
A n o t h e r  G o o d  Y e a r  f o r  D i s t r i c t  M e m b e r  B a n k s

Total earnings of Sixth District member banks reached a 
peak of 224 million dollars in 1953, the highest level in 
the history of this District’s banking operations. The in
crease in earnings largely reflected the higher volume of 
loans made during 1953 as well as the higher rates earned 
on loans and investments during the early part of the year. 
Net profits also increased, but on the average they bore the 
same relationship to total capital accounts as they did in 
the preceding year, 9 percent. The average ratio of net 
profits to total assets in 1953 of .64 of one percent also 
was unchanged from 1952.

That the ratio of net profits to total capital accounts 
failed to rise from the 1952 level despite the growth in net 
profits resulted from a greater rate of growth in capital 
than in assets in 1953. Member banks added to their capi
tal by retaining two-thirds of their net profits and also by 
selling substantial amounts of stock. As a result of the 
increase in capital, the average ratio of total capital ac
counts to total assets rose to 7.5 percent, the highest point 
since 1943, compared with 7.2 percent in 1952.

Commercial bank earnings result from the complex in
teraction of many factors that are often concealed by the 
aggregate figures. In order to be able to better understand 
the relationship of various types of assets, expenses, and 
earnings to total operations, this Bank, as well as the other 
Federal Reserve Banks, makes an operating ratio study 
for each of its member banks at least once a year. The 
ratios for 1953 were computed by using averages of data 
taken from the reports of condition for December 30, 
1952; June 30, 1953; and September 30, 1953, together 
with data from the banks’ reports of earnings and dividends 
for 1953. Averages of these ratios for all District member 
banks in 1953 and several preceding years are shown in 
the table on page 4.

Changes in Earnings
Banks obtain their earnings from four sources: interest on 
securities, interest on loans, service charges on deposit 
accounts, and “other current earnings,” Of these sources 
the first two, sometimes called the earning assets, supply 
about 85 percent of total earnings, with loans generally 
yielding a higher rate of return than securities. Conse
quently, an increase in loans and investments, either abso
lute or in relation to total assets, will have a marked influ
ence on total earnings. Furthermore, other things being 
equal, earnings will be greater the more that earning assets 
consist of loans rather than securities. Changes in the rates 
of return on either loans or securities are, of course, one 
of the major factors affecting bank earnings.

The banks not only increased their total assets during
1953, but also had a larger proportion of those assets in

the form of loans and securities than in 1952. On an aver
age for the year, loans equaled 30.8 percent of total assets, 
compared with 29.8 percent in 1952, and Government
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and other securities averaged 41.8 percent, compared with 
41.6. Not only did the banks have more of their asset dol
lars at work in 1953, but these dollars were bringing higher 
average returns.

Between January and June 1953, the monthly average 
rate of yield on United States long-term bonds rose from
2.80 percent to 3.09 percent, and the rate of increase on 
Treasury bills and certificates was even greater. Conse
quently, on the average, the banks earned higher returns 
on their United States Government security holdings and 
on other types of securities—2 percent in 1953, compared 
with 1.9 percent in 1952. By the end of the year rates

Chart II 
Bank Earnings by Source
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Earnings at District Member Banks in 1953  
V ary by Size of Bank
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small banks earned greater returns on their investments.

were well below the June level. The rate of return on loans 
averaged 6.30 in 1953, which was practically the same as 
in 1952 with some exceptions, particularly at the larger 
banks, where loans earned slightly higher rates of return.

Expenses Higher
Total expenses constituted, on an average, a higher pro
portion of total earnings in 1953 than in 1952, increasing 
from 63.4 percent to 64.5 percent. One factor raising total

expenses was the higher rate of interest paid time deposi
tors, indicated by the increase in the ratio of interest to 
time deposits from 1.1 percent in 1952 to 1.23 percent in 
1953. At banks with time deposits, these interest pay
ments constituted 9.1 percent of total earnings, compared 
with 8.4 percent in 1952. Salaries and wages also increased 
in importance in relation to total earnings from 31.7 per
cent to 32 percent.

