Operating Costs of the Italian Banks ©)

| . The Statistical Sources and the QOverall
Cost Structure.

1. — In Ttaly since the war there has been
a good deal of talk about the problem of the
banks’ expenses, chiefly because it is closely
connecied with another much discussed pro-
blem that is of great importance to the business
community : that is to say, the « high» level
of the interest rates charged by the banks for
loans to their customers.

During recent years we have already devot-
ed several articles to the subject of banking
costs (1), Our object then was to state the
main items which make up the total costs of
the Italian banks; to compare the post-war
conditions with those prevailing before the
war; and to describe the current trends. In
the present article we propose to supplement
those ecarlier studies and bring them up to
date.

For this purpose the chief difficulty — and
to some extent it is insurmountable —- lies in
the inadequacy of the statistics. In the main
these come under two heads:

@) the data published each month by the
Bank of Italy in its « Statistical Bulletin » with
regard to the Italian banking system as a
whole;

b) the balance sheets of individual banks,

Unfortunately, owing to the way in which
the Bank of Tealy’s statistics are compiled, they

(¥ This is an zbridged version of a paper appearing in
« Moneta e Credito », u Quartetly Review published by the
Banza Nazionale del Lavoro in Italian, No. 27, 3rd Quarter,
1954.

The term « bank » includes, in addition to ordinary com-
mercial banls, savings banks and credit cooperatives, Institutes
for medium-term credit are excluded.

(1) See I costi di gestione delle banche ttaliane, in « Moneta
e Credito », No. 7, 3vd Quarter, 104g; B possibile ridurre i costi
di gestione delle banche italiane?, in « Menetz e Credito »,

No. 16, 1951} and ducora sui cosw di gestione delle imprese
bancarie, in « Bancaria », 1952,

cannot be used for our present purpose (2).
We have therefore been obliged to fall back
on the profit and loss accounts of the indivi-
dual banks. But even these do not provide an
ideal source. The profit and loss accounts
which Ttalian banks publish are subject to no
rules Jaying down their arrangement or what
they are to contain (3). And they are made
out in widely different forms, being often so
synthetical that no statistical study can be
based on them. This makes it frequently
necessary in the present article to fall back on
estimates and assumptions, so that readers
should use caution in drawing deductions
from the results. These results moreover refer
to the banking system as a whole or to the
main categories of institutions in it (4); they
accordingly conceal the differences between
institutions, even though such differences may
be great.

2. — In our first article, in 1949, we dealt
with 10 banks, and in 1951 the second cover-

(2) The chief reasons why they cannot be so used are as
follows: )

(a) The administrative costs, the interest paid and discount
under all heads, are lumped together into a single item called
« expenses and losses »,

(b) Many banks set off the jnterest paid on current ac-.
counts against the interest rcceived on loans; they set off the
discount paid on bills rediscounted against that received on
bills which they discount for customers, and so forth.

(c) The item « expenses and losses » as well as the cor-
responding item on the side of receipts, appears only as from
the end of 1949 onwards. The 1938 statistics on the other
hand indicate only the total me: profit for the year, or losses
if any, This makes comparison impossible.

(d)} A study of the three « banks of national interest »
revealed that for 1949 and 1950 the Bank of Italy's official
statistics showed « expenses » at 19,725 million and « losses »
at 22,455 million, whereas the profit and loss accounts of the
three banks in question showed these items at 33,490.4 million
and 37,384.2 million respectively. No explanation of these sub-
stantial differences could be found.

(3) Italian banks send to the Bank of Italy quarterly state-
ments which are drawn up on unifortm lines; but these state-
mments are not available to the public, '

(4) « Public Law Credit Institutes » {five}; « banks of natio-
nal interest» (three); private companies or firms; credit coope-
ratives; and savings banks.
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ed 24. This time we deal with 50, including
all the 24 previously discussed, and for all 50
we have obtained the full set of balance sheets
from 1937 to 1953. The sample is made up
as follows:

— 5 « public law credit institutions », being
all that exist in this class (Banca Nazionale del
Lavoro, Banco di Napoli, Banco di Sicilia,
Istituto S. Paolo di Torino, Monte dei Paschi
di Siena);

— 3 «banks of national interest», these
too being all that exist (Banca Commerciale
Italiana, Credito Italiano, Banco di Roma);

found to show certain categories of expendi-
ture in a sufficiently uniform manner (5).

3. — We propose in the present study to

classify the Italian banks’ costs as follows:

L. - Administrative expenses (or operdt-

ing costs):

— cxpenditure on personnel, social se-

curity, pensions, grants, etc.;

- taxes;
—- losses, amounts written off, applied

to depreciation, etc.;

— sundry expenses.

