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Bank Lending in an Expanding Economy

rHREE major trends in bank lending developed during 1952 in the expanding Eighth 
District economy. (1) Consumer credit rose sharply after removal of Regulation W  
last May. While the debt burden for most individuals apparently is not excessive, continu
ation of such a rapid expansion might create instability in the economy. (2 ) Business loans 

declined in the district in contrast with their previous growth and continued expansion na
tionally. The decline reflected primarily a moderate contraction of bank financing of inven
tories. (3) Lending by larger banks to other banks expanded significantly, chiefly due to 
the need for reserves and the higher rates on short-term Government securities.

In addition to these major developments, there was some increase in loans on real 
estate, continued growth in agricultural borrowing, and little change in security loans.

Three major trends in bank lending developed 
during 1952 in the expanding Eighth District 
economy.

BANK LENDING is dynamic. A bank loan 
portfolio is continually changing as lending 

policies adapt themselves to the financing needs 
of the community. Changes in portfolios take two 
forms—variations in volume and in composition of 
the aggregate. Both have been illustrated by the 
behavior of loan portfolios of Eighth District mem
ber banks over the past few years.

As to volume, loans at these member banks have 
nearly quadrupled from 1939 through 1952. As to 
composition, loans to consumers and on real estate 
were a larger percentage of total loans at the end 
of 1952 than at the end of 1939, business loans were 
about the same percentage, and loans to farmers 
and on securities constituted a smaller share. 
Finally, more loans to other banks were made in

Fede

1952 than in any other recent year although little 
change was evident in a comparison of year-end 
levels.

The process of adaptation of bank lending to com
munity needs goes on continuously—some changes 
are gradual and may require a long period of time, 
such as the span from 1939 to 1952, to become evi
dent; other changes are pronounced. Recent de
velopments in district bank lending demonstrate 
the continuity of the adaptation process and how 
sharp the adjustments can be in a period of just a 
few months.

During 1952 there were three major shifts in 
district member bank lending. Consumer borrow
ing jumped considerably, business loans contracted 
moderately, and loan^^t^anks increased significant
ly. In addj£k?n\tKere were several minor changes 
in loan trends. InVhis artrcle, these recent develop
ments arp briefly oiscussec

ank
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(1) Consumer credit rose sharply after removal
of Regulation W last May.

After the termination of Regulation W  early last 
May there was a sharp increase in consumer instal
ment borrowing. Total consumer instalment debt 
at banks, retail dealers, and other lenders for the 
country as a whole jumped 24 per cent from May 1 
through the end of the year, a rise of over $3 billion 
in eight months. At commercial banks the gain 
was even more impressive. Consumer instalment 
borrowing at banks throughout the country rose 
27 per cent in the same period, a growth of $1.5 
billion. At commercial banks in the Eighth District 
the expansion was also substantial, as the amount 
outstanding rose 25 per cent ($67 million) in the 
eight months.

The upswing in consumer borrowing during 1952 
was due, in part, to the liberalization of credit 
terms. Size of down payment, as well as size of 
monthly instalments, are major factors governing 
the amount of credit extended. Since early last 
May there has been a reduction in down payments 
and lengthening of repayment periods. On new 
automobiles, for example, twenty-four to thirty 
month maturities are currently the prevailing terms 
as compared with the eighteen-month maximum 
permitted under the most recent regulation. Also, 
maturities on instalment contracts have been length
ened and substantial reductions have been made 
in the average down payment on instalment pur
chases in the household appliance field.

In addition there is some evidence that more 
buyers of durable goods are using credit than for

merly. This is particularly true of new automo
biles. In 1951 less than half of the new cars were 
bought with the aid of credit; preliminary indica
tions are that credit was used in a much larger 
percentage of new car purchases in 1952.

The immediate effect of this upsurge in consumer 
instalment debt has been to add to consumer pur
chasing power, nationally and in this district. As 
a result, retail sales have been stimulated, espe
cially in durable goods, such as automobiles, refrig
erators, and television sets. The addition to con
sumer purchasing power has likewise stimulated 
activity in repair and modernization of homes.

