
at District Banks
Imports moving through Sixth District ports have regu
larly fallen short of the dollar volume of exports, in con
formity with the nation’s traditional export balance of 
trade. As a consequence, the volume of import financing 
carried on by banks has naturally been less than that of 
exports. The year 1952 was no exception.

In 1952, merchandise imports flowing through Sixth 
District ports amounted to nearly 930 million dollars, or 
approximately 40 percent of the total dollar value of for
eign trade. District banks with established foreign depart
ments have helped finance this foreign trade, with roughly 
the same distribution between imports and exports. Last 
year, about a dozen banks located in the seaport cities of 
New Orleans, Mobile, Miami, and Savannah, and in one 
inland city, Atlanta, financed an estimated 200 million 
dollars of foreign trade; of this amount about 40 percent, 
or 80 million dollars, was for imports.

These banks thus financed only around a twelfth of the 
total value of imports flowing through District seaports in
1952. This is readily understandable since a sizable pro
portion of the importing is done by large national concerns 
who do their own financing or else deal with banks in other 
parts of the country. And indeed, some of the financing by 
District banks is reflected in imports through ports outside 
of the Sixth District. Many District banks, furthermore, do 
not have foreign departments but simply act as agents of 
other banks located in New York City and elsewhere.

The statistics cited herein on the volume of financing 
were obtained in a survey recently undertaken by this 
Bank covering practically all the Sixth District banks hav
ing foreign departments. The survey, in addition, revealed 
the chief types of borrowers as well as importing practices 
and procedures from the banking viewpoint.

Previous studies for the nation conclude that most of 
the import financing handled by banks is for large busi
nesses that deal mostly in staple commodities. The most 
recent survey shows that Sixth District banks generally 
conform to this pattern. Around 80 percent of the total 
dollar value of credits extended for imports in 1952 by the 
banks supplying data was to large businesses, particularly 
to wholesalers whose annual sales averaged over 400,000 
dollars. If the number of letters of credit issued were used 
rather than the dollar value, however, the proportion would 
be somewhat lower. The survey indicates that wholesalers 
alone accounted for almost 90 cents out of each dollar of 
credit extended for imports. The balance was divided about 
evenly between manufacturers and retailers.

The survey also shows that the bulk of credit extended 
for imports by District banks are for staple commodities, 
of which coffee is by far the most important. Approxi
mately half of the estimated 80 million dollars of import 
credits wa| used to bring coffee chiefly from Brazil and 
Ĉ ldmBua.fo the? United States. Bananas and lumber, par
ticularly mahogany, account for a substantial proportion of

the remainder. Credits for industrial products and manu
factured consumer goods are negligible in relation to the 
total import financing, although at a few banks they as
sume considerable importance.

The Financing Mechanism at W ork
By the very nature of foreign trade, an importer is con
fronted with a relatively greater problem of financing than 
are firms dealing exclusively in goods made at home. The 
importer ordinarily must carry a large stock of merchan
dise on hand in relation to current sales because his orders 
for foreign merchandise cannot be filled as quickly as those 
for domestic products. This is true not only because of the 
distances involved but also because merchandise from 
abroad is sometimes delayed in transit. The importer, 
moreover, finds it more difficult to buy merchandise on 
open account, as is commonly done in domestic trans
actions. During, and immediately following, World War II, 
the foreign seller almost always insisted that the importer 
obtain a bank guarantee of payment in the form of a letter 
of credit. Today, however, as conditions have become more 
normal and prewar contacts have been reestablished there 
is an increasing tendency and willingness on the part of 
shippers abroad to sell on the basis of documentary drafts 
drawn directly on the buyer, and in some instances, to sell 
on open account.

A letter of credit is simply a written statement by a 
bank authorizing the foreign exporter to draw drafts on 
the bank. It does not constitute a loan; rather it creates a 
contingent liability which is recorded on the bank’s books 
as such. The bank expects to collect from the importer as 
soon as it pays the draft, and therefore, in reality, it does 
not use its own funds.

