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1. There also have 
been concerns voiced 
about possible con
flicts of interest, 
unfair competition, 
and undue concen
tration of resources. 
It is generally not 
possible to examine 
these assertions 
empirically.
2. Unlike banks, 
nonbanking sub
sidiaries of bank 
holding companies 
are not generally 
subject to either intra- 
or interstate geo
graphic restrictions 
on office locations.
3. For example, 
see Curry (1978); 
Drum (1977); and 
Kam a (1979).

Nonbanking Operations of Bank Holding Companies
by Gary Whalen

Banking organizations first evidenced a 
strong desire to move into nonbanking activ
ities in the early 1970s. Ever since, the appro
priate types and scale of such activities and 
the appropriate mode of entry (that is, bank 
holding company subsidiary vs. bank sub
sidiary vs. bank) have been hotly debated. Both 
proponents and opponents of banking expan
sion into nonbanking areas (banking regu
lators, in particular) have always been con
cerned about the likely impact of nonbanking 
activities on the soundness of directly in
volved and related banking organizations.1 
In recent years, these concerns have multi
plied as bankers contemplate entry into more 
nontraditional, presumably riskier, fields.

Two diametrically opposed, extreme, ex
pected impact scenarios have been depicted 
over the years. One view is that engaging in 
nonbanking activities would permit partici
pating banking organizations to earn returns 
higher than those obtainable in traditional 
banking and/or diversify and so reduce their 
risk.2 Participating banking organizations, as 
well as co-affiliates, engaging in such activi
ties would be sufficiently insulated from 
operating problems encountered when par
ticular nonbanking fields were entered, as 
long as they did so through separately incor
porated subsidiaries.

The opposing view emphasizes the possi
bility that nonbanking activities could turn 
out to be less profitable and/or more risky 
than expected. This could ultimately weaken 
related banks if their resources had to be 
used, either because of legal or moral obliga
tions, to support troubled nonbanking com
panies. Diversification benefits might not 
materialize if the nonbanking fields entered 
were closely related to banking.

Empirical evidence on these issues is scant, 
mixed, and dated.3 In light of the recent debate 
about the appropriateness of bank entry into 
other nontraditional fields, this study explores 
the extent of involvement of bank holding 
companies in nonbanking activities and the
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4. In the text, the 
25  largest compa
nies are referred to 
as large, and the 60  
other companies as 
small or regionals. 
The states are A la
bama, Florida, M as
sachusetts, M ichi
gan, Missouri, New 
Jersey, Ohio, Ten
nessee, Texas, Vir
ginia, and Wisconsin.
5. Under section 
4(c)8 of the Bank 
Holding Company 
Act, the Federal Re
serve Board specifies 
the types of non
banking activities in 
which bank holding 
companies may be
come involved. (The 
Comptroller of the 
Currency has sim 
ilar authority for  
national banks.) In 
general, the Federal 
Reserve permits 
bank holding com
panies to engage in 
activities “closely 
related to banking” 
that are expected
to result in net bene
fits for the public. 
The approved activ
ities constitute the 
so-called laundry 
list; see Whitehead 
(1983), pp. 10-11.
6. The reasons that 
holding companies 
choose to structure 
their nonbank sub
sidiaries as parent 
vs. bank subsidiar
ies are not clear, nor 
is a clear pattern of 
organization or 
trend in organiza
tion evident.

12

discernible impacts of this involvement on 
the parent holding companies and their sub
sidiary banks. The nonrandom sample of hold
ing companies examined consists of the 25 
largest bank holding companies in the United 
States (as of year-end 1982) and 60 smaller 
regional companies in 11 different states 
with an average consolidated asset size of 
$3.8 billion.4

I. Involvement in 
Nonbanking Activities
We can determine the general types of non
banking activities that bank holding compa
nies engage in by examining their annual 
reports or other published materials. These 
sources show that the sample companies 
most frequently were involved in consumer 
and commercial finance (including indus
trial banks), mortgage banking, leasing, and 
insurance sales related to extensions of 
credit.5 Fewer, generally larger holding com
panies own factoring operations, small bus
iness investment companies, or discount 
brokers; operate futures subsidiaries or 
troubled S&Ls; or engage in other autho
rized nonbanking activities.

