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The Source and Use of Bank Funds
Commercial banks play an important role in 

community, regional, national and even interna
tional economic development. Of the many func
tions performed, one of the most significant is the 
pooling of surplus and temporarily idle funds of 
the community and, through loans and investments, 
the allocating of them to borrowers engaged in a 
wide range of economic activity. In fulfilling this 
function bankers exercise considerable influence 
over both the extent and direction of economic 
development.

From the end of 1939 to the end of 1945, Eighth 
District member bank assets increased from $1.9 
billion to $5.2 billion, a gain of 174 per cent. If 
all commercial banks in the Eighth District are 
included, total assets increased from $2.6 billion 
at the end of 1939 to $7.2 billion at the end of 1945. 
Since this gain was somewhat above the national 
average, the district’s share of total commercial 
bank resources increased from 4 to 4.5 per cent.

The growth of banking resources during World 
W ar II stemmed primarily from bank purchases of 
Government securities in connection with war 
financing. The above-average increase in this dis
trict was largely due to: (1) an excess of Treasury 
expenditures for defense activities and other pur

poses over Treasury receipts; (2) an above-average 
increase in agricultural income which drew funds 
into this and other agricultural areas; and (3) 
limited expenditures for many goods manufactured 
outside of the district, the production of which was 
restricted during the war.

Banking resources dropped slightly during 1946 
as the cash redemption of Treasury securities held 
by the banks exceeded loan expansion. This same 
process may continue to result in some further 
reduction of bank assets but the amount is likely 
to be small because most of the additional cash 
redemptions of Government securities will have to 
be made from an excess of Treasury receipts over 
Treasury expenditures. In view of the current 
emphasis on lower taxes the amount of this sur
plus is not likely to be large. A shift of Govern
ment securities from bank to nonbank investors 
also could result in deposit shrinkage, but at 
present there seems to be no reason to expect any 
important shift of this kind. A decrease in the 
prices of raw materials and agricultural products 
and increased expenditures for manufactured goods 
made outside may cause this district to lose funds 
to other areas. If a shift does occur, however, it 
is not likely to be large.

Source of Funds
There are two major sources of commercial bank 

funds— capital supplied by stockholders and funds 
deposited by customers. In 1939, about 9 per cent 
of the banking system's funds in this area came 
from stockholders and 91 per cent from depositors.

However, the rate of deposit growth during the 
war was much greater than the rate of capital in
crease, and despite a $76 million rise in capital 
accounts, stockholders had but a 5 per cent interest 
in district member bank assets at the end of 1945.
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Substantial shifts occurred also within the com
position of deposits. Demand deposit growth was 
greater than that of time deposits and as a result 
the former represented 83 per cent of total deposits 
at the end of 1945 as compared to 75 per cent at 
the end of 1939. Demand deposits of individuals, 
partnerships and corporations increased at about 
the same rate as total demand deposits and con
stituted a larger proportion of total deposits at 
the end of 1945 than in 1939.

Ownership of Demand Deposits —  The latest 
Federal Reserve survey of the ownership of de
mand deposits was conducted as of February 26,
1947. It revealed that the demand deposits of in
dividuals and business firms are still increasing, 
the total of $4,014 million on February 26 being 
nearly $200 million or 5 per cent above that of July 
31, 1946. The increase since July 31, 1945, which 
approximately coincides with the end of the war, 
amounted to $700 million or 21 per cent.

D E M A N D  D E P O S IT S — A L L  E IG H T H  D IS T R IC T  B A N K S  
B Y  G E O G R A P H IC A L  A R E A

(D ollar Amounts in M illions)
Per Cent Change From : 

Area 2-26-47 7-31-46 7-31-45
St. Louis ..................................................... —  $1,012 + 4 %  + 1 1 %
Louisville ........................................................  292 -f- 3 4-12
Memphis ........................................................... 226 -f- 8 4-31
Little R ock ................................ .....................  76 —  3 4-10
Evansville ........................................................  75 —  3 — 12

Total Metropolitan Areas.......................  $1,681 -4 -4  + 1 2

St. Louis Outlying......................................  $ 408 +  7 + 2 8
Louisville Outlying......................................... .......118 4-12 4-36
North Missouri.......................................................323 4* 6 4-32
Ozark ............................................................... .......238 —  4 + 2 2
South A rkansas............................................. .......239 +  2 4-23
Delta ........................................................................393 + 2 2  + 4 4
East M ississippi-Tennessee.............................. 159 - 0 - 4-28
Kentucky-Indiana ......................................... .......455 +  3 4-21

