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Monthly Review
Member Bank Earnings Improve

SlX T H  DISTRICT member banks have just closed the books on the 
most profitable year they have ever had. Their total earnings in 1957, 
at 363 million dollars, were 14 percent higher than in 1956. This rep
resented a return of 3.88 percent on total assets, up from 3.66 percent 
for the previous year.

As the bankers began figuring their net profits, however, they found 
that greater operating costs and higher taxes had whittled away much of 
the increase in gross earnings. After taking into account smaller losses 
on loans, security sales, and other transactions, however, they still came 
up with a net profit of 59 million dollars, 15 percent higher than in 1956.

Aggregate earnings data may tell us something about bank profits, 
but a full understanding of them requires an examination of any changes 
that may have occurred in sources of income. In order to arrive at the 
rate of return banks received, we have related earnings from various 
sources to the average amounts of income-earning assets they have on 
their books. In this way, we have also found how individual banks and 
groups of banks fared.

To make such an analysis possible, this Bank prepares an annual 
tabulation of operating ratios for each member bank in the District. The 
ratios are based on reports of earnings and dividends for the year and 
on year-end, mid-year, and autumn reports of condition submitted by 
member banks.

Earnings by Source
Much of the increase in total earnings of District member banks during
1957 stemmed from the loans they made to individuals and businesses. 
Recipients of these loans paid 214 million dollars in the form of interest 
and discounts, 16 percent more than they paid in 1956. The increase 
represented not only the larger amount of loans outstanding but also 
the rise in interest rates that accompanied the larger demand for bank 
loans. The average return on loans rose from 6.35 percent in 1956 to 
6.67 percent in 1957.

Rising interest rates were responsible also for much of the increase 
in earnings on Government securities. District bankers were able to add 
moderately to their Government security holdings and at the same time 
raise their loan volume. The somewhat larger holdings of securities, 
together with improved market yields, raised earnings from this source 
from 63 million dollars in 1956 to 71 million in 1957. Earnings on other 
securities, which consist principally of obligations of state and local 
governments, increased from 17 million dollars in 1956 to almost 19 
million in 1957, a rise of 10 percent. Earnings from other sources, such
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as service charges and trust fees, accounted for the balance 
of 1957 gross income.

Operating Expenses Increased
Rising operating expenses continued to plague bankers 
during 1957. Total expenses rose 20 percent to reach 240 
million dollars, an even faster rate of growth than the one 
that took place in earnings. Almost 70 cents out of each 
earnings dollar in 1957 went to pay operating expense; it 
took only 66 cents during the preceding year.

Mucft of the increase in operating expense relative to 
earnings reflected the rise in interest paid on time deposits. 
This expense, which had amounted to only 11.3 percent 
of total earnings in 1956, rose to 16.4 percent in 1957. 
Most District bankers increased the rate on time deposits 
early in 1957 after the maximum permissible rate on this

Average Operating Ratios of all Member Banks 
in the Sixth Federal Reserve District

SUMMARY RATIOS: 1<>52 1953 1954 1955 1956 1957
Percentage of total capital accounts: 

Net current earnings before 
income t a x e s ........................ 16.4 16.3 15.5 16.2 16.9 15.7

Profits before income taxes . . . 14.1 14.2 15.1 13.2 12.8 12.6
Net p ro fits ................................. 9.0 9.0 9.9 8.5 8.4 8.4
Cash dividends declared . . . . 3.2 3.1 3.1 3.0 3.0 3.0

Percentage of total assets:
Total earnings............................. 3.12 3.25 3.26 3.43 3.66 3.88
Net current earnings betcre 

income taxes ........................ 1.14 1.15 1.10 1.18 1.23 1.16
Net p ro fits ................................. .64 .64 .71 .63 .62 .63

SOURCE AND DISPOSITION OF EARNINGS: 
Percentage of total earnings:

Interest on U.S. Gov. securities . 22.1 23.0 22.4 21.8 22.2 22.5
Int. and div. on other sec. . . . 5.9 5.7 5.9 5.9 6.0 6.2
Earnings on loans........................ 58.7 58.6 58.8 59.7 59.6 59.4
Service charges on dep. accts. . 6.6 6.4 6.7 6.6 6.5 6.6
Trust department earnings1 2.2 2.2 2.6 2.6 2* 2~6
Other current earnings . . . . 6.7 6.3 6.2 6.0 5.7 5 3

Total earnings........................ 100.0 100.0 100.U 100.0 100.0 100.0
Salaries and w a g e s ................... 31.7 32.0 32.3 31.6 31.2 30.2
Interest on time deposits2 8.4 9.1 10.4 10.8 11.3 16.4
Other current expenses . . . . 31.7 32.5 33.9 34.2 35.0 39.7