However, it is much more difficult to obtain 
precise quantitative estimates of holding com
pany involvement (and the returns earned) 
in each type of nonbanking activity. Hold
ing companies can engage in most nonbank 
activities, either through a subsidiary of the 
parent company or through a subsidiary of 
a bank affiliate, or both.6 Banks that own non
banking subsidiaries are not required to pro
vide balance-sheet and income-statement data 
for each subsidiary individually. Banks may 
even engage in certain nonbanking activities 
directly (for example, operate a leasing divi
sion). Thus, their nonbanking operations 
become an unidentifiable part of their own 
consolidated reports of income and condition. 
Further, a nonbanking subsidiary of the 
parent may engage in a variety of nonbank
ing activities and is not required to report 
disaggregated performance data. The best
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available quantitative information on the 
nonbanking operations of bank holding com
panies is aggregated data for all the nonbank
ing subsidiaries of the parent holding com
pany contained in Y-9 reports filed with the 
Federal Reserve. (Y-9 reports contain consoli
dated and parent company balance sheets and 
income statements.) This is the source of the 
data presented in the tables in this article. 
Accordingly, the extent of bank holding com
pany involvement in nonbanking activities is 
understated to some unknown extent.

The data in table 1 indicate that bank 
holding companies generally are not heavily 
involved in nonbanking activities. The large 
companies are more actively engaged in these 
activities than the regionals, but consider
able variation exists even within each group. 
Equity investments in nonbanking subsid
iaries averaged only 4.9 percent of parent 
company total assets at the 25 largest com
panies at year-end 1982; this figure was just
2.2 percent for the small companies. Because 
of the wide variation in this ratio within each 
group, even the relatively low mean ratios 
exaggerate the typical level of holding com
pany involvement in nonbanking activities 
somewhat. The substantial within-group 
variation is indicated by the relatively large 
size of the standard deviation of the ratio of 
nonbank equity/parent company total assets 
relative to the mean and the wide range in 
this ratio for each group: 14.7 percentage 
points for the large companies and 19.1 per
centage points for the regionals.

Under such circumstances the median 
value of this ratio is a superior indicator of 
the typical extent of holding company involve
ment in nonbanking activities. It is just 
3.8 percent for large companies and 1.3 per
cent for regionals.

An additional 19.7 percent of the assets of 
large parent companies, on average, consisted 
of advances to (that is, debt of) nonbanking 
subsidiaries. At smaller companies the mean
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7. For perspective, 
the mean ratio of 
equity investment 
in bank subsidiaries 
to parent company 
total assets was 
49 .6  percent and 
77.2 percent at larger 
and sm all compa
nies, respectively.
The mean ratios of 
advances to bank 
subsidiaries relative 
to parent company 
total assets were 
4.1 percent and 
2 .7 percent, respec
tively.

ratio was just 4.2 percent. Once again, mea
sures of dispersion indicate that this ratio 
differs considerably across companies, both 
between and within groups. The ratio is gen
erally higher and less variable for the large 
companies, suggesting that they typically 
assist their nonbank affiliates in raising 
funds. Fifteen of the regionals made no ad
vances at all to their nonbank subsidiaries.7

Alternatively, equity in nonbank subsid
iaries constituted 9.8 percent of large com
pany equity investments in all subsidiaries, 
on average, in 1982. Total parent company 
investment in nonbank subsidiaries (equity 
plus advances) averaged 29.7 percent of 
total large parent company investment in all 
subsidiaries in the same year. Comparable 
figures for the regional companies are 2.8 per
cent and 7.2 percent, respectively. Again 
because of the skewed nature of the data, 
the median values of these ratios are slightly 
below the respective mean for both large 
and small companies.

Interestingly, comparison of the 1982 ratio 
of equity investment in nonbanking activi
ties to equity investment in all subsidiaries 
with its level in 1978 indicates that many 
regional companies are less involved in non- 
bank activities now than they were in the 
past. This ratio actually declined at 27 of these 
companies over the period. The mean change 
in the 1982 ratio minus the 1978 ratio was 
5.0 percentage points for the large companies 
and a negative 0.4 percentage point for the 
smaller ones.

