BOARD OF GOVERNDORS
OF THE

FEDERAL RESERVE SYSTEM

Office Correspondence Date_fpril 2, 1913

. Chairman Eccles Subject:

-

From Woodlief Thomas

The attached table gives in brief form a picture
of the change in earnings positions of banks between 1942
and 1941. Since we do not have figures for the country as
e whole tabulated, I have selected the liew York district
and the !finneapolis district, for which data are available.
The trend showvn in these two districts appears from a quick
survey of the other districts that are available to be fairly
tynical,

It is evident from the table that small banks showed
a rather marked decline in net profits in 192 as compared with
1941, whereas the large banks showed only slight declines. An
important reason for this difference is the decline during the
year in loens, upon which small banks depend more largely for
their earnings than do large banks, The decline was particu-
larly great in types of loans which bear higher rates of ine
terest, One reason for the difference is that small banks
had somewhat greater increases in expenses than the large
banks, It appears that although the smell banks had larger
increases in deposits, additional expenses involved and the
decline in loans resulted in a decrease in mnet profits,

Some of these and other factors accounting for the
decline in profits at banks, and the differentials among groups
of banks, ere well stated in the attached circular from the
Federal Reserve Bank of New York,

.9,
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FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 2600
March 27, 1943

Operating Ratios of Member Banks in the Second Federal
Reserve District for the Year 1942

To oll Member Banks in the
Second Federal Reserve District:

Wartime developments are plainly reflected in the record of operations of member banks in this Distriet
during the past year. Large increases in holdings of United States Government securities, reduced loans,
lower average rates of income on earning assets, increased - expenses, and smgller net profits for a large
majority of the banks of the Distriet, all reflect the impact of the early stages of this country’s participa-
tion in the war,

As the data on the following pages indicate, the average ratio of net profits to total capital funds for all
member banks declined by 1/5 from 1941 to 1942, even though they enlarged their holdings of Government
securities considerably; the average rate was 4.4 per cent in 1942 as compared with 5.5 per cent in 1941
(item 2). The reduction in net profits appears to have been chiefly the result of inereased expenses—larger
disbursements for salaries and wages, some increase in taxes, and inereases in other expenses, including Fed-
eral Deposit Insurance Corporation assessments against the increased volume of deposits—which were only
partially offset by reduced interest payments on time deposits (items 18-17). Another factor was a consider-
able reduction in recoveries and profits taken on securities sold, reflecting the more stable market conditions
which prevailed during 1942, especially for Government securities (items 22 and 23).

Bank earnings were affected also by a lower average rate of return on their assets (item 4), which for
many groups of banks more than offset the effects of an increased volume of earning assets. There were
repayments of loans, on which relatively high interest rates had been received, especially by the smaller banks,
while the increased investments in Government securities yielded lower rates of return. As a result of this
type of shift in earning assets, the most severe shrinkage in net current earnings and in net profits appeared
in the smallest banks. The large banks in New York City and in other parts of the District were an exception
to the general rule; their average rates of income on earning assets, which were already at low levels, showed
little further shrinkage, and their expense ratios did not increase as much as those of the smaller banks.
Furthermore, the loan volumes of the large New York City banks were well maintained (probably because of
substantial participations in large loans to war contractors). Consequently, contrary to the general trend,
New York City banks with deposits over $100 million showed an increase from 5.6 to 6.0 per cent in the ratio
of net profits to total capital funds, and banks outside New York City with deposits over $20 million showed
an increase in their average rate of profits from 4.5 to 5.4 per cent.

Average net current earnings for all groups of banks, before charge-offs, declined from 7.1 per cent of
capital funds in 1941 to 6.1 per cent in 1942, the lowest figure in the 11 years for which this ratio has been
computed. The ratio of net current earnings to total assets also declined to a new low-level, falling from 0.9
per-cent in- 1941 to-0.6-percent in 1942.. Here again the smaller banks showed the largest reductions in these
ratios.

