A STUDY OF THE DETERMINANTS OF
COMMON STOCK PRICES AND
PRICE-RELATIVES FOR A SELECTED SAMPLE
OF LARGE COMMERCIAL BANKS

Thests for the Degree of Ph. D.
MICHIGAN STATE UNIVERSITY

Fugene Francis Drzycimski
1966



THESIS

0-169

A

This is to certify that the

thesis entitled

A STUDY OF THE DETERMINANTS OF COMMON STOCK PRICES
AND PRICE-RELATIVES FOR A SELECTED SAMPLE
OF LARGE COMMERCIAL BANKS

presented by

Eugene Francis Drzycimski

has been accepted towards fulfillment
of the requirements for

_PheDe degree in_Finance

Major professor

Date A é

LIBRARY

Michigan State
University
















A STUDY OF THE DETERMINANTS OF COMMON STOCK PRICES
AND PRICE-RELATIVES FOR A SELECTED SAMPLE
OF LARGE COMMERCTAL BANKS

by

Eugene Francis Drzycimski

AN ABSTRACT OF A THESIS

Submitted to
Michigan State University
in partial fulfillment of the requirements
for the degree of

DOCTOR OF PHILOSOPHY

Department of Accounting and Financial Administration

1966



ABSTRACT

A STUDY OF THE DETERMINANTS OF COMMON STOCK PRICES
AND PRICE-RELATIVES FOR A SELECTED SAMPLE
OF LARGE COMMERCIAL BANKS

by Eugene F. Drzycimski

The principle objective of this dissertation is to isolate those
factors which are most important in determining the prices and price/
earnings ratios of the common stocks of large commercial banks. With
one notable exception, little prior work has been done in this area.

The basic methodology employed is multiple regression and correla-
tion analysis of presumptive price determinants such as size, efficiency,
growth, productivity, solvency, functional performance, market accept-
ance, ownership concentration, cash payout, and stability. The data
were obtained for a selected sample of 122 large commercial banks and
holding companies for the 1960-1964 period. Fewer observations were
obtained for the 1955-1959 period.

To reduce expected heterogeneity, the banks were grouped by:

(1) Geographic areas,

(2) Growth rates of deposits.

(3) Proportion of loans and discounts to total assets.

(4) Payout ratios.

A series of arguments, both natural and logarithmic, were applied

to the groups.
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(1) To describe the sample experience over all ten years, the year-

end bid price per share (X4)* was regressed on the following

variables.

X5 net operating earnings per share

X6 dividends per share

X7 loans and discounts/assets

X8 book value per share

X9 total year-end deposits

X10 capital/risk assets

X11 price/net operating earnings

X12 net operating earnings/capital

X13 net operating earnings/assets

X14 interest income from loans/gross operating earnings
X15 price/book value

X16 earning assets/price

X17 dividends/net operating earnings

X18 dividends/price

X19 # shares/# owners (12/31/64)

X20 capital notes or debentures

X21 stock dividend

X22 stock split

X23 earnings retained/net operating earnings
X26 eligible for Massachusetts savings bank investment
X27 net indicated earnings.
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(2) To replicate and extend the principal prior study by David

(3)

(4)

Durand, the log of price (X4) was regressed on the logs of
earnings (X5), dividends (X6), and book value (X8) for the
years 1960-1964 with the banks grouped according to geographic
location. The two major conclusions reached were that geo-
graphic location no longer sharply distinguishes between banks
and that the influence of book value and dividends had declined
and that the influence of earnings had increased.

The following argument was an attempt to explain the variation
in the price/earnings ratios for year-end 1960-1964, The argu-
ment was applied to the banks grouped alternatively according
to growth in deposits, mean loan/assets ratios, and mean payout
ratios. The log of the price/earnings ratio (¥11) was tested
as a function of: the logs of the variables (X7), (X9), (X10),
(x12), (X13), (X14), (x17), (x19), (X20), (x21), (X22), and
(X26). None of the tests achieved significant success. The
highest average R2d.f. was .266 which was obtained by the pay-
out scheme. The highest R%d.f, for a group was 444, achieved
by the high payout group. Only four variables are considered
important explainers. These are deposits (X9), the payout
ratio (X17), average stock holdings (X19), and usually stock
dividends (X21).

In an attempt to measure the influence of ownership concentra-
tion on the price/earnings ratio, this price-relative was

regressed on the logs of the per cent of stock held by the



(5)

Eugene F. Drzycimski

top 20 stockholders (X24) and the per cent of stock held by the
largest owner (X25). Both natural and logarithmic functions
were employed. Taking all banks as a group, neither function
produced positive adjusted R2. Either control has no effect on
the variation of price/earnings ratios or this argument was in-
capable of measuring it.

The final argument attempts to telescope the recent history of
the banks to test the influence of growth and stability in the
determinants upon the price/earnings ratios. The variables in-
cluded were:

X76 average yearly growth rate in price

X77 average yearly growth rate in earnings

X78 average yearly growth rate in dividends

X87 1log of standard error of estimate (S) of earnings

X89 1log of standard error of estimate (S) of dividends

X90 1log of net regression coefficient (b) of loans/assets

X91 1log of standard error of estimate (S) of loans/assets

X98 1log of net regression coefficient (b) of price/book value
X99 1log of standard error of estimate (S) of price/book value.
This single regression explained less than half of the variation
of the price/earnings ratios. Stability of earnings (X87),
dividends (X89), loaning function (X91), and growth of the
loaning function (X90) contributed nothing. Instability of

the price/book value ratio (X99) displayed by far the greatest

influence on and association with the price/earnings ratios.
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Generally, this argument performed less efficiently than did
many of the earlier tests.

Some of the major conclusions reached are as follows. Growth of
deposits is not necessarily efficient as measured by the rate of return
on assets, nor do high growth banks sell at the highest price-relatives,
Banks with high percentages of assets in loans earned the lowest rates
of return on both capital and assets. Their stocks were valued at the
lowest multiples of both earnings and book value. The investing banks
achieved the highest price multiples.

The grouping according to mean payout ratios yielded results most
consistent with expectations. The high payout banks had the highest
price multiples, while the low payout banks had the lowest multiples.
The high payout group used the largest amount of debt, the fewest number
of stock dividends, and earned the highest rate of return on assets.
The low payout group used almost no debt, the largest number of stock
dividends, and earned the lowest rate of return on assets. The payout
scheme, then, succeeds best in isolating the value determinants and in
relating these determinants to the major price-relative.

Since the over-all results of the arguments were disappcinting,
further investigation is warranted. Alternative approaches might in-
clude refinements in the present models, modifications in the statis-
tical treatment, and the procurement of additional determinants. A
final consideration is that relative prices of bank stocks result from

non-quantifiable, subjective judgments on the part of the investing public.

