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Meeting Seasonal Loan Demands

A Problem of Managing Bank Funds
Frequently, because of seasonal forces, banks in an area may lose de
posits when loan demands are high and gain deposits when loan demands 
are low. Such alternate periods of “tightness” and “ease” create a prob
lem for an individual bank in managing its funds, regardless of how well 
Federal Reserve policy reduces the seasonal pressures on the entire 
banking system. This difficulty occurs because seasonal patterns in local 
areas frequently differ from those of the entire banking system. This is 
so because commercial banks make most of their loans to local bor
rowers and because the economic structures underlying the seasonal 
loan demands of these borrowers differ from area to area.

At the nation’s banks, loans reach their seasonal peak in December; 
in the Sixth District, however, Florida and Louisiana are the only states 
that have a similar seasonal pattern of loan demand. Seasonal influences 
cause loans to be highest at the end of July in Alabama, Mississippi, and 
Tennessee. At Georgia banks, the seasonal peak comes at the end of 
September. Seasonal lending patterns also differ markedly from area to 
area within the states.

Every banker knows on the basis of past experience that more of his 
customers will be requesting loans in certain months than in others and 
that these months are the same year after year. Thus, the seasonal pat
terns that are derived from data based on banking reports, used as 
illustrations in this article, merely formalize what bankers already know. 
Applying statistical techniques to monthly loan data* for recent years, 
we have developed measures of seasonal movements, technically called 
seasonal adjustment factors. These factors tell us the typical increase or 
decrease from month to month, assuming the levels of outstanding loans 
were influenced solely by seasonal influences and not by general economic 
conditions, long-term growth or decline, or irregular forces.

The Loan Mix
The figure for total loans outstanding is a composite of the loans a bank 
has made to a wide variety of borrowers with different credit needs. The 
borrowings of some of these persons have a seasonal pattern; those of 
others do not. The borrowings that show a seasonal pattern are quite 
likely to do so because of customers’ needs for more short-term working 
capital during certain months of the year, rather than from their needs 
for longer-term funds. In this respect, the seasonal loan demands of 
farmers and businessmen are similar. A farmer needs funds to buy seed 
and fertilizer, pay hired labor, and cover living expenses until his crops 
are harvested and sold. The retail merchant needs working capital to 
accumulate inventories prior to his heaviest selling months and to carry 
the accounts receivable of his customers after the goods are sold. The 
home builder needs construction funds to pay for labor and materials
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The seaso n a l p atterns of both the loans and deposits a t  
a ll m em ber banks in the U. S. and in the S ixth  District 
a re  g e n e ra lly  sim ila r.

Percent of Trend LOANS DEPOSITS Percent of Trend

Som e season al patterns d iffer, h o w ever, from  state  to 
state and from  a re a  to a re a  w ith in  each state .
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used during the good building months before the houses 
are ready for sale. The mortgage banker may need funds 
while mortgages acquired during the peak home-buying 
months are being “seasoned”. These and other types of 
borrowers may differ in their specific seasonal needs, but 
they all have a greater need for short-term working capital 
in some months than in others and they receive some of 
these funds from banks.

With so many different kinds of borrowers, the seasonal 
lending patterns of total loans outstanding naturally differ 
from bank to bank and from area to area merely because 
of the “loan mix”. In addition, banks with a high propor
tion of borrowers whose primary need is for long-term 
credit are less likely to have a marked seasonal lending 
pattern than banks with a high proportion of short-term 
borrowers. For example, although consumers tend to con
centrate their car buying in the first half of the year, which 
causes new automobile instalment loans by banks to be 
highest then, changes in loans outstanding show less sea
sonal response than new loans. This may be explained by 
saying that the new credit granted for comparatively long 
terms is only a small part of the total outstandings and, in 
some cases, repayments are heavy in the same months in 
which new loans are highest.

The variety of seasonal loan patterns of some specific 
types of loans, as well as the contrasting patterns that re
sult in different areas of the District from different “loan 
mixes” and different local economic characteristics, is il
lustrated by the accompanying chart in the left column of 
Page 3. In general, there is likely to be a stronger seasonal 
loan pattern in areas where the economic structure is 
specialized than where it is more diversified. Almost all 
banks, nevertheless, have a seasonal lending pattern of 
some sort.

