
Bank Lending Reflects an Active Economy
Figures on bank loans are more up-to-date than many 
other economic data. Analysts frequently use them, there
fore, as a clue to what is happening in business. Bank 
loan data for this spring, along with other indicators, tell 
us that businesses are no longer building up their stocks. 
Rather they seem to be unloading their shelves. Further 
weakness showed up in the building industry. Consumers 
and governments, however, spent more than at any time 
in the post-Korean War period. Adding it all up, we find 
that total business activity must have advanced, although 
more slowly than in late 1956.

Loan data for the Sixth District show that business ac
tivity is strong in our area. Loans at member banks were 
35 million dollars, or one percent, higher on May 29,
1957, than on December 26, 1956; only two other Federal 
Reserve Districts bettered the District rate of increase 
through April this year. In May 1957, moreover, these 
loans in our District were 9 percent above last May.

The rise in loans varied widely among banks. Smaller 
banks and those located outside leading cities generally 
enjoyed the greatest gains. Country member banks ex
panded their loans 12 percent from last May. This was 
twice the rate of increase at reserve city banks and one- 
half again larger than the gain at member banks in leading 
cities. Nonmember banks probably expanded their loans 
at about the same rate as country members.

During a business boom, banks in the money market 
centers usually feel the impact of credit policy before 
those outside, especially those in the smaller communities. 
It is not surprising, therefore, at this stage of the boom, 
that banks in smaller cities are enjoying a greater rate 
of expansion, not only of loans but also of deposits.

In an area of rapid development such as this District, 
one would expect growth to be greater in places other 
than the older, more established banking centers. Such 
was the case this year. At Orlando, Florida, loans, de
posits, and bank debits increased sharply. Several other 
Florida and Southern Louisiana cities also registered larger 
gains in loans than Atlanta, Nashville, and Birmingham.

To understand economic conditions, it is more im
portant to find out how much various types of borrowers 
received than how different banks fared. We have figures 
of this type for March 14, 1957. They show that busi
nesses owed District member banks 9 million dollars more 
than at the end of 1956. No other class of borrowers 
showed such a large gain; security loans rose 4 million 
dollars and real-estate loans 3 million. Loans to consumers 
and farmers declined.

Business gets almost 50 percent of all loans. In the 
term business we include manufacturers, wholesalers, 
retailers, sales finance companies, automobile dealers, 
electric companies, building contractors, and many others.

How much do these firms borrow? Why do they bor
row? The answers to these questions depend on how good

business is, how much money the firm already has, and 
other similar factors. Some borrow to finance purchases 
of materials that go into a finished product, which they 
sell and get paid for some time hence. Others borrow to 
build up stocks, to expand their plant and equipment, or 
for other reasons.

This spring, the changes in loans reflected, in part, 
changes in inventories. Some businessmen, piling up mer
chandise, turned to banks for financing help; others, un
loading their shelves, often used the money from the sale 
of the goods to repay their loans.

Inventory Changes Affect Bank Lending
In the nation’s textile field, mill inventories changed little, 
whereas last year they rose substantially. Since mill 
owners, therefore, needed less credit this year, bank loans 
to textile, apparel, and leather firms rose less than a year 
ago at banks in leading cities, for which we have the 
most complete information on business loans. At 22 
banks in leading District cities, textile loans since the 
end of 1956 likewise increased less than in early 1956. 
Textile workers in the District have been putting in 
increasingly fewer hours since December; also, the number 
of textile workers is down this year, although less so 
percentagewise than in 1956. Trade papers report a pick
up in textiles, but it is confirmed only by a slight rise in 
seasonally adjusted use of cotton by District mills in 
May; the May figure, however, is below that of last year.

In another important District industry—lumbering— 
stacks were higher. For the first four months of 1957, 
inventories of Southern pine in the District rose 9 percent; 
they had declined in 1956. This year’s inventory accu
mulation helps explain why unclassified manufacturing and 
mining loans went up; that group is heavily loaded with 
lumber loans. Further weakness in lumbering is revealed 
by greater cuts in employment in lumber and furniture 
this year than in 1956.

Pulp and paper manufacturers borrow infrequently 
from District banks. This year, those who did borrow 
probably did so largely to finance inventories. National 
stocks of pulp and paper continued to rise more than 
seasonally through April.

