
B a n k  C r e d i t  E x p a n s i o n  S l o w s

Monetary and credit policy is made at a national 
level and executed largely through the national 
money market. However, demands for credit in 
one area are transmitted quickly to the whole 
country, and a large part of the supply of loan
able funds goes wherever demands are strongest. 
Thus, we expect national changes to be trans
mitted quickly to this District’s banks. And in
deed the pattern of change at District member

Loans plus investm ents were higher in 1966 than in 1965 
at both U.S. and District m em ber banks,

banks did follow very closely that of all member 
banks throughout the United States.

The demand for bank credit was undeniably 
strong during the first eight months of 1966. 
The rapid expansion of bank credit in this 
period, despite rising interest charges to bor
rowers, attests this fact. After August, however, 
expansion almost reached a standstill in sharp 
contrast to a uniformly rapid growth during 1965.

But after August, th e increases dropped well below th ose of 
the previous year.
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INVESTMENTS
B  below average in average range 

(5.3-9.8%)
above average

Sixth District Member Banks

LOANS
(— j below average ( . J in average range f—I—j above average

(12.7-15.6%)

Changes shown in the table below are depicted on the map as follows: 
DEPOSITS

I '£ ""’vl below average I I in average range
(8.0-12.4%)

above average

Percentage Change: 1966 from 1965* Percentage Change: 1966 from 1965*

Trade and Banking Areas Loans Investm ents D eposits Trade and Banking Areas Loans Investm ents D eposits

ALABAMA 15—Savannah 10.9 3.0 7 .3
1—Anniston-Gadsden 16.6 9.8 12.4 1 6 -S o u th  Georgia 15.0 11.0 14.8
2 —Birmingham 9.8 5.3 7.6 LOUISIANA
3 —Dothan 17.2 15.2 18.5 17-A lexandria-Lake Charles 15.6 1.6 4.7
4 —Mobile 8.3 9.4 7.5 18—Baton Rouge 17.0 14.3 14.5
5 —M ontgomery 16.7 9.4 14.3 19—Lafayette-lberia-Houma 12.4 2.2 5.6

FLORIDA 20—New Orleans 13.3 5.9 10.2
6 —Jacksonville 15.6 3.4 4.7 MISSISSIPPI
7 —Miami 17.0 11.1 13.8 21—Jackson 12.7 2.2 10.3
8-O rlan do 12.0 16.8 13.9 22—Hattiesburg-Laurel-Meridian 22.6 8.3 14.1
9 -P e n sa c o la 10.9 5.4 7.0 2 3—N atchez 18.4 6.4 13.5

10—Tampa-St. Petersburg 8.4 11.9 9.5 TENNESSEE
GEORGIA 24—Chattanooga 13.7 1.1 8.0

11—Atlanta 19.0 1.9 12.0 2 5 —Knoxville 10.2 7.8 8.2
12—Augusta 12.1 19.7 12.3 2 6—N ashville 14.7 -  3.0 6.5
13—Colum bus 14.4 19.9 17.5 2 7 —Tri-Cities 13.4 6.1 9.1
14—Macon 13.7 15.6 14.7 SIXTH DISTRICT TOTAL 14.2 7.0 10.3

*Based on averages of 11 m onths (January through November) for each  year.
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Sixth District m em ber banks had more dep osits  in 1966  
than in 1965, but th e s ize  of th e gain dwindled in the c losin g  
m onths of 1966 . . .
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And the number of banks with le ss  deposits than the previous 
year increased.

Although demand for bank credit may have 
abated somewhat in the closing months of 1966, 
this was not the primary cause of the marked re
duction in credit expansion. In the early months 
of 1966 banks were reasonably successful in sup
plying their customers with funds, especially 
their good business customers, by creating de
mand deposits and keeping a sizable share of 
created money within the banking system. This 
was accomplished, in part, by requiring busi
nesses to maintain high balances with lending 
banks and also by attracting money back into 
banks in the form of time deposits. For this 
process to have continued, however, the Federal 
Reserve System would have had to supply re
serves in the latter months of 1966 at the Janu
ary-July rate. Furthermore, banks would have 
had to continue to attract a disproportionately 
high share of savings, either from the flow of 
new saving or by raiding savings from other fi
nancial institutions. Neither of these conditions

PERCEN T IN C R EA SE  IN D EPO SITS
1966 From Corresponding Month in 1965

JWIlUiut
J f m a m j  j a s o n d

prevailed after August, and the result was the 
near cessation of credit expansion.

The reduced ability of the banking system to 
expand credit manifests itself in slower deposit 
growth at individual banks. As fall turned to 
winter, District bankers talked less about strong 
loan demand and more about lagging deposits. 
Some blamed corporate treasurers who worked 
their balances harder to meet urgent needs for 
funds. Others pointed to the letdown in time* 
deposit gains, either because of reductions in 
large denomination certificates of deposits or from 
a slump in savings of individuals. The percentage 
increase in the level of deposits this year com
pared with the same month last year rose through 
July but then declined. Likewise, the number of 
banks experiencing an actual reduction in de
posits in a given month this year, compared with 
the same month last year, rose significantly 
toward the end of the year.

The slowdown in deposit growth was felt 
throughout the District, with 23 of the 27 trade 
and banking areas showing smaller deposit gains 
over the second half of the year. However, in 7 
of the 23 areas loans were more expansive during 
the latter months, despite the lower rate of de
posit gains. In general, these areas sharply 
curbed their acquisitions of investments in favor 
of loan increases. In the Knoxville trade and 
banking area, for example, deposit increases 
dropped from an annual rate of 9.9 percent to
5.4 percent. By reducing their rate of increase in 
investments from 9.6 percent to 4.8 percent, 
Knoxville area bankers were able to raise the 
rate of loan expansion from 9.7 percent to 11.2 
percent.

In areas where investment increases had been 
trimmed earlier in the year bankers were unable 
to maintain high rates of loan expansion. In 
Atlanta the annual rate of loan increases dropped 
from 22.3 percent to 13.7 percent when the rate 
of increase of deposits slowed from 13.8 percent 
to 9.1 percent.

Considering the year as a whole, all areas 
within the District were able to expand deposits 
above year-ago levels. The size of the gains varied 
considerably, however.

P a u l  A. C r o w e
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