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Previous articles in this Review described and analyzed the changes in 
industrial and agricultural production and other economic activities 
that have marked this area’s income growth in the 1950’s. Structural 
changes and improvements in the use of the region’s resources and 
capital investment were found to have played leading roles in the 
economic growth of the area.

Depending upon how well they respond to the changing circumstances 
that accompany growth, a region’s financial institutions can either 
facilitate or hinder such economic development. Among financial in
stitutions, commercial banks are in a position to perform two important 
functions: First, they can provide for the convenient and efficient trans
fer of funds and for services related to this function. Everyone who owns 
bank deposits and draws checks upon them to make local or distant 
payments knows that banks perform these functions well. Such con
veniences as suburban branch offices, drive-in windows, and new bank
ing services provide further concrete evidence that bankers are continu
ously striving to satisfy this need.

Deposits, All Commercial Banks
Sixth District and U. S.

Selected Years

Billions of Dollars Billions of Dollars

As deposits at banks in the nation increased, those at District banks 
grew even more rapidly. By 1959 the District's share of the total 
was one-fourth greater than in 1949 and almost twice that in 1939.
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Secondly, as a source of credit, banks can help put funds 
to productive use. How well have Southern bankers per
formed the function of allocating funds to their most pro
ductive uses? Have bankers been able and willing to make 
loans in adequate amounts and on terms appropriate to the 
needs of borrowers? The answers are not obvious, but a 
review of the credit granting function of banks in this Federal 
Reserve District during the last ten years should provide some 
basis for answering these questions. The Sixth Federal Reserve 
District includes Alabama, Florida, Georgia, southern Louisi
ana and Mississippi, and the eastern two-thirds of Tennessee.

Banking Resources Double During the Fifties
Paralleling the expansion in the District’s income and produc
tion, commercial bank assets rose from less than $8 billion to 
over $15 billion between mid-1949 and mid-1959. One 
hundred and forty-four new banks shared in this growth and 
a 32-percent increase in the number of bank and branch 
offices served to spread banking facilities within the District.

That growth in banking resources is closely related to 
growth in income is shown by comparisons of changes in 
banking resources and income within the District and between 
the District and the nation. In Florida, for example, where 
income and population advanced spectacularly, bank assets 
were about 2.8 times as great in 1959 as in 1949. For other 
District states, where incomes also grew, but at lesser rates, 
the comparable ratio for 1959 was 1.7. For the United States 
as a whole, commercial bank assets were 1.6 times as great 
in 1959 as in 1949. In the Sixth District, where the ratio of 
income growth was higher than in the United States, bank 
assets were almost twice as great in 1959 as in 1949.

How did Sixth District banks obtain and retain these 
additional resources? New paid-in capital was a source of 
some of the new funds. By far the largest amount, however, 
was obtained through new deposits. Our question, therefore, 
becomes: Where did the deposits come from and how were 
banks able to retain them?

When a bank consents to hold new deposits it simultane
ously acquires cash reserves, of which only small amounts 
must by law be held as reserves against those deposits. With 
the remainder of these funds the bank can extend new loans 
or buy investments, and together banks can “create” in 
deposits several times the initial amount of reserves received. 
At the level of the Sixth District, or any other District, 
however, this process is limited to the extent that the funds

lent are retained in the area or more funds come in from 
outside. How, then, did Sixth District banks get these de
posits from outside the area?

First, because the District shared in the nation’s real eco
nomic expansion, its banks also shared in the growth of 
deposits that took place during the period throughout the 
nation. Deposits found their way into District banks as 
payments for locally produced goods and services sold to 
outsiders and as a result of expenditures made here by the 
United States Treasury. Second, we know that as industry 
expanded southward much of the capital investment came 
from other areas. This was naturally accompanied by inflows 
of deposits. At the same time, of course, individuals and 
businesses within the District were drawing on their de
posits to make payments in other parts of the country, and 
the Federal Government was collecting taxes here. Payments 
to the District from other areas, however, exceeded pay
ments from the District, with the result that there was a 
net addition to the District’s banking resources.

