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D i s t r i c t  B a n k i n g  D e v e l o p m e n t s  i n  1 9 5 1

At the end of 19 51, Sixth District businesses, farmers, and 
consumers not only had more deposits in the banks than at 
the beginning of the year, but also they owed the banks less 
money. They used their deposits less intensively, however, 
than in 1950. For one thing, they increased their savings by 
adding to their time deposits. When they borrowed, they 
paid more for the use of the funds.

The banking record for 19 51 reflects in broad terms the 
nation’s economic and credit developments. Where the record 
for the District differs from that for the nation, it reflects, 
also in broad terms, the District divergence from the national 
trend in economic development. Banking figures for the Dis
trict, however, show these developments only generally.

The problems facing District bankers differed more from 
one area to another than in any other postwar year. In 
some areas, their customers continued to borrow heavily, 
and in order to obtain needed reserves, bankers had to bor
row, or sell their Government securities. In other localities, 
although deposits expanded, lending fell off and banks 
added to their security holdings at impressive rates. Any 
generalization about District credit and banking conditions 
during 19 5 1, therefore, would be difficult to make, except 
for the conclusion that trends in any area seemed to reflect 
primarily the way in which the defense program affected 
the economic life of the communities the banks served.

Continuation of Deposit Growth
About midyear the trend of deposits at District member 
banks changed. By that time the decline from the high point 
recorded for the end of February had run its course. In 
June, deposits began to rise rapidly and by December 3 1 
were 7 percent greater than a year earlier. The June-Decem- 
ber gain totaled 553 million dollars, which was greater than 
that for the same period of 1950. Deposit expansion during 
the last seven months of 19 5 1 was remarkable partly because 
it occurred at a time when industrial activity was slumping, 
and partly because it exceeded the national rate.

Three economic developments help explain the growth in 
deposits. In several areas, Government expenditures for mil
itary training directed a flow of funds toward District banks. 
In other areas, outlays for defense and other facilities 
involved large expenditures of funds which found their way 
into the banks. In predominantly agricultural areas, the high 
level of income caused a striking rise in deposits. One 
clear-cut example of these effects is shown in the behavior of 
deposits in the Augusta, Georgia, area, where the Atomic 
Energy Commission’s Savannah River project directed funds 
into local banks and caused deposits to expand almost 20 
percent. The greatest rate of deposit expansion occurred in 
South Georgia, where agriculture is the chief source of 
income.

Although dollar growth in time deposits at District mem
ber banks during 19 51 was not spectacular, the change in 
trend reflected a major shift in the rate of savings. During 
the preceding year, consumers had financed their increased 
buying by drawing heavily on their savings deposits. Begin
ning in May 19 51, they reversed this process by building up 
their time deposits. At the end of the year they had 3 per
cent more in their accounts than they had at the end of 1950.

The decline in the rate of deposit use during 19 5 1 offset 
some potential inflationary pressures inherent in expanded 
deposits. Although depositors at District reporting banks 
drew checks and made other withdrawals during 19 5 1, as 
measured by bank debits, in an amount 13  percent greater 
than in 1950, a month-by-month comparison shows the 
increase concentrated in the first seven months. In Decem
ber 19 51, debits at these banks were only 7 percent more 
than in 1950 although their deposits were 9 percent greater.

Halt in Loan Expansion
The growth in deposits was not accompanied by a loan 
expansion in the District as it was in other sections of the 
country. Loans at all member banks at the end of 19 5 1 were 
up only slightly from a year earlier, despite a limited sea
sonal expansion after a 19 51 low point in August. In Flor
ida, however, loans at the end of 19 5 1 were up 12  percent 
from those of a year earlier. In all areas of the state except 
the Jacksonville area, they were at least 10  percent greater. 
The increase amounted to one percent in both Tennessee and 
Louisiana, and to 2 percent in Mississippi. Loans declined 2 
percent in Alabama and 6 percent in Georgia.

Credit controls, both general and selective, and the Volun
tary Credit Restraint Program probably influenced lending 
activity during 19 5 1. It is likely that local economic condi
tions dampened the demand for District bank credit.

New loans made at Sixth District banks exceeded repay
ments in each of the first three months of 19 5 1. At the end 
of March, they had reached an all-time high of 2,030 million 
dollars. After that, they declined seasonally each month 
until August, in sharp contrast with the 120 million dollar 
expansion in the corresponding period of 1950.

As textile prices declined and consumer demands weak
ened, the textile industry began to liquidate inventories, cur
tail operations, and repay loans. Retailers also tried to 
reduce their commitments. The inauguration of the Volun
tary Credit Restraint Program also helped limit lending to 
businesses. Bankers not only scrutinized loan applications in 
the light of the standards set up by the Committee on Volun
tary Credit Restraint, but they also attempted to direct avail
able credit toward needs of defense production. Financing 
defense contracts and defense supporting activities assumed 
greater importance as the year progressed. Growth in this 
type of lending, however, was not sufficient to counteract 
declines in other types of borrowing and to expand loans at 
District banks at as great a rate as occurred throughout the 
country.

