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Has the Quality of Bank
Loans Deteriorated?

and early 1990s, when the rates were several percentage

points higher. By the standard of this earlier period, when
banks had serious loan quality problems, loan quality
appears to be very good.

—Alton Gilbert

In recent years, bank supervisors have expressed concern
about a deterioration in the standards of banks for under-

writing loans. Examining recent trends in norfigren-

ing loans at commercial banks through the first quarter
1999 can help determine whether this concern is justif
Nonperforming loans are identified as those past ¢

Percentage of Commercial and Industrial Loans
That Are Nonperforming
Total assets of banks (millions of dollars)

90 days or more or in nonaccrual status. Banks cla
loans as nonaccrual when they cease to count intere

Up to $300 to $1,000 to $10,000 to Over

due on the loans as current income. Banks report th
amount of their loans that were nonperforming as of
end of each quarter.

Supervisors' comments about bank underwriting
practices have tended to focus more on commercial
industrial (C&Il) loans than some of the other categor
of bank loans. The first table indicates that there wa
rise in the nonperforming rate on C&I loans in the firs
guarter among banks in each size group. Among the
banks with total assets above $1 billion, the nonperforr

Quarter ~ $300 $1,000 $10,000 $20,000 $20,000
1996 IV | 2.0308 1.1173 0.9017 0.7189 0.8612
1997 1 | 2.2490 1.2051 0.9594 0.7806 0.7691
Il | 2.2065 1.1466 0.9709 0.7382 0.7696
I | 2.1566 1.1404 0.9136 0.7405 0.7444
IV | 1.9189 0.9811 0.8322 0.6076 0.7233
1998 | | 2.1490 1.0000 0.9015 0.7146 0.8494
Il | 21595 1.0377 0.9113 0.7395 0.8100
I | 2.1826 1.0372 0.9651 0.8232 0.8098
IV | 2.0483 0.9547 0.9030 0.8281 0.8919
1999 | | 2.2310 1.0828 1.0141 0.9719 1.0021

rate in the first quarter was higher than in any quartel—

the prior two years.

There are reasons to doubt whether the first-quarter data

are the beginning of a new trend. For one thing, the
appears to be a seasonal pattern in the nonperformir
rates for banks with total assets below $20 billion. F

Percentage of Total Loans That Are Nonperforming
Total assets of banks (millions of dollars)

these banks, the nonperforming rates rose during the
guarters of 1997 and 1998. This seasonal pattern ref
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a tendency of smaller banks to charge off more of their |
performingloans as losses in the fourth quarter of the

In addition, the first-quarter nonperforming rate for|
all bank loans, shown in the second table, has not de
orated relative to the last two years. For the banks if
each size group, the percentage of total loans that w
nonperforming in the first quarter of this year was wit
the range of quarterly observations in the last two ye

In any event, nonperforming rates on C&I loans af

total loans remain far below the levels of the late 19

Quarter ~ $300 $1,000 $10,000 $20,000 $20,000
1996 IV | 0.9986 0.9612 1.1366 1.0007 1.0051
1997 | 1.0389 0.9595 1.1159 1.0170 1.0305
Il | 1.0044 0.9156 1.1167 1.0817 0.9302
Il | 0.9886 0.8878 1.1241 1.1330 0.9098
IV | 0.9178 0.8424 1.0693 1.1165 0.9124
1998 | | 0.9796 0.8509 1.0674 1.1484 0.9256
I | 09710 0.8346 1.0317 1.0840 0.8857
I | 0.9766 0.8351 1.0505 1.1402 0.8686
IV | 0.9430 0.7918 1.0239 1.0958 0.9437
1999 | | 0.9760 0.8210 0.9873 1.1897 0.9780
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