At The

July 2011

Margin

Special Edition

he pain of de-leveraging is real
for both community banks and the
local economies they support.
The reasons
xf o r w h i c h
xr e g u l a t o r s
have required
xi n c r e a s e d
bank capital
ratios are also real. The facts of asset quality erosion
have generated pressure for increased reserves to buffer
weaknesses across all types of loans in all areas of the
nation. In addition, more and more institutions are
finding themselves experiencing CAMELS 3 ratings or
worse. Memorandums of Understanding and Consent
Orders abound which require institutions to attain
leverage capital ratios of 8% and total risk-based capital
ratios of 12%.
None of this is in dispute; regulators are determined
not to be blamed again for bank failures due to weak
capital and reserve positions.
But the macro-economic costs of such a riskconstrained mindset cannot be ignored or
underestimated. Many well capitalized financial
institutions are reacting very cautiously to the
increased regulatory vigilance regarding capital. They
are also reacting cautiously to economic and general
regulatory (compliance) issues.
On the other hand, many community banks reacted
to the same economy and regulatory environment
while growing their loan portfolios.

by Dr. Tom and Janet
Parliment Consulting Services, Inc.
Exhibit 1 (see next page) shows data for community
banks nationwide. Community banks were divided
into two groups: those banks that increased their
capital ratios from the 4Q07 to 4Q10 (right through
the second worst recession in the past 100 years) and
those banks that decreased capital ratios over the same
period. Note the footnote in the Table that explains
our exclusion of all banks with assets over $10 billion;
all banks with leverage capital ratios less than 6%; all
banks that had negative earnings over this period; all
special purpose banks and all de novo institutions. In
other words, we focused on healthy community banks
that were earning money and had choices that were
not necessarily forced by regulatory actions.
The Table makes a clear statement. The 2,688 banks
that increased capital ratios (median capital ratios
increased from 8.67% to 9.71%) grew their equity by
$32 billion but only grew net loans by $61 billion,
a ratio of $1.90 of loans for every $1.00 increase in
capital. WOW! That’s the pain of de-leveraging!
On the other hand, those 2,731 banks that decreased
their capital ratios (median capital ratios decreased
from 10.74% to 9.39%) were on average less than half
the size of the group of banks that increased their
capital ratios. But these banks increased their total
leverage capital by $15 billion, yet originated net loans
of $117 billion. That is a ratio of $7.75 in loans for every
$1.00 of increased capital! AMAZING!

Janet Frankl-Lockwood
President
Parliment Consulting Services, Inc.

Dr. Thomas J. Parliment

Chairman & CEO
Parliment Consulting Services, Inc.
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Exhibit 1
United States Community Banks

Banks with Increasing
Core (Leverage)
Capital Ratios

Banks with Decreasing
Core (Leverage)
Capital Ratios

Average Core (Leverage) Capital Ratio:
4Q07 				
4Q10					

9.438
10.587

12.149
10.349

Median Core (Leverage) Captial Ratio:
4Q07					
4Q10					

8.669
9.706

10.742
9.393

Dollar Net Increase 4Q07 - 4Q10 in:
Core (Leverage) Captial		
Net Loans & Leases		
Securities			

32,041,090
61,024,187
54,026,924

15,131,806
117,290,362
60,083,926

1,053,337,014
1,224,758,452
171,421,438

633,325,677
865,714,306
232,388,629

( Dollars in Thousands )

Total Assets:
4Q07			
4Q10		
Change			
Total Number of Banks			
Loan Leverage Ratio			

2,688		
1.90		

This exhibit shows data
for community banks
nationwide. Community
banks were divided into
two groups: those banks
that increased their capital
ratios from the 4Q07 to
4Q10 (right through the
second worst recession in
the past 100 years) and
those banks that decreased
capital ratios over the
same period.
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(continued from page 1)

Confronted with the same set of environmental
factors, the banks with increased capital ratios
did raise capital dollars but
provided far less economic
stimulus for loan originations
than the banks that decreased
capital ratios.
Now let’s be clear. We are
not indicting any bank for
how they are reacting to
unprecedented regulatory
pressure as well as economic and regulatory
uncertainty. However, the clear distinction
between these two groups of banks cannot be lost
on anyone. We have done this same analysis for
all community banks based on different asset size
groups (Exhibits 2-5, refer to the following pages 3
and 4). The story is the same. Perhaps we need to
pay attention to those banks that found a way to
grow through this recession.

Politicians and regulators cannot on one hand demand
that the banking system de-leverage, reducing the
risk to which FDIC is exposed, while
ignoring the inevitable macro-economic
consequences of their actions.
We certainly can stipulate that the
target rate of asset growth for any
institution should never (except for
regulatory mandated shrinkage) be less
than its rate of growth of equity… but
that is a story for another article http://
parlimentconsulting.com/documents/At_The_
Margin_2.11.pdf.

Exhibit 2
(Dollars in Thousands)
United States Community Banks
Assets Less than $100 Million

The clear distinction
between these two
groups of banks cannot
be lost on anyone.
We have done this
same analysis for all
community banks based
on different asset size
groups (Exhibits 2-5).
The story is the same.
Perhaps we need to
pay attention to those
banks that found a way
to grow through this
recession.