The Banker's Problem

This tendency for loans to rise and fall during the year in 
a regular recurring pattern is of more than casual interest 
to the banker. Unless he plans and prepares for these sea
sonal peaks in lending, he may find himself either unable 
to meet the usual credit demands of his customers or dis
cover at the same time year after year that he is in an 
uncomfortably tight “cash position”. The very same forces 
that are determining the seasonal pattern of his loans may 
also be drawing funds out of his bank when he most needs 
them and vice versa.

Bankers tend to regard the amount of their deposits as 
imposing a limit on their loans or investments, even though 
they may know that the banking system as a whole 
“creates” deposits when it extends credit on the basis of 
available reserves. This is so because a bank is likely to 
gain reserves during a deposit expansion and lose them 
during a contraction. How much an individual bank can 
lend or invest, therefore, depends upon its ability to attract 
or retain deposits. Since both the inflow and withdrawal of 
deposits are influenced by seasonal forces, the banker must 
take them into consideration when he formulates his loan 
and investment policies.

In some farming communities, for example, income is 
derived principally from the sale of a few specific crops in 
the late summer and early autumn, and deposits build up
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Loans that provide short-term  w ork in g  cap ita l a re  most 
l ik e ly  to fo llow  a  seaso n a l p attern .

LOANS OUTSTANDIN0 AT MEMBER BANKS IN LEADINQ SIXTH DISTRICT CITIES

Loans m ade fo r lon g er periods shew  less season al v a r ia 
tion in outstandings.

during these months. During this period, the banker has 
ample funds to lend. The demand for loans, however, is 
then at a seasonal low because farming activity is at a low 
ebb. After that, deposit declines begin to drain reserves 
month by month well into the following year until the 
crops are harvested and sold. Beginning in the spring, 
money must be spent for seed, fertilizer, and other pro
duction expenses; some of this money travels outside the 
local banking area, thus adding to the bank deposit drains. 
This is the time, however, when loan demands are high. 
The banker in such an area finds that when he needs funds 
most he has a shortage of loanable funds and when loan
able funds are abundant he needs them least. Thus, con
flicting seasonal deposit and loan patterns may pose serious 
problems in the management of a bank’s funds. Not all 
banks have identical problems, but most of them have 
seasonal problems of some sort. Since bankers know with

The kinds of farm  en terp rise  ca rried  on in an  a re a  dete r
m ine the season al loan  practices of banks serv ing  farm 
ers, a s  the exp erien ce  of ru ra l banks in these a re a s  
illu strates.

SILT LOAM Farming Area (Louisiana and Mississippi) Cotton and Livestock

CENTRAL BASIN Farming Area (Tennesses) Diversified Farming 

Percent of Trend Percent of Trend

PEANUT Farming Area (Alabama and Oeorgla)̂ eanuts. Cotton, Com, Hoga

some confidence when there will be “tight” and “easy” 
periods each year, they plan their operations accordingly 
to keep available funds fully employed and earning profits 
and also to meet seasonal drains on their reserves when 
they occur.

Meeting the Problem
Bankers meet these seasonal problems by properly man
aging their secondary reserves, which are, in the words of 
the money and banking textbooks, those earning assets 
that may be quickly converted to cash at all times without 
appreciable loss. Instead of leaving their funds idle during 
slack periods, they invest them in earning assets that can 
readily be converted into cash without loss. Since short
term securities of the U. S. Government are subject to 
fewer price fluctuations than long-term securities, they are 
the chief components of secondary reserves. Skillful man
agement spaces the maturities of these issues so that securi
ties will mature as funds are needed. Although higher 
eamings could be obtained from a portfolio consisting en
tirely of long-term securities, there is the risk that, with a 
rise in yields and a consequent decline in prices, a loss
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would be incurred if the securities were sold before ma
turity.

The management of a bank’s cash position is a special 
art. First of all, some knowledge of seasonal changes in 
loans and deposits is needed. It also requires a man with 
a “sharp pencil” who will watch his bank’s cash position 
from day to day or even from hour to hour. He checks 
by phone with his Federal Reserve Bank to determine his 
reserve position; he checks within his own bank on any 
expected large deposit changes; and he knows if large 
blocks of securities are maturing. He must be able to esti
mate not only today’s position, but also what it will likely 
be in the future. Only then can he decide whether he 
should use any existing excess funds in the Federal funds 
market, buy short-term securities or commercial paper, or 
whether the bank could prudently earn higher yields on 
intermediate- or longer-term Government or municipal se
curities. When he discovers that the bank is likely to be 
deficient in reserves, he must decide how to erase the 
deficiency. Because of the special skills required and the 
time involved, a money-position specialist is frequently 
found only at the larger city banks.

