Member Bank Income - 1968
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i EET PROFITS at member banks in the Eighth
Federal Reserve District rose moderately in 1968. Net
income after taxes (net profits) was up about 5 per
cent for the year, compared with increases of 8 and
14 per cent in 1967 and 1966 respectively and an aver-
age annual rate of 7 per cent in the eleven-year
1957-68 period.?

Operating revenue rose 16 per cent in 1968, re-
flecting both a larger volume of earning assets and
a higher average rate of return on assets. Expenses
were up 18 per cent, rising more rapidly than reve-
nue, although by a smaller dollar amount. Net current
earnings (operating revenue less operating expenses)
climbed 11 per cent compared with 4 per cent a year
carlier. However, the net effect of additions due to
recoveries, transfers from reserves, and profits, and
deductions due to losses, charge-offs and transfers to
reserves, was a deduction from net current earnings of
$25.6 million, or 16 per cent, compared with a deduc-
tion of $19.6 million, or 13 per cent in 1967.

Net profits at all member banks in the nation were
7.5 per cent higher in 1968 than in 1967, somewhat
more than for district member banks. Operating reve-
nue rose slightly faster in the nation than in the
district, and expenses increased more slowly. The
net effect of security transactions and other profit
and loss adjustments on loans and other assets at
member banks in the nation was a reduction from
net current earnings of $1.2 billion, or 24 per cent
in 1968, compared with a reduction of $0.7 billion,
or 17 per cent in 1967.
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Operating revenue at district member banks to-
taled $655 million in 1968, or 16 per cent above the
previous year. The $428 million revenue on loans rep-
resented an increase of 14 per cent. Interest on Gov-

IThroughout this article 1957 is used as the base year in
calculating trend rates, since that year was more typical
of bank operations than 1958,

ernment securities of $97 million was up 18 per cent
and that on other securities rose 22 per cent to $65
million in 1968, Revenue from all other sources totaled
$66 million, an increase of 18 per cent from the previ-
OUS year.

Loans rose from an average of $5.9 billion in 1957
to $6.4 billion in 1968, an increase of 8 per cent.
This increase is similar to the trend growth in loans
from 1957 to 1968 of 8 per cent per year. Holdings
of U.S. Government securities rose 9 per cent in 1968,
compared with a trend growth of only 1 per cent
annually since 1957, and other securities rose 15 per
cent, somewhat above their 13 per cent trend rate.

The rate of return on all types of earning assets
increased. Returns on loans in 1968 averaged 6.7 per
cent, compared with 6.3 per cent in 1967. Returns on
U.S. Government securities averaged 4.8 per cent and

Revenne on Loans

Interest on U.5. Government Secarities
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4.5 per cent in 1968 and 1967, respectively, and those
on other securities were 3.6 per cent and 3.4 per cent.

While total revenue increased more rapidly than
loan revenue, the latter accounted for six-tenths of
the increase in total revenue from a year earlier.
Interest income from both U.S. Government securi-
ties and other securities (mostly issues of state and
local jurisdictions) rose somewhat more rapidly than
loan revenue during 1968. Revenue from securities
accounted for about three-tenths of the rise in total
revenues. Revenue from service charges on deposit
accounts, up 11 per cent, and trust department reve-
nue, up 9 per cent, rose more moderately than other
sources of revenue.

Although accounting for only a minor portion of
the total, miscellaneous revenues were the maost ra-
pidly rising source, increasing from $18.2 million in
1967 to $24.6 million in 1968, or 35 per cent. This
gain reflects the proliferation of nonlending services
being offered by commercial banks in recent years.
Some of the income items included in this category
are rental of safe deposit boxes, income from leased
property, and income from foreign departments,
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Operating revenue at district banks has risen at
an average 10 per cent annual rate during the past .
eleven vears, from $227 million in 1957 to $655 mil-
lion in 1968.2 In addition to an increase in total assets,
the growth in revenue reflects a marked rise in the
general level of interest rates and a shift in the
composition of assets to more of the relatively
higher-earning types.

Total resources of district member banks grew from
$6.6 billion in 1957 to $12.9 billion in 1968, an average
annual increase of 6.3 per cent. Since the proportion
of assets in the form of cash declined slightly, earning
assets grew somewhat more rapidly, rising from $5
billion in 1957 to $10.3 billion in 1968, a 6.7 per
cent rate, i

The composition of banks™ portfolios has changed
sharply since 1957 to include proportionately more - -
higher-earning assets. Holdings of U.S. Government

securities dropped from 28 per cent of assets in 1957 ©.

to 16 per cent in 1968. Meanwhile, loans rose from

2These data are not adjusted for changes in total pumber

of banks, resulting from new member banks or withdrawals =
from memberships. The effect of such changes on the

total shown would be small.
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Cash and Other Assels

40 per cent to nearly 50 per cent of assets, and
securities, other than U.S. Governments, rose from 8
to 14 per cent.