Total Rural Areas..................................... $2,333 +  6 + 2 9

Total District.........................................  $4,014 + 5  + 2 1

Demand deposits of banks located in the metro
politan centers increased approximately $60 million 
or 4 per cent from July 31, 1946 to February 26,
1947. In general these changes were a continuation 
of the trends which have prevailed in the postwar 
period. Evansville is the only one of the metro
politan centers experiencing a decline since the end 
of July, 1945, the decrease amounting to $10 million 
or 12 per cent. Banks located in the rural areas 
experienced a greater increase in demand deposits 
than those in the metropolitan centers, the gain 
amounting to $136 million or 6 per cent.

The slightly larger increase of demand deposits 
at banks in the rural areas than at banks in the 
metropolitan centers during the last seven months 
was partly seasonal, since the larger part of the 
annual income from farm marketings is concen
trated in the July 31 to February 26 period. An
other factor was the sharp increase in farm product
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prices during the last few months which together 
with good crops resulted in a record level of farm 
income. Finally, the accumulation of inventories 
by business concerns has tended to retard the 
growth of business deposits which are especially 
important to banks located in metropolitan centers.

1947

Per Cent of Change F rom :
Amount Total 7-31-46 7-31-45

,...$1,543 38.4 —  2% +  9%
... 498 12.4 +  2 —  9
ic
.... 175 4.4 + n 4 - n
.... 692 17.2 —  4 + 2 4
.... 178 4.4 — 13 + 1 6
.... 231 5.8 —  3 + 2 7
.... 2,097 52.2 + 1 2 + 2 9
.... 143 3.6 +  4 + 5 4
....$4,014 100.0 +  5 + 2 1

O W N E R S H IP  O P  D E M A N D  D E P O S IT S  
A L L  E IG H T H  D IS T R IC T  B A N K S , F E B R U A R Y  26,

(Dollar Amounts in M illions)
2-26-47

Transportation and i 
utilities ..................... ...

Retail and wholesale ti
Other nonfinancial bus

Financial business........... ..
Personal (including farmers)....
Nonprofit associations.....

Total ............ ..............

There were relatively few significant changes 
in the ownership pattern of demand deposits dur
ing the last seven months. Personal deposits, 
after a slight decrease from January to July, 1946, 
resumed the upward trend which was characteristic 
of the war and early postwar periods. Deposit 
balances of individuals increased $227 million or 
by 12 per cent as compared to a gain of 5 per cent 
for all demand deposits. This above-average in
crease is largely seasonal, reflecting primarily the 
same factors mentioned previously as responsible 
for the increase in demand deposits in rural areas.

The increase in manufacturing and mining de
posits and in transportation and public utilities 
probably reflects the building up of balances which 
were drawn down rather sharply in meeting re
conversion and other expenditures shortly after 
the end of the war. Retail and wholesale trading 
establishments drew down their balances as they 
accumulated inventories rather rapidly during the 
last several months.

It is interesting to note that all types of deposit 
holders, except those in manufacturing and mining, 
held larger balances at the end of February, 1947 
than at the end of July, 1945. Manufacturing and 
mining companies held balances of $498 million 
as compared to $549 million at the end of July, 
1945, a loss of 9 per cent. The average gain for 
all classes of owners during this period was 21 
per cent. Above-average increases were registered 
by personal holders, financial businesses and firms 
engaged in retail and wholesale trade, the gains 
being 29, 27 and 24 per cent, respectively.

The small banks, with deposits under $1 million, 
registered the largest increase in demand deposits, 
the gain amounting to $30 million or 8 per cent 
as compared to a 5 per cent increase for all banks.
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Banks with total deposits of $1 to $10 million 
held the major part of district demand deposits, 
this group having a total of $2,145 million on 
February 26, which represented a gain of $110 
million during the last seven months. The next 
largest amount was held by banks with total de
posits in excess of $50 million, the aggregate for 
this group being $911 million as compared to $860 
million on July 31, 1946. The smallest gain was 
registered by banks with deposits of $10 to $50 
million, an increase of $6 million bringing their 
total to $548 million.

