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The U.S. commercia banking industry faced signifi-
cant challenges in 2007, including continued deterio-
ration in the performance of subprime mortgage-
related assets and a more general reassessment by
investors of structured finance instruments. Those
developments contributed to significant strains in
financial markets and dislocations in bank funding
markets over the second half of the year. Moreover,
economic growth slowed late in the year, and the
outlook for 2008 worsened. The turmoil in financial
markets hampered banks securitization programs
and their ability to syndicate leveraged loans, which
put considerable pressure on the balance sheet
capacity and liquidity positions of some banks.

Note: The data in this article cover insured domestic commercial
banks and nondeposit trust companies (hereafter, banks). Except as
otherwise indicated, the data are from the Consolidated Reports of
Condition and Income (Call Report). The Call Report consists of two
forms submitted by domestic banks to the Federal Financial Institu-
tions Examination Council: FFIEC 031 (for those with domestic and
foreign offices) and FFIEC 041 (for those with domestic offices only).
The data thus consolidate information from foreign and domestic
offices, and they have been adjusted to take account of mergers and the
effects of push-down accounting. For additional information on the
adjustments to the data, see the appendix in William B. English and
William R. Nelson (1998), *‘ Profits and Balance Sheet Developments
at U.S. Commercial Banksin 1997,” Federal Reserve Bulletin, vol. 84
(June), p. 408. Size categories, based on assets at the start of each
quarter, are as follows: the 10 largest banks, large banks (those ranked
11 through 100), medium-sized banks (those ranked 101 through
1,000), and small banks (those ranked 1,001 and higher). At the start of
the fourth quarter of 2007, the approximate asset sizes of the banksin
those groups were as follows: the 10 largest banks, more than
$140 billion; large banks, $7.2 billion to $140 billion; medium-sized
banks, $494 million to $7.1 hillion; and small banks, less than
$494 million.

Data shown in this article may not match data published in earlier
years because of revisions and corrections. Call Report data reflect
information available as of April 16, 2008. In the tables, components
may not sum to totals because of rounding. Appendix tables A.1.A
through A.1.E report portfolio composition, income, and expense
items, all as a percentage of overall average net consolidated assets,
for all banks and for each of the four size categories. Appendix table
A.2 reports income statement data for all banks.

June 2008
1. Bank profitability, 19852007
Percent Percent
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Return on equity
16 — - — 16
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12 — — 12
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6 — — 6
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2 — — 2
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Note: The data are annual.

Profitability—especially in the final quarter of 2007—
fell noticeably from the very high levels posted in
recent years (figure 1). The drop in profits, reflecting
primarily lower trading revenue and significantly
higher provisions for loan losses, was more pro-
nounced at large banks, but the net income of smaller
banks also declined markedly.

Financial markets came under considerable pres-
sure in 2007. Problems that were mostly contained
within the markets for subprime mortgages and
related structured products in the first half of the year
intensified around midyear. In turn, the deepening
troubles in subprime mortgage credit quality caused
investors to become increasingly concerned about the
likely performance of even highly rated securities
backed by subprime mortgages. Furthermore, inves-
tors reassessed the soundness of many structured
financial products not backed by residential mort-
gages, including asset-backed commercia paper and
collateralized loan obligations. Those devel opments,
along with emerging worries about the economic
outlook, contributed to a broad-based reduction in
investors' appetite for risk over the second half of the
year. As a consequence, the markets for some types of
structured investment products virtually dried up by
year-end, and the prices of such securities dropped,
events that generated large losses at some banks and
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2. Selected interest rates, 2608 worsened, and forward-looking indicators of business
spending also became less favorable. The weakening
outlook added to concerns about asset quality at
banks. Measures of overall consumer priciaition
— 5 stepped up in 2007, but cordliation (which excludes

the direct effects of movements in energy and food
— 4 prices) was little changed on balance. With downside

risks to economic growth increasing, and with mon-
= € etary policy makers generally expectindlation to
moderate somewhat in 2008 and 2009, the Federal
Open Market Committee substantially eased the
stance of monetary policy in late 2007 and early
2008.
L L The difficulties infinancial markets, together with
the ongoing weakness of the housing sector, had

— 14 significant effects on bank balance sheets, especially

High-yield bonds — 13 over the second half of the year. As the residential real
— 12 estate market contracted and banks tightened their
—u credit standards, the growth of residential mortgages
= on banks balance sheets slowed dramatically from
o the rapid rates posted between 2002 and 2006. At the
8 same time, credit and liquidity concerns reduced
; institutional investors willingness to participate in
5
4

Percent

10-year Treasury securities

Target federal funds rate

Moody s Baa
corporate bonds

the syndicated loan market. Large commercial banks,
30-year H i
__fixed-rate mortgages which had underwritten a record volume of such
L | | | | | | L loans in thefirst half of the year, primarily téinance
2002 2003 2004 2005 2006 2007 2008 leveraged buyouts, found themselves unable to place
Note: The data are monthly and extend through March 2008. these loans in the market. Commercial and industrial
Source For Treasury securities, mortgages, and Madsdygorporate H H H
bonds, Federal Reserve Board, Statistical Release HsEiected Interest lendmg at those banks expa_nded rapldly for atime as
Rate$ (www.federalreserve.gov/releases/h15); for federal funds, Federaloans intended for syndlcatlon ended up on banks
Reserve Board (www.federalreserve.gov/fomc/fundsrate.htm); for high-yield| H
bonds, Merril Lynch Master Il ndex boo!<:s. At least partly in response to these unexpected
additions to assets, banks sold U.S. Treasury and
agency securities and tightened standards and terms
financial institutions. Yields on both investment- on many types of loans.
grade and speculative-grade corporate bonds in- These balance sheet pressures, coupled with uncer-
creased, while those on Treasury securities fell betainty about the size and distribution of losses on
cause of easier actual and expected monetary policgubprime mortgages and structurééidancial prod-
as well as heightened demand for safer asdeds ( ucts, also strained short-term bank funding markets.
ure 2). Equity prices dropped over the second half offhe Federal Reserve responded to fimancial tur-
the year, and volatility in manyinancial markets moil with a series of actions to support liquidity and
increased. functioning in bank funding markets (partly in coor-
Despite the deterioration in housing-related mar-dination with foreign central bank$)Core deposits
kets and emerginfinancial strains, the U.S. economy continued to grow relatively slowly. As spreads on
generally performed well through tliigst three quar- interbank borrowing widenedigure 3), banks increas-
ters of 2007. However, economic growth weakenedngly funded asset expansion with managed liabilities,
considerably in the fourth quarter as pressures in
flnan_(:lal market_s wo_r_sened, the downturn in 'Fhe 1. The Federal Reserve conducted unusually large open market
housing market intenfsed, and prices for crude oil operations, made adjustments to the primary credit rate and to
and some other commodities rose. Consumer Spen(g[ocedures for discount window borrowing and securities lending,
. d busi . hich had both i established a Term Auction Facility, and entered into currency swap
Ing and business investment, which had DOth IN-rangements with two other central banks. For a fuller discussion of
creased at a healthy pace, on balance, oveffitee the measures employed by the Federal Reserve in 2007 to support
three quarters of the year, slowed, which contributecprderly market functioning, see boXThe Federal Reseri® Re-
t duced demand for credit from households anciéponses to Financial Straifisp Board of Governors of the Federal
0 I’Q : . eserve System (2008Monetary Policy Report to the Congress
businesses. Late in the year, consumer sentimenivashington: Board of Governors, February), pp-2&
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3. Spreads of 3-month Libor over OIS rate, 2002-08 4. Number of banks, and share of assets at the largest
banks, 19962007
Basis points
Thousands
_ —_ 100 o Number _ 14
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— — 60 — — 8
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— — 80
L | \ \ \ \ \ \ L] 100 largest
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NoTe: The data are daily and extend through May 15, 2008. For Libor,
quotes are as of 6 a.m.; for the OIS rate, quotes are as of the close of busine —— 10 larges — 40

of the previous trading day. An overnight index swap (OIS) is an interest rate
— 20

swap with the floating rate tied to an index of daily overnight rates, such as —
the effective federal funds rate. At maturity, two parties exchange, on the
basis of the agreed notional amount, the difference between interestaccrue L1111 | | | | | | | | | | | | | |}
at the fixed rate and interest accrued through geometric averaging of th 1991 1993 1995 1997 1999 2001 2003 2005 2007
floating, or index, rate.

Source For Libor, British BankersAssociation; for the OIS rate, Prebon.

Note: The data are as of year-end. For the definition of bank size, see the
general note on the first page of the main text.

including Federal Home Loan Bank (FHLB) advances, rne number of new commercial banks chartered
fore'gf.‘ deposits, and, late in the year, large time dged down in 2007, and the average size of such
deposits: Some large banks also received substantiagans declined considerably from that of the previous
cash infusions from their parent holding companies. 14 years. Merger activity also dipped last year but
Financial and economic developments contributedsj| oytpaced bank formation. As a result, the number
to the decline in the pfaability of the banking ¢ hanks declined further, to about 7,300 at the end of
industry last year after a long period of Very strongs007 from about 7,450 at the end of 200 (re 4).
performance. As a consequence of the difficult condi~rpe share of assets held by the top 10 banks increased
tions infinancial markets, several large banks experiy ither reaching 53 percent at the end of 2007, and
enced sharp reductions in trading revenue. Solidhg ghare of assets held by the top 100 banks rose to
revenues from investment ba_nklng activities and Pri-gg percent. According to the Federal Deposit Insur-
vate asset-management businesses were insufficiegf, .o Corporation, two banks with assets totaling
to offset those decreases, and total non-interest ir$100 million failed in 2007.
come declined in 2007. Piability was algq d?' The formation of new bank holding companies
pressed by a stepped-up rate of l0ss provisioRing (gpcs) increased for the second consecutive year in
which had been at very low levelsin response t0 an 5047 and was the highest in several years. Mergers
a}cross-thg-board worsening of asset .quallty. In add'émong BHCs also moved up last year, and the rate of
tion, non-interest expense grew briskly last yeary,orgers continued to exceed the rate at which new
despite a slight deceleration in employee compensagcs were formed. The number of BHCs thus edged
tion. Moreover, the declines in market interest ratesyq.vn to about 5.070 from about 5.100 in 2006 (for
and higher credit spreads observed in many Sectorg,iiitiered BHCs, only the top-tier organization is
over the second half of 2007 were inadequate to boost,,,nied in thesdigures). The number dfinancial
_the industrywidg net interest margin, which continuedh0|ding companies held fairly steady in 2007 at about
its longer-run slide last year. 6402 The share of BHC assets that were held by

_ financial holding companies was unchanged in 2007
2. In this article, core deposits arefaed as the sum of transaction t 86 percent

deposits, savings deposits (including money market deposit accountsg;,l )

and small time deposits (time deposits issued in denominations of less—— - —

than $100,000) held at domestic offices. Managed liabilities consist of 3. Statistics orfinancial holding companies include both domestic

large ($100,000 or more) time deposits booked in domestic officesBHCs that have elected to becorfirancial holding companies and

deposits booked in foreign offices, subordinated notes and debenturefreign banking organizations operating in the United States as

federal funds purchased and securities sold under repurchase agrefnancial holding companies and subject to the Bank Holding Com-

ments, FHLB advances, and other borrowed money. pany Act. For more information, see Board of Governors of the
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1. Change in balance sheet items, all U.S. banks, 1998-2007

Percent
MEemo
Dec.
Item 1998 | 1999 | 2000| 2001 2002 2008 2004 2005 2006 Z(ngzs
of
dollars)
ASSELS ..o . 821 547 878 513 723 725 1080 7.79 1236 10.81 11,077

Interest-earning assets . .
Loans and leases (net)..
Commercial and industrial .
Real estate .................
Booked in domestic offices. ....

One- to four-family residential

8.19 5.91 8.67 3.97 7.58 7.35 11.31 8.04 12.45 10.12 9,569
. 873 8.13 9.25 1.83 5.93 6.60 11.23 10.48 11.97 10.58 6,473

12.96 7.90 855 —6.72 739 452 4.37 12.54 11.81 20.38 1,362
8.03 12.28 10.76 7.95 14.49 9.78 15.44 13.81 14.94 7.03 3,634
8.01 12.42 11.04 8.03 14.90 9.69 15.11 13.93 15.05 6.77 3,565
6.39 9.73 9.29 571 19.92 10.05 15.76 11.95 15.11 5.54 1,995

Other real estate...... .| 10.34 16.16 13.34 10.97 8.85 9.22 14.24 16.62 14.96 8.37 1,570
Booked in foreign offices . 8.79 6.28 -1.62 397 -741 15.74 35.59 7.19 8.79 22.76 69
Consumer................. . .38 -1.47 8.05 4.17 6.60 9.77 10.17 2.80 6.19 11.67 948
Other loans and leases.......... ... 13.50 7.19 7.01 —2.00 -.02 8.31 3.57 -17 3.17 12.85 619
Loan-loss reserves and unearned income .. 3.10 2.40 8.00 13.17 5.82 -2.48 -4.18 -5.56 1.66 27.63 90

5.14 6.39 7.26 16.28 9.46 10.59 2.40 11.53 4.57 2,195
. 6.71 2.89 8.92 13.60 8.73 6.17 1.19 6.94 -4.42 1,562
,.—25.05 -1.87 -32.71 -40.23 4193 14.14 -15.87 -17.59 -19.30 -26.90 29

U.S. Treasury. .. AR
U.S. government agency and

corporation obligations. 17.03 1.87 3.81 1290 18.15 9.70 9.48 -1.82 471 -12.13 893

Other........ . 27.02 2093 1341 1219 2.81 6.04 3.03 1012 13.78 10.72 639
Trading account -1332 693 3716 -3.72 36.32 1401 36.81 796 3132 36.13 633
(ONEF caco00000pan0annas . 380 -835 1033 13.04 -2.92 6.86 14.29 599 19.29 2234 901

Non-interest-earning assets . . 8.39 2.66 9.46 12.79 5.14 6.65 7.61 6.21 11.80 15.36 1,509
Liabilities ........
Core deposits.........
Transaction deposits.................
Savings deposits (including MMDAS) .
Small time deposits .
Managed liabilities . ...

. 8.09 5.61 8.60 4.47 7.17 7.31 9.57 7.80 12.10 10.79 9,941
. 7.08 .27 7.56 10.56 7.62 7.32 8.27 6.41 5.84 548 4,721
-1.38 -893 -1.28 1022 511 2.84 325 -119 428 -121 695
18.35 6.71 12.53 20.69 1851 13.71 11.73 6.94 5.53 3.33 2,995
.59 -0.70 724 721 485 -6.67 1.61 12.90 16.97 18.00 1,031
9.45 15.55 8.79 271 5.38 7.09 12.07 12.26 19.45 16.58 4,550

Large time deposits.................. [ 914 1424 1939 -3.64 5.18 1.84 21.89 23.00 15.95 192 1,024
Deposits booked in foreign offices. . ... ... 8.71 14.60 7.84 -10.92 4.49 12.63 16.84 6.32 29.67 25.86 1,502
Subordinated notes and debentures ... .. 17.00 5.07 13.98 9.56 -.59 5.08 10.49 11.42 22.60 16.83 174
Gross federal funds purchased and RPs. . 4.38 1.57 6.49 5.74 12.76 -8.70 8.40 15.62 9.47 7.06 744
Other managed liabilities................. . 1566  35.29 1.80 —.28 1.00 2211 1.37 6.15 18.89 28.44 1,106
Revaluation losses held in trading accounts. 3.44 -13.20 7.47 -17.06 33.44 14.02 -12.61 -17.86 6.89 42.20 205
Other... ..o ..1274  -125 20.63 14.92 5.24 5.30 17.19 -82 2234 3.35 465
Capital account.............cocovviiininnnnn. . 9.58 3.92 10.68  12.32 7.87 6.69 23.15 7.73 14.69 10.96 1,136
MEemo
Commercial real estate lodns................. . 1.40 15.52 12.19 13.11 6.86 9.02 13.97 16.87 14.91 9.21 1,578
Mortgage-backed securities. .................. . 2214 -3.33 3.30 29.06 15.60 10.14 13.45 2.07 10.22 -1.24 960
Federal Home Loan Bank advances.......... n.a. n.a. n.a. n.a. 17.30 3.71 3.74 10.00 29.80 30.62 455
Note: Data are from year-end to year-end and are as of April 16, 2008. erties or by multifamily residential properties; and loans to finance commer-

1. Measured as the sum of large time deposits in domestic offices, depositscial real estate, construction, and land development activities not secured by
booked in foreign offices, subordinated notes and debentures, federal fundsreal estate.
purchased and securities sold under repurchase agreements, Federal Home n.a. Not available.
Loan Bank advances, and other borrowed money. MMDA Money market deposit account.
2. Measured as the sum of construction and land development loans secured RP Repurchase agreement.
by real estate; real estate loans secured by nonfarm nonresidential prop-

BALANCE SHEET DEVELOPMENTS led banks to become more cautious in the extension
) ) of credit and to take steps to bolster capital positions.
Balance sheet developments in 2007 wefignced  Total bank assets expanded 10.8 percent in 2007,

importantly by the turbulence ifinancial ma_rkets iN down somewhat from the previous year but still
the second half of the year. The turmoil exertedstrong by historical standards (table 1); indeed, the
balance sheets, as banks found markets less receptiMgrfinancial debt. And, excluding the conversion of
to sales of loans and securities and faced fundingne commercial bank to a thrift institution in tfiest
softening macroeconomic picture, these disruptions pans expanded at about the same rate as assets,
primarily because of rapid growth in commercial and
industrial (C&l) lending. The demand for C&l loans

Federal Reserve System (200Bgport to the Congress on Financial was spurred, in part, by vigorous capital investment
Holding Companies under the Gramm-Leach-Bliley Act (Washington:

Board of Governors, November), Www.federalreserve.gov/pubs/and fma_-nmng for mergers and leveraged buyOUtS
reports_other.htm. (LBOs) in thefirst half of the year. In the second half,
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the deterioration in credit markets caused C&1 loans
that had been intended for syndication to accumulate
on banks' balance sheets. Residential mortgage lend-
ing slowed amid the contraction in home sales and the
continuing decline in house prices, and lending in the
commercial real estate market also decelerated late in
the year. In contrast to the rapid pace of overal
lending, banks securities holdings expanded rela
tively slowly, a development that was likely a result,
in part, of efforts to ease the pressures on balance
sheets. Other types of bank assets expanded rapidly in
2007, as commercial banks were net providers of
liquidity during the financial turbulence; in particular,
short-term loans to financia institutions—in the form
of federal funds sold, securities purchased under
resale agreements, and balances due from
depositories—increased 29 percent over the year.

On theliability side of the balance sheet, growth of
core deposits remained moderate. In the autumn,
banks attracted small time deposits by maintaining
relatively high rates, on average, on such deposits
while other short-term yields were falling, but these
inflows were partly offset by the continued sluggish
growth of savings deposits (including money market
deposit accounts). Given the relatively rapid growth
in assets, banks turned to managed liabilities for
funding. Moreover, in response to the pressures in
funding markets, banks increased their reliance on
FHLB advances and subordinated debt late in the
year.

Banks' capital expanded at about the same pace as
assets. The rise in equity capital was supported by
increased goodwill but was hampered by meager
retained earnings. Regulatory capital, which excludes
goodwill, grew somewhat more slowly than equity
capital and assets, and regulatory capital ratios edged
lower. A number of large ingtitutions received sizable
cash injections from their parent holding companies,
which helped maintain capital ratios. As asset quality
deteriorated late in the year, many banks significantly
boosted loan-loss reserves.

Loans to Businesses

C&| loans grew 20 percent during 2007. For most of
the year, this growth was supported by robust fixed
investment and merger and acquisition (M&A) activ-
ity at nonfinancial corporations. Solid growth of
capital expenditures contributed to a large financing
gap, especialy as corporate profit growth slowed late
in the year (figure 5). As conditions in credit markets
tightened, the pace of capital accumulation and new
borrowing slowed. Meanwhile, with conditionsin the
syndicated loan market also deteriorating, some large

5. Financing gap at nonfarm nonfinancial corporations,
19902007
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Note: The data are 4-quarter moving averages. The financing gap is the
difference between capital expenditures and internally generated funds.

Source: Federal Reserve Board, Statistical Release Z.1, “Flow of Funds
Accounts of the United States” table F.102 (www.federalreserve.gov/
releases/z1).

banks were forced to retain on their balance sheets a
considerable amount of loans that were originally
intended for syndication, many of which were ex-
tended to finance LBOs (see box “ Market for U.S.
Leveraged Syndicated Loans’). As the economic
outlook weakened and banks tightened their credit
standards, commercial rea estate (CRE) lending,
particularly for construction and land devel opment,
slowed somewhat from the rapid growth of recent
years.

According to respondents to the Federal Reserve's
quarterly Senior Loan Officer Opinion Survey on
Bank Lending Practices (BLPS), demand for C&l
loans softened steadily throughout the year as the
economic outlook deteriorated (figure 6). Banks that
experienced weaker C&I loan demand generally
pointed to decreased needs by businesses to finance
M&A activity and to fund investments in inventories
and in plant and egquipment. Despite the reported
weakening in demand for C&I loans, growth in such
loans was evident at commercial banks of al sizes,
athough it was particularly concentrated among the
largest institutions, which are the most active partici-
pants in the syndicated loan market.# Meanwhile,
some firms drew upon previously arranged backup
lines of credit with commercial banks as debt markets
tightened, a move that further boosted the volume of
C&| loans on banks' balance sheets.