*A11 symbols beginning with X" are identification symbols,
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CHAPTER I

INTRODUCT ION

Concern of the Study

The purpose of this study is to isolate the leading factors which
have influenced absolute and relative levels of bank stock prices. Two
basic hypotheses are tested in this paper. First, that the determinants
of the market price of banks' common stocks vary according to geographic
location. Second, that price/earnings ratios, as primary indicators of
investment worth, are largely a function of the relative functional and
productive efficiency of banks.,

The hypotheses were tested in the following fashion. Chapter One
will set forth assumptions basic to the study as well as enumerate and
discuss problems endemic to research in the bank stock area. Also of
concern in this chapter will be such topics as market psychology, the
nature and relative performance of this investment medium, the phases
of the industry's price activity, and the form and the success of pre-
vious price-explanation models,

The magnitude and financial impact of the sample will be discussed
in Chapter Two., This section will, in addition, describe the sample over

a ten-year study period employing the mean and standard deviation statis-

tics generated by a series of cross-section, regression analysis. Ob-
served associations between market price and the determinants, and between
the price-relatives and these same determinants will be reported.

1
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Chapter Three replicates and extends a significant prior work.

An attempt is made to explain market price by using the three primary
variables, earnings, dividends and book value per share. This argument
is tested with the sample banks segregated into largely geographic groups.
Of major concern is the homogeneity within groups and the consistency of
variable influence between the prior and the current study.

Five separate models designed to explain the ratio of bid market
price to net operating earnings are tested and analyzed in Chapter Four.
The primary, efficiency model is applied to the sample banks grouped ac-
cording to three non-geographic schemes. These schemes are the rates of
growth in size, the allocation of credit, and the per cent of earnings
disbursed in dividends. The fourth model tests the effect of control or
ownership concentration on the price/earnings ratio. The final model
is designed to measure the effects of certain growth and stability
determinants upon the same major price-relative.

Chapter Five broadens and summarized the conclusions concerning
the efficiency of the models tested in explaining both price and the
price-relatives. Alternative hypothes@b are also presented for future

investigation.

Psychology of the Market

In the past, attempts at an explanation of price and price-
relatives at which common stocks are traded have been gounded on a
premise of at least long-term rationality of the investors interacting
in the market. This hypothesis is germane to the models which will be

subsequently tested. Efficiency and productivity within the banking
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industry will be defined and then compared with market values. However,
it is possible that the common stocks of even the largest financial in-
stitutions are bought and sold for reasons other than those arising from
a determination of future worth. Or it may be that future worth is so
conceived in the minds of the investors as to defy measurement by means
other than in-depth interviews.

An investigator must also remain aware of the element of crowd
psychology evidenced frequently in stock market fashions as well as in
cycles for common stocks as a group. To an extent, the market is
governed by a law of action and reaction, a swing between an optimistic
appraisal of certain performance factors and a pessimistic disregard of
all information,

To exemplify the swings, in 1929, the optimists carried the day
with a low level of short interest coupled with price/earnings ratios
of 20 and a Dow Jones Average of 386. In 1932, on the other hand, the
short interest was very intense while the Dow Jones Average was at 42.
Because of the drastic fall in earnings, the price/earnings ratios in
that year were so high as to be completely meaningless. The same ex-
tremes of reaction can be viewed when a comparison is made between the
more recent periods of year-end 1961 and beginning 1962 when the Dow
Jones Industrial Average was in the 720 to 735 range, and the pessimistic
attitude which prevailed immediately after the sharp market fall off in
May and June of 1962, when that same average had fallen to 535. Table
1-1 provides a record of price/earnings ratios while Table 1-2 supplies

a history of price averages and ranges.
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Just as stock market cycles are often the result of changing
attitudes, whole industries as well as individual issues are plagued
by the same fickleness. Aluminums were extremely popular from 1953
to 1957, only to decline much more than did the general market in 1957
and 1959, In spite of the long bull market in the 1950's, steel stocks
did almost nothing until 1959. In late 1960 and January, 1961 a bear
market for international oils was in evidence: Standard 0il of New
Jersey sold at $39, down from its near-term peak of $69, and Royal
Dutch sold at $29, down from its peak of $61. However, within just a
few months after the sharp market break in May, 1962, the oils began
to recover strongly.

A well-known selection from the electronic industry is another
excellent example of changing investor evaluation. In 1960, Texas
Instrument sold at $256, or 66 times that year's earnings and 71 times
1959 earnings. However, by 1962, the stock declined to $49, or 23 times
1962 earnings.

Examples of this swing behavior in the recreation industry are
Brunswick and American Machine and Foundry. In 1961, Brunswick sold
at $75, only to fall to $13 in 1962 and to $12 in 1963. American Machine
and Foundry was selling at $66 in 1961, but fell to $16 in 1962, The
price pattern of this stock is largely the result of investor valuation
of earnings which rose from $0.83 in 1958 to $1.70 in 1961, followed by
a regression of only $0.20 to $1.50 in 1962,

Similar price patterns are in evidence for the banking industry
as a whole. In 1927, Walter H. Woodward in the Foreward of his book,

Profits in Bank Stocks, states: ®This little book is the result of the
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firm conviction that this type of security is second to none in the
point of desirability for every class of investor.”! Later, Mr. Woodward
continues: "It is intensely gratifying to one who has spent a number of
years in the bank stock business and who has made a rather close study of
them and their values, to realize that the investing public is coming
slowly but gradually to an understanding and appreciation of bank stocks."2
Mr. Woodward's gratification was short-lived. The depression took its
toll of thousands of banks and of the investments of hundreds of thousands
of bank stockholders.

As the depositors lost their savings in the banks which closed,
the owners suffered serious losses of their investments in the majority
of banks which continued after the debacle. Of concern to this study
is that bank stock prices did not recover for some 25 years. Two tables
are supplied which describe this price history. Table 1-3 consists of
the indexes of prices for 10 New York City bank stocks and for 16 banks
located outside of New York City published by Standard and Poor's.
Table 1-6 includes, among other statistics, Moody's weighted-average
market price per share for 15 New York City banks. In 1931, Moody's
average was less than a third what it was in 1929, and one year later,
it had fallen to less than a sixth of the earlier figure.

If the investing public was slow to appreciate banks before
1929, it was far more hesitant during the next quarter century. 1In

the Foreward to David Durand's Bank Stock Prices and the Bank Capital

1W’alter H., Woodward, Profits in Bank Stocks (New York: The MacMillan

Company, 1927).

2Tbide, pelte



Problem, R. J. Saulnier states:

*In 1952, bank deposits were growing at a rate of about 5 per

cent per year, and the problem of expanding bank capital at a

similar rate was forbidding. Bank earnings were not high

enough to provide the indicated funds and leave much of a

margin for dividends. Moreover, many bankers were loath to

issue new stock, since so many bank stocks were selling below
book value., In short, bankers found themselves in an anomalous
position; they were operating an industry with proven growth
potential, but were having difficulty raising capital because
their stocks did not command the favored position of growth
stocks,"3

Since the termination date of the Durand statistics (1953), the
levels of bank stock prices have changed considerably. As of the end
of 1964, the prices of bank stocks were reaching new post-depression
highs. The stocks of the 100 or so largest banks were selling at 50
to 100 per cent above their book values. However, whereas previously
(1935-1955) bank stocks sold at price/earnings ratios generally higher
than those of the industrial or utility groups, following 1955, bank
stocks sold at price-relative levels consistently below those of the
other two categories. Table 1-8 provides the price/earnings ratios and
the yields of these three industry groups as published by Moody's.