There were only relatively minor changes in 
the ownership pattern at the different size classes 
of banks. Deposits of nonfinancial businesses which 
registered a decrease of 2 per cent at all banks 
decreased 8 per cent in the smallest banks and 
increased 4 per cent in the largest banks—a major 
part of the increase in the latter group being ac
counted for by balances of transportation and 
public utility concerns. The decrease in non
financial business deposits in the small banks was 
due mostly to a sharp drop in the deposits of service 
establishments and building and construction com
panies. Deposit balances of retail and wholesale 
trading establishments decreased in all size groups 
of banks with the exception of those banks with 
deposits of more than $50 million, which showed 
a gain of 3 per cent. It is probable that the increase 
at these large banks reflected a more cautious cur
rent inventory policy on the part of large retail and 
wholesale trading firms. Deposits of financial 
businesses decreased in all size groups except the 
largest banks which showed practically no change. 
The increase in personal deposits was fairly evenly

OWNERSHIP OF DEMAND DEPOSITS 
BY SIZE OF BANKS 

ALL EIGHTH DISTRICT BANKS. FEB. 26, 1947
P e r cent Per cent— ---------- --------------------------------------------------------------------------------------------------------------- 1 ■ ■ ■■■■■
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distributed at all size groups, the average for all 
banks being 12 per cent and the range being from 
a high of 15 per cent in the largest size group to 
a low of 11 per cent in banks with deposits of $10 
to $50 million. Personal deposits were up 14 per 
cent in banks with total deposits of less than $1 
million.

Total corporate deposits were off $23 million 
to a total of $1,043 million due primarily to a 
decrease of $43 million in retail and wholesale trade 
corporate balances. Inventory accumulation was 
undoubtedly a major reason for this decrease. 
Minor gains were registered by manufacturing, 
public utility and financial corporations.

Use of Bank Funds

The Eighth District normally has been a capital 
deficit area. It has been a capital deficit area in 
the sense that substantial amounts of capital funds 
have been imported from outside and, more sig
nificantly, sufficient capital in the form of machin
ery, equipment, plant, livestock, and supplies has 
been lacking. This capital shortage emphasizes 
the need for the most efficient use of bank funds 
and increases interest in an analysis of how these 
funds are being used today.

The portion of bank funds allocated to borrowers 
was drastically reduced during World War II, the 
major part of the additional resources being held in 
Government securities. Loans dropped from 29 
per cent of bank assets in 1939 to 17 per cent

at the end of 1945 in contrast to an increase in 
Government security holdings from 21 per cent 
to 53 per cent of the total. The postwar rise in 
loans and the cash redemption of Government 
securities reversed the wartime trend and raised 
loans to 23 per cent of total resources at the end 
of 1946. During the last eighteen months sub
stantial increases have occurred in commercial 
and industrial, real estate and consumer loans, 
security loans being the only category to show a 
marked decline.

The business loan survey conducted by the Fed
eral Reserve banks near the close of last year 
provided additional information on the use being 
made of member bank funds for business loans.

Page 51

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

May 1, 1947



An over-all summary of the results of the survey 
was given in the March issue of the Monthly 
Review. It revealed that district member banks 
held about 29,000 loans, totaling $547 million, to 
commercial and industrial concerns. Of this total, 
approximately 26,000 loans, or 90 per cent, were 
made to small business. There were 6,550 term 
loans maturing in more than one year.f

TERM LOANS
Investment in fixed assets required for efficient 

operations is increasing and frequently the cost 
can be amortized only out of earnings over a period 
of years. For this purpose the traditional short
term commercial loan is not suitable. In an effort 
to meet the longer-term credit needs of their bor
rowers, banks began granting term loans, generally 
defined as a loan maturing in more than one year. 
Formerly these loans were employed almost en
tirely by the large banks in financing large business 
firms. This is no longer true, however, the recent 
loan survey revealing that many of the smaller 
banks also are using term loans to meet the longer- 
term credit needs of their small business borrowers.

It is estimated that member banks in this district 
had outstanding about 6,500 term loans aggregat
ing $135 million. That this method of bank financ
ing is becoming widespread is indicated by the fact 
that term loans were granted by banks in all size 
groups, in every major geographical area, and to 
borrowers representing both large and small firms 
engaged in practically every type of business.