Banks engaged in financing import trade through the 
medium of letters of credit generally are not concerned 
with the actual contract to buy. They will, however, want 
to know that the price paid for the merchandise is close to, 
but certainly not more than, the prevailing market price; 
that the quantity bought is within the ability of the im
porter to handle; and that the quality is such that it can 
be disposed of currently in the domestic market.

The mechanics of financing imports may be explained 
briefly. In financing coffee, for example, a foreign exporter 
in Brazil, during the contract negotiation stage, requests 
the American importer to obtain a letter of credit from his 
bank. In this way, the bank guarantees payment to the 
exporter by substituting its credit for that of the importer, 
which is not as well known abroad.

If the importer’s financial position, reputation, and ex
perience are satisfactory, the bank will issue a letter of 
credit for the importation of the coffee. When the exporter 
is notified of this action, he makes the shipment and pre
pares a draft and the necessary documents. These docu
ments represent title to the merchandise. The exporter then
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presents the draft and documents to his bank in Brazil 
either for discounting or for collection. If all papers are in 
order, his bank accepts the draft, which, according to tra
dition in the Brazilian coffee trade, has a maturity of 90 
days. The papers are then sent to the American bank is
suing the letter of credit. On these acceptance drafts, it is 
customary for the importer to pay the bank two days be
fore the draft expires. The bank subsequently remits to the 
foreign bank.

To enable the importer to obtain the coffee before pay
ing the draft, the American bank may take a trust receipt. 
This receipt releases physical control over the merchandise 
although the coffee is still pledged to the bank. The im
porter, therefore, can sell the coffee and obtain the funds to 
pay the bank when the draft matures.

Frequently the letter of credit provides for payment 
against a sight draft. In this case, the American bank pays 
on receipt of the draft, and immediately collects from the 
importer. On both a sight and acceptance draft, if the im
porter does not have funds to liquidate the debt at maturity, 
he may refinance the transaction under terms determined 
by supply and demand conditions in the domestic market. 
This constitutes a direct loan to the importer.

At Sixth District banks having foreign departments, as 
well as at banks engaged in foreign trade throughout the 
nation, a sizable proportion of import transactions are 
under letters of credit. The reason for the popularity of let
ters of credit is simple enough. Exporters receive practi
cally complete security on the transaction because of the 
substitution of bank credit for personal credit. As a result, 
the importer may obtain more favorable prices from the 
foreign seller because the risk of nonpayment for all prac
tical purposes is eliminated. The letter of credit is used 
particularly when the seller has not fully ascertained the 
credit capacity of the buyer and in areas where market 
terms of sale are not well established.

Letters of credit, of course, are not the only means of 
financing imports. Occasionally, when the foreign seller has 
complete confidence in the buyer’s integrity and in his abil
ity to pay, imports may be financed under open accounts 
(similar to charge accounts at department stores). In this 
case, the exporter, who bears the complete risk of nonpay
ment, ships the merchandise to the importer and simply 
bills the latter’s account. Then, at more or less definite 
intervals, the buyer pays for either all or part of the pur
chase. At the other extreme, an exporter may request cash 
in advance of the shipment. The seller receives complete 
protection under such an arrangement since all the risk 
pertaining to the merchandise is borne by the buyer; as in 
domestic trade, however, this method is rarely used.

Credit Qualifications of the Importer
Bankers find it necessary to maintain essentially the same 
sound conservative banking standards in financing foreign 
trade as they require for purely domestic transactions. Even 
though a bank does not part with its funds when it issues 
a letter of credit, it nevertheless assumes a liability which 
must be paid regardless of whether or not the importer 
reimburses the bank.

The familiar three “C’s”—character, capacity, and cap
ital or general financial position—constitute the standards

employed by banks in determining whether to accept or 
reject an application for credit. In the Sixth District, as well 
as throughout the nation, bankers have apparently tended 
to place their reliance chiefly upon the last “C,” the finan
cial resources of the importer. Reputation and experience 
are also important considerations. How much weight the 
banker assigns to each of these criteria depends upon the 
case in question and, of course, upon the individual 
banker’s general outlook.

