
1959 Member Bank Earnings
with loans rising rapidly as security holdings 
declined. Loan demand by both business and 
individuals continued strong throughout 1959 
in spite of the prolonged steel and copper 
strikes, and District banks held $2.4 billion 
more in loans at the end of 1959 than a year 
earlier. This increased loan volume, combined 
with higher rates of return, resulted in a rise 
of one-fifth in earnings from loans. In order 
to meet this demand for loans and to take 
advantage of rising loan rates, banks reduced 
their holdings of securities by about $1.5 bil
lion net, although this meant selling some 
securities at prices below the level at which 
they had been acquired. The large increase in 
security yields over those prevailing a year 
earlier enabled District banks to earn more 
from securities in 1959 than in 1958 even 
though their portfolios were smaller. Bank

T a b l e  1

EARNINGS AND EXPENSES OF TW E LF TH  D IS TR IC T M EM BER BANKS, 1957-59
(millions of dollars) 

1957 r 1958 *• 1959 p

Percent
Change
1958-59

Earnings on loans 
Interest and dividends on

733.8 779.5 938.7 +  20.4

Government securities 162.7 183.6 196.2 +  6.9
Other securities 51.5 60.4 63.4 +  5.0

Service charges on deposit accounts 89.6 97.9 106.3 +  8.6
Trust Department earnings 32.6 34.4 39.8 +  15.7
Other earnings 50.0 52.2 55.9 +  7.7

Total earnings 1,120.2 1,208.0 1,400.3 +  15.9

Salaries and wages 311.4 328.5 369.0 +  12.3
Interest on time deposits 258.3 297.2 323.9 4- 9.0
Other expenses 191.8 206.0 250.0 +  21.4

Total expenses 761.5 831.7 942.9 +  13.4

Net current earnings

Net recoveries and profits (— losses)1

358.8 376.3 457.4 +  21.6

On securities —  17.6 -f 54.0 —  80.3
On loans —  26.5 —  40.3 —  38.4
Others —  6.0 —  4.9 —  3.5

Total net recoveries and profits (— losses) —  50.1 +  8.8 — 122.2

Net profits before Income taxes 308.6 385.1 335.2 —  13.0
Taxes on net income 141.9 179.3 139.6 —  22.1
Net profits after taxes 166.7 205.8 195.6 —  5.0
Cash dividends declared 96.2 100.7 110.5 +  9.7
Undistributed profits 70.5 105.1 85.1 —  19.0

r Revised.
"  Preliminary.
1 Including transfers to _{— ) and from (4*) valuation reserves.
Note: Figures for 1959 include data for member banks in Alaska and Hawaii.

D
i s t r i c t  member banks watched their net 
current earnings soar to a new high in 
1959, 21.6 percent above the previous record 

chalked up in 1958.1 Increased earnings, how
ever, did not mean higher profits immediately, 
since banks sold securities at substantial losses 
to make funds available for loan expansion. 
Net profits, both before and after income 
taxes, were below the record established in
1958, but nearly 10 percent more in dividends 
was paid out than in the previous year.

Total District bank credit outstanding on 
December 31, 1959 was $25.5 billion, 3 per
cent over the total loans and investments held 
at the end of 1958. The composition of earn
ing assets changed materially during the year,
1 New member banks in Alaska and Hawaii, included in the fig

ures for 1959, accounted for under 2 percent of the District 
total for individual earnings and expense items and for capital 
accounts, and data for previous years have not been adjusted 
to include these banks unless specifically indicated.
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T a b l e  2

PRINCIPAL RESOURCE AND L IA B IL ITY  ITEM S OF ALL MEMBER BANKS  
TW E LFTH  D IS TR IC T, 1958 AND 1959

(millions of dollars)

Dec. 31, 
1958 r

Dec. 31, 
1959 p

Dollar
Change

Percent
Change

Loans and investments 24,682 25,460 + 778 +  3.2

Loans and discounts, net* 14,005 16,409 +  2,404 +  17.2

Commercial and industrial loans n.a. 5,483 — —
Agricultural loans 591 712 + 121 +  20.5
Real estate loans 5,372 6,015 + 643 +  12.0
Loans to individuals 2,516 3,058 + 542 +  21.5

U. S. Government obligations 8,128 6,703 — 1,425 — 17.5

Treasury bills 510 402 — 108 — 21.2
Treasury certificates of indebtedness 898 192 — - 706 — 78.6
Treasury notes 1,520 1,482 — 38 —  2.5
U. S. bonds 5,199 4,626 — 573 — 11.0

Other securities 2,549 2,348 — 201 —  7.9

Total assets 30,686 32,030 +  1,344 +  4.4

Demand deposits 15,898 16,821 + 923 +  5.8
Time deposits 12,252 12,478 + 226 +  1.8
Total deposits 28,148 29,299 +  1,151 +  4.1
Capital accounts 1,905 2,037 + 132 +  6.9

1 Revised. Figures adjusted for Alaska and Hawaii banks. 
p Preliminary. Figures include Alaska and Hawaii banks.
n.a. Not available. Data for 1958 not comparable because of changes in types of loans reported under this category starting in July 1959.
* The selected loan items are reported gross and do not add to the totals.

operating expenses continued to rise in 1959 
but the increase was proportionately less than 
for current earnings.

