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A Turn in Earnings?

Tw e l f t h  d i s t r i c t  member banks filled 
out their income and earnings reports 
for 1963 with a justifiable sense of pride. 

Their after-tax profits jumped more than 8 
percent over the previous year’s level, and this 
increase was doubly welcome because it oc
curred after two consecutive years of declin
ing net income. Net profits after taxes were 
$248 million, just $1 million short of the 1960 
record, and net current earnings before taxes 
reached an all-time high of $519 million.

The profits figures reflected the success of 
most District banks in realigning their loan 
and investment portfolios, thereby producing 
more than enough added revenue to offset 
the prodigious increase in interest costs which 
has affected their cost structure in the last sev
eral years. In 1963 as in 1962, however, the 
profit experience of individual banks varied 
widely. The largest District banks, for exam
ple, improved on their relatively weak 1962 
performance by achieving proportionally 
greater profit advances in 1963 than did their 
smaller competitors.
Profits—despite cost squeeze

District banks experienced a far greater 
gain in net operating earnings than their coun
terparts elsewhere in the nation. The greater 
District increase —  almost 10 percent as 
against 4 percent elsewhere— reflected mostly 
the smaller rate of increase incurred by Dis
trict banks in interest costs on time and savings 
deposits. The revenue pattern of District 
banks and of other banks was somewhat simi
lar, however, since both groups recorded sub
stantial increases in earnings from loans and 
non-Federal securities.

Nonetheless, in the after-tax profits cate
gory, banks outside the District almost 
matched the 8-percentyear-to-year gain which 
District banks recorded. This occurred in part 
because District banks took, in relation to 1962, 
proportionately higher net losses on loans

Bank earnings turn up 
after two-year decline

Millions of Dollars

Sources: Federal Reserve B ank of San Francisco; Board of Gov
ernors of the Federal Reserve System  .

and securities. In addition, District banks in
curred a substantial increase in income taxes 
while member banks elsewhere actually paid 
less tax than in 1962; as a result, taxes 
amounted to 44 percent of net income for 
District banks in 1963, as compared with 36 
percent for other member banks. (One rea
son for this development was the smaller in
crease recorded by District banks in the tax- 
exempt securities’ share of net operating reve
nue.)

The bright earnings reports for 1963 should 
perhaps be read in the light of the decidedly 
mixed reports which preceded them, but they 
should also be read in the light of the difficul
ties encountered in controlling a single key 75
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District banks record decade-long rise in loan revenue 
as offset to upsurge in interest payments and other expenses

'N et losses on securities and loans including transfers to and from valuation reserves.
-Beginning in  1961, th is item  excludes wages and salaries of those officers and em ployees who spend the major part of their working tim e 
on bank building and related housekeeping functions. T hose expenses thereafter are included in “other expenses,”

Source: Federal Reserve B ank of San Francisco.
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expense item. As early as 1961, net profits 
of District banks showed the impact of sharp
ly increased interest costs on time and savings 
deposits, since many of the major banks insti
tuted a policy at that time of computing in
terest on a daily-average basis. In 1962, these 
interest costs were accelerated by higher ab
solute rates of interest on time and savings 
deposits and by a high rate of expansion in 
such deposits. Member banks elsewhere in 
the nation were similarly affected by these 
developments, but the impact was less severe 
because such deposits constituted a much 
smaller percentage of total deposits there than 
at District banks.

Between 1960 and 1963, total expenses in
creased 47 percent in the District and 38 per
cent elsewhere— partly, of course, because of 
the faster over-all growth of District banks, 
but largely because of the greater impact of 
rising interest costs for these banks. In the 
same time-span, however, total revenues in
creased 32 percent at District banks and 23 
percent at other banks, so that a measure of 
success was achieved in offsetting the rise in

the key expense item, interest costs. Taxes 
(measured as a percent of net pre-tax income) 
were consistently higher for District banks 
during this period than for other banks— and 
the spread widened in 1963.

Loans and municipals

The revenue side of the District’s 1963 
ledger reflected the success of the attempt to 
offset burgeoning expenses. Loans expanded 
at the expense of holdings of Government 
securities, increasing from 51 to 54 percent 
of total assets, and this allocation of funds re
sulted in a 14-percent year-to-year gain in 
total loan revenue.