T E R M  L O A N S  B Y  S IZ E  O P  B A N K  
E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946

Dollar Percentage 
Number o f Am ount ___ Distribution

Banks with Deposits o f : Loans (In  M illions) Number Amount
Under $2 million.......................  340 $ 1 5%  1%
$2 to $10 million....................... 2,770 17 42 12
$10 to $100 million...................1,790 20 28 15
$100 to $500 million.................1,650 97 25 72

Total .....................................6,550 $135 100 100

Large banks, which finance the large businesses, 
supplied nearly three-fourths of the total amount, 
although they granted only one-fourth the num
ber of term loans. Loans made by banks with de
posits of $100 to $500 million averaged nearly $60,- 
000 per loan, reflecting the greater credit needs of 
large companies engaged principally in the heavy 
goods industries in the metropolitan centers. About 
2,800 or 42 per cent of all term loans were made 
by banks with deposits of $2 to $10 million. How
ever, these loans were for relatively small amounts 
and aggregated only 12 per cent of the total dollar

t The data given on business loans in this and other paragraphs and 
in the following tables are estimates based on reports received in the 
business loan survey.
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volume. Banks with deposits under $2 million 
made a relatively small number of term loans and 
the amount averaged only $2,900 per loan.

The majority of term loans were extended to 
small businesses—those with total assets under 
$250,000. One reason for their predominance is 
that business in this district is typically small- 
scale. Another is that frequently credit is needed 
in starting new businesses and most of those 
established since the end of the war have been 
small.
• T E R M  L O A N S  B Y  S IZ E  A N D  B U S IN E S S  O P  B O R R O W E R  
E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946

Dollar Percentage
Number o f Am ount Distribution

Total Assets of Borrowers • Loans (In  Millions) Number Amount
Under $50,000 .................... .......4,620 $ 21 71% 16%
$50,000-$250,000 ................ .......1,270 23 19 17
$250,000-$750,000 ............. ....... 340 20 5 15
$750,000-$5,000,000 .,....... 26 3 19
$5,000,000 and over........... 44 2 33

Total* ........................... .......6,540 $134 100 100
Dollar Percentage

Number of Amount Distribution
Business o f B orrow er: Loans (In  Millions) Number Amount
Manufacturing and Mining....1,070 $ 56.5 16% 42%
W holesale Trade ............... 9.5 7 7
Retail Trade ........................ 17.0 39 13

51.0 38 38
Total* .......................... $134.0 100 100

* Does not include small number o f unclassified loans.

Food, liquor, home furnishings and electrical 
appliance stores, restaurants, automobile dealers, 
filling stations, truckers and service establishments 
were the most important borrowers in terms of 
numbers. Borrowers engaged in these lines of 
business accounted for over 4,000 loans or 62 per 
cent of the total. The major part of the loan 
volume, 70 per cent, went to borrowers engaged 
in manufacturing, transportation and other public 
utilities. Firms engaged in transportation and other 
public utilities accounted for the largest sum—$37 
million or 28 per cent of the total. Food, liquor and 
tobacco manufacturers obtained loans aggregating 
$19 million. Iron and steel, nonferrous metals, elec
trical machinery, automobiles and other transporta
tion equipment manufacturers, all of which are 
important industries in this district, accounted for 
$16 million or 12 per cent of the total dollar 
amount.

The maturity of term loans is clustered in the 
one to two, the four to five and the five to ten 
year groups.

M A T U R IT Y  D IS T R IB U T IO N  O F  T E R M  L O A N S  
E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946

Dollar Percentage
Number of Amount Distribution

Maturity Loans (In  Millions) Number Amount
1 t® 2 years................................ 2,200 $ 17 34%  13%
2 to 3 years................................  970 9 15 7
3 to 4 years............................ 600 21 9 16
4 to 5 years........... .................... 1,010 29 15 21
5 to 10 years................................ 1,570 52 24 38
Over 10 years............................. 200 7 3 5

Total .....................................6,550 $135 100 100
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Maturity is closely related to size and type of 
business. Loans maturing in one to three years 
were mostly for small amounts and to borrowers 
in small retail stores, service establishments and 
restaurants. Term loans maturing in four to five 
and five to ten years were made primarily to 
business firms engaged in the heavy goods in
dustries which require a large investment in fixed 
assets. Both the heavy expenditures for fixed 
assets, which can be liquidated only out of earn
ings over a period of years, and the better credit 
standing of the large company explain the longer 
maturity which is typical for the large borrower.