II. Performance of 
Nonbanking Subsidiaries
The impact of nonbank subsidiaries on the 
holding company and related banks depends 
not only on the scale of nonbank operations 
but also on the performance of these sub
sidiaries over time. One indicator of nonbank 
performance is net income earned by these 
subsidiaries relative to the equity investment

Table 1 M easures of Holding Company Involvement in Nonbanking A ctivities
Figures in percentage points; 1982 year-end data

Large holding com panies Regional holding com panies

Ratio
Standard

Mean Median deviation Range
Standard

Mean Median deviation Range
Equity investment in 
nonbank subsidiaries/ 
parent company 
total assets
Advances to nonbank 
subsidiaries/ 
parent company 
total assets
Equity investment in 
nonbank subsidiaries/ 
equity investment in 
all subsidiaries
Parent company 
investment in 
nonbank subsidiaries/ 
parent company 
investment in 
all subsidiaries

4.90 3.75 4.02 14.67

19.74 15.48 18.18 58.22

9.77 8.60 8.22 31.57

29.68 25.45 21.06 65.70

2.20 1.30 3.13 19.10

4.22 0.85 7.87 40.39

2.81 1.53 3.70 21.52

7.24 3.46 9.50 44.77
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8. Calculation of 
nonbank net income 
presumes that non
bank subsidiaries are 
100 percent owned 
by their parent 
holding companies.

Table 2 M easures of Nonbank Performance
Figures in percentage points

Large companies Regional com panies
Standard Standard

Ratio Mean Median deviation Range Mean Median deviation Range

of the parent company in nonbank activities.8 
Various summary statistics for this perfor
mance measure defined over various time 
intervals appear in table 2. Again, it should 
be noted that performance of nonbank sub
sidiaries of holding company banks is not 
reflected in the Y-9 data used to construct 
these measures.

Examination of the mean and median values 
of this ratio reveals that the nonbanking sub
sidiaries of larger companies generally have 
been more profitable than those of smaller 
companies. The exception is 1982, when the 
median return on nonbank equity of regionals 
was slightly above that of large companies.

However, we cannot reject the hypothesis that 
the mean returns of the two groups of com
panies are equal for any time period exam
ined using formal statistical tests.

None of the largest companies realized losses 
on their nonbanking operations in 1982, down 
from four in the previous year. The figures 
for the regional companies are 10 and 17, respec
tively. The 1978-82 mean nonbank returns 
of two large and thirteen smaller companies 
were negative.

The rate-of-return data indicate that 1981 
was a particularly difficult year for the non
bank subsidiaries of virtually all holding 
companies. Market interest rates attained

1. Nonbank subsidiary net income/equity investment in nonbank subsidiaries 
Time period

1982 15.26 12.23 13.56 4.51- 64.02 11.34 12.97 24.92 -66.4 -  66.3
1981 10.26 12.76 11.82 -17.14- 29.30 8.93 9.49 64.10 -239.3 -364.1
Average 1981-82 12.81 13.98 7.83 -1.24- 34.10 10.14 13.52 38.83 -152.52-184.72
Average 1978-82 14.85 11.20 23.51 -9.82-119.81 11.63 10.42 87.81 -238.14-532.6

2. Nonbank subsidiary net income/equity investment in nonbank subsidiaries minus
bank subsidiary net income/equity investment in bank subsidiaries
Time period

1982 3.10 -0.60 12.03 -8.38- 45.14 -1.59 0.66 24.90 -80.71- 52.23
1981 -2.82 1.45 12.92 -38.14- 15.23 -4.30 -2.72 64.90 -252.92-360.41
Average 1981-82 0.14 2.27 7.20 -13.97- 16.14 -2.95 -0.59 39.13 -166.20-176.32
Average 1978-82 1.76 -0.86 23.76 -21.38-108.42 -1.73 -2.49 88.13 -248.68-524.25

3. Equity investment in nonbank subsidiaries/equity investment in all subsidiaries times ratio 2 above
Time period

1982 -0.04 -0.03 0.74 -2.42- 1.45 -0.02 0.01 0.75 -2.69- 2.73
1981 -0.30 0.04 0.98 -2.97- 0.92 -0.09 -0.01 1.12 -2.22- 7.07
Average 1981-82 -0.15 -0.05 0.80 -2.51- 1.13 -0.09 - 0.001 0.70 -2.22- 2.97
Average 1978-82 -0.25 -0.03 0.57 -2.08- 0.34 -0.21 -0.01 0.62 -2.58- 1.34

