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Earnings and Expenses 
of Eighth District Member Banks

XOTAL EXPENSES of district member banks in­
creased more than total revenue in 1961. As a result, 
net operating earnings of these 478 banks were 2 
per cent lower in 1961 than in the previous year. The 
experience of 1961 was not typical of recent years, 
however, as an examination of the period from 1946 
to 1961 reveals.

Review of 1961
Total operating revenue of district member banks 

increased about 3 per cent from 1960 to 1961 (see 
table and Chart 1). The greater earnings resulted 
chiefly from an increase in the amount of earning 
assets made possible by a growth in deposits and 
capital. The total volume of loans averaged $3.3 
billion in 1961, about 5 per cent more than in I960, 
and holdings of securities averaged $2.6 billion, up 
about 8 per cent. Lower average yields on loans and 
investments in 1961 than in 1960 provided a partial 
offset to the larger holdings of earning assets (Chart 2).

Expenses of district member banks grew about 6 
per cent from 1960 to 1961, nearly twice the rate of 
the increase in earnings. Almost all expense items 
participated in the rise, but the chief contributor was

Chart 1

Earnings and Expenses
E ig h th  D is tr ic t  M e m b e r  B an k s

EARNINGS AND EXPENSES 
Eighth District Member Banks

(In Millions of Dollars)

1961 I960

Interest and discounts on loans....... $187.0 $181.6
Interest on securities

60.4 57.0
16.7 16.1

Service charges on deposits.......... 13.1 12.5
20.2 22.0

Total current operating revenue. 297.4 289.2

Salaries and w a g e s..................... 75.iT 73.8
Interest on time deposits.............. 46.4 38.2
Other current expenses................ 68.7 68.2

Total current operating expenses 190.6 180.2

Net current operating earnings. 106.8 109.0

Net recoveries and profits (+ h
losses (— ):

+  7.4+  3.4
b. On loans .......................... —  8.5 —  6.9

—  1.8 —  1.7

Total net recoveries and profits.—  6.9 —  1.2

Net in com e............................ 99.9 107.8

42.1 46.0
Net income after taxe s........... 57.8 61.8

Cash dividends on common stock. . . 23.9 24.0
Net retained earnings................. 33.9 37.8

Chart 2
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a 22 per cent increase in interest paid on time and sav­
ings deposits. The average interest rate on these ac­
counts rose from about 2V4 per cent to nearly per 
cent, and the volume of such deposits increased 14 
per cent.

Net operating earnings of district member banks 
totaled $107 million in 1961, about 2 per cent less 
than in 1960. Net losses, charge-offs, and transfers to 
reserves absorbed $7 million, leaving net income of 
$100 million or 7 per cent less than in the previous 
year. Federal and state income taxes amounted to 
$42 million, and cash dividends totaled $24 million, 
leaving $34 million to supplement bank capital (see 
Chart 3).

C h a r t  3

Net Income
Eighth D istrict M e m b er Banks 

M ill io n s  of D o lla rs  M illio n s of D o lla rs

Nationally, the picture was about the same as in 
the district. Total revenue of all member banks in 
the country was 3 per cent higher in 1961 than in
1960, but expenses rose even more. Net operating 
earnings amounted to $3.1 billion in 1961, or 4 per 
cent less than in 1960.

Postw ar Trends
The experience of 1961, in which expenses grew 

twice as rapidly as earnings, was not typical of the 
postwar period. Since the end of World War II, 
both earnings and expenses of Eighth District mem­
ber banks have risen fairly steadily and at almost iden­
tical rates. From 1946 to 1961 earnings increased 
from $90 million to $297 million, or at a compound 
annual rate of 10.8 per cent. Expenses increased from 
$55 million to $191 million, or at a compound annual

rate of 10.9 per cent. Although earnings and ex­
penses grew at about the same rate, the dollar volume 
of earnings increased more than the dollar amount of 
expenses, and net operating earnings of these banks 
rose in most of the postwar years.

The growth of total district bank earnings during 
the postwar period has resulted largely from an in­
crease in deposit and capital funds, a shift to higher 
earning assets, and a rise in the level of interest rates. 
From 1946 through 1961 total resources of district 
member banks grew by approximately one-half, from 
$5.0 billion to nearly $7.5 billion, giving these banks 
considerably more funds to invest. Earnings, how­
ever, increased much more rapidly than assets, and 
hence, the eamings-to-assets ratio doubled, rising 
from 2.0 per cent in 1946 to 4.0 per cent in 1961 (see 
Chart 4).

Chart 4

E x p e n s e s , N e t  Losses, 
a n d  In c o m e  p e r  $ 1 0 0  o f T o ta l A ssets

A second method by which district banks expanded 
their earnings during the postwar period was by shift­
ing a portion of their holdings from nonearning and 
lower earning assets to assets on which the rates of 
return were relatively high. Nonearning cash bal­
ances were reduced from about one-fourth to about 
one-fifth of total assets. Holdings of relatively low 
yielding Government securities dropped from one- 
half to about one-quarter of total assets. At the same 
time, loans, the highest earning assets of banks, more 
than doubled in relative importance, rising from less 
than 20 per cent to about 44 per cent. Municipal
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and corporate securities rose from 5.5 per cent to 8 
per cent of assets.

The period from 1946 through 1961 was one of 
generally rising interest rates, and thus, the rate of 
return on most types of bank earning assets rose, also 
contributing materially to the increase in district 
bank earnings. Yields on Treasury bills rose from 0.38 
per cent in 1946 to 2.36 per cent in 1961, and interest 
rates on intermediate-term Government securities in­
creased from 1.15 per cent to 3.60 per cent over the 
same period. The prime rate on business loans rose 
from 1.50 per cent in 1946 to 4.50 per cent in 1961. 
Average rates on small business loans at reporting St. 
Louis banks rose from 3.99 per cent in 1949 (earliest 
date available) to 5.56 per cent in 1961.

