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This paper presents some preliminary observations on the
evoluina structure of commercial banking in Brazil in the perlod
1955-66. The growth of banking facilities and the salient features
of banking legislation in relation to branching aCu1v1ty are
considered 1n1u1ally. Evidence on concentration ratios is given
in the subsequent section, The final part of the paper examines
cost and earnlngs data gnd the evlect of bank size on efficiency
apg profitability.

I. Regulation and Growth of Banking Facilities

Brezilian commercial banking is organized on the branch
bank principle and the formation of branch networks is permitted
in all stétes. The unit banks in existence accordingly are small,
specialized firms, which usually are located in the major financial
centres, particularly Rio de Janeiro and Sao Paulo., The system is
regulated by the National Monetary Council and the Central Bank,
which in 1965 assumed the supervisory powers previously exerclsed
by the Superintendency of lMoney and Credit (SUMOC: Superintendencia
" da Moeda e Credito). These agencies formulate banking policy and
‘control, inter alia, the entry of new firms, the formation and
location of branch bffices, bank capltal requirements and adherence
to recognized pr1nc1ples of sound banking practice. ©Since the
authoritics have chartered very few new private entrants into
commercial banking, the following discussion concentrates on
measures adopted to control tranch expansion.

The basic 1cr¢slatlon governing btranching was formulated
in l9uu(l‘ . Commsrc1al banks were grouped into several éategories,
defined in terms of minimum capital requirements, which determined.
the geographical area in which branch offices could be established.

In 194y, for example, only banks in the highest category,
with capital above Cr$.50 million, were permitted to open tranches
throughout the country. Branching by banks in the intermediate
categories was restricted to a given region or state while the
smallest banks,with capital below Crf 5 million, could not have
branches outside the.counties (municipios) in which their head-
offices were located. New entrants to the industry or existing
banks ‘wishing to extend the geographical scope of their branching
activities had to meet the capital requirements corresponding to the
category in question, In addition to these genmersl provisions, the
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location of branch offices also has determined the capital requires
ments of individual bankss Thus, higher requiremecnts have been
imposed on branches in Rio de Janeiro and Sao Paulo than in other
centres since the 194 0's, '

These measures provided the basic framework for the
physical growth of the banking system, which occurred in the 1950's
and early 1960's. In attempting to control the pronounced Lranching
activity of this period, the authorities have pursued several
different objectives at various times, These may be summarized
bricfly as followss- -

(a) the prevention of excessive spatial conccntfotlon of
banking services in the large urban centrcs,

(b) the extension of banking facilities to areas reglectéd
or inadequately secrved by the banking system. '

(¢) the limitation of the absolute number of banking unitsa

(d) recently, controls over branching have been used to
! .
compel banks to observe certain intecrest rate ceilings.

The first two objectives dominated the policy of SUMOC
towards de novo branching in the 1950%'s, Concern with the rapid
growth and spatial concentration of banking units was expressed
forcibly in SUMOC Instructions No.33 (August, 1950) and No.37 (June,
1951). Thesc referred to the ".,.immoderate programnes of expansion
of branch systemse,." which had "... gencrated cxcess CoDaCityees”
in some centres and led to ",,.ill-advised competition for loans and
deposits™. In response to this situation, SUMOC stated that its
evaluation of the capacity of each location to support additional
bank offices would be the principal consideration in granting
permission to open new brﬁnches. This concept of "absorptive
capacity", although redefined in later meesures, remeined an
important criterion of banking policy throughout this decade. 1In
Instruction No, 37.0f Junc, 1951, capacity was equated with the
volume of depositse Localities with less than Cr$ 100 million in
total daposits were grouped into six ¢lassesy, which detcrmined the
number of offices to te uuthorlzed.(z' Centres with total deposits
above this level were allowed one bank unit for cach additional
- Cr$ 15 million in depositse. SUMOC also emphasizecd that it would

adopt a favourable view towards petitions ;cqucstla arproval of
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a further two in towns with up to five authorized unitse. The
remaining four branches had to be located in areas without banking
facilities, Thesec regulations continued in effect until December,
1965, when the absolute number of branches rather than their
geographical distribution beeaix the primary consideration in banking
policy. More recent measures and their effects are examined below,

Some evidence on the physical growth of the banking system
is presented in Table I. The main features are the doubling in the
number of branches and the continuous fall in the number of
independent firms. This decline is not pronounced, however,
suzgesting that branching rather than acquisitions and mergers
offered o satisfactory means of netwbrk éxpansion~in the period 1955-
65+ As observed previously, official preoccupation with the
cxtension of bLonking facilities to inadequately served arcas ensured
that rather generous overall quantitative limits on branch formation
prevailed in these years, In addition, banks retained considerable
frecdom to determine the location of new branches, which gave them
continued access to the lorger urban communitiese. The introduction
of strict regulations on branching hes sharply reversed this situation
and there has been remarkable rise in the rate of acguisitions since

1965,

Changes 1n the absolute and percentage distribution of benk
offices in the major regions and states are shown in Tables 2 and 3.
It is clcar that the concentration of banking facilities in the
Central-East and Southern regions has not been modified very
substantially by policy medsures. Their combined share in total
banking units has fallen from 91% to 87% between 1955 and 1966,
Despite the negligiltle change in the intéréregional distribvution of
bank units, the growth in the number of banks in.the Horth and North-
Eastern regions is spectacular in absolute terms. The impact of
official restrictions on branching in the major financial and
industrial centrcs may partly account for this eXpansion. OR the
other hand it may be attributed also to the development of tht86 arens
and the rising degrec of inter-regional integration. DBoth these '
factors would tend to accelerate entry wia branching of banks located
in the Centre~East and Southy.particularly those secking to achieve
a country-wide brench nctwork, In this respect it is worth noting
that the projection of a national "image" has been an important form
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of product coimpetition among the larger banks. |

It is appropriatc at this point to consider the factors which
induccd the sustained ratc of de novo branching otserved in the
period 1955-66, It may be regarded primerily as a response to the
profits crcatcd by accclerating inflation and various institutional
constaints described below, Intercst.payncnts on demand deposits
were perimitted throughout these years, Traditionally, Brazilian
banking lcgislation has distinguished betwecn two types of derend
deposit for this purposc, That is, thosc whosec valuc docs.not ¢
exceed fixcd, poliey dctcrmined ceilings (gggéglgqamgggg;gggg and
dgpésitos“limitadQ§) and demand deposits of unlimited size (dcpési—
tos 5 vista seir linmite)e. In the carly 1950's the latter reccecived a
maxinum annual intcrcst ratc of 3% and the Fixcd-ceilling deposits
carned bctween 3% and 5% per annun, deépending on thcir size ');
b1l interest rate limitations on demand devosits werc removced in
Fcbruary, 1954, but wcrc soon rcinstituted by Instruction No.105
(Octobery, 1950)in which ﬂIMOC rcforred to thc undesirakblc practices
banks uscd to attract depositors'cs); 'This measure cstablished
gnnual intercst ratc maxima of 3%,oﬁ dcmand deposits sgi limite and

