
THE BUSINESS REVIEW

r -M

FEDERAL RESERVE BANK 
OF PHILADELPHIA

MARCH, 1947

POST-WAR BUSINESS BORROWING

Which businesses are borrowing from 
banks and under what terms?

The revival of business financing has been 
one of the most significant post-war develop
ments in the field of banking. Banks have re
sumed risk lending; once more they are per
forming on a large scale their important func
tion of financing private enterprise.

The rise of business 
loans is largely the 
banking counterpart to 
reconversion and the 
readjustment of our 
economy to peacetime 
pursuits. Yet it has 
been much more than 
a short-lived spurt.
Since the war, com
mercial and industrial 
loans of member banks 
in the Third Federal 
Reserve District have 
nearly doubled—a 
growth about twice as 
great as during the de
fense boom. More

over, the expansion has been practically con
tinuous for one and one-half years. After fall
ing off somewhat around the turn of the year, 
business loans resumed their upward trend and 
recently established a new post-war peak.

It is important to know more about the back
ground and the nature 
of this lending—not 
only because the mag
nitude of loans is far 
greater than it has 
been in many years, 
but also because cur
rent lending practices 
may have a strong in
fluence on future lend
ing. What kinds of 
businesses are borrow
ing from banks and 
why? Is this borrow
ing merely a tempo
rary post-war phe
nomenon, or will 
business continue to
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require substantial amounts of bank credit? 
How, specifically, do banks adapt their loan 
terms — interest rate, maturity, repayment 
method, collateral — to the needs of borrowers?

To help answer some of these questions the 
Federal Reserve System in cooperation with 
member banks has surveyed business loans out
standing on November 20, 1946. In this dis
trict 155 member banks, accounting for 80 per 
cent of outstanding commercial and industrial 
loans in the area, participated. For all member 
banks here the total was estimated to be about 
$600 million, made up of some 40,000 loans 
in addition to open market paper and loans to 
or covered by purchase agreements of the Com
modity Credit Corporation.

The purpose of the survey was to find out 
more about the characteristics of borrowers and 
the characteristics of loans — or the “who” 
and the “how” of business borrowing. The 
general picture is summarized in the master 
chart. This chart shows that most business 
loans were for less than $5,000 and were made 
to small retail trade or service establishments 
organized before 1942. The most frequent in
terest rate was 5 per cent or more, and security 
often was pledged. In many cases the borrower 
could pay the loan off in instalments, perhaps 
in irregular amounts as he might be able. Fin
ally, most loans fell due in three months or less.

This general picture and the descriptions 
which follow obviously will not apply to indi
vidual banks. The findings of the survey epito
mize many different transactions with many 
different borrowers, serving as over-all descrip
tions of the nature of business lending in this 
district. Specific application of the data to the 
problems of individual banks must rest largely 
with bank management.

Characteristics of Borrowers
A meaningful answer to the questions of 

who the borrowers are and whether they are 
likely to continue borrowing depends in large 
measure upon the reasons for the increase in 
loans. The background against which bank 
lending must be viewed is that of general busi
ness conditions.

The expansion of commercial and industrial 
loans since the end of the war parallels the re
turn to peacetime business and arises out of 
the problems incident to the change. In part

these have been the problems of any period 
of business expansion. In the past year de
partment store sales in the Third District, a 
good barometer of all retail activity, came to an 
estimated total of $547 million, compared to 
$427 million the year before and $300 million 
in 1941. Building contract awards were up 
more than 100 per cent ever the 1945 level. 
A recent survey made by this Bank showed that 
Philadelphia manufacturers, typical of those 
throughout the nation, have made and are still 
planning large post-war expenditures for plant 
and equipment. Many new businesses have 
come into being.

To a large extent, however, conditions pre
vailing during most of 1946 have given rise to 
special problems related to reconversion. Total 
industrial production in the Third District, 
though it made good gains toward the end of 
the year, and there was expansion in many lines, 
was 14 per cent below the total for 1945. In 
manufacturing, therefore, the period is more 
accurately characterized by the word “adjust
ment” than by “expansion”. Reconversion re
quirements were greater for the durable goods 
industries, of course, but all types of manufac
turers had certain problems in common. One 
of these arose out of the fact that the Govern
ment became a much smaller customer, and 
private buyers took a growing share of indus
trial output. There has been a shift from one 
large buyer who contracted for output in ad
vance and made immediate payment — or even 
paid in advance — to a large number of indi
vidual buyers with different needs and requir
ing varying terms of payment. That shift, 
which is really a change in the nature of re
ceivables, raises financial problems that are 
entirely independent of the physical aspects 
of production change-overs.

Another problem that is separate from plant 
and product reconversion involves inventory 
accumulation for civilian production. Special 
provision was made for the smooth liquidation 
of war goods inventories, and by the last quarter 
of 1946 they had been almost completely dis
posed of by industry. But the building up of 
new stocks was difficult for many industries, 
and in some cases it has not yet been completed. 
The crux of the difficulties has been inventory 
unbalance due to material shortages and work 
stoppages. Manufacturers were prepared to 
expand production slowly as stocks of raw ma-
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BUSINESS BORROWING: WHO AND HOW
THIRD FEDERAL RESERVE DISTRICT NOVEMBER 20,1946

BUSINESS
OF

BORROWERS

AGE
OF

BUSINESS

SIZE 
OF

BUSINESS
CTOTAL ASSETS)

SIZE
OF

LOAN

INTEREST 
OR DISCOUNT 

RATE

REPAYMENT
METHOD

MATURITY

SECURITY

CHARACTERISTICS OF BORROWERS
0 257. 50% 75% 1002

6
AMOUNT

NUMBER
OF

LOANS

r\VOOOfVC MFC. AND M1 N! N G ^ WHOLESALE / 
TRADi:

•\ RETAIL* *. 
TRADE • *•* OTHER

'MFC. AND MINING ■
[wholesale "

TRADE ^ • \ RETAI L TRADE OTHER

SINCE
FORMED IN OR BEFORE 1942AMOUNT 1942'

NUMBER
FORMED IN OR BEFORE 1942

LOANS

yyyyyyy
V, SINCE 1942 /V

yyyyyyyyA
%

AMOUNT

NUMBER
OF

LOANS

Vw UNDER 4260,000 )OOA *[.*. OVER 4 5 M1L L10 N *•*•*. *.*•*. *.

iAaxWO(YwOJ under 4 50,000 VyyVOoryvQcyvQCK
450,000 ^

yy, 4250,000 -yy
/OVER'.
1250,000

CHARACTERISTICS OF LOANS
0 25% 50% 75% 002

AMOUNT

NUMBER
OF

LOANS

under 450,000 sOOQi

^^450,000 TO jl 499,999^^^
'*•*•*. \\ 4500,000 AND OVER •*•*•*.•*•

yX5& LESS THAN 53$?^ 4.,ooo .**•*.•. 4 5,000 AND OVER *•*•*.**

llllilllSS

ONE PAYMENT INSTALMENTS
AMOUNT

ONE PAYMENT INSTALMENTS
NUMBER

OF
LOANS

$
AMOUNT

NUMBER
OF

LOANS

%

AMOUNT

/[/ UNDER 
^ 3 MONTHS /// 3 TO 6 MONTHS *’.’.**. OVER 0 MONTHS

VXjxJ DEMAND >&£ . 3 TO 6^ MONTHS *.*’ OVER 6 MONTHS

REAL y
UNSECURED

REALNUMBER
UNSECURED

LOANS

■ OTHER SECURITY *

OTHER SECURITY

Page 25

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



cerials and semi-finished goods were increased. 
But in some instances production of finished 
articles was checked by a complete lack of only 
one or two items. For companies so affected 
this imposed the extraordinary burden of carry
ing large materials and “in process” inventories 
while shipments of substantial quantities of 
finished goods were impossible. Aggregate 
figures show that the inventory burden for in
dustry in general is not excessive. But unbal
anced inventories have undoubtedly created 
difficulties for some firms.

For those industries, mainly producers of non
durables, whose equipment could not ade
quately be maintained during the war, moderni
zation and replacement needs have been sig
nificant during the past year and a half. The 
rate at which these can be met is limited by 
the supply of machinery and building materials, 
but extensive construction operations are going 
on, usually at a cost that is higher than origin
ally estimated.

Funds with which to finance these and other 
post-war adjustments come from three sources 
— money saved by business out of earnings or 
carried in depreciation reserves, sales of stocks 
and bonds, and bank loans. On the whole, 
business is now in a very strong financial posi
tion. Wartime earnings were laid aside for 
reconversion and expansion. Although the 
liquid asset holdings of businesses in the middle 
of 1946 were down slightly from the previous 
year, they were still about triple the 1941 level. 
Even after allowance for price increases, the 
deposits, currency, and Government securities 
comprising these holdings represent a greatly 
increased ability on the part of business to 
finance operations out of its own resources. But 
liquid asset holdings, like the earnings out of 
which they are accumulated, are not evenly dis
tributed. Many concerns must turn to out
side sources for funds.

The volume of new corporate security issues 
since the war has been large. However, many 
firms are unable to raise money through the 
sale of stocks and bonds, or regard the flotation 
of securities as inappropriate for their purposes. 
Business has therefore increased its borrowing 
from banks.

The types of business borrowing from banks, 
shown in Table 1, reflect the character of the

Table l.
BUSINESS OF BORROWERS

The nature of Third District economy and its 
diversified activities influence business loans

Type of Business
Distribution of—

Dollar
Amount

Number of 
Loans

Manufacturing and Mining
Food, liquor, tobacco...............................................
Textiles, apparel, leather.........................................

9.6% 2.0%
7.0 2.8

Metals, metal products, machinery, trans
portation equipment............................................ 13.4 3.9

Petroleum, coal, chemicals, rubber...................... 8.4 3.3
All other....................................................................... 7.3 5.4

Total.......................................................................... 45.7% 17.4%

Wholesale Trade
Food, liquor, tobacco, drugs.................................. 5.4% 4.8%
Apparel, dry goods, shoes and related raw 

materials.................................................................. 2.1 1.3
Home furnishings and appliances, machinery 

and metal products, hardware, lumber and 
building materials, plumbing and heating 
equipment................................................................ 4.3 2.8

Automobiles and parts, petroleum...................... 0.8 1.3
All other....................................................................... 3.0 2.4

Total......................................................................... 15.6% 12.6%

Retail Trade
Food, liquor, tobacco, restaurants, drugstores.. 4.1% 12.1%
Apparel, dry goods, shoes, department stores, 

mail-order, variety and general stores............. 4.1 6.1
Home furnishings and appliances, hardware 

and farm implements, building materials, 
plumbing and heating.......................................... 2.2 9.3

Automobiles and accessories, filling stations. . . 2.2 8.0
All other....................................................................... 1.6 6.2

Total......................................................................... 14.2% 41.7%

Other
Transportation, communication, other public 

utilities...................................................................... 8.4% 6.8%
Services (hotels, repair, amusements; personal,

domestic, professional services)........................
Building and construction......................................

3.0 9.9
2.5 5.5

Sales finance companies........................................... 7.3 0.7
All other....................................................................... 3.3 5.3

Total......................................................................... 24.5% 28.2%
Not classified.................................................................. * .1%

GRAND TOTAL............................................ 100.0% 100.0%

* Less than .05 per cent.