Other sources of district bank earnings grew dur­
ing die postwar period but contributed proportionately 
less to total earnings in 1961 than in 1946. Service 
charges on deposit accounts, trust department earn­
ings, service charges and fees on banks’ loans, and 
oilier revenues accounted for 11 per cent of total 
earnings in 1961 compared with 16 per cent in 1946. 
The total volume of earnings from these sources, how­
ever, expanded from $14 million to $33 million during 
the period.

Total operating expenses of district member banks 
rose at about die same rate as earnings during die 
postwar period. Wages and salaries, the biggest ex­
pense in operating a bank, increased steadily from 
$26 million in 1946 to $76 million in 1961. The rise 
reflected both die growth of these banks and in­
creases in general wage rates in the communities in 
which they operate. The rate of increase in wages 
and salaries was only slightly less than in earnings and 
total expenses.

Interest payments on time and savings accounts 
rose from $7 million in 1946 to $46 million in 1961. 
Time and savings accounts grew more rapidly than 
other deposits over this period, and the average rate 
of interest paid on them increased from 0.9 per cent 
in 1946 to about 2.4 per cent in 1961. Interest pay­
ments on these deposits rose more than twice as fast 
as total bank earnings or expenses during the period.

Other major expense items, including taxes other 
than those on income, depreciation, interest on bor­
rowed money, fees paid to directors, and advertising, 
also increased, rising from $22 million in 1946 to $69 
million in 1961, However, these items advanced less

rapidly than total expenses, declining from 40 per 
cent of total expenses in the early postwar years to 36 
per cent in 1961.

Conclusions
Net earnings of district member banks, which have 

been rising almost steadily during the postwar period, 
declined from 1960 to 1961. The postwar growth 
in net earnings was the result of a substantial increase 
in total earnings partially offset by a similar rate of 
growth, but smaller in dollar amount, in expenses.

Total earnings of district banks have risen since 
1946 in response to three chief developments: a growth 
in deposit and capital funds, a shift to higher earning 
assets, and a rise in interest rates. Reflecting con­
tinued growth of the area, deposits and capital, and, 
hence, earning assets, of district banks continued to 
rise from 1960 to 1961. Composition of district bank 
assets did not change materially from 1960 to 1961, 
and average interest rates on these assets declined 
slighdy.

Expenses of district member banks have also been 
rising rapidly since 1946; from 1960 to 1961 the in­
crease was 6 per cent. Wages and salaries have risen 
at a rate almost equal to that of total earnings and 
total expenses since4946. Interest ̂ payments on time 
and saving? deposits have increased at a rate more 
than double that of total earnings and expenses in the 
postwar period, and are likely to continue rising 
sharply in die near future. The amount of time and 
savings deposits has been expanding markedly and 
interest rates paid on these accounts have been marked 
up by many banks since last December. Deprecia­
tion, taxes, and other expenses of operating a bank 
have also been working up steadily in the postwar 
period.

S u b sc r ip t io n s  t o  t h e  r e v ie w

are available to the public without charge, 
including bulk mailings to banks, business 
organizations, educational institutions, and 
others. For information write: Research 
Department, Federal Reserve Bank of 
St. Louis, P. O. Box 442, St. Louis 66, 
Missouri.
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Developments in the

Structure of Banking
I n  A SPECIAL STAFF REPORT the Board of Gov- 
ernors of the Federal Reserve System has reviewed 
recent developments in the banking structure of the 
United States.1 The report examines primarily changes 
which have taken place since 1952 when a similar 
study was made covering the years 1920-51. Trends 
noted in the previous report generally have continued 
during the decade of the fifties; the number of banks 
has decreased while the number of branches has 
increased (see Chart I).

Chart T

Number of Banks and Branches 
in the United States

SourceiBoard  of Governors of the Federal Reserve System

The number of operating banks in the United States 
declined from 14,618 in early 1952 to 13,978 in mid-
1961, a net loss of 640 banks. At the same time the 
total number of banking offices (banks plus branches) 
increased by 5,237 or 26 per cent. In mid-1961 
branches accounted for 44 per cent of all bank offices, 
compared with 26 per cent at the end of 1951 and 5 
per cent in 1921.

State laws largely determine the extent to which 
branch banking develops in an area. Some states 
allow statewide branch operations, others permit 
branch banking to a limited extent, and others pro­

1 “Recent Developments in the Structure of Banking,” Special 
Staff Report of die Board of Governors of the Federal Reserve 
System submitted to the Select Committee on Small Business, 
United States Senate, January 5, 1962.

hibit or strictly limit establishment of branches. The 
report found that statewide branch banking predom­
inated in 16 states and limited branch banking in the 
same number. Unit banking prevailed in 18 states. 
Of the 7 states which are in the Eighth Federal Re­
serve District, unit banking prevailed in 3 (Arkansas, 
Illinois, and Missouri) and limited branch banking in 
the other 4 (Indiana, Kentucky, Mississippi, and Ten­
nessee).

The report disclosed that in states which prohibit 
or strictly limit branches, banks are generally smaller 
than in the other states. Practically all banks in­
creased in size from the end of 1951 to mid-1961; total 
assets of all insured commercial banks increased by 
53 per cent over the 9V2-year period. The relative 
volume of banking business conducted by the 100 
largest commercial banks in the country did not in­
crease appreciably during the period and did not 
come near the peak level of two decades ago (Chart 
2). In 1940 these banks held 57.6 per cent of com-

Chart 2

Share of All Commercial Bank Deposits

mercial bank deposits. This proportion declined dur­
ing the war years to 45.2 per cent in 1946 and sub­
sequently rose 2.3 percentage points to 47.5 per cent 
in mid-1961.
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Recent Growth of Time Deposits

A  HE MAXIMUM INTEREST RATES that may be 
paid on time and savings deposits by member banks 
were increased January 1, 1962. As a consequence, 
many banks throughout the country have raised their 
rates on these deposits. Probably reflecting the high­
er returns available on these deposits, both time and 
savings deposits expanded more rapidly during the 
early months of 1962 than in the comparable period 
of 1961. The expansion in time deposits has been 
more rapid than the increase in savings deposits.