The typical loan for more than one year was 
repayable in instalments and was secured by a 
pledge of equipment or real estate. Four-fifths 
were repayable in instalments, 10 per cent by serial 
notes and only 8 per cent were single payment. 
Instalment loans also accounted for a major part 
of the total dollar volume, indicating that both 
large and small loans were made on an instalment 
basis. The annual interest rate on most loans was 
4 per cent or less, the exceptions being those loans 
maturing in one to two years. Sixty per cent of 
the term loans in this maturity range were made 
at annual interest rates ranging from 5 to 6 per cent, 
reflecting both the small size of the loan and the 
greater risk involved in advances to small busi
nesses. The interest rate for large loans, which 
accounted for most of the volume, clustered around 
2 and 4 per cent.

Only one term loan in twenty was unsecured, 
but such loans accounted for 37 per cent of the 
dollar amount. Thus it was the large business 
which was able to borrow without security. In 
contrast, business generally was required to pledge 
security, 40 per cent of the loans being covered by 
mortgages on real estate and 30 per cent by chattel 
mortgages on equipment.

FINANCING OF SMALL BUSINESS
Bank loans to small business firms are of par

ticular interest, both because business in this dis
trict is typicially small scale and because of the 
interest manifest in recent years in whether ad
equate credit facilities are available to the small 
concern. The loan survey provides considerable 
information on the characteristics of the borrowers 
and the terms on which they are able to secure 
bank loans.

The smaller banks granted most of the loans 
to small business, especially those with assets 
under $50,000. Banks with deposits of $2 to $10

million made nearly one-half of the number of 
loans for about one-fourth of the total dollar 
amount. The major part of business loan volume, 
however, was supplied by banks with deposits over 
$10 million. The larger banks, although making 
fewer loans, usually finance the larger businesses 
engaged in manufacturing and public utilities 
which require large sums for plant and equipment.

L O A N S  T O  S M A L L  B U S IN E S S *
E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946

Dollar Percentage
Number o f Am ount Distribution

Deposit Size o f Bank Loans (In  M illions) Number Amount
Under $2 million.....................  2,000 $ 3.8 8%  2%
$2-$10 million ............................12,040 47.2 47 24
$10-$100 m illion .......................  8,320 70.1 32 37
$100-$500 m illion .....................  3,400 70.9 13 37

Total .................................. 25,760 $192.0 100 100

* Those with total assets under $250,000.

The business loan portfolio of the smaller banks 
was concentrated in the retail trades, trucking and 
service establishments with total assets of less 
than $50,000. Borrowers in these types of busi
ness accounted for approximately three-fourths of 
the number of loans to small business by member 
banks with deposits under $10 million. Further
more, most of the loan volume in retail trade was 
concentrated in a few lines. In contrast, the 
larger banks, with deposits over $10 million, had 
a much better balanced small business loan port
folio. The major part of the volume was to busi
nesses with assets from $50,000 to $250,000 but 
for both size groups the dollar amount was much 
more equally distributed among manufacturing, 
wholesale and retail trade and other types of busi
ness.

Characteristics of Borrowers—The typical small 
business borrower in the Eighth District is lo
cated in a small town, is operating an unincorpor
ated business and has acquired his business within 
the past five years.

The greatest number of small business borrowers 
were located outside the larger cities. Forty-two 
per cent of the loans to small establishments were 
made by banks in towns with more than 2,500 but 
less than 25,000 population, and 14 per cent by 
banks in towns with population under 2,500. Banks 
in cities with 100,000 population and over accounted 
for only 27 per cent of the number, but a large share 
(58 per cent) of the dollar amount.

Retail trade had by far the largest number of 
borrowers. Of the 25,700 loans to small business,
11.000 were to operators of retail stores and nearly
9.000 had less than $50,000 of assets. The miscel
laneous classification, which includes transporta
tion and other public utilities, services and building
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and construction, was next, accounting for close to 
30 per cent of the borrowers in both size groups. 
The same two groups accounted for most of the 
loan volume to businesses with assets of less than 
$50,000, but manufacturing and wholesale trade 
accounted for most of the aggregate amount of 
loans to borrowers with assets of $50,000 to 
$250,000.