4. Revenues paid by nonbank subsidiaries to parent/parent total operating income
Average 1981-82 26.23 21.32 22.89 0- 76.95 8.20 3.47 10.71 0- 41.17
5. Dividends paid by nonbank subsidiaries to parent/parent total operating income
Average 1981-82 1.63 0.62 2.64 0- 11.15 1.36 0.30 3.30 0- 23.84
6. Dividends paid by nonbank subsidiaries to parent/parent equity investment in nonbank subsidiaries
Average 1981-82 3.78 1.35 5.74 0- 22.53 6.60 0.95 11.40 0- 52.26
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9. These last two 
figures are the mean 
of the following ratio 
for  the companies 
in each group: stan
dard deviation of 
rate of return on 
nonbank equity over 
1978-82, divided  
by the mean rate of 
return on nonbank 
equity over 1978-82.

unprecedented cyclical peaks in this year.
The lackluster performance of nonbank sub
sidiaries may have stemmed from heavy reli
ance on short-term funds or the existence 
of usury ceilings, or both.

The analysis also reveals that holding com
panies’ returns on their equity investment in 
nonbank activities have varied considerably 
across companies and over time. The varia
tion is particularly notable at the regional 
companies. The 1982 coefficient of variation 
of nonbank return on equity was 88.9 percent 
at large companies and 219.8 percent at the 
regional companies. The ranges are 59.5 and 
132.7 percentage points, respectively. The 
mean coefficient of variation of return on non
bank equity for large companies defined over 
the 1978-82 interval was 105.7 percent; for 
the smaller companies, it was 249.0 percent.9

Nonbank returns are considerably more 
variable than returns earned by holding com
panies on their equity investment in bank 
subsidiaries. The coefficient of variation of 
return on bank equity was approximately the 
same for large and small companies—roughly 
20 percent in 1982 and 30 percent over the 
1978-82 interval.

Insight into the relative profitability of 
nonbank activities can be obtained by com
paring holding company rates of return on 
nonbank equity to a similar measure defined 
for bank subsidiaries. Summary statistics 
of such a measure defined over several time 
periods also appear in table 2. Given the vari
ability of nonbank returns, it may be more 
informative to focus on the 2-year and 5-year 
average differences in returns reported in 
the table. The mean and median figures sug
gest that larger companies generally have 
earned somewhat higher, but not markedly 
higher, returns on their nonbank activi
ties than they have in banking. The opposite 
is generally true for smaller companies. How
ever, none of the means is significantly dif
ferent from zero for either group.

Because of the year-to-year variability in 
nonbank returns, these summary measures 
obscure some interesting patterns in the 
disaggregated data for large and small com
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panies. The rate of return on nonbank equity 
exceeded that earned on bank equity at 10 
of the large companies and 20 of the regional 
companies in three of the five years over 
the 1978-82 interval. However, the nonbank 
operations of just two large companies were 
more profitable than their banking operations 
in four of these years, and not one large com
pany managed to earn a higher return on 
its nonbank equity than it did on its equity 
investment in banking in every year during 
this period. Fifteen regionals managed to 
accomplish this feat in four years, and nine 
of these achieved it in all five years.

Differences in nonbank subsidiary per
formance across companies could result from 
any number of factors. It may be explained 
by differences in the degree of involvement of 
individual companies in particular types of 
permissible nonbank activities. For example, 
some companies may have elected to become 
involved in activities with high expected 
returns and risks. Alternatively, companies 
may simply differ in the organization of their 
nonbank activities. For example, certain 
nonbank activities might be grouped into a 
nonbank subsidiary of the lead bank by some 
companies but not by others. The length of 
time companies have engaged in particu
lar types of activities also might influence 
reported performance. Presumably, experi
ence is an advantage. Nonbank performance 
might depend on whether the subsidiaries 
acquired their nonbank subsidiaries or started 
them de novo (that is, from scratch). Gener
ally, de novo operations are unprofitable for 
some period after start-up. Differences in 
the size and timing of nonbank acquisitions 
and/or the method of acquisition accounting 
employed might also influence reported 
nonbank performance.