For a period of two and a half decades bank stocks were largely
ignored by the investing public. For a short span of six or seven years
they were of interest to the investors, so much so that in 1961 they
largely out-paced the other groups. Unusual expectations could not be

fulfilled, however. Once again, bankers have found their securities

ignored. The investor®s acceptance cycle has once again gone full-turn,

3David Durand, Bank Stock Prices and the Bank Capital Problem (New York:
National Bureau of Economic Research, Inc., 1957), p. xi.
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Price Action of Other Stock Groups

This section is an attempt at delineating the market price move-
ments as specified by certain statistical series. Tables 1-2, 1-3, 1.5,
and 1-6 all present indicators of price changes. This discussion will
serve as a framework into which the recent history of bank stock prices
can later be inserted.

Reviewing the indicators over time, Table 1-5 reveals that
Standard and Poor's 500 Composite Index moved from 11,02 as the average
index for the year 1940, to 40,49 in 1955, to 81.37 in 1964, The Standard
and Poor's 425 Industrial Index moved a bit fasterj from 10.69 in 1940, to
42,40 in 1955, to 81.37 for 1964. This same services' 50 Utility Index
began at 15,05 in 1940, a bit more than doubled to 31.37 by 1955, and
showed even a faster rate of growth, reaching 69.99 in 1964, The champion
of this series is the Life Insurance Index of 11 companies. This index
actually increased 35-fold, moving from 9.43 in 1940, to 143,00 in 1955,
and reaching a level of 339.00 in 1964,

Turning to the other major indicator of stock prices as given in
Table 1-2, it is noted that the Dow Jones Average of 30 Blue Chip In-
dustrials moved from 132 in 1940, to 438 in 1955, to a mean for the
year 1964 of 829, The monthly high for the year 1964 was 891, the same
level which prevailed at the end of August, 1965. While prices of the
industrial stocks were multiplying, the utilities were also scoring
notable gains. The Dow Jones Average of 15 utilities stood at 22 in

1940, moved up to 64 in 1955, and then more than doubled to 146 by 1964,
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In a large measure, stock prices advanced in step with the general
growth of the economy. Using Gross National Product, as supplied by
Table 1-4, as an indicator of economic achievement, perceptible growth
is in evidence. This measure stood at $100 billion in 1940, By 1955,
Gross National Product rose to $397 billion, and reached $622 billion
by the end of 1964, Considering the long-term, over-all corporate
earnings and stock prices have demonstrated a three per cent annual
growth rate. Just over three per cent is the actual growth rate in
constant 1959 dollars of Gross National Product during the period 1909~
1962, The actual very long-term growth rate of GNP in terms of current
dollars is around 5.4 per cent. Between 1955 and 1964, Gross National
Product increased at a compound rate in the neighborhood of 4.5 per
cent in actual dollars.

In addition to the general economic advance of the economy and
the fear of inflation, other possible reasons can be found why stock
prices have reached for the sky during the post-war period. Both the
institutional and the individual investor was much enamored by the
possibility of growth. The definition of growth was often nebulous,
but generally meant a projected growth rate of at least seven to eight
per cent a year compounded, or a doubling every nine or ten years.

This rate would be somewhat more than double the three per cent long-
term growth rate of over-all corporate earnings and stock prices.

The soaring price/earnings ratios of growth stocks acted as a
strong incentive for the price/earnings ratios of a large number of
the neutral or non-growth stocks. Table 1-8 supplies these ratios for

various categories of stocks as derived from Moody's Investors Service.
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In late 1961 and early 1962, it was an easy process to decide that
average stocks were not out of line at 19 to 23 times earnings when
growth stocks were selling in the range of 30 to 40 times earnings.

When talking about growth, very often what is really meant is
merely growth in market price. Between 1955 and 1961, the Dow Jones
Industrial Average moved from a low month of 388 to a high month of
734, Over this same period, the earnings per share of the Standard
and Poor's 500 Composite Index showed an absolute increase of five
cents. In 1955, earnings per share was $3.62, while in 1962, it stood
at $3.67. The price/earnings ratios for Moody's Industrials ranged
from 12,43 in 1955 to 20.80 in 1961. Quite obviously, growth can, on
occasion, simply refer to changes in market price,

A discussion of prices in any particular market must also con-
sider the quantity of items available for sale. It has been noted that
powerful forces were exerting their influence on the demand for stock.
Prices also rose because the supply of stock offered for sale yearly,
even including new floatations, was far short of demand except at rising
prices. Table 1-7 provides a history of new securities offered for sale
from 1934 through 1964. It is estimated that between 1946 and 1964 only
some $30 billion of common stock and some $10 billion of preferred stock
was offered for sale in this country. However, as these figures are
gross in the sense that they include issues for refunding purposes, the
net new funds flowing into purchases of stock by both individuals and
institutions during this period would total in the neighborhood of $35

billion.4

4Douglas H. Bellemore, The Strategic Investor (New York: Simmons-Broadman
Publishing Co., 1963)., p. 54.
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Looking at the supply of common shares from a different perspective,

the recent annual turnover rate of shares listed on the New York Stock
Exchange was only about 15 per cent. Since some shares were sold more
than once, the turnover rate exaggerates the actual condition, so that
more than 85 per cent of the stock held on January 1 of a particular

year is maintained by the same owners on January 1 of the following year.
Therefore, the increase in stock prices was also a result of the rela-
tive scarcity of stock, which in turn was caused by the small floating
supply of outstanding shares and the comparatively small number of new

issues.,

The Bank Stock Market

Throughout this study, the term "bank stock market" is used.
Actually, the market for bank stocks is not a separate entity, but rather
Jjust one shelf in a vast supermarket of equities. A share of a bank, or
many banks, is just one choice of many open to the typical investor.

There is another consideration which restricts the employment of
the term, That restriction must largely be one of size. To even allow
the analysis which follows in later sections, the assumption must be
made that the stocks of large banks are traded in markets possessing
attributes similar to those indigenous in other equity markets. If this
assumption does not hold, a rational model employing functional and pro-
ductive determinants as explainers of relative prices may prove inefficient.

Viewing the banking industry as a whole, the market in which its
ownership shares are traded is highly imperfect. A number of factors

Ccontribute to this imperfection. There is little information available
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both of the corporation's financial and performance attributes and of
the price at which others are willing to buy and sell.5 Because of the
influence of control, the blocks of bank stock coming on the market are
frequently large and can often be sold only at sizeable discounts.
Especially for the smaller firms, artificial prices exist becuase the
individual "making the market®” is often the only buyer available to
the seller. Bank capital is not necessarily mobile due to the usual
"local only"™ market for the stock.