In light of the rapid growth of syndicated lending,
and the considerable extent to which such lending

4. In asking banks to report demand, the survey instructs them to
“consider only funds actually disbursed as opposed to requests for
new or increased lines of credit.”
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The market for U.S. leveraged syndicated loans was
significantly affected by the disruptions in credit markets
that first emerged in the summer of 2007. Although
issuance of leveraged loans posted a record of nearly
$700 hillion last year, reflecting a surge in merger and
acquisition (M&A) activity and leveraged buyouts
(LBOs), the bulk of the deals were struck in the first half
of the year, with activity slowing significantly over the
second half.*

During the first and second quarters of 2007, issuance
of leveraged loans soared to an annualized rate of nearly
$860 hillion, an increase fueled by strong M&A activity
and an unprecedented wave of large LBOs (figure A).
Institutional investors represented an important source of
funding for these deals: Issuance of institutional loans—
that is, leveraged loans structured for institutional
investors—topped $290 billion and accounted for arecord
share of leveraged lending.? Against a backdrop of stron-
ger demand from institutional investors and improved
liquidity in the secondary market, loan credit spreads
continued to narrow over the first half of the year.
Nonprice terms were also eased, with issuance of “ cov-
enant lite” loans and second-lien loans surging to record
highs.®

Early last summer, however, investors began pulling
back from the leveraged loan market, apparently in
response to concerns about the accommodative terms on,

1. Financia firms account for only a small share of funds raised in the
leveraged loan market.

2. Institutional investorsinclude awide range of nonbank Ienders, such
as loan mutual funds, issuers of collateralized loan obligations, insurance
companies, finance companies, hedge funds, and distressed and high-yield
funds.

3. According to Standard & Poor’s, covenant-lite loans are loans that
have bond-like financial incurrence covenants, which merely limit the
issuance of additional debt, rather than the more restrictive maintenance
covenants that have traditionally been part of a syndicated loan agree-
ment. For more information, see Standard & Poor’s (2007), A Guide to the
Loan Market (New York: S&P, October).

As their name implies, second-lien loans are loans whose claims on
collateral are behind those of first-lien loans.

Market for U.S. Leveraged Syndicated L oans

and the very substantial actual and anticipated volumes
of, large LBOs. As aresult, the flow of new deals slowed
noticeably, but the pipeline of leveraged deals that banks
had reportedly underwritten but not yet syndicated swelled
to about $250 hillion from roughly $110 billion at the
start of the year. In the secondary market, a drop in
average bid prices on leveraged |oans and a worsening of
liquidity pushed the average bid-asked spread substan-
tially higher. Meanwhile, the implied spread on the
LCDX index—an equally weighted index of 100 loan-
only credit default swaps—rose sharply; the spread was
alegedly boosted by investors positioning themselves
to profit from a deterioration in credit quality as well
as by strong hedging demand from both arrangers of
collateralized loan obligations (CL Os) and market partici-
pants with exposure to the pipeline of leveraged deals
(figure B).*

In August, as strains emerged in term bank funding
markets, conditions in the leveraged loan market deterio-
rated further. Several loan issues were postponed or
restructured in response to investors' demands for wider
spreads and tighter nonprice terms. Spreads on lower-
rated tranches of CLOs widened considerably, and issu-
ance slowed markedly, developments that reportedly
reflected investors' increased uncertainty about the appro-
priate valuation of structured finance products used to
fund business credits. Because CLO vehicles had been
the largest buyers of leveraged loans in recent years,
banks faced severe difficulties syndicating previously
underwritten loans used to finance large LBOs and were
subsequently forced to bring a number of such loans onto
their books. As conditions in corporate credit markets
improved for atimein thefall, underwriters were success-

4. A loan-only credit default swap (LCDS) is similar to a standard
credit default swap. The main difference is that the reference obligation
for an LCDS is a syndicated secured loan of a reference entity with a
designated priority (for example, first lien or second lien).

was used to finance large LBOs and M&A activity,
the July 2007 BLPS queried banks about their partici-
pation in the syndicated loan market. About one-half
of domestic respondents indicated that syndicated
loans accounted for 5 percent to 20 percent of the
C&]1 loans on their books, but a few large institutions
noted that syndicated loans accounted for more than
50 percent of their C&| loan portfolios. Most survey
participantsindicated that only a small fraction of the
syndicated loans on their books were originated to
finance LBOs. Indeed, nearly two-thirds noted that
LBO-related syndicated loans accounted for less than
5 percent of the syndicated loans on their books,

which probably reflected the concentration of this
activity within afew large banks and the tendency of
these banks to place large portions of LBO-related
syndications with institutional investors.

The accumulation of previously underwritten C&|1
loans may have been offset to some degree by a
growing reluctance to make new C&I loans in the
second half of the year. In the first- and second-
quarter BLPS, amajority of banks reported no change
in their underwriting standards for C& 1 loans. How-
ever, as concerns about financial market conditions
mounted and the allocation of syndicated loans to
investors became difficult during the second half of
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ful in some cases at reducing their exposures by selling
loansto investors, although often at prices well below par.
All told, leveraged loan issuance slowed sharply in the
second half of 2007, as institutional lending tumbled
more than 50 percent from the level of the previous six
months, to about $140 billion.

Pressures in the leveraged syndicated loan market have
continued so far this year, and activity has remained
subdued. Financial market dislocations eased somewhat
in January, but they subsequently intensified again. In
addition, the financial market pressures and the ongoing
decline in the housing sector led investors to mark down
their outlook for economic activity. As concerns about the
effect of slower growth on credit quality mounted and as

A. Issuance of U.S. leveraged syndicated loans, 2002-08

some leveraged investors were reported to have unwound
their positions, average bid prices on leveraged loans
plunged, and the implied LCDX spread widened sharply.
Loan market liquidity was reportedly poor, and the
average bid-asked spread widened to a level well above
the peak reached in the summer of 2007. Since mid-
March 2008, conditions in financial markets appear to
have improved somewhat, and loan prices have reversed
some of their earlier declines. Nonetheless, only $54 bil-
lion of leveraged loans cleared the primary market in the
first quarter of 2008, down from the $209 billion syndi-
cated a year ago. Also as of the first quarter, issuance of
institutional loans, at about $12 billion, dropped more
than 90 percent from its year-earlier level.

B. LCDX indexes, 2007-08

Billions of dollars, annual rate

[] Institutional loans
_ I Bank loans — 800

2002 2003 2004 2005 2006
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Series 9 — 400
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Note: The data extend through 2008:Q1. Institutional loans are term
loans of relatively long maturity and intended for institutional investors,
including loan mutual funds, collateralized loan obligations, insurance
companies, finance companies, and hedge funds. Bank loans are the
remaining portions of syndicated leveraged loans and can include both
revolving credits and shorter-maturity term loans.

Source: Reuters LPC/DealScan.

NortE: The data are daily and extend through March 31, 2008. Each
LCDX index consists of 100 single-name credit default swaps
referencing entities with first-lien syndicated secured loans that trade in
the secondary market for leveraged loans. Series 8 began trading on
May 22, 2007, and series 9 on October 3, 2007.

SOURCE: Markit.

2007, significant net fractions of respondents tight-
ened their credit standards and terms on C&| loans.
CRE loans expanded 9.2 percent last year, down
from the very rapid rates posted over the previous
three years. The slowdown was widespread but was
somewhat more pronounced at the largest institutions.
For 2007 as a whole, CRE lending was supported by
growth of construction and land development |oans,
which accounted for more than one-third of all CRE
loans at the end of the year (figure 7). However, the
growth in this category of CRE loans, which includes
loans to residential real estate developers, slowed in
the second half of 2007 aong with housing market

activity. Real estate loans backed by nonfarm nonresi-
dentia structures, the largest category of CRE loans,
grew at a pace somewhat below its recent average,
and CRE loans secured by multifamily dwellings also
expanded somewhat more slowly than in 2006.
Smaller banks maintained the relatively high concen-
trations of CRE lending that they had built over the
past two decades (figure 8).5

5. In view of the increasing concentration at smaller institutions,
regulators issued interagency guidance in December 2006 to promote
sound risk-management practices at banks regarding their CRE loans.
See Office of the Comptroller of the Currency, Board of Governors of
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6. Changesin demand and supply conditions at selected
banks for commercia and industrial loansto large and
middle-market firms, 1990-2007

Percent
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Note: The data are drawn from a survey generally conducted four times
per year; the last observation is from the January 2008 survey, which covers
2007:Q4. Net percentage is the percentage of banks reporting an increase in
demand or a tightening of standards less, in each case, the percentage
reporting the opposite. The definition for firm size suggested for, and
generally used by, survey respondents is that large and middle-market firms
have annual sales of $50 million or more.

1. Series begins with the November 1991 survey.

2. Series begins with the May 1990 survey.

Source: Federal Reserve Board, Senior Loan Officer Opinion Survey on
Bank Lending Practices (www.federal reserve.gov/boarddocs/snloansurvey).

The lower growth rate of CRE loans in 2007
appears to have reflected amoderation in demand and
a reduction in supply, trends that began in 2006 but
accelerated last year (figure 9). Banks responding to
the BLPS indicated that demand for CRE loans
weakened steadily throughout 2007. On the supply
side, anotable fraction of survey respondents reported
a tightening in their credit standards for CRE loans
over the period. Terms on CRE loans were also
tightened, with many banks requiring higher loan-to-
value and debt-service-coverage ratios. The move

the Federal Reserve System, and Federal Deposit Insurance Corpora-
tion (2006), “ Federal Banking Agencies Issue Final Guidance on
Concentrations in Commercial Real Estate Lending,” press re-
lease, December 6, www.federalreserve.gov/newsevents/press/bereg/
20061206a.htm.

7. Changein commercial real estate loans, by major
components, 1990-2007
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8. Shareof al loans consisting of commercial real estate
loans, by bank size, 1990-2007
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Note: The data are quarterly. For the definition of bank size, see the
general note on the first page of the main text.

toward a more stringent lending posture was likely
due, in part, to the effect of the softening economic
outlook on the expected credit performance of CRE
loans. In addition, banks may have been concerned
about deteriorating conditions in the market for com-
mercial mortgage-backed securities (CMBS). Amid
the broad reassessment of the risks associated with
structured financial products, investors in CMBS
retreated from the market, spreads moved signifi-
cantly higher, and issuance dried up.

Loans to Households

Pressures in the housing market, including outright
declines in home prices in some areas, continued to
affect bank lending to households last year (fig-
ure 10). In response to the easing of monetary policy
that started in September, mortgage rates moved
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9. Changesin demand and supply conditions at
selected banks for commercial real estate loans,
1996-2007
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down over the remainder of 2007, and refinancing
activity increased somewhat (figure 11). Neverthe-
less, the severe drop in home sales weighed on
residential mortgage lending, and turmoil in credit
markets during the second half of 2007 impaired
securitizations of nonconforming mortgages. Overall,
the value of mortgages on banks books grew just
5.5 percent last year; excluding the aforementioned
conversion of a large bank to a thrift charter, the
growth rate was 9.3 percent, still the lowest rate of
increase since 2001.

The sowdown in residential real estate lending
stemmed from both weaker demand and tighter credit
standards. In the BLPS survey conducted during the
first quarter of 2007, considerable net shares of
respondents reported reduced demand for residential
mortgages.® Beginning in the second quarter, banks
were asked to report separately on changes in demand

6. In asking banks how demand for mortgages to purchase homes
has changed over the past three months, the BLPS instructs banks to
consider only new originations as opposed to the refinancing of
existing mortgages. However, that distinction may be difficult for
banks to make in practice.

10. Changein prices of existing single-family homes,

1988-07
Percent
— S& P/Case-Shiller =
10-city index
. — 15
— — 10

Repeat-transactions
index

T 1 O
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Note: The data are quarterly and extend through 2007:Q4; changes are
from one year earlier. For the years preceding 1991, the repeat-transactions
index includes apprai sal s associated with mortgage refinancings; beginning in
1991, it includes purchase transactions only. The S&P/Case-Shiller index
reflects all arm’s-length sales transactions in the metropolitan areas of
Boston, Chicago, Denver, Las Vegas, Los Angeles, Miami, New York, San
Diego, San Francisco, and Washington, D.C.

Source: For repeat transactions, Office of Federal Housing Enterprise
Oversight; for S& P/Case-Shiller, Chicago Mercantile Exchange.

and credit standards for prime, nontraditional, and
subprime mortgages. In the year’ s remaining surveys,
large net percentages of banks reported weaker
demand in all three loan categories and indicated that
they had tightened their credit standards for all three
types of residential mortgages. Not surprisingly, the
tightening was especialy pronounced for nontradi-
tional and subprime products, although only a small
number of banks reported that they originated
subprime loans during that period.

11. Level of refinancings of residential mortgages,
19902007
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Note: The data are 4-week moving averages. Residential mortgages
include both first and second liens secured by one- to four-family residential
properties.

Source: Mortgage Bankers Association.
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In contrast, consumer loans on banks books ex-
panded 11.7 percent in 2007, amost double the pace
in 2006. Credit card loans grew 10 percent overall,
but growth was faster at large institutions, where such
lending is concentrated. Growth in other consumer
lending was even more rapid. The pickup in con-
sumer lending in the past two years might reflect, in
part, a substitution away from cash-out refinancing,
as softer home prices have made such refinancing a
less viable option for some households. Nevertheless,
most banks surveyed in the BLPS reported a weaken-
ing of demand for consumer credit in 2007. In
addition, as the outlook for household credit quality
deteriorated, banks significantly tightened their lend-
ing standards for non-credit-card consumer loans
(figure 12). According to the BLPS, the net percent-
age of banks reporting tighter standards for such
loans reached its highest level on record in the fourth
quarter. In contrast, standards and terms for credit
card loans changed little, on net, during 2007.

Other Loans and Leases

Other loans and leases grew 13 percent during 2007.
Lending to state and local governments grew robustly
again in 2007, perhaps because of continued strong
growth in construction activity. Agricultural loans
expanded at a pace slightly below that of the preced-
ing two years, as originations in this category ticked
down for most loan purposes.” The remaining compo-
nents of other loans, such as lease financing receiv-
ables and loans to purchase and carry securities, were
about flat last year.

Securities

After growing at an average rate of about 10 percent
over the previous five years, overal holdings of
securities at commercial banks rose just 4.6 percent
last year. Growth in securities was particularly weak
in the second half of 2007, an indication that the
slowdown likely resulted, in part, from banks’ efforts
to offset rapid growth elsewhere on their balance
sheets. At the same time, banks shifted securities out
of investment accounts and into trading accounts;
some of that shift is traceable to a few large institu-
tions that adopted new rules on fair value accounting,

7. Using its Survey of Terms of Bank Lending to Farmers, the
Federal Reserve estimates the amount of non-real-estate bank loans
made to farmers by loan purpose, such as to obtain farm equipment
and machinery or to cover operating expenses. The information is
published quarterly in Board of Governors of the Federal Reserve
System, Statistical Release E.15, “Agricultural Finance Databook,”
section A, www.federalreserve.gov/rel eases/el5.

12. Net percentage of selected banks reporting tighter
standards for consumer lending, 19962007
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which led to the reclassification of certain types of
securities (seebox “ New Ruleson Fair Value Account-
ing”). Holdings of investment account securities
declined 4.4 percent, as banks of al sizes sold
government-backed mortgage pools and collateral-
ized mortgage obligations. In contrast, holdings of
private mortgage-backed securities in investment
accounts rose during the year. Holdings of Treasury
securities declined again in 2007, ending the year at
just 2 percent of banks' investment accounts. Banks
holdings of securities issued by state and local gov-
ernments kept pace with overall asset growth, a-
though such securities ran off late in the year amid
concerns that the private guarantors of municipal
securities held exposures to subprime mortgage-
backed assets that imperiled their AAA ratings.

Liabilities
Bank liabilities increased 10.8 percent in 2007, an

advance matching that in bank assets. Core deposits
grew only 3.2 percent, the slowest rate since 1999,
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New Rules on Fair Value Accounting

Statement of Financial Accounting Standards (FAS)
No. 159, finalized by the Financial Accounting Standards
Board in 2007, provides an option to elect a fair value
measurement for most financial assets and liabilities.*
The election of the fair value option (FVO) applies on an
instrument-by-instrument basis, is generally restricted to
use at the inception of afinancial instrument (for example,
on the purchase date, on the origination date, or after a
business combination), and is irrevocable. Although this
standard did not become effective until 2008, banks were
able to adopt the FVO earlier (starting with their March
2007 financial statements), provided that they were also
early adopters of FAS 157, which establishes the rules
governing fair value measurement.> The FVO standard
permitted a one-time application of fair value accounting
to existing assets and liabilities, with the effect of the
remeasurement reported in retained earnings and not in
net income.

The new rules had two possibly significant effects on
bank balance sheets. First, business and residential real
estate loans previously held at amortized cost could be
revalued pursuant to an FV O election. Second, securities
to which the FVO was applied were required to be
reclassified from available-for-sale or held-to-maturity
accounts to trading accounts. Because losses from the
revaluation of these securities are not reported in current
earnings, some banks may have had an incentive to
reclassify large portions of their securities portfolios upon
adopting the FVO.

The overall effect of the FVO on bank balance sheets
has been limited thus far. Fewer than 150 banks filed
schedule RC-Q of the Call Report, which is required for
FV O adopters, on the March 2007 reporting date, and the

1. More-narrow fair value options are available in FAS 155, Account-
ing for Certain Hybrid Financial Instruments—An Amendment of FASB
Satements No. 133 and 140, and FAS 156, Accounting for Servicing of
Financial Assets—An Amendment of FASB Statement No. 140.

2. Among other innovations, FAS 157 implements a three-tiered
hierarchy for measuring fair value; an asset’ s classification depends on the
relative reliability of the inputs to the measurement, based on their
observability.

number of banks continuing to file this schedule declined
through the remainder of the year (table A). Among these
banks, the application of the fair value option has been
limited. Although some banks elected the FVO for a
portion of their existing loan portfolio, the amount was
small relative to total loans outstanding, and few new
loans have reportedly been placed under the FVO. Indeed,
as of the end of the year, loans and |eases reported at fair
value accounted for less than 2 percent of al loans and
leases. The bulk of these assets consisted of residential
real estate |oans intended to be securitized at a few large
banks.

The effect of the FVO on some banks securities
portfolios was somewhat more pronounced. In the first
quarter of last year, trading accounts at commercial banks
increased $70 billion, in part because some early adopters
took advantage of the FVO and reclassified assets into
these accounts. At year-end, 85 percent of al trading
assets were held by banks reporting on schedule RC-Q,
although, again, most of the amount was concentrated in a
handful of large institutions.

A. Fair value of selected assets held by U.S. commer-
cia banks, as reported under the fair value option,
2007

Billions of dollars except as noted

Number | | oans and leases Trading assets
of banks -
Period filing Reported Filers of
schedule | under the |  Total schedule Total
RCQ | FVO RC-Q

Ql........ 148 83 5,910 563 679
Q2 ........ 122 102 6,100 614 723
Q3 ........ 111 107 6,316 678 803
Q4 ........ 107 120 6,561 737 867

Note: Data are as of April 16, 2008. Schedule RC-Q of the Call Re-
port is required for banks electing the fair value option (FVO) under
FAS 159.

Source: For the FVO value of loans and leases, Federal Financia In-
stitutions Examination Council, Consolidated Reports of Condition and
Income (Call Report), schedule RC-Q; for other data, Call Report,
schedule RC.

and transaction deposits contracted for the third con-
secutive year.8 The rate of expansion of savings and
money market deposit accounts slowed despite the
decline in short-term market interest rates, which
lowered the opportunity cost of holding liquid depos-

8. Before 2007, insured brokered deposits were included in large
time deposits on the Call Report. As of the first quarter of last year,
they are classified as small time deposits. The accounting change
makes it appear asif there were rapid decreases in large time deposits
and rapid increases in small time deposits in that quarter. The growth
rates reported in the text have been adjusted for this effect and thus do
not match the numbers reported in table 1.

its, over the second half of the year (figure 13). Small
time deposits grew somewhat faster than savings
accounts; aggressive bidding for them by banks held
their yields steady even as other short-term rates
declined in the fall. Core deposits are generaly a
more important funding source for smaller banks than
for larger institutions, but core deposit growth was
essentially zero for banks below the top 100 in 2007.

To compensate for the lackluster growth of core
deposits, banks—especially the largest institutions—
continued to ramp up their managed liabilities. Those
funding sources accounted for 41 percent of the
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13. Changein selected domestic liabilities at banks,
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liabilities of all banks at year-end, up dramatically
over the past decade. Given the deterioration in
interbank markets late in the year, growth in managed
liabilities was due primarily to the expansion of
nonbank deposits booked in foreign offices (the larg-
est component of managed liabilities) and to FHLB
advances, which grew 42 percent at the 10 largest
banks. Although growth in FHLB advances was
lower at medium-sized banks, those banks now use
advances to fund more than 5 percent of their assets.
Large time deposits expanded 13 percent, primarily in
the second half of the year.

Capital

Equity capital held by commercial banks expanded
11 percent in 2007, about in line with asset growth.
Retained earnings slipped to just 0.2 percent of assets,
the lowest level since 1991. However, mergers and
acquisitions boosted goodwill, leading to a rise in
capital. In addition, parent holding companies in-
jected about $40 billion into their commercia bank
subsidiariesin 2007, mostly late in the year, to bolster
capital positionsin view of the pronounced deteriora-
tion in asset quality and the C& I-fueled expansion of
loan portfolios. About 60 percent of the volume of
transfers from parent holding companies was attribut-
able to one large commercial bank.