Total expenses........................ 63.4 64.5 66.2 65.8 66.2 69.9
Net current earnings before 

income taxes........................ 36.6 35.5 33.8 34.2 33.8 30.1
Net losses I or recoveries and 

profits + )3 ............................. 4.5 3.8 +  1.0 3.5 4.9 3.2
Net increase (or net decrease + ) 

in valuation reserves . . . . .5 1.4 2.3 2.9 2.4
Taxes on net income................... 11.4 11.3 11.4 9.9 8.7 7.9
Net p ro fits .................................. 20.7 19.9 22.0 18.5 17.3 16.6

RATES OF RETURN ON SECURITIES 
Return on securities:

Interest on U.S. Gov. securities .

AND LOANS: 

1.9 2.04 2.06 2.12 2.46 2.64
Int. and div. on other sec. . . . 2.6 2.67 2.60 2.52 £52 2.66Net losses (or recoveries and 

profits + ) on total sec.3 . . . .1 .08 +  -27 .17 .27 .11Return on loans:
Earnings on loans........................ 6.3 6.30 6.19 6.35 6.35 6.67Net losses (or net recoveries -j-) 

on loans3 .................................. .1 .20 .17 .10 .15 .15
DISTRIBUTION OF ASSETS: 

Percentage of total assets:
U. S. Government securities . . 33.9 33.9 33.4 33.0 31.4 31.4Other se cu r it ie s ........................ 7.7 7.9 8.1 8.6 9.0 9.4Loans ........................................... 29.8 30.8 31.5 32.8 34.8 34.8Cash assets .................................. 27.5 26.2 25.8 24.3 23.4 22.8Real-estate assets ........................ .9 1.0 1.0 1.1 1.2 1.4All other assets ........................ .2 .2 .2 .2 .2 .2

Total assets............................. 100.0 100.0 100.0 100.0 100.0 100.0
OTHER RATIOS:

Total capital accounts to:
Total assets.................................. 7.2 7.5 7.7 7.7 7.8 7.9Total assets less Government 

securities and cash assets . . 20.1 20.0 19.6 18.9 18.0 18.1Total deposits............................. 7.9 8.2 8.4 8.5 8.6 8.8Time deposits4 to total deposits . . 22.6 23.5 24.8 25.8 26.0 28.2Interest on time deposits4 to time 
deposits...................................... 1.1 1.23 1.36 1.42 1.62 2.36

Number of b a n k s ............................. 355 358 362 369 378 387

’Banks with none were excluded in computing this average. Ratio included in "Other current 
earnings."

2Banks with none were excluded in computing this average. Ratio included in "Other current 
expenses."

includes recoveries or losses applied to either earnings or valuation reserves.
‘Banks with none were excluded in computing this average.

type of deposits was raised from 2y2 percent to 3 percent. 
As a result, the average rate paid increased from 1.62 
percent in 1956 to 2.36 percent in 1957.

Other operating expenses, which include interest on 
borrowed money, depreciation of fixed assets, and miscel
laneous expenses, increased from 35.0 percent of total 
earnings in 1956 to 39.7 percent in 1957. Much of this 
rise probably reflects the increases in member bank bor
rowings during the year as well as the higher rediscount 
rate of this Bank.

Salaries and wages, the largest single expense item, 
declined in relation to total earnings. The drop from 31.2 
percent to 30.2 percent continued the downtrend in this 
expense that began in 1955.

N e t  Profits Up
After they had balanced operating expenses against gross 
earnings, District banks found that their net earnings be
fore income taxes amounted to 122 million dollars, only 
3 percent higher than in 1956. Since both total assets and 
capital increased at a greater rate, this represented a lower 
return on both than in the previous year—net current 
earnings declined from 16.9 percent of capital to 15.7 
percent and from 1.23 percent of total assets to 1.16 
percent.

A decrease in losses on security sales and on loans, 
together with smaller transfers to valuation reserves, tended 
to raise net profits during the year. In addition, income 
taxes took a much smaller share of each earnings dollar 
in 1957 than in 1956.

The dollar volume of net profits, therefore, increased 
during 1957. It represented a smaller share of total earn
ings, however, than in 1956— 16.6 percent against 17.3 
percent. Net profits as a percent of total capital were un
changed from the preceding year; the ratio to total assets 
increased only slightly.

Earnings Vary from Bank to Bank
Bank size apparently had little to do with earning rates 
during 1957. Banks with deposits ranging from 25 mil
lion-50 million dollars had the highest ratio of total earn
ings to total assets—4.09 percent. Judging by this ratio, 
banks with deposits over 100 million dollars were the 
least profitable; their total earnings to total assets ratio was 
3.50. The earnings rate of the smallest banks, those with 
deposits below one million dollars, however, was only 
slightly higher at 3.67 percent.