Differences in nonbank performance might 
be explained by the absolute level or rate of 
growth of their nonbank operations, or the 
size of their nonbank operations relative
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10. Leverage is 
a measure of the 
extent to which 
a firm  uses debt 
rather than equity 
to finance its assets. 
Rate of return on 
equity, the perfor
mance measure 
used here, is the 
product of rate of 
return on nonbank 
assets and nonbank 
leverage (nonbank 
assets divided by 
nonbank equity).
11. Specifically, 
these were relation
ships where the cor
relation coefficient 
was significant at 
the 10 percent level.

to their banking activities. It might be diffi
cult to manage large and/or rapidly growing 
nonbank operations; or, rapid growth might 
reflect a preference for volume at the expense 
of profits. Nonbank performance might also 
depend on how highly the holding company 
leverages its nonbank operations.10 Or, perfor
mance might be influenced by the size of 
the parent company. A large company may 
be able to realize and share various econo
mies with its nonbank subsidiaries or pos
sess superior management. Nonbank subsid
iary performance could even be related to 
the performance of a company’s banking 
subsidiaries. Companies with highly profit
able banking subsidiaries could afford to 
sacrifice nonbank profits for growth.

It should be noted that, in most of these 
cases, arguments could be made to sup
port the opposite type of expected impact.
For example, the profitability of bank and 
nonbank subsidiaries might be positively 
correlated because of common superior 
parent company management, for example, 
or shared organizational economies. Thus, 
the expected relationship between nonbank 
profitability and each of these factors is 
generally ambiguous.

Unfortunately, available data allowed 
only a few of these possibilities to be inves
tigated. Specifically, measures of nonbank 
subsidiary profitability were correlated with 
the following: total parent company equity 
investment in nonbank activities; nonbank 
equity investment relative to equity invest
ment in all subsidiaries; parent company 
advances to nonbank subsidiaries as a per
centage of equity invested in such subsid
iaries; parent company total assets; rate of 
return on bank equity; and various other 
measures of nonbank and parent company 
growth over the 1978-82 interval.

Very few significant correlations were 
detected for either large or small companies.11 
A significant negative relationship (correla
tion coefficient = -0.374) was found between
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the rate of return on nonbank equity and the 
proportion of total subsidiary equity invest
ment accounted for by such subsidiaries for 
the large holding companies only. A signifi
cant positive relationship (correlation coeffi
cient = 0.625) was detected between the 
measure of nonbank leverage (advances to 
nonbank subsidiaries divided by equity invest
ment in such subsidiaries) and nonbank prof
itability for large companies. Exactly the 
opposite result was found for the regional 
companies (correlation coefficient = -0.474). 
The rates of return on bank and nonbank 
equity were found to be significantly posi
tively related (correlation coefficient = 0.416) 
but only for the large companies.

These admittedly limited findings simply 
do not allow any definitive statements to 
be made about the causes of the observed var
iation in nonbank performance. Further 
empirical research on this issue is necessary 
to answer this question and is beyond the 
scope of this study.

The net impact of nonbank operations on 
the level of holding company returns depends 
on the interaction of two factors:
1. the proportion of equity investment in all 
subsidiaries accounted for by nonbank 
operations;
2. the difference in the rate of return earned 
on equity investment in nonbank and bank 
operations.
Summary statistics for products of these two 
factors, again for several different time periods, 
appear in table 2. The mean and median net 
impacts are negative but slight for both large 
and regional companies in all time periods 
examined. However, the sample data do allow 
formal rejection of the hypothesis that the 
5-year average mean nonbank net impact is 
zero for both large and small companies 
(5 percent level, 2-tail test).

A look at the disaggregated data revealed 
that the average marginal net profitability 
impact of nonbank operations was positive 
at 15 of the 25 large companies and 28 of the 
60 regionals over the 1981-82 interval. For 
the 5-year period, the figures drop to 8 and 
25, respectively.
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12. The variability 
of holding company 
returns depends
on the variability of 
bank and nonbank 
returns, and the 
proportion of hold
ing company invest
ment in each, as 
well as on the cor
relation of returns.
13. Seven of the 
correlation coeffi
cients for large 
banks and seven for  
sm all banks were 
sign ifican t (10 p er 
cent level, 1-tail test).
14. Bank subsid
iaries may also 
make a lim ited  
number of loans to 
nonbank co-affiliates 
under section 2 3 A 
of the Bank Holding 
Company Act. The 
amount of such loans 
is not reported on 
Y-9 forms.