District banks in 1959 incurred losses1 on 
securities of $80.3 million and on loans of 
$38.4 million. This reduced their record cur
rent earnings, and net profits before taxes fell 
13 percent below 1958. However, because of 
lower income tax payments in 1959, their net 
profits after taxes of $195.6 million were only 
5 percent below the record high established 
the previous year.

Earnings climb another rung 
to set a new record

In 1958, when loan demand was slack, 
Twelfth District member banks increased their 
holdings of United States Government obliga
tions by $1,383 million; in 1959, in response 
to a very strong demand for loans, they de
creased their holdings of such securities by 
$1,425 million. The decline in holdings oc
1 Including transfers to and from valuation reserves.

curred in all maturities, ranging from 11 per
cent in Treasury bonds to 29 percent in short- 
and intermediate-term obligations (Table 2). 
Yields rose sharply in 1959, particularly on 
short- and intermediate-term obligations. In 
spite of smaller overall portfolios, the acqui
sition of some of these newer securities per
mitted District banks to earn 7 percent more 
from United States Government securities 
than in 1958. The average rate of return re
ceived on such securities was 2.7 percent in
1959 compared with 2.5 percent in both 1957 
and 1958. Holdings of other securities, pri
marily state and municipal obligations, also 
declined in 1959, but yields on new issues 
acquired rose sufficiently so that earnings were 
5 percent higher than in 1958.

Figures for all banks conceal significant 
differences between changes in earnings assets 
of the 14 largest banks and of all other District 
banks. The 14 largest banks, which had accu
mulated a large volume of securities in 1957
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and 1958, reduced their holdings of United 
States Governments in 1959, while other 
banks showed a slight increase in holdings. In 
addition, the average rate of return on United 
States obligations was 2.6 percent for the 14 
banks compared with 2.9 percent for the other 
District banks. This explains the wide varia
tion between the two groups in the percent 
changes in earnings from securities from 1958 
to 1959 shown in Table 4.

The major source of bank earnings in 1959 
was loans and discounts, which accounted for 
more than four-fifths of the total increase in 
earnings. The upturn in business activity, re
flected in the District in the latter months of
1958, continued to gain momentum during 
the first half of 1959. Even the steel and cop
per strikes in the last half of the year did not 
halt credit expansion—they only slowed down 
the rate of increase. District banks ended 1959 
with $2,435 million more in outstanding loans 
than a year earlier. Over one-fourth of this 
increase was accounted for by real estate 
loans, reflecting a record year of construction

T a b l e  3

R ATIOS T O  C A P ITA L ACCOUNTS  
AND R ATES OF RETURN  
ON EARNINGS A SS ETS  

Twelfth District Member Banks, 1957-59

Ratios to capital accounts: 1957 1958 1959

Net current earnings
All banks 21.0 20.8 23.5

14 largest 21.2 21.2 23.7

Other 19.9 19.0 22.6

Net profits after taxes
All banks 9.7 11.3 10.0

14 largest 9.8 11.2 10.5

Other 9.7 12.0 8.2

Rates of retom on loans:
All banks 5.7 5.9 6.2

14 largest 5.7 5.9 6.1

Other 6.1 6.0 6.7

Rates of return on Government 
securities:

All banks 2.5 2.5 2.7

14 largest 2.5 2.5 2.6

Other 2.6 2.5 2.9

Note: Capital accounts, loans, and Government securities items 
on which ratios are based are averages of Call Report data on 
December 31, 1958; June 10, 1959; and October 6, 19S9.

