
M a r s h a l i n g  F u n d s  f o r  D e v e l o p m e n t  N e e d s

Businessmen actively promoting industrial development 
in the Sixth Federal Reserve District believe business 
opportunities and living standards in their state or local 
community can be improved if people will only marshal 
available resources and use them to better advantage. 
Believing their resources can be put to better use, they 
may try to aid expansion of existing business, to help 
entirely new business develop, or to attract new firms from 
other areas, either in the form of branches of national 
organizations or of industries that find it advantageous to 
move to a new location.

The problems of such businesses will vary with their 
type, but the problem of adequate financing is common 
to all of them. Well-established firms wanting to expand 
or enter an area ordinarily can obtain the necessary fi
nancing through usual channels without difficulty. New 
firms that might provide employment opportunities, how
ever, may not be able to get credit so easily. They may 
not measure up to the credit standards required by banks 
and other financial institutions. Perhaps they need credit 
for longer periods of time than they can get at the banks. 
New businesses may not be able to borrow money simply 
because they have not had time to build up satisfactory 
credit records. Bankers would be the first to admit there 
are such instances in which extensions of credit by them 
simply are not warranted because the risk is too high. 
Thus, there is a credit gap, the closing of which might 
well provide new industries and jobs.

A New Method
People concerned about closing this credit gap in the 
Sixth Federal Reserve District will be interested in learn
ing about the privately financed development credit cor
poration, even though they may find it is not appropriate 
to their particular needs. This type of corporation origi
nated in Maine in 1949 to help provide credit to promising 
businesses unable to borrow from banks and other finan
cial institutions. Similar corporations have since been 
established and have become active in four other New 
England states, North Carolina, and New York. It was 
thought best in each case to organize on a state-wide basis 
to assure the maximum diversification of loans and to ob
tain the largest possible pool of funds for development 
purposes.

The New England corporations, active for the longest 
time, have made 230 loans totaling 14 million dollars 
since starting operations. At the end of 1957, loans out
standing amounted to 8.7 million dollars and represented 
credit being used by almost 200 New England businesses. 
Over 90 percent of these loans were granted with original 
maturities of five years or longer; the average maturity is 
about seven years. Through 1957, the New England cor
porations had suffered losses of less than 0.5 percent of 
;heir loans. In many cases, the credit they extended has 
enabled businesses to borrow additional funds from banks 
and other financial institutions. Their contribution to in
dustrial development, therefore, has been greater than 
ndicated by the figures on their own extensions of 
:redit.

It takes money, of course, to lend money, and develop
ment credit corporations have obtained their operating 
funds by selling stock and by borrowing. Their unique 
character is reflected in how they do this. Stock has been 
sold to those businesses and individuals who are primarily 
interested in promoting industrial developments rather than 
in earning dividends. Stockholders may expect to receive 
indirect benefits from the anticipated industrial develop
ment, but the public interest nature of the New England 
corporations has, so far, discouraged reliance on dividend 
payments as a means of attracting funds.

The major part of the funds is obtained by borrowing 
from so-called members, usually limited to banks, insur
ance companies, and other financial institutions. In becom
ing members, these institutions commit themselves to lend 
a small percentage of their capital and surplus (or similar 
fund) when needed as the credit corporation’s business 
expands. Borrowings from members, however, are usually 
limited to about eight times the corporation’s paid-in 
capital. Generally, members are not permitted to buy 
stock, thus avoiding any conflict of interest arising from a 
dual position as both owner-borrower and creditor.

A moment’s thought shows that the ownership capital 
of the credit corporation provides a base for borrowing 
much larger amounts from banks, insurance companies, 
and other financial institutions than could otherwise be 
obtained. The development corporation thus is able to 
tap what is usually an area’s largest potential source 
of funds for development purposes. Previously prevented 
from lending to high-risk borrowers, other financial in
stitutions are enabled to do so indirectly through the 
development credit corporation. Their risk exposure is re
duced, for the credit corporation’s equity capital is present 
to absorb any losses that might occur.

The credit corporation, when first begun in each area, 
was itself a new and untried business. In such a situation, 
the authorities regulating financial institutions quite natu
rally might be reluctant to permit banks and others to 
lend to development credit corporations for the same rea
son that they would be reluctant to permit lending to any 
other new business. Because of this, it has been con
sidered advisable to obtain legislation that specifically 
permits banks and other financial institutions to become 
members of such corporations. As a result, the New 
England corporations were organized under special char
ters granted by the various state legislatures. Besides 
giving official sanction to such activities, permissive legis
lation, of course, is advantageous in that it provides pub
licity to a new type of organization and enhances the 
chances of success in obtaining the necessary funds, both 
through selling stock and obtaining loan commitments 
from members.