Advertising, providing new and improved services, and 
other devices all help an individual bank to attract and re
tain deposits. However, regardless of what Sixth District 
banks did individually to retain and increase deposits at 
their own banks, for the banks as a group, deposit growth 
resulted largely from factors beyond their control but which 
were implicit in the economic growth of the District. The 
policies followed by Southern bankers, in turn, were ex
tremely important to that very economic growth. Bankers 
decided how much of their resources they would make avail
able to the private sector of the economy, what kinds of 
borrowers would be provided with credit, and the terms 
under which the credit would be granted.

Loans to Public Absorb the Greater 
Share of Bank Resources

Banks can increase their loans in two main ways: by acquiring 
additional resources and by liquidating existing assets. Dur
ing the 1950’s the nation’s banks, as a group, used both. The 
greatest source of additional lending power was the reserves 
that the Federal Reserve System made available to the bank
ing system for credit expansion and which made possible 
growth in aggregate deposits. In addition, however, banks— 
particularly those in larger cities—drew funds from the 
liquidation of U. S. Government securities to make loans 
and also added to their non-Government security holdings.

Personal Income and Bank Deposits
Sixth District andl U. S.

1949-59
Percent Increase

In areas such as Florida, where incomes grew rapidly, 
deposits also showed the greatest gains.

Assets, Sixth District Commercial Banks 
1949 and 1959
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Loans accounted for over one-half the increase in total 
assets from 1949 to 1959.
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Government securities declined by 7 percent during the 
1950’s.

District banks, on the other hand, did not reduce their 
U. S. Government securities over the decade. Holdings of 
these securities were 43 percent greater at the end of the 
period than at the beginning. Additional credit to private 
borrowers, therefore, came almost entirely from increased 
resources.

Were District bankers less alert than American bankers as 
a whole and ultra-conservative in supplying credit to private 
borrowers because they failed to use this second source? Prob
ably not. Bankers do not ordinarily like to reduce the safety 
cushion provided by Government securities below what they 
consider prudent levels. The growth in total assets, therefore, 
required a growth in this cushion.

More important, perhaps, was the influence of the demand 
for credit. The greatest rates of growth in banking resources 
did not always occur where the demands for private credit, 
as measured by loans outstanding, were greatest. In some 
states, where deposit growth was less than in others, the 
rates of loan expansion were higher, as can be observed from 
the accompanying table. Also, although deposits at banks 
in the larger District cities increased less than in the District 
as a whole, loans increased at a higher rate. Whether or not 
the credit needs of the area would have been better met 
had the increases in banking resources corresponded more 
closely to the increases in loan demands is a question that 
cannot be answered on the basis of figures.

Nevertheless, for every $100 increase in deposits, there 
was an increase of $61 in loans. By 1959, loans made up 40 
percent of assets compared with 26 percent ten years earlier. 
Indeed, at times during the 1950’s, when demands for loans 
were especially strong and deposits did not rise correspond
ingly, many banks did, of course, reduce their Government 
security holdings. This occurred during the economic ex
pansion of 1955-57 and in the one beginning in mid-1958.

Loan Expansion Reflects Shifting Demands 
for Funds

Commercial banks have been the traditional suppliers of 
short- and intermediate-term credit to businessmen and

Business Loans, Production, and Sales
Sixth District

Percent Increase

! Increases measured 1946-57 for loans: 1947-57 for values added and construction 
contract awards; and 1948-58 for sales.

in general, business loans expanded most in those types 
where output expanded most, indicating the response of 
banks to the changing needs of the area's economy.

farmers. Thus, as the dollar volume of production grew 
(reflecting both more physical units of output and rising 
prices), businessmen sought more funds from banks to carry 
inventories, to purchase plant and equipment, and to extend 
credit further to other business borrowers and to consumers. 
Farmers needed funds to finance crops and to make the 
many adjustments required in a rapidly changing agriculture.

If the banks followed lending policies adequate to meet 
these demands, we not only might expect to find that loans 
increased, but also that the greatest increases were in those 
sectors where output or sales expanded the most. Although 
precise data are not available, on the basis of 1946 and
1957 business loan data collected by the Federal Reserve 
System and Census data on production and sales, we do 
observe such a relationship. The four industry groups ob
taining the greatest increases in loans—metal-using trades, 
petroleum and chemical producers, service establishments, 
and construction firms—were precisely those whose output or 
sales increased the most.

