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Financing Regional Economic Development

The further economic development of the Eighth 
Federal Reserve District is of vital interest to the 
Federal Reserve Bank of St. Louis. Essentially the 
problem facing the district is to attain a better eco
nomic balance through better and fuller use of its 
resources. This region is reasonably rich in basic 
resources but it has lagged in using them fully 
enough to lift its income—both in the aggregate 
and per capita—to a level approaching the national 
average.

The problem of regional economical development 
can be stated simply but the solution for it is not 
simple. The problem must be attacked on many 
fronts. One of these—and a most important one— 
is the financial front. The lag in this region's de
velopment has been due partly to lack of adequate 
financing—both with respect to adequacy of funds 
and procedures for making funds available.

Progress has been made toward better economic 
balance in the region during recent years and today 
the district is substantially ahead of its position 
twenty years ago. Our agriculture is more diver
sified and our soil practices are better designed. W e 
have gained many new industries and have ex
panded others. Our income has risen and our 
standard of living has improved. W e need to make 
much further progress but we have advanced some 
distance along the path to equality with the rest of 
the nation.

On the financial side, progress has been very 
marked since 1940. The rise in income has resulted

in substantial growth in funds potentially avail
able for capital and credit for district enterprises. 
The increase in such funds in this region has been 
appreciably greater, percentagewise, than in the 
nation as a whole. Probably for the first time in 
the district’s history it can depend to a large 
extent on its own funds for further development.

Advances in techniques and procedures for mak
ing capital and credit available also have been 
evident in recent years. The rise of the term loan, 
special types of loans designed for special needs, 
the experience of local capital credit organizations, 
and other developments have aided in the promotion 
of district economic activity.

The Federal Reserve Bank of St. Louis very 
naturally has a special interest in this progress on 
the financial side. It is a financial institution—its 
direct dealings are mainly with financial institu
tions. It is directly concerned with the financial 
aspects of regional development—both in fostering 
sound financing practices and in providing the ulti
mate reserves for the banking system.

At present, of course, the Federal Reserve Sys
tem is concerned with the fact that the supply of 
money is too large relative to the supply of goods 
and services. Consequently, the System is acting 
to restrain the growth of credit in the interest of 
economic stability. Over the long run, however, 
its major function is to make available sufficient 
reserves upon which adequate credit for a growing 
economy can be based.
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THE FUNCTION OF FINANCE
To most people, the economic function of finance 

is a mysterious function, obscure both as to its 
operations and its effects. Because of this, financial 
institutions and their managers have been given 
little credit for their achievements and their con
tributions to economic development. On the other 
hand, they have incurred much blame for situations 
over which at best they had but partial control. 
To many people terms such as “Wall Street” , the 
“money trust” , and “ financial interests” have been 
synonymous with unsound exploitation and sharp 
ups and downs in the economic cycle.

Without question, the operations of the financial 
system are complex and the effects of those opera
tions are far-reaching and not easy to trace pre
cisely. Nevertheless, the basic function of finance 
is not mysterious, and it is a valuable function.

In essence, we have a financial system because 
we operate a money economy. Such an economy 
has evolved through fairly natural selection. In a 
money economy individuals can pursue activities of 
various types and exchange the goods or services 
they produce for a common unit of exchange. Thus, 
individuals are enabled to specialize in things they 
do best and, as a result the total level of output 
is increased. In other words, they can “ economize” 
their efforts and produce with greater efficiency if 
they specialize than if each attempts to produce 
a variety of goods and services. Money serves as 
the common denominator; goods and services are 
expressed in terms of money, and each individual 
sells those he produces for money and buys those 
he needs with money.

The Lending of Funds—The principal functions 
carried out regularly by financial institutions are 
the accumulation and the lending of funds. Through 
credit extension, borrowers are enabled to buy 
goods and services they generally could not con
trol at that particular time by using their own funds. 
This function promotes increased output and tends 
to smooth the production-distribution process, per
mitting the host of specialized producers to match 
the demands of the market pretty much as they 
arise.

As noted above, the advantage of specializa
tion is that it leads to larger total output than 
would result if each individual endeavored to pro
duce himself the goods and services he needed. It 
does, however, lead to greater interdependence 
since each individual must sell his product or serv
ice to get funds for the other products and services 
he wants. Meanwhile, if his end product requires 
considerable time to produce and distribute before 
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he obtains the proceeds from his work, he needs 
to command funds to meet his wants during this 
time. These funds are obtained generally from the 
financial system.