When granting letters of credit, banks usually do not 
request importers to put up collateral if they have a satis
factory credit standing. In borderline cases, the banks may 
require thQ importer to carry a deposit balance with them 
either for part of or the full amount of the letter of credit, 
depending upon their evaluation of the strength of the im
porter’s overall position. Generally, banks are not inclined 
to look with much favor upon the merchandise involved 
in a transaction as collateral.

The primary function of banks engaged in import financ
ing is one dealing with documents, not of handling mer
chandise. Consequently, the merchandise is not given much 
consideration in determining whether or not to extend 
credits to the potential importer. The type of merchandise 
imported, however, takes on significance in borderline 
cases. Banks prefer to issue letters of credit for staple com
modities, such as raw materials or foodstuffs, for which 
organized markets exist so that if the importer cannot com
plete his obligation, the shipment can be readily sold to 
someone else in the same line of business. They are less 
prone to finance industrial or consumer goods for which 
the market is limited or highly seasonal in nature. The 
late arrival of merchandise purchased for sale at Easter, 
for example, might well result in a loss to the importer and, 
if he should be unable to make good his commitments, a 
possible loss to the bank.

Organization of Foreign Departments
The survey shows that the number of personnel in foreign 
departments of District banks varies considerably, ranging 
from three to around 20. In most instances, a vice presi
dent is in charge of the department. A foreign department 
requires highly trained personnel to oversee the multitude 
of complexities that arise from day to day.

The foreign departments of District banks offer a wide 
variety of services to foreign traders, the services varying, 
of course, with the size of the department. In addition to 
financing export and import trade, all banks have facilities 
enabling individuals living in the United States to send 
funds abroad to relatives, for example, or vice versa.

Banks are also a reservoir of selected information re
garding foreign trade, such as the availability of goods 
and the economies to be realized from buying either at 
home or abroad. The banks are acquainted with foreign 
exchange conditions and usually have, or can readily obtain, 
credit and related information on the foreign seller or buyer.

Financing of foreign trade, however, is not usually one 
of the more profitable operations of a bank. The survey of 
District banks shows that as a rule the foreign department 
is less profitable than other departments. In part, this stems 
from operations at less than optimum capacity and in part 
from the low rates customarily charged on import financ
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ing. A  commission charge of 1/8 of one percent of the 
amount stipulated in the letter of credit is made on drafts 
drawn from sight up to 30 days. For each succeeding 30 
days, an additional 1/8 percent is charged. Thus, the com
mission amounts to 1 Vi percent a year. This rate has pre
vailed for many years both in the District and in the nation. 
Today, however, there is a movement afoot in certain 
parts of the nation— but not yet in the District— to raise 
the rates.

Adequacy of Financial Facilities
Over the past few years, much has been written and ut
tered about how the United States might increase imports. 
One of the complaints raised by some individuals is that 
import financing facilities are inadequate. This, it is 
claimed, acts as a drag on imports.

It is the intention in this brief review merely to state the 
problem as it appears to exist rather than to pass judgment 
on the adequacy or inadequacy of financing facilities for 
import trade. The survey indicates that importers with ex
cellent financial resources can, of course, obtain letters of 
credit from banks without difficulty. These importers are 
frequently dealers in raw materials and foodstuffs— com
modities which are often imported in large quantities in
volving a sizable investment.

A  small importer, on the other hand, may not be able to 
obtain bank assistance because of a combination of cir
cumstances involving among other things the amount of 
capital, the types of commodities handled, and the trading 
risk entailed. Because the funds at his disposal are not 
very large, it is usually not feasible for the small importer 
to deal in staples. It is far more profitable for him to han
dle small manufactured industrial commodities and special
ties and other consumer goods. The market for such items, 
however, is more restricted than for staples and may exist 
only at certain times during the year. Bankers state that 
they are unwilling to undertake such propositions in which 
the possibility of loss is great without adequate protection 
from the importer.

