
Planning Commission came forth with its proposal for a 
rapid transit system to supplement the expressway network 
now under construction. Such a system would relieve traffic 
congestion and be a boon to citizens. It would also be of 
tremendous economic significance to the region. The 
Commission has pointed out that “With rapid transit, the 
outlying commercial and industrial establishments in all 
five counties will have available to them markets and 
labor forces unknown in smaller metropolitan areas. 
Moreover, the future economic growth of these outlying 
areas is enhanced by having a big-city downtown with 
big-city financial houses, skyscrapers, and ideas.”

Although the dream of a rapid transit system is off the 
drawing board, much will have to be done before the 
wheels of the train begin to roll. The first step would be 
the passage of state-enabling legislation to set up an organ
ization to carry forward the project. Continued consulta
tion and cooperation of political units in five counties 
would be required to plan such things as the type of 
transit equipment to be used, how the capital expenditures 
will be financed, and how the system will be managed. 
If all goes well, construction of the initial system may be 
completed in the period 1966-69.

When governments are consolidated through annexa
tion and public service functions are consolidated through 
the creation of transit systems or other agencies, the 
structure of metropolitan government is modified. Often, 
those seeking such modifications may hope to reduce the

Banks Help Finance
“As long as we think that our city and county are in 
good shape financially and that their financial adminis
tration is satisfactory, we believe we have an obligation 
to support their credit.” This is about the way a Southern 
banker recently described his attitude toward financing 
city and other local governments. The statement illustrates 
bankers’ public-spiritedness. We are reminded, however, 
that banks are not charitable institutions; they have obli
gations to their stockholders and depositors as well as to 
municipalities. Fortunately, Southern banks have generally 
found the financing of urban governments both profitable 
and consistent with “sound” banking practices.

The chief financial need of municipal governments aris
ing from the growth of cities is that of credit for capital 
expansion and improvements. How and to what extent 
are banks in this District helping to furnish this credit to 
Southern municipalities? Available data, together with 
bankers’ responses to inquiries made by this Bank, can 
help us answer this question.

Most Banks Invest in Municipal Securities
At the end of 1960, insured commercial banks in District 
states held over $1.4 billion in state and local government 
obligations. Most of these securities are of local govern
ments. Moreover, a large proportion represents credit ex
tended to political units within the area for expanding and 
improving public facilities.

cost of public services to citizens. In practice, the result 
is more likely to be better service for each tax dollar.

Changes in the metropolitan structure frequently are 
considered in terms of economics. It should be clear, 
however, that political and individual values are closely 
intertwined with the economics of metropolitan problems. 
Before snapping at the bait of even limited area-wide 
government, individuals must be convinced that certain 
of their public service needs are metropolitan in char
acter. Political leaders, in turn, must be convinced that 
their constituents are convinced of this. It may well be 
that the ingredients for success of the metropolitan ap
proach are education, consultation, and compromise.

If population growth in metropolitan areas continues 
as expected, both citizens and political leaders will be 
required to further adapt themselves to their changing 
economic environment. Metropolitan man has not yet 
evolved. If he ever does materialize in pure form, he may 
have some of these characteristics: He will be proud of his 
local community and retain the best of the “town hall” 
concept of government. He will recognize, however, that 
he must at times subordinate his personal wishes in the 
interest of area progress. He will demand and get from 
his political leaders a clear statement of the costs of 
public services of varying degrees of quality. He will ra
tionally choose that combination of quality and price that 
best suits his needs, recognizing that he will get in service
only that which he pays for. A _ T

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

Cities’ Growth Needs
Banks invest in substantial amounts of securities issued 

by political units within their trading areas, although 
they hold issues of governments throughout the country. 
This policy reflects the responsibility banks feel toward 
local credit support and their access to the market for 
bonds of nearby governments. The tendency to concen
trate municipal bond purchases locally is probably 
stronger for small banks than for large ones. Generally 
located in small communities, they are more apt to play 
the role of a local credit institution.

The amount of banks’ short-term lending to state and 
local governments, which is mainly used by nearby politi
cal units in anticipation of tax receipts and bond sales, is 
relatively small. Instead of borrowing from banks, many 
municipal managers maintain a cash fund to draw upon 
when expenditures exceed tax revenues. Bond anticipa
tion borrowing is prohibited to most state and local 
governments.

Even if District banks were to purchase securities of 
municipalities only within this area, they could not supply 
them with all the credit needed. In the five years ended 
1960, local governments in District states offered for sale 
about $5 billion in securities. Banks in this area would 
have had to use roughly a third of their resources to supply 
this credit. To do so would have meant denying to busi
nesses and others much of the credit that was granted 
them.
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Judging from national data, however, the contribution 
of banks is substantial. In 1960 commercial banks in the 
U. S. held about one-fourth of the $66 billion of out
standing state and local government securities. The larg
est share, about two-fifths, was held by individuals and 
the remainder mainly by insurance companies.

