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Nebraska Banks Outperform National Peers

by Rick Lay, Assistant Vice President, and Todd Hirsch, Manager, Examinations and Inspections

EXECUTIVE SUMMARY . Bank EARNINGS
Since 2008, a booming farm economy and less : Nebraska banks posted stronger earnings and were
exposure to weak real estate markets shaped profits : more financially resilient during the recession and recent

at Nebraska banks. Compared to similar-sized na- : recovery. While profits at Nebraska banks softened during

tional peers, Nebraska banks have more loans to the the recession, net income as a percent of assets held near

agricultural sector. In addition, Nebraska bank loan 1 percent (Chart 1). For 2010, earnings edged up to pre
. . . recession levels of 1.21 percent and remained well above
portfolios were less concentrated in troubled housing and } - ) ) )
the earnings at banks nationwide. Nationally, in 2010, im-
commercial real estate markets. With this combination, ) . .
proved earnings were derived largely from lower provisions

earnings at Nebraska banks were more than four times

higher than banks nationwide in 2010.
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- Chart 2:
Allowance for Loan & Lease Losses at U.S.
and Nebraska Banks
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Chart 3:
: Loan Portfolios at U.S. & Nebraska Banks
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- LoaN Losses AND LoaN PORTFOLIOS

Stronger earnings at Nebraska banks were fueled by

fewer problem assets. Capital provisions to the allowance for
- loan and lease losses (ALLL) were lower for Nebraska banks
when compared to their national peers. Since 2006, due to
fewer problem loans, the ALLL coverage of loans that are not
- current at Nebraska banks has remained above 100 percent,
more than double national levels (Chart 2). The ALLL as a
percent of noncurrent loans strengthened further in 2010

- with stronger banking conditions in Nebraska.

Profits at Nebraska banks were driven by their loan

- portfolios. Nebraska banks had more loans to a booming
farm economy than their national peers (Chart 3). Almost
a third of the loans at a Nebraska bank are agriculture loans,
- compared to roughly 7 percent of loans nationally. In addi-
tion, Nebraska banks had much less exposure to housing and
© commercial real estate markets. Residential loans comprised
less than 15 percent of Nebraska bank loans, compared to a
quarter of the loans at banks nationwide. Commercial real
+ estate loans accounted for less than a third of Nebraska bank
loans, compared to almost half of the loans nationwide.
Moreover, stronger housing and commercial real estate mar-

- kets in Nebraska lifted Nebraska’s bank performance.

Led by a booming farm economy, the outlook for Ne-

. braska banks is promising. Rising commodity prices and
- stronger farm incomes, which have strengthened activity on
. Main Street, spurred a rise in capital spending and record
- farmland values recently. However, risks do remain. Softer
- farm incomes or a correction in farmland values are a risk
in volatile commodity markets. With agriculture accounting
- for nearly a third of total lending at Nebraska banks, an eco-
nomic downturn in agriculture could weaken loan perfor-
: mance at many agricultural banks, especially in Nebraska’s

- rural communities.