Distinction between Tim e and Savings 
Deposits

Both time and savings deposits of commercial banks 
are interest-bearing liabilities. Savings deposits as 
distinct from time deposits have no specified maturity 
and can usually be withdrawn on demand.1 Only

1 Banks must provide for a thirty-day notice before withdrawal, but 
in practice prior notice is normally waived.

Table I

Maximum Interest Rates Payable on Time and Savings 
Deposits*

(Per Cent Per Annum)

Type of Deposit

Savings deposits in bank:
For one year or more. *.. 
For less than one year...

Other time deposits payable:
In one year or more......
In 6 months to one year.. 
In 90 days to 6 months... 
In 30 days to 90 days....

Nov. 1, Feb. 1, Jan. 1, Jan. 1, Effec-
1933- 1935- 1936- 1957 tive

Jan. 31, Dec. 31, Dec. 31, Dec. 31, Jan. 1,
1935 1935 1956 1961 1962

3
3

3
3
3
3

2%
2%

2%
2%

4
3%

2% 2%
2% 2%
2% 2
m  1

3 4
3 3%
2 V2 2%
1 1

The table presents the maximum rates that may be paid by member 
banks as established by the Board of Governors under provisions of 
Regulation Q. Under this regulation the rate payable by a member 
panic may not in any event exceed the maximum rate payable by state 
banks or trust companies on like deposits under the laws of the state 
m which the member bank is located. Effective February 1, 1936, 
mtudmum rates that may be paid by  ̂insured nonmember commercial 
?rr. » r a* by the F.D.I.C., have been the same as those ineffect for member banks.

individuals and nonprofit associations may hold sav­
ings deposits. Currently savings deposits are about 
three times as large as time deposits, although the 
latter have been growing at a faster rate in recent 
years.

Time deposits have a firm contract for a specified 
maturity. They are often held in relatively large 
amounts as short-term investments. The introduction 
of negotiable time certificates in the past year or two 
by many larger banks has increased the liquidity of 
these deposits and has made these investments more 
competitive with other forms of short-term instru­
ments such as Treasury bills and commercial paper.

A separate historical analysis of time and savings de­
posits has been hindered by the fact that these two 
types of deposits have been reported independently, 
on only a few occasions. However, since the end of 
April 1961 time and savings deposits have been 
shown separately on call reports of all insured banks 
and by weekly reporting banks.

Expansion of Tim e and Savings Deposits—  
Nation
From the end of December last year to the middle 

of March the total of time and savings deposits in­
creased about 6 per cent at all commercial banks. By 
comparison, time and savings deposits increased 4 per 
cent during the same period of 1961, and declined 
slightly in early 1960. Increases in these deposits oc­
curred at banks in all parts of the country. In gen­
eral, central reserve and reserve city banks experi­
enced somewhat larger percentage gains than country 
banks.

Much of the increase in time and savings deposits 
was in the time category. Time deposits at weekly 
reporting banks increased about 20 per cent during 
the first two-and-one-half months of 1962. By com­
parison, savings deposits increased 4 per cent.
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Time deposits expanded most rapidly at weekly 
reporting banks in the Minneapolis Federal Reserve 
District, increasing by 82 per cent. The increase in 
time deposits at New York City banks was 15 per cent, 
but these banks had experienced a rapid expansion in 
such deposits during 1961.

Savings deposits increased most rapidly, about 12 
per cent, at New York City banks. Banks in two 
Federal Reserve Districts experienced a contraction 
in these deposits. Savings deposits declined by 3 per 
cent and 1 per cent at banks in the Minneapolis and 
St. Louis Federal Reserve Districts.

Toble II

Change in Time and Savings Deposits 
at Weekly Reporting Banks in the Nation
(From End of December 1961 to March 14, 1962)

Districts

Boston ....................
New Y o rk ........................+
Philadelphia .....................+
Cleveland ........................+
Richmond ........................+
Atlanta ...........................+
Chicago ....................... ..+
St. Louis...........................+
Minneapolis .....................+
Kansas C ity .................... ..+
Dallas .......................... ..+
San Francisco* ............... ..+

Time Deposits 
Millions
of Dollars Per C< 

+  61 
543 
50 

137 
14 
76 

320 
64 
97 
57 

127 
287

Savings Deposits 
Millions

of Dollars Per Cent

+37.0 
+18.6 
+22.3 
+20.5 
+  5.8 
+28.0 
+37.0 
+34.5 
+82.2 
+28.8 
+14.7 
+  12.7

+
+
+
+
+
+

34
430
24

108
45
21

+ 202
—  3
— 10 

55 
65

354

+
+
+

+4.4
+ 8.0
+2.7
+3.8
+5.2
+ 2.1
+4.2
— 0.5
— 2.9
+6.5
+ 8.0
+3.3

Total Weekly
Reporting Banks...........  'M,833

Other Commercial Banks ... N.A. 

Total Commercial Banks ... N.A.

* Preliminary

+20.4 +1  ,325 
N.A. 

N.A.

+4.4

Table III

Changes in Time and Savings Deposits 
at Member Banks in the Eighth District

(From End of December 1961 to March 14, 1962)

Millions of Dollars 
200

100

Time Deposits
W eek ly  Reporting Mem ber Banks

Ratio Seal* Million* of Dollar*
200

Total Time and 
Savings Deposits 

Millions
of Dollars Per Cent

+
+
+
+
+
+
+
+
+
+
+
+

95
973
74

245
59
97

522
61
87

112
192
641

+3,158
+1,742

+4,900 +  5.9

Time Deposits Savings Deposits
Total Time and 

Savings Deposits
Thousands Thousands Thousands
of Dollars Per Cent of Dollars Per Cent of Dollars Per Cent

Evansville ................. ... +  197 +  1.2 +  509 +1.4 +  706 +  1.3

Little Rock ............... ... +  2,622 +57.9 +  1,174 +2.8 +  3796 +  8.1

Louisville................... ... +12,789 +46.0 +  4,052 +6.5 +  16,841 +18.6

Memphis ................... ... +16,260 +68.4 +  2712 +  1.3 +  18,972 +  8.3

St. Louis .................. +28.9 — 11,027 — 3.5 +  20,110 +  4.7

Total Weekly
Reporting Banks...... ... +63700 +34.5 —  3,252 — 0.5 +  60,448 +  7.0

Other Member Banks .. ... N.A. N.A. +  83,000 +  8.0
Total Member Banks . . . ... N.A. N.A. +143/448 +  7.6

1961 1962
Lott W e d n e sd ay  of month.