Banks' Holdings Increase Faster 
Than Their Assets

The large amount of municipal securities now held by 
District banks reflects their response to the rapid increase 
in demand for this credit over the postwar period. From 
1945 to 1960, banks in District states roughly tripled their 
holdings of state and local government securities. As a 
result, the proportion of their total assets held in such 
securities climbed from 4.4 percent to 7.4 percent. The 
percentage varies considerably from bank to bank and 
even among District states, but the average ratio for the 
area has been somewhat higher than elsewhere in the 
nation.

Insured Commercial Bank Holdings of State and 
local Government Securities

During the postwar period, the rate at which banks ex
panded their holdings of municipals was strongly influ
enced by credit conditions. For example, in 1958— a year 
characterized by credit ease— insured banks in District 
states increased their holdings $210 million. However, in 
the following year and a half, when banks were subject to 
considerable restraint, their investments in municipals ad
vanced only $35 million. In periods of tight credit, gov
ernments compete more intensely for credit with other 
bank borrowers because banks are more wary of reducing 
their liquidity.

Municipal Securities Are Profitable 
Bank Investments

Banks have purchased municipals in periods of both 
credit tightness and ease because exemption of these 
obligations from Federal income taxes makes them es
pecially profitable investments. For a bank subject to a 
52-percent tax rate, for example, a municipal bond yield
ing 21/2 percent at par is equivalent in earning power to 
a fully taxable U. S. Government bond of the same ma
turity yielding 5.2 percent.

Banks, of course, must weigh the higher risk and in
ferior marketability of municipal bonds against this ad
vantage in yield. Tax exemption seems to have encouraged 
banks to buy more municipals, though, as evidenced by the 
aggressiveness with which banks bought them after the 
Federal Government ceased to allow exemption on its 
own obligations in 1941.

To some banks, another enticing feature of acquiring 
municipals is the possibility of getting more governmental 
deposits. As many bankers point out, however, large mu
nicipalities are tending to hold less of their liquid assets in 
bank deposits and more in short-term U. S. Government 
securities. On the other hand, banks do find municipal 
securities useful against such public deposits as they al
ready have.

Banks Seek Shorter Maturities 
and High Quality

Tending to counterbalance banks’ desire for profit is 
their insistent need for liquidity and safety. While gov
ernmental units find it necessary or desirable to issue 
bonds with serial maturities up to twenty or thirty years, 
District banks provide a good market only for those ma
turing within ten years. A few large District banks are 
willing to hold longer issues.

In addition, banks seek bonds with high formal quality 
ratings unless they are familiar with the financial circum
stances of the borrowing unit. Some set a limit on the 
amount of their revenue bonds relative to the amount 
backed by “full faith and credit,” or general obligation 
bonds. Bankers are aware, however, that the revenue 
issues of certain political units for such things as water 
and sewerage improvements are equal in quality to many 
general obligations.

A Few Banks Underwrite 
Municipal Securities

Although banks do not invest in municipal bonds of ail 
maturities, they can help market longer- as well as shorter- 
term issues by successfully bidding on new offerings and 
reselling them. Nationally, according to a recent estimate, 
commercial banks underwrite roughly two-fifths of the 
dollar amount of new issues.

In the District no more than ten banks, all large and 
located in large cities, continually engage in underwriting 
municipals. Many banks in small communities occasion
ally underwrite issues of nearby political units. During a 
recent eighteen-month period, banks in District states 
underwrote, either singly or in participation with other 
bank and nonbank underwriters, 17 percent of the offer
ings by governments in the same area. Large money mar
ket banks in the nation’s financial centers, however, sub
stantially supplemented the relatively small underwriting 
contribution of District banks.

Why have certain District banks chosen to participate 
actively in municipal bond underwriting? As in the case 
of investing in municipals, when a bank bids on new issues 
for resale it may feel that it is fulfilling an obligation to 
promote community development. Moreover, to a sizable 
bank with personnel to specialize in this activity, under
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writing can mean extra net earnings. Given access to a 
developed retail market for new issues, banks, like other 
dealers, can profit from a spread between buying and 
selling prices. If banks retain underwritten issues in their 
investment accounts, they avoid having to pay dealer 
commissions.

Dealer banks also enjoy a tax advantage. They do not 
have to amortize premiums for a security held for less 
than thirty days or for one maturing after five years unless 
the security is sold at a loss. This benefit is in addition 
to tax exemption on coupon yields.