A businessman producing a product that can be 
sold finds that he has to purchase materials, pay 
wages, and meet a variety of other obligations be
fore he sells his goods. He might prevail upon his 
suppliers and employes to wait for their funds until 
he has carried through his process and obtained 
sufficient funds to pay them. In some measure this 
is done through trade credit, through definite pay 
periods and other practices which defer his obliga
tions for a short time. However, since the produc
tion process often is so long that this type of credit 
is not adequate, the financial system is asked to 
provide the additional credit he needs. If that credit 
were not available, the production-distribution 
process would be jerky and total output would be 
smaller.

Any successful enterprise takes in sufficient funds 
over a period of time to match its outgo of funds 
and to leave some profit. But the timing of income 
and outgo is not evenly matched and credit is 
designed to smooth this. The need for credit to 
meet seasonal requirements is quite common to 
many types of businesses in trade, industry and 
agriculture and among individuals. The need for 
credit to finance expansion of capacity which in turn 
leads to greater efficiency and larger over-all output 
also is common. Each of these types of borrowing is 
an attempt to bridge the difference between an 
enterprise’s payments and receipts over a definite 
period of time.

In their principal lending transactions financial 
institutions perform still another service which pro
motes economic development: they attempt to select 
as users of the funds those best able to produce. 
To the extent they succeed, a greater production 
of goods and services results. Obviously, mistakes 
are made from time to time in this selection process 
and relatively inefficient producers are granted 
credit while more efficient producers fail to obtain 
it. On balance, however, the selection process has 
seemed to work fairly well.

The major qualification to this is in connection 
with the economic development of a particular re
gion. Theoretically, funds are not regional in char
acter, but flow into the most productive uses wher
ever they may be. Actually, an under-developed 
region may suffer from some lack of funds because 
of the numerous frictions that impede perfect fluid
ity of credit.
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The Gathering of Funds— Financial institutions 
obtain most of the funds with which they operate 
in two ways. The owners of the institution furnish 
some—in the form of capital funds—and the 
depositors (and sometimes other lenders) furnish 
the remainder. The owners get a return in the 
form of dividends; the depositors—since their funds 
actually are loaned to the institution—receive their 
return in the form of service (the safeguarding of 
the funds and the provision of a convenient place 
to hold them are basically services) or, just as 
other lenders, in the form of interest.

The funds held by financial institutions may be 
viewed as representing a stock of that part of the 
past savings of the economy held in the form of 
capital funds or deposits (not all savings, of course, 
are held in this manner). The owners of this stock 
are a constantly shifting group of individuals and 
organizations (business and other) who spend from 
the sums they own or add to them. New owners 
appear and old ones use up their funds. During 
any given period, changes in any one owner’s stock 
tends to reflect the difference between his current 
payments and receipts. If he receives more than 
he pays out he may hold the difference in the form 
of capital funds or deposits; if the reverse is true, 
he may draw down his previously acquired funds.

For most individuals and for many businesses 
the amount so held is relatively small and by itself 
probably would not be very useful. Put together 
with the holdings of millions of others, however, 
the aggregate fund becomes large and can be used 
to finance large as well as small enterprises. The 
financial institution performs a major service in 
providing a place where these funds may be ac
cumulated.

Commercial banks, savings banks, building and 
loan associations, investment dealers, development 
funds, insurance companies and many other insti
tutions perform this function of gathering funds 
in pools which may be made available to borrowers 
who will put them to productive use.

Basically there is no great difference in the pool
ing and distributing function as exercised by any 
of these types of institutions. A commercial bank 
issues capital stock and receives demand and time 
deposits. A stock savings bank receives only time 
balances. A mutual savings bank has no capital 
stock and receives time deposits. Building and 
loan associations and credit unions receive funds 
from their shareholders who, while technically the 
owners of the enterprise, in practice see themselves 
as depositors. Insurance companies receive funds

from their policy holders. Local, regional and na
tional development funds, Government credit agen
cies and other bodies roughly perform the same 
kind of function—they gather funds which can be 
made available for borrowers.

Strictly speaking, investment bankers do not 
gather funds and then lend them; rather they serve 
as intermediaries between the lender and the bor
rower (or an owner and a prospective owner). In a 
sense, they do gather funds since they underwrite 
security issues and provide funds to the borrowers 
prior to gathering them through the sale of the 
issues. The security markets themselves also serve 
as intermediary mechanisms to bring together pro
spective furnishers and users of funds.