Banks channelled over half of the added 
loan funds into relatively high-earning real 
estate and consumer loans. This was a contin
uation of the shift in loan portfolios that be
gan in 1962, when banks were faced with the 
necessity of investing rapidly growing time 
and savings deposits in earning assets that 
would more than cover the higher interest 
they were paying on such deposits. Notwith
standing this continued adjustment in port
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folios, the 6.4-percent average rate of return 
received on loans in 1963 was slightly lower 
than a year earlier—which reflects the ample 
availability of credit characteristic of 1963.

This development was particularly appar
ent in the mortgage market, where the heavy 
flow of funds into savings accounts of com
mercial and mutual savings banks and into 
share capital of savings and loan associations 
had a depressive effect on mortgage rates de
spite the rapid tempo of mortgage-lending 
activity. But in the commercial and industrial 
sector also, credit demand was not strong 
enough to firm interest rates on business loans, 
even in the period of increasing reserve pres
sure in the latter half of the year. The average 
rate of interest on business loans made by 
larger District banks was somewhat lower in 
1963 than in the preceding year, and this de
cline in rates was accompanied by an increase 
in the proportion of the dollar volume of 
loans made at the prime rate of AVz percent 
— the rate charged to borrowers with the 
highest credit rating.

District banks reduced their average hold
ings of U. S. Government securities by nearly 
10 percent between 1962 and 1963, in an at
tem pt to accom m odate the m oderately

Margin narrows between interest 
on time deposits and return on loans
P«rc«nt

'R atios are based on averages of five call reports (D ecem ber, 
Spring, June, Fall, and D ecem ber) except in 1963, which is 
based on averages of four call reports (D ecem ber, Spring, June, 
and D ecem ber).

Source: Federal Reserve Bank of San Francisco.

strengthened demand for loans and to adjust 
to less ease in monetary policy. Revenue from 
this source declined only 1 percent, however, 
partly because the average rate of return on 
Government security portfolios increased 
from 3.10 percent to 3.34 percent, and partly 
because the decrease in holdings was concen
trated in short-term issues— bills, certificates, 
and notes and bonds maturing within one year

S E L E C T E D  O PER A TIN G  R A TIO S O F T W ELFT H  D IS T R IC T  M EM B ER  BA N KS
(percent ratios)

1963 1962

Increase
or

Decrease

Earning ratios:

Return on loans 6.40 6.43 —  .03
Return on U. S. Government securities 3.34 3.10 +  -24
Return on other securities 2 .83 2 .77 +  .06
Current earnings to capital accounts 19.05 18.40 +  .65
Net profits after taxes to capital accounts 9.10 8.91 +  .19
Cash dividends to capital accounts 5 .29 5.41 —  .12

Othsr ratios:

Interest paid on time deposits to time deposits 3 .47 3.40 +  .07
Time deposits to total deposits 49 .34 47.69 +  1.65

N ote: T he ratios in this table are com puted from aggregate dollar am ounts of earnings and expense item s of T w elfth  D istrict member 
banks. Capital accounts, deposits, loans, and securities item s on w hich  these ratios are based are averages of Call Report data as of 
Decem ber 30 , 1961, March 26, June 30, and Decem ber 28, 1962; and as of Decem ber 28, 1962, M arch 18, June 29, and December 
20, 1963.
Source: Federal Reserve Bank of San Francisco.
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— which had lower yields than intermediate - 
and long-term issues.

The decline in revenue from Governments 
was more than offset by an increase in income 
from other securities, mainly tax-exempt is
sues of states and political subdivisions. The 
increased revenue from municipals was main
ly due to a 14-percent expansion in portfolios, 
for the average rate of return on these securi
ties rose only 6 basis points, from 2.77 per
cent in 1962 to 2.83 percent in 1963. Admit
tedly, the 1963 expansion in holdings did not 
match the record 22-percent growth rate of 
1962, but this form of investment continued 
to be viewed favorably by District banks be
cause of the relatively high after-tax equiv
alent yield.

Interest costs pivotal
Interest expense on time and savings de

posits continued to be the pivotal (and most 
worrisome) item on bank income and expense 
statements, but 1963 brought a measure of 
encouragement to District banks on this score. 
The rate of growth in this expense item 
dropped from 36 percent in 1962 to 13 per
cent in 1963, and the $72 million increase in 
cost was only half the amount recorded a 
year earlier. Even so, this item accounted for 
approximately half of the year’s total increase 
in bank expenses.

