
SIXTH DISTRICT BANKING NOTES 
FALTERING SOUTHEAST LOAN GROWTH 

District bank loan growth slowed significantly during early 1979. 
While this pattern usually occurs when economic activity slows, it 
is in marked contrast to the still strong performance noted in 
other parts of the country. 

District bank loan growth faltered this year , 
trai l ing 1977 and 1978 rates by a wide 
margin. District banks maintained a 13-
percent growth rate in each of the past two 
years. First-half growth for 1979 has s lowed 
to 6 1/2 percent—$1.1 bil l ion (see Chart 1). 
Growth for this per iod last year was $2.2 
bi l l ion. 

The s lowdown is more striking when 
contrasted with stronger performance 
nationally. Bank loan expansion cont inued 
at nearly last year's pace throughout the 
rest of the country . 

Clearly, District loan growth has diverged, 
both f rom past trends and f rom current 
national ones. Since developments in the 
f inancial area often parallel the under ly ing 
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condit ion of the economy , this d ivergence 
is important . Financial data can give 
advance c lues about the direct ion of the 
economy before other indicators are 
avai lable. 

Thus , a shift in an important f inancial 
indicator raises questions of a broader 
nature. What does the weaker loan growth 
say about the District's economy? Why 
has the loan growth slowed? Do reduced 
expansion rates ref lect more cautious 
loan policies on the part of banks or re-
duced demand f rom borrowers? 

The situation in the District is complex . 
It's somewhat perplex ing as wel l . The 
s lowdown is w ide in breadth but not 
equal ly large in all categories. Some slow-
downs have been relatively small , wh i le 
others have been sharp. Further , some 
changes parallel national patterns whi le 
other changes don't . 

Consumer loan growth, both instalment 
and single payment , stayed stronger 
than expected , though not as strong as 
last year's (see Chart 2). Several factors 
encouraged a s lowdown. Double-digit in-
flation threatened to price many large-
ticket items out of reach as consumers 
spent more on necessities. Purchases 
of large cars became less attractive as 
gasoline shortages caused concern . Just 
as important , consumers already carr ied 
a heavy debt load. They had f inanced 
strong spending over the past three years 
with greater amounts of credit . Even 
with strong income gains, the ratio of debt 
to household income had reached his-
torically high proport ions. 

Bankers shifted their lending in this 
area as wel l . They cut back on indirect 
f inancing of automobi les , though direct 
loans to f inance companies cont inued to 
grow. 

Real estate loans increased at four-fifths 
of last year's pace (see Chart 2). S lowed 
commerc ia l expansion reflects the caution 
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CHART 2 

FIRST HALF CHANGES IN 
DISTRICT MEMBER BANK LOANS 
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with wh i ch District banks are approaching 
these loans. Larger banks, in particular, 
are l imit ing their f inancing of mult i family 
propert ies , new residential projects , and 
commerc ia l construct ion. 

The weakness in loan expansion for 
residential housing stems f rom another 
source. Single-family housing loans, no 
longer subject to low usury ceil ings in 
many District states, now offer competit ive 
returns. As such , they are attractive to 
banks. But consumers are resisting the 
higher rates. Demand for the loans hasn't 
grown as rapidly as before. 

District business loan growth s lowed to 
three-quarters of last year's pace—a fact 
made more noteworthy by booming 
national growth (see Chart 2). Data on 
large bank lending show s lowdowns in all 
major areas. 

Manufactur ing loans made no gains f rom 
last year. Reduced sales and employment 
caused texti le and apparel manufacturers 
to curtai l their use of bank credit . They 
bor rowed less this year than last. Stronger 

borrowing in other industries balanced 
out the loss but did not overcome it. 

Service-type f irms, usually a strong 
growth area in the District, showed essen-
tially no loan growth. 

Loans to trade firms increased but not by 
as much as last year. Wholesalers , in par-
t icular , showed more restraint in their use 
of credit . 

Loans to construct ion f irms fell below'last 
year's amounts as bui lding s lowed in the 
District. 

Not all of the weakness is ref lected in 
the categories above. Loans to other banks, 
both domest ic and foreign, dec l ined. 
Participation loans were especial ly weak , 
account ing for much of the decl ine of loans 
to domest ic banks. 

Loan growth in "a l l o the r " categories 
paral leled this s lower pace. Expansion 
cont inued but not at last year's rate. 

The s lowdown in loan growth is broad, 
its causes complex , and its meaning clear . 
Those sectors of the economy most de-
pendent on bank credit s lowed in the 
District dur ing the first six months of the 
year. 

APPENDIX 
A new statistical release on Sixth District 

m e m b e r bank c r e d i t c u r r e n t l y be ing 
developed was the source of the information 
for this Note. The information used to compile 
the release is taken from several reports that 
banks file with the Federal Reserve Bank of 
Atlanta. All member banks report weekly loans 
(net of Federal funds sales) and securities. The 
15 largest banks (assets of $750 million as of 
December 1977) report very detailed informa-
tion on their major balance sheet items. (This 
information is currently available on the 
"Weekly Condition Report of Fifteen Large 
Commercial Banks, Sixth Federal Reserve Dis-
trict.") In addition, a sample of other District 
member banks (as part of a national reporting 
panel) now reports weekly information on five 
loan categories and two securities categories, 
which is then used to estimate the changes in 
the corresponding categories for the other Dis-
trict member banks. District totals for each 
category are then obtained by combining the 
data from these three groups. This detailed in-
formation will be published in several months. 

John M. Godfrey 

FEDERAL RESERVE BANK O F ATLANTA 87 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1979