Operations Varied by Size of Bank
How a bank’s earnings position is affected by the relative 
importance of loans and investments to total assets and 
by the rates of return on them is strikingly illustrated by 
comparing the ratios of banks grouped by size. As is indi-

AVERAGE OPERATING RATIOS OF ALL MEMBER BANKS IN THE 
SIXTH FEDERAL RESERVE DISTRICT

SUMMARY RATIOS: 1948 1949 1950 1951 1952 1953
Percentage of total capital accounts: 

Net current earnings before inc. 
taxes .......................................................... 17.1 16.8 16.7 16.1 16.4 16.3

Profits before inc. ta xe s ...................... 13.9 14.2 14.5 13.8 14.1 14.2
Net p ro f it s ................................................. 10.4 10.5 10.6 9.4 9.0 9.0
Cash dividends declared........................ 3.3 3.3 3.2 3.1 3.2 3.1

Percentage of total assets:
Total earnings ...................................... ? ,6 2.87 3.05 3.05 3.12 3.25
Net current earnings before inc.

1.0 1.11 1.18 1.13 1.14 1.15
Net p r o f i t s ................................................. .6 .70 .75 .68 .64 .64

SOURCE AND DISPOSITION OF EARNINGS: 
Percentage of total earnings:

Int. on U. S. Govt, sec......................25.8 24.1 21.9 21.2 22.1 23.0
Int. & div. on other sec..................... 6.5 6.3 6,0 6.0 5.9 5.7
Earnings on lo a n s ................................. 52.3 54.7 57.5 58.5 58.7 58.6
Serv. chgs. on dep. accounts . . . 6.8 7.0 6.9 6.9 6.6 6.4
Other current earnings ........................... 8 .6 7.9 7.7 7.4 6.7 6.3

Total earnings ...................................... 100.0 100.0 100.0 100.0 100.0 100.0
Salaries and w ages................................. 29.5 30.0 30.7 31.7 31.7 32.0
Other current expenses ........................... 31.9 31.2 30.8 31.0 31.7 32.5

Total expenses ...................................... 61.4 61.2 61.5 62.7 63.4 64.5
Net current earnings before inc. 

taxes ....................................................... 38.6 38.8 38.5 37.3 36.6 35.5
Net losses (or net recoveries+ ) 1 ., 6.6 5.4 4.4 4.8 4.5 3.8
Net increase (or net decrease+ ) in 

valuation reserves........................... .47
Taxes on net incom e........................... . 7.9 8.6 9.0 10.0 11.4 11.3
Net p ro f it s ................................................., 24.1 24.8 25.1 22.5 20.7 19.9

RATES OF RETURN ON SEC U R IT IES  & LOANS: 
Return on securities:

Int. on U. S. Govt, sec..........................  1.6 1.7 1.7 1.8 1.9 2.04
Int. & div. on other sec....................... 2.9 2.8 2.7 2.6 2.6 2.67

5.7

.5

39.3

Net losses (or net recoveries + ) on
total sec.2 ............................................

Return on loans:
Earnings on loans ...........................
Net losses (or net recoveries+ ) on 

loans3 ......................................................
DISTRIBUTION OF ASSETS:

Percentage of total assets:
U. S. Govt, sec..................................... ....
Other sec..........................................................  6.9
Loans................................................................. 25.5
Cash a s se ts .................................................27.5
Real-estate assets .................................................7
All other a s s e t s .................................................1

Total a sse ts ........................................... 100.0
OTHER RATIOS:

Total cap. accts. to:
Total a s se ts .................................................6.2
Total assets less Govt. sec. and

cash a s s e ts ........................................... 21.5
Total deposits ........................................... 6.7

Time deposits4 to total deposits . . . 22.4 
Int. on time deposits4 to time deposits .9 
Trust department earnings4 to

total earnings ....................................................
Interest on time deposits4 to

total earnings .....................................................
Number of banks............................................344
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T̂he 1948-1952 ratios include net recoveries or losses and net changes in valuation 
reserves. The 1953 ratio excludes changes in valuation reserves.

2The 1948-1952 ratios include changes in valuation reserves; the 1953 ratio excludes 
them.

