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The Other Side of the Question
Where District Manufacturers Get Funds

I

For Expansion
n asking, “How is the industrial expansion in the South being 

financed?” we are reminded of the old saying, “There are two sides to 
every question.” This question can be answered from the side of the 
users of funds, but generally we look at it from the standpoint of those 
who supply them—financial institutions, such as banks, insurance 
companies, security dealers, and others. They have complete financial 
records and their operations can be closely observed.

Seeking the answer entirely from the side of the suppliers of funds, 
as we have done from time to time in the pages of this Review, may 
possibly have yielded a distorted picture. It may be desirable, therefore, 
to look at the question from the side of the users of funds. The best 
way of doing this would be to go directly to manufacturing firms that 
have built new plants or that have added to them in recent years and 
ask how they got their funds. This we did.

We chose for our survey the experience of manufacturing firms 
from 1956 through mid-1958. From information gleaned from the 
press, from construction contract listings, from state industrial develop
ment agencies, from power companies, and from other sources, we 
assembled statistics on manufacturing expansion projects costing 
$100,000 or more each. In the states in the Sixth Federal Reserve 
District there were, of course, many projects costing less than this 
amount. There were, too, some for which our sources gave us no in
formation. The information we did get, however, probably represents 
fairly well the expansion of manufacturing firms during that period.

Finding part of the answer was relatively easy after we had classified 
the firms into Southern firms and into those having home offices and 
operations in other sections as well as in the Sixth District. We found 
that these latter national concerns accounted for 90 percent of the total 
expenditures, and for them the answer was obvious: Funds for expan
sion were supplied through their home offices.

There was no reason to believe that the sources of funds for expan
sion by national concerns in the Sixth District were different from those 
of such concerns elsewhere. We therefore made no further study of 
national firms except to note that they were especially important in 
certain industry groups, such as chemicals, petroleum, and pulp and 
paper manufacturing. In other industry groups, however, there have 
been numerous expansions by Southern firms that have contributed 
greatly to the economic growth of the South. To many a community, 
the expansion of local industry has been extremely important; in 
many instances it has been a multi-million-dollar affair.

We asked the Southern firms certain details as to how they 
financed their expansions. About three-fifths of them responded to our 
questions. Thus, we have a fairly representative sample of the way inDigitized for FRASER 

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

November 1958



which manufacturing concerns in the South have been 
financing their expansions since 1956.

Some of the firms told us that they needed no outside 
help at all; they had enough internal funds to pay for the 
new building, to remodel the old one, or to purchase 
machinery and equipment. These firms, about 15 percent 
of the total number, were only half as numerous as those 
that used no internal funds at all and relied entirely on 
external funds for financing. The greatest number, how
ever, used some of their own funds but also got funds 
from outside the business.

Diversity in External Financing
As shown by their replies, expanding firms acquired ex
ternal funds in a wide variety of ways. In one case, the 
firm, although a corporation, was owned entirely by one 
man. The “external” funds were secured merely by trans
ferring some of the man’s private funds to the corpora
tion. Few cases, however, were that simple. A firm in the 
stone, clay, and glass manufacturing group, for example, 
was able to pay about half the cost of its expansion from 
its surplus and reserves. The other half came from several 
banks in the form of five-year loans. Some of the banks 
were located in the same city as the manufacturer; others 
were in a neighboring state; still others were in New York.

An even more complicated transaction was initiated 
when a firm located at one end of the Sixth District de
cided to close down its old factory, sell the building, and 
move to more modern quarters at another location. It 
found a private investment company that was willing to 
build the plant, using money that came from outside the 
South, and then arranged a long-term lease. This firm used 
its own funds to buy some of its new equipment, but paid 
for part of it by signing a long-term chattel mortgage in 
favor of the firm that made the machines. The local bank 
provided whatever short-term financing was needed.

In Florida, a much smaller manufacturer began busi
ness with equity capital secured by selling stock locally. 
A mortgage placed with an individual outside the South 
paid for some of the equipment and a loan from a Florida 
insurance company paid for the building. Some of the 
equipment was bought on credit.

A food manufacturer with a long record of production 
in one of the District cities found financing from the 
ordinary sources difficult even though he needed to ex
pand to keep up with growing sales. He needed all his 
internal funds for working capital and his financial state
ment made it hard to secure funds through ordinary chan
nels. He finally secured some of his financing by placing 
a participation loan through his bank with the Small 
Business Administration.

In Alabama, Mississippi, and Tennessee, where legisla
tion has authorized the practice, some manufacturers have 
acquired buildings that were financed by the sale of city 
or county bonds. An arrangement to repay monthly over 
twenty years, at which time the building might be pur
chased for a nominal sum, is fairly typical in such cases.

Although the financing of each industrial expansion 
may seem to have been unique, a general pattern emerges 
when we consider the firms as a group. For one thing, they 
required large external funds. Internal funds—those ob
tained from earned surplus, depreciation reserves, and

other sources—financed only about 30 percent of the total 
cost of their expansions. This apparently means that 
internal funds are less important to firms in our District 
than to firms in other sections, but it is principally 
because our survey covered mostly small firms. The large 
firms in the District relied on internal funds much more 
extensively than did the small ones. The tendency of small 
business generally to seek debt rather than equity financ
ing was confirmed by the survey. Equity capital in the 
form of stock issues was the source of only a fifth of ex
ternal funds for expansion.