The impact of the variability of nonbank 
returns on the variability of consolidated 
holding company returns depends crucially 
on the correlation between the rate of return 
earned on bank and nonbank activities.12 If 
bank and nonbank returns are negatively 
correlated, involvement in nonbank activi
ties could moderate the variability of holding 
company returns. This is the basis of the 
alleged advantage of diversifying into non
bank fields. Correlation of bank and nonbank 
return data over the 1978-82 interval revealed 
that negative correlations existed for 14 of 
the large companies and 32 of the smaller com
panies.13 These findings suggest that slightly 
more than half of the sample companies de
rived some measure of diversification ben
efits from involvement in nonbank activities. 
Given these findings, it is not surprising 
that little correlation was discovered between 
various measures of the extent of holding 
company involvement in nonbank activities 
and the variance of consolidated holding 
company returns on equity calculated over 
the 1978-82 interval.

Nonbank rate of return figures paint a some
what incomplete picture of the contribution 
of nonbank subsidiaries to the holding com
pany organizaton. For example, some net 
earnings are generally retained by nonbank 
subsidiaries and thus are not available for 
parent company use. Revenues actually up- 
streamed (that is, transferred) by nonbanking 
subsidiaries to the parent company averaged
26.2 percent of parent company gross income 
over the 1981-82 interval vs. just 8.2 per
cent at the regionals (see table 2). Bank sub
sidiaries provided the lion’s share of parent 
company operating income at both large and 
small companies—59.0 percent at the former,
85.3 percent at the latter. However, the rela
tively large standard deviations and maximum 
values of the nonbank ratios indicate that 
nonbank operations contribute materially to 
the income of a number organizations.

However, part of the revenue paid by non
bank subsidiaries to the parent is compen
sation for services rendered or funds advanced. 
A critical measure of the contribution made

by nonbank subsidiaries to the holding com
pany organization is dividends paid to the 
parent. At larger companies, dividends paid 
by nonbank subsidiaries averaged 3.8 percent 
of equity investment in such activities and 
1.6 percent of parent company gross income 
over the 1981-82 interval; at the regional 
companies, these ratios were 6.6 percent and 
1.4 percent, respectively. The mean ratios 
obscure the fact that no dividends were paid 
in 1982 by the nonbank subsidiaries of 11 
of the large companies and 33 of the regionals. 
The nonbank subsidiaries of 7 large and 31 
regionals paid no dividends over the entire 
1981-82 interval. Such performance is 
reflected in the considerably lower median 
values of these ratios. Bank dividends, on the 
other hand, averaged 35.4 percent of parent 
company operating income and 5.3 percent 
of the equity investment in banking operations 
at large companies over the 1981-82 interval. 
Comparable figures for the regionals were 
59.5 percent and 7.0 percent, respectively. The 
importance of bank dividends to the consoli
dated organization is also reflected in the fact 
that bank dividends averaged 119.2 percent 
of parent company dividends at large com
panies and 158.2 percent at regional compa
nies over the 1981-82 interval.

The figures suggest the possibility that 
holding companies extensively involved in 
nonbanking activities may attempt to draw 
more heavily on the resources of their subsid
iary banks to support their nonbanking oper
ations. Specifically, higher dividends and/or 
management fees may be imposed on their 
bank affiliates.14 It is also possible that heavy 
involvement in nonbank activities may result 
in the parent company being operated in a 
more risky manner.

To obtain insight on these issues, various 
ratios were constructed to reflect bank fee 
and dividend burdens and were correlated 
with the measures of parent company involve
ment in nonbanking activities identical or 
similar to those defined in table 1. All ratios 
were 1981-82 averages. The ratios and a sum 
mary of the correlation results appear in
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table 3. No association was detected between 
nonbank involvement and bank fees and divi
dends for large holding companies. At regional 
companies, a positive significant correlation

was evident between fees paid by subsidiary 
banks to the parent and one measure of 
the scale of its nonbank operations. 

