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Businesses head q uarte red  in D istrict states offered a sm alle r  
vo lum e of securities fo r sa le  in 1960 than in 1959, and  
outstanding business loan s a t  D istrict banks increased  m ore  
slo w ly .
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Bank loans to most typ es of businesses exp and ed  less in the 
second h a lf  of 1960 than in th at period of 1959; loan s to 
m anufacturing and m ining concerns w e re  p a rticu la rly  w ea k .
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In 1960, declines in secu rity  offerings b y m anufacturii 
corporations and b y  tra d e , finance and other firms mo 
than  offset an  in crease  b y public u tility  com panies.

* Estimates of securities offered by corporations headquartered in 
District states were compiled from data published by The Security and 
Exchange Commission and The Investment Dealers Digest. Estimates 
of changes in business loans were based on data obtained from weekly 
reporting member banks in major District cities.

Borrowing by Distri
Businessmen throughout this part of the South are now 
in the process of adjusting their credit needs to a lower 
level of activity. In many instances, “adjusting credit 
needs” means lowering them— but not always. And all 
of the businessmen who reduce credit demands may not 
do so in the same way. Our task, therefore, is to probe 
beneath the surface of aggregate credit demands and focus 
on a few of the myriad changes that have taken place. 
Specifically, we shall try to provide some insight into 
changes in business credit by type of credit, by kind of 
business, and by region, and to relate these changes to 
variations in economic activity.

Business Activity and Credit Demands

Business activity, an important determinant of the demand 
for new credit, has edged downward since last summer 
in states lying wholly or partly in the Sixth. District— 
Alabama, Florida, Georgia, Louisiana, Mississippi and 
Tennessee. The gradualness of the decline is reflected in 
a drop in total nonfarm employment of only 2  percent 
from its July peak through December 1960 . A breakdown 
of total nonfarm employment, however, reveals that de
clines in some sectors of the economy have been more 
severe.

The manufacturing and construction industries appear 
to have borne the brunt of economic contraction in the 
District, as brought out in “The First Year,” also appear
ing in this Review. Manufacturing employment in the 
District reached its peak in May 1960 , and from that 
date declined 4  percent through December 1960 . Total 
construction activity, measured by the value of construc
tion contracts, declined 27  percent from its March 1959  
peak through November.

As a rule, we would expect to find demands for credit 
weakest in those businesses or industries where produc
tion and employment are down the most. Thus, last year’s 
declines in manufacturing and construction activity should 
show up in reduced demands by these industries for both 
short- and long-term credit.

Demand for Short-term Credit Weakens

Throughout much of 1960 , production outpaced final de
mand for such items as automobiles, household appli
ances, television sets, and farm equipment. As a result, 
businessmen in these lines concluded that their inven
tories were too high and took steps to reduce them. The 
change in inventory policy— from accumulation to liqui
dation— contributed to production declines, particularly 
in the durable manufacturing industries. These reduc
tions in sales and production are mirrored in the slow
down in business borrowing from District banks.

During the second half of 1960 , for example, outstand
ing business loans made by weekly reporting banks in 
major District cities to manufacturing and mining con
cerns declined $8 million, compared with an increase of
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usinesses Declines
$ 1 2 .8  million in the same period a year earlier. Loans to 
businesses engaged in construction activity also weakened 
during the second half of last year. Of all of the business 
categories for which loan data are available, only food, 
liquor, and tobacco manufacturers showed much strength, 
but not enough to boost total business loans above those 
of the second half of 1959 . Total business loans increased 
only $23  million in the second half of 1960 , compared 
with $ 7 0  million in the same period a year earlier.

As loan demands of all types leveled off early last year, 
interest rates eased. The Federal Reserve, beginning late 
in March 1960 , moved to a policy of less credit restraint. 
Since that date, the System has helped to foster further 
credit ease by reducing discount rates to member banks, 
engaging in open market operations to expand bank re
serves, and lowering reserve requirements. The impact 
of these actions is strikingly apparent in the reserve posi
tion of District member banks. In early 1 9 6 0  borrowings 
by member banks from the Atlanta Federal Reserve Bank 
exceeded excess reserves by $ 86  million, but early this 
year the reverse situation prevailed and excess reserves 
were $67  million greater than borrowing.

Demand for Long-term Credit Also Weakens
With industrial production in the nation declining 
throughout the second half of last year and plant capac
ity ample, some businessmen began to cut back their 
plans to build new plants and modernize equipment. As 
a result, spending for plants and equipment turned down

Interest Rates
United States, 1956-60

Percent Percent

The decline in the dem and fo r business cred it, a long w ith  
an increase  in the a v a ila b ility  of funds, has resu lted in 
low er in terest rates.

after the middle of last year, even though expenditures 
for the entire year totaled $ 3 5 .7  billion, higher than in
1959.

Also, corporate offerings of securities (stocks and 
bonds) for new capital in the nation increased 3 percent 
from 1959  to 1960 . In contrast, corporate offerings of

securities by businesses headquartered in District states 
declined 13 percent from 1959  to 1960 , to a level of 
$46 5  million. The difference in movement between the 
volume of securities offered in District states and in the 
nation may be explained in part by differences in spend
ing for plant construction, measured by the value of non- 
residential construction contracts. In 1960 , for example, 
the value of such contracts declined 14 percent in the 
District, but increased 10 percent in the nation.

Our compilations of security offerings include only firms 
headquartered in the South and therefore do not measure 
the total amount of capital financing required by all busi
nesses located in District states. Still, they provide clues 
to the regional demand pattern for long-term business 
funds. The decline of approximately $ 7 0  million in secu
rity offerings by corporations headquartered in District 
states, for instance, may be traced to variations in offer
ings by type of industry, as well as to changes in the types 
of securities offered for sale.

Companies in trade, finance, and other businesses, as 
well as manufacturing concerns, for example, accounted 
for most of the decline in the volume of corporate secu
rities offered last year. Total issues of these corporations 
declined about $ 1 0 0  million. Manufacturing concerns 
alone accounted for $ 3 0  million of this amount. The de
clines in these sectors more than offset a slight increase 
in the offerings of public utility companies.

The pattern of borrowing by type of business is even 
more striking when viewed in percentage terms. The 
security offerings of manufacturing firms in District states 
declined 76  percent from 1959  to 1960 , in contrast to a 
13-percent increase in the offerings of public utility com
panies.

With stock prices edging down throughout much of last 
year and interest rates on bonds declining, corporations 
headquartered in District states sharply reduced their sales 
of common and preferred stock, but increased slightly 
the amount of bonds issued. In 1960 , for example, stock 
sales amounted to $77  million, compared with $ 1 5 7  mil
lion in 1959 . Bond issues, however, totaled $ 3 8 8  million 
last year, up slightly from 1959.

Cost of Borrowing Declines

The tapering off of business credit demands, along with 
some increase in the availability of funds, has resulted in 

lower interest rates for both long- and short-term credit. 

National data indicate that all types of business interest 

rates fell during 1960 , but the drop was most apparent in 

short-term market rates. Interest rates on 4  to 6-month 

prime commercial paper, for example, declined from a 

peak of 4 .9  percent in January 196 0  to 3 .3  percent in 

November.

The rates banks in the District and in the nation charge 
their business customers also have declined moderately 
since last summer. Yields on outstanding corporate issues 
declined from early 196 0  through August; since then, 
yields turned up and then fluctuated irregularly at levels 
above their summer lows.

A l f r e d  P. J o h n s o n
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