The rapid growth of consumer credit has given 
rise to two questions: “Are consumers too far in 
debt?” and “ Is the debt accumulating too rapidly?” 
Clear-cut answers cannot be found to such broad 
questions, as the continuation of the arguments pro 
and con over many years bears witness, but certain 
historic comparisons may be helpful in coming to 
conclusions as to the role of consumer credit in 
our economy.

While the debt burden for most individuals
apparently is not excessive . . .
Consideration of outstanding volume and abso

lute growth in consumer credit, by themselves, 
throws little light on the questions of whether con
sumer credit is too large or is rising too fast. Price 
levels, incomes, productivity, and population have 
all increased, and so a rise in credit is only natural. 
A borrower’s capacity to incur debt safely depends, 
to a great extent, on the amount of income he has 
remaining after the payment of taxes. If a bor
rower has an increase in “take-home pay,” every
thing else being equal, his ability to meet instal
ment payments is also increased.

In recent years, the cou n try  has enjoyed an 
increase in real income—that is, total income ad
justed for both price increases and population 
growth. From 1939 to 1952, the per capita dispos
able income in constant dollars rose 42 per cent 
for the country. In the district, the rise has been 
even greater. This suggests that essential living 
costs are being met with a smaller proportion of 
current income, thus freeing a larger portion for 
saving or for purchasing durable goods and meet
ing regular instalments on borrowings.

Further, personal holdings of liquid savings have 
been increasing rather sharply, especially in the past 
year. It is estimated that these savings are now 
about four times their 1940 level. Thus over the 
longer period, consumers as a group are increasing
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the amount of their cash, deposits, and other liquid 
savings faster than they are their debt.

Measured against other economic magnitudes, 
the present outstanding amount of instalment 
credit, although up from recent years, is in approxi
mately its prewar relationship. As compared with 
disposable personal income for the year consumer 
instalment credit outstanding at the close of the 
year was somewhat higher in 1952 (7 per cent) 
than it was a year earlier (6 per cent). But it was 
no higher than it was in 1940, before wartime re
strictions were imposed. In terms of repayments on 
instalment credit to disposable income the ratios are 
also similar. Repayments on instalment credit now 
average about $1.8 billion per month or $22 billion 
per year. This is about 9.5 per cent of disposable 
income as compared with 9 per cent in 1940 and 
1941.

Such comparisons, of course, indicate only over
all, average relationships and are unable to take ac
count of differences or changes in the distribution of 
income or debt. It would be better to relate con
sumer instalment debt to the income of only those 
owing the debt and still better to analyze the debt 
burden by individual cases, rather than by aggre
gates.

What individual data are available likewise sug
gest that for most individuals the amount of their 
borrowing is not excessive. According to the 1952 
Survey of Consumer Finances by the Board of 
Governors of the Federal Reserve System, roughly 
half of all consumer spending units had no short
term debt as of early 1952. Another 35 per cent of 
the spending units owed less than $500. Only one 
unit in sixteen owed $1,000 or more.

A much better measure of the debt burden than 
the size of borrowings is the relationship of debt 
to the borrower’s income and savings. Here, again, 
the figures are favorable. Total consumer short-term 
.debt was less than 10 per cent of annual income for 
.over three-fourths of the consumer spending units. 
And it was 20 per cent or more of income for only 
one consumer unit in ten. Also, about a third of 
the borrowers held liquid assets—such as cash, de
posits, and Savings Bonds— equal to or exceeding 
their total short-term debt.

Although the foregoing data on individual spend
ing units are a year old and there has been a sharp 
expansion of consumer debt since last April, there 
is reason to believe that the over-all picture for 
consumers as a group is only slightly changed now 
since the sharp growth in consumer credit must be 
matched against continued growth in incomes, sav-

Consumer instalment credit rose shorpiy in 1952
approaching the prewar peak in relation  
to income.
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ings, and population. However, the 1953 survey 
data might modify this conclusion.

