
employed in the industry has declined, but it is believed 
that women still outnumber men. As the industry came to 
use more male labor and as rug production became more 
important, the average wage rate became larger. Hourly 
wages are probably not much different from those received 
by the District’s textile workers, who averaged $1.20 an 
hour last year.

Financing by Banks and Factors
Tufting firms meet some of their capital needs by borrow
ing from District financial institutions. Although several 
banks that are located in the principal area of tufting 
production have had little experience with lending to this 
industry, a small number of them have engaged in such 
financing to a considerable extent. Much of the credit 
extended has been for the purpose of satisfying working 
capital requirements, which are fairly considerable, not 
only because of the seasonal nature of both production and 
sales but also because tufting firms frequently offer longer 
credit terms than they receive from their own suppliers.

Some banks have extended lines of credit to selected 
manufacturers who used the borrowed funds primarily 
to buy raw materials or to build up finished goods inven
tories before the beginning of a season. A number of 
companies that do not have their accounts factored rely 
on banks to lend to them on receivables. Equipment 
financing is probably less common than accounts receiv
able financing. Some bankers have been reluctant to lend 
to tufting firms that have enjoyed such remarkable growth 
that their capital structure has become inadequate.

Factors are a fairly important source of short-term

capital. Although some of them have made loans to carry 
inventories, their principal activity is apparently the financ
ing of accounts receivable. The factor commonly assumes 
the credit risk, does the collecting of invoices for the 
manufacturer, and pays him a large advance payment 
almost immediately after the merchandise has been 
shipped. For performing credit investigation, bookkeeping, 
and related services, the factor receives a commission. 
He also charges interest on the money given his client in 
advance of collections from the manufacturers’ customers.

Future Is Bright
In view of the rapid development and tremendous changes 
in a comparatively few years, the industry may reasonably 
expect further expansion. Not only are new products 
being offered, of which tufted automotive floor coverings 
and tufted upholstery fabrics are the latest, but also the 
potential of some of the more familiar tufted articles has 
not been reached.

Much research by the companies and the industry’s 
vigorous trade association has been directed toward fur
ther improvement of its products. Moreover, experiments 
with synthetics and various blends have been going on 
for some time, and these fibers are being used to an 
increasing extent in the making of tufted floor coverings. 
New machines and equipment are also continually being 
devised. Even though the trend toward geographic dis
persion, mass production, and larger-size national con
cerns is expected to go on, this District will benefit from 
a continuing growth of the tufting industry.

Harry Brandt

M e m b e r  B a n k  E a r n i n g s  D o w n  B u t  P r o f i t s  U p

Net profits after taxes at Sixth District banks in 1954 
amounted to 55.6 million dollars, 13 million dollars more 
than the 1953 amount. Little of the increase in profits, 
however, came about because of an increase in operating 
income from such sources as loans and investments. Net 
profits from the sale of securities, together with recoveries, 
accounted for most of the growth in the banks’ net profits.

The operating ratios for 1954, just completed by this 
Bank, help explain the seeming contradiction between the 
changes in net profits and operating earnings. The 1954 
ratios were computed by using averages of data taken from 
reports of condition for December 31, 1953; June 30, 
1954; and October 7, 1954, together with data from the 
banks’ reports of earnings and dividends for 1954. The 
averages for 1954 and several preceding years are shown 
in the table on page 6.

The ratios reveal that in 1954 the banks earned a slightly 
greater return on total assets, 3.26 percent compared with 
3.25 percent in 1953. For one thing, earning assets con
stituted a greater part of total assets in 1954. For another 
thing, banks shifted some of their earning assets from 
Government securities to loans and other securities, which 
normally yield higher average returns. Government security 
holdings in 1954 constituted 33.4 percent of total assets,

compared with 33.9 percent in 1953. The corresponding 
ratios for other securities and loans rose from 7.9 to 8.1 
percent and from 30.8 to 31.5 percent, respectively.
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p r i m a r i l y  b e c a u s e  o f  r e c o v e r i e s  a n d  p r o f i t s  

f r o m  t h e  s a l e  o f  s e c u r i t i e s

m illion do llars 
240

1947 1948 1949 1950 1951 1952 1953 1954

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

March 31, 1955



The shift from Government securities to loans was the 
expected reaction of the policy of active ease followed by 
the Federal Reserve System during 1954. Declining rates 
on Governments encouraged banks to expand their loans— 
one of the desired effects of an anti-recessionary monetary 
and credit policy. Also, for banks that could expand loans 
only by selling securities, declining security yields during 
the first part of the year and a corresponding rise in market 
values made the sale of such securities attractive.

