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Although businessmen, bankers, and economists may take 
some comfort in the recent stability in the nation’s econ
omy, they are more interested in finding some signs of an 
upturn in business. Because many of them placed autumn 
as the time of a possible revival, they are now dusting off 
the old business indicators with the hope that some of them 
will reveal a rising trend. One of these is the trend of bank 
loans, a significant guide to economic activity not only 
because it registers borrowers’ expectations but also their 
current financial position.

Some generalizations can be made about bank borrow
ers. Businessmen— important bank customers— borrow 
because they see a chance to make a profit. They use the 
borrowed funds to expand inventory for future sales, to 
increase working capital, or to employ more workers. 
They may even want to improve the appearance or effi
ciency of their stores or factories. Borrowing for any of 
these reasons is a sign that they expect business to improve.

Although consumers may borrow for other purposes, 
they do have something in common with businessmen: 
they borrow when their incomes are increasing or when 
they are expecting an increase. Farmers, like businessmen, 
borrow because they need money to pay production ex
penses that eventually will result in earnings. Upon these 
borrowers, the banker, of course, imposes many different 
requirements, but he requires all of them to be financially 
sound and have a reasonably good chance of making repay
ment. Repayment, except for distress loans, depends upon 
foreseeable earnings.

On the other hand, if businessmen or farmers cannot 
see a possibility of making a profit, they usually cut their 
inventory, slow down production, and reduce loans. The 
consumer, if he is not certain of future income, refrains 
from borrowing and attempts to reduce his debts. As a 
result of this relationship between banker and borrower, 
changes in loans reflect to some degree the optimism or 
pessimism of the economy.

Total loan volume now high . • .
So far this year, the behavior of bank loans in this Dis

trict does not point to pessimism. Loans of all types at all 
member banks at the end of August were 339 million 
dollars greater than last year. By the middle of September, 
business loans at weekly reporting banks in leading cities 
were above the year-ago level as loans to manufacturing 
and mining concerns— chiefly textiles, metal, fuel and 
chemical firms— held the total relatively high. Loans out
standing of food, liquor, and tobacco firms, however, were 
less this year than last year.

Construction loans, in line with the recent building 
boom, are well above the 1953 level and are now at a post
war high. Farm loans outstanding are less at District banks 
this year than they were in 1953, but outstandings on 
Commodity Credit Corporation loans, made last fall, have 
helped hold total agricultural loans up. The C C C  repaid a 
large volume of its loans during the first week in August,

however, thereby reducing total farm loans and conse
quently total loans.

After the postwar peak in October 1953, consumers de
creased their indebtedness to banks month by month, but 
by June they were borrowing again, largely for automobile 
purchases and personal expenses. Since July they have 
increased their obligations to banks to obtain funds for 
other retail items, such as appliances.

And should increase during the last quarter . . •
Banks loans normally increase during the last quarter of 

the year, and some guideposts point to a gain again this 
year. As yet, however, these indicators do not reveal the 
extent of the rise. Ordinarily, business loans start to expand 
in August and reach a peak in December. So far, loans to 
District manufacturing and mining firms have followed 
closely previous seasonal patterns, the only exception being 
loans to textile, apparel, and leather firms, which are now 
borrowing at a rate well above that of last year. Loans to 
retail firms will probably continue to follow the seasonal 
pattern throughout the remainder of the year since depart
ment stores and wholesalers will probably expand their 
substantially reduced inventories. The indications so far, 
however, do not point to more than a seasonal rise.

Construction loans, based on contracts awarded thus 
far, should hold up well during the remainder of the year, 
and loans to commodity dealers probably will increase as 
long as the price attracts cotton to the market.

Since automobile and appliance sales have been running 
well ahead of last year’s volumes and since department 
store sales have risen sharply, consumer loans probably 
will increase during the last quarter. Automobile loans, 
however, may experience a temporary decline in the next 
few months because of an expected slow-up in sales caused 
by model changeovers.

On the other hand farm production loans and C C C  loans 
more than likely will not be as great as those of last year. 
Production loans normally decline during the autumn and 
C C C  loans probably will not expand as rapidly as last year 
because the attractive current cotton market is keeping 
farmers from placing their cotton in loans. To the extent 
that banks in certain drought areas renew production loans 
of their farm customers, the decline in these loans will be less 
than usual. Nevertheless, farm loans probably will remain 
fairly close to their present level instead of contributing to 
an end-of-the-year rise in total loans as they did last year.

But no more than seasonally . • .
The prospects for bank loans for the remainder of this 

year, although bright, are not spectacular. On the basis of 
what can be seen at present, loans may possibly increase 
about 100 million dollars above the August level, raising 
total loans above the 2.5 billion dollar mark. Although the 
assumptions upon which this estimate is based may be 
altered in the next few months, few signs of marked opti
mism can be found in the trend of Sixth District bank loans.
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