Bankers also consider the importation of consumer 
goods for which organized markets do not exist a highly 
risky business because the merchandise shipped by the 
foreign exporter may not meet the specifications set forth 
in the contract and also because the importer may refuse 
to accept the merchandise if market conditions or other 
factors are unfavorable at the time the goods arrive. 
Bankers state they are not in a position to assume the trad
ing risk of the importer because the small income earned 
on credits extended does not warrant the assumption of 
nonbanking risks.

Absolute standards for ascertaining sound propositions 
are as nonexistent in import trade as in domestic trade. 
Consequently a banker’s general attitude as to what consti
tutes a good risk will play a significant part in determining 
whether or not credit will be extended in a given case. 
Thus, because some bankers are more conservative than 
others, as is true with people generally, an application for 
a letter of credit may be rejected by one bank and accept
ed by another. It is the contention of small importers, par
ticularly those located in cities having banks with foreign 
departments, that many bankers are overly cautious.

On the other hand, bankers themselves generally believe 
they are financing all the credit-worthy business that comes 
to them. The survey of District banks revealed that rejec
tions of formal applications for letters of credit have been 
negligible in the postwar period, averaging around one per
cent. The proportion of rejections, however, may well be 
higher since a prospective importer may be dissuaded at 
an early stage from even formally applying for assistance.

District bankers do not feel it is their function to provide 
venture capital in order to help small importers to gel: start
ed or to keep them in business, such as is fairly common 
among the European merchant bankers. The latter pay 
more attention to the strength of the importer’s character 
and to the collateral put up in the form of the goods im
ported than do American bankers.

One study made some time ago by the National Council 
of American Importers at the request of the Economic 
Cooperation Administration concluded that American im
porters have no particular problem. The Council, which is 
composed of established importers, believes that existing 
facilities for financing import transactions either by letter 
of credit or on a straight draft basis are entirely adequate.

Export Credit Insurance of Foreign Countries
Small but sound operating or potential importers may be 
handicapped or deterred from entering foreign trade be
cause of their inability to obtain credit. One source of as
sistance is the foreign seller who may extend credit to the 
importer; this is a method of financing common in domes
tic trade. The exporter, however, will want to screen his 
prospective customers very carefully unless he can obtain 
protection in other ways. Many European countries, as 
well as Canada, Mexico, and perhaps other nations, have 
either private or governmental export credit insurance pro
grams offering such protection.

The British, in 1919, initiated their Export Credits 
Guarantee Department. A  British exporter desiring to par
ticipate in the program and pay the required premiums 
may submit as much of his foreign credits as he likes for 
inclusion under the guarantee system. If the Department 
accepts a proposed credit and if a loss is subsequently in
curred because the importer defaults on the payment, the 
British exporter may receive up to 90 percent of the 
amount of credit extended to the importer, depending on 
the particular guarantee contract. Protection, of course, 
is not extended indiscriminately, but requirements may be 
somewhat more lenient than those established by banks in 
the United States issuing letters of credit.

The E C G D  has guaranteed credits with maturities up to 
six months after arrival of the merchandise in the im
porter’s country. Thus, the importer can sell the merchan
dise and obtain funds to liquidate his debt within the al
lotted time. Such contracts to sell are made generally on 
open account and obviate the need on the part of the im
porter to obtain a letter of credit from his bank.

Foundation for Future Service
Sixth District banks, thus, perform a vital financial service 
which facilitates the movement of imports into the nation. 
Although the number of banks with established foreign 
departments is quite small, it is growing, having increased
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by nearly a half during the past decade. This handful of 
banks apparently has satisfactorily met the major part of 
the demand for import assistance. Larger importers espec
ially have benefited from this service; the problem, how
ever, lies with small importers who at times cannot obtain 
credit accommodations. Nevertheless, some banks appear 
to be more receptive and aggressive than others in solicit
ing business from large as well as small importers.

