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Foreign Trade
Geographical specialization is a characteristic of economic life in the 
United States. Automobile production is always associated with Detroit. 
Wheat is mostly produced in the central plains states, cotton and 
petroleum in the southwest, citrus in Florida, Texas, and California, 
and so on. Historically, New York City has been preeminently the center 
for foreign trade financing. Yet, economic history proves that centers of 
concentration do not always hold their positions indefinitely. Textile 
manufacturing moved south from New England; cotton growing moved 
west; and even automobile production is becoming more decentralized.

The South’s economic growth has fostered an increased interest in 
foreign trade activities. A shift to manufacturing is changing the char
acter of the South’s exports, and income growth has created a greater 
market for imports, so that today the South is not a negligible factor in 
foreign trade. Ports in the Sixth Federal Reserve District, for example, 
handled almost 10 percent of total U. S. foreign trade in 1961. Exports 
of manufactured goods originating in District states accounted for 
about 6V2 percent of total U. S. exports of manufactures in 1960. 
District banks, too, are not without resources, for their deposits amount 
to over 6 percent of total bank deposits. Will this considerable economic 
potential be reflected in greater foreign trade financing in this area?

Certainly interest in foreign trade financing seems to be growing. 
There are now about fifteen banks with full-fledged international depart
ments in the District, whereas before World War II there were no more 
than five or six. In addition, eight or ten banks regularly provide inter
national services; and, of course, many banks issue an occasional letter 
of credit, or buy and sell foreign currency. Yet, measured by the volume 
of the principal types of financial instruments used in foreign trade, 
District banks still account for a relatively small portion of the national 
total.

Techniques of International Trade Financing
Foreign trade financing may take many forms, and we shall find that 
District banks are more active in some types than in others. We can 
understand their activity a little better if, first, we review the functions 
by which banks in general finance foreign trade. Some of these functions 
are in the nature of services, whereby the bank lends its name or its 
specialized facilities but not its money. Others involve the commitment 
of the bank’s own funds to finance a transaction.

The service functions include:
(1) Trading in foreign exchange. This involves the purchase and 

sale of foreign paper currency and checks and making remittances to 
and from foreigners. In other words, banks sell or buy drafts or tele
graphic transfers on their foreign correspondent banks and honor 
drafts and transfers on themselves that their foreign correspondents 
provide for their own customers. Most banks do not buy and sell 
foreign exchange for their own account, for they prefer to maintain
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balanced positions and avoid the risk of loss due to a 
change in exchange rates. They reimburse themselves for 
the expense of providing this service by selling foreign 
exchange at a slightly higher price than they buy it. There 
is no foreign exchange market in the District, so that if a 
bank accumulates more foreign currency than it wishes, 
for example, it will sell it in the New York market.

(2) Collections. Customers may wish to obtain 
payment of their drafts on foreigners, or they may own 
bonds of a foreign corporation or government and wish 
to collect the interest represented by the bond coupon, 
or they may wish to collect any other debt owed them 
by foreigners. Banks that maintain connections with other 
banks around the world are able to perform these services 
for their customers for a small fee—usually y8 of one 
percent of the total amount. For their correspondent 
banks abroad, they will present items to be collected from 
firms and individuals in this country.

(3) Opening letters of credit. A letter of credit 
is a promise by the bank that it will honor drafts drawn 
upon it up to a certain amount within a certain period of 
time, provided that the conditions set forth in the letter 
of credit (such as provision of the proper shipping and 
insurance documents) are met. American exporters are 
frequently not in a position to determine accurately the 
credit rating of a foreign customer. If they can rely instead 
upon the promise of a bank, they are more willing to enter 
into the transaction. The foreign importer will ordinarily 
take the initiative in arranging for the letter of credit, but 
the American exporter may know as little about foreign 
banks as he does about the importer. In such a case, he 
may request that an American bank open the letter of 
credit or, alternatively, that an American bank confirm the 
letter of credit opened by the foreign bank. In either 
case, the American bank assumes a liability to pay any 
drafts the exporter may draw within the terms of the 
letter of credit. In both cases, it looks, of course, to the 
foreign bank for reimbursement, and the foreign bank 
looks, in turn, to the foreign importer.