A 1964 report of the House Committee on Banking and Currency
further describes the market imperfections.

1. The median number of shareholders for all banks is
between 26 and 50,

2, Seventy-five per cent of all banks have less than
10,000 shares outstanding.

3. Except for the over $100 million size class,,over
75 per cent of all banks are over 51 per cent owned
by local residents.

4, The total number of banks which have regularly pub-
lished bid and asked quotations in the newspapers
is only six per cent of all banks.

5. Of the 10,653 banks for which neither professional
stock dealers nor an officer or director bought and
sold securities for their own accounts, 25 per cent
do not even use their good offices to help pur=-
chasers and sellers locate one another.

6. Less than 50 per cent of all banks publish an annual
report.

7. Of the 48 per cent of all banks which do publish
annual reports, 29 per cent of these do not give
the size of any valuation reserves,

5"Bank Report Fracas - Critics Charge Bankers Obscure and Omit Vital
Data for Stockholders,™ Wall Street Journal, June 4, 1965, p. 7.
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8. Thirty-six per cent of all banks do not disclose

before-tax earnings and 34 per cent of all banks
do not disclose after-tax earnings.

9. Concerning the number of shares traded in 1962, of

the 8,111 banks responding, 5,168 bankg had less
than 1,000 shares traded in that year.

Another imperfection having implications for the relative prices
of bank stocks is that of ownership concentration. A community of in-
terest may exist both within and among banks which arises directly or
indirectly from ownership ties. The only known study in this area was
published by *"The Patman Committee" in 1963.7 The general conclusion
reached is that ownership of the largest member banks have character-
istics similar to those found in the large industrial corporations.
That is, management is generally not directly associated with ownership.
As of the date of the study (June 30, 1962), in no case do the directors
and officers hold more than 50 per cent of the stock in any of the top
200 banks, In fact, in 59 of the banks, the combined holdings of all
directors and leading officers amount to less than 2.5 per cent of the
stocke In 175 of the 200 leading member banks, the combined holdings
of directors and officers amount to less than 17.5 per cent of the out-
standing stock.

However, some variation is found among the largest member banks,

both in the composition of the top stockholders and in the concentration

6U. S. Congress, House, Committee on Banking and Currency, Subcommittee

on Domestic Finance, The Market For Bank Stocks, 88th Cong., 2nd. Sess.,
December 22, 1964, pp. 6-72.

7U. S. Congress, House, Committee on Banking and Currency, Chain Banking -
Stockholder and Loan Links of 200 Largest Member Banks, 88th Cong.,
April 15, 1963, pp. 5-11.
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of ownership. As regards concentration, in about half of the 200
largest banks, the top 20 stockholders as a group hold less than one-
third of the outstanding stock. At the other extreme, in 21 of these
200 banks, the top 20 stockholders hold over 90 per cent of the stock.
In another 14 of the top 200, the top 20 stockholders hold anywhere
from 60 to 90 per cent of the stock, and for an additional 10 banks,
the 20 largest stockholders hold from 50 to 60 per cent of the out-
standing stock,

It does seem, however, that diffused ownership is a character-
istic of the very largest banks., In each of the 10 largest member banks
the 20 largest stockholders hold an aggregate of less than 35 per cent
of the outstanding stock. Moreover, in nine of the top 10 banks, the
20 largest stockholders hold less than one-fourth of the stock.8

In 1929, stocks trading on the New York Stock Exchange included
four individual bank stocks. The Bank of New York and Trust, the Corn
Exchange Bank, The Equitable Trust, and The National Bank of Commerce.
Since the depression, at best only one bank stock has been traded on
that exchange. In 1965, The Chase Manhattan Bank received approval
for listing on the New York Stock Exchange. At best, then, bank stocks
are traded in the over-the-counter market. This fact in itself may ex-
plain some of the variation in market activity among the industry groups.9

It is entirely possible that more banks will request listing as a result

8Ibid.

9"The Investment Markets - Does the Over-the-Counter Market Hurt Bank
Stocks?® Banking, January, 1965, p. 16.
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of the Securities Act Amendment of 1964 which empowered both the Board
of Governors of the Federal Reserve System and the Federal Deposit In-
surance Corporation to issue Regulation F (effective January 1, 1965),
calling for more complete stock trading disclosure and financial re-
porting by state member banks.lo

To further indicate the paucity of bank stock price information,
it is pointed out that of the banks with deposits in excess of $10 mil-
lion, less than one-third, or something under 900 of them have their

month-end quotations publicly available in The Commercial and Financial

Chronicle's Bank and Quotation Record. It is even more striking to

find that of the 13,775 (12/31/64) commercial and stock savings banks
in the United States, only some 200 of them have their stocks popularly

quoted in such publications as The American Banker, The New York Times,

Barron's, The Commercial and Financial Chronicle, and regional editions

of The Wall Street Journal. Of the nation's top 300 banks, having year-

end deposit totals in excess of $100 million, less than half are quoted
daily. In fact, there are 11 states with 30 of the top 300 banks, the
stocks of which are not even quoted on a weekly basis.11
In the light of these market facts, it is not surprising to
learn that there is no regularly published national composite bank

stock price average. The information consists of a daily index of New

York City bank stocks published in the American Banker. In addition,

1O"Banking's Investment Forum--New Disclosure Regulations Adopted,"
Banking, February, 1965, pp. 12-14,

Uprancis I. duPont and Company, Bank Growth Goals, (New York: Francis I.
duPont and Co.), 1961, p. 10.
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both Moody's and Standard and Poor's run separate, monthly, and yearly
averages for both New York City banks and for a small group of out-of-
town banks, These data are presented in Tables 1-6 and 1-3 respectively.
A considerably more inclusive stock average has been computed for the
sample utilized in this study and is presented in Table 1-9, While the
computed averages are representative only of the years 1955 through
1964, it gains major significance because of its wide dispersion of
both geographic and size attributes. This table also supplies the
average yields, price/earnings ratios and price/book value ratios for

the sample banks. These tables will be employed in subsequent analysis.

Bank Stock Performance

Because of the lack of a generally representative index of bank
stock prices, a discussion of market performance can easily be biased
by the little data which are available. However, the statistics pre-
sented in both Tables 1-3 and 1-8 seem to indicate that the bank share
prices passed through at least two phases of market acceptance during
the post-war period. The Durand study was a result of the recognition
of the existence of the first phase. Because of data restrictions,
subsequent analyses will largely be concerned with the changes and
levels which occurred during stage two.

A. Phase One

The first decade or so of the post-war period witnessed bank
stocks wallowing in a completely uninterested market. In 1946, the
Standard and Poor's index of 10 New York City banks stood at 14,06.

