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FOREWORD

T IS a characteristic of periods of depression that certain
elements of the economic problem are singled out and
emphasized temporarily as causal factors, at times practi-
cally to the exclusion of all other factors. In the past few
vears banking policies in regard to loans to business enter-
prise have been stressed repeatedly as a dominant reason for
our inability to achieve a lasting economic recovery. It has
even been implied that if the policies of the banks had been
more liberal, the sharp recession in 1987 could have been
avoided or its intensity greatly lessened.
A properly-functioning credit mechanism is essential in

the operation of the economic sy

em, but it does not
follow that by making huge reservoirs of credit available, an
effective demand will spring into existence and that the re-
sulting activity can change an adverse business situation into
a favorable one. This result would follow only if a defective
credit system represented the sole or principal weak link in

oy v that w
an economy tiaat

the supply of credit funds and the sources through which
they are available is meaningless unless there is an active or
latent demand for them, based upon prospects of sound and
profitable business operation.

The present volume has as its principal objective a careful
appraisal of the several elements of the problem of bank
credit availability to business enterprise. An attempt has
been made by means of a questionnaire survey to determine
the frequency of bank credit refusals and restrictions, as well
as the general characteristics of those concerns that have ex-
perienced difficulties in meeting their requirements. The
survey was made for the American Bankers Association at
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vi FOREWORD

its request. A similar survey was made by the Conference
Board in 1932 at the request of the Federal Reserve Bank of
New York.

Developments in commercial banking since 1933 are care-
fully traced in the first part of the study, thereby providing
the requisite background for analysis of the data derived
from the questionnaire survey. In the latter part of the
study the objectives and results of the industrial advance
programs sponsored by the Federal Government are con-
sidered, and an attempt is made to relate the problem of bank
credit availability to the broader financial problem of small
enterprise.

This study has been prepared by Dr. Lewis H. K immel,
with the assistance of Miss Elizabeth Kadish and Mr. Harold
H. Rosen, of the Conference Board’s research staff.

Virarn Jorpan,

President
New York City

June, 1939
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INTRODUCTION

UNDS used as a basis for banking operations consist

principally of customers’ deposits, of which a large pro-
portion is withdrawable on demand. In formulating loan and
investment policies not only must the distribution of deposits
between demand and time be taken into account, but also
the possible effects of seasonal and cyclical factors on both
the volume and distribution of deposits. Loan and invest-
ment portfolios are at all times subject to critical appraisal by
the examining authorities. Marked changes in the composi-
tion of the loan or investment portfolio may be regarded

with disfavor by examiners, even though they represent the
best iudement of the resnonsible officials

MUSU juligilibiiy UL LT 1o pULSIivIT ULilials,.

Looking outward to the community a banker must be
keenly aware that good banking implies a vital interest at all
times in the welfare and development of the area which his
bank serves. Decisions in regard to loans may affect the
volume of business and employment and its distribution

among the several industries in the community. In addition

to this responsibility to the community-at-large, the banker
must consider the welfare of his individual customers and
that of his stockholders, and he must base the operations of
his bank on the assumption that they shall show a profit.
The practical banker recognizes that his business is also
affected by broad policies over which he has no immediate
control. In recent years, for example, the earnings of banks
have been affected by the easy money policy of the Federal
Government. This policy has been justified in part on the
ground that it is essential to business recovery, but the re-
quirements of the Treasury have been the principal reason
for the desire for extreme monetary and credit ease. Fiscal

v



xvi INTRODUCTION

policies and legislation such as the Social Security Act may
result in a marked increase or decrease in public obligations
available for investment.

The entire economic process is dependent on banks for the
facilitation of the exchange of goods and services by means of
bank checks. As this study is concerned with the availability
of bank credit to industrial and commercial borrowers, it is
pertinent to observe that industry and trade rely on the
banks for working capital credits for financing sales pending
final payments, for financing purchases of raw materials and
for financing the conversion of raw materials into finished
products.

This study of the availability of bank credit is divided into
five sections. Chapter I presents background material. The
various aspects of a particular banking problem can best be
considered in the light of a complete understanding of major
developments and trends in the period in which the problem
developed.

Chapters IT and IIT are based primarily on data derived
from a questionnaire survey of the availability of bank credit
to industry. The returns analyzed provide a résumé of the
recent bank credit experience of 1,755 companies, principally
manufacturing concerns, which was furnished in confidence
by their executives.

The outstanding results of the analysis based on the ques-
tionnaire returns are presented in Chapter IL In this chapter
the returns are classified according to those reporting (1) no
bank credit experience, (2) no bank credit difficulty, and (3)
credit refusal or restriction. This classification shows the ex-
tent to which industry has been dependent on the banks, and
the proportions of concerns reporting and concerns borrowing
from banks, that experienced refusals or restrictions in recent
years. The 1,755 returns are also classified by industries, by
Federal Reserve Districts, and according to size. ‘

In Chapter 11T the replies received from concerns report-

INTRODUCTION xvil

ing bank credit refusal or restriction are analyzed. What
proportion of refusals and restrictions involved refusal of the
entire amount requested, and what proportion involved par-
tial refusal or restriction? What was the most recent year in
which bank credit was refused or restricted? Did some of
the concerns succeed in solving their credit problems by ap-
plying to other banks or to agencies authorized by the Federal
Government to make industrial advances? These questions
are answered before considering the purpose for which credit
was requested, the debtor status of the concern at the time
when the refusal or restriction occurred, the type of loan
paper offered, and the reported reasons for bank credit re-
fusal or restriction. The concerns reporting refusal or re-
striction are classified on the basis of their ratings for trade
credit purposes by a standard rating agency, and an attempt
is made to answer the question as to whether bank credit
needs were involved. The last section of this chapter is con-
cerned with the attitude of industry toward the banks, as
indicated by the replies to the questionnaire.

Chapter IV deals with the industrial advance programs of
the Reconstruction Finance Corporation and the Federal
Reserve banks. The experience of the concerns replying to
the questionnaire under the industrial advance programs is
analyzed.

In Chapter V the problem of bank credit availability is
considered as a part of a broader problem, which has to do
with the financing of small enterprise. Proposed additions to
existing financing facilities are appraised. Among these pro-
posals are regional industrial banks which would be owned
by the United States Government, industrial finance corpora-
tions to be owned and financed by the banks, and insurance
by the Reconstruction Finance Corporation of business loans
made by national and state commercial banks.



THE AVAILABILITY OF
BANK CREDIT, 1933-1938

CHAPTER I
RECENT BANKING DEVELOPMENTS

HE PURPOSE of this chapter is to present in broad out-

line the principal developments affecting banking since
the holiday in 1933. A brief examination of the extent of
bank credit liquidation in the years just prior to 1933 seems
desirable, however, to provide the essential background for
those developments.

Baxk Crepit LiquipaTion, 1929-1933

On June 30, 1929, the combined loans and investments of
national and state commercial banks amounted to $49 billion.
The comparable figure for June 30, 1933, was $30.2 billion.
In the same period loans decreased from $35.5 billion to
$16.4 billion.! On a percentage basis, the decrease in com-
bined loans and investments was 389, while that for loans
amounted to 549,. TFrom 1929 to 1933 the loans and invest-
ments of all member banks of the Federal Reserve System
decreased from $35.7 billion to $24.8 billion, while loans
fell from $25.7 billion to $12.9 billion.? These decreases
amounted to 319, and 509, respectively. These figures are
a reflection of the most extreme and prolonged period of
bank credit liquidation in the history of the United States.

! Data compiled from annual reports of the Comptroller of the Currency.
? Member Bank Call Reports.

1



2 THE AVAILABILITY OF BANK CREDIT

Among the several classes of earning assets, only investments
in United States Government securities showed substantial
increases.

There was also a marked reduction in the number of banks.
At the end of June, 1929, there were 24,499 banks in the
United States, exclusive of mutual savings banks. Four
vears later the comparable figure was 13,943." The most im-
portant reason for this decline was that 5,788 banks suspended
operations between July 1, 1929 and the banking holiday.”
Mergers and consolidations were also considerable factors in
the decline. Licensing and reopening subsequent to the holi-
day was a gradual process, and by no means all the banks
eventually reopened had been licensed by June 30, 1933.

Brief mention should be made of the extremely severe
liquidation in the year ended in June, 1932, during which
loans and investments of national and state commercial
banks declined by $8,716 million, or 209,. Loans and invest-

OI, OF

ments of member banks of the Federal Reserve System de-
clined by $5,922 million, or 189,. There was ample reason
for describing the events of the winter of 1931-1932 as “the

most desperate scramble for liquidity we have ever experi-
enced.”

Ameliorative Efforts

The first cooperative effort to stem the tide was the or-
ganization late in 1931 of a National Credit Corporation to
discount bank assets not otherwise eligible. 'This corporation
was established by the banks themselves at the suggestion of
President Hoover.

Direct government effort to arrest deflation and mitigate
the worst effects of credit liquidation began with the estab-

1% Annual Report of the Board of Governors of the Federal Reserve System,
1936, p. 124.
2 “ Annual Report of the Comptroller of the Currency, 1937, p. 796.

3 Lauchlin Currie, ““Supply and Control of Money in the United States,” Cam-
bridge, Mass., 1934, p. 124.
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lishment of the Reconstruction Finance Corporation in Feb-
ruary, 1932.8 The government subscribed the entire capital
stock of $500 million. The Corporation was also given ex-
tensive borrowing powers in order to insure that ample funds
for financing its activities would be available. The Corpora-
tion was designed to take over the functions of the National
Credit Corporation, together with various emergency financ-
ing functions for insurance companies, building and loan asso-
ciations, railroads, agriculture, and miscellaneous finance
companies.?

The Glass-Steagall Act of February, 1932, broadened the
discount powers of the Federal Reserve banks and authorized
the use of United States obligations as collateral for Federal
Reserve Notes. In the following July the Emergency Relief
and Construction Act enlarged the resources and augmented
the powers of the Reconstruction Finance Corporation, en-
abling it to make loans to state and municipal governments
for relief purposes, and to finance special agricultural credit
corporations.

Finally, the Federal Home Loan Bank Act resulted in the
establishment of special banks to make advances to building
and loan associations, savings banks, insurance companies
and individuals on first mortgages covering dwelling-house
property of moderate value. A rider to this Act provided
that United States bonds bearing a coupon rate of not more
than 3349, should be granted the national bank note circula-
tion privilege for a period of three years.

Whether considered severally or collectively, these meas-
ures did not prevent the banking crisis that developed early
in 1933. The rate of bank suspensions was substantially re-
duced after the formation of the Reconstruction Finance
Corporation in February, 1932, but in June banking difficul-

1 The Act establishing the Corporation was approved January 22, 1932.

2 Of the loans outstanding at the end of 1932, $595 million, or more than one-
half of the total under Section 5, were loans to banks and trust companies.
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ties were again in evidence, particularly in the Chicago area.
From July until December failures were relatively few and
were mostly among small banks. In December, however,
there was an increase in suspensions, followed by further in-
creases in the early part of 1983. Banking difficulties in
February led to the temporary closing of all banks by official
action, first in Louisiana and Michigan, then in other states,
and finally by Presidential proclamation.

Tur Baxking Horipay

The proclamation of the President issued on March 6,
19330 declared a nation-wide bank holiday to continue
through the four days ending Thursday, March 9. The
principal reason for this action was the necessity of devising a
frontal attack on the problem of bank failures. A careful re-
view of the condition of all banks was essential in order that
reopenings could be restricted to banks in a position to meet
the demands made upon them. Equitable treatment of de-
positors and the restoration of confidence in the banking'sys-
tem as a whole seemed to require the decisive course of action
that was taken.

any coin, bullion or currency, or to transact any o

ing business whatsoever, except such as might be permitted
by the Secretary of the Treasury. Regulations were issued
permitting the banks to perform specified functions such as
making change, completing settlements not involving cur-
rency payments, allowing access to safe-deposit boxes, and
delivering documents held for safekeeping. They were also
granted permission to perform functions essential in provid-
ing necessities of life, in relieving distress and in meeting pay-
rolls. Deposits could be accepted, but they were given a

1 The proclamation was issued under the authority of the “Trading-with-the-
Enemy Act” of October 6, 1917, as amended. This Act gave the President power
to regulate or prohibit transactions in foreign exchange and in gold and silver, and
also to prohibit the hoarding of gold and silver coin and bullion and paper currency

RECENT BANKING DEVELOPMENTS 5

special trust account status. They could be held in cash or
in United States obligations, or deposited in the Federal
Reserve banks. The banks were specifically enjoined from
paying out gold or gold certificates, and withdrawals of cur-
rency for the purpose of hoarding were not permitted.

On March 7 the Federal Reserve banks were authorized to
supply currency, extend credits and make transfers required
by member banks in exercising their powers. The member
banks were required to inform the Federal Reserve banks of
the amounts of currency held and of the circumstances occa-
sioning additional needs. Gold and gold certificates held by
member banks were delivered to the Reserve banks. On
March 8 the Federal Reserve Board requested the Federal
Reserve banks to prepare lists of persons who had recently
withdrawn gold or gold certificates, which had not been re-
deposited by March 13, and to give publicity to the request.
On March 10 the President issued an executive order pro-
hibiting the export of gold except in accordance with regula-
tions prescribed by, or under license issued by, the Secretary
of the Treasury.

