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Banking Conditions 
Percent Percent 
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a. Includes credit card lines, home equity lines, commitments for construction loans, loans secured by commercial real estate, and unused commitments to 
originate or purchase loans. 
b. Troubled assets include noncurrent loans and leases plus other real estate owned. 
NOTE: All data are for FDIC-insured commercial banks. 1995 data are for the first three quarters of the year and are annualized where appropriate. 
SOURCE: Federal Deposit Insurance Corporation. 

Conunerci:ll h:~nli c:trnings so:u-eel to 
a recorcl high of S13.S t~illion in the 
thircl clu:irter, sp~lrrecl by strong l(xun 
gro\vth, stalde net interest margins, 
ancl recl~lcetl tleposit insuwnce pre- 
m i ~ ~ m s .  13~111i eart~illgs have no\v 
surpassed $10 tillion for 11 consec- 
~ltive CJLI ; IS~~SS .  

The inclust~j . '~ return o n  assets 
rose to a recorcl 1.32%) in 199S:IIIQ. 
I>ringing the :I\.el.age for the first 
three quarters of the year to I .  19(% 
--more than t\\.ice the le\.el seen 

onl). four  years ago. Although the 
net interest margin has cleclined from 
its 1994 average, it has not klllen 
since the first quarter of 1995 ancl re- 
m:~ins a l~ove pre-1992 levels. Hanks 
have increased the fraction of loans 
in their portfolios, allowing higher 
returns even though the net interest 
tn:u.gin has remained flat. 

Gro\vth of unusecl loan conlmit- 
ments continues to outpace the rise 
in Imnk loans. This suggests t h : ~  
lencling stanclarcls are relati\,cly re- 

l:~sed 2nd th:it changes in clemancl 
m:ky I>e the prevailing factor for 
ch:lnges in creclit. 

, . I he clu:~lit)~ of commercial hanl< 
assets rern;~inecl strong in 1995:IIIQ, 
as the satio of trouhlecl assets to 
total assets continueel to clecline. 
Net charge-offs as a share of loans 
ancl leases increased slightly in the 
JuIy-to-Septe~~~l>er periocl, b ~ l t  the 
avenge for the first three quarters 
of I995 remained helow 1994's 
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Banking Conditions (cont.) 
B ~ l l ~ o n s  01 dollars B~ l l ions  of dollars 
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NOTE: All data are for FDIC-insured commercial banks. 
SOURCE: Federal Deposit Insurance Corporation. 

level. The banking inclust~y's retnrn 
on  equity set a new secosci of 
16.30% in the third cluarter. l 'he pre- 
vious higl~-1G.13°/o--was set in 
the thircl quarter of 1993. The ratio 
of equity capital t o  assets continued 
to fir111 cluring the first nine months 
of the  year, with ;I 10.4%) increase in 
equity capital overshaclowing a 
7.8% rise in assets. 

T h e  quality of com~nercial I~ank 
loans remaineel strong in the thircl 
quarter, although clelincluency and 

net charge-off rates pickecl LIP 
slightly. More than half of the $57.4 
billion increase in loans was trace- 
aide to real estate loans and loans to 
consumers. Loans to conl~rlercial 
anel inclustrial (C&I) borrowers 
showecl theis smallest quarterly rise 
in two years. 

Noncurrent loans (those 90 days 
or Illore past due) continuecl to cie- 
cline. At the enci of the thircl quarter, 
noncurrent loans stood at $31.5 mil- 
lion, $1.9 t,illion below the year-ago 

level. However, clelinquent lo;ins 
(those 30 to 89 clays past clue) in- 
creasecl cluring the thircl quarter, pos- 
sibly suggesting higher future levels 
of noncurrent loans. 

Despite sluggish thircl-quarter 
gro\vth. C&I borron;ing in Septem- 
ber was up 12.5% over year-ago lev- 
els, with strong loan growth in 
every region of the country. Only 
four states saw a clecrease in these 
types of loans. 
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The German Economy 
Percent 

Percent change from corresponding month of previous year 

Percent chanae from fourth quarter of orevious yeara 
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a. Annualized and seasonally adjusted. 
b. Horizontal llnes represent the Bundesbank's M3 target for 1993, 1994, and 1995. Each target's base period is the fourth quarter of the previous year. 
SOURCES: Deutsche Bundesbank; and DRIIMcGraw-Hill. 