The majority of banks, however, have not found it 
possible or desirable to engage actively in underwriting 
municipal securities. To underwrite larger issues, they 
must be able to join syndicates. For many banks, the 
overhead costs associated with underwriting are prohibi
tive. Moreover, member banks of the Federal Reserve 
System are not permitted to underwrite revenue bonds.

In addition to investing in and underwriting securities 
of municipal governments, banks provide them with cer
tain other direct and indirect financial services. They 
receive and disburse state and local government deposits. 
Their trust departments purchase municipal securities for 
individuals. They lend to nonbank dealers for purchasing 
and carrying such securities. Finally, municipal managers 
say that banks have been most helpful in providing them 
with financial counseling. Perhaps the greatest contribu
tion banks can make to city governments is helping them 
to achieve sound financial practices.

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

SOUTHERN CITIES
Continued from Page 3

cities, as the suburbs of one city ultimately meet those of 
another, and one large urban area is formed. The lower 
east coast of Florida has already reached this stage, with 
an unbroken concentration of people stretching from West 
Palm Beach to south of Miami, a distance of 80 miles. 
There is evidence that the area between New Orleans and 
Baton Rouge and the strip between Atlanta and Greens
boro, North Carolina, may be headed in this direction.

These characteristics pose certain common problems 
for our cities. Rapid population growth puts a strain on 
existing municipal facilities. The direction and strength 
of future growth must be anticipated if new services are 
to be provided when needed. Although economic factors 
will largely determine the extent of future city growth, the 
ability of cities to cope with the problems of growth will 
determine whether or not they will function as efficient
economic units. ~

R o b e r t  M. Y o u n g

Debits to Individual Demand Deposit Accounts
(In Thousands of Dollars)

Percent Change

Aug.
1961

July
1961

Aug.
1960

Year-to-date 
8 Months 

Aug. 1961 from 1961 
July Aug. from 

1961 1960 1960
ALABAMA

Anniston . . . . 44,519 41,553 41,850 + 7 + 6 + 3
Birmingham . . . 869,418 804,495 901,020 + 8 — 4 +  1
Dothan . . . . 35,665 35,782 34,925 —0 + 2 +  6
Gadsden . . . . 36,119 33,576 38,436 + 8 — 6 —5
Huntsville* . . . 71,774 67,183 65,467 + 7 + 1 0 + 1 1
Mobile . . . . 316,323 285,471 303,130 +  11 + 4 + 2
Montgomery . . . 179,343 172,116 171,504 + 4 + 5 + 6
Selma* . . . . 24,692 22,617 23,894 + 9 + 3 + 2
Tuscaloosa* . . . 58,034 55,209 54,737 + 5 + 6 + 5

Total Reporting Cities 1,635,887 1,518,002 1,634,963 +  8 + 0 + 2
Other Citiesf • • • 746,577 720,374 761,136r + 4 —2 + 1
FLORIDA

Daytona Beach* 55,119 56,398 61,705 —2 — 11 —5
Fort Lauderdale* . 191,085 190,659 192,881 + 0 — 1 — 2
Gainesville* . . . 41,845 39,486 39,957 + 6 + 5 + 1
Jacksonville . . . 866,569 756,086 903,221r +  15 —4 — 0
Key West* . . . 16,263 15,619 15,802 + 4 + 3 + 7
Lakeland* . . . 73,009 76,701 79,886 — 5 —9 + 2
Miami.................... 858,576 826,162 847,425 + 4 + 1 + 2
Greater Miami* 1,271,921 1,238,697 1,255,999 + 3 + 1 + 2
Orlando . . . . 235,155 253,877 246,576 —7 —5 — 2
Pensacola . . . 82,676 82,026 87,457r + 1 — 5 —4
St. Petersburg . . 199,594 214,586 199,959 — 7 —0 —3
Tampa . . . . 413,184 394,587 410,367 + 5 + 1 + 0
W. Palm-Palm Bch.* 139,808 140,461 118,263 — 0 +  18 + 9

Total Reporting Cities 3,586,228 3,459,183 3,612,073r + 4 — 1 + 1
Other Citiesf • • • 1,529,597 1,533,538 l,524,602r —0 + 0 + 3
GEORGIA

Albany . . . . 50,981 51,099 54,858 — 0 —7 + 0
Athens* . . . . 42,239 44,138 40,005 - A + 6 + 6
Atlanta . . . . 2,314,010 2,171,330 2,209,861 + 7 + 5 + 3
Augusta . . . . 112,351 119,037 113,982 —6 —1 + 0
Brunswick . . . 27,264 26,621 25,749 + 2 + 6 + 7
Columbus . . . 120,485 109,972 113,650 +  10 + 6 + 5
Elberton . . . . 10,571 8,630 11,043 + 2 2 —4 —6
Gainesville* . . . 49,249 49,234 48,240 + 0 + 2 + 2
Griffin* . . . . 20,074 18,816 19,890 + 7 + 1 + 3
LaGrange* . . . 15,800 15,821 18,203 — 0 — 13 — 14