• . . continuation of such a rapid expansion 
might create instability in the economy.
It is sometimes said that the volume of consumer 

credit will have little influence on economic stability 
so long as the credit is extended only to reasonably 
sound risks. However, even if it were known that 
virtually all the consumer credit would be paid 
when due, the question “ Is it rising too rapidly ?” 
would not be answered.

The extension of consumer credit—like any other 
credit—increases demand. By being able to acquire 
an automobile or some other durable good “on 
time,”  the purchaser is probably able to buy more. 
Once the purchase is completed, the funds the pur
chaser obtained from the bank become the funds 
of (say) the auto dealer. The auto dealer, in turn, 
will most likely spend the funds, and so will the 
person who receives them from him.

Not all of the consumer credit extended is ex
pansionary, however. Part of the purchasing power 
put into circulation by consumer borrowing comes 
from other peoples’ savings out of current income. 
To the extent that consumer borrowing is counter
balanced by such savings, a net increase in demand 
is avoided since the funds put into use by lending 
are offset by funds taken out of use by saving.

The part of the increase in consumer credit that 
comes, directly or indirectly, from bank credit ex
pansion increases the money supply which, in turn, 
usually increases consumer demand for goods and 
services. Here is where the heart of the problem 
lies. Will the increased demand for goods and serv
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ices be reflected in larger production or rising 
prices, or both? The answer is largely dependent 
upon whether the economy is operating at capacity.

Under conditions of less than full employment, 
an expansion in consumer credit is generally 
matched by increased production. Conversely, when 
business is booming, unemployment is virtually 
nonexistent, and consumer prices are creeping up
ward, as at present, a growth in consumer credit 
tends to raise prices even further. This inflationary 
pressure is not limited to the consumer durable 
goods industries, but permeates the entire economy 
as the money supply expands and is put into use.

Likewise when consumer credit outstanding de
clines there is generally a depressing effect exer
cised on employment and prices. When business 
turns down, the purchase of durable goods is one of 
the first items that is normally cut out of the family 
budget, as the purchase of these items can be easily 
postponed. As a result, instalment credit usually 
contracts sharply in a business downturn, tending 
to accentuate recessions in business activity. If the 
level of consumer credit is high, the contraction 
tends to be larger.

In summary, the question of whether consumer 
credit is too large or expanding too rapidly cannot 
be categorically answered. Presently available data 
—which may be modified— suggest that for most 
individuals the debt burden now is not too high. 
However, for some individuals it is excessive. 
Further, it should be noted that a continuation of 
the upsurge in consumer credit at such a rapid rate 
as in the last eight months of 1952 would carry 
with it some threat to stability in the economy, 
particularly in that any downturn in business ac
tivity probably would be amplified. Caution on the 
part of lenders and borrowers would appear to be 
called for.

(2) Business loans declined in the district in con-
trust with their previous growth and continued
expansion nationally.
During 1952, district member bank loans to com

merce and industry declined moderately, reversing 
the rising trend of the previous two years. Further
more this decrease contrasted sharply with the na
tional trend which continued to rise in 1952. The 
business loan decrease in the district amounted to 
less than 2 per cent in 1952 compared with a growth 
of 27 per cent in 1950 and 6 per cent in 1951. Na
tionally, business loans expanded about 8 per cent 
in 1952.

The net decline of business loans in the district 
over the year was the result of two diverse move-
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Business loans declined in late 1952, on an 
adjusted basis.
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Weekly Reporting Member Banks in Eighth District

ments which characterize the seasonal pattern of 
these loans. In the first half of the year, these loans 
were reduced $154 million (17 per cent). In the last 
half of the year they were increased $141 million. 
This U-shaped pattern reflects the seasonal fluctua
tion of business activity and the need for financing 
it. The same pattern is observable in both national 
and district data, although the seasonal fluctuation 
is greater for the district.

The contraction and expansion of loans for the 
financing of commerce, industry, and agriculture are 
somewhat different each year. Both the size and the 
time of harvesting of crops and the marketing of 
them vary from year to year. Retailers and whole
salers build up inventories at different times and to 
varying extents. Therefore, separating seasonal 
fluctuations from cyclical and trend movements is 
a difficult task and yields approximate, not precise, 
results. At the same time, the separation should 
be made in order to properly interpret the data. This 
Bank makes a rough seasonal adjustment of the 
figures received from the weekly reporting banks, 
which transact over four-fifths of the dollar volume 
of business loans made by all district member 
banks.