By 1953, this index had risen to only 14.97 after dropping as low as
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11.48 during the interim. The Standard and Poor's index of 16 banks
outside of New York City stood at 19.56 in 1946, while in 1953, its
level was 30.79. During this same period, the Dow Jones Industrial
Average rose from 187 to 274. A similar relation is obtained when
viewing Moody's Weighted Average Market Price. In 1946, the 15 New
York City banks included in the Moody average stood at $58.78. By
1953, this average had only increased to $63.60. During this period,
Moody's Industrials rose from $49.84 to $87.05.

Proceeéding into the later stages of phase one, the Standard and
Poor's index for 10 New York City bank stocks rose from 14,97 in 1953
to 19.47 in 1957. The Standard and Poor's index of 16 banks outside
of New York City increased from 30.79 to 38.40 over this same five
year period. While bank stock prices were increasing only slowly, the
Dow Jones Industrial Average jumped from 274 in 1953 to 470 in 1957.
Again, looking at Moody's Weighted Average Market Price, an increase
is noted of just under 20 per cent from $63.60 in 1953 to $76.13 in
1957 for the 15 New York City banks, while Moody's Industrials grew from
$76.05 to $143.65, for an increase of just under 100 per cent.

Although the following comparison may extend a bit beyond the
possible termination of phase one, viewing the decade of the 1950's as
a whole, Moody®s New York City bank average increased 82.0 per cent,
for a compound yearly average growth rate of 6.2 per cent. Standard
and Poor's 16 banks outside of New York City did somewhat better,
demonstrating an absolute increase of 109.6 per cent, for a compound
yearly average growth rate of 7.7 per cent. While the rates of growth

for these bank stock groups are certainly above that of the economy as
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a whole, they suffer in comparison with other stock price indicators.
During this same decade, Moody's 125 Industrials increased 199.7 per
cent at a compound rate of 11.6 per cent per year. The Dow Jones In-
dustrial Average increased a total of 189.8 per cent at a rate of 11.2
per cent compounded yearly.

As further indication of the relative weakness of the bank stock
market during at least the earlier 1950's, other attributes may be ex-
amined. Within certain rational bounds, price/earnings ratios are
considered indicative of market acceptance of equity issues. During
the full ten-year period, the price/earnings ratios of Moody's New
York City banks actually decreased 15.6 per cent, falling from 14,74
in 1950 to 12.43 in 1960, While Standard and Poor's other banks did
not do as badly, their price-relative ratios increased by only 12.6
per cent. As the bank stocks were wallowing in an uninteresting mar-
ket, the price/earninéé ratios of Moody's Industrials increased absolutely
by 164.7 per cent, and those of the Dow Jones Industrial Average showed
even a better gain of 171.8 per cent. The reason for this poor showing
for the bank groups is that while stock prices were increasing slowly,
their earnings-per-share were increasing at a much faster rate.

An examination of the earnings-per-share figures for the stock
groups under discussion reveals a generally inverse relationship with
the price/earnings ratios previously mentioned. The earnings of Moody's
New York City banks increased 115.9 per cent for a compound rate of
growth of 8,0 per cent during the 10-year period. Next in line was
Standard and Poor's other banks with an absolute increase of 85.7 per

cent for a compound yearly rate of 6.4 per cent. While bank earnings
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were growing at a good rate, Moody's 125 Industrials demonstrated an
absoiute increase of only 13.8 per cent and the earnings of the Dow
Jones Industrial Average grew absolutely only 5.4 per cent over the
10~year period.

In accord with expectations, even though dollar dividends in-
creased throughout the period, the yields on market price decreased
for the stock groups under examination, The ranking of the yield de=-
crease is largely inverse to the ranking of the gains in price made
by the groups. The yields of the New York City banks decreased 27.4
per cent, those of Moody's Industrials fell absolutely 46.5 per cent,
while the yields of the Dow Jones Industrial Average decreased 54.0
per cent, An interesting note is that while the prices of the New York
City banks increased only 82.0 per cent as compared to a price gain of
109.6 per cent for the Outside banks, the yields on the New York stocks
held up better. Of more importance, however, is the fact that the
earnings of the New York City banks increased 115.9 per cent as com-
pared to a gain of only 85.7 per cent in the earnings of the Other
banks., It would almost seem as if earnings were being penalized by
the market.

B. Phase Tvo

The precise point at which the market price reactions of bank
stocks actually entered the second post-war phase of activity is open
to question. The writer personally feels that the year 1957 represents
the true beginning. If this is true, some of the preceding analysis
(1950-1960) includes the early stages of the latter phase. Nevertheless,

it was well to cover the decade of the 1950's as a whole because other
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industry studies are couched in the same temporal terms. Other writers
believe that the turn did not come until 1960 when a broadening of insti-

12 Wnile it is true that the greatest activity

tutional interest occurred.
took place in late 1960 #nd early 1961, there was perceptible price ap-
preciation during at least the two years preceding 1960. The following
analysis will dichotomize phase two into two segments, 1957-1960 and
1960-1964,

So as to more effectively visualize the changes within phase

two, certain data will be extracted from the tables in the Appendix

and are presented below in Tables 1-10-A through 1-10-D.

TABLE 1-10-A

Levels of Price Indicators For Bank Groups

Average Price Earnings  Dividends Price/
Year Price Index P.S. P.S. Yield Earnings
Moody's 15 N.Y.C. Banks
1957 $ 76.13 $ 6.34 $ 3.61 4,70% 12,01
1960 101.42 8.16 3.97 3.90 12.43
1964 153.75 9.07 4,57 3.00 16.95
Moody's 12 Banks Outside of N.Y.C.
1957 $47.30 $ 2,07 L4.38%
1960 65.22 2,29 3.51
1964 96.98 2.70 2,78
Study Sample
1957 $ 26.73 $ 2.65 $ 1.14 L4, 38% 10.40
1960 41,51 3.39 1.42 3.57 12.60
1964 63430 3.99 1.82 2.97 16,30

12Da,vid C. Cates, "What's Wrong With Bank Stocks?" Paper read before the
neeting of The Nashville Society of Security Analysts, Nashville,
Tennessee, June 15, 1965,
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TABLE 1-10-A (Continued)

Levels of Price Indicators For Bank Groups

Average Price Earnings Dividends Price/
Year Price Index P.S. P.S. Yield Farnings
Standard and Poor's 10 N.Y.C. Banks
1957 19.47
1960 26,23
1964 39,64
Standard and Poor's 16 Banks Outside of N.Y.C.
1957 38,40
1960 53.10
1964 77454

TABLE 1-10-B

Efficiency Levels For Bank Groups

Year R of R on Capital Earning Power R of R on Assets

All Insured Commercial Banks g “

1957 B.30% (21 1.10% (5 648 (oo

1960 10,03 212) 1.37 Elf@) .81 E%

1964 8.86 ‘= 1.13 ‘\~© o7 =

Sample Banks g 64

1957 10,20 o7

1960 10.80 Eé%%) .84 élg%

1964 10,25 ‘=2 77 =
TABLE 1-10-C

Levels of Price Indicators For Industry Groups

Dow Jones Price Averages

Industrials Utilities
1957 $470 $ 71
1960 625 92

1964 829 146



21
TABLE 1-10-C (Continued)
Standard and Poor's Indexes 194143 = 10

Year 500 Industrial Utility Life Ins,
1957 44,38 47,63 32.19 126,30
1960 55485 59.43 46,86 146.10
1964 81.37 86,19 69.99 339.00
Moodys Industrials Utilities