Third District economy. In view of the high 
degree of industrial diversification, it is likely 
that the loan distribution for the district is, on 
the whole, very similar to that for the entire 
United States. The differences in distribution 
probably are slight. A greater than average 
percentage of loans to retail establishments and 
manufacturers, especially in the textile, ap
parel, leather, and metal products groups would 
attest this area’s special importance as a textile 
and metal products producer and point to the 
fact that the district contains numerous popu
lation centers which can support a large num
ber of small, independent, retail outlets.

Although the bulk of the credit outstanding 
represented advances to businesses established 
for at least five years, one-fifth of the number 
of loans outstanding were made to “new” busi-
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Table 2.
LOANS TO “NEW” BUSINESS

Small service and retail establishments account for 
most of the loans to concerns formed since 1942

Businesses Formed Since 1942
Distribution of

Dollar
Amount

Number of 
Loans

Business of borrowers _ 21.9% 15.1%
15.1 8.6
30.7 47.3
31.8 28.8

Not classified............................................................... .6 .2

100.0% 100.0%

Size of borrowers
Total assets:. 51.7% 90.0%

33.3 9.1
7.0 .7
4.3 .2

Over $5,000,000. ............................................... 3.7 *

100.0% 100.0%

* Less than .05 per cent.

nesses — those formed since 1942. A relatively 
small portion of this credit was accounted for 
by manufacturing and mining concerns, sug
gesting that firms which had been organized 
for war production have played only a small 
part in the credit expansion of the last one and 
a half years.

During the first years of the war the number 
of business firms in operation declined dras
tically. In 1943 there were, throughout the 
nation, some 700,000 fewer concerns than might 
have been expected under normal conditions. 
A marked rise in the business population began 
in 1944 and continued throughout 1946. During 
the year beginning June 1945, according to 
U. S. Department of Commerce estimates, an 
average of 110,000 firms were added to the 
business community every three months. There 
is some evidence that the growth of the busi
ness population is now slackening, that fewer 
new businesses are setting up shop, and more 
businesses are being discontinued. But on the 
basis of past experience there is reason to be
lieve that if business conditions remain reason
ably favorable, post-war gains in the business 
population will be held and a gradual growth 
will continue.

Guaranteed business loans to veterans consti
tute a special segment of new business lending. 
In this district such credit includes loans guar
anteed by the State of New Jersey as well as 
those having the Federal guarantee. Compared 
to total loans outstanding, G. I. loans were rela-

Table 3.
_ G. I. LOANS

Like other loans to “new business,” G. I. loans have gone 
mostly to veterans in small service and trade concerns

Type of Business
Distribution of—

Dollar
Amount

Number of 
Loans

7.0%
13.3
38.9
39.9 

.9

8.5%
4.1

36.9
49.8

.7

100.0% 100.0%

tively unimportant, constituting less than one 
per cent of the dollar volume and 4 per cent 
of the number of loans. The importance to 
banks is better measured in other terms such 
as service and good will. Most loans to veterans 
have been to finance small services — repairing, 
trucking, dry cleaning, and various professions. 
A great many of the loans were to veterans 
establishing restaurants, grocery stores, and 
other retail outlets.

The experience of the Philadelphia Agency 
for Business Loans to Servicemen, Inc., provides 
further indications of the purposes for which 
such loans are being made. The Agency, es
tablished by Philadelphia banks, is the city’s 
central organization for making guaranteed 
business loans to veterans. From May 1945, 
when it began business, until the end of 1946, 
26 per cent of the loan applications approved 
by the Agency were for the purchase of trucks 
or automobiles, 43 per cent for other equipment, 
19 per cent to purchase established businesses, 
and 12 per cent for inventory or working capital. 
Federally guaranteed loans for working capital 
and inventory purposes have been made only 
since March 1946, when the Servicemen’s Read
justment Act was amended to permit such 
activities.

Even aside from “new” businesses, the size 
of businesses being financed by banks typically 
is small. Seventy per cent of the loans were to 
firms with assets of less than $50,000 and an
other 20 per cent to firms with assets of from 
$50,000 to $250,000. The nature of bank lend
ing reflects the fundamental fact that most busi
nesses are small. In 1940, for example, four 
out of every ten Philadelphia manufacturing 
concerns employed less than five people. Serv
ices and retail outlets probably were especially 
small. The data in Table 4 emphasize the
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Table 4.
SIZE OF BORROWERS

Bank lending reflects the fact that 
most businesses are small businesses

Distribution of—
Dollar

Amount
Number of 

Loans

TOTAL ASSETS:
Under $50,000

Manufacturing and mining................................
Wholesale trade.....................................................

2.1% 8.5%
1.2 6.4

Retail trade............................................................. 5.8 34.0
Other........................................................................ 3.8 21.4

Total..................................................................... 12.9% 70.3%

$50,000 to $250,000
Manufacturing and mining................................
Wholesale trade.....................................................

4.4% 4.9%
3.9 4.3

Retail trade............................................................. 4.6 7.1
Other........................................................................ 4.3 5.3

Total..................................................................... 17.2% 21.6%

$250,000 to $750,000
Manufacturing and mining................................
Wholesale trade.....................................................

5.2% 2.0%
3.3 1.0

Retail trade............................................................. .9 .5
Other........................................................................ 1.7 .6

Total..................................................................... n.i% 4.1%

$750,000 to $5 million
Manufacturing and mining................................
Wholesale trade.....................................................

12.0% 1.5%
3.7 .7

Retail trade............................................................. .6 .2
Other........................................................................ 3.4 .5

Total..................................................................... 19.7% 2.9%

Over $5 million
Manufacturing and mining................................
Wholesale trade.....................................................

