses, net recoveries/total assats

, TIERI = total equity/toral assers

~ OFFBAL = total off- balam:-e sheet activities/total assets
SECURITIES = total sequrities/total assete

. PURCHASED = large time deposits plus other borrowed money/total assets
ASBETS = toin] assary
. HHI = Herfindah! index !
' SMALLBUS = commercial and industrial loans and commervial real estate loans less than $250,000/t0tal assets,



| Table 12

Ratei of Return on Assets (ROA): 1993 Regression Analyses for

| U. 8. Commercial Banks by Asset Size Group
(t statisticy in parentheses”)

|
|
1

‘ !

* Independent L <3100 $100-3500 $500-518
Variables® i (n=7,790) (o=2,388) (n=222)
INTERCEPT 0004 0.0001 -0.001
L L (17.67°"") (0.25) (-0.5%)
. ASSETS L 0,00 0,00 0.00

| (1.80°") (027 (-0.03)
HHI . 0,001 0.00] 0.0004
; (4.20""") (2.74%*%) (<0.378)
LOS8S i D677 0,420 0.79
' I (-28.12***) (=T.13%%%) (-8.02**+)
TIER1 i 0.006 0.050 0.089
' | (4.00%*m (10,16%**) (5.91%*=)
. QFFBAL | 0.0009 0.001 -0.0001
| (.58 (2.18°7) (-1.99%%)
' SECURITEES . 0,001 0.003 : 0.0005

' i (3.83vem) (3.64%*%) (0.307)

' PURCHASED | -0.001 £0.002 0.004
: ' L (=1.54) (-1.09) (1.62)
SMALLBUS L 0.002 0003 . 0.005

i (-2.98%%w) (1.83%) (1.19)
Overall F L1333 0we 23.670e 14.23% "

Adjusted R? L 01196 0.0857 0.3254
- i

Assets in Millions
$1B-510B *>310B
(0=309) {u=50)
0.001 0.005
(0.) (1.62)
.0.00 0.00
(0.054) (0.14)
0.005 0.001
(2.97"*) (0.313)
.285 0.045
(-2.58) 0271
0.024 40.034
(1.71%) (-0.795)
0.0016 0.0003
(5.50%%) (2.74%%)
0.0002 0,001
{-0.10) {-0.38)
0.005 0.015
(1.35) {1.84%)
0,003 0,015
(0.40) (0.80)
7.5500% .69k
0,1526 0.2163

--" Awterisks indicate significance at the following jevels: *~, 10, **—.03, and ***—01.
. * Independent variables ae defined as follows:

LOSS = loan gnd lease Jogses, net recoveries/total assats

' TIER] = total equity/total/assets

OFFBAL = total off-bolance sheet activities/total assels

SECURITIES = total sccufities/total assets |
PURCHASED = large time deposits plus other borrowed money/total asscts
ASBETS = tota] assets

- HHI = Herfindahl index .

SMALLBUS = commercigl and industrial Toans and commercial real estate loans less than $250,000/total assets.

h xg‘p"‘:' )



Table 13
Rnte of Return on Assets (ROA); 1994 Regression Analyses for
. U. 8. Commercial Banks by Asset Size Group
(t statistics in parentheses")