L O A N S  T O  S M A L L  B U S IN E S S  B Y  B U S IN E S S  O F  B O R R O W E R  
E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946

(D ollar Amounts in M illions)
Borrowers with Assets of 

Under $50,000 $50,000-$250,000
Business o f  Borrower N o. Amount No. Amount
Manufacturing and Mining.... 2,370 10 1,510 41
Wholesale Trade.......................... 1,630 11 1,300 38
Retail Trade................................... 8,780 24 2,240 16
Other .............................................. 5,780 19 2,040 31

T ota l*  ...................................18,560 64 7,090 126

Percentage Distribution
Manufacturing and M ining...... 13% 16%  21%  33%
Wholesale Trade ........................ 9 17 18 30
Retail Trade................................... 47 37 32 13
Other .............................................  31 30 29 24

Total ..................................... 100 100 100 100

* Does not include small number o f unclassified loans.

The majority of the borrowers in retail trade 
were merchandising food* liquor, tobacco, home 
furnishings, appliances, automobiles and accessories 
or were operating filling stations and restaurants. 
These borrowers accounted for over 80 per cent 
of the loans to retail firms with assets under 
$50,000. In the miscellaneous classification prac
tically all of the loans were granted to truckers, 
operators of service establishments and those en
gaged in building and construction.

Terms of Loan Agreement—Length of maturity, 
method of repayment, the interest rate and security 
required, if any, are terms of the loan agreement 
negotiated between borrower and lender.

P E R C E N T A G E  D IS T R IB U T IO N  O F  L O A N S  T O  S M A L L  
B U S IN E S S  B Y  M A T U R IT Y

E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946
Business with Total Assets

________ Under $50,000 $50,0004250,000
Maturity \o. of Loans Amount No. of Loans Amount
Demand ..............................  12% 18% 28%  20%
6 months and under........  47 39 47 57
6 months to 1 year........ 16 10 8 5
1 to 3 years.....................  14 11 5 5
3 to 5 years................. 6 12 5 4
Over 5 years.....................  5 10 7 9

Total ..........................100 100 100 “TOO

The short-term loan is still typical of bank ad
vances to small business. Three-fourths of the 
loans to business with assets under $50,000, aggre
gating 67 per cent of the dollar amount, matured 
within one year. Over 50 per cent of the number 
and dollar volume matured within 6 months. The 
short-term loan was even more predominant in 
businesses with total assets of $50,000 to $250,000. 
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Twenty-eight per cent of the loans to these firms 
were on demand and approximately 83 per cent 
of the number and dollar amount matured within 
one year. Three-fourths of these loans were either 
callable on demand or matured within six months.

Single payment is also a typical provision. Sixty- 
two per cent of the loans to borrowers with assets 
of less than $50,000 and 75 pef cent of those to 
borrowers with assets of $50,000 to $250,000 used 
this method of repayment, which is suitable for 
the short-term loan. The instalment method of 
repayment was used more largely in loans to small 
concerns, constituting 36 per cent of the total to 
businesses with assets under $50,000 as compared 
to 19 per cent in the next larger size group. The 
larger proportion of instalment loans to the very 
small firms is due mainly to the greater credit 
risk incurred and to more new businesses in this 
size class, which require larger amounts of long
term credit. Practically all of the multiple pay
ment loans were repayable in equal instalments.

P E R C E N T A G E  D IS T R IB U T IO N  O F  L O A N S  T O  S M A L L  
B U S IN E S S  B Y  T Y P E  O F  S E C U R IT Y

E IG H T H  D IS T R IC T  M E M B E R  B A N K S , N O V E M B E R  20, 1946

Asset Size of Borrower 
Under $50,000 $50,000^250,000

Type of Security N o. Amount No. Amount
Unsecured ..................................... .... . 29 19 35 25
Endorsed or co-maker.....................  13 11 1 0 *  7
Chattel m ortgage ..............................  25 21 6 5
Real estate...........................................  13 21 17 15
Miscellaneous .....................................  20 28 32 48

Total ......................................... .7l00~ 100 100 100

The security required seems to be related to 
size of business. Some type of security was re
quired for 71 per cent of the loans to businesses 
with assets under $50,000 as compared to 65 per 
cent for those with assets of $50,000 to $250,000 
and 68 per cent for business as a whole. Mortgages 
on personal and real property were the most com
mon type of security especially for the small firms. 
Warehouse receipts secured only 4 per cent of 
the loans to business firms with assets of $50,000 
to $250,000 but these loans were large, accounting 
for 17 per cent of the dollar amount of loans to 
these concerns. The wide variety of security re
ported indicates banks in general are willing to 
accept most anything of value the borrower has to 
offer.