22.0% .5%
3.5 .1

Retail trade............................................................. 2.4 .1
Other........................................................................ 11.1 .3

Total..................................................................... 39.0% 1.0%

Not classified.............................................................. .1% .1%

GRAND TOTAL............................................ 100.0% 100.0%

fact that, despite the large amounts loaned to 
some large concerns, the overwhelming pro
portion of banks’ dealings are with small busi
ness.

Characteristics of Loans

The terms of the loans made to various types 
of borrowers are arrived at by agreement be
tween borrower and lender. Size of loan, in
terest rate, repayment method, maturity, and 
security are all determined by a compromise 
of interests. Each loan represents an individual 
case — needs of borrowers vary according to 
the nature of the business; policies of banks 
differ depending on the nature of the institution 
and the judgment of lending officers. Yet, de
spite these individual differences, loans follow 
certain patterns.

For example, the size of loan advanced to a 
borrower is greater in the case of large business

than small business. This is to be expected, 
but there are some indications that the size 
of loan does not increase as rapidly as size of 
business. In other words, small business tends 
to borrow more “heavily” in relation to its size 
than does large business. One reason may be 
the very fact that many of these concerns do not 
remain in business long enough to accumulate 
funds through retained earnings. Another is 
that, unlike large concerns, they are often un
able to float long-term issues in the securities 
markets.

The relationship between the size of the 
loan and the size of the borrower has definite 
implications for both the cost and risk of ex
tending credit. Certain costs of making and 
servicing loans are relatively fixed regardless 
of the size of the advance. The fact that small 
business tends to borrow more “heavily” in rela
tion to its size adds to risk. These two factors 
go far in explaining differences in other char
acteristics of loans to large and to small bor
rowers.

Inasmuch as the size of business often de
pends on the type of business activity, the size 
of loans also varies with the type of business. 
In retail trade, for example, over 80 per cent 
of the loans were made to concerns with less 
than $50,000 total assets. The average size of 
these advances is particularly small.

When the needs of a borrower call for an 
advance of credit beyond the capacity of the 
lending bank, participations may be arranged 
with one or more other institutions. Relatively 
little use is made of this device, however. In 
number, only about 2 per cent of the loans rep
resented participations, and even this figure 
may overstate the case since several banks prob
ably reported participations in the same loans. 
The dollar figures are heavily influenced by a 
few large loans to large concerns. Actually, 
half of the participation loans were made to 
businesses with less than $250,000 in total as
sets. Yet because of the relatively small num
ber of such loans compared with the great 
number of ordinary advances, participations 
constitute an insignificant part of the lending 
activities of most banks.

Another method of adapting the size of the 
loans to the needs of the borrower is by setting 
up a line of credit on which the borrower may 
draw as funds are required. This practice is
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prevalent mostly at the largest banks where 
business lending is particularly heavy. At those 
institutions the volume of credit lines available 
but not in use equalled or exceeded the volume 
of business loans outstanding. At smaller banks 
the ratio of unused credit lines to outstanding 
loans was as follows:

Banka with deposits between
$10 and $100 million—21 per cent

Banks with deposits between
$2 and $10 million—10 per cent

Banks with deposits under $2 million— 5 per cent

Many banks in the smallest classification set 
up no credit lines whatever. Their loan volume 
is so small that they can treat each application 
for funds as an individual loan.

While borrowers naturally desire to obtain 
credit at the lowest possible rate, banks are 
guided by cost and risk factors in determining 
interest rates. As already indicated, there are 
certain fixed costs entailed in making and 
servicing loans regardless of the size of the 
advance. In small concerns life expectancy is 
generally shorter, and borrowings are “heavier” 
in relation to the size of the business. The risks 
involved in lending to small borrowers, there
fore, often are greater and rates are higher. 
One-half of the loans to borrowers with assets 
under $50,000 were made at 6 per cent, and 
more than one-fourth bore rates between 5 and 
6 per cent. On the other hand, 86 per cent 
of the loans to borrowers with assets over $5 
million carried rates of less than 3 per cent.

INTEREST RATES BY SIZE OF 
BORROWER

*50,000 *250,000 * 750,000
TO TO TO

*250,000 *750,000 *5,000,000

SIZE OF BORROWER
DISTRIBUTIONS ARC BASED ON NUMBER Of LOANS.

The over-all picture thus reveals definite 
patterns in interest rates depending on the size 
of borrowers, but conceals marked variations 
among individual banks. Most of these differ
ences reflect particular local situations or bank 
policy. Many suggest the influence of custom 
in determining interest rates. For example, 
relatively few banks pursued a “straight 6 per 
cent” or a “straight 5 per cent” policy, but the 
great bulk of the smaller banks charged rates 
in units of a full per cent. As rates became 
lower they were expressed in halves or quarters. 
In the upper ranges of the rate scale it may be 
that custom has a greater influence on the de
termination of rates than fine gradations in cost 
and risk, or subtle changes in the demand for 
and supply of credit.

In analyzing the patterns in “nominal” rates 
paid by various borrowers, it must be remem
bered that the “effective” rate is somewhat 
higher on a discount than an interest basis. 
Loans outstanding were divided about equally 
between loans and discounts, and there was no 
uniform tendency for advances to small bor
rowers or those bearing high rates to be more 
frequently on a discount basis than an interest 
basis. Most banks make use of both interest 
and discount arrangements, but many, par
ticularly small banks, charge solely on an in
terest basis.

The effective rate of interest also may be in
fluenced by the repayment method, for this may 
determine the average amount on which in
terest is being paid. Three-fifths of the out
standing loans were to be repaid in instalments. 
The fact that the use of instalments tends to be 
more prevalent in loans bearing the higher 
rates means that the spread between the upper 
and lower parts of the rate scale becomes even 
greater on an “effective” than on the nominal 
rate scale.

