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Loan Inflows

b y  J o s e p h  E .  R o s s m a n ,  J r .

Banks are an important source of funds for business firms. W hile Sixth District 

firms borrow mostly from local banks, some also borrow from banks located 

outside the District. On the other hand, District banks lend to both local firms 

and those outside the District. On balance, we would expect to find that the 

Sixth District, as is typical of a growth region, would have a net inflow of 
business loans. However, the volume of this net inflow is unknown. In this 

paper we present estimates of net inflows for the years 1972 and 1974. In 
addition, we estimate the proportions of total bank funds that different types 

of District business obtained, net, from banks outside the District.
In developing net loan inflow estimates, we had to estimate total bank 

borrowings by businesses located in the District states.1 This was necessary 

because business loans are reported according to the location of the bank 
originating the loan and not by the location of the borrower. So, we first assumed 
that businesses borrow from banks in proportion to their respective levels of 

economic activity. If Sixth District business firms accounted for 10 percent of 

all business activity in the nation, we would use 10 percent of the nation's 

total business loans as an estimate of total borrowings by District business firms. 

Since there is no single best measure of business activity for our purposes, we 

used all available indicators— business employment, business payrolls, number 
of business firms, and personal income.

Second, we estimated net business loan inflow by subtracting the actual loans 

made by banks in District states from the estimates of total borrowings of 

District business firms. Since we do have four estimates of the total borrowings 

of District business firms, we choose to present our inflow findings in the form 
of a range including them all.

'These estimates include business in the parts ot Louisiana, M ississippi and Tennessee lying outside 
the Sixth Federal Reserve District.
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T A B L E  1

“ P A R T IC IP A T IO N  R A T IO S ”  
A C T U A L  TO  P R O P O R T IO N A T E  S H A R E  O F 
C O M M E R C IA L  A N D  IN D U S T R IA L  LO A N S  

B Y  IN D U S T R IA L  C A T E G O R Y

Based on 1972

Employment Ratios Payroll Ratios No. of Reporting Unit!

Category 1972 1974 1972 1974 1972 1974

All Manufacturing .56 .48 .72 .59 .40 .39

Mining .24 .27 .26 .30 .30 .35

Trade .86 .80 .96 .89 .92 .78

Wholesale .84 .81 .96 .91 .80 .81

Retail .90 .78 .96 .83 1.04 .76

Transportation, Communication and 
Other Public U tilities .52 .48 .60 .54 .48 .41

Transportation .67 .68 .74 .78 .72 .74

Communication .32 .30 .38 .35 .26 .24

Other Public U tilities .38 .31 .42 .35 .28 .24

Construction .66 .65 .80 .83 .74 .78

Services .98 .89 1.10 .91 .88 .87

TOTAL .66 .63 .88 .72 .66 .65

Our findings indicate that in 1972 and 1974, 

business loans at banks in District states accounted 

for two-thirds to three-fourths of estimated total 
bank borrowings by firms headquartered in Sixth 
District states. Using the remaining one-fourth to 

one-third as a net inflow estimate, we obtained a 
range of $4.1 billion to $7.1 billion for 1974 and 

$2.8 billion to $5.5 billion for 1972.
Looking at individual District states, each differed 

in the relative size of its net business loan inflow, 
but each had a positive net inflow of business 

loans during 1972 and 1974. Ranking the District 

states by size of net inflow shows Mississippi and 

Alabama with the largest proportionate net inflows; 

Louisiana and Tennessee had the smallest.

In order to determine what proportion of total 

bank borrowings different types of businesses 

obtain from banks outside the District, we used the 

reports from 17 large District banks, along with 

their U. S. counterparts, that report weekly loan 

information by borrowers' type of business for six 

major categories— manufacturing, mining, trade,

communication and other public utilities, 

construction, and services.

In addition, loans in nine manufacturing sub
categories were estimated in the same way we 

developed net loan inflows. Using the District 

states' share of total U. S. employment, payrolls, 

and number of reporting units for each category, 

we calculated equivalent loan shares for each 
category from the corresponding total loans of the 
reporting U. S. banks." We then computed ratios 

of actual loans made by Sixth District banks to the 

District's proportionate share (based upon each of 

three economic indicators) of the U. S. total for 

each category. The smaller the ratio, the greater 

the indication that type of business is obtaining 

funds from banks outside the District. Recognizing

-Loan data and business activity data used here reflect slightly 
different industrial classifications. These differences are not 
significant enough to affect the results.
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T A B LE  2