Member banks in this District generally showed a tendency to follow conservative policies with respect
to their dividend declarations in 1942, The large New York City banks and the largest banks ouiside New
York City, which in recent years bad been paying the highest dividend rates on their capital funds, reduced
their dividend disbursements in the aggregate in 1942.. In other groups of banks, where dividend disburse-
ments already were at lower rates, there was little change.

The rapid growth in the pereentage of total assets invested in securities (items 28 and 29) was accom-
panied by a further decline in the proportion of cash assets (item 32), despite the reduction in loans (item
80). This expansion in investments and the accompanying growth in deposits are reflected in further
declines in the ratios of capital accounts to earning assets (item 33), and to deposits (item 35).

It will be noted that a few new items have been added this year: item 15, showing taxes on net income;
item 28, showing the per cent of total assets invested in Government securities; and item 34, showing the
ratio of eapital accounts to ‘‘risk assets’’ (assets other than cash and Government securities).

The ratios for your bank have been inserted in the ‘last column of the table in order that you may readily
compare your figures with the average ratios for banks whose size and operations are similar to yours—the

group checked in red. )
Arrax Serour, President.
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Average Operating Ratios of Member Banks Grouped According to Size of Deposits and Proportion of Loans to Total Assets — 1942

All ratios are expressed in percentages and are arithmetical averages of the §&@s of indivil: @ banks in each group, rather than ratios based on aggregate dollar figures