3Net recoveries or losses excluding changes in valuation reserves.
4Banks with none were excluded In computing this average.
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cated in Chart III, there is a tendency for smaller banks to 
have higher ratios of total earnings to total assets than 
larger banks. This tendency is explained partly by the 
greater proportion of earning assets in loans at smaller 
banks than at larger banks.

There is also a tendency for smaller banks to earn 
greater returns on their loans than larger banks do. The 
higher average rate of earnings on loans at small banks 
reflects the type of loans made; for the most part loans 
are small and are more likely to be concentrated in real 
estate, consumer, and farm loans and loans to small busi
nesses than those of the larger banks. Although the smaller 
banks have higher earnings in relation to total assets than

the larger banks, their expenses are also higher in relation 
to total earnings.

No Substitute for Sound Management
With more of their earning assets concentrated in loans 
than at any time since 1941, member bank profits have 
been increasingly sensitive to changes in demand for loans 
and in interest rates. Since this demand largely depends 
upon general economic conditions, and since monetary 
and credit policies determine in part banks’ ability to grant 
credit, they have only limited control over future earnings. 
Nevertheless, how well the individual bank fares in the 
economic environment of 1954 will continue to depend 
upon sound management.

Charles S. Overmiller

W h a t ’s  H a p p e n in g  i n  T e x t i l e s  ?

As 1953 ended, 12,000 fewer workers were employed in 
the District’s largest industry than a year earlier, and tex
tile employment was 2,200 less at the end of January 1954 
than it had been at the beginning of the year. Since tex
tiles account for 16 percent of total manufacturing in the 
District, a continued decline or possible revival in employ
ment is of considerable significance to the economy of the 
region.

Textile Business in the Doldrums
Over-all activity in textiles has been declining in the 
United States since the spring of 1951, although there was 
a moderate upturn during the last half of 1952 and first 
six months of 1953. The widely heralded recovery, how
ever, was short-lived. By January 1954, the country’s tex
tile production (seasonally adjusted) had dropped 23 per
cent below the June 1953 level, with output of cottons af
fected proportionately less than wool and synthetics.

Cotton textile production in the District represents over 
85 percent of the value of total textile output, and develop
ments in cotton, therefore, are of major importance. Cot
ton output, as measured by the District’s seasonally ad
justed index of cotton consumption, was off 17 percent in 
February from the June 1953 peak. Employment showed 
a smaller decrease than output; a number of textile mills 
adopted a shortened work week in preference to lay-offs, 
at the same time maintaining operations on a three-shift 
basis. Wholesale prices for cotton products fell rapidly 
and almost continuously after early 1951 and mill margins 
shrank substantially.

Banks in communities where textile manufacturing pre
dominates were directly influenced by conditions in the 
industry, but not seriously. In communities of less than
15,000 population where textiles are the principal indus

try, both demand (exclusive of interbank) and time 
deposits rose during 1953. This increase was smaller than 
for banks in similar size communities having little textile 
employment. An earlier study by this Bank showed that in 
the recession of early 1949, demand deposits within textile 
communities showed a percentage decline from the pre
vious year, although they rose percentagewise in other 
communities. The explanation for the contrasting trends 
in deposits between the two periods is that the drop in 
textile activity was more moderate in 1953 than in
1948-49.

Reasons for the Textile Famine
Following cessation of hostilities in Korea in July 1953, a 
marked curtailment of military buying undoubtedly con
tributed to the adverse developments in cotton textiles. 
The District states’ total of contracts awarded by the Fed
eral Government for all types of textile goods was lower in
1953 than in the previous year. A drop in exports was 
another unfavorable element. Exports ordinarily are not a 
significant factor, since they make up only in the neighbor
hood of 10 percent of this country’s aggregate sales of tex
tile mill products. In November 1953, however, exports 
of cotton cloth were off about one-third from a year earlier, 
a loss large enough to cause repercussions.

Still another unfavorable element in the demand situa
tion was the slackening in industrial purchases. Production 
of cotton tire cord and fabric dropped from 22 million 
pounds in the second quarter of 1953 to 14 million in the 
final quarter, partly because of the substitution of syn
thetics for cotton in tire cord manufacture. This was the 
chief reason for a substantial labor surplus in the Cedar- 
town-Rockmart region of Georgia, one of the five small
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