Lending to metal firms, that generally added to their 
stocks, has also been buoyant. At banks in leading 
cities, metal loans advanced much like those in the 
nation. This year’s increase in the District is just about as 
high as the exceptionally large gain in 1956. At that 
time prospects of a steel strike encouraged inventory 
stocking, and business investment in plant and equipment 
was rising more rapidly than now. Many persons antici
pated the recent price hike in steel, which may have 
stimulated inventory building. The 1957 advance in 
loans also reflects the continued vigorous expansion in 
plant and equipment.
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LENDING AT DISTRICT BANKS Gains Less Than Seasonal

In the first half of 1957, the growth in loans and 
deposits at all member banks in the District out
paced that in the nation.

Lending fluctuated at high levels at member banks 
in large cities of the District, but rose steadily in 
small cities. Consumer credit at all commercial banks 
also grew.

Business loans at member banks in leading cities in
creased less than they usually do at this time of year.

Total business lending increased less in the District this 
spring from December than in previous years. Growth in 
credit extended to manufacturing and mining firms com
bined was the weakest of all by far. It increased only 8 
million dollars through June 26 at banks in leading cities, 
compared with a gain of 30 million in 1955 and in 1956. 
This year’s smaller rise was largely because of a sharp 
drop in food, liquor, and tobacco borrowing.

Public utilities, on the other hand, apparently went 
to the banks often. They increased their borrowings 6 
million dollars this year; last year they reduced them. 
Nationally, the increase was somewhat larger than in 1956.

Sales finance companies also borrowed far more from 
District banks this year than in 1956. This reflected 
automobile dealers’ needs for funds to carry near-record 
numbers of new cars. Sales finance companies traditionally 
furnish a large proportion of dealers’ “floor-planning.” 
From time to time, however, they shift from banks to 
other lenders. In January, they repaid their bank loans 
with the proceeds of commercial paper sold in the market. 
After going back to the banks in March and April, they 
once again sold commercial paper to trim their bank 
debts, only to return to the banks in June. How much 
bank credit is available largely causes such ups and downs 
in borrowings of sales finance companies.

Trade Loan Strength Deceptive
Trade concerns gave a big boost to District business 
lending. They usually borrow about one-fourth of the 
total dollar amount lent to business. Borrowings by 
wholesalers and retailers at leading banks rose almost as 
much this year as last. In contrast, trade loans in the 
nation have not measured up to the rise of 1956 or 1955; 
the pattern has instead been more like that in 1954.

The strength suggested by District loan figures is 
not evident in other trade statistics. Retailers, who ac
counted for most of the loan increase, saw little change 
in the trend of their sales from last year. Yet, their stocks 
did not seem to increase enough to explain the increase in 
loans. Stocks at department stores in the first quarter of
1957 probably went up only slightly more than seasonally.

We know that the strength in trade loans lies partly 
in the fact that some national firms shifted from money 
market centers to large District banks for their financing. 
Many of these firms began using their lines of credit 
here simply because credit policy and other factors had 
made it more difficult for them to secure credit from 
their usual suppliers.

Rising Consumer Credit
Consumer credit boosted total bank lending considerably. 
Instalment credit alone had increased 39 million dollars at 
all commercial banks in the District by the end of May. 
This increase compared with only 19 million in the first 
five months of 1956. The gain through April somewhat
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exceeded the national rate. That gains in automobile 
loans were especially high is not surprising, since new car 
registrations in the District are 7 percent ahead of 1956. 
In the nation they are little changed from last year. The 
smaller District banks that have become increasingly 
aggressive in their instalment lending accounted for much 
of this growth.

In the District, awards for residential building were 
holding up better than in the entire country. In line with 
this development, real-estate loans on residential property, 
other than farmland, held stable between December 31 
and March 14; the nation experienced a decline.

Farmers apparently were less active borrowers this 
spring than last. Farm production loans at all District 
member banks rose only 4 million dollars between the 
end of 1956 and March 14, a somewhat less than 
seasonal rise. From a year ago, production loans are 
actually down, but are likely to show a rise when data 
covering the planting season are out.

