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In the November/December 1978 Economic 
Review, an article appeared on the 
burden of Federal Reserve System member-
ship for Sixth District banks.1 One of its 
conclusions was that the burden of 
membersh ip in 1977, measured as fo regone 
earnings as a percent of actual earnings, 
was highest for the District's four largest 
banks (those w i th total deposits between 
$11/4 and $2 b i l l ion each). The estimated 
burden for those banks was about 15 

Cercent, compared to 10-12 1/2 percent for 
anks with less than $1 VA bi l l ion in deposits. 

The conclusion that the District's largest 
member banks are more burdened than its 
smaller banks stands in marked contrast 
to the f indings of several o ther studies 
on this top ic . As noted in the or iginal 
article, the analysis of the large banks' burden 
may have been distorted by unusually 
low pretax earnings in 1977 for two of 
these banks. This potent ia l bias mot ivated 
a f o l l ow -up burden analysis based on data 
for 1978. 

The 1978 Burden. Last year, the District's 
four largest banks held $338.2 mi l l ion in 
reserves at the Federal Reserve, an increase 
of 6 percent over the amoun t held in 
1977. Since reserves held at the Fed are 
the major con t r ibu tor to the burden of 
System membersh ip , a reasonable approxi -
mat ion of the large banks' 1978 burden, 
in terms of foregone pretax earnings, would 
be $6.5 mi l l ion , or 6 percent higher than 
in 1977. However , du r ing the year, the 
District's largest banks registered a 
substantial improvement in actual pretax 
earnings—an 86-percent rise to $75.1 mill ion. 
Thus, tneir membersh ip burden, measured 
as fo regone earnings as a percentage 
of to ta learn ings , equaled 8.7 percent last 
year, down substantially f rom the 15-percent 
estimate for 1977. Because 1978 represents 
a more normal year for bank earnings, 
the lower burden estimate is more accurate. 
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Indeed, the District's largest bank still had 
a below-average return on assets in 1978, 
suggesting that the 8.7-percent burden 
estimate may yet be on the high side. 

A second issue, not explicitly addressed 
in the original article, concerns the member-
ship burden for the very smallest District 
banks—those w i th total deposits of less 
than $10 mill ion. In 1977, there were 83 such 
member banks that had been in operat ion 
for the fu l l year. Fif ty-nine of these smallest 
member banks had posit ive income before 
taxes that year, wh i le 24 banks were 
unprof i tab le (i.e., negative income before 
taxes). Dupl icat ing the methodo logy used 
in the or iginal art icle, the est imated 
income foregone by the group of profitable 
member banks was $766,000. The group's 
income before taxes tota led $4.7 mi l l ion 
in 1977, indicat ing an average membership 
burden of 16.3 percent. That is, the 
group's income cou ld have been 16.3 per-
cent higher in 1977 had each bank been a 
nonmember . For all 83 small banks, the 
estimated average burden in 1977 was 26.8 
percent. It appears that inclusion of 
unprof i tab le banks biases upward the 
burden estimate, since their negative pretax 
incomes reduce the algebraic sum of the 

Eroup's total income.2 This same upward 
ias may plague other estimates ot the 

membership burden for the smallest banks. 
In conclusion, more recent evidence 

indicates that the average burden of 
membersh ip is lowest, not highest, for the 
District's largest banks. Fur thermore, the 
very smallest member banks are apparent ly 
the most heavily bu rdened by System 
membersh ip . However , evidence on the 
magni tude of the burden di f ferent ia l 
between very small and very large banks 
is tentat ive. • 

2A poss ib le so lut ion to the stat ist ical bias wou ld be to use the s u m of the 
abso lu te va lues of pretax i ncomes as the denomina to r of the bu rden rat io. 
Ca lcu la ted in this way, the es t imated average b u r d e n for the g r o u p of 83 
smal l banks in 1977 was 14.7 percent . The rat ionale is that f o regone 
income assoc ia ted wi th m e m b e r s h i p cou ld be used to reduce a bank ' s 
pretax loss. For examp le , a smal l m e m b e r wi th es t imated fo regone 
earn ings of 81,000 and a 85,000 pre tax loss cou ld v iew w i thd rawa l 
as a way to increase its i ncome (i.e, reduce its loss) by 2 0 percent . 
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