Average Core (Leverage) Capital Ratio:
4Q07					
4Q10					
Median Core (Leverage) Captial Ratio:
4Q07					
4Q10					
Dollar Net Increase 4Q07 - 4Q10 in:
Core (Leverage) Captial			
Net Loans & Leases			
Securities			
Total Assets:
4Q07			
		
4Q10		
Change				

Banks with Increasing
Core (Leverage)
Capital Ratios

Banks with Decreasing
Core (Leverage)
Capital Ratios

10.419
11.565

12.993
11.215

9.359
10.348

11.476
10.036

882,497
1,509,921
249,180

633,951
5,071,440
3,127,738

43,185,502
46,835,300
3,649,798

43,723,640
54,851,262
11,127,622

Total Number of Banks			

789		

973

Loan Leverage Ratio			

1.71		

8.00

Note: Our analysis excludes banks over $10 billion in assets; specialty banks; de novo banks; banks with less than 6% core (leverage)
capital; and those banks that were not profitable for the 3-year period. Loans + Securities will not equal Total Assets due to ALLL and
Other Assets. Data source: FDIC call reports as of 12/31/10.

Exhibit 3
(Dollars in Thousands)
United States Community Banks
Assets $100 Million to $250 Million
Average Core (Leverage) Capital Ratio:
4Q07					
4Q10					
Median Core (Leverage) Captial Ratio:
4Q07					
4Q10					
Dollar Net Increase 4Q07 - 4Q10 in:
Core (Leverage) Captial			
Net Loans & Leases			
Securities			
Total Assets:
4Q07			
4Q10		
Change
		

		

Total Number of Banks			

Loan Leverage Ratio				

Banks with Increasing
Core (Leverage)
Capital Ratios

Banks with Decreasing
Core (Leverage)
Capital Ratios

9.335
10.409

12.090
10.118

8.673
9.627

10.767
9.376

2,882,771
4,684,441
3,714,403

2,096,232
18,409,060
9,053,122

127,457,108
141,542,131
14,085,023

115,104,413
151,268,295
36,163,882

865		

932

1.62		

8.78

Note: Our analysis excludes banks over $10 billion in assets; specialty banks; de novo banks; banks with less than 6% core (leverage)
capital; and those banks that were not profitable for the 3-year period. Loans + Securities will not equal Total Assets due to ALLL and
Other Assets. Data source: FDIC call reports as of 12/31/10.
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Exhibit 4
(Dollars in Thousands)
United States Community Banks
Assets $250 Million to $500 Million

Confronted with the same
set of environmental
factors, the banks with
increased capital ratios
did raise capital dollars
but provided far less
economic stimulus for
loan originations than
the banks that decreased
capital ratios.

Average Core (Leverage) Capital Ratio:
4Q07					
4Q10					
Median Core (Leverage) Captial Ratio:
4Q07					
4Q10					
Dollar Net Increase 4Q07 - 4Q10 in:
Core (Leverage) Captial			
Net Loans & Leases			
Securities			
Total Assets:
4Q07			
		
4Q10		
Change				
Total Number of Banks			
Loan Leverage Ratio				

Banks with Increasing
Core (Leverage)
Capital Ratios

Banks with Decreasing
Core (Leverage)
Capital Ratios

9.022
10.150

11.434
9.721

8.520
9.436

10.305
9.176

3, 846,007
8,331,320
5,522,149

2,588,820
21,229,630
10,277,460

143,679,276
164,229,627
20,550,351
472		
2.17		

113,255,456
153,518,317
40,262,861
438
8.20

Note: Our analysis excludes banks over $10 billion in assets; specialty banks; de novo banks; banks with less than 6% core (leverage)
capital; and those banks that were not profitable for the 3-year period. Loans + Securities will not equal Total Assets due to ALLL and
Other Assets. Data source: FDIC call reports as of 12/31/10.

Exhibit 5
(Dollars in Thousands)
United States Community Banks
Assets $500 Million to $10 Billion
Average Core (Leverage) Capital Ratio:
4Q07					
4Q10					
Median Core (Leverage) Captial Ratio:
4Q07					
4Q10					
Dollar Net Increase 4Q07 - 4Q10 in:
Core (Leverage) Captial			
Net Loans & Leases			
Securities			
Total Assets:
4Q07			
		
4Q10		
Change
		
Total Number of Banks			
Loan Leverage Ratio				

Banks with Increasing
Core (Leverage)
Capital Ratios

Banks with Decreasing
Core (Leverage)
Capital Ratios

8.567
9.854

10.981
9.446

8.280
9.376

9.521
8.634

24,429,815
46,498,505
44,541,192

9,812,803
72,580,232
37,625,606

739,015,128
872,151,394
133,136,266

361,242,168
506,076,432
144,834,264

562		
1.90		

388
7.40

Note: Our analysis excludes banks over $10 billion in assets; specialty banks; de novo banks; banks with less than 6% core (leverage)
capital; and those banks that were not profitable for the 3-year period. Loans + Securities will not equal Total Assets due to ALLL and
Other Assets. Data source: FDIC call reports as of 12/31/10.

Parliment Consulting Services focuses on Strategic Financial Planning
and Asset/Liability Management to help community financial
institutions gain and maintain superior earnings growth.
We specialize in retail loan and deposit strategies.
Parliment Consulting Services
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