In determining the arrangements for paying 
off the loans, the parties consider such factors 
as the flow of cash in the business over the term 
of the loan, the purpose of the loan, and risk. 
About 44 per cent of loans maturing within six 
months were repayable in one sum, whereas 90 
per cent of the loans running for more than one 
year were repayable in equal instalments. Al
though the first type of lending seems to reflect 
to a great extent the traditional short-term self- 
liquidating type of credit, there is no way of
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knowing what proportion of these loans might 
be renewed. Repayments in unequal instal
ments are also prevalent in short-term loans, 
possibly reflecting informal arrangements 
whereby the borrower repays the loan at his 
convenience out of irregular receipts.

Behind this over-all pattern lie many varia
tions among individual banks. Most banks 
make use of many types of repayment arrange
ments. But where one bank usually requires 
repayment in a lump sum at a stated maturity, 
another may make most of its loans on a demand 
basis and accept payment at any time. Banks 
also vary repayment provisions depending on 
the size of the loan. The larger short-term ad
vances are more apt to be repaid in a lump sum 
whereas the smaller loans tend to be repaid in 
instalments. Long-term loans of large size may 
often be in the form of serial notes. Other large 
loans frequently are made by a number of ad
vances over a period of time, each note maturing 
at a different date.

Maturities are also determined in the light 
of the purpose for which the loan is made as 
well as the flow of funds in the borrower’s 
business. Neither of these could have been 
determined by the Federal Reserve survey. But 
the survey data do reveal a correspondence be
tween maturities and the size of loans which 
sheds some light on bank lending practices. 
More than one-half of the loans for less than 
$1,000 matured in less than ninety days, while

MATURITIES BY SIZE OF LOANS

DISTRIBUTIONS ARE BASED ON DOLLAR AMOUNTS.

MATURITIES BY SIZE OF LOANS
OVER 

ONE YEAR

6 MONTHS TO
ONE YEAR

90 DAYS TO 
6 MONTHS

LESS THAN 
90 DAYS

DEMAND

UNDER
91000

$1,000 $10,000 $100,000
TO TO

$100,000 $1,000,000

OVER
$1,000,000

$10,000

ram

more than one-third of the advances over $1 
million were made for more than one year. 
Whatever the funds were used for, large busi
nesses, which naturally accounted for most of 
the substantial advances, arranged for long
term loans when their needs required long-term 
credit. On the other hand, the smaller loans, 
largely to small concerns, were at least nomin
ally short-term. In many cases, however, re
newals may have been anticipated, so that in 
effect many of these advances actually may 
have constituted long-term credit.

The policies of individual banks are also re
flected in these lending practices. Large banks 
have a greater proportion of their loan volume 
in longer-term advances whereas the number 
of banks which confine themselves solely to 
demand loans and those maturing in six months 
or less becomes progressively greater as banks 
become smaller; three-fifths of the smallest 
banks pursue such a policy.

To protect themselves against loss, banks 
secure a pledge of collateral against loans. The 
highest proportion of unsecured loans is found 
in the portfolios of the largest and of the 
smallest banks. The reason for the high pro
portion in the small banks probably is the fact 
that with fewer loans, bankers have a close 
familiarity with the needs and credit standings 
of individual customers. And at the largest 
institutions the affairs of large borrowers ordi
narily are well known. But in general, security 
is more likely to be required in the case of the 
small loan because of the risks involved.

The type of security pledged often depends 
to a large extent on what the borrower can 
offer. In this respect also there are noteworthy 
differences among loans to borrowers of vari
ous sizes. For example, the smaller the busi
ness the greater the likelihood that the loan 
will be made on a mortgage basis. Personal 
property, such as bonds and stocks, and life 
insurance are pledged more frequently by small 
borrowers. Chattel mortgages are used prin
cipally in the case of very small businesses.

The security which borrowers have available 
for collateral also is influenced by the types 
of businesses in which they are engaged. Serv
ice enterprises and retail concerns are apt to 
borrow on mortgages. Wholesalers, because
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Large businesses less frequently pledge security; 
small concerns most frequently use mortgages

Table 5.
SECURITY AND SIZE OF BORROWER*

Total assets of—
All

Busi
ness

Under
$50,000

$50,000
to

$250,000

$250,000
to

$750,000

$750,000
to

$5,000,000
Over

$5,000,000

Unsecured loans... 24.5% 33.4% 46.7% 51.8% 83.4% 56.9%
Secured loans:

33 3 22.6 10.4 5.9 10.5
Endorsement. . . . 7.6 8.2 6.3 13.5 3.8 7.2
Bonds and stocks. 6.8 9.9 8.8 5.2 3.6 6.1
Wareh’se receipts. .4 4.0 12.1 12.1 3.5 5.9
Assignm’t of title. 4.7 2.6 1.2 2.6 2.0 2.5
Accounts receiv-

1.5 6.9 4.4 1.5 .6 2.4
Life insurance.... 4.7 4.0 3.0 3.4 2.3
Chattel mortgage. 9.4 2.4 1.3 1.0 2.0
Trust receipt......... 1.3 .9 2.2 2.1 .4 1.1

2.7 1.0
Assignment of
claims against
others than
Government.... 1.3 3.1 .1 .3 .8

3 .3
.4 .6 .1

1.1 2.9 .7
1.4 ** .6 .2

Total.................. 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

* Percentages are based on dollar amounts. 
** Less than .05 per cent.

of the very nature of their business, often pledge 
warehouse receipts, accounts receivable, and 
trust receipts.

* ❖ *
Post-war expansion in the demand for busi

ness credit has been much larger than many 
bankers expected. Whether business lending

will continue at present high levels depends on 
some of the factors which have stimulated post
war borrowing. The expansion of the business 
population and the shift from the Government 
as industry’s leading customer are two more or 
less permanent factors which should tend to 
sustain the demand for credit. The problems 
of physical reconversion and other problems of 
readjustment, such as inventory unbalance, are 
temporary. Whether other credit demands will 
replace these temporary factors will rest to a 
great extent on the level of business activity.