At the time the proclamation declaring the banking holiday
was issued, the President called a special session of the Con-
gress to meet on March 9 to enact whatever legislation might
be needed for the reopening of the banks.

The Emergency Banlking Act of 1933

Tn his message to the special session the President asked for
legislation ““ giving to the executive branch of the government
control over banks for the protection of depositors; authority
forthwith to open such banks as have already been ascer-
tained to be in sound condition and other such banks as
rapidly as possible; and authority to reorganize and reopen
such banks as may be found to require reorganization to put
them on a sound basis.” A bill providing these powers had
been drafted and was passed by both the Senate and the
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House and signed by the President on March 9, the same day
that the Congress convened.

The Emergency Banking Act, as it was called, confirmed
all the measures adopted by the President and the Secretary
of the Treasury subsequent to March 4, and also gave the
President emergency powers to control foreign exchange
transactions, gold and currency movements, and banking
transactions.

In order to deal effectively with those banks that could not
be reopened on the bases established for the general resump-
tion of banking operations, the Act provided that the assets
of a national bank could be placed in the hands of a conserva-
tor. The duties of a conservator emphasized the conserva-
tion of assets and reorganization of the institution, rather
than conservation and liquidation of assets, as in the case of a,
receiver. National banks were authorized to issue, and the
Reconstruction Finance Corporation to purchase, preferred
stock. The Federal Reserve banks were granted the power
to issue Federal Reserve Bank Notes secured by direct obliga-
tions of the United States up to 1009, of their value, or by
any notes, drafts and bills acquired by the banks up to 909,
of their value. No reserves against these notes were required.
Requirements governing loans to member banks were liberal-
ized, and direct loans to individuals, partnerships and cor-

porations were authorized when secured by United States
obligations.

Reopening of the Banls

Immediately after approving the Emergency Banking Act
the President issued a proclamation extending the bank holi-
day for an indefinite period. On March 10, an executive
order granted the Secretary of the Treasury power to license
member banks found to be in satisfactory condition to con-
duct a usual banking business. Similar powers were granted
to state banking officials in respect to non-member banks.

RECENT BANKING DEVELOPMENTS 7

The Federal Reserve banks were designated as agents of the
Secretary for receiving applications and issuing licenses.
Payment of gold and furnishing currency for hoarding were
specifically forbidden.

On March 11 the Treasury authorized the reopening of the
Federal Reserve banks on March 13, and reopening of other
banks in the twelve Federal Reserve bank cities was set for
the same day. Banks in about 250 other cities which had
recognized clearing houses were reopened on March 14, and
banks in other cities and towns on March 15. As a pre-
liminary to reopenings, the President in a radio address on
March 12 outlined the program that had been formulated.
At the same time he stressed that the success of this program
depended upon cooperation by the public.

CuanceD Basts ror Banging OPERATIONS

1 the banks reopened during the week beginning
March 13, 1933, a large volume of deposit currency again
became available for the conduct of ordinary business trans-
actions, but as late as April 12, deposits amounting to almost
$4 billion were tied up in about 4,200 unlicensed or restricted
member and non-member banks. Reopenings and liquida-
tions up to the end of June reduced the total to about $25
billion. At the close of 1933 the amount of frozen deposits
was placed at $1,225 million, and the number of restricted
banks at approximately 1,900, of which about 1,400 were

non-member banks.!

T o 1. 1
When t

The Banking Act of 1933

Of the various legislative acts affecting banking that were
passed in the period from 1933 to 1938, perhaps none is‘so
important as the Banking Act of June 16, 1933. Mention
need be made only of those provisions that bear on the prob-
lem of credit supply to American industry.

1< Annual Report of the Federal Reserve Board, 1933, p. 23.



THE AVAILABILITY OF BANK CREDIT

Several of its provisions were designed to promote the sol-
vency of the banks and to diminish the possibility of failure.
The minimum capital for new national banks was fixed at
$100,000, but a minimum of $50,000 was permitted for banks
In communities of 6,000 inhabitants or less. In cities of more
than 50,000 population the minimum was placed at $200,000,
except that in outlying districts of such cities a capital of not
less than $100,000 was permitted, provided that the laws of
the state permit the organization of state banks with a capi-
tal of $100,000 or less. The Federal Reserve Act was
amended to provide that state banks might be admitted to
the privileges of membership in the system only if they were
able to meet the capital requirements for national banks in
the same place. Membership was permitted to state banks
having a capital of not less than $25,000 in towns and villages
with a population not over 3,000, provided these banks were
organized before June 16, 1933.

A number of the changes in the banking statutes made by
the Banking Act of 1933 operated to increase the authority
and prestige of the Federal Reserve Board. It provided for
the establishment of the Federal Open Market Committee,
thereby giving statutory recognition to a cooperative prac-
tice instituted in 1928. Open-market operations were brought
more directly under the control of the Federal Reserve
Board, and they were permitted only when in
with the Board’s regulations.

The Federal Reserve Board was given the power to fix for
each Federal Reserve district the percentage of individual
member bank capital and surplus which could be represented
by loans secured by stock or bond collateral. The amount
of such loans to any one borrower was made
general limitation of 109, of unimpaired capital and surplus.
This section of the law represented an attempt to attain a
greater measure of qualitative credit control, particularly
over speculative collateral loans. Another section of the law

accordance

subject to a

RECENT BANKING DEVELOPMENTS 9

required that each Federal Reserve bank should keep itself
informed of the general character and amount of the loans
and investments of its member banks with a view to ascer-
taining if there were an excessive use of bank credit for
speculative purposes.

5p(133cy far thg mI())st important change insti‘tu"ced by the Act,
however, was the introduction of deposit insurance on a
national scale. It provided that a temporary insurance fund
should become effective January 1, 1934, and a perma‘nent,
plan on July 1, 1934. Under the temporary plan, fieposfcs of
any one depositor in any participating bank were insured up
to a maximum of $2,500. The Federal Deposnt, Insurance
Corporation was established as the administr.atlve agency.
It is unnecessary to stress that the introduction of federal
deposit insurance altered the basis for the conduct of com-
mercial banking operations. The ultimate safety of de-
positors” funds was no longer dependent solely on the value
of banking assets and sound management.

Recapitalization of the Banlks

In the aggregate, the banks of the United States “had no
capital and surplus prior to the aid extended to them by th'e
Reconstruction Finance Corporation late in 1933.7 This
statement does not imply that from an accounting standpoint
a combined balance sheet for all banks would have shown a
negative quantity for net capital funds or net worth. Bank
assets were not appraised at market value, but on a so-cz)mlled
long-range or recovery basis, which had the sanction of the
examining authorities. If the appraisal had been based on
market quotations there would doubtless have been a nega-
tive quantity of capital funds. ‘

In brief, federal deposit insurance was to be superunppsed
on a banking system that probably was entirely devoid of

H. P. Willis and J. M. Chapman, “The Banking Situation,” Columbia Univer-
sity Press, New York, 1934, p. 105.
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capital, if the strictest standards were applied. It was evi-
dent that the capital structure of the banking system would
have to be improved before the federal deposit insurance
system became effective. Far more important, however, was
the fact that additional capital was essential for the rehabili-
tation of the banking structure.

The basis for federal action aimed at improving the capital
position of the banks was the authority granted to the Re-
construction Finance Corporation to invest in the capital of
banking institutions. Immediately after the banking crisis
this power was used primarily in connection with bank reor-
ganizations which were designed to make essential banking
services available in communities in which they were lacking.
During the summer of 1933 a survey was made to determine
the amountof new capital that mightbe required tostrengthen
active banks prior to their participation in the deposit insur-
ance plan. By the end of the year applications for additional
capital had been received from about 5,000 banks, or more
than one-third of all active banks. Two-thirds of the appli-
cants were non-member banks.!

At the end of 1933, the Reconstruction Finance Corpora-
tion had outstanding a total of $264 million on account of
purchases of preferred stock, capital loans and debenture
of banks and trust companies, and loans secured by pre-
ferred stock. Loans to banks and trust companies outstand-
ing, including loans to aid in the reorganization or liquidation
of closed banks, amounted to $711 million.? On June 30,
1938, the Corporation reported a total of $725 million out-
standing on account of loans and other authorizations to
banks and trust companies. Included in this total were
$419 million in subscriptions to preferred stock and $134 mil-
lion in purchases of capital notes and debentures.?

!“Annual Report of the Federal Reserve Board, 1933, p. 25.

?Quarterly Report of the Reconstruction Finance C ati i
cnded Desmbec by o o mance Corporation for the period

*Quarterly Report of the Reconstruction Finance C ti e period
ended June 30, 1938, Table 5. orporation for the period
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Devaluation of the Dollar

Withdrawal of gold for hoarding was one of the factors
that led to the proclamation of the banking holiday. From
the time of the holiday the free gold standard ceased to exist.
Developments immediately thereafter suggested that the
character of the unit in which banking operations are con-
ducted would be permanently changed.

The Thomas Amendment! to the Agricultural Adjustment
Act of May 12, 1933 empowered the President to reduce the
weight of the gold dollar by not more than 509;. The Gold
Reserve Act approved on January 30, 1934 provided that the
weight of the dollar should be fixed at not more than 609, of
the old weight of 25.8 grains of standard gold. On January
31 the weight of the dollar was fixed by presidential procla-
mation at 15 5/21 grains, or approximately 59.069, of its
previous weight. The reason given for the devaluation was
that it was necessary in order to stablize domestic prices and
to protect our foreign trade against the adverse effect of

depreciated foreign currencies.

Other Legislation in 1933-193),

Loans by the Federal Reserve banks to non-member banks
"""" approved securi examination of
the borrowing institution were authorized by the Act of
March 24, 1933.

In addition to the grant of authority to devalue the dollar,
the Act of May 12, 1933 gave the President the power to
direct the Secretary of the Treasury to issue unsecured
United States notes in amounts totalling not more than $3
billion outstanding at any one time, the notes to be used for
the purpose of meeting maturing federal obligations and of
purchasing United States bonds and other interest-bearing
obligations. These notes and other notes and coins issued
thereafter were made unqualified legal tender. The same

t Title II1.
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12 THE AVAILABILITY OF BANK CREDIT

Act authorized the purchase of $3 billion of Treasury bills or
other United States obligations, in addition to those held on
the date of enactment, on the basis of joint agreements be-
tween the Secretary of the Treasury and the Federal Reserve
Board. Finally, the Federal Reserve Board, with the ap-
proval of the President, was given the authority to declare
that an emergency exists by reason of credit expansion and
to increase or decrease the reserve balances that member
banks are required to maintain against demand or time de-
posits.

The temporary plan for the insurance of bank deposits was
extended to June 30, 1935, by the Act of June 16, 1934. The
maximum amount of deposits of any depositor in one bank
subject to insurance was increased from $2,500 to $5,000, but
deposits in mutual savings banks were excepted under cer-
tain circumstances.

An Act approved on June 19, 1934 added a new sectio
the Federal Reserve Act, authorizing the Federal Reserve
banks, under the authority of the Federal Reserve Board, to
make loans to, or purchase obligations of, an established in-
dustrial or commercial business which is unable to obtain
requisite financial assistance from the usual sources. Such
advances were restricted to loans and purchases
capital purposes, and could not have 2 maximu
of more than five years.

The Federal Reserve banks were authorized to acquire
working capital obligations of industrial or commercial busi-
nesses from banks or financing institutions by discount or
purchase and to make loans on the security of such obliga-
tions. The law required each such financing institution to
obligate itself to the satisfaction of the Federal Reserve bank
for at least 209, of any loss which might be sustained, or to

furnish at least 209 of the working capital advanced to the
business.!

o

xx7,
Y

arking
VOIKING

maturity

I

B &

* The industrial advance programs are considered in detail in Chapter IV,
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The Banking Act of 1935"

The permanent plan of deposit insurance was revised in
the Banking Act of 1935, which was approved on August 23.2
The maximum amount of deposits of any one depositor in-
sured under the plan was fixed at $5,000, the same amount as
under the temporary plan then in effect. Insured banks
were made subject to an annual net assessment of one-twelfth
of 19 based on total deposits, payable semi-annually. T.he
Federal Deposit Insurance Corporation was given authority
to establish a separate insurance fund for mutual savings
banks, with a lower rate of assessment. Deposit insurance
was made mandatory for national banks and state banks
that are members of the Federal Reserve System, while non-
member banks could become insured under certain condi-
tions. The Corporation was given control over the rates of
interest paid on deposits by insured non-member bapks. B

The Federal Reserve Board was reorganized under this
Act. As of February 1, 1936, its composition was changed to
seven appointive members. Formerly there were six, with two
ex-officio members, the Secretary of the Treasury and the
Comptroller of the Currency. The official name of the Board
was changed to the Board of Governors of the Fede_rz_\,l Be»
serve System. The composition of the Federal Open Market
Committee was changed to include the seven members of the
Board of Governors and five representatives of the Federal
Reserve banks, instead of one member from each Federal
Reserve district. The new law made the Committee com-
pletely responsible for the formulation of open-market poli-
cies. Participation in operations recommended by the Com-
mittee was made obligatory upon the several Federal Reserve

! The Banking Act of 1935 included numerous provisions in addition to those
considered in this section. A complete synopsis of the Act will bs, found 1‘nat_hg
“Annual Report of the Board of Governors of the Federal Reserve System, 1985,
p. 49 ff. §

* The temporary fund was extended from July 1, 1985, to August 31, 1935, by a
joint resolution of Congress.