For many banks, especially the smaller ones, managing 
the bank’s money position may be only one of the numer
ous tasks performed by a bank officer. Paying such close 
attention to the bank’s daily cash position, however, may 
not be compensated by an additional gain in earnings. Some 
banks, therefore, prefer to keep a cushion of excess re
serves and correspondent balances that will meet most 
emergencies. Sometimes, if not carried to an extreme, such 
a policy may be the most economical one to follow.

The seasonal patterns derived from statistics reported' 
by the member banks in this District’s six county Dothan 
trade and banking area in southeast Alabama illustrate the 
asset and liability changes made in response to seasonal 
forces. This area was chosen as an illustration because it 
is more dependent upon farming, particularly cotton and 
peanut production, than many other areas of the District, 
and, consequently, the seasonal swings in deposits and loans 
are large. Typically, deposits decline seasonally during the 
period in which loan demand is expanding and rise when 
loan demand falls off. Of course, the operations of any one 
of the banks in the area may not conform specifically to 
the pattern derived from the experience of all the banks 
combined. Nevertheless, the asset adjustments that were 
made are typical of the action many bankers take when 
faced by such seasonal changes.

The statistics for past years show, for example, that the 
Dothan area member banks typically reduce their invest
ment holdings month by month during the first half of the 
year— the period when loans are rising and deposits declin
ing. When deposits increase in the latter part of the year 
as the crops are marketed, the banks typically add to their 
investment holdings. They also use their excess reserves 
with the Federal Reserve Bank of Atlanta, as well as their 
demand balances with other banks, in making adjustments 
to seasonal needs.

Borrowing for Seasonal Needs
Why, then, if a banker by planning can manage his bank’s 
funds to provide for seasonal needs, do some banks oc
casionally borrow from the Federal Reserve Bank of

Atlanta or from other banks for seasonal needs? There are 
two general reasons: the imprecision inherent in forecast
ing and mistakes in bank management.

Changes in the demand for bank loans and in the level 
of bank deposits are caused, of course, by changes in gen
eral economic conditions, the long-term growth of a com
munity, and by other not completely predictable events, as 
well as by seasonal forces. At times, these forces may push 
up loan demands or drain off deposits beyond a banker’s 
prudent expectations. Moreover, the seasonal pattern of 
lending may change as the economic character of the com
munity the bank serves changes. For any such reason, 
plans for meeting seasonal problems may prove inade
quate. Furthermore, the “sharper” the banker’s “pencil” 
and the greater his attempts to remain fully invested at all 
times, the more likely it is that he will find himself faced 
with special seasonal problems. Thus, large banks are 
more frequent borrowers than smaller ones.

A banker may find, for example, that deposit withdraw
als are greater than he can meet by liquidating short-term 
securities. To raise funds by selling his long-term securities 
on a falling market might incur losses. Sometimes such 
emergency seasonal needs can be met by borrowing from 
other banks through the Federal funds market, as dis-

Proper m anagem ent of b an k  funds is e sp ec ia lly  im portant 
in an a re a  w h ere  cash crops a re  an  im portant source of 
incom e, as they  a re  in the Dothan, A la b a m a , trad e  and  
banking a re a . There, deposits decline se aso n a lly  and  
reduce rese rves during the months w hen loans a re  rising . 
Deposits rise  se aso n a lly  w hen loans decline.

DOTHAN TRADE AND BANKIN6 AREA

M em ber b anks in the a re a  m eet p eak  cred it dem ands  
and absorb  excess funds ch iefly  b y ad justing  th e ir  invest
m ent portfo lios. They a lso  m ake  ad justm ents through  
th e ir  excess re se rv es  a t  the Fed e ra l R eserve  Bank of 
A tlan ta  and th e ir  dem and deposit b a lan ces due from  
correspondent b anks.