5% on thc other eatcgorics of demand depod ts. Thesc maxiig
rereincd in foree with only minor changes until 1966 (6'). Intcrcst
paynents on dcmand deposits of unlimited siz¢ were finally akbolished -
in Januery, 1966 (7.) tut fixed eeillng dcposits continue to
rceceive a moximum ennual ratc of 3%, With respect to time dcposits,
maximum intcercst ratcs have depended on the period of notice requirecd
to cffect withdrawaels. In the years 1950-66, intercst rates for the
various classecs of time deposits have varied between 3% and 8% per
annua, . Since July, 1966 o monétary correction cleausc has been .. -
applicd tc time deposits with a minimum fixed ternm of six months-(8°)
Given thc retcs of inflation expericnéed in Brazl since 1950,
depositors clcizrly have reccived ncgative real intcrest rates, which
| cffectively conferred a subsidy on the opecrations of banks, &4s may
be anticipated, tinc deposits have become an extrcenely unattractive
form of holding wealth and thcir value in real terms declined
substantially in this period (Table L.)e In the abscnce of adjust-
ments in the nominal ratc of return on time deposits to inflation,
the public rationally rcérrangcd their.asset portfolios and recduced
the real amount dcmanded of this asset. However, dcspitc the
ncgative rcal yield on demand deposits, transactions balances held
in this fornm have maintainced their value in rcal tcrms (Tablc L)
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It May:be observed also that the decline in the demand.for rcal cash
balances in relation to income has not bLeen pronounccd. The lack of
close, inflation~proof substitutes scems to underlic the inelasticity
of demand for demand deposits with respect to their negative real
rate of recturn. Certain short-term, non-kank financial instrumecnts
dis emerge in the late 1950's tut, for the public at large, thesc
failed to offer an attractive.alternative to moncy as a mcans of
holding transactions balanccse Of ¢ourse, the banking system
continued to providc sccurity and coanvenience for such balances
together with cheekingy rcmittance and other serviccs., Morcover,
evidently firms have found,;t casier to secure working capital
financing if they maintained tronsactions balances with the banks.
In sum, inflation and institutional limitations on intcrest ratcs
payable on kenk-deposits combined to bencfit the commercial banks
in their position as dcbtors. |

The profitabllity of banking was onh-nccd by practices
which cireumventcd the lesal maximum.loan interest rate of 12%,
established by the Usury Law of 1933, Thc devices employecd have
included verbal agreements, charges and commissions for additional
services and the imposition of minimum balance requirements.
Unfortuhately, no information is available on effectivc nominal
intercst rates on bank loans. However, commercial banks were
opcrating in an eavironment in which implicit intcrcst charges were
common and it is unlikecly that negative real intercst rates were
borne for prolongecd periods. This view is suggcsted by the frequent
complaints of short-tcrm bank-crcdit shortages and the‘concomitant
rise of non-bank crcdit merkcts. These included the acceptance
market, utilizng bills of exchange (lectras de cambio), certified
merchandise invoices (duplicatas) and promissory notcs and the so- .
called “parallel® markct organizcd by non-~financial private lenderse
Unofficial cstimatcs indicate that positive rcal loan ratcs of
intercst prevailed in these markcts in recent ycars, In this rcspeet,
thercfore, the dcvices banks used to evade the usury law and protect
their crecditor position were & responsc to market demand PrcSSUrGSe .
The risc in the prcdominance of short~term assets, primarily
discounts, 1n bank loan portfolios.is a further asﬁect of their
adaptation to inflation (Table )o That is, the composition of
banks'asset holdings shifted in favour of asscts whose real.ylelds .
Werc more responsive to veriations in the ratc-of inflation.
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However, the question of whether or not loan interest rates
were positive in real terms is not critical from the standpoint of
the profitability of benk operations. The main consideration is thot
nominal loan rates were flexible with respect to inflation. The
rising asymmetry btetween these fates.and'thc legal deposit rates
generated increasing gross earnings in rcal terms, which led to
vigorous competition among bvanks to expand their deposits, the
prineipal constraint on their activities. Morecover, under these
conditions, it was possiblc to absorb.thé rising operating costs
incurred in the stfuggle for deposits.( */ This process was
characterised by intensive efforts to achieve product differentiasion,
glven the legal limitations on price coimpetition for deposits. Branch
expansion held obvious attractions in this situation since it
widened the catchiment area for deposits and the associated property
investment provided a lucrative hedge against inflation. Apart from
such powerful stimuli, it mayhe argued also that merket inter-
dependence, partiéularly between the larger regionally—and nationally
based banks, gave odded momentum to the extension of branch ”

systemsglo‘

That i1s, to the extent that the number and location

of branch officcs significently determine a firm$s share in banking
merkets, rapid branching by one firm is likely to clicit a similar
response from competitors,. The above comments on the institutional
framework and the conditions which prevailed in the period 1955-66
provide a plausible explanation of the physical expansion of the ’
Brazilien banking system, "

Becént_Bankinﬂ_EQlicg \
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Mezosures introduced since late 1965 reveal a sharp change
in the orientation of banking policy. De _nove branching has been
more strictly controlled and incentives created which encourége banksr
to observe ceilings on loan rates of intcrests The proximatec cause
of this new approach is the observed rigidity of nominal interest
rates, which has inhibitéd implementation of the current monctary
stabilization Programme ¢ (1) The previous rapid rates of branching
frequently are cited to explain\the high operating costs of commercial
banks(lZ), which are regardcd as imparting inflexibility to the
structure of interest rotese Central Dank Circular No.18 of December,
1965, initizted the departure from past policy by limiting cach bank
to two new Lranches per yecar, only onc of which could be opened in
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Rio de Janeiro or S§q Poulos In addition, minimum capital
requirements for btranches in 211 localities werc raised subst;ntially
and thc importance of differential requirements as an instrument to
control branch location was firmly re-established. Scven categorics,
bosed on the number of suthorized banks, were diétinguished for this
purpose, and banks applying to open new branches first had to satisfy
the higher capital requirements imposed on thelr existing bLranche..
These were sct at NC£$ [,00,000 for benk offices in Rio and Sao Paulo
as compared with NCr$ 115,000 for branches in other cities with
thirty or more banks, which illustrates the effcct of location,
Central Bank Circular Nol.87 of December, 1966, raiscd these require-
ments to NCr$ 500,000 and NCrf 150;000, respectively, and retained
the quots of two new braonches per bank for. the following ycaTe
Central Bank Resolution No, li3 of December, 1966, discriminated
further against small banks by imposing the condition that banks
requesting authorization to open new branches must obscrve a ratio

of 1:10 between ¢apitzl and total deposits rather than the customary
ratio of 1l:15. These measurcs have effectively climinated branching
as 2 feasible meens of cxpension for smell banks located in the min
financial centres, Correspondingly, the cxtension of branch nctworks
via acguisitions has Lecoms more attractive to large bankse. It mey
also be noted that casicer access to the public capital market confers
furthcr adventages on large firms in these circumlstances,