14 THE AVAILABILITY OF BANK CREDIT

banks. Debt obligations guaranteed as to principal and in-
terest by the United States were made eligible for open-
market purchase, but the purchase of new federal issues in-
cluding guaranteed issues directly from the Treasury or issu-
ing authority was specifically prohibited.

The provision of the Federal Reserve Act authorizing any
Federal Reserve bank to make advances to any member bank
on such of its time or demand notes as are secured to the sat-
isfaction of the bank was enacted as a permanent part of the
statute, but in amended form.! Restrictions limiting these
advances to cases involving exceptional and exigent circum-
stances and to instances when the member banks could not
obtain adequate credit accommodations under other pro-
visions of the Federal Reserve Act were eliminated. The rate
of interest was fixed at not less than 149, higher than the
highest discount rate in effect at the Federal Reserve bank.
The maximum maturity was placed at four months.

The aggregate amount of real estate loans which a national
bank is permitted to hold was changed to 10097 of paid-in
and unimpaired capital and surplus, or to 609, of time and
savings deposits, whichever is the greater. The former limi-
tation was 259, of capital and surplus, or 509} of savings
deposits. The Act of 1935 eliminated the former requirement
that real estate upon which loans are made must be located in
the Federal Reserve district in which the bank is located, or
within 100 miles of the location of the bank. The limitation
as to the amount that can be loaned on a given property was
changed from 509, of actual value to 509, of appraised value.

The section of the Federal Reserve Act giving the Board
authority to increase or decrease the reserve requirements of
member banks was amended so as to remove the necessity for
a declaration, supported by the affirmative vote of five Board
members and approved by the President, that an emergency
exists by reason of credit expansion. In the amended form,

 This provision had expired by limitation on March 3, 1935.
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the Board is given authority to alter the reserve requirements
of member banks ““in order to prevent injurious credit ex-
pansion or contraction.” The affirmative vote of not less
than four members of the Board is necessary to effect any
change. The maximum reserves that could be required were
fixed at double those required on the effective date of the
Banking Act of 1935, and it was provided that they could not
be lowered below the level that then prevailed.

Baxxineg TreNDs, 1933-1638

Appraisal of the results of the questionnaire survey of the
availability of bank credit to industry must necessarily pre-
suppose a knowledge of major banking trends in the period to
which the survey relates. Were there any important changes
in the number of commercial banking institutions? Did
failures or suspensions seriously interfere with the orderly
functioning of the banking system? What were the relative
changes in the loan and investment totals of commercial
banks? Were there any marked changes in the types of loans
made by commercial banks?

The Number of Banks

From June 30, 1933, to December 31, 1934, there was an
increase of 1,520 in the number of commercial banks. Ex-
clusive of mutual savings banks, the number of banks on the
latter date was 15,463.! This increase resulted primarily
from the licensing of banks that were not reopened imme-
diately after the banking holiday, and should not be con-
strued as a normal trend. The licensing of banks following
the banking holiday had been substantially completed by the
end of 1934.2 From 1934 to 1938 there was a gradual decline

1 ““Annual Report of the Board of Governors of the Federal Reserve System,
1937, p. 106.

2 According to a tabulation in the Federal Reserve Bulletin for November, 1937,
only 50 banks were licensed after January 1, 1935.
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in the number of banks, the total on March 7, 1938 being
reported at 15,348.

The slight downward trend in number in these years should
not be interpreted as the equivalent of a corresponding de-
crease in banking facilities. Mergers and consolidations ac-
counted for a substantial part of the reduction, and in some
cases no reduction in the number of actual banking offices
resulted. The number of banking offices of all banks other
than mutual savings and private banks showed a decrease of
only 103 for the three years ended December 31, 1937.

Banlk Suspenstons

As compared with the period from 1929 to 1933, bank
suspensions from 1934 through 1937 were almost negligible.
The number reported for this four-year period was 194, and
only twelve of these were member banks of the Federal Re-
serve System.? The deposits of the banks that suspended
operation were only $78 million, of which the twelve member

banks accounted for approximately $15 million.

Member Bank Loans and Investments

The statistics for the member banks of the Federal Reserve
System will be used as the basis for anlyzing trends in loans
and investments in the period since 1933. Member banks
account for approximately 849, of the loans and investments
of all banks other than mutual savings banks.

On June 30, 1938, the combined loans and investments of
all member banks amounted to $30.7 billion. (See Table 1.)
The comparable total for June 30, 1933 was $24.8 billion.
Practically all the increase for the five-year period was ac-
counted for by investments in United States Government

1 Federal Reserve Bulletin, August, 1938, p. 707.

2 Annual Report of the Board of Governors of the Federal Reserve System,
1937,” p. 158.

3¢ Annual Report of the Board of Governors of the Federal Reserve System,
1937, p. 164.

CuARrT 1: Loaxs anp InveEstMENTS OF MEMBER BANKS,
1933-1938

Source: Federal Reserve Board, Member Bank Call Reports
Billions of Dollars
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4 THE AVAILABILITY OF BANK CREDIT

ccurities, including guaranteed obligations. On June 30,
938, loans were less than $100 million larger than on June 30,
933. Tt should not be assumed, however, that the amount of
oans remained practically constant throughout the period.
Prom June, 1937, to June, 1938, there was a contraction of
ypproximately $1,350 million in member bank loans as a re-
sult of the business recession.

Data for member bank loans for the years 1933 to 1938
may afford some clue as to whether or not the credit. require-
ments of industry and trade were being met in a satisfactory
manner. The basic data for this period will be found in
Tables 1 and 3, while Tables 2 and 4 show member bank loans
and investments on an index number basis. Tables 5 and 6
show percentage distributions of the data in Tables 1 and 3.

Commercial loans did not begin to show an upward trend
until 1935, as may be seen in Table 3 and Chart 1. At the
end of June, 1935, the total was approximately the same as
in June, 1033. The index for both months was only 45 on the
basis of 100 for June, 1929. By the end of 1935 the index had
risen to 47. There is nothing unusual about the relatively
stable level of commercial loans in 1934 and the first half of
1935. A large proportion of commercial and industrial ﬁr}anc—
ing in the early stages of recovery is ordinarily accomplished
with working capital that has been lying idle or hE}S been
temporarily invested in short-term securities, pending ’Fhe
time when it will be required for business uses. In a period
of revival and recovery, a lag in borrowing by business must
be regarded as normal, as long as the majority of bus}nesses
have abundant working capital for financing operations at
or near their average level over a period of years.!

There was a decrease in commercial loans in the first tvao
months of 1936, but in March there was a pronounced in-

i i “ t Monopoly
1 For a more complete discussion, see Clyde L. Rogers, (}overmpen
of theoBanking Progess and Its Implications,” The Annalist, April 20, 1934, pp.
622-24.
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crease in industrial and commercial borrowings. The up-
ward trend continued through 1936 and 1937. The increase
in commercial loans in the two years amounted to about $2
billion. At the end of 1937 the commercial loans index stood
at 63, an increase of 16 points over that for December, 1935.
In the first half of 1938, however, there was a decrease of
approximately $750 million in this class of loans because of
the business recession.

At no time in the recent period did commercial loans
account for as much as 259, of combined loans and invest-
ments. At the end of 1937 this class of loans represented
249, of all loans and investments, as compared with 199, at
the end of 1935. The comparable percentages on a basis that
excludes investments in United States Government securities,
including guaranteed issues, were 329, at the end of 1935 and
399, at the end of 1937. These increases are very significant.
The data in Tables 3 and 4, considered in conjunction with
Table 6, show clearly that when adjustments in portfolios
were necessitated by the increases in reserve requirements in
1936 and 1937, there was no retrenchment in commercial
loans by all member banks combined. Both the amount of
loans classed as commercial and the ratio to combined loans
and investments continued to increase until the end of 1937.

In June, 1938, member bank loans on securities were at
their lowest level for the period covered in Table 3. Except
for the decrease in the latter part of 1937 and the first half of
1938, there was no pronounced trend in loans on securities in
the entire period. In 1935 and 1936 loans on farm real estate
were well below the 1938 level. From the end of 1936 to
1988 there was a slight upward trend in this class of loans,
and on June 30, 1938, the index stood at 67.5, as compared
with 76 for June, 1933. Other real estate loans, principally
on urban properties, showed an upward trend from 1935 to

1 The increases in the ratio of commercial loans to total loans and investments in
1936 and 1937 were the only increases registered in the entire period after 1920.

Gl
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1938. In June, 1938, the index for other real estate loans was
85, compared with 75 for June, 1933.

From June, 1933, to June, 1936, member bank investments
were increased by about $7.8 billion. All but $1 billion of
this increase was accounted for by United States Govern-
ment securities, including obligations guaranteed by the
Treasury. The increase in government holdings was par-
ticularly large in the calendar year 1934, when member bank
holdings of direct federal issues were increased by about
$2,650 million, and an additional billion was placed in guar-

anteed obligations. A part of the guaranteed issues was ob-

tained in exchange for mortgage loans.

In 1935, holdings of direct federal obligations were in-
creased by only $600 million, while guaranteed issues showed
an increase of $780 million. The relatively small increase in
holdings of direct obligations was attributable in part to the
retirement of bonds bearing the national bank circulation
privilege. These bonds had been held almost exclusively by
national banks. There was an increase in all other invest-
ments of a little more than $300 million. The increases for
all classes of investments were confined very largely to banks
in central reserve and reserve cities.

Member bank investments continued to increase in the
early part of 1936, but declined in the last half of the year.
For all classes of investments combined, the decrease was
only $77 million. In the first six months, holdings of United
States Government securities, including guaranteed issues,
were increased by almost $1.4 billion. The decrease in gov-
ernments in the last half of the year amounted to $126 million,
and was accounted for solely by New York City banks,
which reduced their holdings of governments by $554 million.
The reduction in New York bank holdings was attributed to
several factors: (1) adjustments of the reserve positions of
the banks in anticipation of possible increases in reserve re-
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quirements,! (2) the smaller volume of new borrowing by the
Treasury, and (3) a change in the type of securities offered.?

The year 1937 witnessed the first decline in bank holdings
of governments since the period of deficit financing began in
1931. Member bank holdings, including both direct and
guaranteed issues, decreased by about $1,175 million. For
the banking system as a whole, the decline was considerably
smaller, principally because of net purchases by mutual sav-
ings banks and the Federal Reserve banks. The trend in
member bank holdings of governments turned upward in the
last quarter of 1937, and there was a further small increase in
the first quarter of 1938. In the second quarter of 1938 there
was a decrease of $410 million in holdings of direct federal
obligations, but this was largely offset by an increase of $300
million in guaranteed obligations.

Member bank holdings of state and municipal securities
increased from 1933 until the early part of 1937. In the
latter part of the period covered in Table 3 there were irregu-
lar changes in this class of investment. Combined federal,
state and local obligations, including federal guaranteed
issues, accounted for 479, of member bank loans and invest-
ments on June 30, 1938. The largest proportion for any date
included in Table 6 was 499, on June 30, 1936.

Member Bank Deposits

Two principal factors tended to increase the volume of
member bank deposits from 1933 to 1938. First, the Federal
Government borrowed large sums. The sale of federal securi-
ties to the banks resulted in an increase in deposits, first in
government deposits, and, when expended, in other deposits.
The second factor was the additions to gold stocks, which
resulted in an increase in deposits at commercial banks, ex-

. ! Changes in reserve requirements, which affected the trend in investment hold-
mgs,) especially governments, in 1936 and 1937, are considered elsewhere (see pp.
321.).

*“Annual Report of the Board of Governors of the Federal Reserve System,
1936, p. 24.
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cept in those cases where importers paid for the gold by
drawing on balances held abroad by banks in this country.
In 1986 and 1937 a third factor, an increase in commercial
loans, brought about an increase in deposits.

Average member bank deposits for the third month of each

quarter from June, 1933, to June, 1938, are shown in Table 7, .