After district business loans are adjusted for this 
seasonal pattern, they present a much different pic
ture than the unadjusted data. Thus, it is seen that 
while these loans declined $74 million in the first 
quarter of 1952, most of the contraction was normal. 
They fell $80 million in the second quarter but this 
was somewhat less than usual for the period. And 
in the third quarter, business loans rose about $85
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million, slightly more than is customary from June 
through September. In the final quarter, although 
business loans were up roughly $55 million, this 
growth was substantially less than what might have 
been expected from comparison with patterns of 
former years. Therefore, the 1952 data plotted on a 
seasonally adjusted basis change from the pro
nounced U-shaped curve to a curve that declines 
slightly early in the year, works up moderately 
from March through September and then falls off 
rapidly in October and again in December.

Not all banks in the district shared in the business 
loan contraction during 1952, which was occasioned 
by a drop in these loans at banks in the St. Louis 
and Memphis areas. Banks in the rural sections and 
in the smaller towns, as well as in some of the 
larger cities, such as Louisville, Evansville, and 
Little Rock, reported moderate gains.

The decline reflected primarily a moderate
contraction of bank financing of inventories.
According to data received from reporting banks, 

the bulk of the business loan contraction at district 
banks was due to net repayments by commodity 
dealers and food, liquor, and tobacco manufacturers. 
The largest contraction was in loans to commodity 
dealers, primarily on cotton at Memphis and re
flected a less-than-normal expansion during the 
final quarter of 1952. Loans to food manufacturers 
also showed a sizable decrease over the year. The 
reduction of these loans was greatest at the St. 
Louis banks.

In addition to the substantial declines in loans 
to commodity dealers and food manufacturers, mod
erate net repayments were received from wholesale 
and retail concerns, and textile, apparel, leather, and 
“ other” manufacturers. Partially offsetting these 
declines was a net expansion of loans to metal and 
metal products manufacturers, contractors, public 
utilities, sales finance companies, and “other” types 
of businesses. There was virtually no net change 
over the year in borrowings by petroleum, coal, 
chemical, and rubber companies.

Since the outbreak of hostilities in Korea, busi
ness borrowing at district banks has exhibited sev
eral new patterns reflecting the influence of the 
defense effort. The first occurred in the fall of 1950 
and early 1951. There was a sharp expansion in 
business loans reflecting primarily a rapid build-up 
of inventories, in part to handle the increased busi
ness. Most types of businesses increased their in
debtedness in the period. Very few loans were made 
to finance defense or defense-supporting contracts

(less than one per cent) and only a small part were 
for plant and equipment (less than 5 per cent).

The second pattern developed in the last nine 
months of 1951. Business loans rose only moder
ately, as emphasis shifted from inventory accumula
tion to defense build-up. This shift reflected, in part, 
the activities of the Voluntary Credit Restraint Com
mittee. Inventory loans were still made to food man
ufacturers and commodity dealers but the growth 
was less rapid. Retailers, wholesalers, sales finance 
companies, and textile manufacturers all reduced 
their borrowings for working capital. On the other 
hand, metal manufacturers, petroleum, coal, chemi
cal and rubber firms, and public utilities borrowed 
more heavily. A much larger percentage of loans 
was made for defense or defense-supporting pur
poses.

A third pattern was manifested during 1952. As 
noted earlier, loans to metal manufacturers, con
tractors, and public utilities expanded. A large share 
of these loans was also for financing defense con
tracts and the expansion of plant and equipment. 
This growth, however, was more than offset by a 
moderate contraction in inventory loans for most 
other businesses, primarily those dealing in agri
cultural products.

(3 ) Lending by larger banks to other banks ex
panded significantly9 . . .
Another feature of bank lending in recent months 

has been the increase in the number and amount of
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loans granted by one bank to another. Larger banks 
have increased their borrowings at the Federal Re
serve Bank, and the smaller banks have increased 
their indebtedness to correspondents. In both cases 
these borrowings are for the same basic reasons.

