
F i n a n c i a l  I n s t i t u t i o n s  P r e s s u r e d

When all the credit demands could not be met in 
1966, the area’s financial institutions came under 
pressure. Flows of new savings shifted away from 
savings and loan associations in many metro
politan areas, as both they and commercial banks 
met competition mainly from rapidly rising direct 
securities investment returns outside the District.

These competitive pressures raised the reward 
to savers but their effects on the supply of some 
types of credit were severe. Housing producers 
found financing needs more difficult to fill, as 
funds shifted toward national markets. Small 
governmental units and corporations of limited 
regional identification often experienced faster

interest rate increases than better known issuers. 
Under these conditions the shortage of funds 
might have been expected to be more pronounced. 
But weakness in some funds flows was offset by 
relative strength in others.

Corporate securities issues of District busi
nesses appear to have been reduced about 15 per
cent during 1966, based on preliminary data 
through November. However, in both 1965 and
1966, dollar volume was sharply higher than dur
ing the four preceding years, and the total for 
the two years combined was substantially greater 
than that for the three preceding years. The re
surgent investment spending of public utilities
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and communications firms, which typically ac
count for well over half the District’s public cor
porate securities, was significant. Their offerings 
in 1966 accounted for about 84 percent of the 
total. On the other hand, the proportion of offer
ings by manufacturing, real estate, finance, and 
other firms, was smaller than in any year since 
1958. Far from indicating a lack of basic demand 
for funds from the latter group, these changed 
proportions reflect varying acceptability of securi
ties, in addition to the ability to pay higher costs.

Governmental agencies also experienced diffi
culty in marketing their debt offerings, not only 
in regional markets but also in the broader na
tional markets. Total issues for 1966 fell below 
those for the previous year for the first time in 
the postwar period. Even so, markets were found 
at rising costs for security offerings totaling over 
$1.8 billions, compared with $2.0 billions in 1965. 
A number of state and local government issues 
had to be deferred, and some were cancelled be
cause of market conditions.

A substantial amount of funds flowing into the 
Southeast through these media was allocated to

Construction Volume and Employment
Percent Percent

Dollar volum e of construction contracts rem ained high in the  
U.S. and the District, although its com position changed  
rapidly during th e last half of 1966. Construction em ploym ent 
also  stood at high levels throughout m ost of th e year.

construction projects. In addition, the opening 
of new plants and facilities and expansion fi
nanced directly by national corporations con
tinued strong. Commercial building, mainly fi
nanced by capital imported by mortgage bankers 
and commercial banks, expanded further. Pro
jects partially financed by government funds also 
added to aggregate demand. Together, these fac
tors insured continuation of a high level of non- 
residental construction throughout the year. In
1966 both total construction contract volume and 
employment were at higher levels in the District 
than in the nation. Moreover, although both in
dexes have been declining in 1966, the District 
still fared better than the nation.

It thus appears that in the area of capital in
vestment, residential building was hardest hit by 
the reduction in funds. Financial institutions 
whose primary orientation was in residential 
mortgage lending were especially pinched. In 
varying degrees, savings and loan associations 
found it increasingly difficult to cope with direct 
investment of new savings and the withdrawal 
of existing shares. Net savings flows to associa
tions in the six District states were less than one- 
third of their 1965 flows, but somewhat better 
than those of the nation. Their ability to finance 
the purchase and exchange of houses was sharply 
curtailed.

The market for government underwritten or 
guaranteed home mortgages, typically a major 
instrument of capital importation for the District, 
was seriously disrupted in 1966. Although some 
support for the market was provided by the Fed
eral National Mortgage Association, the flows of 
new private commitments through the mortgage 
banking network were greatly reduced.

As the year closed, there were scattered indi
cations that some of the pressures on mortgage 
credit might be lessening. Substantial recovery 
in prices for Federal government securities had 
already occurred, and yields were retreating in 
municipal markets. The District’s economy still 
faced difficulties in satisfying its growing demand 
for capital funds.

H i r a m  J. H o n e a

B a n k  A n n o u n c e m e n t s
The Security Trust and Savings Bank, Brilliant, 
Alabama, a newly organized nonmember bank, 
opened on December 16 and began to remit 
at par for checks drawn on it when received

from the Federal Reserve Bank. J. Cline Weeks 
is president, and Horace Stanford, cashier. 
Capital totals $100,000, and surplus and other 
capital funds, $100,000.
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