Growth of regulatory capital generally slowed last
year (figure 14). Tier 1 capital grew 7.1 percent. The
gain of 9.7 percent in total regulatory capital reflected
a 20 percent increasein tier 2 capital. Theriseintier 2
capital, in turn, was attributable in part to higher
loan-loss reserves, as banks boosted provisioning in

14. Regulatory capital ratios, 1990-2007
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text notes 9 and 10.

the second half of the year.® Risk-weighted assets
expanded 10.8 percent, aratein line with that for total
assets. As a result, the industry’s tier 1 and total
capital ratios ended the year a bit lower than they
were a year earlier. The regulatory leverage ratio,
which is based on tier 1 capital and tangible average
assets, also edged down.1° Nevertheless, the share of
assets at well-capitalized banks remained above
99 percent in 2007, athough the average margin by
which banks remained well capitalized dlipped to
1.84 percent, at the lower end of the range over which
it has fluctuated during the past decade (figure 15).12

9. Tier 1 and tier 2 capital are regulatory measures. Tier 1 capital
consists primarily of common equity (excluding intangible assets such
as goodwill and excluding net unrealized gains on investment account
securities classified as available for sale) and certain perpetua pre-
ferred stock. Tier 2 capital consists primarily of subordinated debt,
preferred stock not included in tier 1 capital, and loan-loss reserves up
to a cap of 1.25 percent of risk-weighted assets. Total regulatory
capital isthe sum of tier 1 and tier 2 capital. Risk-weighted assets are
calculated by multiplying the amount of assets and the credit-
equivalent amount of off-balance-sheet items (an estimate of the
potential credit exposure posed by the items) by the risk weight for
each category. Therisk weights rise from 0 to 1 asthe credit risk of the
assets increases. The tier 1 ratio is the ratio of tier 1 capita to
risk-weighted assets; the total ratio is the ratio of the sum of tier 1 and
tier 2 capital to risk-weighted assets.

10. The leverage ratio is the ratio of tier 1 capital to average
tangible assets. Tangible assets are equal to total average consolidated
assets less assets excluded from common equity in the calculation of
tier 1 capital.

11. Well-capitalized banks are those with a total risk-based capital
ratio of 10 percent or greater, atier 1 risk-based ratio of 6 percent or
greater, a leverage ratio of 5 percent or greater, and a composite
CAMELS rating of 1 or 2. Each letter in CAMELS stands for a key
element of bank financial condition—Capital adequacy, Asset quality,
Management, Earnings, Liquidity, and Sensitivity to market risks. The
estimated average margin by which banks were well capitalized was
computed as follows: Among the leverage, tier 1, and total capital
ratios of each well-capitalized bank, the institution’s “tightest” capital
ratio is defined as the one closest to the regulatory standard for being
well capitalized. The bank’s margin is then defined as the percentage
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15. Assetsand regulatory capital at well-capitalized banks,
1990-2007
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of the margin by which banks remain well capitalized, see text note 11.

Derivatives and Off-Balance-Sheet Items

The notional principal amount of derivative contracts
held by banks rose 26 percent last year, to more than
$160 trillion (table 2). Even though the notional value
of derivative contracts grew at banks of all sizes, the
share of industry contracts at the 10 largest banks has
continued to edge higher and stood above 98 percent
at the end of the year. The considerable concentration
mostly reflects the role that some of the largest banks
play as dealersin the derivatives markets. As dealers,
these banks often enter into offsetting positions,
which significantly boost the notional value of their
derivative contracts. The fair market value of derive-
tive contracts held by banks reflects the contracts
replacement cost and is far smaller than the notional

point difference between itstightest capital ratio and the corresponding
regulatory standard. The average margin among all well-capitalized
banks—the measure referred to in figure 15—is the weighted average
of dl the individual margins; the weights are each bank’s share of the
total assets of well-capitalized banks.

principal amount. The fair market values of contracts
with positive and negative values in 2007 were both
about $1.9 trillion, representing increases of about
60 percent over the year.l2 The growth stemmed
primarily from changes in the values of credit deriva-
tives at large ingtitutions.

One important way for banks to hedge interest rate
risk, including that related to interest-sensitive assets
such as mortgages and mortgage-backed securities, is
through the use of interest rate swaps.t® Those swaps
are the most common type of derivative used by
banks and account for about two-thirds of the notional
value of banks' derivative contracts, although most of
the swaps are held for trading and market-making
purposes rather than for hedging. The notional value
of interest rate swaps increased 27 percent in 2007,
which is about the average pace over the past decade.
Other types of interest rate derivative contracts em-
ployed by banks include futures, forwards, and op-
tions. The notional value of these other derivative
contracts also expanded at a brisk rate last year.
Despite the growth in interest rate derivative con-
tracts, their share of total derivative contracts dropped
3 percentage points, to 78 percent.

One of the fastest growing components of banks'
derivative portfolios in recent years has been credit
derivatives. The notional value of such derivatives at
banks jumped 76 percent in 2007, a rate of increase
somewhat faster than that in 2006. Increasingly,
banks are participating in the credit derivatives mar-
ket by using credit default swaps written on loan
contracts rather than on corporate bonds. Amid the
financial turmoil in the second half of the year, the
market prices of many credit derivative contracts
changed so dramatically that their fair value more
than doubled at many large banks. The concentration
in this market was even more apparent than in other
derivatives markets, asthe 10 largest banks held more
than 99 percent of the notional value of all the
industry’s credit derivative contracts at the end of
2007. As dedlers, the 10 largest banks are beneficia-
ries of protection when they buy contracts and provid-

12. That the fair market values of banks' derivative contracts are
nearly offsetting does not mean that banks' aggregate exposures to the
market and credit risk associated with the contracts are likewise nearly
off setting because, for example, the counterparties to banks' positive-
and negative-valued contracts may differ.

13. Interest rate swaps are agreements in which two parties contract
to exchange two payment streams, one based on a floating interest rate
and the other based on a fixed interest rate; the payment streams are
calculated on the basis of the notional principal amount of the contract.
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2. Change in notional value and fair value of derivatives, al U.S. banks, 2002-07

Percent
MEemo
Dec. 2007
Item 2002 2003 2004 2005 2006 2007 (billions of
dollars)
Total derivatives
Notional amount ................ 24.14 26.54 23.69 15.38 29.75 25.76 166,190
Fairvalue ......................
Positive ...l 85.41 .36 13.71 —6.46 -4.50 57.78 1,902
Negative ............ccoocenees 89.18 1.00 13.75 —5.78 —4.27 56.63 1,869
Interest rate derivatives
Notional amount .............. 26.83 27.62 22.07 11.92 27.11 20.63 129,560
Farvaue ....................
Positive ...l 108.20 -5.95 13.14 -5.52 —-14.55 42.22 1,194
Negative ............c.ooo.es 113.02 -5.07 12.94 -5.15 -15.06 42.12 1,160
Exchange rate derivatives
Notional amount 7.34 18.81 21.03 7.69 29.27 36.69 17,174
Fair value ....
Positive .. .. .. 8.67 41.81 14.86 -35.84 22.86 44.38 260
Negative ..........ccoovvnnns 15.73 38.81 12.74 -37.36 21.39 45.02 254
Credit derivatives
Notional amount .............. 52.47 55.98 134.52 148.09 54.93 75.87 15,863
Guarantor .................. 38.57 61.82 139.07 137.87 67.69 73.99 7,823
Beneficiary ................. 66.36 51.13 130.46 157.53 44.03 71.74 8,040
Fairvalue ....................
na 68.31 69.92 81.43 92.96 295.25 274
na 378.09 74.56 —5.62 201.40 —38.79 31
na —68.87 38.37 827.98 -1.59 1,187.41 243
na 19.85 51.28 83.50 90.26 301.20 312
na —63.13 2.64 505.51 3.98 1,086.95 267
na 295.74 66.36 2.79 187.44 —18.95 45
6.70 3.77 32.66 29.43 75.17 13.60 3,593
20.28 3.16 8.55 58.51 18.99 32.76 150
24.62 -5.25 19.73 74.29 24.15 30.67 167

Note: Data are from year-end to year-end and are as of April 16, 2008.

1. Other derivatives consist of equity and commodity derivatives and other contracts.

n.a. Not available.

ers of protection (guarantors) when they sell. Banks
are typically net beneficiaries of protection; as of
year-end, contracts in which banks were beneficiaries
of protection totaled $8.0 trillion, and contracts in
which they were guarantors totaled $7.8 trillion (fig-
ure 16).

Banks also use derivatives related to foreign ex-
change, equities, and commodities. Collectively, how-
ever, those instruments account for only 13.6 percent
of the notional value of the derivative contracts held
by banks. The notional value of banks foreign-
exchange-related contracts grew 37 percent in 2007,
considerably faster than in previous years. Bank
customers likely increased their hedging activity in
light of sharp exchange rate movements last year.
Banks notional holdings of equity and commodity
derivatives rose 14 percent in 2007.

Unused commitments at commercial banks grew
slightly more slowly than assets in 2007. Lines of
credit secured by one- to four-family residentia
properties grew just 5.8 percent amid the deteriora
tion in the housing market, and commitments to fund
CRE loanswereflat. Credit card linesincreased about

10 percent, and letters of credit rose about 8 percent.
The category “ other unused commitments,” which
consists primarily of linesto businesses, grew 11 per-
cent over the year as a whole but contracted in the
fourth quarter.

16. Notional amounts of credit derivatives for which
banks were beneficiaries or guarantors, 2000-07
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TRENDS IN PROFITABILITY

After many years of high earnings, the commercial
banking industry posted significantly lower profitsin
2007. Industrywide net income contracted more than
20 percent, primarily because of a sharp drop in
trading revenue and much higher provisions for loan
losses in response to deterioration in asset quality.
Return on equity (ROE) for the full year fell to less
than 10 percent from more than 13 percent in recent
years. Banks' return on assets (ROA) also declined
markedly last year, to less than 1 percent, its lowest
level sincetheearly 1990s. The sector’ s profitability—
which had weakened somewhat in the first half of the
year—dropped sharply in the second half. In the
fourth quarter, ROE tumbled to around 4 percent and
ROA to 0.4 percent.

The decrease in profitability was most pronounced
among the largest commercia banks, but ROA and
ROE decreased considerably for all bank-size groups.
In the fourth quarter, some of the largest commercial
banks posted substantial losses that reportedly re-
sulted mainly from write-downs of the vaue of
mortgage-related assets and other structured invest-
ment products, however, almost al of those banks
remained profitable for the year asawhole.’ Overall,
the fraction of banks that incurred losses in 2007
increased notably, to about 10 percent, and those
institutions accounted for about 3 percent of industry
assets, the highest share since 2000.

Net interest margins of commercia banks slipped
further in 2007. Over the first half of the year, spreads
reportedly were compressed by price competition in
business and mortgage lending. With financial mar-
kets and institutions under pressure in the second half
of the year, interest rate spreads over market reference
rates on many types of bank loans widened. Banks
were unable to benefit fully from those developments
because spreads on many types of bank funding,
especialy term funding in wholesale markets, in-
creased well above their levels in recent years. The
unexpected growth of their balance sheets in the
second half of 2007 also forced banks to rely more
heavily on managed liabilities and small time depos-
its, sources of funds that tend to have higher average
interest rates than liquid deposits.

14. It is worth emphasizing that the analysisin this article is based
on the Call Reports for commercial banks. For acommercia bank that
is a subsidiary of a bank holding company or a financial holding
company, the Call Report does not include the assets, income, or
expenses of the other subsidiaries of the larger organization, including
nonbank subsidiaries. Thus, the profits of the commercial banks that
are subsidiaries of a larger banking organization may differ substan-
tially from the profits of the consolidated institution.

A decline in non-interest income for the year—the
first such dip in at least 40 years—contributed impor-
tantly to the lower profitability of banks in 2007.
Non-interest income was 2.1 percent of average total
assets last year, the lowest share since 1995. Large
banks experienced a substantial decline in revenue
from trading and loan sales, whereas smaller banks
registered slower growth in other types of non-
interest income. Non-interest expense grew rapidly
again in 2007, and the increase was spread across a
range of categories.

Profitsin 2007 were a so significantly reduced by a
surge in loss provisions stemming from a slump in
asset quality. Amid falling house prices and a slowing
economy, the delinquency rate on residential mort-
gages held by banks climbed to about 3 percent at
year-end, its highest rate in more than a decade. The
delinquency rate on CRE loans doubled to 2.7 percent
at year-end. That jump primarily reflected surging
delinquencies on construction and land development
loans, particularly those used to finance residential
projects. Banks also recorded smaller but still notice-
able increases in delinquency rates on consumer and
C& | loans. Charge-off rates, which had been very low
in each of the past several years, moved up along with
delinquencies.

Despite the steep drop in profits, banks still in-
creased dividends in 2007 after having raised them
more than 25 percent in 2006. As a result, dividends
absorbed much of last year's profits, and retained
earnings contributed relatively little to capital. The
erosion in profits aswell asinvestors' concerns about
banks exposures to structured investment products,
leveraged |oans, and subprime mortgages precipitated
a sharp decline in bank stock prices, which consider-
ably underperformed the S&P 500 last year (fig-
ure 17). Similarly, premiums on credit default swaps
on banks subordinated debt widened sharply (fig-
ure 18).

Interest Income and Expense

After increasing throughout 2006, the average interest
rates earned on assets and paid on liabilities peaked
around the beginning of 2007. Average interest rates
on many of banks' assets and liabilities decreased late
in the year, in part owing to the decline in market
interest rates as the Federal Reserve eased the stance
of monetary policy. However, this decline only partly
reversed the run-up in 2006, and, as a result, average
effective interest rates on banks' assets and liabilities
were somewhat higher in 2007 than in 2006. The
average interest rate earned increased somewhat less
than the average rate paid, and the industrywide net
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17. Stock price indexes, 2001-08

19. Net interest margin, by size of bank, 1990-2007
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Note: The data are monthly and extend through March 2008.
Source: Standard & Poor’s and Dow Jones.

interest margin declined 11 basis points in 2007, to
3.36 percent (figure 19). The decline represented a
continuation of the longer-term downward trend in
net interest margins evident since the mid-1990s.

Particularly over the second half of the year, banks
took steps that could help stem the decline in net
interest margins. According to the BLPS for October
2007 and for January 2008, banks charged wider
spreads on C&| loans relative to their cost of fundsin
the second half of last year—the first such increases
in several years (figure 20). Similarly, about half the
banks responding to a question in the January 2008
survey reported having increased spreads on CRE
loans over the course of 2007 after they had reported
narrowing spreads on such loans in 2006. Banks aso
reported that, on net, they widened spreads on con-
sumer loans during 2007.

18. Premium on credit default swaps on subordinated debt
at selected banking institutions, 2002—08
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The average interest rate on bank assets in 2007
increased 13 basis points, to 6.78 percent. The rise
mostly reflected higher average rates on trading
account securities and on federal funds sold and
reverse repurchase agreements. The measured returns
for the latter category were boosted by elevated
spreads in bank funding markets during the second
half of the year. The average interest rate earned on
loans and leases was little changed relative to 2006.
After increasing throughout 2006, the average interest
rate earned by banks on business loans held steady
over much of 2007—at about the level that prevailed
in the second half of 2006—and then decreased some
late in the year. The November 2007 Survey of Terms
of Business Lending, which measures the interest rate
on new loan originations at a broad sample of banks,
indicates that interest rates on new business loans fell
significantly relative to earlier in the year. According
to the survey, a mgjority of C&I loans have variable
interest rates and are made under the terms of previ-
ously negotiated commitments; thus, their interest
rates declined along with comparable-maturity mar-
ket interest rates, and spreads on such loans remained



Profits and Balance Sheet Developments at U.S. Commercial Banks in 2007 A17

20. Net percentage of selected domestic banks reporting
increased spreads of rates on various types of loans
over cost of funds, 1990-2008
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Source: Federal Reserve Board, Senior Loan Officer Opinion Survey on
Bank Lending Practices (www.federal reserve.gov/boarddocs/snloansurvey).

quite low in the November survey. The average
interest rate earned on consumer loans rose somewhat
in 2007, to 10.2 percent. In contrast, the average
effective interest rate on rea estate loans declined
during 2007 to alittle less than 7 percent at year-end,
a decrease that partly reflected the effects of lower
market interest rates on the portion of banks red
estate portfolios that has variable interest rates.
Banks' increased reliance on managed liabilities,
which generally pay higher interest rates than other
funding instruments, contributed to a 23 basis point
increase in the average interest rate paid on liabilities
in 2007, to 3.82 percent. For 2007 as a whole, the
interest rate on managed liabilities averaged 4.8 per-
cent, a little higher than in 2006. Realized interest
rates on the category called “ other borrowed money,”
which includes FHLB advances, declined appreciably
in 2007. In contrast, interest rates on large time
deposits and on federal funds and repurchase agree-
ments rose significantly between 2006 and 2007.
Although the average effective interest rates paid by
banks on those instruments moved down some late in
the year as the Federal Open Market Committee
eased policy, the spreads of those rates over various
short-term market interest rates jumped in the third
and fourth quarters of 2007 to fairly high levels.
After a large advance in 2006, average effective
interest rates paid on core deposits increased some-
what further in 2007, to 2.81 percent. The increase
reflected both higher rates paid on each type of
deposit as well as the rapid growth of small time
deposits, which, as noted earlier, generally pay higher

interest rates than liquid deposits. The rate on savings
deposits (including money market deposit accounts)
averaged 2.22 percent last year, somewhat higher
than in 2006. The average interest rate on small time
deposits increased significantly to 4.72 percent in
2007, and it remained elevated at the end of the year
even though interest rates on other money market
instruments declined. Banks, particularly those expe-
riencing unplanned expansions of their balance sheets
or those leery of volatility in interbank funding
markets, likely kept rates on small time deposits
relatively high—and, as noted earlier, boosted spreads
on large time deposits—to attract depositors.1s

The downward pressure on banks net interest
margins last year was exacerbated by a decline in the
share of bank assets funded by non-interest-bearing
liabilities and capital .16 Because these instruments, by
definition, have no explicit interest expense, the
returns on the interest-earning assets that they fund
help support banks' net interest margins.

Non-interest Income and Expense

Total non-interest income dipped in 2007, marking
the first time in at least 40 years that non-interest
income contracted on an annual basis. As a result,
total revenue of commercia banks, defined as net
interest income plus non-interest income, edged up
only 3.4 percent. The share of total revenue from
non-interest income dropped to 42 percent, its lowest
level since 1998 (figure 21). Non-interest expense
grew at afaster clip in 2007 than it had in 2006, and it
increased as a share of revenue to the upper end of its
recent range.

In recent years, the growth of non-interest income
has been concentrated among the largest banks,
while smaller banks have seen this revenue source
stagnate or decline. In 2007, non-interest income
dropped at the largest banks and was flat to lower in
most other bank-size categories. The softness in
non-interest income at the largest banks last year
primarily reflected steep declines in trading revenue
at afew of those institutions. Banks reported almost
$10 hillion in net losses on the trading of credit

15. The average interest rate paid on time deposits may adjust
slowly to changes in market interest rates because time deposit rates
are usualy fixed for the duration of the instrument. However, about
30 percent of small time deposits, and more than 50 percent of large
time deposits, issued by banks had a remaining maturity of three
months or less as of midyear 2007. Thus, the rates on a significant
fraction of those deposits would have reset before the fourth quarter.

16. For more information, see box “ The Role of Non-Interest-
Bearing Instruments in the Net Interest Margin,” in Mark Carlson and
Roberto Perli (2004), “ Profits and Balance Sheet Developments at
U.S. Commercial Banks in 2003,” Federal Reserve Bulletin, vol. 90

(Spring), p. 173.
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21. Non-interest income and selected components as
a proportion of revenue, 1990-2007

22.  Income from deposit fees as a proportion of total
domestic deposits, 1990-2007
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exposures last year, which likely included some of
the substantial write-downs of mortgage-related struc-
tured products as well as losses on collateralized
debt obligations and credit derivatives associated
with syndicated leveraged loans. Income from the
trading of equity exposures also dropped consider-
ably in the second half of the year, and trading
revenue generated by other products—interest rate,
foreign exchange, and commodities—weakened as
well. In addition, several of the largest banks expe-
rienced losses or a steep drop in income from the
sde of loans that were not held in their trading
accounts, particularly in the second half of the year.

However, the difficulties were partly offset by
strong growth in other categories of non-interest
income at large banks. Revenue from investment
banking services increased as banks profited from
their role in financing robust M&A activity over
much of 2007 and also benefited from high trading
volumes, spurred by market volatility, in their wealth-
management businesses. In a related area, several
large institutions experienced jumps in income from
fiduciary activities. Fees collected on deposit accounts

Percent
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also advanced briskly, outstripping the muted growth
in deposits (figure 22).

The weakness in non-interest income at smaller
banks was widespread across many business lines.
Revenue from securitization activities and from loan-
servicing operations declined, a development prob-
ably related, in part, to the problemsin the residential
mortgage markets. Income from subsidiaries and
other affiliates also dropped considerably at some
smaller banks; the decrease may have stemmed to
some degree from reduced contributions from mort-
gage banking arms.

Non-interest expense rose 9 percent in 2007, some-
what faster than in 2006. That increase, combined
with the sluggish growth in revenue, pushed non-
interest expense to about 61 percent of total revenue,
the top end of the range over the past 10 years
(figure 23). Growth of employee compensation, which
accounts for about 45 percent of non-interest expense,
slowed in 2007. The easing in that category reflected
both a reduced pace of net hiring as well as a
slowdown in the growth of compensation per em-
ployee. The cost of premises and fixed assets rose
modestly in 2007, about in line with recent annual
increases. Other non-interest expense, which accounts
for more than 40 percent of total non-interest expense,
increased more than 10 percent last year. The cat-
egory includes various intercompany transactions,
such as payments to affiliates and to parent holding
companies, which appear to have increased notably in
2007; it aso includes expenses related to restructur-
ing or mergers and the cost of amortization of good-
will and other intangible assets. The total of restruc-
turing costs and amortization of intangible assets
accounted for about 15 percent of the increase in
non-interest expense.
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23. Non-interest expense as a proportion of revenue,
19902007

24. Delinquency and charge-off rates for loansto
businesses, by type of loan, 1990-2007
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Loan Performance and Loss Provisioning

Credit quality declined across al types of loans in
2007, and the overall delinquency rate at commercial
banks rose to about 2.5 percent of total loans and
leases at year-end, its highest level since early 2003.
The aggregate charge-off rate also moved up, reach-
ing an annual rate of 0.72 percent in the fourth
quarter, but for the year as awhole it was only alittle
more than half its recent peak in 2002. The most
significant deterioration occurred in banks' residen-
tial and commercial rea estate portfolios; delinquen-
cies and charge-offs on real estate loans rose to their
highest levels in more than a decade. The erosion in
the credit quality of real estate loans was somewhat
concentrated within geographic areas that were expe-
riencing below-average economic growth or declines
in residential home prices (see box “ Geographic
Distribution of Delinquency Rates on Selected Loans
Held by Small Banks” ). Charge-offs and delinquen-
cies on consumer loans also moved higher during
2007. The credit quality of C&| loans remained fairly
strong but showed signs of dlipping late in the year.
The significant rise in nonperforming loans and the
generally weaker economic outlook led banks to
substantially boost loss provisioning in 2007.