The inflow of passbook savings deposits 
slowed down during the year as banks faced 
intensified competition from other financial 
institutions— particularly from savings and 
loan associations, which offered substantially 
higher interest rates than the 3 Vi-4 percent 
ceiling imposed on banks by Regulation O. 
Since over three-fourths of total time and sav
ings deposits at District banks are in the form 
of passbook savings accounts, the slowdown 
in the savings inflow tended to reduce the 
rate of increase in interest cost. Moreover, in 
view of the unchanged rate ceiling, set by 
Regulation Q at 3 Vi percent for deposits held

EA RN IN G S AND E X P E N S E S  O F T W ELFT H  
D IS T R IC T  M EM B ER  BA N KS

(millions of dollars)

1963p 1962

Earnings on loans 1,414 .5 1,246.1
Interest and dividends on

U. S. Government securities 239.1 242.4
Other securities 105.3 88.9

Service charges on deposit accoun Is 150.4 139.0
Trust Department earnings 62 .7 57.0
Other earnings 63 .7 61.5

Total earnings 2 ,0 3 5 .7 1,834 .9
Salaries and wages 49 9 .6 461 .8
Interest on time deposits 6 2 5 .0 552.6
Other expenses 392.6 347.7

Total expenses 1,517 .2 1,362.1

Net current earnings 518.5 472.8
Net recoveries and profits (— losse s)1

On securities +  6-1 +  10.0
On loans — 75.8 — 67.4
Others —  8.1 —  6.3

Total net recoveries and profits
(— losses)1 — 77.8 — 63.7

Net profits before income taxes 44 0 .7 40 9 .0
Taxes on net income 192.5 180.0
Net profits after taxes 24 8 .3 229.1
Cash dividends declared 145.2 139.3
Undistributed profits 103.0 89 .7

p— Prelim inary.
1 Includes transfers to (— ) and from ( + )  valuation  reserves. 
N ote: D eta ils may not add to to ta ls because of rounding. 
Source: Federal Reserve Bank of San Francisco.

less than 1 year, and in view of the fact that 
most major banks already paid the ceiling 
rate on such deposits prior to 1963, interest 
costs rose less than heretofore.

In contrast to the behavior of passbook sav
ings deposits, other time deposits of individ
uals, partnerships, and corporations expanded 
more rapidly in 1963 than in the preceding 
year. This deposit expansion partly reflected 
higher rates of interest paid by District banks 
after mid-year, when Regulation O was re
vised to permit rates up to 4 percent on time 
certificates of deposit with maturities over 90 
days (as well as on time deposits requiring 
over 90 days of advance notice of withdraw
al). In addition, this reflected the growing 
popularity of negotiable time certificates as 
the secondary market broadened for this type 
of money-market instrument. Time deposits
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of foreign governments and central banks, 
which are not subject to a maximum rate 
ceiling, meanwhile registered gains nearly 
twice as great as in 1962.

The reduced rate of growth in total time 
and savings deposits was accompanied by 
an increase in the average interest paid on 
such deposits to 3.47 percent— only a 7 basis- 
point increase in contrast to a 53 basis-point 
rise in 1962. Interest costs, nonetheless, were 
once again the dominant bank expense item 
— even more so than in 1962, when they had 
exceeded wage and salary expenses for the 
first time.

District banks, however, faced higher em
ployment costs in 1963. Wage and salary ex
penses increased 8 percent or one-third more 
than in 1962, but employee benefit costs rose 
at a more moderate pace than in the preceding 
year. The staffing of a record number of new 
banks and banking offices contributed sub
stantially to 1963’s rapid rise in employment 
costs, and new-bank staffing also determined

the basic composition of these costs, since the 
number and the compensation of officers in
creased relatively more rapidly than those of 
other employees. Yet, even so, wage and sal
ary payments accounted for only one-third of 
total bank expenses last year, as opposed to 
one-half of the total a decade ago.

One of the more significant expense items 
in 1963 was interest on borrowed money. The 
amount was small relative to other expenses, 
but it reflected banks’ willingness to expand 
loans, even in the face of reserve pressures 
which necessitated greater recourse to the 
Federal Reserve discount window and to the 
Federal funds market. The total amount of 
notes discounted at the Federal Reserve Bank 
of San Francisco rose from $1.64 billion to 
$3.86 billion in 1963, and the daily average 
amounts of discounts climbed from $5.86 mil
lion to $15.74 million. In addition, banks 
borrowed extensively through the purchase of 
Federal funds—that is, reserves of member

P ER C EN T  CH A N G ES IN S E L E C T E D  EA RN IN GS AND E X P E N S E  IT EM S  
O F TW ELFT H  D IS T R IC T  M EM B ER  BAN KS