Central Bank Resolution Nos 72 of November, 1967 added the
observance of maximum loan rates of intecrest as o condition for
branching, Effective interest rates mey not exceed 2% per month,

' comprising an interest rate of 1% and additional comissions ond
charges amounting to o further 19, |

Leter measures provided incentives for zll benks which
indicated their acceptance of this limit on loan rates of interesta.
First, such banks were permittcd to hold o higher proportion of thcir
compulsory rescrves in the form of Government seccuritics and approved
typcs of rural loans, Secondly, marginal reservce requirements for
these banks were reduced from 55% to U5% and the corresponding
deposits received intecrest at the rate of % per YGar.(la') Although
the incentives arising from differential marginal reserve requirements
were abolished recently "**’y the limitation of effective interest
rates remoins a major policy objéctive at the present time, Central
Bank Resolution Noe86 of January, 1968, defined this aim more clearly

M
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by indicating that the average effective interest rate on all loan
operations must not exceecd 242% per month.(ls‘) The ceiling remains
at 2% per month on loans of less than sixty days term,

This body of measurecs undoubtedly offcrs a major cxplonation dthe
spectacular increase in acquisitions and mergers observed between
January, 1966, and 4pril, 1968, (164)  geveral mergers between major
banks and fifty-nine acquisitions occurred in this period, the
majority of the latter involving banks with less than NCr$ 5 million
in ecarning assets. Almost five hundred bank offices have been
absorted by means of acquisitions and, as may be anticipated, banks
well-repfesented in large cities, particularly Rio de Janeciro and
S0 Paulo, have proved attractive targets for take-overse The
influence of locational factors is indicated by the fact that thirty-
nine of the acquired banks had ten or fewer branches and fourteen
were unit banks is either Rio de Janeiro or Sio Paulo, In the case
of several large banks, however, the -chicvemcrt of wider national
. coverage seems to.havé been as important as greater représentation in
the larger cities;(l7‘) An examinetion of the branch systems of
merging banks reveals a similar motivation to establish national

(18.) The large~-seale recourse tovacquisitions and

‘branch networks,
mergers prompted by restrictions on gg“gggg branching émphasizes the
continuing importance of branch outlects as a dimension of product
competition in Brazilian banking. In this respecct the establishment
of country-wide branch systems now being undertaken by banks
previously with strong branch representation in only one region

may be seen as an effort to maintain market-sharcs in the face of
competition from nationally-bascd firms, '

In conclusion, recent banking policy has initiated a radical
reorganization of the commercial banking system, which appears
destined to strengthecn the position of large banks at the expense
of the numerous small bankse . It is possible to justify this
approach on the general grounds that o reduction in the nunbcr of
- small, monopolistically competitive firms will exercises negligible
influence on thc market conduct of the larger firms. It is true that
the latter, in terms of their share in total carning assets alrecady
dominatc the system, However, the effect of the eclimination of small
firms via acquisitions on thec structurc of competition in local bankhg‘
markcts requires carcful consideration, For examplc,the more rigorous
and impcrsonzl loan criteria enforced by large banks may limit the
access of small borrowers to the banking system, Finally, it is not
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that the disappearznce o% small firms will reSult in apprcciably lower
costs of financial intermediation, which appears to be the assumption
‘held by the authoritics. First, it must be emphasized that small bonks
%holding less than NCr$.5 millions in cwrnlng assets only account for L%
of total carning assctse toreover, the cwrent opcrating costs of banks
holding between NCr$ 2 and NCrf 10 million in corning assets are ‘comparable
with thosc of much larger tanks, as shown in the final'section of this
papere This preliminary cevidence of the Wweakness of cconomics of saale
sug ,ests that additional measurcs will be required to achieve-lower
opercting costs. '

" II., Changes in Concentration, ;955-6 - -
This scction prescnts cvidence on conccntration in commercial
benking in terms of earning assets for the yecars 1955,1959 and‘l960.
However, although the dcgree of concentration is an important aspect of
banking structurc,.the limitations of concentration rwtlos for this purposc
must be recognizcd., Onc obvious objection is that these rotios ag gregate
various structural chara .cteristics of banking morkets into a single mea sux«
or index, Since banks are multl-product firms, it is clear that the result:
obtainecd may vary according to the choice of product and the dcllncatlon
of marketse. DMorcover, diffcerences in the product mlé‘of banks arc not
resolved simply by examining'concentratioh within broad product classes
as these displey cbnside“able hethrogencity. In the casc of total loans,
for ex amplc,’lurthef decomposition would be rcculrcd to teke differcneces -
in the sizc and type of loen into account.

: 4 sccond secrious limitation is that concentration ratios
commonly rcfer to the benking structure in o singlec geographical
reglongwhich is assumed to be the relevant market areas Howevery the
region sclected is unlikely to conform to btanking markets definéd by
reference to the charactcristics of different bank products, L+
Difforences in bank size and product nix indicate that banks ars active
in various product markets which embrace several geographically distinct
arcas., For example, the m~rkct for large business loans may be

national in scope whereas numerous local markets are found for small
personal loans, (2.) H s follows that an anelysis of tanking structure
in a giyen geographlcal area will.neglect many possible spatial
configurations of banking morkets, Once differcnces between

{
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banking and market structure are:acknowledged, it 1s clear that
concentration ratios alone may nhot be taken as an indication of
market conduct and pcrformance, Of course, the use of these.ratios
for this purposc a lso is guestionable on gencrgl theoretical
grounds 3 .