Also, farmers in the District probably relied less on 
nonbank credit; in the nation they did just that. Life 
insurance companies and Federal Land Banks, for ex
ample, made fewer loans than last year. Farmers had to 
pay, on the average, higher interest rates than they did 
last year, 5^2 percent compared with 4y2 in 1956. For 
this reason, some have probably not been too eager to 
refinance their mortgage debt to get operating capital. 
Others must have borrowed less because they took part 
in the acreage reserve of the Soil Bank program. For all 
District states, some 21 percent of the allotted cotton 
acreage was pledged to the Soil Bank.

Participation in the Soil Bank is by no means the only 
reason why farmers borrowed less. In some areas farmers 
are leaving the farm; hence such loans are fewer. Farm 
loans outstanding at member banks are below year-ago 
totals in many sectors: The peanut belt of Georgia and 
Alabama; the sugar cane areas of Louisiana; the flat- 
woods of Georgia and Florida; and the Piedmont of 
Georgia and Alabama.

Supply of Credit
How were District banks able to turn in such an impressive 
record of meeting their customers’ needs? For one thing, 
they were able to retain their deposits. Since December, 
total deposits at member banks have risen almost steadily. 
By the end of May, they were 6 percent above those of 
May 1956. Nationally, the increase through April was 
only 3 percent. Secondly, banks apparently gained a 
sizable amount from other areas, since the rise in deposits 
roughly matched the increase in loans and investments. 
The Treasury, for example, spent more in the District 
than it collected here. Some banks whose reserve positions 
were pinched were temporarily accommodated at the 
discount window of the Federal Reserve Bank of Atlanta.

Not only were banks able to make more loans but also, 
unlike banks throughout the nation, they added somewhat 
to their holdings of investments, mainly United States

Government issues. Again, the increase was not uniform 
for all classes of banks. Country banks expanded their 
holdings more than enough to offset a sizable reduction 
at reserve city banks. The growth at nonmember banks 
equaled that of country banks.

Will the Rise Continue?
What course will total loans take in the last half of 
this year? If the seasonal pattern holds, they will rise. 
How much they will rise depends on the pace of activity 
in many fields. Perhaps much of the upward trend in 
loans in the District and the declining trend elsewhere 
reflect only the lesser importance of durable goods 
industries here. The durable goods area has been one of 
the major soft spots. Thus, if stock cutbacks are over, 
loans to finance inventories will expand relatively more 
in the nation than in the District.

The consumer may decide to step up his buying of 
cars and other durables and give loans a boost. So far this 
year, he has not increased his spending as much as his 
income has gone up. Yet, of all the influences on loans, 
credit policy may well be the most important. It will 
probably continue to have a deciding impact on some 
industries and home and business construction. Unless 
credit policy is changed, therefore, the present loan pattern 
is unlikely to change dramatically.

H arry B randt

Bank Announcements
On June 21 the Englewood Bank, Englewood, Florida, 
opened for business as a nonmember bank, remitting at 
par for checks drawn on it when received from the 
Federal Reserve Bank. Officers are William L. Hart, 
President; J. T. Sheppard, Vice President; Edward J. 
Bramlage, Cashier; and Mrs. Margaret E. Leach, As
sistant Cashier. Capital stock totals $100,000 and sur
plus and undivided profits $45,000.

On July 1 the Merchants and Planters Bank, Newport, 
Tennessee, began to remit at par. The bank’s officers 
are J. B. Ruble, President; Carl B. Mims, Cashier and 
Vice-President; J. M. Stooksbury, Executive Vice- 
President; T. I. Magill and Mrs. Nelle Williams, A s
sistant Cashiers. Capital totals $125,000 and surplus 
and undivided profits $454,000.

Another nonmember bank going on the par list 
July 1 was the Community State Bank of Starke, Starke, 
Florida. Officers of this bank are S. D. Clarke, Chair
man of the Board; Charley E. Johns, President; and 
William S. Terry, Cashier. Its capital totals $100,000 
and surplus and undivided profits $45,000.

On July 6, The Bank of Stone Mountain, Stone Moun
tain, Georgia, opened for business as a nonmember, 
par-remitting bank. C. Arthur Drew is President; Dr. 
J. Rufus Evans is Vice President; and Robert L. 
Maughon is Cashier. Capital amounts to $100,000, 
and surplus and undivided profits to $25,000.
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