Banks Most Important Source
Although the number of firms using bank credit was 
greater than the number using other credit, not quite 
half of the total amount of their external funds was 
obtained in this way. Three out of every four firms em
ploying fewer than twenty-five persons resorted to banks. 
That 78 percent of the loans extended were for terms 
of more than a year confirms the growing tendency for 
banks to extend intermediate and long-term credit re
vealed by recent surveys of the banks’ loan records. 
Although most of the term loans ran from one to five 
years, there were instances when credit was extended for 
ten years or more.

Loans made by insurance companies, although much 
less important than bank loans, were made for longer 
terms—over half being for ten years or more. Loans made 
by individuals (included in the “other” group in the table) 
were also made for longer periods than bank loans. Credit 
from suppliers, also included in the “other” group, was 
generally extended for from one to five years.

Bond financing was used by about 15 percent of the 
firms. The funds secured in this way made up about 18 
percent of the external financing. Some of these bond 
issues were marketed through underwriters, but most of 
them were placed directly with individuals as we have 
found from other studies. We have included in the total 
those issues floated by counties and municipalities for the 
purpose of financing industrial building under the legisla
tive authority, although they account for only a small part 
of the total.

Expansion Attracts Funds From 
Other Regions *|ip

Recognizing the economic opportunities inherent in ui 
South’s physical and human resources, many of the na
tion’s major corporations have invested heavily in nj'w 
manufacturing facilities in the South. In addition, as this 
s u r v e y  shows, the nation’s investors have recognized the 
strength of these economic factors by putting their fun s 
at the disposal of Southern businessmen to use for indus
trial expansion. In the period from 1956 through mi -
1958, about three-fifths of all external funds used for 
industrial expansion by the local firms that were su rv e y e  
came from outside the South. One out of every five fir018 
used some form of non-Southern financing.

Because the amounts they needed were large and so 
were frequently beyond the capacity of local lenders, an 
because their requirements fitted into the investm ent po 
cies of the large financial institutions, the larger firms
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FINANCING OF PUBLICLY ANNOUNCED NEW 
MANUFACTURING PLANTS AND EXPANSIONS 

COSTING $100,000 OR MORE 
Sixth District, 1956 - Mid-1958

Eipontion by Oistrict firm * os percent of totol 
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Ike cost of new manufacturing plants built or expanded by 
Sixth District firms has been small compared with that by 
national firms, but four out of every ten projects were under
taken by District concerns.

Percent of totol cost fmonced 
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Th* major part of the funds came from external sources, with 
smaller firms more dependent on external funds than the 
larger ones.
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Funds from nonlocal sources were especially importar 
•■rger firms.

Percent of total financing from 
Other

Types

Bank Loans .....................
Insurance Companies 
jrtock Issues . . . .
Bond Issues.....................
Other, inc. Trade Credit and 

Indiv iduals . . . .

All T y p e s ........................

Areas Same State
Southern

States
Outside

South

48 35 57 55
3 7 1 2

20 30 14 18
18 17 — 22

11 11 28 3

100 100 100 100

Banks were the most important source of funds both within and 
•■♦side Hie SoutK.

secured more funds from outside the South than they did 
from within the Sixth District. Small firms, on the other 
hand, more frequently drew funds from other Southern 
states when they did not secure them locally, but they

too occasionally secured funds from outside the South.
Banks supplied 55 percent of all the expansion funds 

obtained by Sixth District firms from outside the South. 
More bank credit, indeed, came from outside the South 
than from within it. Nevertheless, only 17 percent of the 
District firms using bank credit got it from non-Southern 
banks. The survey, of course, excludes bank credit for 
working capital, which is supplied largely by local banks. 
Substantial sums were also obtained from outside the 
South through the sale of stocks and bonds and the use 
of trade credit and from insurance companies.

Was Financing Adequate?
Our survey of firms that succeeded in financing the build
ing or expanding of their manufacturing plants tells us 
nothing about the firms that could not carry out their 
plans because of their inability to finance them. Of those 
who did get financing, about nine out of ten told us that 
their expansion was not limited by any difficulty in ob
taining the necessary funds on suitable terms. In the words 
of one manufacturing executive, he was able to get “all 
the money we have any business borrowing.” Even though 
many of these firms went far beyond the boundaries of 
their own territories to secure funds, they apparently be
lieved that available financing was adequate.

On the other hand, about one out of ten of the firms 
covered by the survey told us they had difficulties get
ting financing. One businessman complained that because 
of a delay he had to refuse business that amounted to 
more than the capital expenditures needed but which he 
eventually obtained. Another executive reported “great 
difficulty with banks.” Still another concluded, “If I could 
call back 10 percent of the time I’ve spent in conference 
with financiers and apply it to direct selling of small lots 
of stock, I would probably have all the financing that a 
dozen small firms could use.”

We would need to look at the question of adequacy 
from the side of the supplier of funds before we could 
judge whether these complaints are justified. However, as 
one manufacturer has suggested, the difficulties may come 
partly from choosing the wrong method of financing and 
requesting funds from the wrong source. Most of the 
firms that had financing difficulties are small and to many 
small businessmen, as one manufacturing executive told 
us, “the red tape and controls involved in securing funds 
are a businessman’s nightmare.” The banker who points 
out alternative sources and guides the seeker of funds 
through the complexities of negotiations can sometimes 
secure adequate financing for industrial expansion in his 
community, even though he may be unable to provide 
the funds himself.

The records of success in obtaining funds that we have 
reviewed show that capital funds have been made available 
from a wide variety of sources in many different ways. It 
is fortunate for the South that the American economic 
system places no embargoes on the flow of funds wherever 
economic opportunity beckons. For this reason, industrial 
expansion in that part of the South included in the Sixth 
District has not been limited by the availability of local 
funds alone.

Charles  T . T aylor
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