Government securities yielded an average of 2.06 per
cent in 1954, compared with 2.04 percent in 1953, largely 
because banks concentrated more of their investment funds 
in the longer-term, higher-yield securities. Rates on Govern
ments declined during the first half of the year but increased 
during the last half. Rates on loans, judging by rates on 
new business loans at selected banks, were still falling at 
the end of 1954. The average rate of return on loans 
declined from 6.30 percent in 1953 to 6.19 percent in 1954.

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

SUMMARY RATIOS: 1949 1950 1951 1952 1953 1954
Percentage of total capital accounts: 

Net current earnings before inc. 
taxes .............................. 16.S 16.7 16.1 16.4 16.3 15.5

Profits before inc. taxes . . . . 14.2 14.5 13.8 14.1 14.2 15.1
Net profits.......................... 10.5 10.6 9.4 9.0 9.0 9.9
Cash dividends declared . . . . 3.3 3.2 3.1 3.2 3.1 3.1

Percentage of total assets:
Total earnings ..................... 2.87 3.05 3.05 3.12 3.25 3.26
Net current earnings before inc. 

taxes .............................. 1.11 1.18 1.13 1.14 1.15 1.10
Net profits.......................... .70 .75 .68 .64 .64 .71

SOURCE AND DISPOSITION OF EARNINGS: 
Percentage of total earnings:

Int. on U. S. Govt, sec...........  24.1 21.9 21.2 22.1 23.0 22.4
Int. & div. on other sec........... 6.3 6.0 6.0 5.9 5.7 5.9
Earnings on loans................. 54.7 57.5 58.5 58.7 58.6 58.8
Serv. chgs. on dep. accounts . . 7.0 6.9 6.9 6.6 6.4 6.7
Trust department earnings1 . 2.6 2.2 2.2 2.6
Other current earnings ............ 7.9 7.7 7.4 6.7 6.3 6.2

Total earnings .................. 100.0 100.0 100.0 100.0 100.0 100.0
Salaries and wages................. 30.0 30.7 31.7 31.7 32.0 32.3
Interest on time deposits2. . 7.6 8.4 9.1 10.4
Other current expenses ............ 31.2 30.8 31.0 31.7 32.5 33.9

Total expenses .................. 61.2 61.5 62.7 63.4 64.5 66.2
Net current earnings before inc. 

taxes ........................... 38.8 38.5 37.3 36.6 35.5 33.8
Net losses (or net recoveries +)3 5.4 4.4 4.8 4.5 3.8 +  1.0
Net increase (or net decrease + )  

in valuation reserves............ .47 1.4
Taxes on net income.............. 8.6 9.0 io.o 11.4 11.3 11.4
Net profits.......................... 24.8 25.1 22.5 20.7 19.9 22.0

RATES OF RETURN ON SECURITIES & LOANS: 
Return on securities:

Int. on U. S. Govt, sec...........  1.7 1.7 1.8 1.9 2.04 2.06
Int. & div. on other sec........... 2.8 2.7 2.6 2.6 2.67 2.60
Net losses (or net recoveries + )  

on total sec.4.................... .1 .1 .08 +  .27
Return on loans:

Earnings on loans .................. 5.8 6.0 6.0 6.3 6.30 6.19
Net losses (or net recoveries + )  

on loans5 ........................ .2 .2 .1 .1 .20 .17
DISTRIBUTION OF ASSETS: 

Percentage of total assets:
U. S. Govt, sec.................... 37.1 35.9 33.8 33.9 33.9 33.4
Other sec............................ 7.2 7.6 7.6 7.7 7.9 8.1
Loans ................................. 28.2 30.1 30.4 29.8 30.8 31.5
Cash assets ........................ 26.4 25.4 27.1 27.5 26.2 25.8
Real-estate assets ................. .9 .8 .9 .9 1.0 1.0
All other assets.................... .2 .2 .2 .2 .2 .2

