
Member Bank Earnings in 1946

The annual study of banking operations, recently 
completed by this bank, shows that member banks 
in the Eighth Federal Reserve District emerged 
from the first full postwar year with peak earnings 
and with assets more fully invested than in any 
year since before the war began. Earning assets 
accounted for 73.2 per cent of total resources in 1946 
as compared to 69.7 in 1945 and a wartime low of
59.5 in 1942.

The first full postwar year of operations resulted 
in some changes in distribution of assets and there
fore in sources of income. The proportion of mem
ber bank assets invested in Government securities 
reached an all-time peak in 1946, being 54.3 per cent 
as compared to 52.8 in 1945. Holdings of other 
securities amounted to 5.1 per cent, a slight increase 
over the previous year. In addition to maintaining 
a strongly invested position, member banks met 
the increased credit needs of their communities, a 
loan expansion of $260 million during the year 
raising loans to 13.8 per cent of total assets as com
pared to 12.1 per cent in 1945. Because of the tre
mendous increase in Government security holdings 
during the war, however, loan portfolios still ac
counted for a substantially smaller portion of total 
assets than in 1939 when the percentage was 34.4.

The shifts in the distribution of earning assets 
were not uniform in all size groups of banks. The 
proportion of resources invested in securities in
creased in all size groups except at the 29 large 
banks (with deposits over $25 million) in which 
there was a small decrease. Loans accounted for a 
larger proportion of total assets at all size groups 
except banks having deposits between $10 million 
and $25 million, which experienced a slight decline. 
The large banks showed the greatest increase in 
the proportion of their assets in loans, the ratio 
rising from 13.3 per cent in 1945 to 17.1 in 1946 for 
banks with deposits of $25 to $50 million, and from
21.5 to 25.3 percent for banks with deposits of $50 
million and over. To enlarge the proportion of 
earning assets member banks in the district gen
erally reduced the percentage of resources held as 
cash assets, banks with deposits over $50 million 
being the only group to report an increase from 
23.8 per cent in 1945 to 24.5 in 1946.

Investments contributed a somewhat smaller por
tion of total earnings in 1946 than in 1945, despite 
a slight increase in the proportion of assets held 
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in this form, interest on securities accounting for
50.7 per cent of gross earnings as compared to 51.6 
per cent in 1945. The increase in loan volume to
gether with an increase in average yield on loans 
from 5.3 to 5.4 per cent raised earnings on loans 
from 32.3 per cent of the total in 1945 to 35.2 per 
cent in 1946.

The greater shift from securities to loans in the 
large banks is reflected in changes in the sources of 
income in 1946. Banks with deposits of $50 million 
and over received nearly 42 per cent of their gross 
income from loans as compared to 34 per cent in
1945, and those with deposits of $25 to $50 million 
received 34 per cent of their income from this 
source in 1946 as compared to 27 per cent in 1945. 
However, the small banks with deposits under 
$500,000 still relied most heavily on loans as a 
source of earnings, obtaining 50 per cent of their 
income from this source as compared to an average 
of 35 per cent for all district member banks. The 
average yield on loans was considerably higher for 
the small banks, the range being from a high of 6.3 
per cent for the smallest size group to a low of 2.9 
per cent for banks with deposits of $50 million and 
over.

Expenses did not increase as much as earnings 
in 1946 and used up a smaller proportion of income 
than in 1945. Expenses, including all taxes, ab
sorbed 68.2 per cent of earnings—the smallest 
proportion since before the war. Salaries and 
wages, the largest single expense item, absorbed
28.5 per cent of income in 1946. Interest on time 
and savings deposits in 1946 used up 8.2 per cent 
of income as compared to 8.7 in 1945 and 16.6 in 
1939.

After paying operating expenses and all taxes 
in 1946, net current earnings averaged 31.8 per 
cent of income. This represents an increase from 
both the 1945 average of 28.5 per cent and the 1939 
average of 29.3 per cent. Profits from the sale of 
securities and recoveries from losses previously 
charged off amounted to 2.2 per cent of earnings. 
This addition raised net profits to 34 per cent 
of total income in 1946 as compared with 32.3 per 
cent in 1945 and 26.5 per cent in 1939.

The return on invested capital averaged 12.9 
per cent in 1946, an increase over the 10.8 per 
cent earned in 1945. Despite this high rate of re
turn, member banks continued to follow their tra
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ditionally conservative dividend policy, paying 
stockholders approximately 25 per cent of their 
net profits or 3.1 per cent on invested capital. 
The remaining 75 per cent was retained by the 
banks to strengthen their capital positions, in
creasing them by 9.8 per cent.

The increase in capital has not kept pace with 
the growth in deposits, however, the ratio of capital 
to deposits continuing to decline. This ratio, which 
was 15.5 per cent in 1939, has dropped each year 
since, reaching 6.2 in 1945 and 6.0 in 1946. This 
ratio does not appear unduly low, however, be
cause of the liquidity and high quality of member 
bank assets. Moreover, the high level of earnings 
should make it easier for banks to obtain additional 
capital through the issue of capital stock.

Member banks in this district generally are 
maintaining a more liquid position than after World 
War I. At the end of 1919 Eighth District member 
banks had 56.5 per cent of their total assets in 
loans, 9.8 per cent in Government securities, and
21.1 per cent in cash assets. At the end of 1946 
only 13.8 per cent of total assets was in loans 
while 54.3 per cent was in Government securities 
and 26.2 per cent was in cash assets. The ready 
convertibility of Government securities gives the

banks a very liquid position with Government se
curities and cash assets constituting 80.5 per cent 
of total resources in contrast to 30.9 per cent at 
the end of 1919. Thus it appears that member banks, 
with good earnings and high quality assets, are in 
a strong position to meet the remaining postwar 
readjustments and the sound credit needs of indi
viduals and business firms.
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E. Francis De Vos.

Survey of Current Conditions

International developments again have been pro
jected to the forefront in the current economic 
scene. The Government’s proposed program of 
financial aid to Greece and Turkey may be ex
pected to have only relatively minor initial reper
cussions on the domestic economy. The volume of 
funds involved is small relative to total Govern
ment expenditures and should constitute no par
ticular fiscal problem. The effects may be more 
pronounced in the realm of prices, particularly farm 
prices, as a result of heavy Government purchases 
for export, but the level of industrial production in 
the immediate future will be relatively unaffected 
by the program.

Within the framework of an intensified foreign 
situation the current domestic outlook contains 
little new evidence of potential weakness. Income 
payments in January were at an annual rate of $176 
billion or almost 7 per cent larger than for the 
full year 1946. However, sharp increases in the 
wholesale price level during recent weeks, particu
larly in farm and food products and raw materials, 
indicate the probability of further advances in the

consumer’s cost of living. On the other hand, there 
are scattered signs of impending price adjustments 
in the apparel and other industries where produc
tion rapidly is catching up to effective demand. 
To a large degree the orderliness and extent of 
whatever downward price adjustments occur during 
the coming months will determine the severity of 
any general realignment that develops in our econ
omy in 1947.

EMPLOYMENT
District employment remained stable during 

February, 1947, with slight seasonal increases in 
the number of agricultural and construction work
ers offset* by a decline in trade employment.

The number of unemployed has remained at ap
proximately the same level for the past few months, 
although the composition of the unemployed labor 
force has changed. The proportion of veterans has 
decreased while the number and the proportion of 
women has increased. Also the average duration of 
unemployment has increased greatly. In the year 
following the end of the war most unemployment
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