MEMBER BANKS LOCATED OUTSIDE GREATER NEW YORK MEMBER BANKS IN
ALL BANKS GROUP I—Deposits under $500,000 GROUP 1I-—Deposite $500,000 to $2,000,000 | GROUP 11I—Deposits $2,000,000 to $5,000,000 |[GROUP IV—Deposits $5,000,000 to $20,000,000) GROUP v | SREATER NEW YORK YOUR
Group Loans to Total Assets, Per cent Group Loans to Total Assets, Per cent Group Loans to Total Assets, Per ceat Group Loana to Total Assets, Per cent npé;%:’uwgt",l:, GROUP Yll GROUP VII FIGURES
- 1941 1942 | AVET8E® |Gnder 20) 20-200 | 30-39.9 |40 and up| AV ({75 40r 20] 20-29.0 | 30-39.9 |40 and up| AVeTPEE | Tiier 201 20-29.9 | 30-30.9 |40 and up| AVETRE® (Under 20| 20-29.9 | 30-89.9 |40 and up| $20,000,000 33%‘.’650?303 12:33;'&'0:&3 —_
SUMMARY RATIOS Number of Banks..{ 772 786 58 8 18 15 17 330 81 105 88 76 193 49 70 42 32 122 31 50 25 16 31 34 18 -
Percentuge of Total Copital Accounts
1. Net current earnings ............... Cesasieritareronenas 7.1 6.1 3.9 2.6 2.7 3.4 6.1 5.7 4.9 5.4 5.5 6.7 6.7 5.5 6.3 7.2 8.6 6.8 4.7 6.5 8.2 9.2 7.8 5.9 6.1
2. Net profits ....... Creerariererarisiieennas veerssrasesss] 6.5 4.4 2.0 2.7 1.2 1.6 3.1 4.3 4.0 4.5 | ‘36 4.9 4.9 4.7 4.8 4.7 5.8 4.6 4.5 4.4 4.2 6.1 5.4 3.9 6.0 2
3. Cash dividends declared ....ocvvivneninieiiniiininnnes | Lo 1.8 1.3 1.5 1.6 1.0 1.3 1.7 1.8 1.8 1.8 1.8 1.8 1.7 1.9 1.8 2.0 2.1 1.7 2.3 1.7 2.8 2.4 1.8 3.7 3
Percentoge of Tolol Assots
4. Total €arnings .......covivvevoisnnnnennnnnsesesnesnsaa] 3.3 2.9 3.3 2.9 3.0 3.3 3.8 3.1 2.7 2.9 3.2 3.6 2.9 2.6 2.8 3.0 3.8 2.8 2.2 2.8 3.0 3.4 2.4 3.0 1.6 4
5. Net current earnings .........cccveviiniierneiannineenss| 0.9 06 | o6 051 05| 051 09 | o7 0.7 | o6 i 07| 08 o7 0.6 | 0.7 0.7 0.8 | o 0.5 | 0.7 0.7 0.9 0.7 0.6 0.5 5
6. Net profits +.vvvveninviiiiieisiniiniciiiinieeai] o7 0.5 0.4 0.6 0.2 0.2 0.5 0.5 0.5 0.6 0.5 0.6 0.5 0.5 0.5 0.4 0.5 0.4 0.4 0.4 0.3 0.5 0.4 0.4 0.5 6
SOURCES AND DISPOSITION OF EARNINGS i
Percentage of Total Eornings
7. Interest and dividends on securities..............oovveeo] 311 | 362 | 3300 | 549 | 444 | 288 | 176 | 366 | 57.2 | 30.8 | 289 | 17.5 | 37.0 | s6.6 | ss.0 | 2.0 | 17.1 | 35.9 51.2 | 3.0 | 28.4 | 17.8 38.8 24.6 42.8
8. Interest and discount on loans...........oocveveiiieeenan 527 | 479 | 548 | 30.2 ) 450 | 577 | 733 ) s0.0 | s0.5 | 467 | 572 | 692 | 465 | 28.3 | 44.2 | 577 | e6.1 | ea.v | 20.1 | 43.5 | 53.8 | et.5 40.2 49.3 31.8
9. Service charges on deposit accounts...........cooevvvennl] 72 | 70| 55 8.0 | 42| 7.2 43| 65| 60| 69| 63| 65| 7.6 69 | 75| 82| 81| 75 | 80 | 6.9 8.5 | 7.1 5.1 14.3 3.2
10. All other earnings....... T N 9.0 8.0 6.9 6.4 6.5 4.8 8.9 6.3 6.8 7.6 6.8 8.9 8.2 9.4 8.1 9.7 1.9 1.7 13.8 9.3 10.6 16.1 11.8 22.4 10
11. Total earnings ......ivevuneriencercncane eveense.f 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 1200.¢ | 100.0 | 100.0 ) 100.0 | 100.0 100.0 100.0 100.0 1
12. Trust depariment earnings (included in item 10)t 4,0 3.8 ... ceen 2.1 2.6 1.2 2.4 2.2 2.1 1.8 2.5 1.5 2.3 3.9 4.1 4.8 2.4 a.1 5.3 11.6 13.5 12