The availability of credit facilities for small importers 
could serve to increase total imports. Many times these 
importers will handle small orders for new types of mer
chandise, which larger importers would not ordinarily 
undertake. Although these new orders would represent 
only a fraction of total imports, they are desirable because 
any increase in foreign trade helps to raise our level of 
living as well as to make more dollars available to foreign 
countries for purchases of American commodities.

Any significant increase in demand for goods tradition
ally imported in large quantities in all probability can be 
satisfied by large import houses which have no difficulty in 
receiving bank assistance. In turn, these importers dis

tribute the merchandise to domestic wholesalers and re
tailers. This procedure of indirect importing is favored by 
many dealers of foreign merchandise, including large de
partment stores which, for one reason or another, do not 
wish to buy directly from abroad.

Far more important as an obstacle to the nation’s im
port trade than financing are the complex tariffs, quotas, 
and customs procedures. A  report submitted to the Presi
dent in March concluded that if steps are not taken to 
increase imports by reducing these trade blocks, exports 
will decline and consequently have serious repercussions 
on American industry and agriculture. The current widely 
publicized slogan “Trade, Not Aid” dramatizes this inter
dependence of imports and exports.

From their experience in foreign trade financing, these 
Sixth District banks have acquired a knowledge which has 
been and is an important stimulus to trade. As more and 
more bankers put this knowledge to use, a trend which is 
definitely apparent already, it can be expected that the 
contribution of District banks to the development and 
extension of commerce between countries will increase.

B a s i l  A. W a p e n s k y

The First Quarter of1953 in Review
Credit Plays a Key Role in Continued Stability

Employment, income, and spending continued high in the 
Sixth Federal Reserve District during the first quarter of
1953, although the rates of expansion were less than in 
the last three months of 1952. The quarter was also mark
ed by continued expansion of business and consumer 
bank borrowing. Practically all economic indicators show 
activity to be above the level of the first quarter of 1952.

Employment Growth Tapers Off Rising textile prices 
during the second and third quarters of 1952 gave some 
promise of an end to the lull in this industry, but prices 
turned downward in September and are now below the 
low level established in July 1952. Textile employment 
throughout the District did not expand as much in the last 
quarter of 1952 as total manufacturing employment did. 
In 1953 it has continued at a comparatively low level, after 
consideration is taken of seasonal influences.

On the other hand, the trend of District lumber and 
furniture products prices has been upward since last July. 
Prices of Southern Pine, however, have been stable since 
November. Because inventories of lumber were high, the 
increased demand signalized by rising prices did not 
result in increased production. Employment, therefore, 
was about the same as it was in the last quarter of 1952.

Seasonally adjusted employment was up in the first 
quarter of 1953 from the last quarter of 1952 in the ap
parel, chemicals and allied products, primary metals, fab
ricated metals, and paper industries. These gains may be 
partly explained by the completion of new production 
facilities.

Farm Income Reflects Price Changes Lower cotton, 
cattle, and chicken prices contributed to a smaller farm 
income during the first quarter of this year. Since less cot
ton remained unmarketed at the first of the year than 
usual, spendable income was probably lower than it ordi
narily is during this period of light marketings. The decline 
in farm prices has been greater in the District than in the 
nation. In Florida, however, where marketings are usually 
heavy during the first quarter, favorable developments in 
citrus prices tended to increase income.

Construction and Other Activity High Stimulated by 
the large amount of contracts let in the latter part of 1952, 
construction activity continued high throughout the first 
quarter of this year. Much of the new construction was 
for nonresidential properties. Trade and service activity 
also remained at levels indicative of high income.

The tourist business in southern Florida, for example, 
has been better every month from December through 
March this year than it was a year earlier, according to 
the University of Miami’s Bureau of Business Research. 
This evidence is substantiated by the 8-percent increase 
in deposits of Florida member banks between the end of 
March 1952 and the corresponding date this year.

Consumer Spending Continues High The growth in 
consumer spending throughout the District since last year 
continues to outstrip the rate of growth for the nation 
as a whole. Through March, sales at Sixth District de
partment stores were 8 percent higher than in the first 
quarter of 1952, compared with an increase of 5 percent
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