TaBLE 7: AmounT oF DErPosiTs AND RESERVES, DATLY
AveErAGES, ALL MEMBER Banks, 1933-1938
Source: Annual Reports of the Federal Reserve Board
Millions of Dollars

Deposits, Daily Average Reserves, Daily Average
onth for Mont

Month
Total D?nfcfnd Time Total | Required | Excess
1933—June. ... ... 22,974 14,241 8,732 2,160 1,797 363
September.. .| 23,140 14,027 9,113 2,451 1,777 675
December. . .| 23,646 14,567 9,078 2,588 1,822 766
1934—March. . .. .. 25,288 15,851 9,437 3,345 1,970 1,375
June....... 26,698 16,988 9,711 3,790 2,105 1,685
September.. .| 27,615 17,806 9,809 3,947 2,192 1,754
December. . .| 28,538 18,769 9,769 4,037 2,290 1,748
1985—March. . . ... 29,586 19,554 10,031 4,452 2,388 2,065
June.......| 31,003 20,899 10,103 4,979 2,541 2,438
September.. .| 31,336 21,179 10,157 5,243 2,615 2,628
December. . .| 32,480 22,200 10,280 5,716 2,733 2,983
1936—March. .. .. .| 32,887 22,412 10,474 5,420 2,767 2,653
June.. ... .. 34,199 23,505 10,694 5,484 2,891 2,593
September.. .| 385,375 24,532 10,843 6,345 4,493 1,852
December. . .| 36,234 25,352 10,882 6,665 4,619 2,046
1937—March. .. ... 36,241 25,073 11,169 6,704 5,333 1,371
June........ 36,016 24,718 11,299 6,878 6,002 876
September.. .| 36,005 24,467 11,538 6,854 5,954 900
December. . .| 35,301 23,860 11,441 6,879 5,808 1,071
1938—March. .. ... 35,219 23,664 11,555 7,326 5,802 1,524
June. ... . ... 35,409 23,888 11,521 7,878 5,116 2,762

while Table 8 shows changes in member bank deposits in this
period on an index number basis. In 1934 net demand de-
posits increased by about $4.2 billion, and time deposits in-
creased by $700 million. The largest element in the growth
of deposits in 1934 was an increase in the deposits of cus-
tomers other than banks and governmental units. The pur-
chase of about $1.4 billion of gold during the year also op-
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erated to raise the level of deposits. Even more important in
this connection was the creation of deposits through the sale
of federal obligations to the banks.

The upward trend in deposits continued through 19385 and
1936. In 1935 the rise was attributable principally to the
following: (1) an increase in the monetary gold stock of $1.7

TapLE 8: InpEX NUMBERS OF DEPOSITS AND RESERVES,
DaiLy AveEraces, Aun MEMBER Banks, 1933-1938
June, 1929 = 100
Source: Annual Reports of the Federal Reserve Board
Computed by Tae ConFERENCE BOARD

Deposits Reserves
Month Net
Total Demand Time Total Required
1933—June. . ... .. 72.3 76.9 65.9 93.3 79.0
September.. . 72.9 757 68.8 105.8 78.1
December. . . 744 8.7 68.6 111.7 80.1
1934—March. ... .. 79.6 85.6 71.3 144.4 86.6
June....... 84.1 91.7 73.8 163.6 92.6
September.. . 86.9 96.1 74.1 170.4 96.4
December. . . 89.9 101.3 73.8 174.3 100.7
1985—March. ... .. 93.2 105.6 75.8 192.2 105.0
June........ 97.6 112.9 76.3 215.0 111.7
September.. . 98.7 114.4 76.7 226.4 115.0
December. . . 102.3 119.9 77.6 246.8 120.2
1936—March. . .. .. 103.5 121.0 79.1 234.0 121.7
June........ 107.7 126.9 80.8 236.8 127.1
September.. . 111.4 132.5 81.9 274.0 197.6
December. . . 1141 136.9 82.2 287.8 203.1
1987—March. . . ... 114.1 1354 84.8 289.5 234.5
June........ 113.4 133.5 85.3 297.0 263.9
September.. . 118.4 - 132.1 87.1 295.9 261.8
December. . . 111.1 128.8 86.4 297.0 255.4
1938—March. . .. .. 110.9 127.8 87.3 316.3 255.1
June.... ... . 111.5 129.0 87.0 340.2 225.0

billion, after deducting $200 million for reduction of member
bank balances held abroad, (2) an increase in holdings of
direct and guaranteed federal obligations amounting to about
$1.4 billion, and (3) an increase of approximately $500 million
in other loans and investments.! A relatively small offsetting

! “Annual Report of the Board of Governors of the Federal Reserve System,
1935, p. 21.
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factor was a rise of $300 million in the amount of money in cir-
culation. A further substantial rise in member bank deposits
occurred in 1936. Increases of more than $1 billion in loans
and $2 billion in investments, together with the addition of
over $1 hillion to the monetary gold stock, were the major
factors accounting for this rise. Currency in circulation
showed an increase of almost $700 million, which tended to
retard the rate of increase in deposits.

In 1937 the upward trend in member bank deposits was
arrested, the total at the end of the year declining almost
$1 billion from that at the end of 1936. This decrease was
in part a reflection of a decrease of about $1,250 million in
member bank loans and investments, There was a further
increase of $1.5 billion in monetary gold stock, but all except
$300 million of the increase was placed in the inactive gold
fund by the Treasury. AsTreasury deposits with the Federal
Reserve banks were not established by issuing gold certifi-
cates to the banks, the Treasury had to draw on its existing
balances in the Federal Reserve banks and depositary banks
or increase its borrowings for the purpose of meeting obliga-
tions, which otherwise would have been met by drawing on
the credits established by issuing the certificates. There was
little change in the level of member bank deposits in the first
half of 1938.

In the period covered by Tables 7 and 8 the increase in
demand deposits was considerably more rapid than that for
time deposits. The index of demand deposits rose from 77
for June, 1933, to 137 for December, 1986. On the other
hand, the index of time deposits rose from 66 for June, 1933,
to a peak of 87.3 in March, 193S.

The Problem of Excess Reserves

Table 7 shows the total reserve balances of member banks
of the Federal Reserve System, together with the amount of
required reserves and excess reserves. 'There is perhaps no
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better indication of extreme credit ease during most of the
period under review than the large amounts of excess reserves
and the unusual steps taken to control them.

Excess reserves, of course, mean reserves in excess of those
required. Prior to the approval of the Thomas Amendment
in May, 1933, the reserve requirements for member banks
were fixed by statute. Member banks in central reserve
cities were required to maintain a reserve of 189] against
demand deposits, member banks in reserve cities a reserve of
1095, and country banks a reserve of 79,. On time deposits
a reserve of 39, was required, regardless of the location of the
bank. The required reserves shown in Table 7 were com-
puted at these percentages through the first half of 1936.

It will be observed from the data in Table 7 that excess
reserves showed a marked upward trend from 1933 to 1936.
In December, 1934, average daily reserve balances were
$1,450 million larger than in December, 1933, and excess

reserves showed an increase of approximately $1 billion. A

large increase in the monetary gold stock was the principal
factor leading to increased reserves in 1934. There was a
further large increase in reserve balances in 1935. On the
basis used in Table 7 the increase amounted to almost $1.7
billion, while excess reserves showed an increase of over $1.2

billion. The increase in reserve funds resulting from the

growth of $1.9 billion in the monetary gold stock and of $400
million in silver money was partly offset by reductions in
reserves caused by an increase of $350 million in money in
circulation, an increase of $400 million in Treasury deposits
at the Federal Reserve banks, and an increase of nearly $100
million in non-member deposits and other accounts at the
Federal Reserve banks.

Reserves continued at a high level in 1936. The daily
average for December, 1936, shown in Table 7, was about $1
billion above that for December, 1935. For the year as a
whole, gold imports were the most important factor increasing
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reserves, and an increase in money in circula'tion was a lead-
ing factor tending to reduce reserves. During the sugnr-ner,
the redemption of the soldiers” bonus bonds resulted in a
rapid increase in reserves.'

In order to eliminate a part of the excess reserves, ’_chereby
minimizing the possibility of injurious credltﬂexpansxon,‘ th(e1
Board of Governors of the Federal Reserve System decquoci
to raise the reserve requirements for member banks by 00./0.
The decision was reached on July 14 and was made eﬁ“ectwi:
as of August 16, 1936. This action ehl?nnated z»-Lbout $l:o
billion of excess reserves. Reserves continued to increase in
the latter part of 1936 and, after a carefu.l review of the
monetary and credit situation, the Board decided on J anuary
30, 1937 Uto increase reserves by an édditional 50%' of orlglx}al
requirements, or one-third of required reserves after the 1:11—
crease of August, 1986, One-half of the increase was made

. 1 1 AT 1 The final
effective on March 1 and the other half on May 1. ‘iheuna
increase on May 1 raised reserves to the full extent permitted

byl\?zit;ljltemember banks were in an equally good pgs1t10n to
meet the increases in reserve requirements. According to an
analysis by the Board, however, only 197 rr'lembe.r l?anks were
unable to meet the new requirements by using existing reserve
balances plus one-half of their balances vinth correspondint
banks.? Adjustments to the new requlrf:ments, together
with the withdrawal of balances by interior banks, led to
considerable selling of government bonds by several large
banks in New York. Yields of these bonds zmd. corpo‘ra"ne
bonds increased. Purchases of Treasury bonds in April In
the amount of $96 million for the account of the Federal
Reserve System helped to stabilize the market.

After the final increase in reserve requirements became
1 “Annual Report of the Board of Governors of the Federal Reserve System,
1036,” p. 10.

2 “ Annual Report of the Board of Governors of the Federal Reserve System,
1937, p. 4.
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effective on May 1, 1937, member banks had excess reserves
of about $900 million, and they did not fall below $700 million
in the remainder of 1937. In the first half of 1938 there was
an increase of about $1 biilion in total reserves, and for June
the average excess reserves were $2.8 billion. A decrease in
the level of deposits contributed to the latter result. Of
greater importance, however, was the reduction in reserve
requirencents as a part of the pump-priming program an-
nounced on April 14, 1938, Effective April 16, the reserve
requirements for demand deposits were reduced from 269, to
22349 for central reserve city banks, from 209, to 17149, for
reserve city banks, and from 149, to 129 for country banks.
The required reserve for time deposits was reduced from 6%,
to 5%, regardless of the location of the bank.

The third, or credit, phase of the pump-priming program in-
cluded the elimination of the inactive gold fund. On April 14,

1938, a total of $1,392 million was transferred to the gold
certificate fund of the Federal Reserve System. The amount
transferred included $1,188 million from the inactive gold
account and $209 million from the working balance. The
deposits thus created at the Federal Reserve banks augment

bank reserves when they are used to cover expenditures in

excess of receipts.

Other Banlking Factors

Table 9 shows the trends from 1933 to 1938 in various
other banking factors. Increases in monetary gold stock,
currency in circulation and United States securities held by
member banks have been mentioned earlier. Member bank
borrowings at the Federal Reserve banks were almost negli-
gible during most of the period covered, and federal reserve
credit outstanding was represented almost exclusively by
federal obligations held by the Federal Reserve banks.



TasLe 9: CurreENCY IN CIRCULATION, MONETARY GOLD
Stock anD OrneEr Banking Facrors, 1933-1938
Source: Annual Reports of the Federal Reserve Board
Computed by THE CONFERENCE BOoARD

. United ‘
Copency | Mopeary | S5 tember | B | pusie o
Month in Circula- | =~ Gol Securities |  Bank Credit | Individual
tion—End | Stock—End | "Held by | Borrow- | Outstand- | Accounts
of Month | of Month Member ings! ing
Banks!,?
Millions of Dollars
1933—June. ... .. 5,434 4,081 6,887 191 2,220 31,745
September.| 5,363 4,037 N .. 2,421 26,395
December..| 5,519 4,036 7,254 143 2,688 28,395
1934—March.....| 5,394 7,694 8,848 91 2,545 31,783
June...... 5,373 7,856 9,413 35 2,472 32,416
September.} 5,456 7,978 .. .. 2,464 25,871
December..| 5,536 8,238 | 10,895 13 2,463 33,200
1935—March....| 5,493 8,567 11,021 17 2,471 33,948
June...... 5,568 9,116 11,430 9 2,480 33,871
September.| 5,683 9,368 .. .. 2,477 31,339
December..| 5,882 10,125 12,268 6 2,486 39,170
1936—March.. .. .| 5,877 10,184 12,444 11 2,474 40,036
June...... 6,241 10,608 13,672 6 2,473 40,381
September.| 6,267 10,845 .. . 2,473 36,021
December..| 6,543 11,258 13,545 15 2,500 49,389
1937—March....| 6,377 11,574 12,718 18 2,458 45,190
June...... 6,447 12,318 12,689 16 2,562 39,624
September.| 6,542 12,741 .. .. 2,579 36,333
December..| 6,550 12,760 12,372 12 2,612 42,357
1938—March....| 6,355 12,795 12,452 28 2,611 32,109
June...... 6,461 12,963 12,343 11 2,596 32,797
Index Numbers, June, 1929 = 100
1933—June. .. ... 121.9 999 | 1658 | 15.0 | 1586 431
September. 120.3 100.0 . .. 172.9 35.9
December..| 123.8 100.0 174.6 11.9 192.0 38.6
1934—March....] 121.0 190.6 212.9 7.6 181.8 43.2
June...... 120.5 194.6 226.5 2.9 176.6 44.0
September.| 122.4 197.6 .. . 176.0 35.1
December..| 124.2 204.1 262.2 1.1 175.9 45.1
1935—March. ...} 123.2 212.2 265.2 1.4 176.5 46.1
June...... 124.9 225.8 275.1 0.8 177.1 46.0
September.| 127.5 232.1 .. . 176.9 42.6
December.. 131.9 250.8 295.3 0.5 177.6 53.2
1936—March.....| 131.8 252.3 299.5 0.9 176.7 54.4
June...... 140.0 262.8 329.0 0.5 176.6 54.8
September.| 140.5 268.6 .. .. 176.6 48.9
December.. 146.7 278.9 326.0 1.3 178.6 67.1
1937—March. . . . 143.0 286.7 306.1 1.5 175.6 61.4
June...... 144.6 305.1 305.4 1.3 183.0 53.8
September.| 146.7 315.6 .. .. 184.2 49.4
December..| 146.9 316.1 297.8 1.0 186.6 57.5
1938—March....| 1425 316.9 299.7 2.3 186.5 43.6
June. ... .. 144.9 321.1 297.1 0.9 185.4 44.5

t Call date in month indicated.
2 Includes direct and guaranteed obligations.
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Moxey Rates anDp Bonp YiELDS

Low rates prevailed in the money markets from 1933 to
1938. Heavy gold inflows and the small demand for banking
funds in their customary uses tended to force moneyv rates to
extremely low levels. Throughout the entire perio:i govern-
mental policy was directed toward easy money. The in-
crease in money rates and bond yields in the spring of 1937,
or just before the final increase in member bank reserves, does
not contradict this statement. The reversal in trend was the
?esult of a temporary conflict between the policy of maintain-
ing easy money conditions and the policy of preventing an
injurious credit expansion.