DOTHAN TRADE AND BANKING AREA
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Sem e S ixth  D istrict b anks ad ju st th e ir  rese rv es through  
the purchase and sa le  of Fed era l funds. Fo r a ll  D istrict 
banks com bined, this a ctiv ity  in recent y e a rs  fo llow s  
som ew hat of a  season al p attern.

Seasonal requirem ents beyond those that can be reason
a b ly  m et from  b anks' own rese rves m ay be m et by short
term  borrow ing from  the Fed era l Reserve Bank of A tlan ta .

cussed in the October 1962 Review. At other times, mem
ber banks exercise their privilege of borrowing from the 
Federal Reserve Banks.

“Access to the Federal Reserve discount facilities,” we 
are told in Regulation A of the Board of Governors, “is 
granted as a privilege of membership . . . .  Federal Re
serve credit is generally extended on a short-term basis to 
a member bank in order to enable it to adjust its asset 
position when necessary because of a sudden withdrawal 
of deposits or seasonal requirements beyond those that 
can be reasonably met from the bank’s own resources.”

Not all seasonal borrowing by member banks can be 
traced to the fallibility of forecasting and planning for 
seasonal needs that are to be expected. For example, there 
is the banker who is surprised year after year to find a sea
sonal pattern at his bank. He ties up all his funds in long
term securities to take advantage of their yield or income. 
When confronted by declining deposits, he may find him
self in the position of having to replenish his reserves by 
selling his securities at a loss if money market interest 
rates have been rising. Or, there is the banker who tries to 
achieve the seemingly impossible feat of increasing both 
his loans and investments while his deposits are declining. 
Circumstances such as these, even though they can be 
traced to lack of foresight and should have been avoided, 
can be met temporarily by borrowing at the Federal Re

serve Bank’s discount window, since assisting banks to 
maintain a liquid position is one of the primary concerns 
of the Federal Reserve authorities. However, in such cases, 
the Federal Reserve Bank authorities take steps to help 
the member bank avoid such borrowing in the future.

Most banks are able to meet seasonal pressures on their 
cash positions by properly managing their funds and use 
the privilege of borrowing from the Federal Reserve Banks 
only occasionally, if at all. For example, so far this year 
only 61 of the 458 member banks in this District have 
used the borrowing privilege. Even in the so-called “tight 
money” year of 1959, only 115 resorted to borrowing 
from the Federal Reserve Bank.

Both the American commercial banking system and the 
Federal Reserve System are unique. In the United States, 
banking is carried on by over 14,000 unit banks that are 
privately owned and, for the most part, individually op
erated; in many parts of the world, commercial banking is 
highly concentrated among a few large banks.

The burden of serving the needs of the public, there
fore, falls upon both the Federal Reserve and the pri
vately owned and operated commercial banks. Neither can 
do the job alone. Thus, the Federal Reserve System helps 
this nation’s banks meet seasonal needs for money and 
credit in two ways. By providing the banking system with 
reserves in accordance with seasonal needs (as discussed 
in the July issue of this Review), it helps avoid periods of 
general seasonal credit stringency; by extending the dis
count privilege to member banks, it helps the individual 
bank solve its problem of meeting seasonal credit demands 
in its own community.

On the other hand, the Federal Reserve System must 
have the help of local bank management in meeting the 
seasonal credit needs of individual communities. Together, 
the Federal Reserve System and individual banks operate 
to provide that seasonal elasticity in the supply of money 
and credit envisioned by those who wrote the Federal 
Reserve Act fifty years ago. If one measure of the success 
of Federal Reserve policy is the avoidance of periods of 
general seasonal credit stringency, one measure of com
mercial bank management is how well it meets the peculiar 
seasonal needs of its own customers.

C h a r l e s  T .  T a y l o r

(This is the second in a series of two articles on the sea
sonal demand for credit. The first appeared in the July 
issue of this Review.)

N EW  ELECTRIC POW ER SERIES  

This month, we are introducing a new electric power series. It 

is an index of the total of (a) sales of electricity to ultimate 

industrial users and (b) production of electric energy by indus

trial establishments. This series replaces our former one of elec

tric power production by utilities. W e believe the new series 

will better indicate movements in industrial activity. Historical 

data for the Sixth District are availab le upon request to the 

Research Department, Federal Reserve Bank of Atlanta, 

Atlanta, Georgia 30303.
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