Banks themselves may influence the future 
of business lending. How well they discharge 
their responsibity for allocating credit will be 
determined by their ability to evaluate the 
credit worthiness of borrowers and upon their 
flexibility in adapting loan terms to borrowers’ 
needs. At the same time, bank lending activi
ties have a direct effect on our money supply 
and the price level. The dollar volume of busi
ness hinges on price as well as physical volume; 
the bank credit required may well vary in much 
the same manner. The upward spiraling of 
credit and prices is a self-generating process 
which contributes to uncertainty and instability. 
Lending restraint in boom periods will contrib
ute to more stable business conditions and a 
more favorable environment for bank lending 
over the long run.
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BUSINESS STATISTICS
Production

Philadelphia Federal Reserve District

Adjusted forseasonal variation Not adjusted

Per cent change
Indexes: 1923-5 =100

Jan.
1947

Dec.
1946

Jan.
1946

January 1947 
from Jan.

1947
Dec.
1946

Jan.
1946

Month
ago

Year
ago

INDUSTRIAL PRODUCTION.. 
MANUFACTURING.....................

112p
113p
121p
104p
144

114
116

109r
110r - 2

2
+ 3 
4- 3

109p
110p

111
113

106
107r

122 132r 1 - 8
109 93 r 4 + 13 

+ 13140 127 r + 3 i39 134 121
72p

133p
132p
155

76 63 6 + 13 
- 45 
+ io 
+ 12 
4- 24 
4- 7

73p
131p
129p
128

75 64
Transportation equipment......... 160

135
242 r 
120 - 17

2
159
133

242 r 
117r

167 138 7 121 114
58p

152p
77p

120

53 47 9 47p
147p
80p

120

48 39
155 142 r 1 152 138r
85 79

114

95r

9 - 2 80 81
118 +

+
-+•

2 + 6

4- 4

119 114r
Individual lines

99 84 18
4

96 83 92 r
112 108 + 17 

+ 19 
+ 19 
4- in

110 102 94r
101 82 85 4- 24 92 76 77
110 103 92 -f 7 116 99 97
224

54
223

59
131
67

204r 
55 

105 
69r

o 210
48

217 191r
8 - 1 47 48

Automobile parts and bodies... 132
69

+ 1
4

4- 26
0

131
67

128
67

103 
67 r

32 - 68
86
76p
50p
85p
74

89
83

77
65

4 jb 11 
b 16

87 9i 79
8 77p

50p
82p
76

77 66 r
48 46

63
66

4- 4 b 8 52 47
86 1 b 35 84 61
82 10 b 11 80 69

144
102p
61
30

150
90
57
28

133
72
57
26

4 b 8 141 149 131
+
4-

14 4b 42 
b 8

7ip
57
27

73 50
7 4 55 53

4- 4 4b 13 
8*

28 24
7* 115 124 125

Slaughtering, meat packing.... 113
78

113
121
215
169
92

123

111
81

162
139
94

118

0
35

+ 2 122
54

121
78

119
56

221p
157

+ 3 4- 37
4- 12

2l3p
128

216
121

156
7 114

94
126

4- 2 0 93 93 93
+ 2 -1- 7 126 124 118

89p
66p
99

114
196p
148p
76
74 
96

316
440
453
328

75

106
64
86

106
52
72

17 \h 91p
70p
99

102

90
70
85

108
4- 2 + 26 

+ 38
4- 7

56
Explosives....................................... 4- 15

4- 10
72

104
212

107 
196 r

101
210

96
8 0 192p

148p
78
74

109
304

I94r
146 
76 
76 
78 

31 Or 
425 r 
432 
339

76
83
80

113r
74

4- 1 4- 31
4- 4

142 113r
COAL MINING.............................. 0 77 75

Anthracite................................... 72 
89 r 

3l2r

3 -j- 3 76
82

291 r

72
4- 93 lOlr 

299 r 
426r
427

CRUDE OIL......................................... 4- 2 + 2 
+ 9 
-j- 9

ELECTRIC POWER—Output.. 402 r
415
297

68
48

116

+
4-

4
5

467
467

455 r 
445

3 + 10

+ 10 
4-lin

318

83

322

85

288

75
building contracts 
TOTAL AWARDS!........................ 2

100
78

4- 91 81 80 39
126Nonresidentialf........................... 3 33 85 87

Public works and utilitiest........ 64 75 50 - 16 4- 28 81 90 64

* Unadjusted for seasonal variation. p—Preliminary,
t 3-month moving daily average centered at 3rd month, r—Revised.

Local Business Conditions*
Percentage 
change— 
January

1947 from 
month and 
year ago

Factory
employment

Factory
payrolls

Building
permits
value

Retail
sales

Debits

Dec.
1946

Jan.
1946

Dec.
1946

Jan.
1946

Dec.
1946

Jan.
1946

Dec.
1946

Jan.
1946

Dec.
1946

Jan.
1946

Allentown ......... + Li + 8 + 4 +43 - 35 - 36 -55 +15 - 3 +36
Altoona ............. 0 + 3 - 7 +21 - 80 - 80 -57 + 6 - 7 +31
Harrisburg.......... +1 + 8 + 2 +35 +113 - 67 -53 +12 - 5 +16
Johnstown.......... + 3 + 8 +18 +75 - 89 + 6 -56 +26 - 2 +28
Lancaster............ - 1 + 10 - 1 +27 + 133 - 18 -55 +25 0 + 18
Philadelphia.... - 1 + 9 - 1 + 19 - 23 - 8 -51 +16 - 3 + 14Reading............... 0 +11 + 1 +35 + 10 - 57 -54 +22 - 1 +34Scranton............. +1 +13 + 1 +38 +295 

— 37
+ 42 
— 50

-59
-60

+21
+23
+14

+ 8 
-22 
- 6 
+11 
-22

+37 
+13 
+18 
+46 
+ 3

Wilkes-Barre___
Williamsport....