in the District. As personal income reached 
an all-time high in 1959, bank loans to indi
viduals, mainly instalment credit loans, rose 
more than a fifth above 1958, the largest per
centage increase of any of the loan categories 
and next in dollar amount to real estate loans. 
Automobile instalment loans rose by $191 
million, followed by a $119 million increase 
in instalment cash loans. With stepped-up 
business activity and rising production, in
dustrial and commercial firms increased their 
borrowings to rebuild inventories and enlarge 
working capital balances, and at year-end 
District banks held nearly $5.5 billion in com
mercial and industrial loans. Because of a 
change in reporting procedures starting in July
1959, data for this class of loans are not com
parable with those of previous years. Agricul
tural loans, which account for only a small 
percentage of total District loans, rose by 
one-fifth in 1959. Contrary to other loan 
categories which increased during the year 
because of favorable factors in the business 
situation, the volume of agricultural loans 
was high, in part, because of unfavorable ele
ments. Poor water conditions required cattle 
to be placed in feeding lots earlier in the year 
than usual and in larger numbers, and a poor 
income year for fruit farmers in 1958 resulted 
in a larger carryover of loans into 1959. On 
the favorable side was a large increase in Dis
trict cotton acreage in 1959 which required 
more credit to finance the added production 
and harvesting costs.

As the demands for credit from all sectors 
of the economy grew during 1959, interest 
rates rose. The average rate of return on loans 
received by District banks in 1959 was 6.2 
percent; in 1958 it was 5.7 percent. Exclud
ing the 14 largest banks, the smaller District 
banks averaged a 6.7 percent rate of return. 
This spread in rates is accounted for in large 
part by the fact that the smaller banks carry 
a higher proportion of real estate and con
sumer loans in their portfolios and the aver
age size of their business loans is smaller,

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

March 1960



March 1960 M O N T H L Y  REVIEW

whereas the larger banks have the bulk of 
large business loans that generally carry lower 
rates of interest. Larger loan volume and 
higher loan rates combined to produce an 
increase in earnings from loans of one-fifth 
over 1958.

The third major source of bank earnings, 
service charges on deposit accounts, also 
showed an increase over 1958. There appear 
to have been no widespread changes in bank 
rates for service charges on deposit accounts, 
so the increased earnings resulted primarily 
from greater account activity and, possibly, 
lower average balances.

Expenses increase less 
than earnings

Operating expenses of District banks con
tinued to move up in 1959, but by only 13.4 
percent compared with the 15.9 percent in
crease in earnings. The dollar amount of 
increases in wage and salary expense and in 
other expenses in 1959 was larger than in
1958. In both categories of expense the 14 
largest banks experienced a much smaller per
centage increase than all other banks, just the 
reverse of 1958 when their expenses had in
creased proportionately more than for the 
smaller banks. Although the amount of time

C h a r t  1 

SOURCES AND USES OF FUNDS 
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deposits was only slightly higher than in 1958, 
District banks paid out 9 percent more in 
interest on time deposits in 1959 than in the 
previous year. One item in the “other ex
penses” category which rose sharply during 
the year was interest cost on bank borrow
ings. The Federal Reserve discount rate in
creased from 2Vi percent to 4 percent during
1959 and the rate for Federal Funds ranged 
up to 4 percent, so that banks, faced with a 
higher level of borrowing from each other, 
paid over twice as much in interest on bor
rowed funds in 1959 as in 1958.

Losses from security sales 
cut into profits

Paradoxically, District banks had record 
earnings in 1959 because of their willingness 
to sell securities at a loss. Demand for bank 
credit was strong all during 1959 and loans 
could be made at rates of interest higher than 
at any time during the postwar period. To 
meet this demand for loans, banks had to ob
tain additional funds, and many of them 
either sold or did not replace at maturity 
substantial amounts of securities from their 
portfolios. Many of the securities sold at the 
low prices prevailing in 1959, when interest 
rates were rising sharply, had been purchased 
during the recession of 1957-58 at high prices 
or low coupon rates. As a result, banks lost 
$95.3 million in 1959 from the sales of se
curities. If changes in valuation reserves on 
securities1 are included, the loss was only 
$80.3 million. The difference in the two 
amounts is the result of the drawing down of 
valuation reserves by $15 million.

In addition to losses on securities, banks 
sustained loan losses of $38.4 million, includ
ing additions to reserves for bad debts. Other 
losses of $3.5 million brought total combined 
losses to $122.2 million (including transfers 
to and from valuation reserves) and left Dis-
1 Banks are permitted to set up a valuation reserve account on 
securities against which they may charge security losses and 
recoveries. Transfers to valuation reserves on securities, unlike 
transfers to reserves for bad debt losses on loans, are not tax 
deductible.