13. Salaries and Wages.......civeviereiinnnaiiiannsenen..| 305 | 315 | 340 | 42.1 | 34.0 | 841 | 30.2 | 81.0 | 82.0 | 31.7 | 30.3 | 20.3 | 30.3 | 20.5 | 30.2 | 817 | 20.9 | 31.7 | 33.5 | 32.4 | 29.5 | 28.7 30.6 39.2 33.5 13
14. Interest on time deposits...... tereecressrasraressennees.] 16.2 15.1 16.0 9.0 18.8 17.5 15.3 16.5 16.9 16.4 16.1 16.6 16.1 19.2 15.8 15.8 12.5 4.8 18.4 14.3 15.6 11.9 10.5 6.0 1.1 14
15. Taxes on met iNCOME. . ..vrvrrorerrarnannrss 2.4 2.5 1.6 2.2 2.6 3.3 2.4 1.6 1.9 2.6 4.0 2.0 1.8 1.5 1.9 3.7 2.0 1.5 1.7 2.1 3.8 1.8 4.2 6.1 15
16. All other expenses®.........ecoen... veaaan }27 4 28.4 | 20.3 | 30.7 | 29.0 [ 30.1 { 28.2 | 27.8 | 26.: .8 | 28.8 ’ 28.2 | 26.4 | 28.5 | 27.8 | 80.0 | 28.8 | 28.6 | 25.3 | 28.4 | 31.8 20.9 32.5 26.6 18
17. Total expenses? .......oevversusiesonnoocscreonsecs] 74.4 | 77.4 | 81.8 | 83.4 | 83.8 | 84.3 | 77.0 | 77.7 | 76.8 7.8 | 77.8 . 76.6 | 76.9 | 76.0 | 77.2 | 77.0 | 77.3 | 80.3 | 76.7 | 75.6 | 76.2 72.8 81.9 67.3 17
18. Net current earnings ..............ceveeveinnnavrn....] 256 | 226 | 18.2 | 166 | 16.2 | 157 | 23.0 | 223 | 23.2 | 22.2 | 22.2 | 216 | 234 | 23.1 | 240 | 228 | 23.0 | 227 | 10.7 | 283.3 | 244 | 238 27.2 18.1 32.7 18
19. Net charge-offs3 (net recoveries + )........ I N | 5.7 8.0 |+ 1.6 8.7 8.7 10.1 5.2 3.6 3.3 8.0 6.8 5.7 3.7 4.9 8.4 7.0 8.8 0.1 7.3 13.5 7.9 7.5 4.8 0.8 19
20. Net profits ......... censeasrersiieseeninan vesesssasaa.] 20.5 18.9 10.2 18.2 6.5 7.0 12.9 17.1 19.6 18.9 14.2 14.8 17.7 19.4 19.1 14.4 16.0 15.9 19.6 16.0 10.9 15.9 19.7 13.3 31.9 20
RATES OF EARNINGS ON SECURITIES AND ON LOANS
Porcontage of Total Securities
21. Interest and dividends on securities.............ccvuvun... 2.6 2.3 2.8 3.4 2.9 2.6 2.6 2.4 2.8 2.6 | 2.5 2.3 2.2 2.4 2.2 2.2 2.1 2.0 2.0 2.1 2.0 2.1 1.9 1.9 1.4 21
22. Recoveries on securities.......ccovvverinienennennnnnn..| g 0.2 0.3 0.3 0.3 0.1 0.5 0.3 0.3 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.3 0.2 0.1 0.1 0.1 22
23. Profits on securities sold.......... soresvesssas resessrnas 0.8 0.2 0.2 0.1 0.3 0.4 0.1 0.2 0.2 0.2 0.2 0.1 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.3 0.3 0.3 0.3 0.2 0.2 23
24. Charge-offs on securities.......oovoerenennns. revevseesns g | 05} 07| 03| 09| 07| 07| 05 05| 05| 06| 05| 05| 05| 04| 06| 06| 06| 04| 06| 08 o5 0.2 0.4 0.2 21
Porcentoge of Totol Loons ) ) - s o) . il R - f -
25. Interest and discount on loans.............. N Y 5.0 5.6 5.6 5.5 5.5 5.0 5.4 5.6 5.4 | 5.2 5.3 5.0 5.1 5.0 5.1 5.0 4.7 4.7 4.8 4.7 4.5 3.9 4.5 2.3 25
26. Recoveries on - ¢ P 0.5 0.5 0.4 0.2 0.4 0.4 0.8 0.5 0.7 0.4 0.4 0.4 0.5 0.6 0.4 0.4 0.3 0.5 0.6 0.6 0.4 0.3 0.4 0.2 0.2 26
27. Charge-offs on loans........cevveinnvivniniininninnenn..| o6 0.6 0.7 0.3 0.6 0.8 1.2 0.6 0.7 0.5 0.6 0.6 6.6 0.5 0.5 0.8 0.6 0.8 0.8 0.8 0.9 0.8 1.0 0.8 0.3 27
DISTRIBUTION OF ASSETS
Porcontoge of Total Assets