Total assets ..................... 100.0 100.0 100.0 100.0 100.0 100.0
OTHER RATIOS:

Total cap. accts. to:
Total assets ........................ 6.9 7.3 7.3 7.2 7.5 7.7
Total assets less Govt. sec. and 

cash assets.............. .. 21.5 20.8 20.4 20.1 20.0 19.6
Total deposits..................... 7.5 8.0 8.0 7.9 8.2 8.4

Time deposits6 to total deposits . . 23.9 23.7 22.7 22.6 23.5 24.8
Int. on time deposits6 to time deposits 1.0 1.0 1.0 1.1 1.23 1.36

NUMBER OF BANKS................. 347 350 353 355 358 362

1Banks with none were excluded. Ratio included in “Other current earnings.”
2Banks with none were excluded. Ratio included in “Other current expenses.”
3The 1949-1952 ratios include net recoveries or losses and net changes in valuation 
reserves; the 1953-1954 ratios exclude changes in valuation reserves.
4The 1949-1952 ratios include changes in valuation reserves.
5Net recoveries or losses excluding changes in valuation reserves.
"Banks with none were excluded in computing these averages.

Although the average return on assets thus increased 
modestly, the increase was more than offset by greater ex
penses. In 1954, expenses as a ratio of total eamings were 
66.2 percent—higher than a year earlier and the highest 
since the war years. The increase in expenses stems 
primarily from higher costs for wages and salaries and a 
higher interest cost on time deposits.

The sum total of all these developments was a smaller 
ratio of net current earnings (before taxes) to total assets 
in 1954 than the year before, 1.10 percent compared with 
1.15 percent. During 1954, banks added substantially to 
their capital accounts. With only a moderate increase in 
earnings, net earnings as a percent of total capital declined 
to 15.5 percent in 1954 from 16.3 percent in 1953.

Losses on loans and recoveries on loans previously 
written off and amounts added to reserves for bad debt 
losses on loans are not included in the banks’ operating 
earnings or expenses. Losses or profits from the sale of 
securities are also excluded. The items, however, were in
cluded in arriving at the net profit figures.

In 1954, profits from sales of securities amounted to 
one percent of banks’ total earnings. In 1953, they had 
incurred losses on the sale of securities amounting to 3.8 
percent of total earnings. It was the net profits and re
coveries on securities in 1954, made possible by condi
tions in the money market, that increased net profits from 
9 percent of total capital accounts to 9.9 percent. Income 
from this source was only partly offset by greater transfers 
to valuation reserves in 1954 than in 1953.

Changes in the Internal Revenue Code authorized a 
somewhat more liberal basis for providing for possible 
losses on loans in the future. Actual net losses on loans 
in relation to total loans were lower in 1954. Profitwise,
1954, which was considered to be a recession period, was a 
favorable year for bank operations. Although their expenses 
followed the trend of recent years, banks were able to meet 
dividend payments and to further add to capital funds.

Charles S. Overmiller

B a n k  A n n o u n c e m e n t s

On February 24, the Avon Citrus Bank, Avon Park, 
Florida, a nonmember bank, began to remit at par 
for checks drawn on it when received from the Federal 
Reserve Bank. Its officers include James Sottile, Jr., 
President; William Sottile and W. D. Dorminey, Vice 
Presidents; W. V. Proctor, Jr., Assistant Vice President; 
Leon L. DeLaney, Cashier; and Mrs. Mary F. Garrett, 
Assistant Cashier. Capital amounts to $100,000 and 
surplus and undivided profits to $165,455.

On March 1, the Bank of Crestview, Crestview, Flor
ida, was admitted to membership in the Federal Reserve 
System. Officers of this bank are C. B. McLeod, Presi
dent; M. L. Campbell, Executive Vice President; A . B. 
Moore and Mrs. Virginia McLeod, Vice Presidents; 
Ralph Baggett, Cashier; Miss M. B. Anderson, Mrs. 
Margaret Holmes, and Mrs. N. J. Matros, Assistant 
Cashiers; and Alex Clemmons, Farm Representative. 
Capital amounts to $100,000 and surplus and undivided 
profits to $95,000.
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