American importers, too, may request the opening of 
a letter of credit if the foreign exporter demands it and, 
again, the bank assumes the obligation to pay drafts. In 
this case, the bank looks to the importer for repayment. 
Smaller banks may make these services available to their 
customers by acting as agents for larger banks. This saves 
the small bank the trouble and expense of maintaining 
relationships with foreign banks. If a customer engages 
frequently or in large volume in foreign trade, however, 
it may well occur to him that he might save time and 
expense by dealing with the issuing bank directly. Each 
individual bank must decide for itself whether there are 
enough customers in its area to make it worthwhile to 
incur the expenses involved in providing these services 
directly.

The expenses of opening letters of credit include, of 
course, the paper work involved. This work is greater 
than in most other departments of the bank per dollar of 
business handled, because when drafts are presented, they 
and the many documents that accompany them must be 
carefully scrutinized by experts in the field to be sure they 
are in accordance with the terms of the letter of credit.

Otherwise, the bank might be unable to obtain reimburse
ment. In addition, the bank must commit a certain amount 
of funds to maintaining accounts with foreign banks, al
though it can reasonably expect to receive reciprocal 
balances from many of them. But, besides all this, the 
bank’s international department must provide its cus
tomers with a variety of information about foreign political 
and credit conditions that cannot be obtained from any 
other department of the bank.

Banks charge a fee for opening letters of credit, usually 
Vs or XA  °f one percent of the amount. Unlike the other 
service functions described, the opening of a letter of 
credit creates at least a contingent liability on the part 
of the bank. It need not commit the bank’s funds, how
ever, even when a draft is drawn under its terms. If it is a 
sight draft (i.e., payable on sight), the bank immediately 
reimburses itself. In the case of an export, this is done by 
charging the account of the foreign bank through which 
the foreign importer made the arrangements or, in the case 
of an import, by charging the account of the importer or 
asking him for immediate payment. Even if it is a time 
draft (i.e., payable at a certain time in the future), the 
bank does not necessarily tie up any money. Ordinarily, 
the bank agrees to “accept” the draft for payment at 
maturity. The one who presents the draft for acceptance 
(the foreign bank in the case of imports, the exporter in 
the case of exports) may hold the draft to maturity, at 
which time the bank pays it and immediately reimburses 
itself.

Banks May Lend Their Own Money
Other functions do involve the commitment of the 

bank’s own funds. They may be divided into three types.
(1) Discounting drafts written under letters of credit 

that the bank has opened or confirmed. If the holder of an 
accepted time draft wants his money immediately, the 
accepting bank may discount it and, if it does, it in 
effect lends the holder the money. One virtue of an ac
cepted draft on a bank (known as a “banker’s accept
ance”) is that it is negotiable and may readily be sold in 
the New York money market if the bank holding it wishes 
to release the funds it has thus committed. In this respect, 
it is superior to an ordinary loan, although partly because 
of this feature, the discount rate is lower than that on 
ordinary loans. Banks usually charge a commission of 
one and one-half percent per annum (to other banks and 
prime customers) for accepting a draft and a discount 
rate of, currently, 3 y8 percent per annum for ninety-day 
bills. This amounts to 4% percent, whereas an ordinary 
loan might carry a rate of 5y2 to 6y2 percent.

(2) Discounting or purchasing other drafts. A letter 
of credit may stipulate the bank that will pay a draft 
(this is a “straight” letter of credit) or it may not (in 
which case it is called a “negotiation” or “circular” letter 
of credit). Drafts drawn under the latter type may be 
presented at any bank, and the bank may discount or 
make advances on them, although it has no obligation 
to do so. Again, an exporter may draw, not upon a bank, 
but upon his foreign customer. In this case, no letter of 
credit is involved, and no obligations of any bank. If the 
bank advances money on such a draft, it will ordinarily
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retain the right of recourse against the exporter if the im
porter does not pay. Indeed, the bank may retain this 
right of recourse on any draft it pays, if it so desires.