The Potential in the Sixth District
You may wonder what funds for development purposes 
could be marshaled in Sixth District states through the 
organization of development credit corporations. This 
would, of course, depend on how much stock could be 
sold and the success in soliciting membership. Let’s look,
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however, at what bankers alone could provide if all be
came members and enough stock were sold to other busi
nesses and individuals to permit full use of bankers’ 
commitments to lend. Assuming member pledges would 
be limited to 2y2 percent of their capital and surplus, 
the usual limit in New England, commercial banks could 
provide funds for industrial development purposes totaling 
over 23 million dollars, based on figures available for the 
end of 1957. The potential in each state ranges from 
over 2 million dollars in Mississippi to nearly 6 million 
dollars in Florida.

To realize such a potential, however, credit corporations 
established along the lines of those in New England 
would have to sell nearly 2.9 million dollars in stock. 
This would be true if the corporations were required to 
have one dollar of paid-in capital for every eight dollars 
they borrow from members. Stock sales would have to 
range from 264,000 dollars in Mississippi to 727,000 
dollars in Florida if commercial bank resources were to 
be utilized to the fullest.

Limitations on borrowing in relation to capital are 
necessary, of course, if the risk exposure of members 
is to be reduced by providing a reasonable equity cushion 
between them and the firms who borrow, in turn, from 
the credit corporation. These limitations may be self- 
imposed or determined by the legislation granting the 
corporate charter. In some cases, specific dollar limitations 
are placed on borrowings from members.

Some banks, of course, might prefer not to commit 
themselves to lend to development credit corporations 
by becoming members. This has been the case in New 
England, yet in that area actual membership pledges at 
the end of 1957 amounted to nearly 75 percent of the 
potential total. Most of the large commercial banks have 
become members. If bankers in the Sixth District states 
would do as well as those in New England have done, 
they would provide development funds totaling about 17 
million dollars.

Attention has been focused on banks as a potential 
source of loan funds for development credit corporations 
because they have been the main source in New England, 
providing over 60 percent of the amount pledged as of 
December 31, 1957. Insurance companies have been 
another important source of funds there, and perhaps 
could be expected to be so in the Sixth District states. 
If the experience in New England can be considered typi
cal of what could happen in this region, life insurance 
companies in Sixth District states might pledge an addi
tional 3 million dollars.

Widespread Support Required
Experience with development credit corporations in New 
England suggests that any effort to divert more of a 
state’s financial resources toward industrial development 
would require widespread business and public support. 
Naturally, the active interest and support of bankers and 
other financial leaders would be necessary if funds at 
their disposal were to be used. Yet, active support by 
others in providing the basic capital is a first requirement.

This is also shown by the experience in New England, 
where lack of basic capital has presented the greatest 
difficulty in obtaining sufficient operating funds. In several 
cases, funds pledged by members cannot be fully utilized 
because not enough capital stock has been sold.

The problems presented, however, should not prevent 
interested individuals from considering the privately 
financed development credit corporation as a possible 
method of aiding industrial development in their area. 
Whether or not it is the best method, or even an appropri
ate method, depends on how well it can be adapted to the 
particular needs of each state.

P h i l ip  M. W e b s t e r

Pulpwood Outlook 
Optimistic

Income from pulpwood production in Sixth District states 
amounted to 182 million dollars in 1956, one-fourth as 
much as was received from cotton. Although that record 
was not matched in 1957, indications are that the industry 
enjoyed a good year: The volume of pulpwood harvested 
was only 3 percent less than the 1956 volume. Prices paid 
by Southeastern pulpwood manufacturers, however, were 
unchanged, and pulpwood producers’ income for the year 
came to about 176.5 million dollars, according to esti
mates by this Bank.

The slight cut last year in pulpwood production may 
seem to indicate a weaker pulpwood market, yet the mar
ket can hardly be called weak when the consumption de
clined only 0.2 percent from the record established in
1956. Some impressive gains in pulpwood utilization 
were recorded in the industry nationally. Despite an over
all drop in paper and board output, newsprint production 
increased 11.4 percent. Other individual paper grades— 
machine-coated papers, sanitary papers, and tissue papers 
— also showed increases from 1956. Consumption ol 
wood pulp in rayon, acetate, cellophane, and plastic pro
duction was up 10.6 percent. In addition, exports in 
creased 18.5 percent from 1956 and imports dropped al
most 10 percent.

With pulpwood consumption remaining high, it is nc 
wonder that mill buying prices remained unchanged a 
$15.25 a cord. District growers received between $2.5( 
and $6.00 a cord, stumpage, and pulpwood dealers an( 
those logging the wood got between $9.25 and $12.75 ; 
cord, depending on their production cost. Because mil 
buyers are becoming more selective, the quality of woo< 
pulp is improving.

Mill demand for pulpwood has not increased this sprin; 
over that last year and inventories are high. Productioi 
this year, therefore, probably will not exceed the 195' 
volume. Nevertheless, although inventories are high, the 
account for only one-fifth of annual consumption, and the 
could quickly be consumed by an upsurge in sales.
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