A bank’s total earnings depend not only on the rate 
of return it receives on its loans and investments but also 
on the composition of its earning assets. It is, therefore, 
not surprising to find that the banks with the highest ratio 
of earnings to assets also had the highest proportion of 
its assets in the form of high-yielding loans.

Decisions to be Made
Bank earnings are, of course, the result of many inter
acting forces. Bank management has control over some 
of these forces but it has no control over others. A banker 
may decide, for example, to make a loan rather than 
vest in a Government security yielding a somewhat lower 
rate. He should remember, however, that he has already 
increased his loans appreciably relative to securities during
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the past two years. Any further decline in his liquidity 
may lessen his bank’s ability to meet successfully any un
expected deposit drain. His decision to invest in loans or 
securities, moreover, would depend largely on their yields, 
which are determined by factors over which he has little 
control.

A banker may improve his earnings position by trim
ming down cash assets—on which he is earning no income 
—and investing in loans or securities. In so doing, how
ever, he must realize that his cash assets already com
prise a much smaller share of total assets than they did 
a year or two ago. In fact the ratio declined significantly 
in 1957.

A bank’s earning capacity during 1958, therefore, will 
depend partly on the skill of its management and partly 
on the general economic condition of the nation and area 
in which the bank is located. Economic conditions deter
mine whether credit-worthy applicants will seek loans and 
also the level of interest rates on both loans and invest
ments.

The current economic downturn has already reduced 
the demand for loans at banks in the District’s lead
ing cities. Outside these cities, however, the demand for 
bank credit has held up well; the total has declined 
less than it ordinarily does at this time of year.

Somewhat easier conditions in the money and credit 
markets have produced a pronounced drop in rates on 
most types of securities that banks normally buy. In ad
dition, falling money rates, including the Federal Reserve 
rediscount rate, have prompted large banks throughout 
the nation to reduce the rates charged on prime business 
loans.

District bankers, therefore, are likely to experience a 
decline in the rate of return on both loans and invest
ments during 1958. In addition, unless the recession 
proves to be a short one, the weakening demand for loans 
may spread to all banks. Bankers, therefore, could ex
perience difficulty in finding credit-worthy applicants 
necessary for expanding the ratio of loans to total assets 
even if liquidity considerations would permit them to do 
so. The supply of Governments and other securities, on 
the other hand, is likely to increase; banks should thus 
have little difficulty in increasing their security holdings.

The recent decline in interest rates has a further im
plication for District bankers. With the rates of return on 
loans and investments likely to fall, the current high rate 
banks are paying on time deposits will be an even heavier 
drag on total earnings than it was in 1957. Bankers must 
soon decide whether they will continue to pay the 1957 
rate.

New developments that will threaten bank earnings 
during 1958 are taking shape. Bank management will need 
all the skill it can muster to meet these threats. Although 
only time can tell whether 1957 profit rates can be 
matched, we may be sure that banks’ financial statements 
will change considerably. w  „  n

Charting The Course of Construction 
Contract Awards

To provide readers of the Monthly Review with a better 
picture of current developments in District construction, 
the Federal Reserve Bank of Atlanta is publishing its in
dexes of construction contract awards on a seasonally 
adjusted basis, beginning with this issue. Separate indexes 
for total awards, residential awards, and nonresidential 
awards are shown on page 7. Indexes were previously 
Published without adjustment of any kind. As always, of 
course, the indexes are computed from data provided by 
the F. W. Dodge Corporation on the dollar volume of 
construction contracts awarded each month.

We are interested in construction contract awards be
cause they give us a preview of construction projects to 

started in the near future in terms of their value. Care 
®ust be exercised in interpreting the figures, however, 
Slnce they are characterized by wide, irregular fluctuations

and sharp changes associated with the different seasons 
of the year. Irregular fluctuations often reflect contracts 
for unusually large individual projects. In such cases, the 
entire value of the construction project is recorded in one 
month, whereas actual construction may take many 
months or even years. Fairly regular seasonal changes oc
cur because of increased activity in warm weather and 
slower activity in cold weather. To avoid being misled by 
these changes and to determine the more basic trend, it is 
necessary to eliminate the effects of these regular seasonal 
fluctuations.

It is fairly simple to adjust the irregular changes if we 
are somewhat arbitrary in choosing the averaging period. 
For our purpose here we used the so-called three-month 
moving average, that is, the figure for each month was 
based upon the average of contracts awarded in that
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