P/E Yield PZE Yield
1957 13.99 4,11% 14,49 4,92%
1960 18,00 3.48 16.95 3.84
1964 17.99 2.98 20,22 3.15

A number of observations may be made concerning the data supplied
by the 1-10 Tables., Of major importance is the fact that over the full
period of phase two, bank stocks enjoyed far larger price increases than
were experienced during phase one., But rather than beginning their move-
ment in 1960 as others have contended, bank stocks really became interest-
ing as early as 1957. In fact, the computations for the sample banks
demonstrate the greatest percentage increase for all the groups tested.
Only Standard and Poor's Utilities did as well or better than did any
of the bank groups. The other major indicators of stock price levels
were all growing at slower rates than were the indicators of bank prices.
An observation of special interest is that it was the banks not included
in the publicized averages which were the ones growing at the fastest
rates. This conclusion serves to underline the extreme need for a more
comprehensive indicator of bank stock levels. Those presently supplied

by the services are simply not representative of the industry as a whole.



Absolute Percentage Changes:
1957-1960, 19%0-1933

Price Changes

Moody's 15 N.Y.C. Banks

Moody's 12 Outside Banks
S & P's 10 N,Y.C. Banks
S & P's 16 Outside Banks
Sample Banks

DJIA

Dow Jones Utilities

S & P's 500

S & P's Industrials
S & P's Utilities

S & P's Life Ins.

Yield Changes

Moody's 15 N.Y.C. Banks
Moody's 12 Outside Banks
Sample Banks

Moody's Industrials
Moody's Utilities

P[E Changes

Moody's 15 N.Y.C. Banks
Sample Banks

Moody's Industrials
Moody's Utilities

Earnings Changes

Moody's 15 N.Y.C. Banks
Sample Banks

Dividend Changes

Moody's 15 N.Y.C. Banks
Moody's 12 Outside Banks
Sample Banks
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TABLE 1-10-D

1957-60
34 (5)
38  (3)
35 (&)
38  (3)
55 (1)
33 (6)
30 (7)
26 (8)
25 (9)
46 (2)
16 (10)
-17% (&)
<20 (2)
=19  (3)
=12  (5)
=22 (1)
4 (k)
22 (3)
29  (2)
30 (1)
29% (1)
28 (2)
104 (3)
11 (2)
25 (1)

1960-64
52% (3)
49

51
46
52
33
60
46
45
49
132

A~ O\ OOW O\ & \\n

I NINININNNSNNNN
M S S N N N N N N S

-26% (1)
=21 (2)
=17 (&)
-14 (5)
-18 (3)

38% (1)
29 (2)
nc (&)
19 (3)

11% (2)
18 (1)

156 (3)
18 (2)
28 (1)

As the prices of the banks were increasing during the 1957-1960

period so were earnings, dividends, rates of return on capital, and

rates of return on assets,

While it is true that dividends were



23
increasing, stock prices were probably responding to the larger increases
in earnings during the earlier segment of phase two. In fact, it must
have been the smallest banks which were demonstrating the very largest
gains in operative efficiency while the larger banks were maintaining
their already high levels of rates of return on assets and capital.
These conclusions are based on the relative levels of return for all
insured commercial banks as compared to those earned by the sample banks.
As will be indicated in detail later, the sample banks are those gener-
ally listed as being within the largest 300 banks in the country.

Turning to the price changes which occurred during the 1960-1964
period, certain changes in the ranking among the groups become evident.
While life insurance stocks were ranked last during the earlier period,
they now occupy a very certain first place. The Dow Jones Utility
Average has also gained in the standings and now ranks second. While
the banks are still doing quite well, especially in relation to the
major indicators as the Dow Jones Industrial Average and Standard and
Poor's 500 and Industrials, the relative standings of banks grouped ac-
cording to geographic area have now changed.

During the 1957-1960 period, both indicators of outside banks
outperformed those of the New York City banks. During the latter period,
the opposite of this is true. The New York City banks did better than
those major banks situated in other parts of the country, These trends
are even more dramatically indicated by the fact that the percentage
increase for the sample banks was actually three points less for the

1960-1964 period than it was for the period of 1957-1960.
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While the prices of all bank groups increased, the more recent
price appreciation does not seem to be as nicely explained as that
which occurred during the earlier period. Even though both earnings
and dividends continued to increase, these increments are now somewhat
out of proportion to the increments in stock prices. This is certainly
evidenced by the drastic fall in yields and the perceptible increase in
price/earnings ratios. What is truly of interest is that this major
price appreciation in bank stocks took place at the very time that all
insured commercial banks were experiencing a decrease in net income
after tax as a per cent of capital and in net income both before and
after tax as a per cent of assets, Whereas previously it had been the
small banks which demonstrated the largest gains in efficiency, during
the 1960-1964 period it is again the small banks which now experienced
the largest decreases in efficiency. The sample banks suffered only
a five per cent reduction in their rate of return on capital and an eight
per cent reduction in their rate of return earned on assets. While the
statistics generated by the subsequent analysis of the sample banks are
more representative of the industry than are those supplied by the in-
vestor services, the comparative changes in the rates of return indicate
that a sample including a greater number of small banks is needed to
truly represent the total banking industry. Nevertheless, it is believed
that this research provides at least a tentative step in the proper

direction.
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Previous Bank Stock Price Studies

The study of the relative prices of bank stocks is an area which
has been generally neglected by investment analysts. In response to a
question posed in a letter to him, David C. Cates, bank stock analyst
of the firm of Salomon Brothers and Hutzler, states: "You are entirely
right in your guess that the analysis of bank stocks has not been pur-
sued at the theoretical level."!3 The reasons posited by Mr. Cates for
this lack of investigation consist of poor bank reporting practices,
year-end distortions in financial statements, uninclusive capital funds
totals, and illogical and unrefined ratios. Mr. Cates' criticism of
available data may easily be pertinent, but need hardly be incapacitat-
ing. If the studies are few, all the more reason to make the attempt.

While attempts at explaining stock prices in other industries
have been undertaken, only two price-explanatory studies dealing
specifically with bank stocks have been uncovered.14 The two bank
stock price studies were produced by John Collins and David Durand
respectively.

A. The Collins Study

The Collins study dealt with mixed price determinants and through

their use attempted to define a normal or intrinsic value.15 In this

13Letter from David C. Cates, Bank Stock Analyst, Salomon Brothers and
Hutzler, to the author, New York, August 31, 1965.

