
SIXTH DISTRICT BANKING NOTES

The Recent Strengthening 
in Real Estate Lending

Since the first of this year, the District's 32 
largest commercial banks have been 
adding real estate loans to their portfolios 
at an annual rate of nearly 17 percent. In 
contrast, business loans have been advanc
ing at an annual rate of about 13 percent 
and total loans more slowly, at an 11-per- 
cent annual rate. Real estate loans have 
accounted for about one-third of the 
dollar growth in total loans so far this 
year.

Renewed interest in real estate loans on 
the part of the large banks and their con
solidated real estate subsidiaries follows a 
period of about two years in which real 
estate loans were very much out of favor. 
From 1971 through 1973, real estate loans 
had surged nearly $1.5 billion and growth 
had averaged over 30 percent a year. But 
in 1974, recession hit the real estate in
dustry and many large banks experienced 
severe problems with their direct real 
estate loans and loans to firms financing 
the real estate industry. Loans involving 
construction, land development, and 
various types of commercial property, the 
most rapidly increasing real estate loan 
category in the early '70s, inflicted heavy 
losses at certain banks. Some borrowers 
defaulted; others were allowed to delay, 
defer, or make reduced interest payments. 
Some banks took title to real estate 
directly through foreclosure, agreement 
with borrowers, or asset swaps with other 
financial institutions. Foreclosures were 
especially troublesome at larger banks in 
Georgia, Tennessee, and Florida. As a 
result, banks' real estate holdings other 
than their premises increased by over $200 
million and earnings declined sharply at 
many large banks.

Some of the recent strength in real 
estate lending can be attributed to locally 
weaker business loan demand. In three of 
the District states —Tennessee, Mississippi, 
and Florida —there has been above-average

growth in real estate loans but business 
lending has been relatively weak. The 
sluggish business loan demand may have 
encouraged these banks to seek additional 
real estate loans in order to expand loan 
volume. However, the strongest growth in 
real estate loans this year has occurred at 
the large Alabama banks, where business 
loans have advanced nearly twice as 
rapidly as in the remainder of the District. 
This part of the region generally escaped 
the earlier real estate problems. Large 
banks in Louisiana have also had above- 
average growth in both real estate and 
business loans. At the larger banks in 
Georgia, where corporate loan demand has 
exceeded the District pace, real estate 
loans have continued to decline.

There are several reasons District banks 
are again actively financing real estate. 
Although business loan demand is stronger 
now than it has been since 1974, it is 
probably lower than many bankers ex
pected. With adequate deposit gains, many 
banks have sought the higher yields of 
loans instead of the lower returns of short
term securities. Also, real estate markets 
around the District have improved 
significantly from their depressed levels of 
the recession. New projects once again 
seem financially viable.

During the first half of 1977, real estate 
loans to finance commercial properties 
have accounted for over one-half of the 
increase in real estate loans, with the 
strongest gains at the larger banks in 
Tennessee, Georgia, and Florida. This 
development is a little surprising, since 
these same states were most severely 
impacted by problem loans of this type 
less than three years ago. Loans to finance 
construction and land development, 
although essentially unchanged in the 
District as a whole, have been rising quite 
strongly at the larger banks in Alabama 
and Louisiana. Conversely, banks in 
Georgia and Tennessee are still reducing 
their real estate loans for such projects.

Residential mortgage loans, which ac
count for nearly one-third of the large
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banks' total real estate loans, have grown 
at a faster pace than total real estate 
loans. Single-family mortgage loans have 
advanced most rapidly in Alabama and 
Florida. District banks are not major

REAL ESTATE LOAN GROWTH

lenders for multifamily residential proper
ties, and all growth in this area has come 
in Tennessee and Florida.

The recent strengthening in real estate 
loans at the larger banks suggests that 
many of these institutions feel that they 
have overcome the real estate-related 
difficulties of the last recession and that 
real estate financing is more readily 
available. It is also a sign that real estate 
markets have revived and that new proj
ects are moving from the drawing board to 
the development and marketing stages. If 
the region's largest banks can draw on 
their previous experiences with the con
sequences of rapid real estate loan growth, 
this revival can be taken as a good sign for 
the banks and the region. Hopefully, 
recent advances will not result in a replay 
of earlier excesses.

John M . Godfrey
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