
obstacle for small firms. A packer, for example, may 
invest in plant and equipment and then find that the larger 
business he creates calls for more operating capital to 
handle his increased inventories and accounts receivable. 
Some local packers meet their needs for capital from their 
own funds, but many must obtain credit.

Bank Credit
Some of the funds local packers need to adjust their busi
nesses are being supplied by bankers. District bankers 
make operating loans to meat packers to finance their in
ventories, for example. From the packers’ point of view, 
the most desirable arrangement for an operating loan is a 
line of credit providing about six months maturity on the 
notes. A packer with such financing assured has the ne
cessary flexibility for increasing his inventory when prices 
are low. He also has confidence that he can buy for in
ventory when prices rise, as did hog prices last year.

When establishing lines of credit for meat packers, 
bankers size up packers’ ability to control their trade 
credit. If a packer’s accounts receivable fail to turn 
over fast enough—seven to ten days—his operating capi
tal is diminished, his buying for inventory hampered, and 
his financial position weakened. Since these risks can be 
controlled at well-managed packing plants, however, 
banks may willingly make justifiable operating loans.

Because bankers specialize in short-term loans, meat 
packers cannot depend heavily on bank credit for remodel
ing or enlarging their buildings. Too often, for example, 
packers will need large sums which they should logically 
repay over ten or fifteen years from their profits. With 
terms too short, their payments may be so large that they 
have to tap their operating capital to make them. Such a 
policy long followed would cramp a business because the 
plant expansion would increase the need for operating 
capital, yet less and less operating capital would be avail
able. Nevertheless, meat packers who seek relatively small 
loans and who are able to repay them within five years 
will often find banks willing lenders.

In the years ahead there will be fewer small firms in the 
District’s meat packing industry, although small firms will 
not disappear entirely because some people demand the 
type of products they distribute. As the region’s supplies of 
quality livestock gradually increase, national packers prob
ably will curtail their shipments of top-grade meats into 
the District. They likely will put more emphasis on slaugh
tering at points inside District states. Meanwhile some 
local packers will expand, obtain Federal inspection, and 
compete more effectively with the large national firms. 
Consumers ultimately will be better served and our farm 
economy strengthened.

A rthur H. Kantner

District Building Holding Up
Stop for a moment to think of the many different struc
tures you see in an average day, and you will realize how 
varied the character of the construction industry is. The 
house or apartment you left this morning, the school 
your children attend, the highway or street over which 
you traveled to work, the factory or office building in 
which you work—all represent different types of con
struction activity. Since the need for new houses, schools, 
highways, factories, and office buildings may be different 
at different times, it is not surprising that some types of 
construction decline while others increase. Such has been 
the case recently, although overall construction activity 
has held pretty steady at a high level.

Record Being Set in Nation
Construction workers throughout the nation have been 
building at a record rate so far this year. If they continue 
to maintain the pace set in the first eight months, by the 
end of the year they will have put in place new construc
tion valued at nearly 47 billion dollars. This will top any 
previous year’s total.

Having heard so much about a decline in home building 
over the last two years or so, you may be startled to 
read that construction workers are setting new records. 
It is true that home builders have been putting up fewer 
houses, but other construction contractors have been 
building more office buildings, factories, schools, hospitals, 
and highways. These other contractors account for over 
60 percent of the nation’s total construction. Home

building, therefore, although accounting for the remain
ing 40 percent and being the single most important com
ponent of the total, does not necessarily reflect the course 
of total construction. Since March, however, seasonally ad
justed housing starts have increased, indicating the decline 
in home building of the last two years may be ended.

Higher costs this year have inflated the dollar value of 
total construction activity. If we ignore the effects of these 
higher costs, we find that the construction industry is not 
setting records this year. Instead, it has been traveling on 
a plateau about 2 percent below the peak reached in
1955. By other historical standards, however, this is a 
very high plateau.