COMPOSITION OF ITALIAN BANKING COSTS: PERCENTAGE FIGURES Tanes 1

— 17 banks incorporated as companies or
private firms, whose total assets at the end of
1053 represented 679, of those of all banks
in this category;

— 12 credit cooperatives, with total assets
representing 799, of all those belonging to
such institutions at the end of 1953;

— 13 savings banks, with total assets re-
presenting 55%, of those of all savings banks.

Taken together, the 50 banks at the end
of 1953 held 83%, of all deposits and current
accounts in lire in the Italian banking system.
But owing to the differences of arrangement
already mentioned it was unfortunately not
always possible to add together corresponding
items from the balance sheets of all of them.
That could be done only where the figures in
the balance sheets of the various banks were

Ttems 1938 1948 1953

Interest on saving deposits . 6y 29 52 6 33 10
Interest on current Accomnts 31 13 48 5 Gy 20
Interest paid - Total | 100 {42) 100 (12) 100 (30)

Expenditure on personnel 41 24 68 6o 6o 42
Taxes and dues . . 15 g 4 4 7 5
Losses, amounts written off, etc. 1y 10 15 13 10 7
Sundry expenses 2y’ 15 13 11 23 16
Operating coses - Toral 100 (58) 100 {88) 100 (70)

100 100 100

i 1%,.“_.

IL - Interest paid:
— on saving deposits;
— on current accounts.

(5) The following comment may be offered:

AY Among the administrative cxpenses or operating cosis
the item most commonly found in the statements of the 50
banks that were examined is « taxes », This Is found in the
case of 37 banks, while expenditure on personnel is shown
separately in the case of only 19, not including any of the
larger institutions.

As regards the losses, amounts written off, applied to
depreciation, etc, the statements of 18 banks (incuding 10
savings banks) show separate items; but there s obviously
great divergence in what these contain,

Nor can it be said that the amount of the operating costs
shown in the statements really represemts all that was spent,
without any coffserting of expenditure against receipts. In many
banks it must be supposed that the contrary was the case,

The statements of some banks indicate only one or two -

iterns of expendituve. Far further details sce the table in foot-
note {6).

B} Matlers are no better in regard to the imserest patd.
Of the banks whose statements we examined only 10 indicated
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The general breakdown of banking costs
is summarised in Table I. The percentage
ratios there shown make it possible to point
out in a general way several significant aspects
of the matter, even though there are so many
gaps in the statistics that the results cannot
be regarded as indicating anything more than
trends.

Among the items making up bank costs
in 1938 the largest share, of 29%,, was taken
by interest on saving deposits, Next came
expenditure on personnel with 24%, sundry
expenses 15%,, interest on current accounts
13%,, amounts written off 109, and taxes 9%,
By 1948, after war and inflation, the situation
had radically changed. Interest on saving
deposits had dropped to the modest level of
69/, while the expenditure on personnel alone
took 60%,, being followed a long way behind
by depreciation at 13%. The interest on
current accounts had also fallen from 13%
to 6%.

From 1948 onwards, in the new conditions
of stable currency, a better balanced pattern
began to emerge. The expenditure on person-
nel, although keeping first place, steadily
dropped to 429 of the total costs in 1953,
Meanwhile the interest on current accounts
rose considerably, reaching 209 of total costs
in 1953 as against only 63 in 1948 and 13%,
in 1938.

Total interest paid, after falling from 429,
in 1938 to 12%/ in 1948, was up to 30%, again
in 1953. Meanwhile the administrative costs,
after going up from 589 in 1938 to 88%, in
1948, steadly fell to 70%, in 1953. But the
ratio of these costs to the total still remains
higher than before the war, mainly because of
the rise in cost of personnel, even though the
average rates of interest paid on saving de-

both the interest paid on saving deposits and also, as a separate
item, that paid on current accounts. 12 banks make it im-
possible to see the amount of interest paid even on saving depo-
sits, indicating this in items obscurely described, or even Iump-
ed together with discount paid, interest paid on advances and
]lozms received, or brokerage and commission paid, as well as
in some cases with interest paid on current accounts, A further

-28 banks regularly show the interest paid on current accounts,

but add such subsidiary items as depreciation, so that there is

ground for supposing that they may have offset the interest
Pald on current acconnts against the interest received on lend-
ings to customers,

posits and cutrent accounts probably rose to
some extent between 1938 and 1953.

{1 - Administrative Expenses.

4 — Let us now turn to the administrative
cxpenses, these being the main subject of this
article (6). Table II shows the movement in
them for the whole of the Italian banking
system from 1938 to 1953.

As will be seen, in 1953 the administrative
expenses for the entire Italian banking system
were close to 200,000 million lire; and they
were more than 100 times as great as in 1938,
while the deposits and current accounts were
63.6 times their 1938 size. The rise in admi-
nistrative expenses was thus much greater
than that in deposits and current accounts.
But the divergence occurred entirely during
the war and the early post-war years. From
1949 onwards there was on the contrary a
tendency for the difference to become smaller.
We then find both indices still rising, but the
deposits and current accounts do so faster
than the administrative expenses.