28. U. S. Government SeCUTIties. .vvvuurrrvnreenereensnnnss 30.8 | 229 [ 216 { 259 | 27.5 | 16.2 | 28.6 | 40.7 | 30.2 [ 23.1 | 18.4 | 32.6 | 44.2 [ 34.7 | 25.4 | 10.7 | 348 | 448 | 38.5 | 20.3 | 19.0 38.5 28.3 40.7 28
29. Other securities ....oooiviieiiiiiiiiiiiiiiniiiiene, }30'5 13.2 | 40 [ 260 | w9 | 9.0 | 9.2 | 147 | 187 | 167 | 141 | 83 | 135 | 170 | 144 | 13| 890 | 117 | 127 | 1.8 | 128 | 7.4 8.2 8.7 6.5 29
30, Loans .iviieniiceinrianinenentennanans srerescrcaseenened 330 | 28.7 | 325 | 15.3 | 244 | 35.1 | 47.1 | 20.7 | 14.8 | 26.2 | 34.9 | 47.3 | 27.8 | 14.2 | 24.8 | 344 | 46.8 | 27.0 | 14.1 | 24.8 | 34.1 ]| 47.7 23.8 33.0 20.9 30
31. Real estate @ssets......eveiiieiiiinecieenrunnnnennees] 3t 2.5 2.2 2.4 1.5 2.5 2.5 2.4 2.2 2.2 2.8 2.8 2.8 2.3 3.1 3.0 2.8 2.9 2.8 3.3 2.7 3.0 2.9 1.6 1.2 31
§2. Cashassets voovooerrennenninessennnneniseniinnnnnen| 212 | 208 | 274 | 338 | 283 | 250 | 209 | 205 | 237 | 266 | 25.0 | 2.4 | 281 | 221 | 228 | 258 | 2.5 | 232 | 256 | 232 | 208 | 226 | 260 20.8 30.2 32
CAPITAL AND DEPOSIT RATIOS —In Percentage
33. Capital accounts to securities, loans, and real estate assets...| 18.1 16.0 23.4 | 26.8 25.9 21.9 20.3 17.5 18.2 17.5 18.1 16.2 14.4 15.1 15.0 4.5 12.3 13.0 13.2 13.4 12.4 12.2 11.4 13.7 12,5 33
34. Capital accounts to risk assetst............. Cerrieeeiaaan . 28.7 | 349 | 394 | 40.5 | 36.0 | 258 § 30.3 | 41,7 | 304 | 26.4 | 21,4 | 27.1 | 37.2 | 28.0 | 21.8 | 6.6 | 26.0 | 356 | 26.0 | 20.3 | 182 24.3 24.5 30.8 34
35. Capital accounts 1o deposits......ccuviirenirninaverrnnnn, 15.3 | 13.9 | 20.8 | 23.0 | 23.3 | 19.6 | 18.0 { 154 | 16.3 | 15.2 | 6.0 | 143 | 12.6 | 134 | 3.1 | 12.0 | 108 | 11.1 | 10.8 [ 11.5 | 12.0 | 10.4 9.2 10.8 9.6 35
36. Time deposits to total deposits........ceuvveenerennn. cevel 54,0 | 48.9 | av.4 | 285 | 46.5 | 51.1 | 4.0 { s2.4 | s0. 1.6 | 6L.7 54,6 | 67.9 | 53.8 | 53.0 | 53.3 | 48.4 | 48.2 | 47.0 | 49.3 | 48.8 33.3 4.7 5.2 38
37. Interest on time deposits to time depositS. . .evvuerecs oo, 1.1 1.0 1.3 0.9 1.3 1.4 1.3 1.1 1.0 1.0 1.1 , 1.0 1.0 1.0 1.0 0.9 0.9 0.8 0.9 1.0 0.9 0.8 0.7 0.5 37

1 Barks not reporting this item or reporting zero were excliuded in puting
this average, and figures are not shown where there were fewer than 3 banks in a group.

2 Includes ch: rge-offs for recurring depreciation on banking house, furniture, and fixtures for
1942-—previously included in item 19.
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8 All charge-offs other than recurring depreciation on banking house, furniture, and fixtures,
less pronts on seccurities sold and recaveries,
4 Total assets less U, S, Government securities and cash assets.

** Not computed.

Note: Balance sheet figures used as a basis for the ratios are averages of amounts reported
for December 31, 1941, and April 4, June 30, and December 31, 1942,
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FINANCIAL STATISTICS DIVISION
REesEARCH DEPARTMENT
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oF NEw York