Small firms with assets under $50,000 obtained 
only 2 per cent of the amount of their loans from 
member banks at rates under 3 per cent. In con
trast, the larger firms with total assets of $5 million 
and over obtained 96 per cent of their loan volume 
at these low rates. Again, the small size group 
paid 6 per cent and above for over one-fourth of
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DOLLAR AMOUNT OF LOANS BY INTEREST 
RATE AND ASSET SIZE OF BUSINESS

EIGHTH DISTRICT MEMBER BANKS, NOV 20,1946 
Per cent Per cert

UNDER 350,000 *250000- 3750,000 TOTAL 
150,000 *250,000 3750.000 AND OVER

■  UNDER R X & 3  3 TO 4 F\V \S  4 TO 5
3 PER CENT K & S fl PER CENT k V V l PER CENT

Y77A 5 TO 6 6 PER CENTY//A  PER CENT INXM AND OVER

their bank credit, but the group with assets of 
$750,000 to $5 million paid similar rates for only 
2 per cent of their loan volume. Those with assets 
of $5 million and over obtained practically all of 
their bank credit for less than 4 per cent.

Guarantee of
There is general recognition of the longer-term 

credit needs of business, especially for capital pur
poses. Modern machinery and equipment and new 
techniques have made efficient business operation 
increasingly dependent upon the acquisition of the 
appropriate amount and quality of fixed assets. 
However, the cost is frequently so great that it 
can be amortized only out of earnings over a period 
of years.

The change in the character of business assets 
has increased the need for longer-term credit. In 
an effort to meet this need, banks have developed 
the term loan— a loan maturing in more than one 
year and frequently repayable in instalments. This 
is an important step forward in the evolution of 
bank lending and has enabled the banks to meet 
more fully the credit needs of business. However, 
the individual bank is still handicapped at times 
in meeting the long-term credit needs of its cus
tomers. In some cases legal limitations on loans 
to a single borrower prevent the bank from grant
ing sufficient credit. Furthermore, the note of a 
business borrower has limited marketability and, 
therefore, the banker cannot afford to tie up too 
much of his bank’s resources in long-term loans. 
Finally, the individual bank often is unable to get

There are several reasons for the higher rate 
the small business usually must pay for borrowed 
funds. The interest rate is made up of several 
components, important ones being cost of servicing 
a loan, payment for risk and payment for the use 
of funds for a given length of time (pure interest). 
Cost of servicing is nearly as much for a small 
as* for a large loan and, therefore, the percentage 
charge necessary to cover servicing costs decreases 
as the size of loan increases. However, correlation 
between size of loan and interest rate is far from 
perfect. For example, the average size of loans to 
borrowers with assets under $50,000 made at 1 and
2 per cent interest was $4,200 as compared to an 
average of $5,800 for loans at 4 per cent. More
over, there was little difference in the average 
size of loans to this same size group made at 7, 8, 9 
and 10 per cent interest. Risk is generally greater 
on a loan for a given amount to a small than to a 
large business, especially new businesses. A higher 
rate is usually required, therefore, to cover the 
risk incurred on a loan to a small business. Other 
factors involved in the rate differences are location 
of borrower as to area and size of town and access 
to alternative sources of funds.

Business Loans
a good business loan diversification because of the 
industrial structure of the local community. For 
a safe and fuller utilization of bank funds, facilities 
often are needed for a wider distribution of risk and 
greater liquidity for longer-term loans.