District Activity High and Rising
The national estimates are based largely on building per
mits issued and construction contracts awarded at some 
previous time, with proper allowance for delays in starting 
construction and for varying periods of actual construc
tion. Although we do not have District data on the 
value of construction being put in place each month com
parable to those for the nation, we can see how our area 
is faring by looking at building permits and contracts 
awarded. These indicate that District construction activity 
is holding up somewhat better than in the nation.

Take home building first. The number of houses and 
apartments authorized by building officials has been 
trending downward since early 1955, less so in the District 
than in the nation. The first five months of this year, the
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latest period for which comparable figures are available, 
is no exception. This means, of course, that home build
ing has been less of a drag on overall construction activity 
in this District than it has in the nation. This conclusion 
is further supported by the dollar value of contracts 
awarded for residential construction. In the first seven 
months of this year, District awards totaled substantially 
above the comparable period of last year, whereas national 
totals were slightly lower.

It may seem inconsistent to say the number of houses 
authorized by building permits is lower while the value of 
residential contract awards is higher. This is explained in 
part by the fact that builders are putting up bigger 
houses and costs are higher. Other problems complicate 
the comparison of data on building permits and contract 
awards, but both series show that District residential 
construction is doing better than national activity.

Contracts awarded for non-residential construction 
have also been running ahead of last year, although the 
cumulative total through July was just about matching the 
nation’s year-to-year gain. From this we can infer that 
District contractors at least are matching nation-wide 
gains in building offices, factories, schools, highways, and 
other types of non-residential construction.

Our conclusion that overall construction in the District 
is very high and has been trending higher is supported by 
figures on employment in the industry. District construc

tion employment was above a year earlier in each of the 
first seven months this year, continuing the upward trend 
of the preceding three years.

Activity in your own state, whether it be Alabama, Flor
ida, Georgia, Louisiana, Mississippi, or Tennessee, prob
ably looks different to you, for none of these states fits the 
overall District picture precisely. Some are doing better, 
some not as well. This is revealed by employment figures 
for individual states shown in the accompanying chart.

It All Takes Money
Large industrial projects such as are being developed in 
the District are part of a nation-wide boom in business 
investment that has reached another new record this year. 
Back in 1954, business men spent about 27 billion 
dollars to build plants and to equip them, and they 
have spent larger and larger amounts in each succeed
ing year. If current plans materialize, they will spend 
over 37 billion dollars this year.

You can well imagine the enormous demand for money 
to carry out this investment program. This, however, is 
only part of the increased demand for money we have 
heard so much about recently. At the same time that the 
investment program has expanded, businessmen have 
needed more credit to carry larger inventories. Individuals 
also have incurred more debt to buy automobiles, appli
ances, furniture, and other consumer goods. Likewise, 
state and local governments have borrowed more money 
to finance schools, roads, sewers, and other public proj
ects. The Federal Government’s need for borrowed money 
has also continued high.

With businessmen, consumers, and governments all 
competing for funds in relatively short supply, interest 
rates have increased sharply since mid-1955. These in
cluded rates on conventional home financing, which were 
free to rise in response to changing market conditions. Be
cause rates allowed on home mortgages guaranteed by the 
Veterans Administration or insured by the Federal Hous
ing Administration were relatively low, investment in 
these mortgages became less and less attractive.

The resulting inability of home builders to obtain ade
quate financing under VA and FHA programs undoubted
ly was a major factor explaining the decline in I10®®! 
building after mid-1955. Actually, the decline was limited 
to houses started under VA and FHA programs. Housing 
starts with conventional financing arrangements have 
remained high.

Last December and again this August the Federal 
Housing Administration increased the maximum rate it 
will allow on mortgages it insures, but interest rates on 
alternative lending opportunities also rose further during 
the same period. Many observers, therefore, doubt tna 
the home builders’ ability to compete for funds in a tign 
money market has been improved very much.

As important as the home financing problem has been, 
the decline in home building after mid-1955 probably also 
reflected other changes in the housing market. Considering 
all aspects of demand and supply, some decline frofll 
1955’s near-record volume was to have been expected.

P h i l ip  M. W e b s te r
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