Unfortunately, with the.data presently availeble in

Brazil, it has been impossible to overcome these limitations arising
from differences in product mix and transaction size. Consequently,
the results reportcd below refer to the country as a whole and
certain broad regimsand the question of concentration in local
banking merkets and within individual product classes is neglected
herc. The concentration ratios prescnted in Tible 6 and 7 reveal
that several interesting changes in banking structure occurred in
the period 1955-66. It is clear, for cxample, that there is
dcfinite trend towards a grcater degrece of absolute concentration
in ecarning assctss The incrcasing sharc of the fiftcen largest
banks is particularly marked and by 1968 these banks controlled
55% of total carning asscts., Incrcments in the participation of
larger groups of banks havc becen small by comparison (Table 6).
Closer -examination indicatcs that thc ridgng decgrce of concecntration
was due primerily tTo the spectacular increasc in the pcrcentage
sharc of the first five banksy which was achieved at.thc cxpense of
other sub-groups of rclatively large benks (Table 7)e 4 similar
tendency towards grcatcr absolutc concentration also.is cvident
within the group of thc tcn largecst banks (Table 8), This
information on conccntration ratios also cuphe sizcs the marked

disperity in bonk sizc which characterizes Brazilian commercial
‘ banking. 4 furthcr illustration of this is given by thc distribu= -
tion of banks acoording.to sizc, as mcasurcd by carning assets and
total decposits, in.1966, (Tables 9 and 10)., In that yecar, 137
small banks hcld l1,15% and 3.6%0f total carning asscts and total
depositsy rcspcctively.,

. The evidencc above sugzgest that the Brazilian banking

structurc is composcd of o modcrately conccniratecd Qligopolistic i
corc with o large fringc of monopolistically compctitive small firms;
Various factors indicatec that the lorger benks rccognize the
cxistcnee ‘of markcet intecrdepcndences The rapid rote of de novo.
branching undcrtalcen by such banks beforc 1966 is onc obvious
cxamplc of this bchaviour, cs crgucd prcviously. With more scvere
restrictions on branching, acquisitions and mcrgcrs have bccome

the principal mcans of gaining widcr rcgional and national coveragca
Banks opcrating in thesc markcts have made grcat efforts to
diffcrentiate their product in othcr wayse. Thesc have included the
intcnsive usc of mass nedia advertising, the introduction of travel-
lers cheques and personalizcd chcoques,the aytomation of opcrationsand
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the lnstallation of intcr-bronch communicotions systems, luxuriously
appointcd officecs, the employment of.attractive femals clerks and the
‘encouragement of childrens, accounts., Recently, scveral large banks
have initiated credit card schemes., The innovioting benk in each casc
has been imitated quickly by compectitors, which supports thc vicw of
oligopolistic intcrdependence between the larger banks., Such patterns of
behaviour also imply thc belicf that a firms sharc of the mrkct is
determincd by product compctition rather than by prico compqtition. It is
an open question whether rcsort to such cost-raising stratcgems rcflects
price collusion oF simply the fact that the grcat mejority of borrowers
are relatively insensitive to interest raote differences,

Some limited evidence en assct concentrotion at the regional ievel
in 1966 is presentcd in Tables 11 and 12 , Danks werc classified
in o given region if 70% or morec of their branches werce located thcrc
Obviously, this involves the quitc arbitrary cssuvnption that the
geographical boundarics of banking markcets conform to the regions defined.
With this important rescrvation, it is intcresting to notc that the
southern region has a markedly lower degrec oﬁfasset concentration than
either the Central-East or the North~Dast regﬁbns.Thc bonking structure ofth
Central-East is distinguishcd by the dominant position held by one banke
In contrﬂst although the five largest banks in the North-Eost also hold 70
of bank carning assets, these are morc evenly distributed,

Finally, virtually nothing is known concerning thc structure
of local banking markets in Brazil duc to the absénce of balance&shect
data fof individual branch officecss However, one intcrcsting aspect of
banking structure at this lcvel is the prevalence of onc~bonk communities
in meny stctes (Takle 13 )e It mey be rocalled tint regulations on
bronching in the period 1950-65, whother in the form of quantitative
controls or differenticl minimWm capital requirements, fovourcd the
¢stablish ment of branches in smell rural communities, It may be argued
‘that another factor which also influenced the choicc of such locations
was the possibility of exploiting spatial monopoly situntionse 4 comparis.
of loan/deposit rotios in multi-bank and one-bank towns providcs o partial
test of whether or not monopoly power is being exercised in the latters Th
isy it is reasonable to assume that local monopoliste cxploit their
position by raising intcrcst rotes and rcstricting loans, Tho ovidence



.

134

givcen in Tablc No provides a preliminary indication that this
is the case. In each state examined, average loan/deposit ratios in
one-bank towns are lower than in communities with more than one local
source of bank services, However, while these differences are-
suggestive, analysis of other performance characteristics is nceded
to reach a definitive conclusion on the question of local monopoly
power and its exploitation,

-

III. Costs and Earnings in Relation to Size of Bank.

Similar conceptual difficulties are encountered in
studies of the effect of bank size on costs and earniggs.(l') It is
clear, for exzample, that selection of a single measure of output will
obscure compositional differences between banks. That is, total
output levels are compared despite variations in prodﬁct mix.,
Moreover, even if cach bank product or service is analyzed separately,
the problem of allocating joint costs and revenues remains. The se
considergtions suggest that a wighted index of output 1s appropriates
This approach also 1s indicated by/the fact that the asSumption ot
fixed proportions im unlikely to hold in the case of banks, given
Their facility to vary the composition of output. In practice,
howevery various factors have dictated the use. of unwelghted indexes
of output in recent analyses of btank costs (ZJ. As this approach
is followed here the results are open to. the same criticism that
differences in product mix are neglected. In the present case, this
omission primarily relects the fact that the data only are available
in a highly aggregative form, Although evidence on individual
balance-sheet entries and current cost and revenue items does exist
its usefulness for inter~bank comparisons is doubtful. No uniform
pattern of presentation has been adopted/(B‘) and consideratle
discretion must be erercised to standardize these accounts. For
example, e ven for single bank, the presentation and detail on
individual items frequently vary from one seml-annual statement to
the next. No information is available on such important product
characteristics as the size of transactions or the term and sectoral
~allocation of loans for individual banks. Hevertheless, despite
these difficulties, the failure to take product mix variations into
account is acknowledged as a weakness of the present study.

' 4 further point is that the choice hetween slternative
concepts of bank output will dépend on the objectives in view, ‘For
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example, the literature on ”ank\costs in the United 5tates has
concentrated on the comparative oefficieney of individual branch banks
and unit banks. This branch—unlt controversy is directed towards an
assessment.of the social welfare implications of different banking
structures, This focus accordingly has led to the adoption of
output concepts, incorporating social vagluations of various bank
services, which are particularly appropriate to this rather
specialized question. The more modest aim here is to consider the
influence of bank size on operating costs and earnings. Since
ef?iciency is defined in this restricted sense, a concept of bank
output which weights bank serv1¢es according to their social
:valuatlons is not required, () In short, whether social welfore
is better served by a system composed of large or small units is not
the point at issue. Finally, it should be noted that the results
given below are drawn from consolidated data for branch bank systems
due to the absence of returns for individual branch units.
Consequently, operating costs and carnings are measured in relation
to the size of firm and not plant 8ize,

All commerciel banks(5'>which reported balance sheet
infarmation for 1966 initially were classified in term$ of size, as
measured by earning assets, for 1955, 1959 and 1966 6 ‘). Differences
in the number of banks used in these three years are due primarily to
the ¢limination of banks which aither failed to publish or gave’
incomplete returns in one of the periods analyzed. The Simple
average of earning asscts reported at the end of June and December
is taken to represent the average monthly level during the year.
This output measure was related to annual current expenses and total
receipts to derive operating costs and net current earnings, the
latter being taken before taxe Operating cost and earnings ratios
for 1955, 1959 and 1966 are shown in Tables and o As unit
cost variations betwcen different size groups are rather similar in
1955 and 1959, these two years may be considered jointly.