TH E COM M ERCIAL BANKING SYSTEM
The commercial banking system is unique among 

financial institutions in that it can lend not only the 
funds it accumulates from thousands of share
holders and millions of depositors, but it can create 
new funds through its lending process. When a 
commercial bank extends credit it provides the 
borrower with a deposit credit. Usually the bor
rower does not want to exchange his deposit credit 
for currency but rather wishes to write checks 
against it. The checks are paid out and usually 
redeposited in banks. By mere bookkeeping trans
fers this check money circulates through the 
economy.

The commercial banking system can create as 
much check money as it has demand for, subject to 
two limitations: (1) The legal requirement to retain 
a percentage of its deposits in reserves, and (2) the 
amount of its reserves. If its deposits are with
drawn and held outside the banking system, it loses 
reserves. If they merely are transferred from bank 
to bank by means of issuance and redeposit of 
checks, the banking system can pyramid deposits 
until its reserves are just sufficient to meet its 
legal requirements.

The individual bank cannot operate as the entire 
banking system does. It can create a deposit 
credit as it lends money, but ordinarily this deposit 
is drawn down since the borrower uses it. As the 
borrower’s checks go out, most of them are de
posited in other banks. Thus the original bank 
tends to lose the deposit it has created and cannot 
safely advance more funds than it has on hand or 
can obtain (less its required reserves). The other 
banks, however, have received new funds and can 
create additional deposit credits based on them. As 
the process continues the banking system as a whole 
creates new funds. And it should be noted that
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the original bank may receive new funds from de
posits created at other banks which enable it to 
expand deposit credits further.

Commercial Bank Responsibility—It is this 
unique power of the commercial banking system to 
create funds that sets it apart from other financial 
institutions. However, this power also carries with 
it the responsibility for maintaining an equitable 
balance between the supply of money and goods 
and the flow of income and expenditure. In de
termining the difference between the amount of 
money and credit in existence and the amount 
needed to bring forth optimum output of goods and 
services, and providing for this difference, the com
mercial banking system makes its major contribu
tion to the economy.

In effect then, the commercial banks supply new 
money which they have created to make up the 
difference between the funds in existence that are 
being used and the funds needed for expansion of 
output. This very fact imposes grave responsibil
ity on the banking system and, in the short-run, 
often produces conflict between the incentive to 
operate at maximum profitability and the need to 
hold down the volume of credit. Currently the 
economy is operating pretty much at capacity and 
further credit extension is reflected mainly in price 
increases rather than in additional output. Thus, 
credit restraint is called for despite the fact that 
further credit expansion might produce additional 
temporary profits for the banks. There have been, 
however, and will be again, many periods when 
credit expansion is needed to promote additional 
output

Over the longer pull—say, over a complete eco
nomic cycle—the banking system and individual 
banks probably would maximize profits and at the 
same time serve most fully in their basic function 
if they expanded and contracted credit so as to mod
erate the influence of other expansive or contractive 
forces, or at least so as not to accentuate them. 
To the degree the banking system accomplishes 
this end, its contribution to economic stability is 
enhanced.

The term “ economic stability” should be taken 
broadly to mean a situation in which the economy 
grows steadily with minimum ups and downs, 
rather than narrowly to mean lack of change. Con
sequently the function of the banking system is to 
meet as best it can the gap between the available 
supply of funds and the need for funds which would 
permit growing development of our human and 
natural resources.

It is in this respect that the banking system can 
contribute directly to regional economic develop
ment. A  number of regions in the United States 
have lagged behind others in economic develop
ment. The Eighth District is one of these. Its 
resources have not been exploited sufficiently to 
produce income levels and living standards equiva
lent to those in many other sections. Partly, this 
has reflected lack of funds at hand.

G R O W TH  OF FUNDS
The importance of having funds actually within 

the region is often overlooked or discounted in the 
belief that money is not regional in character— 
that it will flow where it is most needed and most 
useful (i.e., where it will command maximum return 
consonant with risk). In practice this flow of funds 
lacks the perfect fluidity it theoretically possesses. 
Established programs and traditional practices in
troduce impediments to free movement. Distance and 
lack of personal contact tend to obscure the need for 
funds and to enhance the apparent risk of ad
vancing them. Often prospective borrowers can
not identify prospective lenders, and vice versa. 
As communication and transportation have im
proved, these frictions have become less impeding 
but they still retard the free flow of funds.