14For a relatively complete coverage of price studies see: Myron Gordon,
The Investment, Financing, and Valuation of the Corporation (Homewood,
I1linois: Richard D, Irwin, Inc.), 1962,

1550hn Collins, "How to Study the Behavior of Bank Stocks," The Financial
Analysts Journal, May, 1957, pp. 109-113,
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study, Collins employed a random sample of 37 of the larger banks and
regressed their year-end price on each of four variables, one variable
at a time, for first 1955, and then the year 1954. For three of the
‘ four variables, the correlation proved to be higher in 1954 than was
originally obtained for 1955. No attempt is made to explain the changes
in the correlation from one period to the next,

The investigation continues by combining the variables and as-
signing weights to them through the use of an adjustment formula. The
final equation took the form:

X1 = 2,668 + 6,554 X2 + 12,176X3 - 0.226X4 + 2,742X5

where X1 = normal price
a = the Y intercept
X2 = operating earnings per share
X3 = annual dividend per share

X4 = book value per share
- X5 = net profits per share.

Collins concludes that the formula will be predictive of the normal
value of a bank stock until there is an appreciable change in the values
of the independent variables.

Certain problems are evident in the use of this equation as a
means of describing a normal stock value. First, an assumption is made
that the year in which the weights were computed was a "normal® period
for bank stocks as far as evaluation purposes are concerned. Second,
that the market will continue to weigh the factors in a fashion similar
to that which was obtained at this one point in time. Third, that the
37 observations truly comprise a homogeneous group. Finally, Collins
seems to make the éuestionable assumption that intercorrelation, es-
pecially between operating earnings and net profits per share, will

not affect the total validity of the future regressions.
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An earlier work in which this writer took part using the Collins
formula in the years following 1955 showed that it lacked any value as
a predictor of bank stock prices.16 In fact, if anything, the movements
of Collins' normal values were inverse to the movements of the éctual
prices. No further use will be made of the preceding analysis.

B. The Durand Study

This study provides a basis for a major segment of the present
worke. A replication and extension of the Durand analysis provides the
substance for Chapter Three which follows, Because of the subsequent
lengthy coverage, only a few comments will be attempted at this juncture.

The Durand Study was undertaken under the auspices of the National
Bureau of Economic Research because of an interest in the level of bank
stock prices in relation to book value and the implication of this rela-
tion on the adequacy of bank capital;17 Looking at the capital adequacy
problem from the viewpoint of 1964, the terminal date of the present
work, it would seem that the war has been fought and won. As of 1964,
bank stock prices were high, relative to book value, earnings, dividends,
and most other determinants. Other areas of banking are under discussion
at present, such as the virtues of capital notes or debentures in spe-
cific capital structures and their possible effects on the earnings of

the residual equity holders.

16Eugene Drzycimski, John Fikes, and William Pincoe, "Analysis of Determi-
nant Factors in Bank Stock Analysis,!" Unpublished paper written for the
Graduate School of Business Administration, Michigan State University,
East Lansing, May 25, 1962,

7David Durand, Bank Stock Prices and the Bank Capital Problem (New York:
National Bureau of Economic Research, Inc.), 1957.
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Although the Durand Study was concerned with problems of possibly
lesser import today, certain resultant conclusions do have implications
which deserve further analysis and testing. In essence, then, this
earlier work provides a well-founded point of embarkation for the analy-

sis undertaken in the present study.

Summary

In this chapter, attempts have been made to function in a number
of separate but related areas. The major hypotheses which will be sub-
sequently tested have been defined. A discussion has been carried out
concerning the psychology of the stock market in general along with
specific instances of market reactions, It has been noted that bank
stocks have been and are subject to investor's whims. Stock price
movements as described by the major price indicators have been placed
in historical perspective. The market for bank stocks themselves has
been scrutinized and declared wanting. Following this exercise, bank
stock price movements have been analyzed over time and then compared
to the relative movements of other industry groups. Finally, the meager
supply of previous bank stock price studies has been exhibited. The
stage is now set for the present study to proceed along the lines set

forth at the beginning of this chapter.



CHAPTER II

THE SAMPLE AND ITS PROPERTIES

The Purpose of This Chapter

This chapter will describe the group of financial institutions
which provide the raw material for all phases of this study. The many
aspects of the description will include a discussion of the financial
impact of the banking industry and of the sample thereof as compared
to the other financial sectors of the economy. The description will
largely take the form of a comparison of the means and standard devia-
tions of certain statistics over time, and an analysis of the inter-

correlations between these statistics.

The Magnitude of the Banking Industry

When the commercial banking industry is considered as a whole, we
are talking about 13,775 commercial and stock savings banks with total
despoits of $306,800 million as of December 31, 1964, Table 2-2 presents
a tabulation of the financial assets of the various financial sectors of
the economy from 1955 through 1964. Although the commercial banks have
grown from $185,400 million at year-end 1955 to over $300 billion as of
December 31, 1964, the standing of banks relative to the other financial
institutions taken as a group has actually decreased. In 1955, the total
footings of the non-bank financial institutions were 126 per cent of the
footings of the commercial banks. By the end of 1964, this superiority
had increased to 178 per cent. Over the ten years in question, the de-

posits of the commercial banks increased at a compound annual rate of
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5.5 per cent, while those of the non-bank financial institutions in-
creased at a compound rate of 8.0 per cent per year. Nevertheless, the
deposits of the commercial banks as of December, 1964 were still almost
as great (less $11 billion) as the sum of the assets of all savings and
loan associations, mutual savings banks, and life insurance companies.
In spite of their relatively slower growth, commercial banks remain a

financial force of paramount importance.

Financial Impact of the Sample

It would be highly desirable if the totality of the commercial
banking industry could be considered in this study. This is not possible.

The primary reason for the difficulty of such a venture is that the

pertinent data are simply not available for the vast majority of these
banks, It is necessary, therefore, to procure a sample, which, although
not necessarily representative of all commercial banks, would describe
those banks of such size as to be of interest to the investing public.
Generally speaking, the banks under consideration are, with two excep-
tions, among the largest 300 banks in deposit size in the United States.
Of the top 100 banks in deposit size as of December 31, 1964, 83 are in-
cluded. Of the second 100 banks ranked according to deposit size, 28
are included. Because the data were available, two banks smaller than
the 300th largest bank were also considered. In addition, data were
procured for nine bank holding companies, eight of which represent banks
which would be among the top 100 banks., The remaining holding company
includes a bank which would fall within the top 110 commercial banks in

deposit size., Exhibits 2-3-A through F give a listing of all the banks
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and holding companies and the number of observations for each institution
included in the sample.
Table 2-1 lists both the number and deposits of all the commercial
banks in the United States and of those banks included in the study.
This chapter will describe the levels and the relationships observed
during the full ten-year period for those sample banks. Later chapters

will concern themselved mainly with the period of the 1960'5.1

Table 2-1. Number of Commercial and Stock Savings Banks and Nondeposit
Trust Companies and Their Deposits, By Year, for the Total
United States and for Those Included in the Study
1955 - 1964
(Deposits in Millions of Dollars)

Total United States Sample Banks Sample Bank Deposits
Year Number Deposits Number Deposits As % of Total Deposits
1955 13,756 $193,205 81 $68,618 36
1956 13,680 198, 547 86 73,497 37
1957 13,607 202,483 88 75,114 37
1958 13, 540 217,291 96 84,437 39
1959 13,486 220,514 111 101,161 46
1960 13,484 230,532 122 114,236 50
1961 13,444 249, 504 122 126,944 51
1962 13,441 263,060 122 136,273 52
1963 13,583 276,230 122 145,370 53
1964 13,775 308,427 121 154,624 50

Sources; FDIC Annual Reports.