There were two important reasons for the official “‘easy
money” policy. First, during the entire period the Treasury
eng‘aged in extensive borrowing and refunding operations,
and it was to its advantage to meet its requirements at low
rates, thereby keeping interest costs at a minimum. Second,
the continued availability of credit at low rates for current
business requirements was regarded as one of the essential
conditions for a period of sustained recovery. Because of the
strong downward tendency in money rates, the easy money
policy of the Treasury was a passive policy during most of
the period; that is, it was not necessary to take definite
steps to bring about the rate levels that were desired.

Table 10 and Chart 2 show the rates charged customers by
banks in principal cities from 1933 to 1938. The data shown
are averages for the years and months indicated, based on
rates reported for three types of customers’ loans: commer-
cial loans, demand loans on securities, and time loans on
securities. At the time of the bank holiday in March, 19383,
rates charged were at their highest level since the early part
of 1930. A very sharp decline in the next few months was

followed by a more or less gradual downward trend. For each
group of banks the annual average for each year was lower
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Source: Annual Reports of the Federal Reserve Board
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than that for the preceding year. The 1937 average for banks
in New York City was considerably less than one-half as
large as that for 1929. The 1937 average for eight other
northern and eastern cities was not much above one-half of

Tasre 10: Rates CoarcED CUSTOMERS BY BANKS IN
Prixcrrar CrTies,! 1933-1938

Source: Annual Reports of the Federal Reserve Board

Per Cent
) i Ptene™ Twenty-seven
Month New York Cities Southern and
City Excluding Western
NCW Y’t)l‘k ("lhes
1983.............. 4.02 4.83 5.56
March.......... 4.88 5.39 5.66
June............ 4.10 4.97 5.62
September. ... ... 3.79 4.65 5.55
December. .. .. .. 3.48 4.59 5.43
1984, .. ... .. ... 3.33 4.29 5.17
March.......... 3.31 4.52 5.40
June............ 3.30 4.30 5.19
September. ... ... 2.26 411 5.04
December....... 3.18 3.98 4.92
1935, ... ... 270 3.86 4.69
March.......... 2.64 4.05 4.85
June............ 2.66 3.78 4.76
September. ... ... 2.72 375 4.51
December. .... .. 2.61 3.67 4.55
1936.............. 2.49 3.52 4.35
March.......... 2.61 3.60 4.44
June............ 2.44 3.51 4.39
September. ... ... 2.40 3.45 4.29
December. .. .. .. 2.43 3.46 4.14
1937 ... ... .. .. 2.43 3.36 4.17
March.......... 2.50 3.34 4.15
June.......... .. 2.34 3.32 4.18
September. . ... .. 2.39 3.33 4.18
December. ... . .. 2.40 3.36 4.15
1988.. .. ......... .. .. ..
March.......... 2.40 3.25 4.15
June..... ... .. .. 2.36 3.38 4.14

1 For methods of weighting Pmploved see the “Annual Report of the
Federal Reserve Board for 1937,” p. 101,

the 1929 level. The average for banks in twenty-seven
southern and western cities declined by about one-third from
1929 to 193

Short-term open-market rates in New York City, shown in
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Table 11 for the period from 1933 to 1938, indicate further
the ease of credit conditions. These uses of banking funds
were not attractive from an earning standpoint during the
greater part of the period. At no time after the early part of
1933 did either the bankers’ acceptance rate or the yield on
Treasury bills rise to the level of 1%,.

TasLe 11: Suorr-TerM OrPEN-MARKET RATES 1N NEW
York CrTy, 1933-1938

Source: Annual Reports of the Federal Reserve Board

Per Cent
United
Prime Prime Stock- Stock- States
Month Commercial Bankers’ Exchange Exchange Treasury
Paper Acceptances | Time Loans | Call Loans Bills
91 Day!
1983—March. ... ... ... 3.00 2.38 3.00 3.27 2.292
June...... ... .. 1.75 .38 .88 1.00 272
September . . . . .. 1.38 .25 .63 5 102
December. . ... .. 1.38 .68 1.00 .94 702
1984—March. ... .. .. .. 1.18 .38 .88 1.00 24
June...... ... .. .88 .19 .88 1.00 15
September. . .. .. .88 .19 .88 1.00 .21
December. . ... .. .88 .13 .88 1.00 .23
1985—March. .. ... . .. 75 .13 .88 1.00 15
June......... .. 5 .13 .25 .25 15
September. . . . .. 15 .13 25 .25 .20
December. . .. ... 5 .13 1.00 75 15
1936—March. .. ... .. .. 75 13 1.00 75 .20
June........... 75 .18 1.25 1.00 20
September . . . . .. 75 .19 1.25 1.00 16
December. . ... .. 75 .19 1.25 1.00 12
1987—March. ... ... .. .88 44 1.25 1.00 .38
June...... ... .. 1.00 A7 1.25 1.00 .36
September. . . . .. 1.00 A4 1.25 1.00 .31
December. ... ... 1.00 44 1.25 1.00 11
1938—March. .. ..... .. .88 A4 1.25 1.00 .08
June...... ... .. .88 44 1.25 1.00 .05

! Monthly averages of daily quotations,
2 Three-month bills.

Bond Yields

Table 12 and Chart 8 show the yields of corporate and
government bonds. From 1983 to 1937 the trend in cor-
porate bond yields was downward, owing partly to the up-
ward trend in business activity, but especially to the prevail-

Cuarr 3: Bonp YirLps, 1933-1938

Source: Moody’s Investors Service; Annual Reports of the Federal Reserve Board
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ing easy-money conditions. Portfolio adjustments in the
early part of 1937 resulted in increased bond vields. The
business recession caused a continuance of this trend through
1937 and into 1938. The reversal of the trend was decidedly
marked in the case of railroad bonds, which were affected not

TapLe 12: YieLDs! or CorPORATE Boxns, MunicipaL BoNDs
AND UnNITED STATES BoNDs AND TREASURY NOTES,
1933-1938

Source: Moody’s Investors Service; Annual Reports of the Federal Reserve Board

Per Cent
Corporate Government

H United

Month Indus- Rail- Public | Munici- g?ﬁ:g States

trials roads Utilities pals Bonds | Treasury

Notes?
1933—March. . .......... 6.10 6.87 6.41 4.88 3.44 3.09
June.............| 521 5.68 5.99 4.71 3.22 2.55
September. .......| 487 5.54 4.59 3.20 2.31
December. ........ 5.03 595 4.89 3.563 3.23
1934—March. ........... 4.65 4.91 4.24 3.21 2.43
June.............1 441 4.78 3.73 2.94 1.73
September. ..... ... 4.52 5.15 3.84 3.20 2.25
December. ........ 4.38 4.86 3.52 2.97 1.78
1935—March. . .. ........ 4.20 5.14 3.41 2.69 1.21
June.............| 407 4.99 3.42 2.61 1.15
September........| 3.91 4.91 3.44 2.78 1.46
December. ........ 3.71 4.73 3.31 2.73 1.25
1936—March. ... ........ 3.56 4.32 3.18 2.54 1.10
June.............. 3.54 4.35 3.16 2.50 1.13
September........ 3.44 4.09 2.97 2.41 1.10
December. ........ 3.37 3.96 2.76 2.27 1.04
1937—March. ... ........ 3.55 4.15 3.19 2.50 1.44
June............. 3.51 4.22 3.11 2.64 1.54
September........ 3.55 4.43 3.18 2.67 1.50
December. ........ 3.66 4.79 3.15 2.54 1.27
1938—March. . .......... 3.58 5.44 2.99 2.45 1.01
June. . ... . ....... 3.55 5.75 2.91 2.31 .67

1 Average of daily figures, except municipals, which are averages of Wednesday figures.
2 Three to five years.

only by reduced earnings but also by the serious financial
difficulties of some roads. In general, the trend in the yield of
United States Government securities followed that for cor-
porate bonds. There was an increase in the early part of 1937,
followed by another period of declining yields.
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Feprrar Fiscarn Povicies

Banking developments since 1933 have been influenced by
federal fiscal policies to an unprecedented extent. The pur-
pose of this section is to consider briefly those policies that
directly or indirectly affected banking and business devel-
opments.

Bases of Federal Fiscal Policy

Attempts to justify the successive federal deficits have
been based principally on two grounds. In the early years
of deficit financing, emphasis was placed on balancing the
budget over the period covered by a complete business cycle
and on the theory of compensatory action. It was pointed
out that those who insisted on an annual balance did not take
into account the fundamental fact that cyclical movements
in business activity extend over a period of years. Fiscal

policy, therefore, should not be based on the desirability of
an annual balance. Rather, it should have as its objectives
the moderation of the decline when general business activity
turns downward, and prevention of an excessive rate of ex-
pansion when the upswing begins. If a recession occurs, an
excess of expenditures over revenue receipts will
crease incomes, create new bank deposits, and produce addi-
tional buying power. Conversely, in a period of revival and
prosperity, an excess of receipts over expenditures tends to
moderate the growth of spending and to offset the expansion
of private bank credit.

This approach to the fiscal problem has been called the
theory of compensatory action. It implies a willingness to
run counter to private business behavior at all stages of the
business cycle. In its broadest aspect, it is a variant of the
consumer-purchasing-power approach to the economic prob-
lem, since the basic objective is the adjustment of buying
power with a view to maintaining business activity at a satis-



42 THE AVAILABILITY OF BANK CREDIT

factory level. In practice, the idea of a compensatory fiscal
policy has proved to be unworkable. Application of the com-
pensatory principle would have required a balanced budget
for 1935, or 1936 at the latest, but large deficits were incurred
in both years.

When the period from 1933 through 1938 is considered as
a whole, the maintenance of consumer purchasing power must
be accorded first place as an objective of federal fiscal policy.
The principal difference between this approach and the com-
pensatory principle is that emphasis is here placed solely on
the beneficial effects of public expenditures, particularly ex-
penditures in excess of revenues. In other words, the neces-
sity or desirability of the retirement in a later period of the
debt incurred is not stressed. The pump-priming program
announced in April, 1938, and made effective by legislation
approved in June, represents perhaps the outstanding appli-

cation of the consumer-purchasing-power approach to the
economic problem in the entire period of deficit financing.

Another objective of fiscal policy was the prevention of
oversaving. The undistributed profits tax enacted in 1936
was based in part on the belief that business savings accu-
mulated from earnings were frequently excessive and that if
larger proportions of earnings were distributed to stockhold-
ers, expenditures by consumers would be increased. The high
level of surtax rates for the personal income tax also found
theoretical support in the oversaving theory.

In general, federal fiscal policy in the period from 1933
through 1938 was a speculative policy. Large drafts were
made on the federal credit in the hope that expenditures in
excess of receipts would bring about and accentuate an up-
ward trend in business activity and that, after a high level
had been reached, it could be retained indefinitely, even
though the artificial support afforded by federal spending was
withdrawn. Developments in 1937 and the first part of 1938
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made the attainment of the desired objective seem highly
questionable.

Federal Deficits and the Deposit Level

The net deficit of the Federal Government for the five-year
period ended June 30, 1938, amounted to $15.2 billion.! Of
the direct debt obligations issued during this period, the
commercial banks and mutual savings banks absorbed slightly
over $6 billion.? In addition, the commercial banks and mu-
tual savings banks purchased $2.7 billion of obligations of
governmental corporations and agencies that were guaranteed
by the United States Goverment.