It is worth repeating that the post-war rise
in administrative expenses (or operating costs)
was mainly due to the cost of personnel.
Whereas this accounted for 41%, of the operat-
ing costs in 1938, the corresponding proportion
was as high as 689, in 1048, although it then

(6) As regards administrative expenses the figures given in
the text are based on the statements of banks in the various
groups as follows:

Banks considered for the follo-
Nomber of wing items of ¢xpenses
Bank categories |banks consi. i Sinking
dercd Personne! | Ta%es and funds, Los-
dues ses, ete.
Public Law Credit
Institutes . - 5 1 1 3
Banks of National
Interest . . . 3 — 2 1
Ordinary Credit
Banks . . . 7 4 11 2
Peoples’ Co-operati-
ve Banks . . 12 5 10 2
Savings Banks . . 13 9 13 10
Tetal . . . 50 19 17 18
Operating costs in
1953 (millicns
of lire} . . .| 159.331 |33,646.6| 85,522.9 82,186.4
§ratic . . 1o0 2109 | 53.6% | 51.6%
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fell to 60%, in 1953. Taxes would appear to
have declined from 15%, in 1938 to 4%, in
1948, and then risen to 7%, in 1953. A note-
worthy relative decrease scems to have occured
in the « losses, amounts written off, and appli-
ed to depreciation », which dropped from
7%, in 1938 to 15%, in 1948 and 10% in
1953. A warning must however be given that
this item is of highly doubtful significance,
and the percentages relating to it should be
treated with great caution. It probably over-
laps with the «sundry expenses », since the
combined percentage for the two items shows
remarkable steadiness.

5. — Let us now try to arrive at the cost
— for the banking system as a whole, and
for the five main groups which make it up
(7) — of administering 100 lire of deposits or
of resources in any other form.

To do this we need to know the absolute
amount of the operating costs and of the funds
administered, in each group of banks. The
absolute figures for administrative expenses are
given in Table IiI, which is an extension of
Table 1I. As for the other element in the
ratio, namely the funds administered, one
could take:

@) lira saving deposits and current ac-
counts; or

&) total assets — of coursc greater than
a); or

¢) total assets plus acceptances for ac-
count of customers, guarantees given for cus-
tomers, and confirmed credits opened; or

d) the amount of 4) plus that given in
the statistics for customers’ securities held in
safe custody.

If the ratios between g), 2), ¢) and d) were
constant over a period of time, then use of
any onc of the four would merely shift in
equal proportion the percentage ratios which
we are going to calculate. But in fact those
ratios vary not only between groups of banks,
but also from year to year between banks in
the group.

What is more, the banks’ business is not
confined to collect money on time deposit and

(7) Ses foctnote (4).

current account and lending it out; they ren-
der sundry services, recorded in the balance
sheets under separate headings. One need
only think of forcign exchange business, col-
lections, accommodation by way of endorse-
ment and so forth. For these reasons it
appears best to take ¢). However, in view of
the preminent importance of time deposits
and current accounts, we have also worked
out the ratlo of administrative expenses to
these.

Taoer 11
OPERATING COSTS IN THE ENTIRE BANKING SYSTEM

. Deposits and
Qperating costs e

current accounts

Year

Miilions | Lndex Index Index Index

. {1938 (prev. (1938 {prev.
of lire =1) |yewr=1)| =1) |year=r)

1928 1,824 I — 1 —_
1548 100,264 | 3§55~ | — 2.28 —
1649 122,391 &7.1 .2z | 304 1.34
1550 130,204 747 I.11 36.8 1.20

. 1951 156,348 85.7 1,15 42.6 .16
PoIg52 178,305 97.83 1,14 52.8 1.24
1933 196,087 107.8 ; 1o | 63.6 1.20

i

We have also calculated for each category
of banks the ratio between total assets and
total deposit and current accounts, each as
annual averages (Table IV). The object is to
show to what extent the banks in each cate-
gory do business which goes beyond simply
employing deposits (8). Clearly the indication
thus obtained is valid only in so far as the
banks’ subsidiary activities give rise to entries
in their balance sheets.

6. — The figures in Tables III and IV
make it possible to express the Italian banks’

(8) As will be scen from Table IV, at the « public law
credit institutions » and at the « banks of national interest »
the subsidiary activities showed a noteworthy increase it extent
after the war as compared with 1938. This tendency became
less pronounced during the last tree years (1951-52-53), more so
at the public law credit institutons (which returned almost to
the pre-war state of affairs in this respect) than at the banks
of national interest.