The small businessman particularly is handi
capped in obtaining adequate intermediate and 
long-term funds. First, some of the sources of 
equity capital available to small businesses are 
diminishing. Well-to-do individuals who formerly 
invested mainly in local enterprise have tended to 
shift their funds to other uses as alternative invest
ment opportunities have become available and as 
their knowledge of marketable securities has in
creased. Also higher taxes, required by the heavy 
war expenditures, diminished the amount of earn
ings which could be retained in a business for ex
pansion and growth. Second, the majority of 
small businesses are unincorporated and, therefore, 
can neither issue stocks to obtain equity capital 
nor bonds to secure borrowed funds. A  third 
limitation is that the small businessman usually 
has only a local credit standing and, therefore, 
must rely on the bank or banks in his community 
for borrowed funds. The size of the local bank, 
the attitude of its management toward term loans,
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and the amount of acceptable assets which may 
be put up as security are all factors which have 
an important bearing on the credit line which he 
can obtain.

There are also several factors which limit the 
amount of credit which the small banks especially 
can safely extend. Data given above show that the 
business loan portfolios of the smaller banks usually 
are not well diversified. Their business loans are 
made to very small concerns and are heavily con
centrated in retail food, liquor, and tobacco stores, 
restaurants and service establishments. It is fre
quently impossible, therefore, for the officials of 
small banks to obtain the desired distribution of 
their loan risks in financing local business. A 
second difficulty is that the loan risk of the small 
bank is concentrated in the local community. Haz
ards, such as weather and business and population 
shifts, which largely are beyond the control and 
foresight of the banker, may inflict heavy losses § 
on a single locality. Finally, the lack of market
ability of the notes of small business borrowers 
limits the amount of the bank’s resources which 
safely can be placed in such loans.

These handicaps encountered by the small busi
nessman in obtaining credit are the primary reason 
for Senate Bill 408 generally referred to as the 
Tobey Bill. This bill would repeal Section 13b 
of the Federal Reserve Act, which gives the Federal 
Reserve banks the authority to make direct loans 
to industry. In its place the Federal Reserve banks 
would be given authority to guarantee loans made 
by financing institutions to business enterprises. 
The guarantee of loans would be under rules and 
regulations prescribed by the Board of Governors 
and subject to the following qualifications:

1. No loan could be guaranteed which has a 
maturity of more than ten years.

2. The Federal Reserve banks could guarantee 
or make a commitment to purchase up to but not 
to exceed 90 per cent of the unpaid balance of 
any loan.

3. The aggregate amount of all guarantees
could not exceed the combined surplus of the 
twelve Federal Reserve banks.

4. To insure that a substantial portion of the 
guarantee power would be reserved for loans to 
small business the aggregate amount of guar
antees of loans in excess of $100,000 each could 
not exceed 50 per cent of the combined surplus 
of the Reserve banks.

5. The Federal Reserve banks would use their 
own funds in carrying out the guarantees and no 
expenditure on the part of Government would be 
involved.
It should be noted that this bill does not place 

the Federal Reserve banks in competition with the 
private banking system. Neither does it encroach 
upon the rights of private management. Loans 
guaranteed would continue to originate with local 
banks dealing with local people whom they know 
and with whose character, capability and capacity 
they would be familiar. A Federal Reserve bank 
would not guarantee any loan unless requested by 
the local bank but if such a guarantee were desired 
it would be promptly available upon the approval 
of the Reserve bank.

The Federal Reserve System is well equipped to 
administer a business loan guarantee program. The 
twelve Federal Reserve banks and their twenty- 
four branches provide a regional organization to 
which local financing institutions in all parts of the 
country have convenient access. The Federal Re
serve banks have had ample and successful experi
ence in guaranteeing business loans. Under Sec
tion 13b, 3,542 applications for commitments and 
advances were approved for a total of $566 million. 
Under the V-Loan program for guaranteeing war 
production loans, the Federal Reserve banks proc
essed 8,771 guarantees aggregating nearly $10.5 
billion. Through these programs their personnel 
gained valuable knowledge and experience.

S. 408 is geared to the handicaps which frequently 
prevent the small businessman from obtaining an 
adequate supply of credit. It is not designed 
to make bad loans good. Instead, it proposes to 
make good loans better by increasing their liquidity 
and by providing an opportunity for the individual 
bank to obtain a wider distribution of the risk in
curred in making them.

Clay J. Anderson.

Survey of Current Conditions
The current business outlook is clouded by a 

growing concern with the present and future level 
of prices. Agreement is fairly widespread in busi
ness, labor, Government and among consumers 
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that prices generally are “ too high” . Unfortun
ately for the economic health of the nation, how
ever, the over-all diagnosis of the case meets with 
more unanimity of opinion than the prescription of
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