+ 4 
+ 4

+ 11 
+ 8

+ 1 
+ 6

+32 
+30 
+ 13

- 45
- 29

- 46
- 41

-58

Wilmington........ 0 + 4 - 2 - 4 - 74 -56 +20
York..................... 0 + 11 0 +24 + 96 + 144 -55 +20 - 8 +18

* Area not restricted to the corporate limits of cities given here.

Production Workers in Pennsylvania 
Factories

Summary Estimates—January 1947

Employ
ment

Weekly
payrolls

Weekly
Man-hours
Worked

All manufacturing....................
Durable goods industries.... 
Nondurable goods industries

1,117,900
637,500
480,400

$48,581,000
29.911.000
18.669.000

44.024.000
25.023.000
19.001.000

Changes in Major Industry Groups

Employment Payrolls

Indexes
(1939 average =*100)

Jan.
1947
Index

Per cent 
change from Jan.

1947
Index

Per cent 
change from

Dec.
1946

Jan.
1946

Dec.
1946

Jan.
1946

All manufacturing. . 
Durable goods

130 0 + 9 252 0 +24

industries...............
Nondurable goods

158 +i +11 285 +i +25

industries............... 106 0 + 8 214 -1 +24
Food............................ 127 -2 + 2 220 -5 +13
Tobacco...................... 101 +i +27 220 +i +51
Textiles...................... 86 0 +11 185 -2 +28
Apparel...................... 92 0 +12 212 -3 +36
Lumber......................
Furniture and

92 +3 +14 170 +i • +25

lumber products. . 105 0 +21 221 -1 +49
Paper..........................
Printing and

120 0 + 7 226 -2 +22

publishing............. 133 -1 + 5 244 +5 +26
Chemicals..................
Petroleum and coal

123 0 + 4 227 +3 +17

products................ 141 +1 + 5 219 -2 + 5
Rubber....................... 184 0 +14 380 +i +27
Leather...................... 96 -1 + 3 185 0 +12
Stone, clay and glass. 140 +1 +35 252 -1 +56
Iron and steel............ 138 +1 241 +4 +25
Nonferrous metals. . 
Machinery

169 +1 +22 305 -2 +30

(cxcl. electrical)... 198 +1 +21 367 +3 +30
Electrical machinery 
Transportation

237 0 + 9 429 -2 +22

equip.(excl. auto). 
Automobiles and

250 -3 -22 428 -5 -17

equipment............. 186 +i +29 349 +3 +37
Other manufacturing 145 +i +12 263 -1 +33

Average Earnings and Working Time

January 1947
Per cent change 
from year ago

Weekly
Earnings

Hourly
Earnings

Weekly
Hours

Aver
age Ch’ge

Aver
age Ch’ge

Aver
age Ch’ge

All manufacturing. . 
Durable goods
industries...............

Nondurable goods

$43.46 +14 $1,104 +14 39.4 0

46.92 +13 1.195 +13 39.3 + 1

industries............... 38.86 +14 .983 +16 39.5 - 1
Food............................ 38.66 +11 .925 +14 41 8 - 2
Tobacco...................... 28.66 + 19 .741 +21 38.7 - 1
1 extiles...................... 38.32 +16 .984 +17 38.9 - 1
Apparel...................... 32.55 +22 .864 +21 37.7 +1
Lumber......................
Furniture and

34.36 +10 .895 +16 38.4 - 5

lumber products.. 39.01 +24 .902 +20 43.2 + 4
Paper..........................
Printing and

publishing.............

40.67 +14 .943 +18 43.1 - 4

51.75 +19 1.281 +19 40.4 0
Chemicals..................
Petroleum and coal

43.74 +12 1.061 +12 41.2 0

products................ 47.43 + 1 1.253 + 7 37.9 - 6
Rubber....................... 51.47 +11 1.250 +20 41.2 - 7
Leather...................... 33.12 + 8 .877 +12 37.8 - 3
Stone, clay and glass. 41.12 +15 1.059 +19 38.8 - 3
Iron and steel........... 46.92 +18 1.217 +13 38.6 + 4
Nonferrous metals.. 
Machinery

47.02 + 6 1.183 + 9 39.8 - 2

(excl. electrical)... 47.12 + 8 1.179 +13 40.0 - 5
Electrical machinery 
Transportation

50.53 +12 1.292 +13 39.1 - 1

equip, (excl. auto). 
Automobiles and

52.13 + 7 1.337 +10 39.0 - 3

equipment............. 51.58 + 6 1.208 +13 42.7 - 6
Other manufacturing 37.97 +19 .986 +17 38.5 + 2
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Distribution and Prices

Wholesale trade 
Unadjusted for seasonal 

variation

Per cent change 
January 1947 

from

Month
ago

Year
ago

Sales
Total of all lines...................... +1 + 13
Boots and shoes.................... +92 - 8
Drugs....................................... - 3 - 2
Dry goods............................... +30 + 23
Electrical supplies................ +12 +135

4
Hardware................................ +45 + 24
Jewelry.................................... -59 - 16
Paper........................................ +14 + 57

Inventories
Total of all lines...................... + 1 + 46
Dry goods............................... + 7 + 56
Electrical supplies................ - 9 + 69
Groceries................................. + 2 + 45
Hardware......................... .. + 5 + 37
Paper........................................ - 1 + 5

Source: U. S. Department of Commerce.