From the standpoint of the banking system, the principal
significance of the huge additions to bank holdings of govern-
ment securities is their effect on the level of deposits. Pur-
chases by the banks result in the first instance in deposits to
the credit of the Treasury. When the deposits are used by
the government or governmental agencies in paying for goods,
services and interest on obligations held by individuals and
businesses, a large part of the payments are deposited to the
credit of customers’ accounts. Subject to the maintenance
of required reserves, these deposits in turn become available
for loans and purchases of investments. In the absence of
opportunities for profitable alternative employments, the
increase in customers’ deposits affords a basis for further pur-
chases of government issues.

To the extent that the purchases by the banks are financed
from savings, the effect on the level of deposits does not differ
materially from that of purchases of comparable amounts of
new private obligations. In this connection it is important

1 On the basis of the accounting procedure effective July 1, 1938. The amount
shown represents the excess of expenditures other than debt retirements chargeable
against general and special account receipts over these receipts.

2 Computed on basis of an estimate of 8,082 million for June 30, 1933 in Joseph
B. Hubbard, “Absorption of the United States Debt,” in The Review of Economic
Statistics, August, 1936, and on total holdings of $14.1 billion for June 30, 1938, as
shown in the Bulletin of the Treasury Department, February, 1939.
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to observe that from 1933 to 1938 net purchases by banks of
United States Government obligations, including guaranteed
issues, exceeded net additions to time and savings deposits
by $5.2 billion. This total should not be construed as more
than a rough indication of the bank credit expansion attrib-
utable to deficit financing and the activities of government
corporations. Not all time deposits in commercial banks are
savings deposits in a strict sense, for a part represent unem-
ployed balances of businesses that temporarily do not require
them for working-capital purposes. Inability to measure
changes in this item, among other factors, precludes the pos-
sibility of measuring the extent to which bank purchases of
federal issues have been financed from actual savings, on the
one hand, and through credit expansion, on the other.

Easy-Money Policy and Bank Earmngs
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ing to keep interest rates at a low level has had an adverse

effect on bank earnings. According to a recent study,' the
earning power of the commercial bank dollar in 1937 was less
than half what it was in 1929. A weighted index of approx-

mate yield on the earning assets of the banks mdlcated a

Lutupualtc €arn
5.769, for 1929

The desire to finance the deficit on a low-cost basis has not
been the sole factor inducing an easy-money policy, but it
has been a dominant consideration. In this connection it has
been observed that:
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It has always been characteristic of Federal Treasury policy
to assume that low interest rates and low investment yield on
government paper are normal phenomena. Many devices
and expedients have been tried in the effort to preserve this
illusion. In the present case it appears to have been assumed
that the extremely favorable credit conditions of the depres-

1%The Earning Power of Banks,” published by the Research Council of the
American Bankers Association, January, 1939.
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sion must continue until the period of deficit financing ends,
however long that may be. Accordingly, the Government has
become committed to the maintenance of easy money, low
interest rates, and low investment yield, and to the manipula-
tion of the market in order to preserve this status.!

Of the other reasons advanced in support of easy money,
the one most frequently emphasized is that it facilitates busi-
ness recovery. It is also regarded as a safeguard for certain
debtor groups, particularly the farmers and homeowners.
Finally, an easy-money policy is strongly advocated by those
who are interested in bringing about a redistribution of
income.

Tazx Policies

The most controversial development in federal taxation
from 1933 to 1938 was the adoption of the undistributed
profits tax. This tax, which was first imposed on 1936 in-
comes, was not made applicable to banks and trust companies.
It is of interest in connection with the present study primarily
because of its effect on the financing of small industries.

Adjusted net income was defined as net income minus the
sum of the normal corporation tax and interest on obligations
of the United States and its instrumentalities. Undistributed
net income was defined as the adjusted net income minus the
sum of dividends paid and certain special credits in the case
of contracts restricting the payment of dividends. The rates
for the surtax on undistributed profits were graduated from
79 on undistributed net income equal to the first 109}, of
adjusted net income, to 279, on the final 409;. The principle
of the undistributed profits tax was retained in the Revenue
Act of 1938, but only with respect to corporations having net
incomes of more than $25,000. These corporations are now
allowed a credit on account of dividends paid of not meore

! Harley L. Lutz, *“ Federal Depression Financing and Its Consequences,” Har-
vard Business Review, Winter Number, 1938, p. 134.
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than 2.59, of adjusted net income. This credit applies to the
tentative tax computed at 199, of adjusted net income.

From the standpoint of the supply and flow of capital, the
level of surtaxes for the personal income tax and the method
of treating capital gains and losses under the income tax
statutes are important considerations. Prior to the depres-
sion the surtaxes were graduated from 19, on the first $4,000
of net income in excess of $10,000 to 209, on net income above
$100,000. The rates were increased by later Revenue Acts
to the present range of 49, on the first $2,000 of surtax net
income in excess of $4,000, to 759, on all surtax net income
above $5 million. Both the present schedule and the pre-
depression one were presumed to be roughly in conformity
with ability to pay.!

Most important among the new levies to the business com-

munity were the social security taxes. The federal tax for

unemployment compensation purposes became effective in

1936. The initial rate on payrolls was 19, which was in-
creased to 29, for 1937 and 39, for 1938 and thereafter. An
excise tax on employers for old-age purposes was made effec-
tive as of January 1, 1937, at the rate of 19,. An income tax

of 1% on the wages of employees became effective at the
same time.2

. ! The methods of taxing capital gains and losses and changes therein are not con-
sidered in detail. They are too technical for inclusion in this brief summary.

% For a detailed description of the federal social security taxes and the relation-
ship of state unemployment levies to the federal tax, see National Industrial Con-
ference Board, “ Cost of Government in the United States, 1935-1937,” Chapter V.

CHAPTER II
THE BANK CREDIT PROBLEM

N THE past few years it has been repeatedly stated or
I implied that the banks have adopted too cautious an at-
titude toward industrial and commercial loans. First, it is
charged that restrictive banking policies retarded the upward
trend in business that ended in 1937 and contributed to the
sharp recession in 1937-1938. Second, it is asserted that as
long as the banks do not accept their proper responsibilities,
government has no alternative, and must attempt to supply
the void in existing credit facilities.

The banks, on the other hand, have maintained that credit

1 1 reacamahla aradit
has been made available in all cases where reasonable credit

requirements could be met. In defense of this contention
bankers have pointed to the differential between the rate of
return on the average industrial and commercial loan, as
compared with the rates obtainable in alternative employ-
ments of banking funds. They state unequivocally that in

1 o Anl-h~ ara Fhacs e
fairness to themselves and their stockholders they can not

afford to refuse credit accommodation to worthy borrowers.
Because of their responsibility to depositors, however, they
frankly admit that they do not regard it as their function to
assume credit risks that are of questionable merit.

NATURE AND PUrrosE oF THE QUESTIONNAIRE

The data used as a basis for the analysis of the bank credit
problem in this chapter and the one that follows were ob-
tained by means of a questionnaire. Six questions were in-
cluded in the body of a letter addressed to 9,000 corporations,
practically all of which were manufacturing corporations.
Most of the data in this chapter were derived from the replies

47
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to the first question: ‘“Do you now find, or have you recently
found, any difficulty in obtaining from your bank the credit
accommodation required for legitimate business purposes?”
The second question was designed to obtain specific details
of those cases in which credit had been refused or restricted.
The third and fourth questions were designed to ascertain if
the concerns had had any experience with government lend-
ing agencies and if they believed that these agencies were
necessary for meeting the credit requirements of industry.

Suggestions for the improvement of the credit situation of
industry were invited in the fifth question, and the sixth was
designed to obtain the names of other concerns that had ex-
perienced credit difficulties. In addition to these questions,
the normal number of employees during the period between
January 1, 1935, and June 30, 1937, was requested, in order
that a careful distinction might be drawn between small,
medium-sized, and large concerns.

Only two of the questions called for specific detailed infor-
mation, and the entire group of questions required only two-
thirds of a page. In planning the questions, the principal
objective was a concise coverage of the several phases of the
problem. The industrial executive could write the replies on
the margins of the second page of the letter he received, or
he could cover the subject in extreme detail, as he saw fit.
A number of replies were received in the form of answers on
the margins, while, at the other extreme, one executive dic-
tated a ten-page letter. In general, the degree of complete-
ness of the basic details supplied was entirely adequate.

Replies to the questionnaire were received from 1,755 con-
cerns, or 19.59, of those to which the questionnaire was sent.
There were returns from each of the twelve Federal Reserve
districts. As would be expected in a survey of industrial
experience, there was a marked concentration of replies from
the industrial areas in the East and Middle West, comprising
the First, Second, Third, Fourth and Seventh Federal Re-
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serve districts. The boundaries of these districts are shown
in Chart 4.

Limatations of the Results

In considering the inferences and conclusions drawn from
the data, the reader will be interested in the nature and ade-
quacy of the sample. The names of the 9,000 concerns that
received the questionnaire were chosen in the following man-
ner. A list of 2,000 selected names used in connection with
another study prepared by Tae CoNrERENCE BoARD in 1937
was regarded as acceptable.! This list was supplemented with
7,000 names selected at random from “Thomas’ Register of
American Manufacturers.”

Three restrictions were placed on the selection of the 7,000
names: (1) All identifiable subsidiaries were excluded, (2)
not more than eighteen names were taken from any page of
the directory, and (8) a minimum of seven firms with low
capital ratings was taken from each page. It is believed that
this procedure assured as satisfactory a cross-section of in-
dustrial concerns as any that could have been chosen. It was
especially desirable to include a substantial number of small
concerns in the sample, for the reason that in the opinion of
those stressing the existence of a bank credit problem the
most serious difficulties were believed to be encountered by
the small concerns.

The information obtained from the replies has been fur-
nished by only one of the two parties to the credit contract,
by the borrower or potential borrower. In a survey of this
kind it is not possible to obtain the banker’s viewpoint on
specific instances of credit refusal or restriction without vio-
lating the confidence in which the information was obtained
from the borrower. The banker’s side of the problem, in so
far as specific communities are concerned, was quite ade-

1 “Experience Under the Undistributed Profits Tax,” Conference Board Bulletin,
October 13, 1937.
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quately presented by a number of industrial executives who
serve as directors of banking institutions. In their replies
these executives voluntarily presented the impressions they
had gained in their role of bank director. These comments,
however, are of little value for the purpose of offsetting what-
ever degree of bias enters into the results by reason of the
fact that only one party was canvassed. Those who essayed
the dual role of corporation executive and bank director uni-
formly wrote in general terms about the credit situation in
their communities and did not mention specific cases.
Perhaps the most satisfactory method of counterbalancing
the bias that results from obtaining the essential information
from the borrower only is to subject every case reporting
credit refusal or restriction to a very careful examination.
While it is probable that no perfect procedure exists, the
standard credit ratings afford a valuable check against the

corporation executive’s own estimate of the credit worthiness
of his concern.

(S SN S § COLL

Another important element in the situation is whether or
not the borrower required bank credit in its ordinary and con-
ventional uses. To regard every reported case of credit re-
fusal as valid, without further analysis of the period for which
funds were requested and the purpose for which they were
to be employed, would accentuate whatever bias is present.
For this reason, the analysis of the question whether bank
credit needs were involved, presented in Chapter ITI, is
among the most important sections of the entire study.

There is also a question as to which class of concern,
viewed from the standpoint of credit experience, replied more
readily to the questionnaire. On first thought one would
probably conclude that the concerns that had not experienced
any credit difficulty would reply more readily than those that
had been refused bank credit. Some of the executives of
companies in the latter class would doubtless be reluctant to
furnish any information in regard to credit refusals or restric-
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tions, particularly if in their own judgment the action of the
banks was warranted. On the other hand, dictation of a
reply to the questionnaire afforded those executives who felt
a deep-seated grievance against their banks an opportunity
to give vent to their resentment. This factor probably
counterbalanced the reticence of those in the other category.

There is another factor that doubtless tended to reduce the
number of replies received from concerns that had not had
any recent credit experience. Of the concerns in this cate-
gory that replied, a large number expressed regret that they
were unable to be of any assistance in the survey because
they had not been borrowers at banks for many years. It
may be assumed that other companies without recent experi-
ence as borrowers refrained from replying on the ground that
their replies would not contribute to the value of the survey.

The survey relates principally to the credit experiences of
manufacturing concerns. Of the total of 1,755 replies that
were tabulated, 1,574, or 909, were received from them.
There were 37 replies from extractive industries, 62 from com-
panies engaged in wholesale and retail trade, 8 from service con-
cerns, and 74 that were unclassifiable.! Railroad corporations
and public utilities were purposely excluded from the sample.

No less than 669 of the manufacturing concerns are classed
under metal working and machine manufacturing. Chem-
icals, paint and varnish ranked second with 187. Other man-
ufacturing groups with more than 100 returns include textiles
with 117, food with 113, and lumber, millwork and furniture
with 103. The number of returns received for the other clas-
sifications may be seen in Table 13.