Latest data  plottedt March, second W edn e sd ay  of month

Expansion of Time and Savings 
Deposits— District
Time and savings deposits at all 

member banks in the Eighth District 
increased by about 8 per cent from 
the end of last year to mid-March, 
compared with an increase of 4 per 
cent and a slight decline during the 
corresponding months of 1961 and 
1960. At weekly reporting banks all 
of the increase was in time deposits.

Time deposits increased markedly 
at banks in Memphis, Little Rock, 
Louisville, and St. Louis. The rise in 
time deposits at reporting banks in 
the St. Louis metropolitan area was 
partly offset by a 4 per cent decline in 
savings deposits. Savings deposits in­
creased 1 per cent, 3 per cent, and 7 
per cent at Memphis, Little Rock, and 
Louisville banks.

The smallest increase in time de­
posits at any of the major metropoli­
tan areas of the Eighth District was in 
Evansville. The most recent change 
in Regulation Q did not affect banks 
in Indiana since state law prohibits 
banks in that state from paying more 
than 3 per cent on deposits. Time and 
savings deposits of Evansville banks 
each rose by about 1 per cent.

+ 10.2 
+  11.7 
+ 6.6 
+  6.9 
+  5.4 
+  7.5 
+  9.2 
+  7.0 
+  18.8 
+ 10.8 
+  11.4 

+  4.9

+ 8.1 
+  4.0
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T H E  B U S I N E S S  E X P A N S I O N

E  CONOMIC ACTIVITY has expanded during the 
past seven months, but at a lower rate than in the 
corresponding interval of either the 1958-59 or 1954-55 
business upturn. Industrial output has risen only 
modestly since last August. This may in part reflect 
lack of vigor in consumer spending. In addition, in­
ventory build-up during the period has not been so 
pronounced as in the comparable months of earlier 
recoveries.

Economic stabilization actions of the Government 
have been mixed in recent months. The money sup­
ply, which rose rapidly from last August to December, 
has contracted during the early months of 1962, Time 
deposits, however, have grown markedly. The volume 
of liquid short-term Government securities held by 
the nonbank public has risen less since August than 
in the corresponding periods of the two previous re­
coveries. Government cash expenditures exceeded 
receipts last fall and winter adding substantially to 
the spending stream, but indications are that the

U.S. Short-Term Government Securities
Held by N onbank Public

Government’s fiscal position is now becoming less 
stimulative.

Industrial Activity
Industrial production, seasonally adjusted, rose from 

113 per cent of the 1957 average in August 1961 to 
115 per cent in February, an increase of 1.8 per cent. 

Industrial Production
Troughs—100 Se a so n a lly  A d ju sted  Troughs—100

M onths from Trough  

Basic data  sourcesBoard o f G o v e rn o rs of the Federal Reserve System

In the comparable 1958-59 and 1954-55 periods, out­
put rose 11.0 and 6.7 per cent, respectively. Prelim­
inary data indicate that total industrial output rose in 
March. Much of the August to February increase was 
accounted for by steel and automobile production. 
However, rising automobile inventories led to a mod­
erating of output in this area in January, and steel pro­
duction leveled during the latter part of February as 
fears of a strike waned. Consumer expenditures, espe­
cially for nondurable goods, have not increased as 
sharply as in the two previous recoveries. Further­
more, business inventory accumulation has not been as 
vigorous as in the other postwar economic expansions.
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Em ploym ent -Unemployment
The proportion of the civilian labor force unem­

ployed declined from 6.8 per cent in August to 5.6 per 
cent in February and may have fallen further in 
March. In the corresponding (sixth to twelfth) months 
of the 1958-59 recovery, the unemployment rate de­
clined from 6.8 to 5.2 per cent, and the change in 
1954-55 was from 4.7 to 4.3 per cent.

Much of the recent decline in unemployment was a 
consequence of persons leaving the labor force. During 
the period employment increased by about 900 thou­
sand (1.3 per cent) after allowing the seasonal factors. 
Employment rose an average of 3.0 per cent during the 
similar months of the two previous expansions.

Long-term unemployment has been pronounced in 
recent economic recoveries. The percentage of un­
employed who have been out of work for more than 
26 weeks declined from 19.2 to an estimated 15.0 per 
cent in the period from August to February. In con­
trast, long-term unemployment in the comparable in­
terval of the 1958-59 recovery produced a decline from 
18.8 to 17.4 per cent, and in the like months of 1954-55 
was reduced from 15.1 to 10.9 per cent.

Prices
From August to February, the consumer price index 

rose slightly from 128.0 to 128.6. During the compar­
able period of both the 1958-59 and 1954-55 economic 
expansions consumer prices rose by about the same 
amount.

The wholesale price index rose from 118.9 last 
August to 119.7 in February, an increase of 0.7 per 
cent. This compares with increases of 0.8 and 0.5 per 
cent in the like months of the two previous upswings.

Prices in earlier postwar expansions tended to rise 
after economic recovery had been under way for some 
time, reflecting pressures of industrial and consumer 
demand and rising costs as the economy approached 
capacity output levels. These pressures were felt par­
ticularly in the markets for key industrial commodities 
and raw materials. Available evidence suggests that 
the current recovery has not yet reached a point where 
the demand for such goods is straining capacity. The 
“spot market” price index, which many analysts re­
gard as a sensitive gauge of cyclical pressures in these 
markets, declined by about 1.1 per cent from August 
to March. This index rose slightly in the correspond­
ing months of 1958-59 as business built up inventories 
in anticipation of a steel strike. On the other hand, 
spot market prices declined from the sixth to thir­

teenth months of the 1954-55 economic expansion, 
slightly more than in the current recovery period.