Since these loans are generally for very short 
periods, and since banks traditionally pay off bor
rowings for year-end “ window-dressing” purposes, 
a clear picture of the growth in this type of activity 
cannot be obtained by comparing year-end state
ments. A better indication of the trend in loans to 
banks can be obtained from averaging the outstand
ings in this category on the condition reports sub
mitted by the larger (weekly reporting) banks. Vir
tually all inter-bank loans are made by these banks. 
The average level of these loans in the last half of
1952 was over $23 million, compared with $9 million 
each for the first half of 1952 and the last half of 
1951. During the year 1950 and the first half of 1951 
the level was about $8 million.

• . . chiefly due to the need for reserves and the 
higher rates on short-term Government 
securities•
Banks borrow from other banks primarily to ad

just their reserve positions. During the war and for 
most of the postwar years this adjustment was 
made, not by borrowing, but by selling securities 
at relatively fixed prices. However, following the 
Federal Reserve-Treasury accord in the spring of
1951, there was a moderate expansion in the use of 
bank loans to make adjustments in reserve posi
tions.

Beginning about mid-1952 and extending into
1953 the borrowing wave picked up largely as a 
result of banks* need for reserves and the higher 
rates on short-term Government securities. Other 
factors were the seasonal upswing in credit and the 
advantage to some banks of including borrowings 
as a base when using the invested capital method 
of computing excess profits taxes.

Besides the three major trends in bank lending 
which have been discussed, there were a number of 
minor trends. One was a rise in the general level 
of real estate loans. Another was a continuation of 
the climb in agricultural loans. A  third, was a con
tinuing leveling-off of loans for the purpose of pur
chasing or carrying securities.

In addition to these major developments, there 
was some increase in loans on real estate, . . .
Real estate loans at district member banks rose 

$32 million (6 per cent) during 1952, in comparison 
with an $18 million increase during 1951. The in
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creased rate of growth during 1952 was largely due 
to a sharp expansion (13 per cent) in loans secured 
by commercial, industrial, and other nonresidential, 
nonfarm properties in contrast to little change in 
these loans in the previous year. Most of the in
creased lending on these properties took place at 
larger banks.

Loans on nonfarm residential property continued 
to rise at about the same rate (5 per cent) as they 
did in 1951. However, the make-up of the portfolio 
changed over the year. Loans insured by the FHA 
rose sharply, conventional loans rose moderately, 
and V A  guaranteed loans declined slightly.

Loans secured by farm lands were up only mod
erately during 1952, but the growth was larger 
than in the previous year. Nearly all the expansion 
was at the rural banks.

• . • continued growth in agricultural borrowing . • •
Agricultural loans continued their postwar climb 

during 1952. This growth reflected the increased 
capital requirements of agriculture, and the cost- 
price squeeze, resulting in narrowing profit margins 
for the farmer. District member banks increased 
their loans to farmers 16 per cent during 1952, 
roughly the same gain as in 1951. As might be ex
pected, most of the increase came from the rural 
area banks.

In addition, district banks handled an increasing 
amount of CCC loan paper during 1952, some of 
which was sold to the Commodity Credit Corpora
tion. On December 31, district member banks held 
nearly $11 million of these loans, the largest amount 
for any call date since immediately after the out
break of hostilities in Korea. By comparision, at the 
end of 1951, district member banks held only $5 
million worth. A  major share of these CCC loans 
was for financing cotton; however, other district 
crops such as corn and wheat were also included.

• • . and little change in security loans.
Over 1952, loans for the purpose of purchasing or 

carrying securities showed little net change, an in
crease in advances to brokers and dealers about 
matched the net repayments from all others. This 
trend of expansion in loans to brokers and dealers 
and contraction in loans to others continued a trend 
that commenced in 1951. As a result of the rela
tively small changes in security loans in contrast 
to gains in most other types of credit, security loans 
constituted a smaller share of bank loan portfolios.

N o r m a n  N .  B o w s h e r
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