Principan REsurts oF THE SURVEY

The most important finding of the survey is that over 919,
of the concerns reported either no bank credit experience or
no bank credit difficulty in recent years. Out of the 1,755

1 These replies were sent unsigned and in plain envelopes.
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returns tabulated, 448, or 25.59,, stated that they had
not had any credit experience with banks, and 1,153, or
65.79%, reported that they had not had any difficulty in ob-
taining sufficient bank credit to meet their legitimate business
requirements. As the question did not call for a careful dif-
ferentiation between non-borrowers and concerns experienc-
ing no difficulty, it is probable that a considerable number of
the concerns classed as having no difficulty were not depend-
ent on banks for any part of their working capital require-
ments. In the absence of any basis for classification other
than the replies to the first question, it will be assumed that
the replies classed under “no difficulty” were mainly from
concerns relying on banks for at least occasional credit accom-
modation. A total of 154 concerns, or 8.89 of those report-
ing, stated that bank credit had been refused to them or that
they had been granted credit accommodation in smaller

amounts than were necessary for the :qhq?qnh\rv conduct of
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their business operations. The returns for these 1.945 CcOncerns
will be analyzed in detail in the following chapter.

The fact that over 919} of the concerns reporting had no
bank credit experience, or had not experienced any credit
difficulty, becomes more significant when the characteristics

of the ppmnA to which the survev relates are taken into ac-
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count. The larger part of the period was characterized by
gradual business improvement, but the recovery was followed
by a very sharp recession. The Federal Reserve index of in-
dustrial production rose from 76 for 1933 (1923-1925 = 100)
to 110 for 1987. On a monthly basis,! the low point was 59
for March, 1933, and the highest level reached was 121 for
December, 1936. There was a decline during the recession
of 1937-1938 from 117 for August, 1937, to 76 for May, 1938.
The dual nature of the period covered by the survey should
enhance the value of the findings.?

1 Adjusted for seasonal variation.

2 The cases reporting bank credit refusal or restriction are considered by years
in which credit was refused or restricted in Chapter I1I1.
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The large number of concerns reporting no credit experi-
ence is in part a reflection of corporate policy. One of the
basic tenets of the financial policy of many corporations is
the attainment of the highest possible degree of independence
of banks and other financial institutions. To the extent that
these concerns maintain deposit balances with commercial
banks, they contribute to the supply of, rather than to the
demand for, bank credit funds. For concerns reporting no
credit difficulty, the record for recent years must be construed
as a reflection of sound financial management. The ability
to obtain all the bank credit desired during a period of busi-
ness recovery and also in a period of sharp recession implies
that the applying concern is managing its affairs with proper
regard for the vicissitudes of the business cycle. There are
few more justifiable bases for refusal of credit than overexpan-
sion of inventories during business recovery based on the

nptions of i‘lcreasmg rices and unending prosperity.
A notable fact disclosed by the survey is that a number of
concerns report d that the banks had voluntarily offered
them funds in excess of their current requirements, or had
offered lines of credit even though none had been requested.
In their replies, 108 concerns specifically reported that banks
had taken the initiative in offering credit accommodations.
As this subject was not covered in the questionnaire, it is
probable that the practice has been more prevalent than is
indicated by this figure. With a plethora of funds available
for employment and extremely low rates on United States
Government securities, one would expect that the banks
would desire every opportunity to increase the commercial
and industrial loans in their portfolios. Active solicitation
would seem to be a logical concomitant of the extreme ease
that has prevailed in the money markets in recent years.

THE BANK CREDIT PROBLEM
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Coxcer~s ReEPORTING, CLASSIFIED BY INDUSTRY AND
Bank CREDIT STATUS
The 1,755 returns that were tabulated are classified accord-
ing to industry and bank credit status in Table 13. One of
the purposes of this table is to differentiate between concerns
that reported no bank credit problem and those reporting
credit refusal or restriction.

TasLE 18: ConceErNs REPORTING, CLASSIFIED BY INDUSTRY
AND Bank CREDIT STATUS
Source: Tar CoNFERENCE Boarp, 1938 Bank Credit Survey

. Concerns
Concerns Reporting D N :
er;iggler Credig Pr::b%e’r\z:xo Bunk Rﬁ:gfo‘:;xlxg Concerns
Industry of Con- or Re- | Depend-
cerns No striction | &nton
Reporting| Total Experi- No of Bank | Banks!
ence | Difficulty | “Credit

Total................... 1,755 1,601 448 1,153 154 1,307
Metal working and machine

manufacturing. . .... ... 669 621 197 424 48 472

Paper and pulp.......... 76 68 15 53 8 61

Textiles................. 117 106 30 76 11 87

Food................... 113 107 22 85 6 91

Clothing. ............... 57 56 4 52 1 53
Chemicals, paint and var-

mish.................. 137 129 45 84 8 92
Lumber, millwork and fur-

niture. . ... ... 103 80 12 68 23 91

Leather. . AU 46 43 [ 37 3 40

Stone, clay ‘and glass ..... 88 T4 38 36 14 50

Rubber................. 22 19 4 15 3 18

Tobacco. ............... 12 12 4 8 8

Liquors and beverages. . .. 13 10 .. 10 3 13

Printing. .. ............. 30 30 3 27 .. 27
Miscellaneous manufactur-

ing........... ... 91 76 25 51 15 66

Extractive industries. . . .. 37 33 13 20 4 24

Trade.................. 62 59 13 46 3 49

Service................. 8 7 4 3 1 4

Unclassifiable............ 74 71 13 58 3 61

1 Concerns reporting no credit difficulty plus those reporting refusal or restriction of bank credit.

Concerns Reporting No Credit Expertence or No Credit Daif-
Sfieulty

The number of concerns in each industrial classification

that reported either no bank credit experience or no bank
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credit difficulty is shown in Table 13, and the ratios of con-
cerns in these categories to total concerns reporting are shown
in Table 14. Table 15 shows percentage distributions of the
number of concerns in each bank credit classification among
the several industries. The data in these tables show clearly

TasLe 14: Ratios or ConceErNs REPorTING NO BANK
CreEpiT ProOBLEM AND REFUSAL OR RESTRICTION OF
Baxk Crepit 10 TorarL NuMBER REPORTING

Source: TaE CoNFERENCE BoARD, 1938 Bank Credit Survey

Per Cent
. . Concerns Re-
Concerns Reporting No Bank Credit Problem porting Re-
Industry tusal or
) No No Restriction of
Total Experience Difficulty Bank Credit
Total.................... 91.2 25.5 65.7 8.8
Metal working and machine
manufacturing. ......... 92.8 29.4 63.4 7.2
Paper and pulp........... 89.5 19.7 69.7 10.5
Textiles. ................. 90.6 25.5 65.0 9.4
Food.................... 94.7 19.5 75.2 5.3
Clothing. ................ 98.2 7.0 91.2 1.8
Chemicals, paint and varnish 94.2 32.8 61.3 5.8
Lumber, millwork and furni-
ture................... T 11.7 66.0 22.3
Leather................ .. 93.5 13.0 80.4 6.5
Stone, clay and glass. .. ... 84.1 43.2 40.9 15.9
Rubber.................. 86.4 18.2 68.2 13.6
Tobacco. . ............... 100.0 33.3 66.7
Liquors and beverages. . . .. 76.9 .. 76.9 23.1
Printing......... . ... .. 100.0 10.0 90.0
Miscellaneous manufactur-
ng.................... 83.5 27.5 56.0 16.5
Extractive industries. . . ... 89.2 35.1 54.1 10.8
Trade.,................. 95.2 21.0 T4.2 4.8
Service. .. ............... 87.5 50.0 37.5 12.5
Unclassifiable. . ........ ... 95.9 17.6 78.4 4.1

that the concerns reporting no credit experience and no credit
difficulty were not concentrated in certain industrial groups.

None of the 12 tobacco manufacturing concerns or of the
30 printing firms reported any bank credit problems. Other
industrial groups for which the ratio of concerns reporting no
bank credit problem was higher than the figure of 91.29, the
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ratio for all groups combined, include (1) clothing, (2) trade,
(8) chemicals, paint and varnish, (4) food, (5) leather, (6)
metal working and machine manufacturing and (7) the un-
classifiable group.

The 13 liquor and beverage concerns reporting uniformly

Tasre 15: DistriBuTiON BY INDUSTRY OF TorTAaL NUMBER
or CoNcERNS REPORTING AND OF CONCERNS REPORTING
No Crepir Experiznce, No Crepit DIFFICULTY AND
CrepiT REFUsaL or RESTRICTION

Source: Tue ConrERENCE Boarp, 1938 Bank Credit Survey

Per Cent
Concerns
Te e ing No Bank i
Number | TR e B Beporting
Industry of Restriction
Concerns No Expe- | No Difli- | of Bank
Reporting Total rience culty Credit
Total...................... 100.0 100.0 100.0 100.0 100.0
Metal working and machine
manufacturing. . ... ... ... 38.1 38.8 44.0 36.8 31.2
Paperand pulp............. 4.3 4.2 3.3 4.6 5.2
Textiles.................... 6.7 6.6 6.7 6.6 7.1
Food.............. L. 6.4 6.7 4.9 7.4 3.9
Clothing................... 3.2 3.5 0.9 4.5 0.6
Chemicals, paint and varnish. 7.8 8.1 10.0 7.3 5.2
Lumber, millwork and furni-
ture. . ... ... L 5.9 5.0 .7 5.9 14.9
Leather. ................... 2.6 2.7 1.3 3.2 1.9
Stone, clay and glass. ....... 5.0 4.6 8.5 3.1 9.1
Rubber.................... 1.3 1.2 0.9 1.3 1.9
Tobacco. .................. 0.7 0.7 0.9 0.7 .
Liquors and beverages. ...... 0.7 0.6 .. 0.9 1.9
Printing. .................. 1.7 1.9 0.7 2.3 ..
Miscellaneous manufacturing . 5.2 4.7 5.6 4.4 9.7
Extractive industries. . .. .. .. 2.1 2.1 2.9 1.7 2.6
Trade..................... 3.5 3.7 2.9 4.0 1.9
Service. .. ................. 0.5 0.4 0.9 0.3 0.6
Unclassifiable.. . ............ 4.2 4.4 2.9 5.0 1.9

stated that they had had credit experience in recent years.
At the other extreme, one-half of the service concerns and
439, of those engaged in the manufacture of stone, clay and
glass products reported that they had not had any bank credit
experience. For all groups combined the ratio was 25.5%.
Clothing and printing ranked first and second in the pro-
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portion of concerns reporting no bank credit difficulty with
ratios of 91.29; and 909, respectively. At the other extreme,
only 3 of the 8 service concerns reported no credit difficulty,
while the stone, clay and glass group showed the compara-

tively low ratio of 40.9%,. For all groups combined the ratio
was 65.79.

Concerns Reporting Credit Refusal or Restriction

The 154 concerns reporting credit refusal or restriction in-
clude at least one concern in each industrial group, with the
exception of tobacco manufactures and printing. Lumber,
millwork and furniture was the only group for which a large
number of replies was received that showed a ratio of refusals
or restrictions in excess of 209;. The ratio for this group was
22.39. A slightly larger proportion of refusals or restrictions
was reported by the liquor and beverage group, but only 13
returns were received. Miscellaneous manufacturing, with
16.59,, ranked next to lumber, millwork and furmture, and
was followed by stone, clay, and glass with 15. 99,. The
largest number of refusals or restrictions for any group was
48, for metal working and machine manufacturing industries,
but the ratio for this group was only 7.29.

There is little reason to believe that bank credit refusals or
restrictions are a characteristic of the industry in which the
concerns are engaged. As will be shown later, the size of the
concern is a more important factor. Two groups, however,
appear to be partial exceptions to this statement. The lum-
ber, millwork and furniture, and the stone, clay and glass
groups, which show high ratios of refusals or restrictions, were
affected by the lag in the construction industry in the period
of recovery from 1933 to 1937.
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CoxcerNs REporTiNG, CLASSIFIED BY FEDERAL
Reserve DistrICT

The five Federal Reserve districts—Boston, New York,
Philadelphia, Cleveland and Chicago—in which industrial
production is concentrated, accounted for 1,834 returns, or
769, of the total.! The Chicago Federal Reserve district
ranked first in the number of returns with 897, the New York
district second with 332, and the Cleveland district third with
258. The number of returns received from each of the other
Federal Reserve districts is shown in Table 16.

