
L o a n s  a n d  L iq u i d i ty  a t  M e m b e r  B a n k s
Reaching a new peak in 1955 and reflecting the increased 
economic activity in the area, total loans at member banks 
in the Sixth District rose more than those at member banks 
in the United States. Furthermore, the rate of gain in bank 
loans during 1955 far surpassed that of any other postwar 
year. Bankers secured funds for the expansion chiefly in 
two ways: They sold many of their short-term securities; 
and their deposits increased because of an inflow of funds 
from other areas. The shift from investments to loans, 
together with other changes in assets, however, consider
ably reduced their liquidity positions-—the ratio of liquid 
assets to total deposits.

All T ypes o f  Loans In creased
The rate of gain in loans to all types of bank customers 
during 1955 was greater than that for the average postwar 
year. Judging by loan changes at banks in leading cities, it 
is apparent that business and real-estate firms and con
sumers contributed heavily to expansion in the economy.

Consumer credit, as measured by loans to consumers at 
all commercial banks, increased some 100 million dollars 
during 1955, with more than three-fourths of the increase 
in volume being used for automobile purchases. Banks also 
assisted consumers in financing about 6 million dollars of 
other durable goods, such as household appliances, furni
ture, and the like. In addition, consumers borrowed 19 
million dollars to meet living expenses and to pay off such 
debts as doctor bills and taxes.

Real-estate firms and mortgage brokers also raised their 
borrowing substantially, partly by getting direct loans to 
finance construction and purchases of property and partly 
by borrowing on indirect, temporary terms. The latter type 
of advance, often called a warehousing loan, represents 
short-term financing of mortgage lenders. Although ware
housing loans have been made before, they took on a new 
importance during 1955.

Total real-estate loans at commercial banks increased 
about 50 million dollars during the year, compared with an 
average gain of only 8 million for other postwar years. The 
dollar gain in warehousing loans is not available, but ac
cording to a special survey conducted by this Bank, such 
loans at banks in leading cities increased 97 percent dur
ing the year ended August 10, and they gained another 14 
percent between August 10 and November 16.

Business firms had the largest dollar gain during the 
year, but on a percentage basis the gain was less significant 
than that in real-estate and consumer loans. Manufactur
ing and mining firms and sales finance companies borrowed 
more than any other types of business, and of these con
cerns, sales finance companies had the largest percentage 
increase. These companies, in turn, lend to consumers, and 
the large gain in their loans again reflects the importance 
of consumer credit in the 1955 loan expansion at banks.

Loan Funds O b ta in ed  b y  S e llin g  In v estm en ts
Of more interest, perhaps, than the gain by type of bor
rower is the manner in which banks obtained funds for the

loan expansion. The expansion took place in the face of a 
monetary policy that allowed for only a moderate increase 
in the money supply. The Reserve System throughout most 
of 1955 maintained pressure on bank reserves through open 
market operations. These operations tended to increase 
yields and lower prices of Government securities and raise 
interest rates charged bank borrowers. Furthermore, when 
member banks borrowed to replenish their reserves, they 
paid higher rates. The Federal Reserve Bank of Atlanta, 
paralleling actions at the other Reserve Banks, raised its 
discount rate in April from 1V2 percent to 1 % percent. The 
rate was subsequently raised twice in August and again in 
November, and at the end of the year stood at 2 Vi percent.

Under the conditions that characterized 1955, a bank 
wishing to increase its loans had four major alternatives: 
First, it could draw upon its cash assets such as cash on 
hand or deposits in other banks. Generally, banks do not 
maintain large idle balances, and this source, therefore, 
offered only limited amounts. Second, it could sell Govern
ment securities, but under the market conditions of most 
of 1955, such sales would probably have resulted in some 
losses. Third, it could secure lending assets by attracting 
deposits, but the flow of deposits is determined more by 
broad economic forces than by the action of any bank. 
Finally, it could borrow temporarily from the Federal 
Reserve Bank or other sources, but the higher discount 
rates in 1955 meant that this method added to banks’ costs.