Factors other than output, however, such as size of firms,

Commercial Banks in Sixth District and United States
June 1949 and 1959

(Millions of Dollars)

Deposits Investments Loans Assets
Loans as 

Percent of 
Assets 

’49 ’591949
Percent 

1959 Change 1949 1959
Percent
Change 1949 1959

Percent
Change 1949

Percent 
1959 Change

Alabama . . . 1,142 1,930 +  69 546 806 +  48 373 869 +  133 1,234 2,130 +  73 30 41
Florida . . . . 1,690 4,598 +  172 1,004 2,067 +  106 328 1,844 +462 1,808 5,056 +  180 18 36
Georgia . . . . 1,500 2,627 +  75 618 934 +  51 580 1,351 +  133 1,632 2,953 +  81 36 46
Louisiana1 . . . 1,633 2,738 +  68 864 1,216 +  41 380 1,110 +  192 1,735 3,014 +  74 22 37
Mississippi1 . . . 721 1,188 +  65 398 542 +  36 188 482 +  156 772 1,300 +  68 24 37
Tennessee1 . . . 1,806 2,910 +  61 848 1,064 +  25 582 1,437 +  147 1,937 3,202 +  65 30 45
Sixth District2 . . 7,222 13,973 +  93 3,677 5,852 +  59 2,032 6,147 +203 7,764 15,440 +  99 26 40
United States . . . 135,416 206,706 +  53 71,243 81,858 +  15 40,535 103,282 +  155 147,216 232,487 +  58 28 44

Alabama Florida Georgia Louisiana Mississippi Tennessee Six States United States
1949 1959 1949 1959 1949 1959 1949 1959 1949 1959 1949 1959 1949 1959 1949 1959

Percent of Total Loans:
Commercial & 

Industrial . . ., . 33 35 40 39 24 38 42 44 27 35 37 39 34 39 40 40
Consumer . . ., . 21 33 26 32 14 30 20 21 21 25 27 33 22 30 18 22
Real Estate 
(Non-farm) . . .. . 19 18 21 21 19 18 18 21 18 17 15 15 18 18 25 24
F arm ................... 16 10 5 3 10 8 7 5 23 18 12 9 11 7 8 6

1 Includes all insured banks in state.
2 Includes all commercial banks in District; other data for insured banks.

• 3  •
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1960



asset positions, and alternative sources of funds, can also in
fluence the demand for bank loans. Borrowing by District 
businesses, moreover, sometimes shifts to sources outside the 
District’s boundaries. Food processors, for example, often 
shifted their borrowing outside the District when plants were 
nationally consolidated. The lack of a one-to-one relationship 
between loan expansion and sales or output increases for 
particular industries does not necessarily mean that banks 
failed to channel credit to industries where it was needed most.

Like business, farming was also going through changes 
involving new demands for credit. In spite of declining farm 
incomes, these changes—in particular, the larger size of 
farms and the greater amount of equipment per worker and 
per acre—resulted in increased loan demands. The sizes and 
number of loans were actually larger in 1959 than in 1949. 
The decline from 11 to 7 percent in the percent of total bank 
loans granted to farmers reflects, however, the growth of the 
nonfarm economy and, therefore, the decline in relative 
importance of farming.

Bankers Extend Loans for Longer Periods
As a rule, bankers prefer to make loans for relatively short 
periods, generally for less than a year. This kind of short
term credit meets the needs of many farmers and business
men because they can generally realize a return on the funds 
borrowed before the time comes to repay.

The economic development of the South, however, in
creased the need for longer-term credit. Adjustments in 
the District’s farming, for example, discussed in the March 
issue of this R eview , created demands for credit to improve 
pastures, to buy farm machinery, and to make long-term 
improvements. Returns on these investments would be real
ized over only a relatively long period. A farmer, therefore, 
would not want to embark on such enterprises unless he could 
borrow the money on terms that would allow him to repay 
the loan out of income over a relatively long period.