Thus the growth in funds on hand in under
developed regions is of prime importance to regional 
development. And this applies not only to the 
commercial banks of a region but also to other 
financial institutions which advance funds. The 
growth in funds that has taken place since the 
beginning of the defense-and-war period has pro
vided a better basis for regional development than 
previously existed.

Eighth District bank deposits have increased by 
about $2.5 billion since the end of 1940. Per
centagewise the growth in the district was sub
stantially larger than in the nation as a whole, 177 
per cent as against 109 per cent. Within the dis
trict, deposit growth has beeta relatively larger at 
rural than at urban banks, thus further distributing 
available funds.

During the war years, from 1941 through 1945, 
the St. Louis district ranked seventh among Re
serve districts in demand deposit growth. Its 
relative gain, however, was appreciably larger than 
the national average and considerably more than 
that in the Eastern districts. For example, at 
Eighth District member banks, private demand 
deposits rose 123 per cent from December, 1941, 
to December, 1945. The national average increase
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was 90 per cent; the gain in the Eastern districts 
ranged fuom 47 per cent to 79 per cent.

Since the end of the war, deposit growth in this 
area has continued to run above the national aver
age. At Eighth District member banks, private 
demand deposits increased 11 per cent from De
cember, 1945, to June, 1948, in contrast to a nation
wide gain of 8 per cent.

The other financial institutions in the district 
likewise seemed to have gained relatively in size. 
Precise data for them are not available but such 
evidence as exists points to better-than-national 
average increases in their funds.

The story behind this growth has been told in 
previous articles in this Review. In brief summary, 
deposit growth on a national scale has reflected 
mainly the increase in Government borrowing dur
ing the war years and the increase in private bor
rowing in the postwar period. Regional differences 
in growth have resulted from differences between 
rising income and less siiarply rising expenditures 
of individuals and businesses in the various areas.

The end result has been to spread funds some
what more evenly through the economy. For the 
first time in its history the volume of funds on hand 
in the district is within some reasonable distance of 
the need for funds here. Both in absolute and in 
relative terms, the financial institutions of the dis
trict today are more adequately equipped to meet 
financial needs of developing district enterprises.

PROCEDURES IN ADVAN CIN G FUNDS

In addition to the growth in the supply of funds 
on hand within the district, there have developed 
certain lending techniques which are helpful to 
regional and district development.

One of these techniques is the revolving fund 
of private capital raised within the community 
and loaned to new and growing enterprises needed 
by the community. One of the most successful 
examples of this type of fund and one with a 
record of more than thirty years of successful 
operation is to be found within this district—the 
Louisville Industrial Foundation. The Foundation 
has given impetus to the industrial development of 
the Louisville area by supplying capital directly to 
concerns located or to be located in Louisville, and 
indirectly by encouraging other private capital to 
flow into the selected enterprises. Further, its suc
cess in achieving its goal of adding to the industrial 
growth of the Louisville area, and at the same time 
doing so on an entirely solvent financial basis, has

given a boost to the use of private funds of capital 
in other regional development programs. The rela
tively greater supply of funds in the district today 
makes easier the task of bringing together the orig
inal capital needed by such local development proj
ects. Some of these operate through grants rather 
than loans; some merely serve as investment 
channels.

A  second interesting technique has been devel
oped in Mississippi under its “ Balance Agriculture 
With Industry” program. In this instance, the 
credit of the community is used to guarantee the 
repayment of the funds which are spent for the 
purchase of land and buildings (usually designed 
according to the manufacturer's specifications) for 
the industrial enterprise selected by the community 
and approved by the state's Industrial Board.

A third development in the technique of financing 
enterprise is not in any sense new, but since about 
1920 has become more widely used. This is the 
term loan type of lending by commercial banks. 
Soil conservation loans to farmers are typical exam
ples of term loans which are proving their worth 
in actual practice.

Term loans are but one example of new lending 
procedures which attempt to cut the suit of the 
financial loan to fit the borrower's cloth. The 
security taken, the repayment schedule, and final 
maturity are determined by the type of business 
and its ability to pay. Earning capacity is con
sidered in addition to the current ratio. The loan 
agreement frequently carries with it restrictions 
on other borrowing and contains provisions for 
periodic reports on the condition of the business. 
The term loan is particularly adapted to lending 
to smaller businesses. The national loan survey 
of November, 1946, showed that term loans (which 
had a typical size of $3*700) are an important part 
of the total loans to small businesses in most broad 
industrial groups.