In the other categories of banks the variations in the ratios
were smaller, Between 1938 and 1953 the ratio of total assets
to deposits and current accounts for banks in the form of
limited companies fell from 1.47 to r1.35, that for credit coope-
ratives dropped from 1.40 te 1.34; and that for savings banks
rose from 1.29 to I1.34.

o
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Tazce IV

B

A

1.29
1.31
1.29
1.30
1.32
1.34

Ratios

Total
assets
24.3
343-9
470-3
570-
657.
792.2
945.5

Savings Banks

Annual average
Deposit
and
current
accounts

£8.9
365.6
439-4
496.2
591-3
793-5

262.1

B
A
1.40
1.42
1.40
.40
I.42
1.39
134

Ratios

pared with 3.3 lire in 1938. The maximum
level would seem to have been reached in
1948, when the expense ratio was 5%, and
7.9%, respectively on the two bases. Between
1948 and 1953 there was thus considerable
improvement, reflecting the efforts made by
banks to achieve greater efficiency and pro-
ductivity, Between those two years the reduc-
tion in costs would seem to have reached 283/
to 299, for the banking system as a whole,
with peaks of 339, for « public law credit

.*"q .

- - - " » ' operating costs in per cent both of their depo-  regulation, the administration of import and
¢ k3 g 5 Ky 3 ) o sits and of their total assets, The result of  export controls (and furthermore the volume
o - — l : - - . doing so is given in Table V. . of Italian foreign trade has grown consider-

— o 18 . = Y =, ‘3‘ % g 3 ) As will be seen, for every 100 lire of ltotal ably larger as compared to prewar), etc. _
MR 2 & 5 X & 5 3 & | asscts the banks in 1953 incurred administra- In the second place, the rfle of Italian
- ; : . , . : tive expenses amounting to 3.6 !irc as agaiqst .banks as accounbkeegcrs for the commullity
AEPEE A 3 \é A 3 F k 2.2 lire in 1938. On every 100 lire of dcpf)s%ts is now much more important than it used
4 g9 g 5 & g o @ A . and current accounts the charge for adminis- to be before. the War (10), The range of
— : trative expenses was 5.6 lire in 1953 as com-  banking services made available to the public

has become broader and more diversified,
while the number of bank customers has in-
creased substantially. In other words, in Italy
too, the function of the banks as «ledger
clerks » for the whole community has increas-
ed in importance as compared -to the tradi-
tional function of « capital intermediaries ».

In the third place, there is a series of ma-
ladjustments connected with the devaluation
of the lira (to be discussed more throughly
in para. 11 below), including:

{milliards of lirc)

ADMINISTERED FUNDS OF THE ITALIAN BANKS: ANNUAL AVERAGES

5.8

Peposit
and
currfent
accounts
283.x
374
45%7-3
337~
671.6
8o0g.—

car

v
1938
1948
1949
1950
1953
1952
1953

I

carrying a much heavier burden of clerical
work in connection with new services of a
public nature for which the banks have been
made responsible, such as the foreign exchange

53 times); the latter increased 97 times {end of year figures).

(xx) That is to say the average size of each savings bank
book, each current account, each inward or outward payment,
each bill discounted or collected, each circulor cheque, the
average par value of each security representing bonds or
shares, etc,