C&I Loans

The delinquency rate on C& | loans edged up over the
second half of 2007, but it remained at a low level
(figure 24). Therelatively strong performance of C&l|
loans throughout the year likely reflected continued
strength in nonfinancial corporate profits and gener-
aly healthy corporate balance sheets; the interest-
payment ratio for nonfinancial corporations remained
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commercial real estate begin in 1991. Delinquent loans are loans that are not
accruing interest and those that are accruing interest but are more than 30
days past due. The delinquency rate is the end-of-period level of delinquent
loans divided by the end-of-period level of outstanding loans. The net
charge-off rate is the annualized amount of charge-offs over the period, net of
recoveries, divided by the average level of outstanding loans over the period.
For the computation of these rates, commercial real estate |oans exclude loans
not secured by real estate (see table 1, note 2).

quite modest last year (figure 25). The default rate on
corporate bonds aso stayed low. Moreover, the rapid
growth in C&1 loans may have reduced delinquency
rates temporarily because loans are presumably less
likely to become delinquent soon after they are
extended. Charge-offs of C&I loans picked up a fair
bit in 2007, and in the fourth quarter they were about
at their long-run average level. Therise in charge-offs
mostly reflected deterioration among the portfolios of
the largest banks. Respondents to the January 2008
BLPS expected the credit quality of C&I loans to
weaken this year.

Commercia Real Estate Loans

The rate of delinquency on CRE loans doubled in
2007, mostly because of a deterioration in the credit
quality of construction and land development |oans.
In line with the problems in the housing sector, the
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Geographic Distribution of Delinquency Rates on Selected Loans Held by Small Banks

The geographic distribution of delinquency rates in
national data on single-family mortgages has attracted
considerable attention. This box analyzes, as of the end of
2007, the geographic distribution of delinquency rates at
small banks for loan categories that experienced notice-
able deterioration last year: residential rea estate loans,
construction and land development loans, and consumer
loans. The analysis covers commercial banks with less
than $2 billion in total assets: Because these banks likely
extended the loans held on their balance sheets to busi-
nesses and households that are in relatively close proxim-
ity to their head offices, the location of a head office is a
reasonably good proxy for loan location. Banks of that
size held about 10 percent of the industry’s residential
mortgages and about 12 percent of consumer loans at the
end of 2007. However, they held about one-third of all
construction and land development loans.

The state-specific average delinquency rates on resi-
dential mortgages held by smaller commercial banks
were generally highest in areas where economic growth
had lagged the national average or where home prices had
declined after several years of rapid increases (figure A).
At the end of 2007, residential mortgage quality at small
commercial bankswith headquartersin Michigan or other
states in the Great Lakes region was poor relative to that
in other states. Delinquency rates on residential mort-
gages at small banks were aso higher than average in
Florida and many other states in the Southeast region.

Many of those areas also experienced the largest increases
in small-bank delinquency rates between year-end 2006
and the end of 2007. Those geographic patterns in
small-bank delinquency rates were broadly similar to
those for individual mortgage loans detailed in other
sources.* However, smaller banks with headquarters in
Cdlifornia or other western states had low delinquency
rates at the end of 2007 relative to such rates at smaller
banks in other states, even though data for individual
mortgage loans show significant rates of impairment in
some of those western states. The divergence between
individual delinquency rates and small-bank delinquency
rates may reflect, in part, a decision by smaller banks in
those states not to compete vigorously in the local
residential mortgage markets during the housing boom.
Indeed, smaller banks in those states had a relatively low
concentration of residential mortgages on their books at
the end of 2007, and several major thrifts and large banks
that specialize in residential mortgages have headquarters
in those areas.

1. For illustrations of a variety of mortgage loan conditions across the
United States, see the set of dynamic maps and data provided by the
Federal Reserve Bank of New York (www.newyorkfed.org/
mortgagemaps); or Ben S. Bernanke (2008), “ Mortgage Delinquencies
and Foreclosures,” speech delivered at the Columbia Business School’s
32nd annua dinner, New York, May 5, www.federalreserve.gov/
newsevents/speech/Bernanke20080505a.htm.

A. Delinquency rates on mortgages for one- to four-family homes, by state, December 31, 2007
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Note: Delinquency rates for Delaware and South Dakota are not shown because the data are unrepresentative of conditions in those states.
Delinquency rate is the percent of loans 30 days or more past due or not accruing interest.
Source: Federal Financial Institutions Examination Council, Consolidated Reports of Condition and Income (Call Report).
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Not surprisingly, the geographic distribution of state-
specific average delinquency rates on residential construc-
tion and land development loans held by small banks is
broadly similar to the distribution of such rateson troubled
residential loans (figure B). Residential developers were
probably affected most heavily in areas where housing
markets were weakest, leaving them with high inventories
of unsold homes and reduced revenues from the homes
they did sell. For instance, high delinquency rates at small
banksinthe Midwest, Florida, and Georgiaare common to
both residential mortgages and residential construction
loans. The overall state-level correlation between the
small-bank delinquency rate on residential mortgages and
that onresidential construction loanswas 0.54 at the end of
2007. The two geographic distributions differ notably in
the western states, however. For example, smaller banksin
California, Nevada, and Arizona have very high delin-
quency rateson residential construction loans but very low
delinquency rates on residential mortgages. In contrast to
the relatively low concentration of residential mortgages
on the books of small banks in those states, the concentra-
tions of residential construction loans held by such banks
aregenerally higher than the average concentration of such
loans at small banks across the country.

The relationship between the state-specific delinquency
rate on other types of construction and land development
loans (not shown) and that on residential construction
loansisalso fairly strong, with a correlation of 0.37 at the
end of 2007. Such a relationship might be expected if

returns on some projects financed by nonresidential con-
struction and land development loans at small banks
depended, in part, on the anticipated population growth
reflected in residential construction and land development
loans (for example, loans to finance the construction of
retail establishments).

Households that have difficulty paying a mortgage may
also have difficulty making timely payments on consumer
loans. Indeed, earlier this decade, the correlation between
the state-specific delinquency rates on those two types of
loans was very high—an average of 0.77 between 2002
and 2005. The deterioration in the housing sector and
tighter mortgage credit standards could also impair the
credit quality of consumer loans if those developments
reduce the ability of consumers to use equity from their
homes to finance consumer spending or to pay off existing
consumer loans. Nonetheless, the correlation between the
state-specific delinquency rate on consumer loans (other
than credit card loans) held by small banks and that on
residential mortgagesat thoseinstitutionsdipped to 0.67in
2006 and to 0.42 in 2007. The relative decoupling of
delinquency rates on mortgage and consumer loans over
the past two years may partly stem from differences in
some states between the condition of the housing sector
and that of the broader state economy. In addition, the
changes in bankruptcy law enacted in 2005 may have
temporarily depressed delinquency rates on consumer
loansin 2006 and, likely to alesser extent, in 2007, which
may also have weakened the correlation.

B. Delinquency rates on loans for residential construction and land development, by state, December 31, 2007
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Note: Delinquency rates for Delaware and South Dakota are not shown because the data are unrepresentative of conditions in those states.
Delinquency rate is the percent of loans 30 days or more past due or not accruing interest.
Source: Federal Financial Institutions Examination Council, Consolidated Reports of Condition and Income (Call Report).
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25. Interest-payment ratio for nonfinancial corporations,
19902007

26. Delinquency and charge-off rates for construction
and land development loans, by type of loan, 2007
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delinquency rate on construction and land develop-
ment loans that financed residential development
nearly tripled between the first and fourth quarters of
2007, to 7.3 percent at year-end (figure 26). More-
over, the majority of the increase in this delinquency
rate was attributable to loans put on non-accrual
status, which means that the banks perceive a very
low probability that the borrowers will resume mak-
ing payments. Charge-off rates on those loans aso
rose considerably, from near zero in the first quarter
to more than 1 percent at an annual rate in the fourth
quarter of 2007. Other (nonresidential) construction
and land development loans experienced marked
increases in delinquency and charge-off rates as well,
but the run-ups were somewhat |ess steep than in the
residential construction sector.

The credit quality of other types of CRE loans also
worsened in 2007, particularly that of loans for
multifamily residential properties. The delinquency
and charge-off rates on loans backed by nonfarm
nonresidential properties (for example, office build-
ings) edged up but stayed within the very low ranges
that have prevailed over the past decade. In part, the
sustained strong performance in this sector reflected
fundamentals—such as vacancy rates, rents, and
prices—that remained solid through most of 2007.
Nonetheless, by the end of the year, some of those
fundamentals had begun to show signs of erosion:
Vacancy rates edged up, rent growth slowed, and
indicators of CRE prices slipped. The number of sales
of commercial properties also slumped.
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figure 24.

Loans to Households

The credit quality of household loans weakened, on
balance, in 2007, primarily because of a sharp in-
crease in delinquencies and foreclosures on residen-
tial mortgages. The performance of credit card and
other consumer loans also deteriorated. Household
bankruptcy filings remained low relative to the levels
seen before the changes in bankruptcy law imple-
mented in late 2005, but the bankruptcy rate moved
up a fair bit in 2007 (figure 27). The household
financial obligations ratio remained near its record
high reached in 2006, as slower growth in household
debt last year was offset by a deceleration in dispos-
able personal income.

Residential Real Estate Loans

Credit quality intheresidential mortgage sector wors-
ened sharply in 2007. The deterioration was partly
rooted in the easing of underwriting standards around
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27. Indicators of household financia stress, 1993-2007
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the middle of the decade—a shift in lending posture
that was likely based to an extent on the assumption
that house priceswould continue to rise for sometime
to come. The easing of credit standards on mortgages
reportedly was more pronounced at nonbank financial
institutions than at commercia banks, in part because
of different levels of regulation in those sectors. A
historically large fraction of the loans originated in
2005 and 2006, particularly those to borrowers with
weaker credit histories (subprime loans), had high
loan-to-value ratios. Many subprime loans also had
discounted introductory interest rates, which exposed
borrowers to the potential for significantly higher
mortgage payments after the initial rates on the loans
reset, typically two to three years after origination.
House prices generally decelerated in 2006, and in
2007 they declined in some areas of the country;
consequently, many borrowers with high loan-to-
value ratios were unable to build equity in their

28. Rate of serious delinquency on residential mortgages,
by type of mortgage and type of interest rate, 2000-08
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Source: First American LoanPerformance.

homes, making refinancing difficult. Moreover, large
fractions of commercial banks tightened credit stan-
dards on residential mortgages in 2007—not only on
subprime and nontraditional mortgages but also on
loans to prime borrowers—which further impaired
the ability of borrowers to refinance existing mort-
gages. Reflecting these developments, national data
on variable-rate mortgage loans show that delin-
guency rates on such loans increased more than those
on fixed-rate loans, especially for lower-rated borrow-
ers (figure 28). All told, the delinquency rate on
variable-rate subprime mortgages jumped to more
than 20 percent in December of last year and has
increased further in 2008.

At commercial banks, delinquencies on residential
real estate |loans were around 3 percent by the end of
2007, their highest rate since the early 1990s and
more than double their recent low posted in the fourth
quarter of 2004 (figure 29). Charge-offs had increased
to 0.44 percent at an annual rate in the fourth quarter
of 2007, equal to the highest rate recorded since 1990.
Delinquency and charge-off rates rose across all types
of mortgage products and all bank sizes. Delinquency
rates on closed-end one- to four-family mortgage
loans and on revolving home equity loans rose
substantially—to 3.6 percent on the closed-end mort-
gages (including both first and junior liens) and
1.7 percent on the revolving loans. Charge-off ratesin
the fourth quarter on closed-end mortgages qua-
drupled from the year-earlier quarter to 0.36 percent,
and those on revolving loans rose from 0.19 percent
at year-end 2006 to 0.69 percent in the fourth quarter
of 2007. The delinquency rate on closed-end mort-
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29. Delinquency and charge-off rates for residential real
estate loans at commercia banks, by type of loan,
19912007
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Note: The data are quarterly and seasonally adjusted. For definitions of
delinquencies and net charge-offs, see the note for figure 24.

gages rose most sharply at the 100 largest banks—
advancing about 1.5 percentage points, to 3.8 per-
cent—but it also moved up 0.7 percentage points at
smaller banks, to about 2.5 percent; the rise in
charge-off rates was also somewhat greater at larger
banks than at smaller banks.

The sharp increase in mortgage loan delinquencies
and foreclosures over the past year—particularly for
subprime borrowers—has created distress for many
homeowners and communities. The Federal Reserve
has taken a number of actions intended to help
distressed subprime borrowers and limit preventable
foreclosures, as well as other actions aimed at reduc-
ing the likelihood of such problems in the future.l”
Moreover, avoiding foreclosure—even if it involves
granting concessions to the borrower—can be an
important loss-mitigation strategy for financial insti-

17. For a detailed description of these actions, see box “ The
Federal Reserve’'s Responses to the Subprime Mortgage Crisis,” in
Board of Governors of the Federal Reserve System (2008), Monetary
Policy Report to the Congress (Washington: Board of Governors,
February), pp. 8-9.

tutions. Most commercial banks responding to the
January 2008 BLPS indicated that loan modifications
based on individua borrowers circumstances were
an important part of their loss-mitigation strategies;
many banks were also willing to refinance loans for
some troubled borrowers. However, loans are often
packaged and sold in securitized pools owned by a
dispersed group of investors, which makes the task of
coordinating renegotiation to avoid foreclosure among
al affected parties difficult. In part to address the
challenges in modifying securitized loans, a diverse
group of mortgage market participants joined in a
collaborative effort called the Hope Now Alliance to
facilitate cross-industry solutions to the problem.18
About one-third of respondents to the January 2008
BLPS said that streamlined modifications such as
those proposed by the Hope Now Alliance were
important to their strategies for limiting losses.

Consumer Loans

The delinquency rate on credit card loans held by
banks rose afair bit in 2007, especially in the second
half of the year (figure 30). The charge-off rate on
such loans fluctuated around 4 percent last year, a
relatively low level compared with the rates that
prevailed before the change in bankruptcy laws in
2005.1% The delinquency rate on other (non-credit-
card) consumer loans also rose moderately but still
remained around the midpoint of its range over the
past 15 years. Charge-off rates on those loans climbed
from about 1 percent in 2006 to 1.6 percent for 2007
as a whole, a considerable increase that brought the
annual rateto its highest level in at least two decades.
The weakening in the credit quality of consumer
loans may have reflected, in part, the pressures on
households generated by troubles in the residential
mortgage sector and the slower pace of economic
growth late in the year. Respondents to the BLPS
expected further declines in the credit quality of both
credit card and other consumer loans in 2008.

18. The Hope Now Alliance (www.hopenow.com) aims to increase
outreach efforts to contact at-risk borrowers and to play an important
role in streamlining the process for refinancing and modifying
variable-rate subprime mortgages. The aliance will work to expand
the capacity of an existing national network to counsel borrowers and
refer them to participating servicers, who have agreed to work toward
cross-industry solutions to better serve the homeowner.

19. For a discussion of the change in bankruptcy law that was
implemented in 2005 and its effect on credit card loans, see box “ The
New Bankruptcy Law and Its Effect on Credit Card Loans,” in
Elizabeth Klee and Gretchen Weinbach (2006), “ Profits and Balance
Sheet Developments at U.S. Commercial Banks in 2005,” Federal
Reserve Bulletin, vol. 92 (June), p. A89.
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30. Delinquency and charge-off rates for loans
to households, by type of loan, 1990-2007
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charge-offs, see the note for figure 24.

Securitized Loans

The credit quality of loans that were sold and securi-
tized by banks that retained servicing rights or
recourse or provided other credit enhancements to the
securitization structure (hereafter referred to, for sim-
plicity, as “ securitized” loans) weakened in 2007,
though not, in most cases, to the same extent as loans
that were held on banks' balance sheets.2° The mgjor-
ity of loans securitized by banks are residential
mortgages on one- to four-family homes (63 percent).
The delinquency rate on those mortgages (excluding
revolving home equity loans) was 3.7 percent in the
fourth quarter of 2007, almost unchanged from its
level at the end of 2006 and well below the levels
seen earlier in the decade. Likewise, the delinquency
rate on the small amount of securitized revolving
home equity loans was little changed in 2007, though
it fluctuated near the high end of its recent range.

20. The analysis excludes loans that were sold to, and securitized
by, athird party (for example, the Federal National Mortgage Associa-
tion or the Federal Home Loan Mortgage Corporation).

Charge-off rates on securitized residential mortgages
also changed little and stayed well below the rates on
residential loans on banks' books.

The relatively stable delinquency and charge-off
rates on mortgages securitized by banks could be
attributable to several factors. Banks as a group may
not have securitized large quantities of subprime
mortgages or other types of mortgages that have
accounted for much of the run-up in overall mortgage
delinquencies and forecl osures. M oreover, some secu-
ritization structures require that banks repurchase
from the securitized pools those loans that become
delinquent soon after origination, which could hold
down losses on securitized loans and dilute the credit
quality of loans held on banks' books.

The delinquency rate on securitized credit card
loans—which make up 22 percent of the loans secu-
ritized by banks—moved up, from about 3.7 percent
to just above 4 percent, in 2007, a rate that was still
below the midpoint of its range over recent years.
Charge-off rates on those loans continued to trend up
last year but stayed well below the rates that prevailed
as recently as 2005. The delinquency rate on securi-
tized credit cards has been somewhat lower than that
on credit cards held on banks balance sheets, but
charge-off rates on securitized loans have generally
been higher than those on loans held by banks.
Delinquency and charge-off rates on the small amount
of bank-securitized auto loans jumped considerably
in 2007 and ended the year near the highest levels
recorded since the data became availablein 2001. The
credit quality of other types of securitized consumer
loans was fairly stable in 2007; the delinquency rate
on such loans edged higher, to about 5.4 percent,
while the charge-off rate was generally lower in 2007
than it was in 2006.

The delinquency and charge-off rates on the small
amount of securitized C& | loans rose considerably in
the second half of 2007 but remained in the middle of
their recent ranges. About $200 billion in other types
of loans and leases, a category that includes CRE
loans, are securitized by banks. The delinquency rate
on that category of loans declined, on balance, in
2007 to just 0.2 percent, and the charge-off rate on
those loans was near zero.

Loss Provisioning

The erosion of credit quality spurred banks to step up
the rate of loss provisioning in 2007, particularly in
the second half of the year. Loss provisioning sub-
tracted 54 basis points from ROA and consumed
more than 10 percent of total revenue in 2007, about
double the effect in each of the previous two years
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31. Provisionsfor loan and lease losses as a
proportion of total revenue, 1985-2007
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(figure 31). By those measures, l0ss provisioning in
2007 was similar to that during the economic slow-
down in the early part of this decade but well below
the highs reached during the late 1980s and early
1990s. Provisioning increased most at large banks,
where it reached an annual rate of more than 1 per-
cent of average assets in the fourth quarter, compared
with just about 0.36 percent in the fourth quarter of
2006. Nonetheless, the increase over 2007 was also
notable at smaller banks, where provisioning rose to
an annual rate of 0.55 percent of assets in the fourth
quarter from 0.22 percent in the year-earlier period.
The rate of loss provisioning in 2007 considerably
outpaced that of charge-offs and boosted total reserves
for loan and lease losses. As a result, reserves as a
percentage of total loans and leases increased in 2007
for the first time in several years, but that ratio
remained near the low end of its historical range
(figure 32). The percentage increase in the stock of
reserves, however, was smaller than that in charge-
offs and delinquencies, which led to declinesin some
other measures of reserve adequacy. At the average
charge-off rate for al of 2007 and without additional
loss provisions, current reserves are sufficient to
cover about 2% years of charge-offs, atypical reading
for this measure. As noted previously, however,
charge-off rates over the latter part of 2007 ran
considerably above those that had prevailed earlier in
the year. The ratio of reserves for loan and lease
losses to total delinquent loans, which in recent years
had been running near the high end of its range over
the past two decades, dropped substantially—to about
50 percent as of year-end, itslowest level since 1991.

32. Reservesfor loan and lease |osses, 19902007
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INTERNATIONAL OPERATIONS OF U.S
COMMERCIAL BANKS

The share of U.S. bank assets booked in foreign
offices in 2007 increased about 100 basis points, to
14 percent, and remained highly concentrated among
the largest banks. However, U.S. commercial banks
lost money in 2007 on their international operations,
which subtracted about 6 percent from total consoli-
dated net income. The losses were mostly attributable
to just a few ingtitutions and primarily reflected a
jump in non-interest expense as well as a moderate
decline in non-interest income.