Further, there are in existence today forty-nine 
regional credit pools, voluntarily formed by the 
members of the American Bankers Association 
under the guidance of their Small Business Credit 
Commission, headed by Robert M. Hanes, which 
stand ready to supply needed funds to enterprises 
in those cases where the individual banker does not 
feel that he can stand the exposure alone, but where 
in his judgment the funds should be supplied. At 
the latest report these pools of credit totaled some 
$670 million.

Without question the use of the banking system
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by business and agriculture is widespread. The 
November, 1946, survey of business loans indicated 
that one out of every four to five business establish
ments were then using bank credit. The loans 
were distributed to all geographic areas, and to 
all sizes and many kinds of business. Districtwise, 
there were some 30,000 business loans outstanding 
at that date. The mid-1947 national survey of 
bank loans to agriculture showed that two out of 
every five farmers were then using the banks 
largely for short-term credit for harvesting, plant
ing, or buying equipment. Farmers, to some ex
tent, were also using the banks as sources of 
long-term, mortgage loans. Of the 265,000 mort
gage loans, 24 per cent were for five to ten years, 
while 6 per cent ran for ten to 15 years, and 3 per 
cent for 15 to 20 years.

The above examples are ample evidence that 
lending procedures today are better shaped for 
economic development than they formerly were. 
They also point up the fact that business and agri
culture have found financial institutions vital to 
their operations. There are areas, however, where 
changes in credit extension practices still are needed 
to encourage further use of resources. Some of 
these may involve new types of organizations, 
such as capital credit banks, for example; some 
may require merely new techniques to be employed 
by existing types of institutions.

It probably should be stressed again that at 
present and for the short-run future it is not de
sirable to make credit more available—rather it 
would be helpful to the economy to dampen it. In 
the current inflationary situation the placing of 
additional purchasing power in the hands of pros
pective buyers tends mainly to cause further bidding 
up of prices. This means that lenders today should 
be especially careful to channel credit into the most 
productive uses and to curtail less productive loans 
so that funds can be made available to more de
sirable ventures without adding to the existing 
money supply. And as a long-run proposition, con
tinued study by financial institutions of methods 
and procedures for advancing funds for sound pro
duction purposes is desirable.

Need for Forestry Credit—A major economic 
resource in the Eighth District is its forests. They 
serve as a basic source of income to their owners 
and also offer one of the best opportunities in 
this region for further development. Tailoring 
forestry credit to the needs of the forest owner 
would represent a desirable achievement for the 
district’s financial institutions.

Considerable capital is tied up in forest resources. 
The individual land owner not only has an invest
ment in land, but in addition has an investment in 
timber such as original cost of seedlings and labor 
to plant them, fire protection, taxes, fire lanes and 
fences. Additional capital is required for equip
ment necessary for cutting, skidding and hauling. 
The amount of capital invested in an acre of timber 
varies, of course, with differences in soil, age, size 
and volume of timber.

The extension of forest credit presents several 
problems not found in connection with most other 
loans. One, is the length of time necessary for 
timber to mature. To produce sawlogs requires 
more time than the period for which even insurance 
companies or Government credit agencies (major 
extenders of long-term credits) now are willing to 
extend loans. In many instances, the first harvest 
cannot be made within ten years, the longest period 
for which a loan can be made under national bank
ing laws. And even in cases where this were possi
ble, such loans by national banks must be regularly 
amortized, which would make them not too well 
adapted to forestry credit needs. A second problem 
arises from the danger of fire and theft, apparently 
both uninsurable risks at the present time. A  third 
problem is that under national banking laws loans 
cannot be extended on unimproved land. This is 
not a limiting factor on woodlands which are a part 
of a farm, but much other forestry land is so classi
fied, regardless of how well it is managed according 
to scientific forestry practices. These factors have 
prevented the extension of needed forest credit in 
a great many instances. With some modification of 
existing laws, and some changes in lending tech
niques, credit might be extended in many cases 
through present credit facilities.