.|
] P b ~+ b o =) i . oo, . .
2 52 ! ! : ‘ ‘ » « ban| 1 » . .
JE E - T : 3 R 3 3 5 ms(;ltutlons and flaan(lt’is Off na:iona tilnthtt — the inadeguate adjustment of the
[=] < A b -
SR : and an average of 249, for the other cate average value of each transaction to the pro-
CIN T M ) N - B} | ) g‘:’r}f‘z_ 4 dis cess of monetary devaluation (r1). This in-
g g1 8t g < ~ i P + ¥ g s 1s return towards pre-war CORdItONS  creages the book-keeping work and the numb-
BEES 3 = N B e & represents a movement towards a better ba- .. ¢ accounting entries;
. . . g 3
lanced pattern. The -increasingly high rate of . 1 .
" N w - Y "~ f . ~ more work is entailed in handling
R o | & % o PN M > o . remuneration offered from 1948 to 1953 on and holding cash because the denomination
- < o ~ R . ause the denominations
R deposits and current accounts was made pos- of bank nofge s have no; heen i i y b
2 . , . .
= . o . - e o @ & sible by the relative decline in operating costs. €en increased cnoug
4 8 59 X ¥ P % » g & to correspond to the devaluation of the lira;
e G S 8 n [ral G I~ & 0 .
U - . ——
B 7 7. — We have already pointed out the , dfor the Sfi‘.me reason more work is
g 3y wz . - N . . - y ! great relative importance of expenditure on .reqlﬁref for Igari]d 1ng énd holding si‘]:uﬂ;:es
4| | Ew § 8 o o g & g + i ; : . : in the form of shares, Government and other
R c B8R « £ & 2 g = 2 | Pcrsonnel since the war. The growtth in t}.ns bonds and th : oo NN
& g ; item results partly from the rise in salaries  °© ¢ the coupons belonging to them;
8 n 0 i - o s 0 ) which, even in real terms, would seem on the ~~ the clerical and accounting work is
q 5 a K B " " " B a | average to have exceeded the devaluation of  increased by the need to write numbers with
§ N - < - Y 3 W YT e the currency. But it is due still more to the more digits to express the same real values as
ZE| w 8 o 5 & g 5 K i B! increase in the total staff employed from 53,000  in 1938. This difficulty has now been partly
5| 8 g RS £ LI 4 | . e total, ployed trom 53,0¢ : Y deen b
°Hl & | “ in 1938 to ¢3,000 in 1953, This increase in  overcome by dropping the centesirmi and show-
d T 8,58 > o " . @ ) @ ' turn largely reflects the changed conditions ing amounts to the nearest lira.
[} 8 W e o s o =i bl =2 LAl - .
2 FSES§ = ) g & 2, 2 o which have made banking work more com- Last] hould - he i d
LA \ AN - I astly, we should mention the increase
plex, laborious and intricate. ‘This is not the [ mber'of bank branches from ~.284 i 8
g o o n o o o @ . . . hum : 7304 1 193
) § @l S = o % g 3 * place to enter into a detailed analysis of these ¢, 2,874 in 1953,
g i - B} factors. We must confine ourselves to pointing '
I~ ~ - o o . .
©g o T 8 @ - K v o @ out some further prlnc1pal causes of what 10) In this respect, the expansion of current accounts and
| o £ 8 m - o o 1" % a P p
:].g 5 & 2 " o N o H occurred. cashier checks is highly significant. The former increased 111
::g s - First of all, mary departments are fnow times from 1938 to 1953 (saving deposits having increased only
o 2]
=9} =
=]
-
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Operating Costs of the Italian Banks

The increase in the number of bank em-
ployees has caused 2 reduction in the amount
of funds administered per employee, In 1953
there were 93,000 members of bank staffs ad-
winistering 3,531 billion lire of deposits and
current accounts, whereas in 1938 there were
53,000 administering 3,708 billion lire (lire
with 1953 purchasing power). The corre-
sponding figures for average total assets were
5,401 billion in 1953 and 4,488 billion in 1938.
Thus the average amounts handled per em-
ployee were 38 and 58 million lire in 1953,
as against 58.6 and 84.7 million in 1938 (12).

Il - Cost of Interest Paid on Deposits and
Current Accounis; Total Costs.

8. — It is more difficult to investigate the
pattern and the amount of the expenditure on
interest, more particularly the interest on cur-
rent accounts (13). Indeed, the cost of interest
on current accounts is the really unknown
element in any attempt to arrive — on a sta-
tistical basis — at the probable composition of
costs in the Italian banking system.

As has been already stated in footnote s,
only 10 of the 50 banks considered (14) show
in their published statements what they paid
out in interest on current accounts separately

{12) The acwal amounts for 1938 have been multiplicd by
53, this being the wholesale price index for 1953 on the basis
of 1938=1, so as to convert them into 1953 lire,

(13) In Iraly, debit {minimum} and credit (maximum) bank-
g interest rates are fixed by the so-called « banking cartel ».

The first cartel agreement was signed in 1919 by the four
leading Italiap banks of that time. Later, under the « Banking
Act of 1936 », the rates for the various transactions apd the
terms of banking scrvices came under the contral of the mo-
netary autherities, which were empowered to establish maximum
or minimum rates. In the early fifties official limits were being
generally disregarded, and, with the toleration of the auther-
ities, the competition among Banks became very keen also in
the field of rates, ‘The rates paid on deposits rose to unusually
high levels, especially for sizeable current accounts for which,
in 1953, there was a tendency to exceed 4% per annum (as
compared to an official ceiling of 0.50%)

At the end of 1953, the Banks — which were feeling the
adverse offects of excossive competition through rates of inte-
rest — signed a new voluntary agreement, rather complicated
and favorable to large current accounts. The Agrecment was
renewed for 1955, with some changes (the 4%, maximum rate
can be granted only for curvent accounts held by special cate-
gories of depositors and showing an average annual balance of
at least 500 million Lire, The same rate is also payable on
deposits fixed for at least one year).

(14) 2 public law credit institutions, 7 limited lability com-
panies and 1 ¢redit coopetative.

iI

from the interest paid on saving deposits (15).
The figures for thesc ten banks indicate that
in 1938 the total interest paid represented
42.3%, of the total costs, while the balance of
57.7% represented administrative expenses (16).
In 1948 the interest load had fallen from 42.3%,
to 12.3%,, only to rise steadily during the next
few years to the level of 25.7%/ in 1953.