M A N U F A C T U R IN G  LO A N S  B Y  IN D U S T R Y

Based on 1972

Employment Ratios Payroll Ratios Value-Added Ratios
Capital 

Expenditure Ratios

Category 1972 1974 1972 1974 1972 1974 1972 1974

All Manufacturing .56 .48 .72 .59 .64 .54 .48 .39

Food Processing .56 .41 .60 .46 .60 .39 .46 .37

Textiles, Apparel, and 
Leather .54 .56 .60 .61 .60 .61 .58 .57

Chem icals and Rubber .50 .26 .40 .24 .38 .24 .28 .19

Petroleum Refining .96 .59 .75 .61 .80 .61 .44 .33

Other Fabricated Metals .98 .72 1.30 .83 1.28 .83 1.06 .68

Machinery, E lectrical 
and Nonelectrical .62 .43 .79 .44 .66 .44 .58 .39

Transportation
Equipment .70 .61 .80 .76 .82 .76 .76 .70

Prim ary Metals .46 .44 .48 .50 .48 .50 .32 .33

Other Durable and 
Nondurable Goods .46 .39 .66 .57 .62 .54 .48 .43

that possible distortions may have been introduced 

because the 17 District banks exclude those in areas 
of Sixth District states lying outside Sixth District 

boundary lines and because the reported loan 
figures may not accurately reflect the Sixth District's 

proportion of business loans on an “all commercial 

bank basis," we applied an adjustment factor to 

each of the loan ratios.3

:lThe correction factor is the product of two components. The first 
is the volume of business loans made by all com m ercial banks 
in the six-stale region, divided by the volume of business loans 
made by those banks lying within Sixth Federal Reserve District 
boundaries. The second com ponent has as its numerator the 
proportion of business loans made by U. S. banks included in the 
industrial breakdowns; the denom inator is the same proportion  
for the District. Num erically, the correction factors were 2.0 for 
1972 and 1.78 for 1974.

Looking at the major business loan categories, 

we found that the more concentrated an industry's 

market structure, the lower the ratio of its actual 
loan volume to its proportionate share of total U. S. 

loans was likely to be. Thus, firms classified under 

mining (including oil and gas exploration and 

drilling) seemed most likely to seek loans outside 

the District. On the other hand, service firms with 

ratios close to 1 seemed to obtain most of their 

funds from local banks.

Loan ratios were also calculated for individual 

manufacturing industries. Value added figures and 

capital expenditure, available only for manufactur

ing industries, were used as additional indicators in 

estimating ratios. As with the major classifications, 

concentrated manufacturing industries (such as 

chemicals and rubber), had relatively low ratios. 
Petroleum refining, with a higher ratio, was an 

exception. Unconcentrated manufacturing industries
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LO A N  S H A R E  P A R T IC IP A T IO N

State

All Commercial 
Banks Actual 

Business Loans 
(M illions $)

1972 
Share 

of U. S. 
Industry 

Employment

Percent 
Actual Loans to 

Employment 
Share Estim ate

1972 
Share 

of U. S. 
Industry 
Payroll

Percent 
Actual Loans to 
Taxable Payroll 
Share Estim ate

1972 1974 (Percent) 1972 1974 (Percent) 1972 1974

Alabama 1,046 1,431 1.42 59.82 56.86 1.19 71.39 67.85

Florida 2,651 3,908 3.44 62.56 65.12 2.99 71.98 73.77

Georgia 1,851 2,639 2.31 65.06 64.48 2.03 74.04 73.37

Louisiana 1,443 1,949 1.47 79.71 74.81 1.31 89.48 83.94

M ississippi 580 770 .83 56.77 52.39 .61 77.24 71.28

Tennessee 1,781 2,629 1.99 72.68 74.57 1.69 85.58 87.80

All D istrict 
States 9,352 13,325 11.46 66.26 65.62 9.82 77.33 76.58

U. S. 123,162 177,184 — 100.0 100.0 100.0 100.0

State

1972 
Share 

of U. S. 
Number of 

Reporting Units

Percent 
Actual Loans to 

Reporting 
Unit Estim ate

1972 
Share of 
Industry- 
Related 

Personal Income

Percent 
Actual Loans to 

Personal 
Income 

Estim ate

(Percent) 1972 1974 1972 1974

Alabama 1.45 58.59 55.68 1.25 67.96 64.59

Florida 3.92 54.90 56.27 3.06 70.33 72.08

Georgia 2.27 66.20 65.61 2.05 73.31 72.65

Louisiana 1.61 72.79 68.30 1.39 84.30 79.11

M ississippi .97 48.57 44.82 .69 68.29 63.01

Tennessee 1.85 78.17 80.20 1.73 83.60 85.71

All D istrict 
States 12.07 62.91 62.31 10.17 74.45 73.73

U. S. 100.0 100.0 100.0 100.0

showed a mixture of high and low ratios. Several 
industries important to the Southeast's manufactur

ing structure, food processing and textiles, apparel 
and leather goods, had smaller ratios than expected.

Conclusion

We recognize that our approach may tend to over

estimate total business loans of Sixth District firms 

since the ratios do not take into account the struc
ture and composition of Southeastern industries. 

There are a high number of industrial firms head

quartered outside the District operating plants here. 

These firms would be expected to borrow from 

banks in their own areas, since these banks would

tend to be more familiar with the company's 

operations.
Sixth District industrial firms, typically smaller in 

size than their national counterparts, may also be 

obtaining more loans from nonbank sources than 

their national counterparts. Small firms also rely on 

their equity and credit extended by their suppliers 

of materials as additional sources of funds.

In conclusion, although estimates of net business 

loan inflows may have been overstated, our 

expectations that the District has net business loan 

inflows was supported by every category of busi

ness loan examined. In every instance, net positive 

inflows were indicated. ■
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