Bank Reserves
Monetary reserves,1 after expanding at a 6.6 per cent 

annual rate from August to December, were about 
unchanged from December to March. The rate of in­
crease from August to March, an estimated 4.2 per 
cent per annum, was greater than during the corre­
sponding months of the two previous recoveries.

Excess reserves of member banks fluctuated around 
the $550 million level from August to March, falling 
lower in the later weeks of the period. This relative 
stability was also a feature of Eighth Federal Reserve 
District member bank excess reserves, which moved 
about the $40 million level.

Bank Credit and Money Supply
Reflecting the increase in member bank reserves 

and a relatively rapid rate of growth of time deposits, 
bank credit and the money supply plus time deposits 
increased sharply in the last seven months. From 
August to March total commercial bank credit in­
creased at an estimated 8.4 per cent annual rate and 
money plus time deposits at about a 7.8 per cent 
rate. Both of these increases were considerably more 
rapid than those which took place in the correspond­
ing months of the two previous upturns.

1 Monetary reserves are total reserves of member banks less reserves 
held behind Treasury deposits (which are not defined as part of 
the money supply). Movements of such reserves are commonly 
considered a more significant indicator of monetary conditions 
than movements in total reserves because the average monthly level 
of Treasury deposits fluctuates from less than $3 billion to more 
than $8 billion.

Troughs=100 S e c o n d l y  Adjusted Troughs=100

Months from Trough 
Basic data source: Board of Governors of the Federal Reserve System
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M oney Supply plus Time Deposits
T roug hs^ ioo  Seasonally Adjusted Troughs = 100

Months from Trough 
Basic data source:Board of Governors of the Federal Reserve System

Time deposits in commercial banks rose at an esti­
mated annual rate of 9.4 per cent from last August to 
December and at the much faster estimated rate of 
25.0 per cent from December to March.2 The money 
supply increased at an annual rate of 3 per cent in the 
entire period from last August to March. Since De­
cember there has been a slight contraction. In the first 
sixteen months of the two earlier recoveries, the money 
supply never contracted on balance for as long as 
three months.

Treasury Financing
The Government had an estimated $6 billion cash 

deficit (seasonally adjusted) during the fourth quar­
ter of 1961 and first quarter this year, contributing to 
the aggregate demand for goods and services. This 
compares with cash deficits of $6.7 billion and under 
$1 billion during the corresponding six months of the 
1958-59 and 1954-55 upturns, respectively. Accord­
ing to President Kennedy's proposed cash budget for 
fiscal 1963 (beginning in July of this year), the cash 
deficit should begin to decline soon. The proposed 
surplus of $1.8 billion for the fiscal year as a whole 
would indicate that a more marked shift from fiscal 
stimulus toward restraint will occur in the next several 
quarters than took place during the corresponding 
phases of the two previous economic expansions.

Debt management activities of the Treasury, accord­
ing to preliminary indications, had little effect on the 
liquidity of the economy from August to March. By

2 For a more detailed analysis of movements in time deposits, see
"Recent Growth of Time Deposits” in this Review.

contrast, the Treasury added substantially to the liquid 
holdings of the nation in the comparable periods of 
the two earlier business recoveries. Total short-term 
United States Government securities3 held by the 
nonbank public, seasonally adjusted, rose only slight­
ly between August and March according to prelim­
inary estimates. During the corresponding period of 
the 1958-59 economic recovery such short-term United 
States Government- securities increased about 26 per 
cent. The rise of these liquid instruments in the com­
parable 1954-55 interval was 11 per cent.

3 Short-term marketable Government securities include all those 
issues maturing within one year plus the "phasing-in" of those 
issues maturing within the one-to-two year range. The technique 
was to apply varying weights to issues in the borderline area. An 
issue 24 months from maturity received a weight of 1/13, 23 
months from maturity 2/13 . . . 13 months from maturity 12/13. 
The phasing-in process was adopted for two chief reasons. First, 
it reduces the wide fluctuations in the series that result when par­
ticular issues move into the one-year category. Secondly, as issues 
approach the one-year maturity range they gradually become more 
liquid.

The Balance of Payments and 
International Financial 

Cooperation

R.OBERT V. ROOSA, Under Secretary of the 
Treasury for Monetary Affairs, in a recent ad­
dress discusses the significance of international 
financial cooperation. After briefly reviewing 
the links that remain between the old gold 
standard and the present balance-of-payments 
disciplines, Mr. Roosa discusses the necessity for 
leading nations to maintain fixed exchange rates. 
He examines the present United States deficit 
and the surpluses of some of the European coun­
tries, and reviews what steps have been taken or 
can be taken to improve the payments arrange­
ments among all non-Communist countries. In 
his concluding paragraphs, Mr. Roosa looks 
ahead and suggests the kind of international 
monetary system which may lie in the future.

In the March issue of its Monthly Review, the 
Federal Reserve Bank of New York presents the 
text of Mr. Roosa’s speech. Copies may be ob­
tained by writing the: RESEARCH DEPART­
MENT, FEDERAL RESERVE BANK OF 
NEW YORK, 33 Liberty Street, New York 45, 
N. Y.
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Consumer Instalment Credit

1 \lTHOUGH consumer credit has been increasing 
in recent months, the rise has been less than at com­
parable stages of the two previous periods of business 
expansion. The burden of the debt, as measured by 
the ratio of repayments to income after taxes, has 
been higher recently than during the earlier periods.

Total Instalment Credit Outstanding
Troughs—100 Seasonally Adjusted Troughs—100

Months from Trough 
Basic data source: Board of Governors of the Federal Reserve System

From last September through February of this 
year, total consumer instalment credit in the nation 
rose about $1.2 billion on a seasonally adjusted basis. 
Over the prior six months, the volume of this credit 
was virtually unchanged. For the full twelve months, 
which was the first year of business recovery, con­
sumer instalment credit rose about 3 per cent.