T a b l e  4

PERCENT CHANGES, SELECTED  
EARNINGS AND EXPENSE ITE M S  OP 

TW E LFTH  D IS TR IC T  M EM BER BANKS
By Size Groups, 1958-59

All 14 largest Other

Earnings on loans +  20.4 + 19.2 +  26.5

Interest and dividends on
Government securities + 6.9 + 2.6 +  25.7
Other securities + 5.0 + 2.2 +  16.7

Service charges on deposit
accounts + 8.6 + 7.0 +  15.3

Trust department earnings + 15.7 + 17.2 +  6.2
Other earnings + 7.1 + 3.1 +  22.0

Total earnings + 15.9 + 14.2 +  24.0

Salaries and wages + 12.3 + 11.3 +  16.9
Interest on time deposits + 9.0 + 7.6 +  16.9
Other expenses +  21.4 +  20.4 +  25.1

Total expenses + 13.4 + 12.1 +  19.2

Net current earnings +  21.6 + 18.8 +  36.1

Net profits before income
taxes — 13.0 11.4 — 20.8

Taxes on net income — 22.1 23.0 — 16.7
Net profits after taxes 5.0 0.1 — 23.4
Cash dividends declared + 9.7 + 8.2 +  19.0
Undistributed profits — 19.0 10.2 — 48.4

trict banks with net profits before taxes 13 
percent below 1958. Because these losses 
could be charged against current earnings, 
banks paid less in income taxes in 1959 than 
in 1958 when they had realized capital gains 
on security sales. Net profits after taxes were 
$195.6 million, only 5 percent below the rec
ord established in 1958. The ratio of net 
profits after taxes to capital accounts was 10 
percent in 1959, below the 11.3 percent ratio 
in 1958, but slightly above the 1957 ratio. In 
spite of the drop in profits, District banks 
declared cash dividends of $110.5 million, 
43.5 percent of net profits after taxes, and 
10 percent more in dollar terms than they 
paid out in 1958. In 1960, on the other hand, 
banks will realize more fully the higher inter
est rates on loans made in 1959.

District outperforms nation in 
both earnings and profits

A greater growth in earnings from loans 
was responsible for the larger percentage in
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crease over 1958 in total earnings for District 
banks than for all member banks in the na
tion. On the basis of preliminary figures, 
member bank earnings on loans for the coun
try as a whole were up over 1958 by 15.8 
percent, compared to 20.4 percent for the 
District. Part of this better performance was 
due to the higher average rate of return on 
loans, 6.2 percent versus 5.6 percent. Both 
the increase over 1958 in earnings from 
Government securities and the rate of return 
on Governments was lower for District banks. 
Although the amount of increase in their 
expenses was relatively larger than for the 
nation, District banks finished the year with

a larger percentage increase in net current 
earnings.

Both District banks and all member banks 
showed declines from 1958 in profits before 
taxes and in the amount of income taxes paid. 
Net profits after taxes for the member banks 
in the nation were down 14.1 percent from
1958, whereas District member banks, be
cause of higher earnings, suffered only a 5 
percent decline. Net profits were 10 percent 
of capital accounts for the District compared 
with a 7.9 percent return for all member 
banks. Cash dividends paid showed about the 
same percentage increase from 1958, the Dis
trict being up 9.7 percent and all member 
banks up 9.1 percent.

Review of Business Conditions

D
e v e lo p m e n t s  in early 1960 reflect a 
high level of economic activity. Personal 

income, at a seasonally adjusted annual rate, 
was up a moderate $200 million in February 
from January and almost a billion dollars 
from December 1959. The latest survey of 
plant and equipment expenditures conducted 
by the Department of Commerce and the 
Securities and Exchange Commission reveals 
that businesses plan to spend 14 percent more 
in 1960 than in 1959 for additions and im
provements to industrial capacity. Rates of 
unemployment for the nation, as well as for 
this District, declined in February almost to 
prerecession levels. Industrial production in 
January returned to the peak rate of June
1959, before the primary metals strikes, and 
shortages of metals should not now put brakes 
on industrial expansion. In February, on the 
other hand, production declined slightly. 
Farm income is also down, though less in the 
District than nationally. Construction lags,

and perhaps not, at the present time, because 
of a severe shortage of funds. Retail sales 
were slow in the nation, but picked up during 
February in the District.

District February unemployment 
rate up; national rate down

In contrast to the small change in unem
ployment which usually occurs from mid- 
January to mid-February, the total of unem
ployed in the United States declined by 
200,000, with the result that after seasonal 
adjustment the rate of unemployment fell 
from 5.2 percent to 4.8 percent of the civilian 
labor force. The February rate is the lowest 
since October 1957, although it is still above 
the rate in early 1957 before the onset of the 
last recession. Total civilian employment rose
500,000 between January and February and 
was 1.8 million greater in February 1960 than 
a year ago. This large late winter gain in em
ployment was in part offset by a 0.4 hour drop
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