Banks exposures to emerging market countries
through lending and derivatives activities grew rap-
idly in 2007.21 Banks' total exposure to Asian econo-
mies climbed to 45 percent of tier 1 capital, in part
because of a significant increase in lending to resi-

21. The analysis in this paragraph draws from information in the
Country Exposure Report (FFIEC 009), which is filed only by banks
with significant international exposures. More information about the
report is available from the Federal Financial Institutions Examination
Council at www.ffiec.gov/forms009_009a.htm.
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3. Exposure of U.S. banks to selected economies at year-end relative to tier 1 capital, 1998-2007

Percent

As Latin America and the Caribb 1EE]

Ve sa in America and the Caribbean Eastern | exposire to

All ‘ China ‘ India ‘ Korea All ‘ Mexico ‘ Brazil Europe | developing

economies
1998 ... 28.2 1.0 24 7.1 429 9.9 11.3 &5 100.1
1999 ... 26.1 .8 2.4 6.6 39.0 9.5 10.5 2.9 90.7
2000 . ... 24.0 .8 2.6 6.4 379 9.1 11.2 4.4 87.9
2001 ... 22.4 9 2.6 5.8 54.1 26.0 3.0 4.3 100.3
2002 ... 21.9 9 2.7 58 38.9 20.8 8.4 55 84.8
2003 ... 22.8 1.3 39 515 32.9 18.0 6.8 54 79.8
2004 ... 32.2 1.4 4.2 15.0 318 16.7 6.5 6.1 89.2
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Note: Exposures consist of lending and derivatives exposures for cross-
border and local-office operations. Respondents may file information on one
bank or on the bank holding company as a whole. For the definition of tier 1
capital, see text note 9.

The year-end 2007 data cover 65 banks with a total of $560.5 billion in
tier 1 capital.

dents of India (table 3). An increase in lending to
residents of Brazil helped push up banks exposure to
Latin American and Caribbean economies to 36 per-
cent of tier 1 capital. Banks exposure to eastern
European countries rose to 9 percent of tier 1 capital
in 2007, up from 6.5 percent the year earlier.

DEVELOPMENTS IN EARLY 2008

U.S. economic activity, which was sluggish in the
fourth quarter of 2007, remained so in the first three
months of 2008. Residential construction and home
sales continued to contract, and home prices dropped.
Consumer spending was subdued amid slumping
sentiment and restrained growth in wealth and real
income, and business spending also weakened. En-
ergy prices jumped again during the first quarter; the
price of ail rose to record highs, which added to the
headwinds facing the economy and helped sustain
pressures on headline inflation. However, core con-
sumer price inflation decreased dightly in the first
quarter. Concerns about the economic outlook and
fears regarding possible further large losses at banks
and other financial institutions continued to put pres-
sure on financial markets through the first part of
2008. Broad stock market indexes declined, and risk
spreads on awide range of debt securities—including

Source: Federal Financial Institutions Examination Council, Statistical Re-
lease E.16, “Country Exposure Lending Survey” (www.ffiec.gov/E16.htm).

corporate bonds and various types of asset-backed
securities—increased across the ratings spectrum.
Against that backdrop, the Federal Open Market
Committee cut the target for the federal funds rate
from 4%2 percent at the end of 2007 to 2% percent by
the end of March. Yields on Treasury bills fell, at
times, to their lowest levelsin 50 years, declines that
reflected heightened demand for safe and liquid
assets. Yields on longer-term Treasury securities also
declined sharply; by the end of March, the 2-year
yield had dropped to 1.61 percent and the 10-year
yield to 3.69 percent. The April 2008 BLPS indicated
that large fractions of banks had tightened credit
standards and terms on loans to businesses and house-
holds during the first quarter.

Various short-term funding markets had shown
someimprovement in December and January with the
introduction of the Federal Reserve's Term Auction
Facility (TAF) and the passage of year-end. However,
the further deterioration of those markets in February
and March placed renewed pressures on banks and
other financia institutions and possibly exacerbated
the ongoing tightening of credit conditions. To pro-
vide liquidity and foster smoother functioning of
those markets, the Federal Reserve in mid-March
increased the TAF from $60 billion to $100 billion
and also expanded the size of its swap lines with the
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European Central Bank and the Swiss National Bank.
Moreover, the Federa Reserve announced a new
Term Securities Lending Facility, which allowed pri-
mary dealers to borrow as much as $200 billion of
Treasury securities from the portfolio of the Federa
Reserve's System Open Market Account against high-
quality collateral, including agency securities and
highly rated residential and commercial mortgage-
backed securities. Finaly, the Federal Reserve cre-
ated the Primary Dealer Credit Facility to improve the
ability of primary dealers to provide financing to
participants in securitization markets. The facility
provides overnight loans collateralized by a specified
range of eligible investment-grade securities.?2
Growth of domestic bank credit slowed somewhat
in the first quarter of 2008. Although banks tightened
standards and terms on C&I loans, such loans ex-
panded briskly on the heels of their robust fourth-
quarter pace, in part because of sustained disruptions
in the syndicated loan market and drawdowns on
existing C&| credit lines. CRE loans also continued
to advance despite reported further tightening of
credit standards in that sector. Residential real estate
loans expanded modestly, partly as aresult of signifi-
cant increases in revolving home equity loans, many
of which carry adjustable rates that may have become
more attractive as the market interest rates on which
they are often based declined. Consumer loans in-
creased at a moderate rate but slowed somewhat
compared with the pace in the second half of 2007.
In the first quarter, profits of commercial banks
declined markedly from year-ago levels, and some
banks reported significant losses. Write-downs of
mortgage-related assets and leveraged syndicated

22. A concise summary of the Federal Reserve's recent initiatives
to promote liquidity and smooth functioning in financial markets
is available at www.newyorkfed.org/markets/Forms_of Fed_
Lending.pdf.
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loans reportedly contributed importantly to the drop
in profitability in the first quarter at many banks.
Banks also substantially increased loss provisions
amid additional deterioration in the credit quality of
loans to residential developers and continued weak-
ness in residential mortgages. Delinquency rates on
consumer loans also increased, and those on C&l
loans edged higher.

The stock prices of banking firms dropped further,
and the spreads on their credit default swaps widened
through February. Sentiment improved in mid- to late
March, however, when the Federal Reserve an-
nounced the measures to provide additional term
funding, and first-quarter results at a few investment
banks were seen as reassuring. On balance, bank
stock prices fell almost 10 percent in the first quarter
of 2008, about in line with the change in the S& P 500
(figure 33). The median spread on credit default
swaps for large banking organizations nearly doubled,
to amost 100 basis points, over the same period. [J

Appendix tables start on page A29
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007

A. All banks
Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007
Balance sheet items as a percentage of average net consolidated assets
Interest-earning assetS . . .........ooveiiiiiiiiins 86.76 87.03 87.13 86.49 86.42 86.08 86.90 86.82 86.86 86.94

59.34 60.49 58.95 57.83 56.88 56.98 57.88 58.26 58.37
17.07 17.16 16.08 14.07 12.18 11.06 11.17 11.42 11.84

Loans and leases (net) .........
Commercia and industrial ...

U.S. addressees ........... 14.43 14.67 13.69 12.04 10.48 9.52 9.64 9.73 9.86
Foreign addressees ......... 264 249 2.39 2.04 1.70 154 153 1.70 1.98
Consumer ... 9.71 9.38 9.23 9.35 9.05 9.18 9.12 8.53 8.43
Creditcard ............... 351 3.52 3.69 3.78 354 3.87 4.05 3.73 3.72
Installment and other ....... 6.20 5.87 BI55 557 551 531 5.06 4.80 471
Real estate .................. 25.44 27.04 27.10 28.39 29.91 30.77 32.40 33.19 33.36
In domestic offices ...................... ! 24.87 26.49 26.60 27.91 29.46 30.24 31.84 32.61 32.76
Construction and land development . ... 1.86 218 251 2.85 2.98 2.99 3.26 3.90 4.73 5.05
Farmland .................cocc .55 .56 .56 .55 .56 54 .54 .54 .53 .53
One- to four-family residential . 14.25 14.10 14.96 14.67 15.40 16.96 17.42 18.26 18.23 18.31
Homeequity .............coevvnne 1.89 1.76 1.96 2.18 2.80 3.40 4.34 4.95 471 4.48
Other ... 12.37 12.34 13.00 12.49 12.60 1357 13.08 1331 1351 13.82
Multifamily residential ................ .82 .88 .99 .97 1.02 1.05 1.06 1.08 1.06 1.04
Nonfarm nonresidential ............... 6.80 7.15 7.48 7.56 7.95 7.91 797 8.06 8.07 7.84
In foreign offices ................... ... .57 .57 .54 .50 48 .46 .53 .56 .58 .60
To depository institutions and

acceptances of other banks ............ 191 1.96 1.87 1.83 1.87 1.98 211 1.73 1.65 121
Foreign governments ...................... 15 .16 A2 .10 .09 .08 .08 .06 .04 .03
Agricultural production .................... .89 .83 .78 75 .70 .63 .59 .56 .55 .52
Other [0aNS .....vvvieiiiiiii s 2.78 2.75 2.58 2.34 2.06 2.00 2.35 2.09 2.19 248
Lease-financing receivables ................ 212 251 2.63 2.58 244 211 1.79 1.58 1.43 1.23
Less: Unearned incomeon loans............ -07 —-.06 -05 -04 -05 -.04 -04 —-.03 -03 -02
LEss: Lossreservest ..............o.ioi.... -1.07 -1.04 —1.02 -1.04 -1.11 -1.04 —-91 -79 -71 -70
SECUNTIES .ttt 20.37 20.40 20.01 19.53 21.27 21.90 22,57 22.04 21.32 20.77
Investment account ...............cooiia.n. 17.48 18.33 17.59 16.82 18.30 18.97 18.99 17.87 16.89 15.41
.......................... 16.93 17.73 16.93 16.48 17.99 18.72 18.79 17.71 16.73 15.23
US Treasury ........covvvvivuiennnns 2.70 214 1.66 .85 .78 .90 .89 .62 A7 .32

U.S. government agency and
corporation obligations ........... 10.28 10.85 10.31 10.08 11.46 12.26 12.37 1151 10.65 9.32

Government-backed mortgage pools . 5.16 5.24 475 5.13 6.09 6.75 7.13 6.78 6.43 5.82
Collateralized mortgage obligations . 212 215 1.92 1.95 2.35 2.34 201 1.80 1.58 134

Other ..o 2.99 3.46 3.63 2.99 3.02 3.17 3.22 2.93 2.65 2.16
State and local government .. 157 1.62 152 1.49 1.49 1.48 141 1.36 1.34 1.34
Private mortgage-backed securities . ... .67 .88 .95 1.09 1.25 1.30 141 1.76 1.89 215
Other ... 1.70 224 248 2.98 3.01 2.78 272 247 2.37 2.10
Equity ......oooiiiiii .55 .61 .66 34 31 .25 .20 .16 .16 18
Trading account 2.90 2.06 243 272 297 293 3.59 417 443 5.36
Gross federal funds sold and reverse RPs ....... 5.37 4.61 4.12 511 4.81 4.85 4.58 4.75 5.30 5.49
Interest-bearing balances at depositories ...... 2.69 2.68 252 2.90 252 2.45 2.76 215 1.98 2.30
Non-interest-earning assets ..................... 13.24 12.97 12.87 1351 13.58 13.92 13.10 13.18 13.14 13.06
Revaluation gains held in trading accounts . ... 295 257 2.28 237 242 270 219 1.82 164 1.73
Other ... 10.29 10.41 10.58 11.15 11.16 11.22 10.91 11.36 11.50 11.33
Liabilities ......c.oviiiii 91.51 91.52 91.58 91.25 90.85 90.96 90.57 89.91 89.84 89.78
Core deposits ................. 49.43 48.60 46.52 47.07 48.98 49.18 48.56 47.52 45.56 43.89
Transaction deposits .......... 14.10 12.58 11.07 10.36 10.06 9.74 9.10 8.46 7.45 6.43
Demand deposits ......... 10.99 9.78 8.61 8.00 7.67 7.26 6.58 6.16 541 4.66
Other checkable deposits 311 2.81 2.46 2.36 2.39 2.47 2.52 2.30 2.04 177
Savings deposits (including MMDAS) ...... 20.87 22.47 22.43 2453 28.13 30.12 31.19 30.83 29.49 28.21
Small time deposits ...................... 14.46 1355 13.01 12.18 10.80 9.33 8.27 8.23 8.62 9.26
Managed liabilities® ..............ocooieenne. 34.97 36.59 38.83 37.42 35.05 34.61 35.69 36.25 38.29 39.86
Large time deposits .............c..ceiiinn 7.67 7.89 8.77 8.89 8.30 8.09 8.00 9.11 10.07 9.13
Deposits booked in foreign offices ......... 10.59 10.96 11.43 10.66 9.42 9.38 10.25 10.39 11.18 12.81
Subordinated notes and debentures .......... 1.30 1.36 1.37 1.43 1.40 1.33 1.30 1.34 1.40 155
Gross federal funds purchased and RPs... ... 7.98 797 7.83 7.95 7.77 7.75 7.24 7.05 7.53 7.06
Other managed liabilities .................. 7.43 841 9.44 8.50 8.16 8.06 8.91 8.37 8.11 9.31
Revaluation losses held in trading accounts ... 297 252 229 221 2.09 2.30 1.95 1.67 151 1.59
Other ..o 4.14 381 3.94 454 4.73 4.87 4.36 4.47 4.47 4.44
Capital aCCOUNt ... 8.49 8.48 8.42 8.75 9.15 9.04 9.43 10.09 10.16 10.22
MEmMO
Commercial real estate loans® .................. 10.11 10.87 11.58 12.09 12.57 12.47 12.78 13.52 14.35 14.47
Other real estate owned* ....................... .08 .06 .05 .05 .06 .06 .06 .04 .05 .07
Mortgage-backed securities ..................... 7.96 8.27 7.63 8.17 9.69 10.39 10.56 10.33 9.89 9.31
Federal Home Loan Bank advances ............. na na na 2.89 3.17 3.19 3.07 3.04 3.07 3.66

Average net consolidated assets
(billions of dollars) ...............coouvvens 5,147 5,439 5,906 6,334 6,634 7,248 7,879 8,591 9,427 10,396
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007—Continued
A. All banks—Continued

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Effective interest rate (percent)®

Rates earned
Interest-earning assets . ...........ovviiiiiiianns 8.01 7.73 8.20 7.37 6.10 5.29 5.08 5.69 6.65 6.78
Taxable equivalent ................ . 8.07 7.78 8.26 7.42 6.15 5.33 512 573 6.68 6.82
Loans and leases, gross ................ 8.85 8.50 9.00 8.15 6.89 6.15 5.91 6.52 7.55 7.54
Net of loss provisions ............. 8.30 7.99 8.33 7.15 584 5.46 5.47 6.09 7.18 6.70
SECUNtieS ......oovvviiiiiiiiinnn. 6.44 6.30 6.47 6.04 4.95 3.96 3.86 4.18 4.71 5.02
Taxable equivalent ................ 6.63 6.48 6.65 6.22 5.10 4.10 3.99 4.30 4.83 5.14

INVeStMeNt aCCOUNE . . ...+ vvvvoveeeeeiss 6.38 6.28 6.45 6.05 5.04 4.00 3.96 4.29 4.86 5.13
U.S. Treasury securities and U.S.
government agency obligations

(excluding MBS) .................l n.a na na 5.76 4.42 329 311 3.46 4.19 4.71

Mortgage-backed securities ........ . na na na 6.45 544 4.24 4.38 4.60 5.10 5.29

Other ...t . na na na 5.60 474 4.08 3.76 423 476 5.02

Trading account ...............covu.es . 6.85 6.48 6.63 6.01 438 371 3.35 3.72 416 4.70

Gross federal funds sold and reverse RPs ... 5.29 4.78 5.56 3.86 1.93 1.40 1.40 2.66 431 5.07

Interest-bearing balances at depositories ...... 6.32 5.95 6.48 4.01 2.79 2.09 1.98 3.70 5.10 515
Rates paid

Interest-bearing liabilities....................... 4.68 4.31 4.94 3:93 2.38 1.72 1.63 247 3:59 3.82
Interest-bearing deposits ............... . 431 3.88 4.45 3.61 211 147 1.36 2.06 3.05 3.39
In foreign offices .................... 5.66 491 5.61 394 2.38 1.62 172 277 3.92 4.23

In domestic offices .................. 4,01 3.65 4.17 354 2.06 144 1.29 191 2.85 3.18

Other checkable deposits ............ 2.29 2.08 2.34 1.96 1.06 .75 77 141 1.88 2.04
Savings deposits (including MMDAS) 2.79 2.50 2.86 2.19 1.13 74 72 1.24 2.01 222
Large time deposits® .............. 5.22 4.93 5.78 5.04 3.37 2.59 2.35 3.19 4.39 471
Other time deposits® .............. 5.48 5.11 5.69 543 3.70 2.88 2.56 3.14 411 4.72

Gross federal funds purchased and RPs . . 5.19 4.74 5.77 3.83 1.88 1.30 1.49 3.07 457 4.98
Other interest-bearing liabilities .............. 6.50 6.49 6.97 591 4.49 3.69 3.34 457 6.28 5.46

Income and expense as a percentage of average net consolidated assets

Gross interest inCome . ........c.oveviiinaennnns 6.98 6.75 7.18 6.38 5.27 454 4.43 4.96 5.85 5.9
Taxable equivaent .................. 7.03 6.80 7.22 6.42 531 4.58 4.46 5.00 5.88 597
LOANS ..ot . 5.27 513 5158) 4.92 4.06 BI55) 342 3.82 4.48 4.47
SECUNMTIES +.vvve e . 1.10 1.15 1.15 1.00 .89 74 74 a7 .84 .80
Gross federal funds sold and reverse RPs ...... .29 .23 .23 .20 .09 .07 .07 13 .23 .28
Other ...oovviii . .32 .24 .27 .27 .22 .18 .20 .25 31 .39
Gross interest expense . 3.46 3.22 3.76 2.98 1.79 1.30 1.25 1.89 2.79 2.99
DEPOSItS .. evvieeiieie e 243 221 2.56 2.09 1.23 .86 .81 1.23 184 2.05
Gross federal funds purchased and RPs . 43 .39 .45 31 15 .10 A1 22 .36 .36
Other .......... .60 .63 75 .58 41 .33 .33 44 .59 .58
Net interest income . 3.52 3.52 341 3.40 348 324 317 3.07 3.05 2.95
Taxable equivalent ........................ 357 357 3.46 344 3.52 3.28 321 311 3.09 2.98
LOSS ProVISIONS’ ...'vvveeeieeiiie e 42 .39 .50 .68 .68 45 .30 .30 27 .54
Non-interest income . 241 2.66 2.59 254 254 2.54 2.40 2.35 2.36 2.10
Service charges on deposits ............ .38 40 .40 42 45 A4 42 .39 .38 .38
Fiduciary activities .................... .37 .38 .38 .35 .32 31 .32 .31 .30 .32
Tradingrevenue ....................... .15 19 21 .20 .16 .16 13 A7 .20 .05
Interest rate exposures ............... . .05 .07 .08 .09 .08 .07 .03 .05 .05 .04
Foreign exchange rate exposures . ... .. . .09 .09 .08 .07 .07 .07 .07 .07 .08 .07
Other commaodity and equity exposures. . ... .01 .03 .04 .03 .01 .02 .03 .04 .07 .03
Other ... 150 1.70 1.61 157 1.60 1.63 153 1.48 1.48 1.36
Non-interest eXpense ...........c.oveieiiiieei.s 3.77 3.77 3.66 357 347 3.36 3.34 3.19 313 3.09
Salaries, wages, and employee benefits . . 1.55 1.59 151 1.49 151 1.50 146 1.44 144 1.39
OCCUPANCY ..o eieveieeiieeeaeaen . A7 48 .45 44 44 43 42 41 .39 37
Other ... 1.76 171 1.70 164 151 1.43 1.46 1.34 1.30 1.33
Net non-interest expense ..............c.c.ooovenns 1.36 111 1.07 1.03 .93 .82 .94 .84 .76 .99
Gains on investment account securities .. .06 * -04 .07 .10 .08 .04 * -01 -01
Income before taxes and extraordinary items .... 181 2.03 1.81 1.77 1.96 2.05 1.97 1.93 2.00 141
TAXES ..ottt .62 72 .63 .59 .65 .67 .64 .62 .65 43
Extraordinary items, net of income taxes ..... .01 ki b -01 i .01 ki kJ .03 -02
NELINCOME . .ottt 1.20 131 1.18 117 1.32 1.39 1.33 1.31 1.39 97
Cash dividends declared . .80 .96 .89 .87 1.01 1.07 .76 75 .87 .82
Retained income ................ooooiii 40 .35 .29 31 .30 31 .58 .56 .51 15
MEMO: Return on equity ...........c.coveeieenns 14.07 15.43 13.97 1341 14.38 15.34 14.14 12.99 13.64 9.48
Note: Data are as of April 16, 2008. 5. When possible, based on the average of quarterly balance sheet data re-
1. Includes alocated transfer risk reserve. ported on schedule RC-K of the quarterly Call Report.
2. Measured as the sum of large time deposits in domestic offices, deposits 6. Before 1997, large time deposit open accounts were included in other
booked in foreign offices, subordinated notes and debentures, federal funds time deposits.
purchased and securities sold under repurchase agreements, Federal Home 7. Includes provisions for alocated transfer risk.
Loan Bank advances, and other borrowed money. * |n absolute value, less than 0.005 percent.
3. Measured as the sum of construction and land development loans secured n.a Not available.
by real estate; real estate loans secured by nonfarm nonresidential properties or MMDA Money market deposit account.
by multifamily residential properties; and loans to finance commercial rea es- RP Repurchase agreement.
tate, construction, and land development activities not secured by real estate. MBS Mortgage-backed securities.