Additional correlation results suggest

Table 3  Correlations: Nonbank Involvement, Bank Burdens, and Parent Risk
M easures of involvement in nonbank activities

Equity investm ent in 
nonbank subsidiaries

Investment 
in nonbanking  
subsidiaries Equity in nonbanks

Investm ent 
in nonbanks

Bank dividend and
Parent total

asse ts
Parent total 

a ssets
Equity in all 
subsid iaries

Investm ent in 
all subsid iaries

fee burden ratios Large Regional Large Regional Large Regional Large Regional
1. Subsidiary bank fees/ 
subsidiary bank net income

0 0 0 + 0 0 0 0

2. Bank fees/equity invest
ment in bank subsidiaries

0 0 0 + 0 0 0 0

3. Bank fees/bank income 
paid to parent

0 0 0 + 0 0 0 0

4. Bank dividends/ 
bank net income

0 0 0 0 0 0 0 0

5. Bank dividends/equity 
investment in bank 
subsidiaries

0 0 0 0 0 0 0 0

6. Ratio 1 plus ratio 4 0 0 0 0 0 0 0 0
7. Ratio 2 plus ratio 5 0 0 0 + 0 0 0 0
Parent risk ratios
1. Parent short-term debt/ 
parent equity

+ 0 + + + + + 0

2. Parent total debt/ 
parent equity

+ 0 + + + + + 0

3. Parent double leverage 
ratio (equity investment in 
subsidiaries/parent equity)

+ 0 0 0 + 0 0 0

4. Parent total interest 
expense/gross income

+ 0 + + + 0 + 0

5. Consolidated net 
income/parent total 
interest expense ■

0
'

0 0

6. Amount of double 
leverage/consolidated 
net income

+ 0 0 0 + 0 0 0

KEY: + = positive significant correlation (10 percent level, 2-tail test). 
-  = negative significant correlation (10 percent level, 2-tail test). 
0 = insignificant correlation.

Federal Reserve Bank of Cleveland
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

Spring 1984



that, in general, a direct relationship exists 
between measures of parent company risk 
and the degree of involvement in nonbank 
activities at both large and small companies. 
The greater a parent company’s involve
ment in nonbanking operations, the higher 
is the company’s reliance on debt and interest 
expenses and the lower is its debt coverage.

III. Conclusion
The data deficiencies noted in this article 
suggest that the results reported should be 
viewed with caution. With this in mind, the 
results generally suggest that commercial 
banking remains the core business of the typ
ical holding company. Involvement in non
bank activities appears to be relatively limited, 
particularly at regional companies. Nonbank 
profitability varies widely across companies 
for reasons that are largely unclear. Large 
size, however, does not appear to guarantee 
superior nonbank subsidiary performance. 
Nonbank profitability also appears to vary 
considerably over time.

The net impact of these activities on 
the level and variability of holding company 
returns generally seems to be negligible. These 
findings result from the fact that nonbank 
involvement is typically small and that non
bank and bank profitability are not markedly 
different and are negatively correlated at 
roughly half of the companies. The latter find
ing does indicate that some companies have 
obtained some measure of diversification ben
efits from engaging in nonbank operations. 
Involvement in nonbank operations does not 
generally appear to be strongly related to 
bank subsidiary fees and dividend burdens 
but does appear to be positively correlated 
with parent company leverage.

Perhaps the most noteworthy findings of 
this study are the evident wide variations in 
the extent of holding company involvement in 
these activities and the contribution of non
bank operations to the holding company organ
ization. Disaggregated data indicate that a 
considerable number of, but not all, holding 
companies have derived benefits from involve

ment in nonbank activities. Since holding 
companies generally are engaged in the same 
types of activities, the variation in nonbank 
impacts across companies suggests that man
agement quality is a critical determinant of 
nonbank subsidiary performance. This, in 
turn, suggests that a “typical” impact of 
a particular type of nonbank activity on any 
holding company (or holding companies) in 
general is difficult to predict. The implication 
is that regulatory alterations in the number 
and/or authorized scale of permissible non
banking activities of holding companies 
should be gradual rather than abrupt in either 
direction (that is, whether liberalizing or re
stricting holding company nonbanking activi
ties). In particular, entry into more nontra- 
ditional fields should be carefully considered.
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