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In our talk over the telephone the other day you referred
to page 9 of the I9JI4.3 annual report of the FDIC where it is stated
that ttIhe income prospects of a large number of the small country
banks have also been affected adversely by a recent ruling of the
Board of Governors of the Federal Reserve System holding absorption
of exchange charges by member banks of that System to be a payment
of interest upon demand deposits• *

The statement quoted implies that nonpar banks have no
feasible way of offsetting any loss of income from exchange charges*
Statistics in the FDIC 19^3 annual report, page 99, appear to show
conclusively that nonpar banks as a group could in large part offset
any loss of income from exchange chargeable to the Board1s ruling*
According to the FDIC report, nonpar insured banks in 19l*3 had cash
and due from banks amounting to 39*1 Pe^ °3nt of their total assets,
•whereas insured nonmember par banks had cash and due from banks
amounting to about 25*6 per cent of total assets. In the case of
country member banks, the ratio i*as 28*1 per cent.

If the nonpar insured banks had brought their ratio of cash
and due from banks down to 26 per cent of total assets (12,450*000,000,
estimated I9I4.3 average) or by 13 percentage points, they could have in-
creased their earning assets (loans and investments) by about
1320,000,000.1/ Loans and investments, which in I9I4.3 constituted about
60 per cent of their total assets, would then have been about 73 Per

cent of total assets* If this had been done and the additional funds
had been invested in Government securities at an average rate of l-l/2
per cent per annum, the additional income would have amounted to about
$l|.,800,000--about half of the amount of estimated exchange charges • A
higher rate would, of course, produce correspondingly higher revenue*

The FDIC I9I4.3 annual report, page 99, shows that net current
operating earnings after taxes of nonpar insured banks were equal to
10.0 per cent of total capital accounts--a considerably higher rate
than shora. for any other group of banks* The comparable rate for par
insured nonmember banks is shown as 8*0 per cent, for national banks
8.2 per cent, and for State member banks J+k Per cent* If nonpar banks

The cash-assets ratio of insured nonpar banks probably is somewhat
lower now than it was a year ago* This is indicated by the fact
that the ratio decreased at all insured nonmember banks (par and
nonpar combined)* There is no reason to think, however, that the
spread of 13 percentage points between nonpar banks1 cash-assets
ratio and the par banks1 ratio has been materially narrowed*
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had suffered a net reduction of $5,000,000 in earnings, as a result
of the loss of $10,000,000 in exchange charges offset in part by-
earnings of $5*000,000 on additional investments, their net current
operating earnings after taxem on the basis of 19^3 figures would
have given them a return of f.2 per cent on invested capital*

The FDIC report, page 99t also shows that service charges
on deposit accounts amounted to 22 cents per $100 of demand deposits
at nonpar insured banks, or a little higher than the average rates
of service charges on deposit accounts reported by all insured com-
mercial banks (member and nonmember) with deposits xip to $2,000,000--
the size group that comprehends most nonpar banks*£ This indicates
that nonpar banks as a group are making substantial charges against
their depositors, in addition to making exchange remittance deductions.

l/ The rates by size of banks appear on page 101 of the FDIC report.
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