A greater need for longer term credit, too, arose out of 
other changes in the structure of the Southern economy. For 
example, changes in Southern manufacturing, discussed in 
the June issue of the R eview , involved shifts toward types 
of manufacturing that use more durable equipment in relation 
to labor and materials. Returns from such investment would 
also be realized only over a long period. To small businesses, 
whose growth has been important in the District’s economic 
development, the availability of long-term bank credit is 
especially important since many of them are dependent on 
banks for their financing. In 1957-58, for example, according 
to a survey conducted by this Bank, firms with fewer than 
25 employees and which expanded their plants used bank 
credit in three out of four cases.

With a sizable “cushion” of government securities that 
could be liquidated to meet possible sudden withdrawals of 
deposits, District banks made more and more loans for 
periods longer than a year, commonly called term loans. 
The proportion of term loans to total business loans has 
increased steadily. In 1957, they constituted 24 percent of 
business loans, compared with 14 percent in 1946. In the 
boom period of 1955-57 alone, the amount of term loans 
outstanding increased by 49 percent. Surveys of farm 
lending by commercial banks conducted by this Bank also 
indicate that bankers are granting more intermediate-term 
credit to farmers than before.

Most long-term lending is done by the larger banks, how
ever, and the principal business of banks in this District still 
consists of short-term credit. District borrowers, moreover, 
have also been able to get large funds from banks located 
outside the South. Various agencies other than banks also

supply large amounts of long-term credit, especially to 
farmers.

Consumers Get a Larger Share of Bank Loans
Rising production not only generated greater demands for 
credit in business and agriculture, but produced higher in
comes that greatly stimulated consumers’ willingness and 
ability to incur debts. This is reflected in the increased amount 
of long-term mortgage credit outstanding in recent decades, 
but more dramatically in the large additions to short- and 
intermediate-term consumer credit.

District banks are contributing substantially to this kind of 
credit, both in direct loans to consumers and indirectly by 
lending to other financial institutions. Banks were not, how
ever, until recently important consumer instalment lenders. 
During the 1950’s, their movement into the consumer instal
ment field was evidenced by a rise in the ratio of con
sumer to total loans. In 1949, less than one dollar in four of 
total loans went to the consumer. By 1959, nearly one dollar 
in three went to him.

Banks found consumer lending advantageous because it 
yielded higher rates of return than other types of loans and 
because losses have been very low. Consumers likewise found 
such loans advantageous in helping to spread the cost of dura
ble commodities over the duration of their use. But what of 
the relationship of consumer loans to economic development? 
Did they help or hinder growth?

To the extent that rising consumer credit contributed to 
the inflationary forces of the 1950’s, it probably did not 
contribute to and possibly hindered growth. This was particu
larly the case in 1955 and 1959, when consumer credit caused 
consumer demand to press hard against limited resources. 
On the other hand, District banks increased consumer lending 
even in periods of recession, and this probably buoyed up 
demand more than would otherwise have been the case.

Economic Growth and Banking in the Sixties
These, then, have been some of the major changes in Sixth 
District banking accompanying the South’s economic growth 
in the 1950’s: a doubling of banking resources, a tripling of 
loans, a shift in the pattern of lending toward the more 
rapidly expanding sectors of the economy and toward the 
consumer, and a tendency to grant credit for longer periods. 
These banking changes have apparently been made in re
sponse to economic changes resulting in growth of income. 
Further changes in District banking during the 1960’s, as in 
the past, will be determined largely by economic expansion 
in the nation, the extent to which this region shares in that 
growth, and the pattern of accompanying economic changes.

More specifically, what can we say of potential growth in
banking resources in the current decade? If the South’s past
record of more rapid income growth than in the nation
persists, there should again be a greater rise in deposits here
than in the U. S. The average annual rate of growth of
deposits in the District will, therefore, depend considerably on
how rapidly deposits grow in the nation. In past decades of
this century, the national rate of deposit growth has fluctuated
widely—between 20 and 170 percent. Thus, a prediction for
the 1960’s would be hazardous, indeed. In any case, banks
will undoubtedly remain the foremost suppliers of short-term
credit and will in this capacity be indispensable to further
economic development. „ 4 „

A l b e r t  A . H ir s c h

D eta iled  tables listing the principal asset and liability item s 
for banks in the Sixth D istric t and in the individual Sixth  
D istric t states fo r  the period  1940-59  are available on request 
to the Research D epartm ent, F ederal R eserve Bank o f  A t 
lanta, A tlan ta  3, G eorgia.
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