Would it be safe to regard this percentage
as applying to the whole banking system?
We think not. In Table I indeed the ratio
of expenditure on interest to total bank costs
was put, for the whole banking system, not
at 25%, but at around 30%,. We cannot en-
large here on the reasons for this adjust-
ment (17), They are however based on the
difference in relative importance of current
accounts, and in the growth of operating costs,
as between the 1o banks and the banking
system as a whole,

In the field of expenditure on interest,
in the whole banking system, the growing
weight of interest paid on current accounts is
higbly significant. 'This rose from 319 of
total interest costs in 1938 to 489 in 1948,
and to 679, in 1953. The rise can be explain-
ed only in part by the higher rate of growth
in current accounts than in saving deposits;
aside from that it reflects the favoured treat-
ment accorded to current accounts of a certain
size under the pressure of competition, which
had become especially keen in the period pre-
ceding the inter-bank agreement of January,
1954

{15) Even for thesc 10 banks one must certainly make
reservations as to whether all the costs are shown in their
profit and loss accounts. Probably for instance the discount
paid on rediscounted bills (amounting to considerable sums,
especially for those banks which finance grain storage agenciesy,
the interest paid on catry-over loans and advances taken, and
the commissions paid to correspondents for collections or other
scrvices, as well as other outgoings have been set off against
receipts of a similar nature. In fact the ro banks in question
show outgoings under these heads in 1953 to the extent of
only 260.3 million lire, which we have neglected. Actually it
is quite reasenable to sct off the outgoings against the receipts
under these heads, and the practice does not seriously hinder
interpretation of the figures.

{15) Before deduction of « category A income tax » paid by
the banks on deposit interest without the right of recovery
being exercised. If this tax is deducted from the operating
costs and azdded to the interest paid, the latter would amount
to at least 50% of the total costs.

(17) The point is discussed in the Ialian edition of thie
article. 8ee « Moneta ¢ Credito », No. 27, 3rd Quarter of 1954.
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9. — The average level of the rate of
interest now paid on deposits and current
accounts as a whole is not shown in the avail-
able statistics, nor can it be calculated there-
from. The best that can be done is to estimate
the rate. We have put it at 2.50%, for the
whole banking system in 1953. If it is borne
in mind that for rg50 we put the average rate

Banca Nazionale del Lavero

between total costs and funds administered
for the individual groups of banks and the
banking system as a whole in 1953. It will
be seen that for each 100 lire of total assets
administered the banks in that year had ex-
penses of 5.2 lire, while on each 100 lire of
deposits and current accounts the charge was
& lire,

TOTAL COSTS InN ITALIAN BANKING SYSTEM PFOR 1953, BY BANK CATEGORIES TasLe VI
A
l_ : Administered funds Total costs % Ratio:
i -
i . i of total | of total
: Deposit I Credit | Operating casts to ded oets to
! and current [ Total assets | Total posit and total
accounts Intereats casts current
aceounts assets
1 3 4 5 6 7
——— e | e em |
(milliards of lire)
Public Law Gredit Instituies . . . . . Bog.o | 1,450.4 | 202 i 49.1 59.3 8.5 4
? !
! Bunks of MNational Interest . . . . . 855.6 1,422.7 | 21.4 ; 46.8 68.2 7.9 47
: ‘ i o
| Ordinary Credit Banks . . . . . . . 793.1 noy4y 1 19l 36y 565 7 5.2
: : i
i {
1{ Peoples’ Co-operative Banlks . . . . . 370.2 49%.5 9:3 : 15.9 25.2 6.8 5.0
: !
| Savings Banks. . . . . . . < . .| 7035 946.9 176 1 48a 65.8 9.3 6.9
\
Totadd . . . . . . .. . 345314 5,401.2 88.3 196.7 285.~ 8.0 5.2
Percentage distribution . 30.9 6g.1 ‘ [0

of interest on deposits at around 0.60%, (18),
the extent of the upward movement during
the last few years becomes evident. By 1953,
in fact, credit interest rates had reached
levels definitely higher than before the war,
since it may be assumed that the average level
in 1938 was lower than 2.50%,.

10. — On the assumption that the average
rate of interest paid to depositors was 2.50%,,
Table VI sets out to show the amount and
the breakdown of total costs in the Italian
banking system. Readers should especially
notice columns 6 and 7%, showing the ratio

(18) See Ancora sui costi di gestione delle banche italiane,
loc. cit.