Thus, although credit controls did not prevent member 
banks from making loans, they did increase the cost and 
difficulty of lending. The higher costs of lending were 
passed on to borrowers and acted as a deterrent to loan 
demand. Moreover, some banks did not wish to incur the 
losses involved in the sale of securities and others were 
reluctant to remain in debt to the Federal Reserve Bank. 
By maintaining pressure on reserves, monetary policy 
probably kept loan expansion smaller than would have 
been the case otherwise.

During 1955 member banks in the District increased 
their loans more than 500 million dollars, and their loans 
reached a peak of 3,242 million. As a group, they were 
able to expand their loans with the 160 million dollars they 
received from selling securities and because of a 362 mil
lion dollar increase in deposits.

At the end of 1954, member banks held 3,591 million 
dollars in total investments, but by the end of 1955 this 
figure was down to 3,431 million. Most of the decline took 
place during the last half of the year when banks sold many 
of their short-term securities.

On the other hand, total deposits of member banks, 
amounting to 7,970 million dollars at the end of 1954, 
increased to a record 8,332 million dollars at the end of
1955, with demand deposits accounting for most of the 
rise. Time deposits increased only 67 million dollars.

At various times during the year, member banks bor
rowed substantially from the Federal Reserve Bank of 
Atlanta. Their borrowings reached the unprecedented level
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DISTRICT MEMBER BA N K  L O A N S IN 1 9 5 5
Member bank loans in 1955 rose in each District
state.
percent increase 1955 from 1954 
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Talcing member banks in the District as a whole, 
reduced investments and greater deposits at most 
banks made the loan expansion possible.

Some banks, however, borrowed from the Federal 
Reserve Bank to maintain reserves in the face of 
heavy loan demands.
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At banks in leading District cities, business and con
sumer loans accounted for the greater part of the 
growth in loans during 1955.
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of 103 million dollars during December, and in the last 
quarter the weekly average was 65 million dollars. At the 
end of the year, however, borrowings were at a low point, 
only 38 million dollars more than they had been at the 
end of 1954.

L arge Banks O b ta in ed  Funds b y  
S ellin g  S ecu rities

The reliance of individual banks or classes of banks for 
loanable funds on these sources, however, differed by size 
of bank. Reserve city banks (banks in Atlanta, Birming
ham, Jacksonville, Nashville, and New Orleans) secured 
funds primarily by selling short-term securities, whereas 
banks in smaller cities obtained funds from a gain in 
deposits.

At reserve city banks, loans increased 240 million dol
lars. To take care of this increase, these banks sold 187 
million dollars’ worth of securities and attracted 26 million 
in new deposits. Some of the banks borrowed heavily from 
the Federal Reserve Bank. These large banks, because they 
are more fully invested and tend to hold lower excess re
serves, are frequently more sensitive to monetary and 
credit policy than are small banks. Actually, their total 
loans and investments increased by less than one percent 
in 1955 and therefore created little additional credit.

Sm all Banks A ttract D ep osits
At country banks where deposits increased, it was possible 
to expand loans without reducing investment holdings. At 
these banks, total loans increased 289 million dollars and 
investments increased an additional 27 million. Although 
banks reduced their holdings of Government securities, 
they increased their municipal and corporate holdings. In
creases in loans and investments were made possible pri
marily by a gain of 336 million dollars in deposits.

Bank Liquidity R educed
That many banks found it necessary to borrow this past 
year is an indication of the loss of liquidity; they were 
either unable or unwilling to draw down their liquid assets 
to maintain their reserve positions. Still another indication 
of the lower liquidity position is the change in their asset 
ratios. The ratio of loans to total assets increased from
31.9 percent to 35.7 percent. Although the ratio of invest
ments to total assets declined somewhat, earning assets in 
relation to total assets increased, and as a result the ratio 
of total assets to cash on hand and. balances with other 
banks declined.

Banks reduced their liquidity positions in still another 
way. Since short-term securities are generally more liquid 
than long-term securities because their prices are less sub
ject to fluctuations, banks often use them to meet large 
cash withdrawals or a large loan demand. During 1955, 
banks sold many short-term securities; total holdings of 
bills, notes, and certificates dropped 52 million dollars 
during the year ended October 5, 1955. Liquidity was also 
reduced by a shift to short-term bonds, which, although 
higher yielding, are nevertheless less liquid than United 
States notes, bills and certificates.

Charles S. Overmiller
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