4. Other real estate owned is a component of other non-interest-earning
assets.
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007
B. Ten largest banks by assets

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007
Balance sheet items as a percentage of average net consolidated assets
Interest-earning @ssets ...........ooovviiiiiia. 81.25 81.49 82.23 8174 81.68 81.39 83.54 83.96 84.68 85.04
Loans and leases (net) ......... 50.76 53.37 55.22 53.86 53.61 52.20 51.29 51.35 52.03 53.21
Commercial and industrial ... 18.07 19.20 19.87 18.82 16.16 12.98 10.54 10.61 11.20 11.58
U.S. addressees ........... 11.76 13.14 13.95 13.42 11.69 9.40 7.49 7.74 8.08 8.05
Foreign addressees .......... 6.31 6.06 5.92 541 4.47 3.59 3.06 2.87 3.12 8i58
Consumer ... 6.04 5.94 543 6.17 7.82 7.96 8.49 8.80 8.17 8.98
Creditcard ............... 1.30 1.36 1.34 1.69 2.90 281 3.19 3.60 3.05 3.87
Installment and other ....... 4.74 4.58 4.09 4.48 4.92 5815 5.30 521 513 511
Real estate .................. 16.51 16.96 19.82 19.23 20.78 22.68 2321 24.55 25.51 27.04
In domestic offices ...................... 15.08 15.55 18.48 18.05 19.70 21.74 22.21 23.52 24.50 26.00
Construction and land development . ... 77 .90 .98 127 142 1.36 1.40 1.70 2.01 2.01
Farmland .................cocc .09 .10 A1 11 12 .10 .10 .10 .10 .09
One- to four-family residential . 10.33 10.77 13.37 12.41 1351 16.03 16.71 17.73 18.30 19.86
Homeequity .............coevvnne 1.72 154 1.61 1.78 2.35 2.96 4.04 5.22 5.40 5.46
Other ..o 8.61 9.22 11.76 10.63 11.17 13.07 12.67 12.52 12.90 14.40
Multifamily residential ................ .38 43 .60 .51 .55 A7 .45 A4 A4 .55
Nonfarm nonresidential ............... 351 3.35 342 3.76 4.09 3.78 3.55 3.55 3.65 349
In foreign offices ....................... 1.43 141 1.34 1.18 1.08 .94 1.00 1.03 1.01 1.03
To depository institutions and
acceptances of other banks ............ 4.05 4.34 3.78 3.23 3.20 354 4,10 3.15 297 1.71
Foreign governments ...................... .35 .38 .28 .20 .20 A7 .16 A2 .07 .05
Agricultural production .................... .28 .26 .23 .28 .23 19 22 .20 .20 17
Other [0aNS ......vvieiiiiiiiins 3.74 3.96 3.75 351 2.94 2.87 3.32 2.81 2.88 3.08
Lease-financing receivables ................ 281 3.40 3.07 343 344 2.87 2.08 1.78 1.60 1.22
Less: Unearned incomeon loans............ —-.06 -05 -04 -04 -08 —-.06 -04 -04 -02 -.02
LEss: Lossreservest ..............o.ioi.... -1.01 -1.03 -97 -97 -1.12 -1.02 —-80 —65 —.56 —.61
SECUNTIES .ttt 19.72 18.34 18.98 17.81 20.54 21.22 22.95 23.37 23.05 21.98
Investment account ...............cooiia.n. 12.12 13.08 13.71 12.14 14.35 15.31 15.99 15.58 15.12 12.81
.......................... 11.64 12.57 13.03 11.88 14.13 15.11 15.83 15.44 14.97 12.66
US Treasury ........covvvviveniennnns 1.70 1.98 1.96 .68 .59 .82 .86 .56 43 .24
U.S. government agency and
corporation obligations ........... 6.31 6.35 6.59 6.84 8.69 9.20 9.92 9.69 9.48 8.02
Government-backed mortgage pools . 513 5.03 4.88 4.99 6.38 7.59 8.64 8.65 8.64 7.53
Collateralized mortgage obligations . .93 .79 .93 111 152 91 .70 54 .53 .33
Other ..o 26 52 78 74 .79 70 58 50 32 16
State and local government .. A7 .45 .51 .55 .59 .59 .57 .58 .64 .65
Private mortgage-backed securities . ... .60 .57 .51 .58 .92 1.10 .96 1.18 1.09 1.45
Other ..o 257 3.22 347 3.22 3.34 3.40 3.52 343 8563 2.30
Equity ......oooiiiiii A7 51 .68 .26 22 .20 .16 14 15 .16
Trading account 7.60 525 5.26 5.67 6.18 591 6.96 7.79 7.94 9.16
Gross federal funds sold and reverse RPs ....... 7.81 6.64 5.02 6.38 5.26 5.79 6.37 6.96 7.60 7.47
Interest-bearing balances at depositories ...... 2.96 3.14 3.01 3.69 2.28 218 2.93 228 1.99 2.38
Non-interest-earning assets ..................... 18.75 18.51 17.77 18.26 18.32 18.61 16.46 16.04 15.32 14.96
Revaluation gains held in trading accounts . ... 7.62 6.66 5.66 5.48 5.40 5.79 4.45 3.50 3.07 3.03
Other ... 11.13 11.85 12.11 12.78 12.93 12.83 12.01 12.54 12.25 11.93
Liabilities ......c.oveiii 92.58 92.28 92.36 92.14 91.52 91.94 91.64 90.81 91.10 90.82
Core deposits ................. 32.94 33.76 33.28 36.38 40.61 41.07 42.02 40.18 38.03 35.08
Transaction deposits .......... 9.45 8.55 8.01 8.40 8.34 7.74 6.65 6.05 541 4.69
Demand deposits ......... 8.46 7.83 7.28 7.50 7.40 6.72 5.43 4.90 432 3.80
Other checkable deposits .99 72 74 .90 .95 1.02 1.22 1.15 1.09 .89
Savings deposits (including MMDAS) ...... 17.07 18.94 19.24 2221 26.82 28.99 3154 30.11 28.11 25.55
Small time deposits ...................... 6.42 6.26 6.03 5.77 5.44 4.34 3.83 4.02 4.52 4.84
Managed liabilities® ..............ocooeenne. 44.42 45.49 46.84 4341 38.89 38.60 39.33 40.83 43.75 46.83
Large time deposits .............c.ocuiiinn 5.04 5.19 5155 5.46 513 5.53 521 6.28 6.85 6.13
Deposits booked in foreign offices ......... 21.23 22.22 22.76 20.28 17.31 16.62 17.20 17.51 18.50 19.86
Subordinated notes and debentures .......... 1.89 1.98 2.10 2.16 211 192 1.78 1.89 1.99 217
Gross federal funds purchased and RPs... ... 9.78 8.84 8.89 9.04 8.83 8.62 7.79 8.39 9.51 8.42
Other managed liabilities .................. 6.49 7.27 7.55 6.47 5.53 5.90 7.35 6.76 6.89 10.26
Revaluation losses held in trading accounts ... 7.67 6.51 5.69 5.10 4.63 4.88 3.95 321 2.83 2.78
Other ..o 7.55 6.52 6.55 7.26 7.39 7.40 6.34 6.60 6.47 6.13
Capital aCCOUNt ... 7.42 7.72 7.64 7.86 848 8.06 8.36 9.19 8.90 9.18
MEmMO
Commercial real estate loans® .................. 5.61 5.69 5.87 6.68 6.92 6.31 5.99 6.33 6.73 6.64
Other real estate owned* ....................... .09 .06 .04 .04 .03 .03 .03 .02 .03 .05
Mortgage-backed securities ..................... 6.65 6.40 6.32 6.68 8.82 9.60 10.30 10.36 10.25 9.31
Federal Home Loan Bank advances ............. na na na .82 .82 .84 .79 .63 75 2.33
Average net consolidated assets
(billions of dollars) ....................oee 1,820 1,935 2,234 2,527 2,785 3,148 3,654 4,232 4,759 5,469
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007—Continued
B. Ten largest banks by assets—Continued

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Effective interest rate (percent)®

Rates earned
Interest-earning assetS .. .....ovvvvveeiieiiieinns 7.55 7.37 7.76 6.83 5.82 4,99 4,71 529 6.32 6.52
Taxable equivalent ................ . 7.57 7.39 7.78 6.86 5.85 5.01 473 BES} 6.34 6.54

8.21 7.99 8.46 7.50 6.52 5.76 5.52 6.15 7.36 7.33
7.77 7.65 7.92 6.55 5.30 5.19 5.29 5.84 7.02 6.29
SECUNtieS ......oovvviiiiiiiiinnn. 6.83 6.58 6.48 6.23 5.04 4.15 4.04 4.27 4.69 4.99
Taxable equivalent ................ . 6.89 6.65 6.55 6.31 511 421 4.10 4.32 4.75 5.04
Investment account . ...............coeeenes 6.78 6.59 6.40 6.23 5.30 4.26 4.37 4.63 511 5.29
U.S. Treasury securities and U.S.
government agency obligations

Loans and leases, gross ................
Net of loss provisions .............

(excluding MBS) .................l n.a na na 5.01 3.74 2.62 2.92 3.29 4.15 4.15
Mortgage-backed securities ........ . na na na 6.42 5155 451 4.83 4,92 5.30 541
1= na na na 6.34 5.30 4.28 3.76 4.26 481 5.08

6.92 6.56 6.70 6.24 4.46 3.87 3.32 3.57 3.90 4.57
5.20 4.52 4.93 3.86 2.20 1.60 143 2.46 4.07 5.06

Trading account ...............covu.es
Gross federal funds sold and reverse RPs .

Interest-bearing balances at depositories ......| 7.16 7.22 7.43 373 3.40 2.49 1.80 4.06 550 536
Rates paid

Interest-bearing liabilities .................... 4.94 4.52 5.03 3.78 233 1.67 1.62 2.52 3.74 3.87
Interest-bearing deposits ............. . 4.40 3.82 4.40 3.27 1.94 134 1.29 2.01 2.96 3.30
In foreign offices ................. 5.83 4.99 5.67 4.02 2.59 174 181 277 3.88 4.28

In domestic offices ................ 3.39 3.04 351 2.84 167 118 1.08 1.70 2.55 2.80

Other checkable deposits............. o167 1.44 1.61 1.67 .93 .80 .97 2.27 2.46 2.36
Savings deposits (including MMDAS) . 245 211 243 1.92 1.02 .73 71 1.15 1.87 1.98
Large time deposits® ............ .| 453 4.36 5.32 4.40 3.26 2.36 214 3.06 432 4.72

Other time deposits® ............ 521 4.95 5.53 511 3.44 2.70 2.61 3.40 4.05 4.55
Gross federal funds purchased and RPs . : 5.18 4.53 5.47 3.81 2.02 1.39 1.59 311 4.63 515
Other interest-bearing liabilities .............. 747 8.26 8.07 6.84 5.57 4.42 3.83 5.40 7.78 561

Income and expense as a percentage of average net consolidated assets

Gross interest inCome . ........c.ovevieiuaennnns 6.21 6.01 6.39 5155 477 4.05 3.9 4.47 5.46 5.61
Taxable equivaent .................. 6.22 6.03 6.41 557 4.79 4.07 3.96 4.48 5.48 5.63
LOANS ..o 4.27 4.35 4.74 4.13 3.57 3.04 2.86 3.19 391 3.98
SECUNMTIES + vt eii e .81 .85 .88 72 .73 .63 .69 72 .80 .69
Gross federal funds sold and reverse RPs ...... 42 .30 .25 .25 a2 .10 .10 .18 31 .38
Other ...oovviii . .70 .51 .51 44 .35 .28 .30 .38 45 .56
Gross interest expense . 348 3.16 3.60 2.69 1.65 1.19 1.20 1.89 2.88 3.00
DEPOSItS . .eveieeiieie i 2.20 197 233 1.74 1.05 74 74 1.17 1.72 1.87
Gross federal funds purchased and RPs . .54 40 .49 .35 .18 A3 A3 27 A7 46
Other .......... 74 .79 .78 .59 41 .33 .33 .45 .69 .68
Net interest income . 2.73 2.84 2.78 287 312 2.86 2.74 2.58 2.58 2.61
Taxable equivalent ........................ 2.75 2.86 2.80 2.89 314 2.88 2.76 259 2.60 2.63
LOSS PrOVISIONS’ ....vvveeiieeiiie e 31 .26 .38 .59 .73 .35 .16 .20 22 .60
Non-interest income . 215 2.55 254 2.26 231 2.32 221 237 2.35 1.95
Service charges on deposits ............ 33 37 40 44 48 46 45 42 41 40
Fiduciary activities .................... 32 31 27 29 .25 .26 24 27 23 20
Trading revenue ..............c.oooeeees 33 46 48 43 .32 .30 23 31 37 05
Interest rate exposures ............... 10 17 20 20 15 A2 07 11 09 08
Foreign exchange rate exposures . ... .. 20 19 18 14 14 14 12 12 14 09
Other commaodity and equity exposures. . ... .03 .09 A1 .08 .03 .04 .04 .07 A3 .06
Other ... 117 141 1.39 1.10 1.26 1.30 1.28 1.38 1.35 131
Non-interest eXpense ...........c.oveieiiiieei.s 347 345 331 313 3.16 3.02 311 2.99 2.89 2.80
Salaries, wages, and employee benefits . . 145 157 1.46 1.38 141 1.39 134 1.38 1.39 1.32
OCCUPANCY ..o eieveieeiieeeaeaen . A7 .50 A7 45 46 45 43 43 .40 37
Other ..o 154 138 1.39 1.30 1.28 118 133 1.19 1.09 112
Net non-interest expense ..............c.c.ooovenns 1.32 .90 a7 .87 .85 .70 91 .62 .54 .85
Gains on investment account securities .. 1 .03 -03 .08 13 1 .07 * -01 .02
Income before taxes and extraordinary items .... 122 171 1.60 1.48 167 1.92 174 1.75 1.82 118
TAXES ..ottt 44 .66 .60 49 .56 .63 .56 .57 .59 .33
Extraordinary items, net of income taxes ..... ki ki b -01 i ki ki kJ .02 kd
NELINCOME ..ottt .78 1.05 1.00 .99 111 1.29 1.18 1.18 1.25 .85
Cash dividends declared . .53 .79 .86 .66 1.05 .99 .65 .59 .64 .60
Retained income ................ooooiii .25 .26 .13 .32 .06 .30 .53 .59 .62 .25
MEMO: Return on equity ...........c.oveuiennns 10.53 13.58 13.04 12.55 13.14 16.06 14.07 12.86 14.08 9.23
Note: Data are as of April 16, 2008. 5. When possible, based on the average of quarterly balance sheet data re-
1. Includes alocated transfer risk reserve. ported on schedule RC-K of the quarterly Call Report.
2. Measured as the sum of large time deposits in domestic offices, deposits 6. Before 1997, large time deposit open accounts were included in other
booked in foreign offices, subordinated notes and debentures, federal funds time deposits.
purchased and securities sold under repurchase agreements, Federal Home 7. Includes provisions for alocated transfer risk.
Loan Bank advances, and other borrowed money. * |n absolute value, less than 0.005 percent.
3. Measured as the sum of construction and land development loans secured n.a Not available.
by real estate; real estate loans secured by nonfarm nonresidential properties or MMDA Money market deposit account.
by multifamily residential properties; and loans to finance commercial rea es- RP Repurchase agreement.
tate, construction, and land development activities not secured by real estate. MBS Mortgage-backed securities.

4. Other real estate owned is a component of other non-interest-earning
assets.
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007
C. Banks ranked 11 through 100 by assets

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Balance sheet items as a percentage of average net consolidated assets

Interest-earning @sSetS ... ...vvvvvviiiieiaaais 87.85 88.40 88.67 88.09 88.34 88.10 88.18 87.87 87.05 87.01
Loans and leases (net) ......... 64.37 64.22 64.88 62.14 60.00 59.48 60.63 63.37 62.77 60.99
Commercia and industrial ... 18.92 19.39 18.19 15.84 13.27 11.96 11.90 12.17 12.13 12.74

U.S. addressees ........... 17.59 18.17 17.64 15.36 12.94 11.66 11.64 11.91 11.81 12.41
Foreign addressees ......... 1.33 122 .55 48 .33 .30 .26 27 .32 .33
Consumer ... 14.52 13.58 13.79 13.20 12.79 12.57 12.74 12.84 11.94 9.99
Creditcard ............... 7.67 6.79 6.97 7.05 6.56 6.35 6.90 7.45 712 5.29
Installment and other ....... 6.86 6.79 6.82 6.15 6.22 6.21 5.83 5.39 4.82 4.70
Real estate .................. 24.59 24.79 26.21 27.29 28.94 30.67 32.16 34.89 8528 33.53
In domestic offices ...................... 24.42 24.61 26.12 27.21 28.88 30.54 31.96 34.73 35.03 33.34
Construction and land development . ... 2.03 244 3.00 331 3.36 3.22 351 421 527 5.95
Farmland .................cocc 17 .19 .22 .23 .22 .20 .19 .19 17 21
One- to four-family residential . 14.86 14.14 14.51 15.51 17.05 18.79 19.52 21.05 20.27 17.80
Home equity ..........ooovveieenn 217 2.08 2.49 2.90 3.92 4.74 5.90 6.04 5.01 4.01
Other ... 12.69 12.06 12.02 12.60 13.13 14.05 13.62 15.01 15.26 13.79
Multifamily residential ................ 1.00 1.02 111 1.16 1.20 1.32 1.34 1.45 1.45 1.26
Nonfarm nonresidential ............... 6.36 6.81 7.28 6.99 7.05 7.00 7.41 7.83 7.86 8.13
In foreign offices ....................... .18 .19 .09 .09 .06 A3 .20 .16 21 18
To depository institutions and

acceptances of other banks ............ 1.09 .93 1.05 1.40 1.44 121 54 .56 45 1.05
Foreign governments ...................... .06 .06 .03 .03 .02 .02 .01 .02 .01 .01
Agricultural production .................... .33 .33 37 .32 27 .23 19 19 .18 21
Other [0anS .....vvviiiiiieeins 3.35 2.99 2,57 2.03 1.80 1.59 1.87 1.62 1.88 243
Lease-financing receivables ................ 271 328 3.82 3.18 2.65 2.35 2.30 2.07 1.83 1.80
Less: Unearned incomeon loans............ -.04 -04 —-03 —-.02 -02 -.02 -.02 -01 -01 -01
LEss: Lossreservest ..............o.ioi.... -1.16 -1.11 -1.12 -1.13 -1.17 -1.10 -1.06 -97 -.87 =75
SECUNTIES .ttt 16.66 17.78 17.32 19.00 20.30 21.16 21.28 19.96 19.22 19.89
Investment account ...............cooiia.n. 16.13 17.27 16.10 17.71 19.17 20.09 20.12 18.80 17.72 17.99
.......................... 15.58 16.62 15.50 17.32 18.82 19.88 19.96 18.69 17.60 17.88
US Treasury ........covvvvivuiennnns 2.25 1.70 1.12 .67 74 .95 .89 .60 44 .38

U.S. government agency and
corporation obligations ........... 9.93 10.57 9.70 10.09 11.45 12.99 12.80 11.62 10.07 9.06

Government-backed mortgage pools . 4.98 512 431 5.19 6.00 6.08 5.74 4.83 4.04 3.73
Collateralized mortgage obligations . 2.83 2.89 2.55 242 2.79 3.72 342 3.39 294 2.68

Other ..o 212 2.56 2.84 248 2.65 3.19 3.64 3.40 3.10 2.65
State and local government .. .92 .99 .96 .99 97 .95 .96 .98 1.01 1.16
Private mortgage-backed securities . ... .96 1.33 1.66 2.01 213 214 2.65 3.58 4.29 4.60
Other ..o 153 2.03 2.06 3.56 3.53 2.85 2.66 1.90 1.78 2.67
Equity ......oooiiiiii .55 .65 .60 .39 34 21 .16 A1 12 12
Trading account 54 il 1.22 1.29 1.13 1.07 1.16 1.16 1.50 1.90
Gross federal funds sold and reverse RPs ....... 3.57 3.34 3.76 4.06 471 4.20 2.98 2.30 2.84 341
Interest-bearing balances at depositories ...... 3.24 3.06 271 2.88 3.33 3.26 3.29 224 222 272
Non-interest-earning assets ..................... 12.15 11.60 11.33 11.91 11.66 11.90 11.82 12.13 12.95 12.99
Revaluation gains held in trading accounts . ... .75 .56 .40 .55 A7 .60 42 .33 .30 48
Other ... 11.40 11.04 10.92 11.37 11.19 11.30 11.40 11.80 12.65 12.51
Liabilities ......cooiiiii 91.63 91.66 91.57 91.15 90.79 90.65 89.87 88.86 88.08 88.40
Core deposits ................. 49.89 48.33 46.28 46.28 47.07 47.93 46.55 48.18 46.84 47.44
Transaction deposits .......... 14.15 12.12 9.93 8.37 7.49 7.29 7.06 6.64 574 Bil5
Demand deposits ......... 12.39 10.52 8.61 7.17 6.32 5.96 5.65 BES 454 3.90
Other checkable deposits 175 1.60 1.32 1.20 117 133 141 1.29 1.20 1.25
Savings deposits (including MMDAS) ...... 22,51 23.89 24.02 26.62 30.07 32.34 3175 33.33 32.66 32.99
Small time deposits ....................... 13.24 1231 12.33 11.28 9.51 8.30 7.74 8.20 8.44 9.30
Managed liabilities? ..............ooooieinne. 38.11 39.85 41.98 40.81 39.48 38.12 39.29 37.04 37.60 37.02
Large time deposits .............c..ceiiinn 7.83 8.17 9.54 9.72 8.99 8.20 8.76 10.10 11.44 10.20
Deposits booked in foreign offices ......... 8.37 8.20 7.56 7.05 6.28 6.54 721 6.02 6.43 8.52
Subordinated notes and debentures .......... 1.66 171 154 153 1.44 1.38 1.39 131 1.32 1.40
Gross federal funds purchased and RPs... ... 9.48 9.78 9.28 9.71 9.66 9.69 8.95 717 6.74 6.79
Other managed liabilities .................. 10.77 11.99 14.07 12.79 13.11 12.30 12.97 12.44 11.66 10.10
Revaluation losses held in trading accounts ... .76 .58 41 .52 44 .56 40 34 .29 A7
Other ..o 2.87 291 291 3.54 3.80 4.05 3.64 3.30 3.35 348
Capital aCCOUNt ... 8.37 8.34 843 8.85 9.21 9.35 10.13 11.14 11.92 11.60
MEmO
Commercial real estate loans® .................. 10.11 11.00 12.06 12.06 12.24 12.10 12.85 13.93 15.05 15.95
Other real estate owned* ....................... .04 .03 .03 .04 .05 .06 .05 .04 .05 .06
Mortgage-backed securities ..................... 8.76 9.34 8.52 9.63 10.93 11.93 11.81 11.81 11.27 11.01
Federal Home Loan Bank advances ............. na na na 4.07 4.85 4.75 4.65 5.19 554 5.35