In the first twelve months of the 1958-59 and the 
1954-55 recoveries, total consumer instalment credit 
rose about 6 per cent and 19 per cent, respectively 
(see chart). During the 1958-59 period, the amount 
of outstanding advances was also unchanged for about 
seven months but rose more rapidly from the seventh 
to the twelfth month than in the present recovery. 
Consumer credit rose at a rapid rate from the begin­
ning of the 1954-55 recovery.

Automobile Credit
Changes in the terms and volume of automobile 

financing were major reasons for the differences in the 
total instalment loan performance in the three periods.

Automobile Instalment Credit Outstanding
TrOughs-100 Seasonally Adjusted TrOughs^lOO

M onths from Trough 
Basic data source: Board of Governors of the Federal Reserve System

In 1954-55, automobile sales were at a record rate, and 
loans to finance automobile paper increased corre­
spondingly (see chart). Instalment credit on automo­
biles rose 29 per cent in the first twelve months of 
business improvement. This was in sharp contrast to 
the first year of both the current and the 1958-59 
recoveries. In these periods, automobile credit was 
virtually unchanged on balance as net repayments in 
the first half of the year were matched by net exten­
sions in the latter half.

Repayments
Despite the fact that the rise in consumer instalment 

credit has been less in the current business upswing 
than in the two earlier recoveries, the burden of the 
debt may be higher now than then. Repayments of 
consumer credit have amounted to about 13 per cent 
of income after taxes in recent months. By compari­
son, in the earlier business expansionary periods re­
payments equaled about 12 or 12& per cent of such 
income.
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Livestock Inventory—Jan. 1,1962

T h e  AMOUNT of livestock and poultry in the 
United States increased during 1961 to a new post- 
World War II high.1 Livestock and poultry numbers, 
combined on the basis of 1957-59 average sales values, 
were about 2 per cent greater on January 1, 1962 than 
a year earlier and 6 per cent above the 1957-59 aver­
age. Hogs and pigs increased about 3 per cent during 
the year, the greatest percentage gain of the major 
livestock groups. A slight decline in cattle kept for 
milk production was more than offset by an increase in 
other cattle. Chickens rose slightly while sheep and 
lambs, which constitute a relatively small proportion 
of total livestock, declined.

Livestock per person in the nation in early 1962 was 
substantially below levels for most years since 1920. 
Total output of livestock products per animal, how­
ever, has more than offset the per capita decline in 
number of animals, resulting in greater supplies of 
animal food products per person in most recent 
years. A factor in this efficiency gain was the sub­
stitution of machine power for horses and mules.

Livestock and poultry on farms in the states of the 
Eighth Federal Reserve District were more numerous 
at the beginning of 1962 than a year earlier. All 
major types, except sheep and cattle kept for milk, 
gained during the year, with hogs and beef cattle 
showing the greatest percentage increases.

Inventories Rose in 1961

The year ending January 1, 1962 was the fourth 
consecutive year that the livestock and poultry inven­
tory of the nation either gained or held steady. An 
increase of 3 per cent in hogs, reflecting generally 
favorable hog prices relative to feed costs, was suf­
ficient to more than offset a 5 and 6 per cent decline 
in sheep and turkeys, respectively (Table I). Cattle, 
the major component in the livestock and poultry in-

1 United States Department of Agriculture, Livestock and Poultry 
Inventory, January 1, 1962.

Table I

Livestock and Poultry in the United States 
January 1, 1961 and 1962

1962
Class of livestock As %  of

and poultry 1961 1962 1961

(1,000 Head)
.......  97,319 99,500 102

Cattle kept for milk1 ........ , , . 29,948 28,805 99
.......  55,443 56,982 103
.......  32,967 31,446 95

Chickens2 ....................... .... 360,576 365,477 101
.......  6,770 6,352 94

1 Cows, heifers and heifer calves. Included in cattle.
2 Excludes commercial broilers.
3 Excludes fryers.
Source: United States Department of Agriculture, Livestock and 

Poultry Inventory January 1, 1962.

ventory, continued their steady upward trend for the 
fourth consecutive year. All cattle on farms and 
ranches rose 2 per cent to 99.5 million, a new post- 
World War II high. All of the increase was in animals 
kept for purposes other than milk production. Cows 
2 years old and over, kept for milk, declined for the 
eighth successive year, to a postwar low of 19.2 mil­
lion. The number of chickens on farms, excluding 
commercial broilers, reversed the downtrend of the 
previous two years and rose about 1 per cent.

Demand for Products Influences Inventory
The nation’s fanners apparently respond to changes 

in demand for livestock and poultry products by 
changing the number of animals on farms and ranches. 
Following the outbreak of World War I in 1914, a 
rising demand for livestock products for export pro­
vided the incentive for fanners to increase the size of 
flocks and herds (Chart 1). An increase of about 16 
per cent occurred in the five-year period, 1913 to 1918. 
Aggregate numbers of livestock and poultry, on a 
weighted basis, reached a peak of 109 per cent of the 
1957-59 average in 1918 and 1919.2 Following the

2 Weights for combining the different species are based on average 
sales values per head.
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war, output increased abroad and demand for export 
purposes declined. Farmers began to reduce live­
stock and poultry inventories. By 1927 such inven­
tories had declined 15 per cent from the 1919 level. 
Inventories remained below the base level from 1926 
until the beginning of World War II, with the excep­
tion of 1933 and 1934.

Farmers rapidly increased the size of flocks and 
herds following the outbreak of World War II. Aggre­
gate numbers rose 23 per cent from 1939 to 1944. 
Greatly increased demand and prices for animal prod­
ucts caused the increase. As in the first World War, 
it became necessary not only to feed our own armed 
forces abroad but to shoulder a large part of the 
burden of feeding our allied armed forces and civilian 
populations.