Since the rise in consumer demands for durables such as 
automobiles, furniture, and appliances failed to keep pace 
with that of the preceding year, consumer credit outstanding 
declined slightly. Consumer credit controls may be partly 
responsible for this decline. More directly linked to the selec
tive credit controls was the decline in real estate loans held 
by banks—particularly on residential property—which 
began soon after the imposition of Regulation X.

With no strong demand for credit and with funds flowing 
toward the District, member banks had greater resources 
available for investment than in 1950. As a consequence, 
they increased their Government security holdings by 267
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million dollars during the year. From midyear the growth 
was greater than the decline of the like period in 1950, 
when banks sold securities in order to expand their loans.

Tightening of Credit
Loan seekers found it progressively more expensive to bor
row in 19 5 1. At a group of leading banks in Atlanta and 
New Orleans, for example, 19 5 1 witnessed the disappearance 
of the i y 2 percent rate that previously had been granted to 
a few exceptional credit risks. At these banks the quarterly 
interest rate survey showed that in December 1950 only 18.3 
percent of the total amount of business loans were made at 
rates of over 4 percent, and 2 percent were made at less than 
1%  percent. In March 19 5 1, about 19  percent were made at 
rates exceeding 4 percent, and less than one percent of the 
total amount of loans were made at 1%  percent. In Septem
ber 19 5 1 no loans were made at less than i y 2 percent, and 
2 1 percent of the loans were made at rates of over 4 percent. 
Rates were raised again in the last quarter.

The tightening of rates reflected general credit develop
ments throughout the country. As a result of its decision to 
allow the Government security market to find its own level,

At the end of 1951, District member bank deposits exceeded 
those of a year ago by 9 percent . . . But loans were up 
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the Federal Reserve System, after the Treasury accord 
reached in March, no longer stood ready to purchase Gov
ernment securities whenever the price fell below a pre-deter- 
mined level. Left alone, the forces of the market raised 
yields on both short- and long-term Government securities 
substantially during 19 5 1. One effect was that after banks 
had taken into consideration the risks involved, they found 
lending to private borrowers at the old rates less attractive 
than holding securities. The general level of rates to private 
borrowers therefore was raised.

Lending at the lower rates was particularly unattractive 
to the banks that lacked sufficient reserves to make additional 
loans without selling Governments or without borrowing. 
Furthermore, reserve requirements were raised in early 19 5 1 
to the maximum authorized by law. Rediscount rates were 
also higher in 19 5 1 because of the increase from i y 2 to 1%  
percent in August 1950. Although District member banks 
lacked sufficient reserves in fewer instances than banks in 
other sections, there were numerous cases in which District 
bankers had to borrow or sell securities in order to meet 
reserve requirements. Pressures on reserves were especially 
heavy during the first six months of the year.

The Federal Reserve Bank of Atlanta made discounts and 
advances during the first half of 19 5 1 in a volume five times 
as great as during that period of 1950 and twice as great as 
during the last half of 1950. In the last half of 19 5 1, 
although the pressure on reserves was relieved somewhat by 
the flow of funds to the District, borrowing by member 
banks was still substantial. Larger banks in leading cities 
made substantial loans to other banks, with such loans aver
aging 52 percent higher in 19 5 1 than in 1950.

The Year Ahead
Sixth District banking developments during 19 5 1 demon
strated at least two things. They showed how general credit 
policies, when executed on a national level, can influence 
the operations of even small banks located comparatively 
far from the money centers. They also showed that the influ
ence of the defense program upon banking is far from uni
form. As large as the defense program was, it was not great 
enough to bring uniform trends in banking operations.

Banking developments in the District in 1952 probably 
will continue to be governed by these two types of economic 
forces. Even stepped-up defense spending will have diverse 
effects upon various parts of the District. In certain areas, 
bankers will probably be faced with much greater demands 
for credit and in other areas such demands may lessen. 
The former will be primarily concerned with national credit 
developments and policies, whereas the latter will be looking 
for changes in demands for other than defense products.

Bankers are aware, however, of the potential dangers of 
further inflation that could develop, so far as banking is 
concerned, in several ways: a growth in loans, greater 
deposit turnover, reversal of the recent savings trend, and 
deficit financing through the expansion of bank credit. Bank
ers cannot control all these factors although they are inter
related. Their primary problem during 1952, therefore, is 
likely to be one of directing their lending activities toward 
making maximum defense production possible with a min
imum of inflationary effects.

Charles T. Taylor
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