Several tentative conclusions mey be drawn from the
evidence of Table {' . |

- (a) Increcases in bank size. Q“I s¢ clearly confer no
further advantage in terms of lower average operating costs once
banks hold 1IC$ 200 thousand in carning assets, In both years, the
relatively smell banks within the size range of NC$.25-200 thousand
have appreclably lower unwt costs than lar‘cr banks. Thcse inter~
group cost dif ?erenccs are more pronounccd in 1959, HOWGVET o
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(b) If these two years are represcatative of the late
1950's, it is apparent that smaller banks were in a strong
competitive -position x;g:é:ggg the larger regional and nationally -
based bankse 4t least in terms of operating costs, conditions
favoured the survival of small banking units and the maintcnance of
the wide size dispersilon which continues to characterize the
Brazilian banking structure.

(c) The evidence on net current earnings ratios
strengthens this conclusion. In fact, above the NC{ 200 ~ 500
thousand category, these ratios are inversely related to increascs
in bank size. Moreover, nect operating carnings ratios of banks
below this category compare very favourably with the performance of
banks in the higher size ranges.

(d) 'In 1955, the above result reflects the lower costs
of small banks as gross carnings ratios are approximately the same
Tfor all size classes., In contrast, in 1959, gross opcrating earnings
ratios increcase with bank size until the~highest size group is recach-
ed., However, this trend is not shown in net current earnings ratios.
as it 1s offset by the rclatively more rapid rise in operating costs,

The remarkable upﬁard shift in operating costs in all -
size groups which nccurred between 1959 and 1966 is clecarly revealed
in Tablelé . The serious implications of the rigldib of interest
rates associated with this high cost structure do not require great
emphasis. Unless these costs can be reduccd rapidly, the present
price'stabilization\prOgramme will impose suécessively higher real
rates of interest and.jeopardize‘current\efforts To promote
sustained economic recovery and growthe The evidence for 1966 also
suggests that the relationship between unit costs and bank siz . has
changed merkedly since the late 1950's, There is now an obvious
tendency for opcrating cost ratios to fall over a considerable range
of output, that is, until banks hold NC$ 50 million in earning
assetss This result may be interpreted tentatively as an indication
of economies of scale although these are not very pronounced beyond
the first three size categories. This pattern is confirmed by an
examination of wage and salary costs in relation to earning assects
for 1965 (7‘). (Table 17 )e It mroy be observed also that cvidence
of scalc economics is much wcaker when bank size is measured in
terms of total deposits., (Table 18 ), 4 satisfactory resolution of
the conceptual and empirical difficulties posed by inter-bank product
mix variations is needed to réach a Tirmer conclusion on this point, ',
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The nct current carnings ratios present a rather mixed pattern in
1965 and bank size appcars to exercise a limit d influence on
performence in this respect. |

The cffect on profitability of variations in capital/earning
asset ratios by size of bank also may be considerecd, Tablc 19 reveals
that.capitalization retios decline sharply with increascs in bank
sizeos It is apparent that the greater leverage of larger banks,
particularly those with over NCr$ 150 million in earning asscts,
improvecs their profitability in relation to the smellest banks. With
this modification, however, no strong association bectween rates of
return on capitel and bank size is discernible. Thus, banks in the
NCr$ W25 million size groups, with relatively high capitalization
retios, achieved rates of rcturn on cepital similar to those of much
larger banks, The advantage of the hiahly ieveraged position of the
latter was offsect by their poorer cost and gross earnings pcrformance.

~ Finally, the cffecct on unit cost ratios of differences in the.
humbér of branches owned by by banks was cxamined using the 1966 data.
The findings obtained mey be summarized as follows:=

(2) Cost ratios vary widely.for banks with the same number of
branches and in the samc size group.

(b) Within given sizec clesses,there is no 1na1cqtlon that.
banks with fewer branches systematically have lowcr opcrﬂtlng cost
ratios,

The conclusions of this review of cross-section data on bank
operating ratios arc the following:-

(a) Thero is no indication of a stromg, direct relationship
between size of bank and the operating ratios examined above, In fact,
in 1955 and 1959, cost and nct current ecarnings ratios are inversely
related to sizc over o wide range of bank output.

(b) This situation is reversed in 1966 as cost ratios show
some tendency to fall with increases in bank size. Nevertheless, this
decline doecs not extend over the full range of firm sizesysuggesting
that discconomics of scele are encountered by lerger banks. In this
rcsphct, it may notcd that minimum operating cost ratios are reached
at relatively low levels of output in terms of earning assets in
cach of the threec years., '

(¢) Rising net current earnings ratios are not associated
with increascs in bank sizc, Howevery therc is no uniform pattern of
operating costs and gross carnings underlying this result, |

(4) Diffcrences in capital/carning assct ratios, which are
closely rclated to size, do not modify thesc findings
substontielly. In all the dimensions considered, J.ncludln0~ the
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"rate of return on éapital, the performance of small-to medium-sized
banks is compcrable to that of larger banks,
(e) THis evidence of the weakness of size-cost and size
profit relationships is consistent with the extrems diversity of
firm size found in Brazilian commercial banking.

o

Mein _Conclusions

e . e e e e

1. The rapid expansion in the number of benk offices in.
the 1950's and early 1960's may be attributed to two major. factors.
First, the weakncss of official restrictions on branching arising
from policies ihtended to achieve wider geographical dispersion of
the banking "systems. .econdly, the inerecasing gap between fixed
deposit intercst rates and loan rates which provided the incentive
and resources for rapid branching, Oligopolistic interdependence
between large banlks gave added momentum to this process.

2+ The industry is modcrately concentrated with the ten
largest banks controlling roughly 507 of total earning assets. The
degree of concentration has risen significantly in the period 1955~
66. If present restrictions on branching and the mors rigorous
capital requirements are retained, the rising trend of acqulsitions
and mergers is likely to continue and will accentuate this situation,

3. In terms of operating costs, the optimum size of firm
is small in relation to the range of firm size which exists at
present, Opcrating cost ratios are lowest for banks holding
NC§ 25 ~ 50 million in earning assets. DBanks in this size class, on
average, have fifty branches, which is a small network by Brazilian
standards, However, the quecstion of scale economies must be studied
in much greater detall before any hypothesié on this subject can be
accepted as the basis of puklic policy.