These ratios, however, are to be taken with
considerable caution, It should not be inferred
therefrom that the banks, in order to break
even, must obtain from their assets an average
gross profit of not less than 5.2%,. The ave-
rage return from total assets (and it should
not be forgotten that this is an average de-
riving from widely diversified elements, in-
cluding non-interest-bearing items and items
vielding little interest) can be somewhat lower,
because an overall calculation of receipts
should include all monies received by the
banks from the so-called « subsidiary ser-
vices ». The latter have acquired increasing
importance in the last few years, and not
always do they result in entries in the balance
sheets of the banks. ‘
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IV - Prospects for Bank Costs.

11, — During the first few years after the
war the growth of bank costs seemed closely
connected with inflation and the related con-
traction in total deposits and current accounts
expressed in real terms. This aspect of the
matter tended to overshadow all the other
factors which also went to swell the bank’s
administrative expenses. But those factors be-
came apparent when the fog of inflation clear-
ed, and total saving deposits and current ac-
counts first equalled and then exceeded the
1938 figurc in terms of real values,

Evidently, if the banks’ deposits keep on
growing to a considerable extent, their operat-
ing costs ought to feel the benefit. Indeed,
the hope that the ratio of costs to funds ad-
ministered can be further appreciably reduced
is mainly based on that expectation. Yet
nobody can at the moment foresee how fast
the deposits and current accounts will grow.
Nor would it be safe to extrapolate the curve
as found for the years 1948 to 1953, which
would indicate growth at an average annual
rate of about 209%,.

* Apart from growth in the total of deposits
and current accounts, the possibility of further
reducing bank costs depends on a number of
conditions relating to organisation and tech-
nical methods. While these may in the aggre-
gate be of considerable importance, the banks
are in many cases unable to change them. Iet
us recapitulate:

A) In paragraph 7 we pointed out that
bank note denominations had not been raised
to accord with the devaluation of the cur-
rency (1g). On 3oth September, 1951 a mil-

{319) On 31st December, 1938 there were in circulatien 115
million Bank of Iealy notes of denominations ranging from so
to 1,000 lire and amounting to a total value of about 1g bil-
lion lire. On the average, therefore, 6,069 notes were needed
to make up each million lire.

On 315t December, 1953 there were in circulaton 411 mil-
lion Bank of ltaly notes, of denominations ranging from 500
to 10,000 lire, and amounting to a total value of about 1,448
billion lite. Accordingly, 284 notes were required to make up
every million lire, The notes for 50 and 100 lire have become
notes of the Government, but must be included in the calcul-
ation so as to keep the basis the same. On 313t December,
1953 they numbered at least 400 million, their total value being
about 3o billion lire. At that date, therefore, there were alto-
gether 811 millien notes in circulation, to a total value of 1,478

lien current lire required 663 notes of various
denominations en the average. The number
required in 1938 was 6,069; but, if this is
divided by 56, being the proportion in which
wholesale prices had risen by 1951, it becomes
only 108, Thus the work of cashiers has been
increased in the ratio of 663 to 108, that is
multiplied by 6.1. There was certainly some
improvement between 1951 and 1953, when
this ratio dropped from 6.1 to 4.8; and this
no doubt contributed towards the relative
decline in bank costs during those years. But
we are still far from having returned to the
conditions existing in 1938.

It is not casy to cxpress this unbalanced

“position in terms of the greater cost of the

cashiers” work to the banks. There can bow-
ever be no doubt that the increase in cost is
substantial, because certain cost elements in
the cashiers’ department are closely propor-

tionate to the quantity of notes and coins
handled.

B) The banks are also having trouble
with their work in connection with securities
such as shares and Government.and other
bonds. The total number of securities cir-
culating in Italy would seem to be not less
than 5o million actual pieces of paper, without
counting the Ordinary Treasury Bills, of
which however not many circulate, To the
question whether the average par value of
each security is high enough in view of the
new post-war value of the currency the ans-
wer is definitely « no » (20).

billien lire, so that there were on the average 550 notes for
every million present-day lire.

Applying a devaluation coefficient of approximately 53 one
finds that for each million present-day lire the number of 1938

6,069

notes required would be =115, Thus the ratio hetween

1938 and 1953 is 1:2.3 if the 50 and xoo lira notes now issued
by the Government are excluded, and 1:4.8 if they arc n-
claded.

(20) The par value of each mortgage bond is at present soo
lire, the same as it has always been,

The securities representing Gowernment consolidated and
redecmable debt have not been the subject of any great changes.
Only in the case of the 3.5% redecemable debt 1934 have the
securities been compulsorily exchanged into new ones of a par
value of 1,000 lire each, while a similar scheme is contemplated
for the 3.59%, reates of 1go2 and 1g06.

In the case of Treasury Bills the par value of each security
has been raised from 500 to 5,000 lire in the most recent issues.