Following the War, livestock and poultry numbers 
declined. Subsequently, in the early 1950’s the Korean 
conflict stimulated demand and inventories turned up­
ward. The uptrend continued until 1955. Substan­
tially lower prices in the last half of 1955 reduced the 
incentive for further gains and in 1956 farmers began 
to reduce inventories. Production of livestock and 
poultry products declined substantially in 1957 on a 
per capita basis. By January 1958, the number of 
animals had dropped 6 per cent from the 1956 level. 
Prices began to rise in the latter part of the year, pro­
viding the incentive for an upswing in inventories 
which continued through 1961.

Technological Developments Influence 
Inventories over the Longer Run
Over the longer run, technological developments 

have had a major part in determining output per 
animal of livestock and livestock products. These 
developments have had an impact on the size of live­

stock and poultry inventories. One measure of such 
developments is the great increase in output of live­
stock and livestock products per breeding unit. Such 
output almost doubled from 1920 to 1960. Another 
measure is the total output of livestock and livestock 
products relative to the inventory of animals. While 
the number of animals, on a weighted basis, has not 
changed substantially since 1920, total production of 
livestock and livestock products has increased about 
100 per cent. This significant gain in efficiency has 
been a major factor in holding inventories relatively 
stable over the longer run in spite of the rapid gain in 
human population and consumption of livestock prod­
ucts (Chart 2, page 14).

Important in achieving this increased efficiency are 
several types of technological developments—the sub­
stitution of machine power for horse power, the gains 
in output through improved management practices, 
and greater turnover relative to inventories. For ex­
ample, the time from birth to carcass sale has been 
shortened substantially for most species.

Workstock on farms was a major part of total animal 
population in 1920. Horses and mules of all ages 
were estimated to total about 26 million, equivalent 
to about one-third the number of all cattle. By 1960, 
however, workstock had declined to about 3 million 
and estimates were discontinued because of the small 
number. Grazing land and feed used to maintain the 
horses and mules could now be used for other live­
stock. This substitution of food-producing animals 
for work animals was a factor in the increased output 
of livestock and livestock products.

Major gains have also been achieved through im­
proved technology in feeding, breeding, and disease 
control. For example, milk production per cow in-

Chort 1

1957-59=100 Total Livestock and Poultry Numbers, January 1 1957-59=100
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Chart 2

Livestock Numbers, Livestock Products and Human 
Population, 1920-1962
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Source:U .S. D e p artm en t of Agricu lture

creased at a fairly steady rate of about 3 per cent per 
year during the period 1944 to 1961.

Great gains have occurrcd in egg production per 
hen, from 90 in the mid-twenties to 210 in 1961. In 
the 1920 s poultry owners began to take advantage of 
the effect of light on egg production. Keeping layers 
under electric lights during the shorter days of the 
fall and winter months proved so effective that it be­
came standard practice. This and other innovations 
have not only greatly boosted total egg production but 
have also leveled out the major seasonal variations. 
Eggs per hen in the month of November have been 
boosted from 3 or 4 in the 1920’s to 16 in 1961.

Gains in pork production per breeding animal are 
indicated by the larger pig crop per sow farrowing. 
Since 1955 the pig crop per sow has increased more 
than 10 per cent, or at a rate of about 1.5 per cent per 
year.

Beef output per animal has gained in both quantity 
and quality. The number of calves born per 100 beef 
cows and heifers has increased about one-sixth since 
the 1920,s. Although weights at which cattle are 
marketed have not increased appreciably in recent 
years, they have been marketed younger and the per­
centage of dressed beef per pound of live weight is 
well above that of 40 years ago. Furthermore, the 
overall quality of the product has been improved.

Livestock and Poultry Inventories in 
Eighth District States3

Inventories of livestock and poultry in states of the 
Eighth Federal Reserve District generally followed 
national trends in 1961. Cattle rose 2 per cent, slightly 
less than nationally, with a small decline in dairy cat­
tle more than offset by a 3 per cent increase in other 
cattle and calves.

Hogs in district states rose 3 per cent, somewhat 
more than the national gain. Increases occurred only 
in the Corn Belt states of Illinois, Indiana, and Mis­
souri. These gains more than offset declines of 13 and
10 per cent, respectively, in the less important pro­
ducing Cotton Belt states of Mississippi and Arkansas. 
Chickens in the district states were up over 2 per cent, 
somewhat more than nationally.

H og Concentration in Corn Belt States 
Has Increased since 1920
A significant trend in livestock inventories in the 

district states since 1920 is the greater concentration 
of hogs in the Corn Belt. Although a larger per cent 
of the nation’s hogs were in district states at the be­
ginning of this year than in 1920, 36 per cent com­
pared to 31 per cent, all of the gain occurred in the 
three Corn Belt states of Missouri, Illinois, and In­
diana. Illinois and Indiana had increases of 65 and
30 per cent, respectively, while Missouri had a gain 
of only one per cent.

In contrast to the increase in hogs in the Corn Belt, 
there was a substantial reduction in other district 
states. Greatest reductions occurred in Arkansas and 
Mississippi with declines of 73 and 60 per cent, re­
spectively. In Tennessee the decline was 31 per cent, 
while in Kentucky the loss was only 8 per cent.

This increased concentration of hogs in the Corn 
Belt indicates the increased efficiency of production 
in the feed-producing areas. In these areas, savings 
occur both in cost of feed and in transportation of 
pork to major consuming centers, which are generally 
closer to the Corn Belt. Although farm labor costs 
are somewhat less in Arkansas and Mississippi, this 
saving is probably more than offset by the efficiencies 
of major grain-producing areas.

3 Arkansas, Illinois, Indiana, Kentucky, Mississippi, Missouri, and 
Tennessee. With the exception of Arkansas, only a portion of 
each of these states is in the Eighth Federal Reserve District.
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Cattle Numbers Have Increased Most 
in Non-Corn Belt States
Unlike hogs, cattle numbers have increased less in 

the Corn Belt area than in the other district states.