Suggestions for Further Researcl g

el Tt

Subject to the availability of data, the following topics
merit attention, |

1. The structurc of competition in local banking markets
in both rural and urban arcas, distinguishing as far as possiltle
between the different types of bank products. The influence of bank
size and locational factors on such performance characteristics os
effective interest rates, loan criteria, range of services provided,
etc. could be examined under this heading.
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24 An anclysis of operating ratio data for branch offices
in order to dctermine the effects of size on performance at this level
of aggrecgation, ouch information is fequired, for example, to consider
the argument that branch cxponsion has been “excessive® and has
generatced the incfficiency or wastc associatcd with monopolistic
competition, | _

A questionaire now in.preparation may provide the data

necessary to examine thesc points,

3, Furthcr study of these questions would furnish a more
adequate basis for the formulation of poliecy in regord to de novo
branching and thc desirobility of acquisitions and mergers.
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Sce Decree Law Ne 61419 (april, 1944) and the modifications
introduced in Decree Law N2 6541 (Mky, 1944).

See WIMOC Instruction Ne 37 (June, 1951), &rticle 17,
SUMOC Instruction N2 13l (July 1956)

The details may be found in the following SUIMCC Instructions:
Ne 3l (August, 1950); Ne 56(lny, 1953) and N2 105 (October, 195l).

These included lotteries, prizes and bonuscs

SUICC. Instruction N2 191 of December, 1959, raised the maximum
rate on fixed cciling deposits to 6% per annum but only private
individuals and certoin non-profit organizetions were permitted
to hold such deposits.

Sece Central Bank Resolution Ne 15,

Sce Central Bank Resolution He 31

The high cost structure which cmerged in this pecriod is shown in
the final scction below, Bece Tables,

The question 6f interdependence is discussed in the next section,

Central Bank Circular N¢ 1 of October, 1965, indicates an early
awgreness of tThis problcme

seey For example, IH. Simonsen 3 "The Problem of Intcit st Retes ir

Brazl 1", Bonk of London and South Ancrica Review, December, 1957,

o i e

boge 652

Central Dank Resolution NQ 79 of December, 1987.

Central Bank Rcsolution N2 89 of Mureh, 1968.
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Effective intercst rotes arc described rather elphemistically as
the "cost of money ®

The numbcr of zequisitions. (incorporacocs) approved in the past
threc years is os follows ¢ 1965 -~ twoj 1966 - twclvej 1967: forty-
fivce '

(

For example, the Banco do Bohia significantly strcnathcncd its
branch network in the Zouthern region cs o result of ccquisitions.

The mergers between Danco lorelirs Szlles and Banco Ag 'ricola Mcrcan-
til und Denco Andrade A naud and Banco Ultrecmsrino Brasileiro fall
into this categorye.

II. Chanecs in Concentration, 1955-56

2e

S

III.
1.

“Ibnonollstic CO@pCbltlon Thcogﬁ‘ (John Wiley & SonsL Inc.l Hew

1987) pages 357-378,

Sizec of borrower commonly is ~ssumed to be cn importont factor in
definining banking markcts-although therc is 1little empirical
information on this question., Ibid, pagc 367

Sec J.S,Bain: "Industricl Orzanizotion" (John Wiley & Sons, Ince
New York, 1959) pages 295-298,

Costs and Earnings in Recloation to Size of Bank

Sce, for example, S.J. Greenboum: Comnctition and Efficicney in

T L e e .

the Banking System - Empirical Rescarch and its Policy Implications,

o

The. Journal of. Political Economy, Suppleient, Auzust, 1967, pp L6l
T7a. Scc also P.M. Horvitz: “Economics of Scale in Banking",
Resecarch Study One. in "Privatc Financial Institutions" (Published.

o st g e \.‘

for the Commission on Money and Credit by |
1963)

renticcHa lLﬁmlnq&VN&I&&

s .

et L =8
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2. P.l, Horvitz, op.cit, Also Q&Aaﬁlk lcffs Milonopoly ond Competition

-‘* & . B, s RIS

in Comuczoial Banking", (University of Colifornia Press, 1954):
Lylc LeGremlcys "4 5tudy of 5cale Economies in Danking" (Fedexzl
Reserve Bank of Xansas City, Kansas City, 1962)3 L. Schweiger and

lyid Vlecc,4ﬁgg;g&ggj$;)g}'ﬂ' Journal of Business, July 1961, pp
203—-)06 @

3e wince 1963 the Central Bonk has obliged commcrcial banks to follow
a uniform pattern in prescnting assct and liability statcments,

i, For discussion of this point sce Lyle G,Gramley, op cits also S,
- Grcenbaum, op Gite

5« The Bank of Brazil, official development banks and other federcl
credit institutions are excludcd,

6. Information was teaken from June and Dececmber balance-shcet, income
. D ). 4 . ] L} g : ’-.- s 3
and cxpenditure statements putlished in the Revista Bancaria Brasi-
leira.

7+ The possibilities of greater lobour speciclization associated W1th
larger size are frcquently cited as a probable sourcec of scals:
cconomics in commcrcial banking,

8¢ Similor results arc obtalncd using total assets or total deposits
to measurc bank size,



TABLE 1

PO 4By ey

CHANGES IN THE NUMBER OF BANK OFFICES IN BRASIL. 1955-66

YE;R | | | TOT.FAQ ' “ HEAD O%‘}CES | BRA\TCIJ OFFICES
1955 3558 | s6s | 3102
1956 | hest 360 3 897
A1957 L 628 357 L2
1958 Losst | - 3hs u'51z
1959 '5 135 3h3 L 792
| 1960 | 58 | 338 5 010
1961 5 581 o33 s
1962 6 109 , 332 5 777
1963 6 481 326 6 155
196l - 6878 328 6 550
1965 7 271 | 320 6 951
1965 | 7v568 | | é97 | 7 271

l \ | -

SOURCE: IBGE and Servico de Estatistica Econdmica e Financeira.



Table 2: Rezional Distribution of Bank Offices in Selected Years

peston 1955 1959 1966
Total|H.0. | B.O.|Total| H,0.|B.O. |Total|H.O0. | B.O.
North 61/ 10| s1] 91l 10| 81 191] 12| 179
North-East 266 56 210 420 54 366 764 51 713
Centre-East 1180 175{ 1005| 1tey| 156| 1571} 2411 113| 2298
South,. 2051| 125| 2909| 2909 123| 2786 u4202| 121 4091
Notes: H,O, Head Offices; B.0, : Branch Offices.

Source: IBGE and SEEF.

&pble 3: Distribution

of Bank Offices by Regzions and Selected States.

(Percentages)

Lsesa 1955 13959 1966
Total{H.0. | B.O.|Total|H.0. |B.0, |Total|H.0. |B.O.