When the R~~nclesl)anii cut official 
interest rates on 1)eceml)er 14, other 
European centl-al banlis cl~~ickly 
followecl suit. Observers, noting 
helo%\.-target German money grot\~th 
ancl IOLV irlfl;itior~. a11tici~:ite fl~~rther 
(;errran interest-rate c ~ ~ t s .  

'The BunclesI,anl< Act recl~~ires the 
German centlxl 11:lnli to rnaintain the 
"sta1)ility of the currcnc~.." 7he mon- 
etary a~~thor i t ies  tl.;iciitionally seer11 
to interpret an inflation rate helow 

2% as being consistent with this 
inzinclate. Germany's inflation rate, 
which rose sharply following unifica- 
tion, clroppecl below 2% early this 
year ancl has continued to mocler.ate. 
In November, consumer prices were 
LIP 1.7% over year-ago levels. 

Ileal German GDP growth slo\vetl 
over the first three quarters of '1995. 
but remained fairly strong. Many 
economists, ho\vever, fear that real 
eronomic activity will stall or possi- 

hly cont~ic t  in 1995:IVQ. Real man- 
~ ~ f a c t ~ ~ r i n g  orclers fell sharply in 
October, ancl industrial production 
h~ts been weali. Ilecember's disrup- 
tions in shipments - stemming frorn 
French rail strilies-fi~rther darli- 
enecl the b~lsiness outlook. Business 
conficlence has ebbed, suggesting 
that capital spenclirlg may slow. A 
suhst;intial \vealieni~lg in German 
economic zictivity coulcl clampen 
growth througho~~t Europe. 
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The Mexican Economy 
Pesos oer U S dollar 
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a. Current account data are not ava~lable. International reserves data are through October 1995. 
SOURCES: DRllMcGraw-Hill; International Monetaty Fund; and Board of Governors of the Federal Reserve System. 

f\ year a!'ter l'lesico's clis;tstrous 
peso cleprwiation. the n-orst of' the 
1~1:ltter 11i:t). I>e ox-er. htIcsico's 
~wosl7ects-pa1~tic11~:11-i~- its access Lo 
international capital m:trl\ers-\\.ill 
clelxr~cl on tlie go\-ernme~it's c:tpac- 
it)' to sclst:lin a stal~iliz:ktion progr:um 
in the lace o f  \veal< economic acti\.- 
ity ancl :k shak). financial sector. 12i- 
nancial niarliet jitters in Octohcs anel 
Noveml>cr (11-hicll h a w  since 
c:llrnecl) cl~licl\rl). sent h'lesican inte1.- 
cst rates Ilighes ancl the peso 1on.c.r. 

Mesico's <;1>1' has coiit~tctecl 

sharply since 1994:IVQ. More mocl- 
emte cleclines in real economic :kc- 
:i\.ity since 1995:111Q, couplecl nith 
impsot-cments in the nation's espoi-t 
inclustr).. offer soille hope th:tt the 
secession has hit bottom. Severthe- 
less. the prospects for a rapicl recov- 
ery this year remain few. . , 

i he peso's clepreciatioll :tncl the 
recession  ha!^ eliminatecl Mesico's 
current ;tccorlnt cleficit. 111 October. 
imports stoocl 6.7% below year-ago 
le\.els, lvhile esports \\;ere 35.7% 
higher. The current account shifteel 

from a SZ9 hillion (a1111~1:tl rate) 
cleficit in 1994:IVQ t o  :I $2 h i l l i o ~ ~  
surl'l~~s in 1995:IIIQ. International 
reser\.es, \\-liich fell to $6.3 I~illion 1)). 
the encl of 199.-i. Il:t\.e sincc risen to 
S l"t.5 l~illion. although largel). flum 
inf1ou.s of of'ici:~l filncls. 

hIcsico prol>:tl~l). xvill not sustain 
:I current :~ccoitnt s u r p l ~ ~ s  once the 
recent crisis h:ls passecl. Co~~nt r i e s  
importing Soreign capital f i~ r  clc\-el- 
opnlent typic;tlly 1.~111 C L I I - S ~ I I ~  :IC- 

count cleficits. 
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