Average net consolidated assets
(billions of dollars) ...............coouvvens 1,745 1,879 2,031 2,130 2,124 2,287 2,376 2,403 2,579 2,798
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007—Continued
C. Banks ranked 11 through 100 by assets—Continued

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Effective interest rate (percent)®

Rates earned
Interest-earning assets . ...........ovviiiiiiianns 8.12 7.90 8.44 754 6.03 5.30 521 5.98 6.93 6.87
Taxable equivalent ................ . 8.16 7.94 8.48 7.58 6.07 5.33 524 6.02 6.97 6.91
Loans and leases, gross ................ 881 8.56 9.14 8.26 6.80 6.11 5.98 6.61 7.58 7.45
Net of loss provisions ............. 8.14 7.86 8.25 6.96 559 511 5.19 5.89 7.04 6.64
SECUNtieS ......oovvviiiiiiiiinnn. 6.31 6.41 6.64 5.96 4.79 3.80 3.63 4.18 4.99 5.25
Taxable equivalent ................ 6.46 6.55 6.77 6.08 491 3.90 3.73 4.29 5.10 5.37

INVeStMeNt aCCOUNE . . ...+ vvvvoveeeeeiss 6.33 6.43 6.66 6.04 4.86 3.87 3.64 411 4.84 5.18
U.S. Treasury securities and U.S.
government agency obligations

(excluding MBS) .................l n.a na na 5.83 4.28 317 2.94 347 4.28 4.85

Mortgage-backed securities ........ . na na na 6.60 534 4.20 4.02 434 5.02 5.23

Other ...t . na na na 513 422 3.61 3.29 4.06 4.87 5.28

Trading account ...............covu.es . 5.86 5.62 6.25 483 359 2.56 3.39 5.30 6.74 5.94

Gross federal funds sold and reverse RPs ... 5.46 5.13 6.06 3.86 1.68 114 1.25 324 4.96 512

Interest-bearing balances at depositories ...... 5.67 4.82 5.49 4.38 2.46 1.93 227 320 4.24 4.84
Rates paid

Interest-bearing liabilities....................... 4.55 4.23 4.97 3.94 222 161 1.56 2.44 3.48 3.72
Interest-bearing deposits ............... . 4.15 3.80 4.42 3.60 1.96 135 1.29 2.03 3.07 333
In foreign offices .................... 522 471 5.38 3.67 1.70 1.23 142 2.76 4.10 4.01

In domestic offices .................. 3.96 3.64 4.26 3.60 1.99 1.36 127 1.95 2.95 3.22

Other checkable deposits ............ 241 2.06 257 2.32 .94 .64 72 1.29 212 2.60
Savings deposits (including MMDAS) 2.76 251 2.94 2.30 1.08 .66 .65 1.30 214 244
Large time deposits® .............. 5.32 5.00 5.88 511 3.37 2.70 2.49 331 445 4.46
Other time deposits® .............. 5.35 5.08 5.73 542 3.68 2.95 2.58 3.03 4.09 4.74

Gross federal funds purchased and RPs . . 5.22 4.91 6.02 3.86 1.73 1.20 1.37 3.04 4.46 4.71
Other interest-bearing liabilities .............. 5.75 5.44 6.25 5.29 3.65 3.04 2.77 3381 4.90 5125

Income and expense as a percentage of average net consolidated assets

Gross interest inCome . ........c.oveviiinaennnns 7.15 7.03 754 6.70 531 4.67 4.63 5.28 6.08 5.99
Taxable equivaent .................. 7.19 7.07 757 6.73 534 4.70 4.65 531 6.11 6.02
LOANS ..ot . 5.78 5.60 6.05 5.28 4.15 3.72 & 4.27 4.85 4.60
SECUNMTIES +.vvve e . 1.00 111 1.09 1.06 .90 75 .73 a7 .87 .93
Gross federal funds sold and reverse RPs ...... .19 .18 .22 .15 .08 .04 .03 .06 .13 17
Other ...oovviii . .18 14 .18 21 .18 15 15 .18 .23 .29
Gross interest expense . 345 3.29 3.96 314 1.77 1.30 1.26 1.94 2.78 2.96
DEPOSItS .. evvieeiieie e 2.23 2.04 241 201 1.09 a7 74 1.18 1.84 2.04
Gross federal funds purchased and RPs . .51 .51 .56 .38 A7 12 A3 .23 .30 .32
Other .......... 71 74 .99 75 .51 41 40 .53 .63 .59
Net interest income . 3.70 B¥/5) 3.58 3.56 3.54 3.37 3.36 3.34 3.30 3.03
Taxable equivalent ........................ BY8 3.78 3.61 3.59 357 3.40 3.39 3.37 333 3.06
LOSS ProVISIONS’ ...'vvveeeieeiiie e 53 55 .68 .91 .80 67 55 .52 41 55
Non-interest income . 3.09 3.38 3.18 8185/ 3.30 3.29 3.09 2381 291 2.73
Service charges on deposits ............ 42 42 42 42 42 42 40 37 35 33
Fiduciary activities .................... 49 48 52 42 42 .37 42 35 41 54
Trading revenue ..............c.oooeeees 09 08 07 08 .08 .08 07 06 07 09
Interest rate exposures ............... . .03 .02 .02 .04 .04 .04 -01 -01 .02 *
Foreign exchange rate exposures . ... .. . .06 .05 .04 .03 .04 .04 .05 .04 .05 .08
Other commaodity and equity exposures. . ... * * * * * .01 .03 .02 -01 *
Other ... 2.09 2.40 218 243 2.37 241 2.20 2.03 2.09 177
Non-interest eXpense ..........coooveieiiiiian.s 4.05 4.15 4.00 3.95 3.73 3.64 8i55 3.36 334 345
Salaries, wages, and employee benefits . . 1.53 1.54 1.44 1.47 1.49 147 145 1.37 134 1.32
OCCUPANCY .. eveveeeeiieieeaen . 46 .46 43 42 .40 41 .39 37 .33 .34
Other ..o 2.06 2.16 214 2.07 184 1.76 1.70 1.62 1.68 179
Net non-interest expense ....................... .95 77 .82 .60 43 .35 45 .55 43 71
Gains on investment account securities .. .03 -01 -.05 .09 .10 .06 .03 * -.03 -05
Income before taxes and extraordinary items .... 224 242 2.02 214 241 242 2.39 227 243 171
TAXES .ottt .78 .87 .70 74 .82 .82 .82 77 .83 .59
Extraordinary items, net of income taxes ..... ki ki b i i ki ki .01 .07 -05
NELINCOME ..ottt 1.45 155 1.32 1.39 1.59 1.59 157 1.50 1.67 1.06
Cash dividends declared . .96 117 .94 .96 .99 1.05 .95 1.00 1.37 1.26
Retained income ................ooooiii 49 .38 .38 43 .60 .54 .62 .50 .30 -20
MEMO: Return on equity ...........c.oveeiennns 17.37 18.59 15.72 15.74 17.24 17.03 15.54 13.48 14.05 9.16
Note: Data are as of April 16, 2008. 5. When possible, based on the average of quarterly balance sheet data re-
1. Includes alocated transfer risk reserve. ported on schedule RC-K of the quarterly Call Report.
2. Measured as the sum of large time deposits in domestic offices, deposits 6. Before 1997, large time deposit open accounts were included in other
booked in foreign offices, subordinated notes and debentures, federal funds time deposits.
purchased and securities sold under repurchase agreements, Federal Home 7. Includes provisions for alocated transfer risk.
Loan Bank advances, and other borrowed money. * |n absolute value, less than 0.005 percent.
3. Measured as the sum of construction and land development loans secured n.a Not available.
by real estate; real estate loans secured by nonfarm nonresidential properties or MMDA Money market deposit account.
by multifamily residential properties; and loans to finance commercial rea es- RP Repurchase agreement.
tate, construction, and land development activities not secured by real estate. MBS Mortgage-backed securities.

4. Other real estate owned is a component of other non-interest-earning
assets.
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007
D. Banks ranked 101 through 1,000 by assets

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Balance sheet items as a percentage of average net consolidated assets

Interest-earning @sSetS ... ...vvvvvviiiieiaaais 91.38 91.68 91.50 91.16 91.36 91.34 91.56 91.31 91.07 91.29
Loans and leases (net) ......... 61.23 61.48 62.15 62.46 61.46 61.32 63.33 65.15 67.04 68.85
Commercia and industrial ... 12.45 12.66 12.95 13.03 12.38 1151 11.52 11.79 11.68 12.08

U.S. addressees ........... 12.12 12.34 12.60 12.65 12.06 11.20 11.21 11.49 11.45 11.80
Foreign addressees ......... .32 .32 .36 .38 31 31 31 .30 .23 27
Consumer ... 12.56 10.77 10.19 9.76 8.13 6.76 6.33 5.38 5.50 5.35
Creditcard ............... 4.78 3.37 3.27 3.65 2.63 1.79 191 1.20 1.63 1.88
Installment and other ...... 7.78 741 6.92 6.11 5.50 4.97 4.42 4.18 3.87 3.46
Readl estate .................. 33.83 35.89 36.93 37.64 38.93 40.97 43.38 45.88 47.88 49.49
In domestic offices ...................... 33.81 35.87 36.91 37.62 38.90 40.93 43.32 45.81 47.78 49.40
Construction and land development . ... 2.87 3.48 415 4.90 5.40 5.90 7.01 8.87 11.01 12.85
Farmland .................cocc .56 .58 .65 .66 .73 .80 91 .99 1.07 1.16
One- to four-family residential . 18.14 18.26 17.17 16.18 15.39 15.71 15.33 15.18 14.76 14.08
Home equity .........cooovveieenn 214 1.99 2.10 221 251 2.92 3.46 361 825 3.01
Other ..o 16.00 16.26 15.06 13.97 12.88 12.79 11.87 11.57 11.51 11.07
Multifamily residential ................ 1.25 1.44 1.58 1.69 1.83 2.00 224 2.37 2.32 2.33
Nonfarm nonresidential ............... 10.99 12.11 13.36 14.18 15.55 16.52 17.82 18.40 18.63 18.98
In foreign offices ................... ... .02 .02 .02 .02 .03 .05 .06 .08 .10 .09
To depository institutions and
acceptances of other banks ............ .52 .46 .37 .38 37 37 .25 13 14 14
Foreign governments ...................... .03 .03 .03 .03 .02 .02 .01 * * *
Agricultural production .................... .80 .78 .82 .85 .86 .83 .82 .81 .84 .88
Other [0anS ......vvvieiiiiiiiins 1.30 1.25 1.22 122 118 125 1.32 1.36 1.20 122
Lease-financing receivables ................ .99 .78 75 74 75 .67 75 75 75 .65
LEess: Unearned incomeon loans............ -.09 -.08 -08 -07 —-.06 —-.06 —-.06 —-.06 —-.06 —-.06
LEss: Lossreservest ..............o.ioi.... -1.15 -1.06 -1.04 -1.12 -1.09 -1.02 —98 —-90 —.88 -91
SECUNTIES .ttt 24.19 25.18 24.34 2281 23.85 24.37 23.59 21.59 19.55 18.30
Investment account ...............cooiia.n. 24.08 25.10 24.25 22.70 23.80 24.23 2354 21.51 19.47 18.10
.......................... 23.39 24.34 23.46 22.27 23.30 23.80 23.18 21.22 19.20 17.69
US Treasury ........covvvvivuiennnns 391 253 1.81 1.32 1.23 1.00 1.02 .83 .59 A7
U.S. government agency and
corporation obligations ........... 15.08 16.28 15.56 14.70 15.85 16.96 16.70 15.06 13.55 12.32

Government-backed mortgage pools . 6.45 6.72 6.22 6.27 6.56 7.03 6.80 5.73 4.83 457
Collateralized mortgage obligations . 321 352 3.04 3.08 3.69 3.69 341 3.16 281 2.60

Other ..o 543 6.04 6.30 5.35 5.60 6.24 6.49 6.17 5.90 5.15
State and local government .. 2.69 2.90 291 2.90 2.89 2.95 2.92 2.79 2.74 2.77
Private mortgage-backed securities . ... .65 1.03 .99 .94 .99 .87 1.08 1.17 1.08 1.01
Other ..o 1.06 1.60 219 242 2.34 201 1.46 1.37 124 112
Equity ......oooiiiiii .69 77 .80 43 .50 43 .36 .29 27 41
Trading account A1 .08 .09 A1 .05 14 .05 .08 .07 .20
Gross federal funds sold and reverse RPs ....... 4.16 885 3.40 4.20 4.15 3.85 2.95 2.82 2.81 2,57
Interest-bearing balances at depositories ...... 1.80 1.68 1.60 1.68 1.89 1.80 1.69 1.76 1.67 157
Non-interest-earning assets ..................... 8.62 8.32 8.50 8.84 8.64 8.66 8.44 8.69 8.93 8.71
Revaluation gains held in trading accounts . ... * .01 .02 .01 .01 * * * .03 .04
Other ... 8.62 8.31 8.49 8.84 8.64 8.66 8.44 8.68 8.90 8.67
Liabilities ......c.oviiii 90.55 90.90 90.95 90.32 89.93 89.69 89.18 89.11 89.01 88.86
Core deposits ................. 63.87 62.48 60.80 60.34 61.27 61.33 60.40 59.07 58.04 59.68
Transaction deposits . ......... 16.08 13.93 12.29 11.48 11.37 11.51 11.77 11.16 9.81 8.43
Demand deposits ......... 11.87 10.19 8.97 8.23 8.05 7.97 8.13 7.87 6.99 5.94
Other checkable deposits 4.22 3.75 3.32 3.25 3.32 3.54 3.64 3.28 2.83 2.49
Savings deposits (including MMDAS) ...... 26.43 28.56 28.55 29.40 32.34 34.02 34.42 33.77 32.82 32.89
Small time deposits ....................... 21.36 19.98 19.96 19.46 17.55 15.80 14.20 14.14 15.41 18.36
Managed liabilities? ..............ocooeenne. 24.65 26.33 28.01 27.75 26.57 26.38 26.98 28.38 29.32 27.51
Large time deposits .............c..ceiiinn 10.09 10.29 11.98 12.60 12.16 11.90 12.12 13.64 15.21 14.42
Deposits booked in foreign offices ......... 131 120 128 124 .88 .64 .65 .57 .52 .57
Subordinated notes and debentures ......... 37 .35 .30 31 .34 .35 .35 27 .24 22
Gross federal funds purchased and RPs... ... 6.15 6.90 6.30 5.76 5.27 5.36 5.52 SI55) 5.40 5.33
Other managed liabilities .................. 6.73 7.58 8.15 7.84 7.90 8.13 8.34 8.35 7.94 6.97
Revaluation losses held in trading accounts ... .01 .01 * .01 .01 * * * .01 .01
Other ..o 2.02 2.09 213 2.23 2.08 1.98 181 1.66 164 1.66
Capital aCCOUNt ... 9.45 9.10 9.05 9.68 10.07 10.31 10.82 10.89 10.99 11.14
MEmMO
Commercial real estate loans® .................. 15.33 17.27 19.32 21.03 23.06 24.64 27.28 29.85 32.22 34.52
Other real estate owned® ....................... .09 .08 .07 .08 .10 A1 .10 .08 .08 A1
Mortgage-backed securities ..................... 10.31 11.27 10.25 10.29 11.24 11.60 11.29 10.07 8.72 8.18
Federal Home Loan Bank advances ............. na na na 5.27 571 6.29 6.46 6.43 6.11 5.53

Average net consolidated assets
(billions of dollars) ...............coouvvns 938 974 987 1,002 1,022 1,072 1,080 1,152 1,249 1,267
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007—Continued
D. Banks ranked 101 through 1,000 by assets—Continued

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Effective interest rate (percent)®

Rates earned
Interest-earning assetS .. .....ovvvvveeiieiiieinns 8.38 7.83 8.48 7.85 6.42 5.58 5.46 6.11 7.01 7.32
Taxable equivalent ................ .| 847 7.92 8.56 7.94 6.50 5.66 558 6.18 7.08 7.39
Loans and leases, gross ................ 941 8.74 9.42 8.76 7.30 6.55 6.25 6.89 7.79 8.02
Net of loss provisions ............. 8.78 8.26 8.75 7.87 6.55 6.00 5.87 6.63 754 7.47
SECUMIES .. 6.30 6.04 6.45 5.96 4.95 3.81 3.79 4.03 453 4.86
Taxable equivalent ................ 6.57 6.29 6.71 6.24 5.21 4.06 4.04 4.28 4.80 5.14

INVeStMeNt aCCOUNE . . ...+ vvvvoveeeeeiss 6.30 6.03 6.45 5.96 4.92 3.82 3.78 4.02 4.53 4.86
U.S. Treasury securities and U.S.
government agency obligations

(excluding MBS) .................l n.a na na 5.85 4.54 342 &5 347 4.19 4.74

Mortgage-backed securities .. ...... . n.a na na 6.33 5.38 3.95 4.01 4.23 4.64 4.96

Other ..., . na na na 5.40 4.50 4.07 4.21 4.42 481 4.81

Trading account ...............ooo.... . 6.84 7.33 9.30 6.60 14.05 3.07 10.30 6.59 4.92 5.25

Gross federal funds sold and reverse RPs ... 531 4.98 6.15 391 1.73 127 157 3.31 494 5.07

Interest-bearing balances at depositories ...... 5.77 5.07 5.76 3.93 1.79 1.26 1.47 329 4.58 4,94
Rates paid

Interest-bearing liabilities....................... 4.50 4.09 4.79 397 244 1.79 1.65 2.36 3.38 379
Interest-bearing deposits ............... . 4.28 3.84 4.46 3.81 227 1.60 144 2.09 311 3.59
In foreign offices .................... 5.55 5.07 6.13 4.27 214 143 143 3.05 4.50 4.63

In domestic offices .................. 4.25 3.82 4.43 3.81 2.28 1.60 144 2.08 3.10 3.58

Other checkable deposits ............ 215 1.99 2.27 1.81 1.06 74 72 1.18 174 1.89
Savings deposits (including MMDAS) 2.96 2.65 3.07 222 117 .76 74 1.27 2.06 2.38
Large time deposits® .............. 5.51 5.17 6.00 5.27 3.32 257 2.33 321 441 491
Other time deposits® .............. 5.64 511 5.74 551 3.77 2.86 251 3.10 4.19 4.83

Gross federal funds purchased and RPs . . 5.13 4.82 5.95 3.82 1.83 1.29 1.45 294 4.52 4.62
Other interest-bearing liabilities .............. 5.93 5.47 6.46 5.32 4.22 3157 3.37 4.02 4.75 5.04

Income and expense as a percentage of average net consolidated assets

Gross interest inCome . ........c.oveviiinaennnns 7.66 7.19 7.79 7.16 5.84 5.07 4.99 557 6.40 6.68
Taxable equivaent .................. 7.74 7.27 7.86 7.24 591 514 5.06 5.63 6.46 6.74
LOANS ..ot . 5.89 547 5.96 5.59 4.56 4.06 4.01 4.55 5.29 558
SECUNMTIES +.vvve e . 1.50 151 158 1.33 1.15 91 .88 .86 .89 .88
Gross federal funds sold and reverse RPs ...... 22 17 21 .16 .07 .05 .05 .09 14 .13
Other ...oovviii . .06 .04 .04 .08 .06 .05 .05 .07 .09 .09
Gross interest expense . 344 3.20 3.79 314 1.92 141 1.29 1.84 2.67 3.01
DEPOSItS .. evvieeiieie e 2.70 244 2.87 248 1.49 1.04 .92 1.34 2.04 241
Gross federal funds purchased and RPs . .32 .34 .38 22 .09 .07 .08 .16 .24 .25
Other .......... A2 A2 54 44 .34 .30 .29 .34 .39 .36
Net interest income . 4.21 3.99 4.00 4.02 3.92 3.66 3.70 3.72 3.73 3.67
Taxable equivalent ........................ 4.29 4.07 4.07 4.10 3.99 BY8 3.77 3.79 3.79 &73
LOSS ProVISIONS’ ...'vvveeeieeiiie e 49 .39 .52 .65 54 40 .30 .23 .23 .45
Non-interest income . 2.26 231 2.35 2.37 237 2.30 2.26 2.01 1.98 1.88
Service charges on deposits ............ .39 .38 .36 .39 41 41 .39 .36 .35 .36
Fiduciary activities .................... .37 .38 44 40 .35 .34 .37 .35 .30 .31
Trading revenue ..............c.oooeeees .02 .02 .01 * * .01 .01 .01 .01 .01
Interest rate exposures ............... . .01 .01 .01 -01 * .01 .01 .01 * *
Foreign exchange rate exposures . ... .. . * * * * * * * * * *
Other commaodity and equity exposures. . ... * * * * * * * * * *
Other ... 1.49 153 1.55 1.58 1.60 154 1.49 1.29 1.32 1.20
Non-interest eXpense ...........o.vveieiiiiean.s 3.86 3.70 3.84 3.88 3.72 3.59 3.54 3.37 3.35 3.26
Salaries, wages, and employee benefits . . 1.56 1.56 1.59 1.61 1.64 1.64 1.64 1.61 1.59 157
OCCUPANCY ..o eeveveaeeiieiieeiaen . A7 A7 A7 .46 45 43 43 41 .40 .40
Other ... 1.83 1.68 1.78 1.81 1.63 152 1.47 1.35 1.35 1.28
Net non-interest expense ..............c.cooovenns 1.60 1.39 1.48 1.52 1.35 1.29 1.29 1.36 1.36 1.38
Gains on investment account securities .. .04 -01 -04 .05 .04 .05 .02 -01 -01 -01
Income before taxes and extraordinary items .... 2.16 219 1.96 1.90 2.07 2.02 213 212 212 1.83
TAXES .ottt 74 74 .67 .66 .67 .66 .68 .68 .69 .58
Extraordinary items, net of income taxes ..... .06 .01 b .01 i .03 ki kJ i b
NELINCOME ..ot 147 1.46 1.29 1.25 1.39 1.39 1.45 1.45 1.43 1.25
Cash dividends declared . 1.01 1.06 .92 1.33 1.19 164 .78 .86 .89 91
Retained income .................cooiii 46 40 .37 -08 .20 -25 .68 .58 .54 .34
MEMO: Return on equity ...........c.oveeiennns 15.60 16.10 14.21 12.94 13.83 13.48 13.42 13.30 13.03 11.21
Note: Data are as of April 16, 2008. 5. When possible, based on the average of quarterly balance sheet data re-
1. Includes alocated transfer risk reserve. ported on schedule RC-K of the quarterly Call Report.
2. Measured as the sum of large time deposits in domestic offices, deposits 6. Before 1997, large time deposit open accounts were included in other
booked in foreign offices, subordinated notes and debentures, federal funds time deposits.
purchased and securities sold under repurchase agreements, Federal Home 7. Includes provisions for alocated transfer risk.
Loan Bank advances, and other borrowed money. * |n absolute value, less than 0.005 percent.
3. Measured as the sum of construction and land development loans secured n.a Not available.
by real estate; real estate loans secured by nonfarm nonresidential properties or MMDA Money market deposit account.
by multifamily residential properties; and loans to finance commercial rea es- RP Repurchase agreement.
tate, construction, and land development activities not secured by real estate. MBS Mortgage-backed securities.