(3) Direct loans to importers or exporters. If an 
exporter, for example, is selling to foreign customers 
on open account, he may very well want to finance his 
operations during the period in which he extends credit 
to his customer, just as he would in the case of a domestic 
account. Even if the transaction is covered by a letter of 
credit, he may wish to finance himself during the period 
before the goods are ready for shipment and the draft is 
drawn. To do this, he may assign the proceeds of the 
letter of credit to his bank and borrow on his own note. 
Or, a bank, instead of buying or discounting an exporter’s 
time draft, may prefer to take it as collateral for a direct 
loan. Importers, too, may need financing between the 
time a foreign exporter’s sight draft arrives for payment 
and the time the goods are sold.

Foreign Trade Financing in the Sixth District

The Research Department of this Bank recently conducted 
a survey to determine the actual practices of District banks 
in the field of foreign trade financing. Twenty banks, in 
port cities in Florida, Alabama, and Louisiana and in 
one inland city, Atlanta, were interviewed. Fourteen banks 
provided either complete or partial statistical data.

Volume of Foreign Trade Financing in 1961 
Selected Sixth District Banks

Volume
Number Banks (Thousands 

______________________________ Reporting o f Dollars)
FOREIGN EXCHANGE 
Foreign currency, checks and paper

currency, purchases and sales . . 11 9,004
Sales of drafts on foreign banks

and other remittances abroad
Drawn on own foreign

correspondent................................ 13 57,139
Under protection of domestic

correspondent................................ 13 10,654
Payments to domestic accounts on

foreign o r d e r ................................ 10 38,623
COLLECTIONS
O u tgo in g ..................................................... 12 67,521
In com in g ..................................................... 10 19,253
LETTERS OF CREDIT
Total commercial letters of credit opened 14 74,344

I m p o r t ................................................ 11 44,896
Export

O w n ................................................ 10 3,003
Foreign banks’ letters of credit

c o n f ir m e d ............................... 10 5,310
Drafts paid or accepted for domestic

importers
Sight...................................................... 9 14,853
T im e...................................................... 8 8,933

Drafts paid or accepted for domestic
exporters

S ig h t .................................................... 9 5,023
Time ................................................ 6 545

LOANS AND DISCOUNTS
Loans to importers..................................... 8 8,020
Direct loans to exporters..................... 8 4,798
Exporters’ drafts discounted (not arising

out of letters of credit) . . . . 11 24,248
Source: Special Survey by Research Department, Federal Reserve Bank of 
Atlanta, of banks with International Departments.

The survey revealed that service functions predominate 
in District banks’ foreign operations. Foreign exchange 
accounted for the largest volume in 1961, followed by 
collections and letters of credit. These are the three service 
functions mentioned earlier. An attempt was made to find 
out to what extent banks discounted drafts or otherwise 
committed funds under letters of credit they had opened or 
confirmed, but returns were so scanty that no conclusions 
could be reached from them. This in itself perhaps indi
cates the lack of importance of this function. The amount 
of time drafts accepted is the closest approximation we 
have to the answer we are seeking, and their total is quite 
small. Direct loans and the discounting or purchase of 
drafts not arising out of letters of credit that the bank itself 
has issued or confirmed are the other ways a bank may 
commit its funds. They account for a relatively small 
part of total District activity.

Undoubtedly, the service functions are also very im
portant at New York banks, since New York is the 
country’s principal money market, and a great volume of 
trading in foreign exchange takes place there. Yet, other 
available information suggests that New York banks 
commit their own funds to a proportionally greater extent 
than do District banks. The Monthly Acceptance Survey 
of the Federal Reserve Bank of New York reports the 
volume of bankers’ acceptances outstanding in the U. S. 
The amount accounted for by District banks is a very 
much smaller percentage of the national total than is the 
District’s foreign trade. Bankers’ acceptances average only 
about 2/10 of one percent of total U. S. volume, while 
District ports’ share of foreign trade is, as we have seen, 
nearly 10 percent.

Another source of information confirms the impression 
that District banks tend to concentrate on the less venture
some types of financing. Some of the larger banks in the 
District report monthly on their liabilities to and claims 
on foreigners. Liabilities are divided into deposits of 
foreign banks and official institutions, deposits of other 
foreigners (firms and individuals), and liabilities other 
than deposits. This last category consists mostly of U. S. 
Treasury bills and certificates held by U. S. banks for 
foreign banks and official institutions, and, to a lesser 
extent, of drafts drawn upon U. S. firms, banks, and indi
viduals and held by U. S. banks for foreign correspon
dents, either for collection or as an investment. This last 
category is much more important nationally than in the 
District and reflects the important investment function that 
New York banks perform for their foreign depositors.

