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COMMERCIAL BANKING PERFORMANCE — FOURTH QUARTER, 1994

Commercial Banks Earn $10.7 Billion In Fourth Quarter

Full-Year Earnings Of $44.7 Billion Set New Record

Loan Growth Continues To Support Strong InduStry Performance
Assets Of Commercial Banks Pass $4 Trillion Mark

Commercial banks reported $10.7 billion in fourth-
quarter earnings, lifting their net income for the
year to a record $44.7 billion. Net interest income
was $1.9 billion higher in the fourth quarter than
a year earlier, while loan-loss provisions were
$1.1 billion lower. However, these year-to-year
improvements were outweighed by a $1.7-billion
increase in overhead expense, a $1.1-billion
decline in after-tax proceeds from securities sales
and extraordinary items, and a $342-million de-
cline in noninterest income. As a result, fourth-
quarter earmings were $55 million lower than a
year earlier. The average return on assets (ROA)
in the fourth quarter was 1.08 percent, down from
1.18 percent a year ago.

For the full year, industry earnings of $44.7 billion
were $1.6 billion (3.7 percent) above 1993’s $43.1
billion, even though securities sales and extraor-
dinary transactions produced $4.7 billion less after
taxes than in 1993. Net operating (core) earnings,
which exclude these nonrecurring items, were
$6.3 billion (16.2 percent) higher than in 1993.
Banks registered $570 million in losses on securi-
ties sales and $15 million in extraordinary losses
in 1994, compared to $3.1 billion in securities
gains and $2.1 billion in extraordinary gains in
1993. This marks the first year since 1982 that
banks have reported a combined net loss on se-
curities and extraordinary transactions. The main
sources of earnings improvement in 1994 were
higher net interest income (up $7.3 billion), and
lower loan-loss provisioning (down $5.9 billion).
The increase in net interest income was attribut-
able to strong growth in interest-bearing assets,
especially loans, as net interest margins were
slightly lower thanin 1993. The $10.9 billion banks
set aside in provisions for loan losses in 1994 was
the smallest annual total since 1983. Noninterest
income grew by only $1.3 billion, held down by a
$2.9-billion decline in trading account and foreign-
exchange gains and fees.
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Slightly more than half (54.4 percent) of the 10,450
commercial banks reporting year-end results reg-
istered higher earnings than in 1993. Fewer than
one in 25 banks was unprofitable in 1994. For the
third consecutive year, almost two-thirds of all
commercial banks posted average returns on as-
sets of one percent or greater. Banks paid divi-
dends to shareholders totaling $28.1 billion in
1994, an increase of over $6 billion (27.5 percent)
from 1993. Dividend payments were equal to 62.9
percent of banks’ net income, the highest payout
level since 1991. Retained earnings were $16.6
billion, a decline of $4.4 billion (21.1 percent) from
1993.

Average net interest margins declined slightly in
the fourth quarter, to 4.42 percent from 4.46 per-
cent in the previous quarter and 4.43 percent in
the fourth quarter of 1993. Margin strength was
evidenced by the smallest and largest banks.
Banks with assets of $1 billion or less and banks
with assets greater than $10 billion experienced
no decline in their average margins from third-
quarter levels, and had higher margins than a year

Requests for copies of and subscriptions to the FDIC Quarterly Banking Profile should be made through the FDIC’s
Office of Corporate Communications, 550 17th Street, NW, Washington, DC 20429; telephone (202) 898-6996.
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