Forest credit can be divided into short-term, 
intermediate, and long-term. First, and the easiest 
to handle with existing lending facilities, are the 
short-term forest credit needs connected with har
vesting operations. Credit is extended for short 
periods only, and the repayment is made from 
products harvested. Thus, it is similar to regular 
farm production credit. If the owner desires to 
harvest his own timber, credit may be necessary 
to purchase tools and to hire labor. Little risk is 
involved, provided: the man is a good moral risk, 
a technical forester has been consulted on the ad
visability and methods of harvesting, and a market 
for the harvested product is assured. Where the 
woodland is part of a farm and the lender also holds 
a mortgage on the property, he should be sure the 
harvesting is done in such manner that future
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growth is assured. In addition, if a substantial cut 
is made, he might well have part of the proceeds 
of the sale of the timber applied on the principal 
of the mortgage.

The second, or intermediate, type of credit would 
be for periods of one to ten years. These inter
mediate loans would be for such purposes as build
ing fire lanes in existing woods, building fences, 
or purchase of equipment for improvement cuts 
from which there would be no immediate cash re
turn. For farm woodlands, banks could extend 
credit along lines similar to those outlined in Bank 
Credit for Soil Conservation, published by this bank. 
For nonfarm holdings present supervisory proced
ure would prohibit this type of credit extension, 
because of the unimproved land classification. In 
the light of modern forest management practices, 
re-examination of this procedure of classification 
might well be considered.

The intermediate type loan would be suitable 
when a stand of timber is fairly well developed, 
with sufficient volume to permit harvesting of some 
kind of product within a relatively short period of 
time. Unfortunately, much woodland in the Eighth 
District now requires more than ten years before 
merchantable cuts of any size can be made. Here, 
loans of the type extended by the Federal Land 
Bank or insurance companies might be sufficiently 
long that cuts could be made, although the required 
amortization policy at present eliminates this pos
sibility in most cases.

The problem would not be too difficult provided 
income from nontimber areas of the farm was suf
ficient to amortize the loan. In the South, where 
pine seedlings will grow into posts and pulp in 15 to 
20 years, there are possibilities for the develop
ment of a complete loan schedule to cover costs 
from the time of setting seedlings to the time of 
harvest. Tying the farm woodland management 
program into the over-all farm plan seemingly 
would offer the best method of using present credit 
facilities for forestry improvement. Many farm 
woodlands are combined with nontimbered land in 
such way that the grass and cropland can subsidize 
the timber land in the early stages of development.

The third type, long-term forest credit, cannot 
be supplied by existing credit agencies which are 
not equipped to advance money on unimproved land 
for long-time operations. Preliminary investiga
tions have been made to determine the advisability 
of setting up a forest credit system within the 
framework of the Farm Credit Administration. 
Large lumber companies are solving part of the 
problem by acquiring timberland and undertaking

long-range development of poorly stocked timber- 
land. The development of national and state for
ests offers a solution for land from which no returns 
can be expected for many years, the development 
cost of which may best be borne by society in gen
eral rather than by an individual or group.

CONCLUSION

In the Eighth Federal Reserve District, economic 
development has not kept pace with that in the 
nation as a whole. The inadequacy of locally avail
able funds and the restriction of traditional lending 
procedures have contributed to this lag.

In recent years, considerable progress has been 
made in overcoming these inadequacies. Since
1940, the funds in this district have increased abso
lutely and relative to the national growth. At the 
same time, funds within the district have accumu
lated more rapidly in the underdeveloped areas, the 
least favored by the customary pattern of the flow 
of funds. As a result, the district as a whole and 
areas within it can in large measure finance their 
future development without borrowing elsewhere.

Procedures and techniques for making these funds 
available have improved. Term loans to business 
and agriculture have served to better adapt loans 
to the borrowers' needs. There has been a grow
ing acceptance of the use of revolving funds of 
local, private capital.

While progress has been made along these and 
other lines, further advancement will be necessary 
if the region is to develop, economically, to a level 
that is on a par with the national average. Part 
of such development is contingent upon a fuller 
utilization of the region’s resources. Capital and 
credit requirements for such development will be 
large and, consequently, the district’s financial in
stitutions will play an increasingly important part. 
The inadequacy of forestry credit is an example of 
the need for further application of capital and credit 
to develop a resource.

The extent to which the economic level of the 
district is brought into line with that in the rest of 
the country will depend in large part on two fac
tors: (1) How well the financial institutions per
form their dual function of collecting funds and 
making them available for productive purposes;
(2) how well the commercial banks, recognizing 
that currently the over-supply of available funds 
suggests a policy of restraint rather than expansion, 
fulfill their responsibility to balance the existing 
supply of funds with the amount needed to promote 
optimum production and growth.

William J. Abbott, Jr.
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