
THOMAS B. McADAMS
PRESIDENT

UNION TRUST COMPANY OF MARYLAND
MEMBER FEDERAL RESERVE SYSTEM

BALTIMORE 3

June 5th, 1946.

Dear Marriner:

At the Alfalfa dinner in January(and since in
public statements) you expressed fear that bank earnings were too
high. There has been such a great change in the earning picture
since then, I am inclined to believe you have no further need to
worry about the situation; that is, assuming that our experience
here is fairly representative of the average bank.

With the reduction in deposits and the change in
the value of the dollar, income continues to decline and expenses
of all kinds increase. As of the 1st of June, while our operating
income is f500.00 a day greater than June 1st a year ago, our
expenses are nearly $1,300.00 a day more. Or, to put it another
way, a year ago our income, before taxes, was accruing at the rate
of approximately |684,000.00 a year, while today it is about $400,000.00
before taxes. Deducting 40$ taxes from the latter figure would
leave earnings of less than $1.00 a share on our 300,000 shares
and a book value of some $9,000,000.00.

With kind personal regards,

Sincerely yours,

President.

Mr. Marriner S. Eccles,
Chairman,
Board of Governors,
Federal Reserve System,
Washington, D.C.
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June 12, 19i46.

Dear Tom:

I was interested to have your letter of June 5 *•** regard
to your earnings situation. When I referred to this subject at
the Alfalfa Club dinner in January, I had in mind the fact that for
19h5 the net profits of all member banks amounted to 79U million
dollars, by far the highest on record, and that 997 millions came
from interest and dividends on Government securities. In other
words, but for the Government bond portfolios, the member banks
would be in the red.

These 19i*5 earnings represent an 11 per cent profit on
total capital accounts. These capital accounts, incidentally,
were increased from 5.6 billions in 191*0 to 7.2 billions in 19U5,
manifestly out of wartime receipts derived from Government securi-
ties. I am not for a moment contending that bank earnings should
not represent a fair return on capital. My concern has been about
the excessive creation of bank credit in our war financing and the
too heavy reliance of commercial banks on Government bond port-
folios.

X am sure you will appreciate that the situation is
fraught with danger because of the ever present possibility of at-
tacks in Congress or out to the effect that the Government is sub-
sidising privately-owned banks and taxing the public to pay divi-
dends to bank stockholders or to increase the value of bank shares.
I have had in the past too much of a stake in the banking business
to wish to see it so attacked. Hence, if the earnings and profits
picture is less favorable so far as receipts from Government bond
accounts are concerned, it will tend to lessen the possibility of
such attacks.

With kindest regards.

Sincerely yours,

Mr. Thomas B. McAdanis, President,
Union Trust Company of Maryland,
Baltimore 3» Maryland.
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c UNION TRUST COMPANY OF MARYLAND
MEMBER FEDERAL RESERVE SYSTEM

BALTIMORE 3

THOMAS B. MCADAMS
PRESIDENT

June 20th, 1946.

Dear Marriner;

In thanking you for your letter of June 12th, I
recognize of course that banks have benefited largely from the
increased deposits and earning power of the war period. They have
however, I am glad to say, used these profits largely to strengthen
the banking system and I am sure that the more than a Billion and
a Half which have been saved during the war period will be of definite
value to the future of American business.

I am certain, however, that insofar as the immediate
future is concerned, you need have no anxiety about bank earnings
being so large as to give some of those in Congress, who are most
critical, anything real to talk about. The main danger today, as I
see it. is not from over-profitable operations, but will more
likely develop from management's taking chances in order to insure
sufficient income to provide for the continuing increase in every item of
expense - personal and material.

Sincerely yours,

Honorable Marriner S. Eccles, Chairman,
Board of Governors,
Federal Reserve System,
Washington, D.C.
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