The average rate of return on bank assets has
trended upward. The average return on bank loans
increased from 5.3 per cent in 1957 to 6.7 per cent in
1968, while the average return on Government secu-
rities rose from 2.6 per cent to 4.8 per cent during the
same period.
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Operating expenses at district member banks to-
taled $492 billion in 1968, 18 per cent more than
the previous year. As in most other recent years, ex-
penses grew at a more rapid rate than revenue. Inter-
est payments on time and savings deposits accounted
for the largest dollar amount of increase in total
expenses, but miscellaneous expense was the most
rapidly rising item. Interest payments rose from $172
million in 1967 to $202 million in 1968, an increase of
18 per cent. Wages, salaries, and employee benefits
rose from $132 million in 1967 to $150 million in 1968,
or 13 per cent, as the number of officers and em-
ployees rose 6.4 per cent and average compensation
per person increased 6 per cent. All other expenses
rose 23 per cent from $114 million to $140 million.
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The rapid rise in miscellaneous expenses was
largely due to larger payments for borrowed money
and for furniture and equipment. At the interest rate
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relationships prevailing in much of 1968, banks found
it profitable to increase their borrowings despite the
rising rates paid on borrowed funds. During portions
of 1968 market rates were above the rates which
banks were permitted to pay on deposits under Reg-
ulation Q, and as a result banks relied more heavily
on borrowings to meet their loan demand, The rapid
increase in furniture and equipment expenses reflects
increased mechanization and automation in com-
mercial banking. Banks have been able to increase
efficiency through increased use of data-processing
equipment in performing the numerous clerical tasks
associated with banking operations.

Since 1957 operating expenses of member banks
in the district have risen from $137 million to $492
million, an average annual increase of 12 per cent.
Reflecting a generally rising demand for loanable
funds and competition among financial agencies to ob-
tain such funds, interest paid by banks has increased
sharply during the past decade. Interest expense rose
from $23 million in 1957 to $202 million in 1968, an
increase of 22 per cent per year. The volume of time
and savings accounts rose from $1.3 billion in 1957 to
$4.7 billion in 1968, or 12 per cent per year, while
the average rate paid on these accounts rose from
1.7 per cent to 4.3 per cent. Other expense items
have risen, but less rapidly than interest expense.
Salaries, wages, and fringe benefits rose at an average
annual rate of 8 per cent, and all other expenses
rose at a 10 per cent rate.

Net current earnings of member banks in the
Eighth District totaled $164 million in 1968, an in-
crease of 11 per cent from a year earlier. This was
about double the average annual increase of 5.6 per
cent during the 1957-68 period. The net effect of
adjustments for losses, charge-offs and transfers to
valuation reserves in 1968, however, resulted in net
income being $25.6 million less than net current earn-
ings, compared with a $19.6 million difference in 1967.
Much of this increase in the earnings/income differen-
tial resulted from losses on securities sold.

Net income after taxes at district member banks
totaled $97 million in 1968, an increase of 5.3 per
cent from a vear earlier. This was somewhat below
the trend rate of 7.1 per cent per vear since 1857, In
comparison, net income after taxes for all member
banks in the nation rose 7.5 per cent last year and has
risen at an 8.3 per cent rate since 1957.
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Member banks distributed $38.5 million in divi-
dends on common stock in 1968, an increase of 10 per
cent from the previous year. Net retained earnings at
these banks totaled $56 million. These undivided
profits, of course, are the primary source of increased
capital in banks. In addition, member banks in the
district raised a net $6.7 million of other capital, for a
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total increase in capital of $63 million, 6.3 per cent
above year-end 1967.

Since 1957, capital at district member banks has
risen at a 6.5 per cent rate. In the late 1950's capital
was rising more rapidly than either deposits or assets.
As a result the capital-to-assets and capital-to-deposits -
ratios both rose. Since 1962, however, these ratios =
have had a downward trend. In comparison, the ratio =
of capital to loans has declined from about 20 per cent, .-
prevailing in the 1957-62 period, to 16 per cent in .
1968, Some analysts view these declining ratios as @
an increase in banks’ exposure to risks, and viewed in
this manner, risk exposure has increased somewhat in ¢
recent years.

Loans and "Other Securities”
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