' North 1.71] 2.73|.1.60| 1.77| 2.91| 1.69| 2.52| 4.ou| 2.46
North-East 7.48]15.30| 6.58| 8.16|15.74| 7.62]10.09 17.17’ 9.81
Centre-East ‘33.16 47.81131.48]|3%.55]45,48 32.70 31.86|38.05{31.60
South 57.64|34,15]60.34|56.52|35.86 57.99 55.52| 40.T4{56,13
(a) Mines Gerais|16.30| 9.29{17.10[16.28| 8.73/16.82/11.96| 8.08]12.12
(b) Guanabara . | 9.67{33.33| 6.95| §.44|31.19| 7.89| 9.63|23.23| 9.08
(c) S8o Paulo |37.63|28.41[38.69{35.47|29.15|35.93|34.92|31.31|35.07
Total: a+ b + c|63.60|71.03|62.74|61.19|69.07|60.64|56.51|62.62 56.27

Notes and Sources:

See Table 2



sourccss:

loldinzs of Cash Balonces, Demond Deposits
and Time Deposits in Recal Tcrm 9.3_3;9_5_;_—‘0‘5_

var | meiighg|— Desand “"'p%sﬁs (Z)i K. Dep ;;zfi‘?ic,

; C o | scoton Total | Aector.
1952 266 3.2 10,5 12,1 1049
1953 0235 LI-Bvl LLZQB 10.7 08
1955 20l .0 K&l.8 8.5 ToT
1956 22 L3y 1,0,0 7.2 6.l
1957 222 5349 197 Tt 646
1958 236 570 528 6.8 6.0
11959 197 6642 60,7 6.3 540
1960 w215 T1.9 6643 740 Ls7
1961 200 T3 6945 6.7 3.9
1962 206 8.6 7844 li.6 b
1963 2209 8049 7544 L.2 31
1964 W28 76.L 6940 3T Fal
1965 227 91.9 85.0 348 343
Notes: (1) Junc coash balances and calendor yeor income were converted

into recl tcrms using the GDP deflotor.(2) In billions of
cruzeiros at 19149 prices,

Banco Ccntral and Fo.&.V.



Iable 53 Percentoge Composition of Commercinl Donk Loans

to the Private Sector, 1952-65 1)
'Year | 1T Curreggaﬁ:coﬁgé Mg;écéﬁnts“v Mbigiiggc
1952 32.5 65 5.0
1953 1 3L 6Li45 R 3.6
195 31,7 6540 3.3
1955 ' 28,2 68,6 - 3.2
1956 | 2544 2.1 I .
1957 21,9 7640 2,1
1958 21,1 | 7.1 | 1.8
1959 | 178 80,7 R
1960 1.8 TR [ 1.2
1961 i1 TN . Iad
1962 b 1.0 o 8742 o A 0.8
1963 946 89,8 0.6
196 8.6 90,8 0.6
w65 | s )ses | o

Notes t+ (1) Private Seetor loons by the Bank of Brazil included.

, o, - ] -
Sources Relatorios of the Central Bank,



. TARLE 6
ACCUMULATIVE DIS zlﬁUTlQN“QU’ﬁj*géBNl ASSET §(1)§m2

NUMBER OF BANKS 1955'4" - 1959 ' ’ 1966
5 21.2l1 %6 | 53,80

vlo ‘ ' ’37.,6L; , | m..sé . | l7.23
15 L8.76 | - 51.77 55.52
20 5768 5‘9 .27 . 61.98
25 | | 6u.é8 |  65.92 67.UT
30 026 | , 7296 .37
35 75.29 77.07 ﬁ 77.30
Lo 79.81 81.28 " | f 81;37
s 83063 - Bs9 | 8h.9o
50 | 8. 87.54 87.2l
;75 | o075 o926 9%.02
100 97.58 9701 95.85

SOURCE: June and December balance - sheet data published in the
Revista Bancarla Brasileira.

‘(l)'= The Bank of Brazil, the Bank of the North- uast and federal:
credit 1nst1tut10ns such as the National Housing Bank and
the National Economic Development Bank have been excluded
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?ﬁ%% COr FOTAL ,\ 1955 1959 1966
EARNING ASSETS |
1-5 21L2u 26.61 - 33.8L
5w 18 16.50 11,91 1339
it = 15 .12 10.25 - 8.29
16 - 20 8.92 7.50 6.116
21 - 25 | 7.00 | 6.65 5.9
BE « 301 5,58 4 | 6.0L , - 6.90
31 i} 35 | 5.05 5,11 - 2.93
36 - 110 | .52 ,‘ B2l - . - b,0%
bi-bs | 3.82 330 | 353
Le - 50 31l - 2.95 | 2.3&
51 & TH ~8.01 - 6.72 ' 5.78
76 -106 2,83 | | 2.75 | 2.83%

SOURCE: See Table 6 and note 1,



TABLE 8
INDIVIDUAL'SHARE OF THE TEN LARGEST BANKS

IN. TOTAL EARNING ASSETS (%)

1955 1-9 59 1966
6.35 9.29 16.02
3,86 5,28 7,30
3.77 3.96 3.5
3.75 3.87 3.48
3,51 3.60 3,45

" B.50 3.22 3,40
3.27 %.06 ' 3.08
3.27 3,01 2.56
3.26 2.99 2,24
5.10 2.62 2.11

SOURCE: See Table 6 and noteil.

TABLE 9

DISTRIBUTION OF BANKS BY SIZE OF EARNING ASSETS IN 1966

| EARNING ASSETS | 'NUMBER OF BANKS | Siehc IN TOTAL
(NCr$ MILLIONS) ( IN CLASS %)
Less than 1., 56 0.49
1- 2 | 26 0.70
2- U o 37 1.92
h- & 18 1.34
5~ 10 i 27 3,30
10~ 25 26 7.57
25- 50 12 8.36
50~ 75 19 ' 20,00
75-150 N 9 © 16,50
150 or more v 7 39.82

SOURCE: See Table 6 and note 1,
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ISTRIBUTION OF BANKS BY SIZE OF TOTAL DEPQSITS

e

IABLE 10

IN 1966 (1)

=S

TOTAL DEPOSITS '(kNm@m{OF]ﬂmw SHARE 1IN
(NCe$ MILLIONS) S IN CL&SS TOTAL DEPOSITS (%)
Less than 5 139 .6
- 20 - 100 L6 L3.9
~ 100 - 200 8 16,3
200 or more T . 25.0
SOUEQ@: See Table 6 and Note 1. - |
(1) : T®tal deposits at end of year.
TABLE LL
| ACCUMULAT IVE DISTRIBUTION OF TOTAL
EARNING ASSETS BY MAJOR REGIONS, 1966 (%)
NUMBER OF BANKS SOUTH CENTRAL~-EAST NORTH-EAST
Largest 5 39.28 T71.19 ¢ T
n lO 55.1-‘-0 85050 e
no20 i e 93,38 .
" 30 89.94 - -

SOURCE

gee Table é and Note 1.