1The reader may question the fact that the totals for 1964 include one
less bank than those of the previous four years. During that year it
was necessary to drop the observations of the Banc Ohio Corporation due
to the unavailability of the determinant net indicated earnings. This
decision will largely affect only the immediate general discussion since
this holding company will be reinserted in subsequent operations. If
Banc Ohio were presently considered, deposits would be increased by
$809 million to $155,433 million. This inclusion would increase the
factor "Sample Bank Deposits As % of Total Deposits" to nearly 51%.
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Despite the fact that the sample includes just under 1% of the
total universe, as far as numbers of banks are concerned, for the period
1960-1964, it does encompass a majority of dollars of deposits. The
representation of the sample during the latter half of the 1950's is
still substantially greater than a third of available deposits. As a
further indication of the degree of financial concentration evidenced
by the banking industry, the following figures are taken from a survey
completed by the House Committee on Banking and Currency of the 88th
Congress. As of June 30, 1962, the 100 largest member banks as a per
cent of all commercial banks in the United States held: 47% of total
assets, 46.4% of total deposits, 49.3% of total demand deposits, 41.5%
of total time deposits, 48.5% of total loans, and 40.9% of total

investments.2

Geographic Representation

Even though this study does not pretend to be a capsule repre-
sentation of all banks in the United States, an effort was made to
include banks in as many states as possible. One major problem is that
a number of states simple do not house institutions of interest to in-
vestors residing beyond the immediate municipal or county boundaries.
Nevertheless, at least one bank or holding company has been included for

each of 31 states, plus the District of Columbia. As would be expected,

2U.S., Congress, House, Committee on Banking and Currency, Chain Banking -

Stockholder and Loan Links of the 200 Largest Member Banks, 88th Cong.,
April 15, 1963, p. 7.
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the State of New York leads with 19 banks and one holding company. Ohio

follows with 11 banks and one holding company. The States of Washington,
Alabama, Florida, Colorado, Kentucky, and Delaware each are represented by
one bank, while Louisiana and Utah each have one holding company repre-
sented. Table 2.4 provides a listing of the states included and the num-
ber of institutions by which they are represented.

In spite of the efforts made to obtain a representative geographic
inclusion, a certain imbalance remains evident. The middle northeastern
states are weighed most heavily in terms of both number and financial
impact. The north central states - specifically Ohio, Illinois and
Michigan - also contribute a goodly number of banks whose financial
impact is most important. These banks need not be specifically repre-
sentative of the area due to the existence of large numbers of small unit
banks in most of the states comprising the greater Midwest. The south-
east and southwest enjoy some representation as far as financial impact
is concerned, but suffer in terms of the actual number of banks in
existence. The Pacific Coast states, especially California, may actually
fare better than some other areas, particularly the Rocky Mountain states,
because although represented by only nine observations, these observa-
tions are of the very largest banks in predominantly branch-banking

states.

A Pragmatic Approach

While commercial banks and holding companies taken together are
not necessarily homogeneous, they are more so than other industry groups.

Therefore, it was decided to initially evaluate the totality of the
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sample., This procedure will provide a basic structure against which
later comparisons may be made when the observations are more rationally
grouped and the determinants more specifically chosen.

The methodology by which certain descriptive statistics were ob-
tained for the institutions under study was generally one of the least
squares fits to arbitrary functions, i.e., the calculation of multiple
regression. In running the regression at this point the assumption was

made that market price as the dependent variable was a function of all

determinants at one time. This hypothesis is not statistically true,

but was necessary so as to produce the desired statistics. Tables 2.8-

A and B provide a listing of all the variables obtained for each institu-
tion. To obtain a more complete picture of the information available

for each institution for each year, Table 2-5 should be employed in con-
junction with Tables 2-8-A and B, since Table 2-5 enumerates the actual
number of observations for each variable for each year. This further
breakdown was necessary since not all information was available for each
institution for each year. All the variables are completely described

in Appendix A.

The Averages of the Variables

Tables 2-6-A through D provide the simple mean values along with

the relevant standard deviations for each of the variasbles considered

for each of the study years. A few comments might provide assistance

in interpreting these data.
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Price

Variable #4, price per share, was set forth in an earlier chapter
as a broader indicator of bank stock price performance over the ten-year
period 1955-1964, It can be seen that not until 1958 did bank stock
prices begin to climb, This year of price increase was preceded by three
years of relative price stability during which two of the price relatives,
the price/earnings ratio and price as a per cent of book value, actually
declined. The year 1961 witnessed the most perceptible advance in price,
followed by a significant drop during the following year.

In terms of standard deviations around the market price average,
about 66 per cent of the observations for the year 1955 should lie within
the range of $13.00 per share and $43.48 per share. However, since the
average presented is not weighed by the number of shares outstanding for
each institution, its form is likely to be asymmetrical. In this case,
it is probably asymmetrically skewed positively to the right because none
of the stocks included sold for a negative figure. For the year 1964,

66 per cent of the stocks would have sold for $63.30 plus and minus
$35.68, one standard deviation.
Farnings

Adjusted net operating earnings per share, Variable #5, increased
rather consistently from $2.18 in 1955 to $3.99 in 1964. This change
amounts to a yearly compound rate of increase of approximately 6.2 per
cent, Although still uncomfortably high, the standard deviations have
decreased over time so that for 1964 about 66% of the observations of

earnings would fall between $1.77 and $6.21 per share.
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Dividends

Adjusted dividends per share, Variable #6, increased from $.98
per share with a standard deviation of $.45 in 1955 to $1.82 with a
standard deviation of $.88 in 1964, This change over time reflects a
yearly compound rate of increase of 6.3 per cent.
Loans

Variable #7, loans and discounts as a per cent of total assets,
demonstrates the recognized increased allocation of credit during these
ten years. This measure of loan magnitude increased some 25 per cent
during this period. Of special note is the fact that the standard de-
viation actually decreased. The explanation of this phenomenon in all

likelihood is that more banks became more efficient in the allocation

of credit via the loan desk.
Book Value

As we have seen, dollar dividends have increased at a slightly
faster rate than earnings per share. The result of this difference is
to allow only a 5.5 per cent compound rate of increase for book value
between 1955 and 1964. Again, in this instance, the standard deviations
for Variable #8 are uncomfortably large.
Deposits

The mean values for deposits, Variable #9, may be somewhat un-
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