Total cattle in the district states have gained rela­
tive to numbers in the nation since 1920. During the 
42-year period, cattle inventories in the district states 
rose 54 per cent compared to 41 per cent in the na­
tion. Gains were greatest in Kentucky, Tennessee, 
and Mississippi, with increases of 105, 71, and 69 per 
cent, respectively.

The decline of 10 per cent in cows and heifers kept 
for milk in the district states was substantially greater 
than the national decline of 1.5 per cent in the 42-year 
period. The district states had 20 per cent of the na­
tional total of these cattle in 1920 compared to 18 per 
cent at the beginning of this year. The declines were 
greatest in the Corn Belt states of Indiana and Illi­
nois and in the central Cotton Belt states of Arkansas 
and Mississippi. The declines were 29 and 23 per 
cent, respectively, in the first two states and 46 and 
14 per cent in Arkansas and Mississippi. Tending to 
stabilize the number of milk cattle in the area during 
the period were major gains of 41 and 29 per cent, re­
spectively, in Kentucky and Tennessee and relatively 
stable numbers in Missouri.

Beef Cattle Have more than Doubled 
in District States since 1920
Inventories of cattle other than those kept for milk 

more than doubled in the district states from 1920 to
1962. The rapid gains in the district states raised their 
proportion of the national total from 14 per cent in 
1920 to 18 in 1962.

All district states made substantial gains during the 
period; however, the greatest percentage increases oc­
curred in Arkansas, Kentucky, and Mississippi. In the 
latter two states numbers of such cattle almost tripled, 
while in Arkansas the number more than doubled. 
Missouri and Illinois still lead the district states in 
beef cattle on farms, but their relative proportion of 
the district states' total has declined from 53 per cent 
in 1920 to 48 per cent in 1962. Indiana, which was 
third in beef cattle in 1920, has been surpassed by 
Mississippi and at the beginning of this year led Ken­
tucky by less than one per cent.

Advantages of the non-Com Belt states in beef cat­
tle production, especially the production of feeder

cattle, have increased relatively in recent decades. 
Such cattle require large quantities of forage, which 
can probably be produced at less expense on the lower 
priced land outside the Com Belt. The longer grow­
ing seasons and lower priced farm labor in the South 
are also favorable factors.

Chickens in Eighth District 
States Have Declined
Chickens, excluding commercial broilers, in Eighth 

District States have declined both, in absolute number 
and relative to the national total since 1924. There 
was a decline in the district states of 44 per cent dur­
ing the 38-year period compared with a decline of 16 
per cent in the nation. The proportion of the national 
total in district states declined from 27 per cent in 
1924 to 18 per cent in early 1962. Decreases were 
greatest in Missouri, Illinois, Kentucky, and Tennessee. 
Flocks in the first two states were down 64 and 59 per 
cent, respectively, and 50 per cent in both Kentucky 
and Tennessee. Part of the loss was offset by a 36 per 
cent increase in Mississippi. Chicken inventories held 
about steady in Arkansas during the period.

Other Types of Livestock and Poultry 
Have Generally Followed the National 
Trend
The trend in other types- of livestock in the district 

states was not greatly different from that of the na­
tion. Sheep and lambs declined 33 per cent compared 
to a 23 per cent decline for the nation in the period 
1920-1962. Turkey inventories in 1962 were up from 
1950 and 1960 levels but are below those in 1940 in 
both district states and the nation.

Summary
Livestock inventories in states of the Eighth Fed­

eral Reserve District generally moved upward with 
national trends in 1961. Over the past 40 years, beef 
cattle and hogs have become more concentrated in 
these states. The Com Belt states of Illinois, Indiana, 
and Missouri, where large volumes of grain can be 
fed near its place of production, showed the greatest 
increases in hog inventories. On the other hand, beef 
cattle production has tended to shift to the southern 
district states where large quantities of relatively low- 
cost forage are available. Compared to national totals, 
inventories of sheep, chickens, and turkeys in the dis­
trict states have declined.
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Check Payments

I  HE DOLLAR VOLUME OF CHECK PAY- 
MENTS and other charges to bank demand deposit 
accounts, generally referred to as “bank debits”, is fre­
quently used as an indicator of the general level of 
economic activity. The accompanying charts com­
pare the movements of bank debits for the ten larg­
est reporting centers in the Eighth Federal Reserve 
District with the 337 reporting centers throughout the 
United States (exclusive of the seven largest financial 
centers). Bank debits at the seven largest financial 
centers of the nation are excluded from the national 
series because financial transactions, which may not 
be closely related to the level of business activity, con­
stitute a large per cent of the total volume of debits 
in these cities. In order to reduce the rather wide 
monthly fluctuations in the series, a three-month mov­
ing average was applied to the data.

Reflecting the 1960-61 recession, check payments, 
seasonally adjusted, at the 337 reporting centers were 
about unchanged on balance, from early 1960 to early
1961. From February 1961, the recession trough, to 
February 1962, the volume of check payments in­
creased 9 per cent. Bank debits increased about 16 
per cent during the twelve months following both the 
August 1954 and April 1958 troughs in business ac­
tivity.

Debits at the ten largest reporting centers in the 
Eighth District showed quite diverse patterns.

The volume of bank debits is often used by analysts 
as one indicator of local business activity. Although 
these data are useful for this purpose, there are sev­
eral limitations to their use independent of other 
measures of local business developments. Among the 
limitations are the large and varying amounts of: ( 1 ) 
financial transactions unrelated to production and con­
sumption, (2) transactions from outside the area, (3) 
expenditures not resulting in debits, and (4) outlays 
recorded several times. Despite these limitations, 
bank debits are one of the best available indicators of 
economic activity for many localities.
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Check Payments IL

Ll Debits to demand deposit accounts, except interbank 
and U.S. Government accounts.

&  Includes St. Louis, Mo., East St. Louis,National Stock Yards, III., 
and Alton, III.

■mmU.S. figures are for reporting centers outside the seven leading 
financia l cities.

Latest data plotted: February.
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