| Assets in Millions
Independent . =£109 $100-3500 5500-318 $1B-S10B >§10B
Varfables . (n=7449) (n=2,480) (n=249) (o=309) (n=52)
INTERCEPT | 0.003 06,0017 0.003 , 0.003 0.005
P (12.59%) (4.28**%) (. 31") (2.28%%) (2.007%)
" ASEETS 0.00 0.00 0.00 0.00 0.00
. L (8.40%%%) (2.89%%%) (0488 (-1.19) (0.80)
HHI .o 0.001 0.0013 0.0008 0.003 0.003
- | (4.834%) (4.18%*¥).. (0.824) (2.61%%%) (0.14)
LSS = £.796 0,720 008 £.386 0,223
‘ L (-31.49%) (-22.09%%%) (-0.854) (+3.76%*%) (057
" TIER1 : 0.073 0.036 0.023 0.031 0.003
L (5.16%*") (14.88%%%) (2.10*) (2.95+**) (0.119)
OFFBAL ; 0.0008 0.0003 -0.00004 0.002 0.00008
. . (2.71%%%) ({1.78%} (-1.14) (7.90% %) {.926)
SECURITIES L 0.0005 0.0004 -0,0000 £0.002 -0,0004
‘ ; (1.39) (0,76) (0.11) (-1.51) (0,10)
PURCHASED i -0.001 0.0005 £.0001 0.002 0,003
. L (1.42) (0.46) (0.05) (1.12) (0.59)
SMALLBUS L 0.0009 0.0000005 0,011 0.007 0.02
: (1.10) (0.004) 025 (-0.85) (0.54)
" Qvemll F C 147710 107,81 %% 0.967 15054+ 0.527
Adjusted R* L 0,1361 0.2563 -0.0011 0.2655 «0.0501

¥ Azterigks indicate slgmﬁcamn at the following levels: *— 10, **— 05, and ***.. 01.

b tndependant variables are defined as follows:
" LOSS =loan and lease lpssss, net recoveries/total assets

TIER] = total equity/total asscts
. = total offsbalince sheet activities/total azsets
WEUR]TIES = tota] securities/total assets
PURCHASED = large uiuc deposits plus other borrowed money/tolal assets

ABEETS = total assets |

R - £ 1 index!
: fALLBUS = commercial and industrial loans and commercial rea] estate loans less than $250,000/total assets,




i Table 15
Rateiof Return on Assets (ROA): 1996 Regression Analyses for
U, 8. Commercial Banks by Asset Size Group
{t statistics in parentheses”) '

- Independent . <5100 $100-5500 $500-$18 51B-510B =5108
Variables® L (n=6373) (n=2,511) (o=249) (n=307) (n=69)
INTERCEPT L 0,005 0.001 0.004 0.006 0.001
o _ L (17.56"") (5.60%**) (320%*") (5.64%*%) (0.576)
ASSETS L 0.00 0.00 0,00 0.00 0.00

: (7.83%*%) (2.74%%%) (~-1.65) (1.13) (-1.59)

HHI C 0001 0.001 0.0004 0.001 -0,0002

, L6001 (4.33*7*) (0.468) (1.20) (-0.13)
LO3S - D674 <.540 0.320 0.094 0.161

» L (s22.27%*%) («18.27***) (4.06%++) (-1.09) (1.25)

TIERI L 0.019 0.043 0.022 0.06 0.022
©(-14.71%%%) (22.20%%%) (2.39%%) (0.787 (1.15)

" OFFBAL 00000 0.00 0.00 0.000 0.00
o . (13.92%*%) (7.54%%%) (1.09) {-1.30) (5.080w")
SECURITIES | 0.004 0.001 0,001 0,004 0.008
L L (9.62) («2.96*"*} (.93} (-2.484%) (1.76%)
PURCHASED . -D.005 0,002 0,006 0.0003 0.0004
) L (-6.44) (-2.97%=sy (2.72%y (0.18) (0.116)
SMALLBUS - 0,002 0.004 0.006 £0.003 0.064
, L (.61 .11 (1.43) . (-0.48) (2. 70%+%)
Oversll F . 136.6]%ew 107.819ae 7.213%%» 1.73* 5.835

. Adjusted R? 0.1455 0.2563 0.1670 0.0188 0.3626

* Asteriski indicate significance at the following levels: *-.10, **—.05, and ***-.01.
~ ¥Independent variables atc defined as follows:
LOSS = loan and lease logses, net recoveries/total assets
TIERI = total equity/total assets
OFFBAL = total off-balance sheet activities/total assaty
-SECURITIES = total securities/total assets
PURCHASED = large tinte deposits pius other borrowed money/total assets
ASSETS = total asgets |
HHI = Herfindah] index
SMALLBUS = commerciol and industrial loans and commercial real estate loans less than $250,000/0tal assets.