ALL LARGEST1 OTHER
12 13

1962-63 1961-62 1962-63 1961-62 1962-63 1961-62

Earnings on loans + 13.5 +  10.9 + 13.2 4-10 .8 + 15.2 + 11.4
Interest and dividends— total + 4.0 +  12.2 + 3.2 +  13.1 + 7.2 + 8.7

U. 5. Government securities — 1.4 +  8.0 2.8 +  8.1 + 4.2 + 7.7
Other securities + 18.5 +  25.2 + 18.8 +  2 8 .7 + 16.7 + 1 1.6

Service charges on deposit accounts + 8.2 +  9 .7 + 8.3 +  9.4 + 6.8 + 10.9
Trust department earnings + 10.0 +  13.8 + 9.7 +  13.5 + 12.0 + 15.4
Other earnings + 3.6 +  17.6 + 1.4 +  2 0 .0 + 12.0 + 8.3

Total earnings + 10.9 +  11.4 + 10.6 +  11.5 + 12.7 + 10.8

Salaries and wages + 8.2 +  6.4 + 7.7 +  6.6 + 10.3 + 5.4
Interest on time deposits + 13.1 +  35.6 + 12.3 +  36.4 + 17.2 + 33.8
Other expenses + 12.9 +  8.9 + 11.9 +  8.9 + 17.0 + 8.5

Total expenses + 11.4 +  17.4 + 10.7 +  17.9 + 14.7 + 15.1

Net current earnings + 9.7 —  3.0 + 10.2 —  3.8 + 7.2 + 0 .7

Net profits before income taxes + 7.8 —  9.5 + 9.0 — 10.8 + 2.7 4,2

Taxes on net income + 6.9 — 13.3 + 8.0 — 14.7 + 2.6 6.6

Net profits after taxes + 8.4 —  6.3 + 9.8 —  7.4 + 2.7 — 2.3

Cash dividends declared + 4.2 +  6.9 + 3.3 +  7.8 + 9.2 + 2.4

Undistributed profits + 14.8 — 21.5 + 21.8 — 26.6 2.3 — 5.8

1 1ncludes all D istrict member banks w ith total deposits above $500 million as of Decem ber 2 0 , 1963. T he reduction in number of banks 
from 13 in 1962 to 12 in 1963 is due to  a merger; the com position of banks remained the same.

Source: Federal Reserve Bank of San Francisco.
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banks on deposit with a Federal Reserve bank 
(generally overnight transactions).

Earnings, pay outs, and size
With the rise in total revenue exceeding 

the increase in total expenses, District bank 
net current earnings (before taxes) registered 
a gain of almost 10 percent in 1963. This 
was a reversal of the 5 and 3 percent declines 
of the two preceding years, respectively, and 
brought net current earnings to a record high 
of $519 million. The total net loss on loans 
and securities (including transfers to and from 
valuation reserves) and on other asset trans
actions was greater than the loss in 1962, but 
net income before taxes was still substantially 
higher. Net profits on security transactions' 
were lower than in 1962, partly because of 
price declines on intermediate- and long
term issues in the latter half of the year. In 
addition, loan losses2 were greater than in 
1962.

Although they paid 7 percent more in taxes 
than in the preceding year, District banks in 
1963 experienced an 8-percent gain in net

‘Including net recoveries credited to valuation reserves on securi
ties, actual profits were $10 m illion compared w ith $21 million  
in 1962.

“Including n et losses charged to bad debt and other reserves for 
loans, actual n et losses were $38 m illion compared w ith  $25 m il
lion in 1962.

profits after taxes, to $248 million. The ratio 
of net profit to capital accounts rose from 8.9 
in 1962 to 9.1 in 1963. Dividends increased 
4 percent, but this still left banks with undis
tributed profits of $103 million, or 13 percent 
more than in 1962. The ratio of cash divi
dends to capital accounts declined, however, 
as District bank capital accounts rose at an 
accelerated rate.

The profit position of the 12 largest Dis
trict banks improved somewhat more in 1963 
than did that of their smaller competitors. 
Total earnings of the largest banks rose by 
approximately the same amount as in the pre
ceding year, while total earnings of the smaller 
banks rose more than in 1962. The largest 
banks, however, had much more success in 
controlling upward pressures on costs. As a 
result, their after-tax profits rose 10 percent 
in 1963, as against a 7-percent decline the 
previous year. Smaller banks, with an increase 
of 2.7 percent in net profits, barely offset 
the 2.3 percent profit decline which they re
corded in 1962.

80
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