4. Other real estate owned is a component of other non-interest-earning
assets.
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007
E. Banks not ranked among the 1,000 largest by assets

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Balance sheet items as a percentage of average net consolidated assets

Interest-earning @sSetS ... ...vvvvvviiiieiaaais 92.64 92.55 92.52 92.26 92.22 92.14 92.34 92.30 92.37 92.40
Loans and leases (net) ......... 59.11 59.76 62.31 62.67 62.72 62.31 63.80 65.44 66.65 67.29
Commercia and industrial ... 10.33 10.64 11.09 11.10 10.71 10.42 10.29 10.21 10.17 10.25

U.S. addressees ........... 10.25 10.55 11.02 11.02 10.65 10.36 10.25 10.15 10.12 10.22
Foreign addressees ......... .08 .08 .07 .08 .06 .05 .04 .06 .05 .04
Consumer ... 8.46 8.17 7.98 742 6.77 6.16 5.45 4.97 4.63 4.36
Creditcard ............... .70 .69 .59 .59 49 51 40 .36 37 37
Installment and other ....... 7.76 7.47 7.39 6.83 6.28 5.65 5.05 4.61 4.25 3.99
Real estate . ................. 36.04 36.83 39.29 40.30 41.52 42.30 44.75 46.97 48.54 49.28
In domestic offices ...................... 36.04 36.83 39.29 40.30 41.52 42.30 44.75 46.97 48.53 49.28
Construction and land development . ... 3.02 3.28 3.70 4.23 451 4.99 6.01 7.46 9.10 10.01
Farmland .................cocc 2.83 2.95 3.06 3.04 3.08 3.13 3.22 3.25 3.26 3.38
One- to four-family residential . 18.04 17.66 18.43 18.24 17.91 17.09 17.18 17.12 16.69 16.30
Home equity ..........ooovveieenn 121 1.17 1.28 1.37 1.62 1.79 211 2.20 2.06 2.01
Other ..o 16.83 16.49 17.15 16.87 16.29 15.29 15.06 14.93 14.63 14.30
Multifamily residential ................ .93 .98 1.04 1.06 1.16 1.28 141 1.48 147 1.50
Nonfarm nonresidential ............... 11.22 11.96 13.06 13.71 14.86 15.82 16.93 17.66 18.01 18.09
In foreign offices ................... ... * * * * * * * * * *
To depository institutions and
acceptances of other banks ............ 14 14 12 12 .10 .09 .07 .05 .05 .06
Foreign governments ...................... * .01 .01 * * * * * * *
Agricultural production .................... 4.27 4.06 3.85 3.76 364 3.40 3.26 321 322 3.26
Other [0aNS .....vvvieiiiiiiiins .67 .67 .69 .67 .65 .66 .68 .70 .70 .70
Lease-financing receivables ................ .24 .26 27 27 31 .26 .25 24 .26 27
Less: Unearned incomeon loans............ -20 -15 -1 -09 -07 —-.06 —-.06 -05 —-05 -04
LEss: Lossreservest ..............o.ioi.... —86 —-87 —-88 —.88 -90 —-92 -89 -.87 -.87 -.87
SECUNTIES .ttt 26.69 26.91 25.40 22.80 23.34 23.47 23.34 21.92 20.54 19.65
Investment account ...............cooiia.n. 26.66 26.88 25.38 22.79 23.32 23.44 23.33 21.90 20.52 19.57
.......................... 26.12 26.34 24.82 22.49 23.05 2312 23.07 21.70 20.35 19.41
US Treasury ........covvvvivuiennnns 5.05 334 212 1.33 1.04 .90 .81 71 .61 A7
U.S. government agency and
corporation obligations ........... 15.43 16.89 16.95 15.27 16.07 16.23 16.57 15.64 14.73 14.02

Government-backed mortgage pools . 3.90 3.95 347 3.78 4.54 4.84 4.76 4.23 3.62 3.55
Collateralized mortgage obligations . 2.02 2.00 1.70 194 2.30 220 1.96 171 1.50 1.55

Other ..o 9.51 10.93 11.78 9.56 9.23 9.19 9.85 9.70 9.61 8.92
State and local government .. 4.80 4.96 4.64 451 4.56 4.73 4.67 4.49 4.30 4.20
Private mortgage-backed securities . ... .16 .26 .23 27 .26 21 .19 22 .24 .29
Other ... .69 .89 .88 111 112 1.05 .83 .65 .48 43
Equity ......oooiiiiii 54 .53 .56 .30 27 31 .26 .20 17 A7
Trading account .04 .03 .02 .01 .01 .04 .01 .02 .02 .07
Gross federal funds sold and reverse RPs ....... 5.13 4.17 3.22 5.01 4.26 4.27 833 3.24 3.53 3.92
Interest-bearing balances at depositories ...... 172 1.71 1.59 1.78 1.90 2.08 1.86 1.70 1.65 1.55
Non-interest-earning assets ..................... 7.36 7.45 7.48 7.74 7.78 7.86 7.66 7.70 7.63 7.60
Revaluation gains held in trading accounts . ... * * * * * * * * * *
Other ... 7.36 7.45 7.48 7.74 7.78 7.86 7.66 7.70 7.63 7.60
Liabilities ......cooiiiii 89.53 89.75 89.88 89.59 89.73 89.58 89.55 89.49 89.35 88.95
Core deposits ................. 73.75 72.74 70.87 69.92 70.04 69.97 69.24 67.68 65.74 65.12
Transaction deposits .......... 24.26 23.87 23.20 22.35 22.67 23.18 23.36 22.72 20.81 18.66
Demand deposits ......... 13.08 12.80 12.64 12.16 12.24 12.58 12.77 12.77 11.97 10.74
Other checkable deposits 11.18 11.07 10.57 10.19 10.42 10.60 10.59 9.95 8.84 7.93
Savings deposits (including MMDAS) ...... 19.06 19.77 19.19 19.38 21.32 22.42 23.24 22.98 22.66 22.68
Small time deposits ....................... 30.43 29.10 28.48 28.19 26.05 24.36 22.64 21.98 22.28 23.77
Managed liabilities? ..............ooooieinne. 14.76 16.09 18.08 18.67 18.79 18.77 19.57 21.04 22.76 22.92
Large time deposits ............c.c..cuiiinn 11.11 11.52 12.51 13.55 13.21 13.07 13.16 14.53 16.49 16.91
Deposits booked in foreign offices ......... .07 .08 .05 .06 .07 .06 .07 .06 .06 .05
Subordinated notes and debentures .......... .01 .01 .02 .02 .04 .03 .04 .03 .03 .03
Gross federal funds purchased and RPs... ... 1.49 1.79 2.06 155 151 152 1.76 174 1.82 1.82
Other managed liabilities .................. 2.08 2.69 344 349 3.96 4.09 4.55 4.68 4.36 411
Revaluation losses held in trading accounts ... * * * * * * * * * *
Other ..o 1.03 .92 .93 1.00 .90 .84 74 77 .84 91
Capital acCcount ...........ooveiiiiiiiiiiiiannnns 10.47 10.25 10.12 10.41 10.27 10.42 10.45 10.51 10.65 11.05
MEmMO
Commercial real estate loans® .................. 15.27 16.33 17.91 19.15 20.67 22.22 24.50 26.76 28.81 29.89
Other real estate owned® ....................... A3 A1 A1 12 14 15 14 13 12 .16
Mortgage-backed securities ..................... 6.07 6.22 5.39 5.99 7.10 7.25 6.91 6.15 5.36 5.39
Federal Home Loan Bank advances ............. na na na 3.34 3.72 3.87 4.32 4.47 4.14 3.93

Average net consolidated assets
(billions of dollars) ...............ccoooieee 644 651 655 674 704 741 768 804 840 862
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A.1. Portfolio composition, interest rates, and income and expense, U.S. banks, 1998-2007—Continued
E. Banks not ranked among the 1,000 largest by assets—Continued

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007

Effective interest rate (percent)®

Rates earned
Interest-earning assetS .. .....ovvvvveeiieiiieinns 8.35 8.04 8.44 7.92 6.79 5.93 5.73 6.23 7.01 7.26
Taxable equivalent ................ .| 848 8.17 8.56 8.03 6.90 6.04 5.84 6.33 7.10 7.36
Loans and leases, gross ................ 9.69 9.27 9.51 9.01 7.83 7.08 6.71 7.17 7.94 8.13
Net of loss provisions ............. 9.34 8.89 9.14 8.60 7.39 6.71 6.45 6.94 7.74 7.83
SECUMIES .. 6.04 5.88 6.15 5.86 5.03 3.87 3.74 3.87 4.28 4.68
Taxable equivalent ................ 6.45 6.29 6.54 6.27 543 4.26 411 4.24 4.65 5.06

Investment account .........................|  6.04 5.88 6.15 5.86 5.02 387 373 3.86 428 468
U.S. Treasury securities and U.S.
government agency obligations

(excluding MBS) .................l n.a na n.a 5.97 4.80 3.74 3.38 B58] 412 4.70
Mortgage-backed securities .. ...... . n.a na na 6.20 547 3.58 3.90 4.16 4.59 4.96
Other ..., . na na na 5.29 4.87 4.43 4.18 4.16 4.25 4.33
Trading account ...............ooo.... . 5.26 3.60 4.01 6.43 15.38 2.89 18.95 7.52 7.51 4.97
Gross federal funds sold and reverse RPs ... 5.35 4.96 6.24 3.82 1.63 1.08 1.32 321 4.95 5.05
Interest-bearing balances at depositories ...... 5.65 5.65 6.38 4.56 2.68 1.97 2.02 321 4.64 5.05
Rates paid
Interest-bearing liabilities....................... 4.63 4.32 4.84 4.43 2.93 2.14 1.88 244 342 391
Interest-bearing deposits ............... . 4.52 421 4.67 431 2.78 2.02 175 2.29 3.28 381
In foreign offices .................... 4.84 412 513 397 167 .85 1.04 2.86 4.27 4.66
In domestic offices .................. 452 421 4.67 431 2.78 2.02 1.75 2.29 3.28 381
Other checkable deposits ............ 244 2.27 247 1.97 1.16 .78 .69 .99 1.45 1.61

3.38 3.20 3.56 2.81 172 113 1.04 153 2.34 2.67
5.53 5.21 5.89 5.52 3.61 2.78 247 321 4.37 4.90

Other time deposits® .............. 5.63 5.24 5.70 5.60 3.88 2.96 2.55 3.04 4.12 4.79
Gross federal funds purchased and RPs . . 4.96 4.73 5.69 3.92 1.85 131 1.45 2.89 4.37 4.45
Other interest-bearing liabilities .............. 9.56 8.25 9.13 8.08 6.82 5.32 4.59 5.01 5.70 5.82

Savings deposits (including MMDAS)
Large time deposits® ..............

Income and expense as a percentage of average net consolidated assets

Gross interest inCome . ........c.oveviiinaennnns 7.74 7.48 7.83 7.33 6.31 5.46 5.32 5.78 6.49 6.74
Taxable equivaent .................. 7.86 7.60 7.95 7.44 6.41 5.56 541 5.87 6.58 6.82
LOANS ..ot . 5.80 5.62 5.99 5.73 5.01 4.47 4.35 4.76 5185 B5158]
SECUNMTIES +.vvve e . 159 1.58 157 1.32 1.16 .89 .87 .85 .88 .92
Gross federal funds sold and reverse RPs ...... .29 22 21 .20 .07 .05 .05 11 .18 .20
Other ...oovviii . .06 .06 .05 .08 .06 .06 .05 06 .08 .08
Gross interest expense . 3.46 3.26 3.64 333 222 1.60 141 1.82 2.56 2.95
DEPOSItS .. evvieeiieie e 3.25 3.02 3.30 3.07 1.98 141 122 158 227 2.67
Gross federal funds purchased and RPs . .07 .08 12 .06 .03 .02 .02 .05 .08 .08
Other .......... 13 A5 21 .20 21 17 A7 19 21 .20
Net interest income . 4.28 4.22 4.20 4.00 4.08 3.86 391 3.96 3.9 3.79
Taxable equivalent ........................ 4.40 4.34 431 4.10 4.19 3.96 4.00 4.05 4.03 3.87
LOSS ProVISIONS’ ...'vvveeeieeiiie e .29 31 .32 .33 .35 .29 .23 21 .20 .27
Non-interest income . 152 1.44 131 1.30 1.39 1.47 1.38 1.33 131 1.33
Service charges on deposits ............ 42 42 43 44 45 43 43 40 .38 37
Fiduciary activities .................... .23 .26 21 .25 .27 .28 31 33 .36 .38
Trading revenue ..............c.oooeeees * * * * * * * * * *
Interest rate eXposUres ............... * * * * * * * * * *
Foreign exchange rate exposures . ... .. * * * * * * * * * *
Other commaodity and equity exposures. . ... * * * * * * * * * *
Other ... .86 75 .67 .61 .67 .76 .64 .61 .57 .58
Non-interest eXpense ...........c.oveieiiiieei.s 3.74 3.73 357 3.54 357 3.56 3.52 348 349 3.53
Salaries, wages, and employee benefits . . 1.82 1.82 1.78 1.79 1.82 1.82 181 1.79 1.82 184
OCCUPANCY ..o eieveieeiieeeaeaen . 49 49 A7 A7 46 45 45 44 44 44
Other ..o 143 142 131 1.28 1.28 128 1.26 125 124 125
Net non-interest expense ..............c.c.ooovenns 2.23 2.29 2.26 224 2.18 2.09 214 215 2.18 219
Gains on investment account securities .. .02 * -01 .04 .05 .04 .01 * -01 *
Income before taxes and extraordinary items 1.79 1.62 161 1.46 1.60 153 155 1.60 155 132
TAXES .ottt .53 A7 45 .39 A1 .38 .37 .38 .36 .29
Extraordinary items, net of income taxes ..... ki i = i -01 ki ki = ki kd
NELINCOME ..ottt 1.26 1.15 117 1.07 1.18 1.14 1.18 121 1.19 1.03
Cash dividends declared . .81 .70 .79 .64 .68 .67 .64 .67 .65 .67
Retained income .................oooiii 45 45 .38 43 .50 A7 .54 .54 .53 .36
MEMO: Return on equity ...........c.ooeuiennns 12.00 11.25 11.52 10.28 11.49 10.97 11.26 11.54 11.15 9.30
Note: Data are as of April 16, 2008. 5. When possible, based on the average of quarterly balance sheet data re-
1. Includes alocated transfer risk reserve. ported on schedule RC-K of the quarterly Call Report.
2. Measured as the sum of large time deposits in domestic offices, deposits 6. Before 1997, large time deposit open accounts were included in other
booked in foreign offices, subordinated notes and debentures, federal funds time deposits.
purchased and securities sold under repurchase agreements, Federal Home 7. Includes provisions for alocated transfer risk.
Loan Bank advances, and other borrowed money. * |n absolute value, less than 0.005 percent.
3. Measured as the sum of construction and land development loans secured n.a Not available.
by real estate; real estate loans secured by nonfarm nonresidential properties or MMDA Money market deposit account.
by multifamily residential properties; and loans to finance commercial rea es- RP Repurchase agreement.
tate, construction, and land development activities not secured by real estate. MBS Mortgage-backed securities.

4. Other real estate owned is a component of other non-interest-earning
assets.
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A.2. Report of income, all U.S. banks, 1998-2007

Millions of dollars

Item 1998 ‘ 1999 ‘ 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 ‘ 2007
Gross interest income ..............ovvvnnnn. 359,478 367,128 423,840 404,250 349,583 329,138 348,663 426,535 551,042 617,099
Taxable equivalent .. ..| 361,941 369,763 426,475 406,935 352,330 331,919 351,647 429,490 554,296 620,563
Loans ......coveeinnn. ..| 271,262 279,223 326,801 311,539 269,384 257,619 269,404 328,023 421,872 464,903
SECUMTIES ..ttt 56,581 62412 67,664 63,061 59,305 53315 58575 65864 78913 82,714
Gross federal funds sold and reverse
repurchase agreements .| 14999 12336 13545 12,647 6,221 5,015 5142 11,045 21,296 28,737
Other ... 16,636 13,158 15829 17,006 14,672 13,187 15538 21,602 28959 40,744
Gross interest eXpense .......cvvvieeiinanns 178,133 175399 222,159 188,746 118,731 94,098 98539 162,499 263,372 310,496
DEPOSIES .t eeee et 125,197 119971 151,145 132310 81,691 62,377 63,638 105922 173,878 212,784
Gross federal funds purchased and
repurchase agreements ................ 22,175 21,210 26,859 19,583 9,920 7,590 8,842 19,161 33,775 37,797
Other ... 30,759 34,216 44,155 36,852 27,121 24,131 26,058 37,416 55,720 59,914
Net interest income ..............ccoovvvvnnnns 181,345 191,729 201,681 215504 230,852 235,040 250,124 264,036 287,670 306,603
Taxable equivalent ...................... 183,808 194,364 204,316 218,189 233599 237,821 253,108 266,991 290,924 310,067
LOSS ProVISIONS . ..o vieeiiieiiieees 21,413 21,222 29,386 43,084 45205 32,702 23893 25540 25384 56,445
Non-interest income .............ccoovevevnn.s 124,047 144,794 153,101 160,897 168231 183,745 188,998 201,628 222,887 218,586
Service charges on deposits .| 19,769 21,590 23,720 26,872 29,628 31,692 33,454 33,830 36,194 39,185
Fiduciary activities ................. ..| 19,267 20,532 22,212 21,988 21,403 22,453 25,088 26,381 28,312 32,973
Trading revenue .. 7,693 10437 12235 12380 10,790 11,585 10,303 14,375 19,170 5,278
Other .o 77,316 92,235 94,934 99,658 106,409 118,015 120,154 127,038 139,214 141,149
NoON-interest eXpense ...........c.c.coovevvnnn.s 194,103 205205 216,373 225979 230,120 243,180 263,301 274,063 294,890 321,390
Salaries, wages, and employee benefits ..... 79543 86,394 89,015 94,196 100,443 108434 115253 124,037 135,868 144,700
OCCUPANCY - e vveeeee e eeieeeene 24162 25944 26,761 27,939 29,309 31,312 33252 35050 36,393 38,526
Other ..o 90,397 92,867 100,598 103,846 100,365 103433 114,797 114976 122,628 138,164
Net non-interest expense ..................... 70,056 60,411 63,272 65,082 61,889 59,435 74,303 72,435 72,003 102,804
Gains on investment account securities ....... 3,090 246 —2,280 4,630 6,410 5,633 3,392 -220 -1,320 —618
Income beforetaxes ...............ooooiinn. 92,966 110,342 106,740 111,971 130,173 148553 155323 165841 188,964 146,738
TAXES <+ vt e e 31,946 39314 37,248 37,284 42816 48493 50,264 53534 60956 44,323
Extraordinary items, net of income taxes ... 506 169 -31 —324 —68 427 59 241 2,647 -1,674
NEetincome ......oovviiiii s 61,524 71,197 69461 74,363 87,288 100,489 105116 112546 130,656 100,739
Cash dividends declared ................... 41,144 52,280 52,547 54,844 67,230 77,757 59,523 64,523 82,309 85,244
Retained income ...t 20,380 18917 16914 19518 20,059 22,733 45591 48,024 48346 15495

Note: Data are as of April 16, 2008.
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