TABLE 12

INDIVIDUAL SHARE OF THE FIVE LARGEST BANKS IN TOTAL

EARNING ASSETS BY MAJOR REGIONS, 1966

SOUTH CENTRAL~EAST NORTH EAST
1511 L. 5L 26,03
s — 11.87
Ll--9ll Ll..55 \11.55
e 5493, 6.11
SQURGE: 6 and Note 1. m—

See Table



TABLE 13

PROPORT ION OF ONE - AND TWO-BANK

da Rede Bancaria Nacional'

() =
' 16.

“(Rio de Janeiro, 1965).

IABLE 1))

s Excluding the sub-urban areas (bairros) of the city

AVERAGE LOAN/TOTAL DEPOSIT RATIOS IN COMMUNITIES

WITH DIFFERING NUMBERS OF BANK OFFICES, 196l

COMMUNITIES IN SEVERAL STATES, 1966
NUMBER OF
A8 : ONE~BANK TWO-BANK
STATE COMMUNITIES WITH I a
"BANK oFFICES | COMIUNITIES (%)| COMUNITIES (%)
Minas Gerais 309 392 21.7
sao Paulo (1) L26 34.0 16.2
Santa Catarina T3 L1,.1 21.9
Rio Grande do Sul 181 © 2746 17.7
Bahia 119 L3.7 18.5
- Parana 193 3241 23.3
Pernambuco 31 - L5.2 | 32.3
Rio de Janeiro 103 L6.5 19.4
/SOURCE° Banco Centrall,Gerencia de Fgggglquqao Finqncelrae gggtélogo

of Sao Pau

I'O

cERire | PARANA |8E0 PAULO| BAHIA GRANDE

DO SUL
One-Bank Communities 0.87 0.69 0,6l 0.9 0.56
Two M " 1,25 0.83 0.72 1.36 0.79
Three " 1 1.53 0.89 0.67 2.6l 2.67
_Four " ° " 1.86 1.17 1.76 2.18 L
Five "o 1.67 1.88. 1.49 = 3.13
six " 1.26 2,13 1.69 - 2.23
Seven ™ " 1.35 1.46 1.9 ~ 2,28

' SOURCE: IBGE, SEEF: "Movimento Bancario do Brasil, 1964" (Rio de Janei



 EARNINGS AND COST RATTOS IN 1955 AND 1959

TABLE 15

(RATIO TO TOTAL EARNING 4SSETS, %),

1955 1959
W LT B ey T T T
| Bagﬁssm 09222255@ | Ea?t'l;fisrxsgs' Ezfrfi%ngts marcuf:.ssm‘opggi&ng: Ea(i'l;?isnsgs E‘;‘;l;l I’iingts
- N .
Less than 25 17 10.26 | 12.6l 2.38 10 12.79 | 15.09 3.30
25 - 50 2% 9.48 13.65 h.17 17 10.31 13.33 3.02
50 - 75 19 9.65 12.06 2.41 ii 10.25 13.05 2.80
75 - 100 9 9.73 12.51 2.78 14 10.01 13.55 3.5U
100 - 200 25 9.33 13.14 3.81 50 | 10,99 | .72 | ' 3.83
200 - 500 16 10.57 14. 61 3.9 25 | 11.66 15.68 4.0z
500 - 1 000 20 10.50 13.11 | 2.61 L5 11.79 14.18 | - 2.48
1 @O - 200 18 11.42 13.66 2.2l 11 12.83 ? 16.71 3.88
2 000 - 5 000 14 -10.58 12:77 2.19 2 ; 4.78 | 17.31 < Bu
More than 5 000 - - - - L2 12.46 ! 15.2l 2,78

SOURCE: Revista Bancaria Brasileira.



TABLE 16
EARNINGS AND COST RATIOS IN 1966

(Ratio to Total Earning Assets, %)

OPERATING

BANK SIZE BANKS IN GROSS  |NET CURRENT
(NCr§ MILLIONS)| CLASS COSTS EARNINGS | EARNINGS
Less than 1 56 28,16 52,55 | L.17

1- 2 26 25,36 30,58 5,22

2 - L 37 23,25 ~ 28.60 5,35

b - 18 21,96 27.71 | 5475

5 - 10 B 20,90 29.73 8479

10 - 25 26 20,78 2l.93 L.15

25 - 50 12 20,20 25,15 L.95

50 - 75 19 23450 29.33 5,83

75 - 150 9 23,10 26,96 3,86
More than 150 7 21.63 26,02

LL039

SOURCE: Revista Banciria Brasileira

\



TABLE 17

RATIO OF WAGE LND SALARY EXPENSES TO TOTLL

S— e

EARNING ASSETS IN 1966 (%)

BLNK s1zg ()

BLANKS IN CLLSS

W,.GE AND SLL.RY

(NCr$ MILLIONS) EXPENSES
Less than 2 13 6.32
2 - U 11 582

L - 10 12 Li.68
10 - 50 1L .51

- 50 - 75 10 5.93
More than 75 9 Ly ol

SOURCE: Revista Bancaria Brasileira

(1) - Several classes have been combined due to the small number
of observations in some cases.

IL3LE 18

RLTIO OF OPERALTING COSTS TO TQTLL ELRNING [SSETS

WITH BLNK SIZE ME.SURED BY TOT..L DEPOSITS.

BLNK SIZE
(NCr$ MILLIONS)

B.LNKS IN CLASS

OPERLTING COSTS/TOTLL
E/RNING [LSSETS -

Less than 1
Lw 3
3 -
5 - 10
10 - 20
20 - 50
50 - 100
More than 100

37
L5
23
10
25
1
28
15

25,75
2,53
20.85
25,75
21.02
19.16
23,21
21.81

SQURCE: Revista Banciria Brasileira



TABLE 19

AVERAGE RATIOS OF CAPITAL TO TOTAL EARNIHG ASSETS

AND OF NET CURRENT EARFINGS TO CAPITAL (%)

BANK SIZE

(1)

(NCr$ MILLIONS)

CAPITAL/TOTAL
EARNING ASSETS

NET CURRENT

ELARNINGS/CAPITAL

Less
1

2
b
5

10
o
50
75

'~ More

than 1

- 10
- 25
- 50
- 75
- 150
than 150

hly.02
59,0l
27,28
26,15
22.143
22,62
17.63
2ly.01
18,95
13,80

19.82
21.78
23,36
26,21
32,92
30,77
23,06
23,2l
22,41
32436

SOURCE: Revista Banciria Prasileira

(L) - Size measured in terms of total earning assets