The par value of bonds of companies and public institutions
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C)' Moreover, the average value of each
bank transaction of the common types is also
too low in view of the devaluation of the
currency; but it seems fair to suppose that the
market does not feel the need for an all-
around revaluation. Let us make this point
a little clearer:

(1) From certain incomplete statistical
records of investigation it would seem that
only the denominations of circular cheques
and of the cheques issued by the Central
Institution for Savings Banks arc on the ave-
rage as large as they were before the war,
But it would also seem reasonable to suppose
that this results merely from the wide use of
cheques of high denomination, say of 3 to 5
million lire each, and not from any increase
worth mentioning in the amount of the che-
ques issued each year as a whole,

(2) Nor has there been an adequate
rise in the average size of sgving deposits and
balances on curvent account. Their number
on 3ist December, 1953 was extremely high
at 19,247,241; and this fact helped to increase
operating costs. It has been suggested that the
number of deposit accounts is actually much
larger than the number of depositors. This
suggestion is based partly on knowledge of
depositors” habits, and is supported by the fact
that active customers of the banks at the end
of 1953 numbered only 2,846,855, It is there-
fore to be hoped that the banks may devise
some means of substantially reducing the

is tending to be gencrally fized at 5,000 lire, whereas in the
past it was usually s00 or 1,000 lire.

As to shares of companies the only regulation js contaitted
in the Law of 1948 with regard to cooperatives; it lays down a
minimum par value of 500 lire, For other companies the par
value of the shares ranges frem one lira upwards, while par
values of 100, 250, 500 and 1,000 lire are frequent. If one takes
only those shares which are officially quoted on stock exchan-
ges, the average par value works out at roughly 7 times what
it was in 1938.

It is true that the use of certificates representing a number
of shares avoids much of the trouble and expense entailed in
handling sccurities; but it is often necessary to refer to the
original par value, which brings the expenses up again. Nor
is it possible to say whether the use of multiple certificates is
as widespread as it ought to be.

It may finally be menticned that Royal Decree Law
No. 1148 -of 25th October, 1941, by requiring that all shares
must be in registered form, considerably increased the volume
of work falling on the banks by comparison with 1938 and
the pre-war peried.

number of their deposit accounts, with a cor-
responding reduction in costs.

(3) Even more intractable, if one may
judge from the scanty data collected, is the
problem of &ills of exchange. The average
amount of the individual bill would seem to
have remained ever since 1948 at around 37
times what it was in 1938,

D) Finally, certain other statistics which
have been collected suggest that the period
which elapses between each banking transac-
tion and the next one of the same kind grew
shorter between 1938 and 1953. This again
means a relative increase of work for the
banks.

To conclude, if the ratio of bank costs to
administered funds is to be brought down fur-
ther, then the growth of deposits which has
occurred during recent years must continue,
while any increase in costs must be kept
within narrow limits. Further, the average
size of each transaction must be made to
accord better with the reduced value of the
currency; the many hindrances and- restrict-
ions must be removed or made less irksome;
and the banks must be tireless in rearrang-
ing and improving their own organisation
and accounting systems. Finally, competition
among the banks must not prevent an agree-
ment to fix deposit rates on a sound basis,
reconciling the need to increase banking re-
sources with the equal need to keep the cost
of bank loans within such limits that they
can be borne by borrowers.

12. — There can be no doubt that bank
costs still remain relatively high, mainly be-
cause of the heavy burden of expenditure on
personnel. And yet, if the facts are realisti-
cally considered, it must be said that between
1948 and 1953 operating costs were steadily
reduced by a considerable margin in relation
to total deposits. The average amount of
funds administered per employee has risen;
the banks have done much to rationalise their
work and improve productivity; and these
facts together have produced considerable re-
sults. One result was to make it casier to
pay higher rates of interest to holders of saving
deposits and current accounts in the way that
has been several times mentioned.
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As can be seen from the figures given in
this article, the relative decrease in operating
costs during recent years has been partly offset
by the rise in interest paid on deposits and
current accounts, These two 'categories of
costs however are not to be lumped together
in one item, because they indicate very dif-
ferent things. It is only the operating costs
which can show how much the banking
system is « costing » the community; interest
paid, on the other hand, goes straight back
to savers. As a matter of fact the rise in rates
of interest paid, coupled with a steady reduc-
tion of the rates charged by banks for loans
of all kinds, has benefited both savers and the

business community (21). In the case of cur-
rent accounts, which now represent about half
the total of deposit and current accounts to-
gether, there is ground for wondering whether
the rates of interest paid in 1953 and 1954 did
not reach too high a level in view of the fact
that such accounts ought by their nature to

‘represent working cash balances. The future

inter-bank agreements ought to exert a mode-
rating function.
Mario MazzANTINI

« (21) From 1950 to 1953, while the average general rates on
deposits and cutrent accounts increased probably from o.60%
to 2% %, the overdrafts rates in the major cities decreased to
under 8% for clients with excellent credit ratings, and the
rates on commercial bills are now ranging around 6%,.