Claims on foreigners are divided into long-term (those 
with a maturity of more than one year) and short-term. 
District banks report little or no long-term claims. Short
term claims consist of collections outstanding, loans to 
foreign banks and official institutions, loans to “others,” 
and other claims (acceptances made for the accounts of 
foreigners, dollar deposits with foreigners, and other short
term claims owned or held for domestic customers). Na
tionally loans and “other” claims were the largest items, 
while, in the District, collections made up the great bulk 
of claims.

The available evidence leads inescapably to the con
clusion that the financing of international trade is now
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emerging as a serious function of District banks. Whether 
it will develop as an important part of their activities 
depends on a number of factors. One encouraging feature 
is the growth of foreign sales on open account. As con
tacts between businessmen of different countries increase 
and as exchange controls are dismantled (thus making it 
more certain that importers will be allowed by their 
governments to pay their bills promptly), sellers are 
more willing to “carry” their customers on their books 
with only a simple contract to buy, just as is done domesti
cally. This means, however, that letters of credit and all 
the more complicated paraphernalia of foreign trade 
financing may become less and less important. The New 
York banks owe their dominant position to a great extent 
to their highly skilled personnel who are trained in the 
intricacies of their profession.

To succeed in foreign trade financing a bank must still 
devote money and effort to develop correspondent rela
tionships throughout the world and to acquire specialized 
knowledge of business conditions abroad. But it may be 
that the cost of providing international services may be 
cut to the extent that at least the larger banks throughout 
the country can compete successfully with New York for 
business in their own home territories.

L aw rence  F. M ansfield
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Scrootch Owl in Louisiana
According to Louisiana folklore, the “scrootch” owl is a 
bird that slips into the roost quietly, scrooches up to a 
hen, and talks softly to her. The hen falls in love with 
the owl, and, in the proverbial wink of an eye, the hen 
disappears without a sound. The scrootch owl has appar
ently been active in Louisiana, but he has been quietly 
feasting on jobs—not hens.

Currently, there are fewer nonfarm jobs in Louisiana 
than in 1957. Nonfarm employment, seasonally adjusted, 
reached its peak in September of that year. Since then, 
despite two periods of recovery in business activity, non- 
farm employment has never regained that peak. The pick
up that started in late 1961 ended in February 1962. 
Although August and September figures showed slight 
month-to-month improvements, nonfarm employment was 
still below the level of February 1962. Louisianians may 
well ask, “Where did the jobs go?”

Before probing the scrootch owl’s misbehavior in the 
employment roost, a brief review of some other strategic 
indicators for Louisiana will acquaint any would-be orni
thologist with the latest developments in the state.

As you can see, the panel of charts on the next page 
shows seasonally adjusted data for Louisiana and the na
tion; the shaded portions of the chart represent the reces
sions of 1957-58 and 1960-61. All data have been plotted 
on a logarithmic scale, which enables you to make a visual

comparison of the percentage changes in these key indi
cators for the state and the nation, even though the 
absolute figures may differ greatly.

Mild Expansion in Louisiana
The upswing in Louisiana’s economy from the 1960-61 
recession has been less vigorous than that of the nation as 
a whole. Personal income, the most comprehensive indi
cator available for the state, has shown a smaller gain 
during the expansion period than that registered for the 
nation. Nationally, during the eighteen months from the 
February 1961 trough of the latest recession to August
1962, personal income rose about 10 percent. In Louisi
ana, during this same period, income increased 8 percent.

Although wages and other forms of income received by 
Louisianians have not increased as rapidly as they have 
in the nation, retail spending, as reflected in bank debits, 
department store sales, and automobile registrations, has 
kept pace with national spending. Bank debits, which 
measure check payments made by businesses, individuals, 
and state and local governments, have shown a slightly 
larger increase in Louisiana than in the nation during the 
current expansion phase. Louisiana checkbook spending 
during September 1962 was 17 percent above the February 
1961 level.

Consumer purchases at department stores located with-
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