Prices
Jan.
1947

Per cent change from

Month
ago

Year
ago

Aug.
1939

Basic commodities 
(Aug. 1939=100)... . 

Wholesale
(1926=100)................
Farm.............................
Food..............................
Other.............................

Living costs 
(1935-1939=100)....
United States.............
Philadelphia................
Food...........................
Clothing.....................
Fuels...........................
Housefurnishings.. . 
Other...........................

304

142
165
156
128

153
152
180
176
123
180
133

+ 1
0- 2 

- 2 
+ 2

00- 1 + 2 
+ 1 + 1 0

+62

+32
+27
+46
+27

+18 
+18 
+29 
+17 
+ 7 
+21 
+10

+204

+ 89 
+170 
+132 
+ 59

+ 55 
+ 55 
+ 93 
+ 77 
+ 27 
+ 79 
+ 32

Source: U. S. Bureau of Labor Statistics.

Adjusted for seasonal variation Not adjusted

Indexes: 1935-1939-* 100 Jan.
1947

m
Dec.
1946

Jan.
1946

Per cent change 
January 1947 

from Jan.
1947

Dec.
1946

Jan.
1946

Month
ago

Year
ago

RETAIL TRADE

Sales
244p
224

229
206

205
190 
204 
156
191

+ 19 
+ 18

188
177

408
372

158
150+ 9

223
170p
206p

220
220
223

- 23 174
Furniture.......................................................... . - 36*

5

- 19*

+ 39 
+ 29 
+ 28

Inventories
208p
187

219 149 
145 r 
193 
64

181p
167
216

187
175
226

130
129r206

248
115p

231
107

+ 7 
+ 8 

0*Furniture............................................... + 66*

+ 18 
+ 23

FREIGHT-CAR LOADINGS
142
138

131
128

121
112

90
138

87
110
104
155

+ 8 128 122 104
95

144
168
163
107

97
133
105
144
113
148

Coal............................................................. + 8 
+ 61 
+ 13

86
152
123

96
154
111

85
151157 + 6 

+ 19122 103 134

MISCELLANEOUS
203 161 175 + 26

+ 58* 
+343* 
+ 11

+ 16

+ 82* 
+276* 
+ 14

193

16
40

233

174

10

166Business liquidations

11
204236 213 206 256

* Computed from unadjusted, data. p—Preliminary. r—Revised.

BANKING STATISTICS

Reporting member 
banks 

(Millions $)

Feb.
26,

1947

Changes in

Five
weeks

One
year

Assets
Commercial loans................ $ 401 +$ ii + $145
Loans to brokers, etc............ 21 - 6 - 20
Other loans to carry secur.. 18 r 61

49 + 15 
+ 2Loans to banks...................... 3 - 2

Other loans............................. 181 + 3 + 32

Total loans........................... $ 673 +$ 6 +$113

Government securities........ $1301 -$ 89 -$747

Other securities................... 222 + 4 + 16

Total investments.............. $1523 -$ 85 -$731

Total loans & investments. $2196 -$ 79 -$618
Reserve with F. R. Bank.. . 424 - 15 + 12
Cash in vault.......................... 35 + i + 3
Balances with other banks.. 84 + 2
Other assets—net................. 46 - 2 - 1

Liabilities
Demand deposits, adjusted. $1780 -$114 +$ 22
Time deposits........................ 296 + 29 + 67
U. S. Government deposits. 91 + 13 - 648
Interbank deposits............... 318 - 29 - 58
Borrowings............................. 11 + 9 + 3
Other liabilities..................... 25 - 4 + 4
Capital account..................... 264 + i + 8

MEMBER BANK RESERVES AND RELATED FACTORS

Third Federal Reserve District 
(Millions of dollars)

Changes in weeks ended Changes 
in five 
weeksJan. 29 Feb. 5 Feb. 12 Feb. 19 Feb. 26

Sources of funds:
Reserve Bank credit extended in district..........
Commercial transfers (chiefly interdistrict)___
Treasury operations.................................................

+11 
- 1 
-24

-19
+26
-12

+21
+32
-53

+18
+32
-40

-27 
+30 
- 5

+ 4 
+119 
-134

-14 - 5 +10 - 2 - 11
Uses of funds:
Currency demand.....................................................
Member bank reserve deposits.............................

- 4 
-10

+1
6

+10
-10

- 2 
+12

+ 4 
- 6

+ 9 
- 20

Other Federal Reserve accounts..........................

Total........................................................................... -14 - 5 +10 - 2 - ii

Member bank 
reserves (Daily averages; 

dollar figures in 
millions)

Held
Re

quired
f Ex

cess

Ratio 
| of 
'excess 
to re
quired

Phila. banks
1946: Feb. 1-15.. $415 $408 $ 7 2%
1947: Jan. 1-15.. 425 415 10 3

Jan. 16-31. . 423 417 6 2
Feb. 1-15.. 412 407 5 1

Country hanks
1946: Feb. 1-15.. $370 $298 $72 24%
1947: Jan. 1-15.. 389 339 50 15

Jan. 16-31. . 381 335 46 14
Feb. 1-15.. 375 330 45 14

Federal Reserve 
Bank of Phila. 
(Dollar figures in 

millions)

Feb.
26,

1947

Changes in

Five
weeks

One
year

Discounts and
advances......................... $ 20

1
+$ 2 +$ 7

U. S. securities.................. 1732 + 94 + 141

Total.................................. $1753 +$ 96 +$148
Fed. Reserve notes.......... 1662 - 5 + 48
Member bank deposits. . 785 - 20 + 19
U. S. general account. . 182 + 136 + 113
Foreign deposits............... 38 - 17 - 24

2 — 4
Gold certificate res.......... 922 + 10 + 20
Reserve ratio.................... 34.6% -0.8% -1.2%
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