130,061 121,777 128,835 + 7 +  1 + 1
Marietta* . . . 33,719 32,889 30,904 + 3 + 9 + 2
Newnan . . . . 20,656 20,251 19,651 + 2 + 5 + 1
Rome* . . . . 47,065 45,525 49,550 + 3 —5 + 1
Savannah . . . . 178,491 172,050 179,791 + 4 — 1 — 5
Valdosta . . . . 50,270 35,527 43,453 + 4 1 + 1 6 + 3

Total Reporting Cities 3,223,286 3,042,717 3,107,665 + 6 + 4 + 2
Other Citiest . . • 1,003,955 946,427 936,342r + 6 + 7 + 5
LOUISIANA

Alexandria* . . . 78,198 67,136 69,769 + 1 6 + 1 2 —4
Baton Rouge . . 268,072 258,177 281,476 + 4 —5 — 5
Lafayette* . . . 65,579 62,520 60,951 + 5 + 8 + 2
Lake Charles . . 79,240 81,327 78,165r —3 +  1 — 5
New Orleans . . . 1,364,921 1,319,839 1,377,647 + 3 — 1 — 0

Total Reporting Cities 1,856,010 1,788,999 l,868,008r + 4 — 1 —1
Other Citiest • • • 554,727 517,331 535,578r + 7 + 4 + 0
MISSISSIPPI

Biloxi-Gulfport* 52,843 52,419 53,738 + 1 —2 + 6
Hattiesburg . . . 38,661 38,408 37,832 +  1 + 2 + 0
Jackson . . . . 345,205 308,903 337,763 +  12 + 2 + 6
Laurel* . . . . 28,199 29,159 28,215 —3 —0 —1
Meridian . . . . 44,640 45,333 46,736 — 2 —4 + 0
Natchez* . . . . 24,211 21,528 22,088 +  12 + 1 0 —1
Vicksburg . . . 22,073 21,985 20,712 + 0 + 7 + 7

Total Reporting Cities 555,832 517,735 547,084 + 7 + 2 + 4
Other Citiest • • • 280,271 286,188 279,134r — 2 + 0 —1
TENNESSEE

Bristol* . . . . 48,334 48,512 45,214 — 0 + 7 + 7
Chattanooga . . . 366,247 335,828 327,721 + 9 +  12 + 3
Johnson City* . . 44,281 41,536 42,893 + 7 + 3 —3
Kingsport* . . . 89,867 87,614 83,291 + 3 + 8 + 2
Knoxville . . . . 270,785 255,435 250,050 + 6 + 8 + 5
Nashville . . . . 829,629 833,330 797,546 — 0 + 4 + 7

Total Reporting Cities 1,649,143 1,602,255 1,546,715 + 3 + 7 + 5
Other C.tiest . . . 595,479 587,676 579,451r +  1 + 3 + 6
SIXTH DISTRICT 17,216,992 16,520,425 16,932,751r + 4 + 2 + 2

Reporting Cities 12,506,386 11,928,891 12,316,508r + 5 + 2 + 2
Other Citiesf . . 4,710,606 4,591,534 4,616,243r + 3 + 2 + 3

Total, 32 Cities . . 10,779,626 10,233,268 10,642,391r + 5 + 1 + 0
UNITED STATES

344 Cities . . . 255,536,000 247,667,000 241,771,000 + 3 + 6 + 7

*Not included in total for 32 cities that are part of the national debit series maintained 
by the Board of Governors. fEstimated. r Revised.

Bank Announcements
The Port Charlotte Bank, Port Charlotte, Florida, a newly 
organized nonmember bank, opened for business on September 
19 and began to remit at par for checks drawn on it when 
received from the Federal Reserve Bank. Officers are William 
L. Hart, President; N . H. McQueen, Vice President; James B. 
Cheek, Cashier; and William Crossland, Assistant Cashier. Capital 
totals $225,000, and surplus and undivided profits, $135,000.

On September 20, the nonmember St. Martin Bank and Trust 
Company, St. Martinville, Louisiana, began to remit at par. 
Officers are J. R. Bienvenu, President; A. C. Gauthier, Execu
tive Vice President; Larry J. Comeaux, Cashier; and Martin 
Ducrest, Celine G. Labbe, Earl J. Bienvenu, and Gordon J. 
Delcambre, Assistant Cashiers. Capital totals $100,000, and sur
plus and undivided profits, $339,943.
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