Tasure 16: ConNcerNs Rreporring, CrassiFiep BY CREDIT
StaTUs AND FEDERAL RESERVE DIisTRICT

Source: Tar ConrerexcE Boarp, 1938 Bank Credit Survey

Total . . Concerns Reporting
cerns Repor

Numher | o | s Diheriy ™| Refusal or

Federal Reserve District Con—
cerns Per Cent Per Cent Per Cent
Re- Number of Number of Number of

porting Total Total Total
Total. ............. 1,755 448 25.5 1,153 65.7 154 8.8
Boston............ 231 63 27.3 151 65.4 17 7.4
New York......... 332 | 108 32.5 197 | 59.3 27 8.1
Philadelphia........ 116 30 25.9 73 62.9 13 11.2
Cleveland.......... 258 74 28.7 159 | 61.6 25 9.7
Rlchmond .......... 73 22 30.1 43 58.9 8 11.0
Atlanta............ 45 8 17.8 33 78.3 4 8.9
Chicago............ 397 94 23.7 272 | 685 31 7.8
St. Louis........... 92 20 21.7 62 67.4 10 10.9
Minneapolis........ 47 7 14.9 36 | 76.6 4 8.5
Kansas City........ 45 4 8.9 35 78 6 13.3
Dallas............. 15 3 20.0 11| 733 1 6.7
San Francisco. ... ..| 104 15 14.4 81| 7.9 8 7.7

Concerns Reporting No Credit Experience or No Credit Dif-
Sreulty
Table 16 shows the number of concerns in each Federal
Reserve district that reported no credit experience and no
credit difficulty, together with the ratios of concerns in these

! The 74 returns that could not be classified by industry were classified by Federal
Reserve district according to the postmarks on the envelopes.



60 THE AVAILABILITY OF BANK CREDIT

classifications to the total number of concerns reporting.
The New York Federal Reserve district ranked first in con-
cerns with no bank credit experience with 108, or 32.59, of
all concerns reporting. This proportion was the highest for
any district. The Richmond and Cleveland districts ranked
second and third, with 30.19;, and 28.79}, respectively. At
the other extreme, only 8.99; of the concerns reporting from
the Kansas City district stated they had had no credit experi-
ence. The concerns in each district that reported no bank
credit experience are shown by industry in Table 17.

The proportion of concerns reporting no bank credit diffi-
culty ranged from a maximum of almost 789, for the Kansas
City and San Francisco Federal Reserve districts to a mini-
mum of approximately 599 for the New York and Richmond
districts. It is of interest to observe the relatively small
variations in the ratios for the several Federal Reserve dis-
tricts from the combined ratio for all districts. The concerns
in each district that reported no bank credit difficulty are

1P Mauiln CIC

shown by industry in Table 18.

Concerns Reporting Credit Refusal or Restriction

In the Kansas City district, 13.39, of the concerns report-
ing stated that they had been refused bank credit or that
their needs had not been fully met. The Philadelphia dis-
trict ranked next with 11.29, followed by the Richmond
district with 119;. "Three other districts, Cleveland, At-
lanta and St. Louis show higher ratios of credit refusals or
restrictions than that of 8.89 for all districts combined. At
the other extreme, the ratio for the Dallas district was only
6.79. A distribution by industries of the concerns in each
district that reported credit refusal or restriction is shown in
Table 19.

The ratios for the several districts are influenced by the
industrial classification of the concerns reporting. For ex-
ample, 9 of the 45 concerns reporting from the Atlanta dis-

TasrLe 17: Concerns RerortiNg No Bank CrepiT ExpERIENCE, CLASSIFIED BY INDUSTRY AND

FeperarL ResErvE DIisTRICT
Source: Tue CONFERENCE Boarp, 1938 Bank Credit Survey
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trict are in the lumber, millwork and furniture group, and
3 of these concerns reported credit refusal or restriction. This
group, as has been pointed out, showed next to the largest
proportion of refusals or restrictions among the several indus-
trial groups.

CoxceErns REPORTING, CLASSIFIED ACCORDING TO
CariTarL EMPLOYED

The amount of capital employed is probably the most sat-
isfactory indicator of size of concern for the study of any
credit problem. It is universally recognized that there is a
very definite, although not precisely definable, relationship
between capital and credit. This principle is well illustrated
by the practice of various rating services, which require a
certain minimum capital before they will consider giving a
firm the highest credit rating.

Of the total concerns for which returns were tabulated,
226, or 12.99,, were classified as very small concerns, having
total capital of $50,000 or less. There were 685 returns from
concerns with capital of more than $50,000 and not over
$500,000, and 138 from companies with capital of $500,000
to $1 million. These two groups accounted for 399, and
7.99,, respectively, of all returns. There were 631 returns
from corporations with capital of over $1 million. This group
accounted for 369, of all returns.!

Concerns Reporting No Credit Experience or No Credit Dif-
Sfieulty
Table 20 shows the number of concerns in each capital
classification reporting no credit experience. Table 21 shows
a percentage distribution of the concerns reporting no credit
experience according to size class, and also the ratio of con-
cerns reporting no credit experience to total number in each

1 With a few exceptions, the capital ratings used were taken from the “Reference
Book of Dun & Bradstreet,” for September, 1938.
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size group. Similar information for companies reporting no
credit difficulty will be found in the same tables.

A very high proportion of the large concerns, having capital
of over $1 million, reported either no experience or no diffi-
culty in obtaining bank credit. The proportion for both
groups combined was 97.89,. Firms with capital of more
than 81 million accounted for 41.79} of all companies report-

TaBLE 20: NuMBER oF CoNCERNS REPORTING, CLASSIFIED
BY AMOUNT 0F CAPITAL EMPLOYED AND CREDIT STATUS
Source: Tae ConNrFrrRENCE Boarp, 1938 Bank Credit Survey

Ratio of
Total |Concerns Reporting No Bank| Concerns I%:nocftri’?jg
Number Credit Problem Reporting | Con- Retusal or
N t of Canital of Con- Retusal or | _CeTDS Restriction
Amount of Capita cerns Restriction | Depend- of Bank
Report- of Bank | ent on Credit to
ing Total No Ex- | No Dif- Credit Bankst Concerns
otal | herience ficulty Dependent
on Banks
Total.. ... ... ..., 1,755 | 1,601 448 1,153 154 1,307 11.8%,
Very Small
$50,000 and under. . 226 177 64 113 49 162 30.29,
Small /
$50,001-$500,000.. . . 635 609 153 456 76 532 14.39%,
Medium
$500,001-$1,000,000. 138 127 31 96 11 107 10.3%,
Large
. Oyer $1,_0‘00,000.‘ L. 631 617 187 430 14 444 3.29%
Unclassifiable. .. ... ... 75 i1 13 58 4 62 6.57,

t Concerns reporting no difficulty plus those reporting refusal or restriction of bank credit.

ing no credit experience and 37.39, of concerns reporting no
credit difficulty. Both these figures exceed the numerical
ratio of firms in this size class to the total concerns reporting.
In other words, refusals or restrictions of bank credit were

less prevalent among the large concerns than among those
with smaller capital.

Concerns Reporting Credit Refusal or Restriction
Credit refusals and restrictions reported were largely con-
fined to the two groups classed as small and very small, that
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is, to concerns with capital of $500,000 or less. The data in
Tables 20 and 21 provide the basis for several interesting
comparisons, which will indicate the extent of the concentra-
tion of refusals or restrictions among smaller concerns. The

TasLE 21: PErcENTAGE DistriBUTION OF CONCERNS
Rerorring, CrassIFIED BY AMOUNT OoF CAPITAL
EmpPLOYED AND CREDIT STATUS
Source: Tae CoNrFERENCE Boarp, 1938 Bank Credit Survey

Concerns
Total ncerns Reporting 2 ing
Number Conee CredifProb%e:io Banlk I%:lératl“;&r D(i;ng;edr:st
Amount of Capital of Restriction on
Concerns No Ex-| No Dif- | of Bank | Bankst
Reporting | Total perience |  ficulty Credit
Distribution by Amount of Capital Employed
Total................. 100.0 100.0 | 100.0 100.0 100.0 100.0
Very Small
$50,000 and under.. 12.9 11.1 14.3 9.8 31.8 12.4
Small
$50,001-8500,000. . . 39.0 38.0 34.2 39.5 49.4 407
Medium
$500,001-$1,000,000 7.9 7.9 6.9 8.3 7.1 8.2
Large
Over $1,000,000... . 36.0 38.5 41.7 37.3 9.1 34.0
Unclassifiable.. .. .. .. 4.3 4.4 2.9 5.0 2.6 4.7
Distribution by Credit Status
Total................. 100.0 91.2 25.5 65.7 8.8 74.5
Very Small
$50,000 and under..| 100.0 78.3 28.3 50.0 21.7 T
Small
$50,001-%500,000.. .{ 100.0 88.9 22.3 66.6 11.0 ma
Medium
$500,001-81,000,000, 100.0 92.0 22.5 69.6 8.0 7.5
Large
Over $1,000,000....[ 100.0 97.8 29.6 68.1 2.2 70.4
Unclassifiable. . . ... .. 100.0 94.7 17.3 77.3 5.3 82.7

1 Concerns reporting no difficulty plus those reporting refusal or restriction of bank credit.

small and very small concerns together accounted for 81.29
of all credit refusals or restrictions, but for only 51.99, of the
number of concerns reporting. Of the small and very small
concerns, 1197 and 21.79, respectively, reported bank credit
refusal or restriction. The ratio for all groups combined was

THE BANK CREDIT PROBLEM 67

8.89%. Of the concerns in these groups that were dependent
on banks, 14.39, of those classed as small and 0.2, of those
classed as very small reported credit refusal or restriction.
The ratio for all groups combined was 11.87,.

At the other extreme, firms with capital of more than $1
million accounted for only 9.19, of the concerns reporting
credit refusal or restriction, as compared with 869 of all con-

cerns reporting. Only 2.29, of the concerns in this group
experienced refusals or restrictions.

ConNceERNS REPORTING, CLASSIFIED ACCORDING TO NUMBER
oF EMPLOYEES

A classification of the concerns reporting according to the
number of employees will serve to complement the classifica-
tion by capital employed. The basis for the classification is
information furnished by the industrial executives that re-
plied to the questionnaire. The normal employment total
during the period between January 1, 19385 and June 30, 1937
was requested. This period was chosen because it provides a
more representative basis for classification than August, 1938.
Information in regard to the number of employees was not
furnished by 528 firms, or approximately 309, of all concerns
reporting, but this fact does not detract from the conclusions
suggested by the data.

Concerns Reporting No Credit Experience or No Credit Dif-
Sfieulty

The number of firms in each size group that reported no
bank credit experience or no credit difficulty is shown in
Table 22, while Table 23 shows the percentage distribution
of concerns in these categories by size classes, together with
ratios to total concerns in each size group. The number of
concerns with 250 or fewer employees reporting no bank
credit problem was proportionately less than the ratio of the
number in the group to total concerns reporting.
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The data in the lower half of Table 23 are particularly sug-
gestive. Only 76.69, of the concerns with 20 or fewer em-
ployees reported that they had not had any bank credit prob-
lem. Tor the next group, 21 to 50 employees, the proportion
was 87.99,. At the other extreme, 118 of the 119 concerns

with more than 2,500 employees reported the absence of any
bank credit problem.

Tasre 22: ConceErNs REPORTING, CLASSIFIED BY NUMBER
oF EMpPLOYEES AND Baxk CrEDIT STATUS
Source: Tar Conrerence Boarp, 1938 Bank Credit Survey

Ratio of
Concerns Reporting No Bank
Total Credit Problem Concerns Con-

Nm{)ber Reporting

Concerns Re-

porting Credit
cerns Refusal or

Number of Employees of Con- Retusal or Depend-| Restriction to

cerns Restriction | "ot on Conecerns
Report- No Ex- | No Dif-| of Bank | gynpa Reporting
ng Total perience | ficulty Credit Dependence
on Banks
Total.................. 1,755 | 1,601 448 1,153 154 1,307 11.8%,
Very Small
20 and under. .. .. .. 128 98 35 63 30 93 32.39,
21-50. ... .. ... .. 206 181 47 134 25 159 15.79%,
51-100............. 189 167 37 130 22 152 1459,
Small
101-250............ 203 182 36 146 21 167 14.39,
Medium
251-500............ 142 135 26 109 7 116 6.09,
Large
501-1,000.......... 136 132 26 106 4 110 3.6%,
Very Large
1,001-2,500. .. ..... 104 103 20 83 1 84 1.29%
2,501 and over...... 119 118 28 90 1 91 1.19%
Unclassifiable... ... ... 528 485 | 193 292 43 335 12.89,

t Concerns reporting no credit difficulty plus those reporting refusal or restriction of bank credit.

Concerns Reporting Credit Refusal or Restriction

The data in Tables 22 and 23 reinforce the principal con-
clusion reached as a result of the analysis of the returns on
the basis of the amount of capital employed. The classifica-
tion on the basis of number of employees clearly indicates
that bank credit refusals or restrictions are almost entirely
confined to concerns classed as small and very small. Of the
111 cases of credit refusal or restriction that could be classi-

TABLE 23: PERCENTAGE DISTRIBUTION oF CONCERNS
RErPoRTING, CLASSIFIED BY NUMBER OF
EvrrLoyEESs AND CREDIT STATUS
Source: THE CoNFERENCE BoARD, 1938 Bank Credit Survey

. Concerns
Total erns Reporting 2 8 : ~
Number Cone Credig%rob%eza Banls EZR:’;EI:E ég)neieééﬁt
Number of Employees of Restriction on
Concerns No Ex- | No Diffi- | of Bank | Bankst
Reporting | Total perience culty Credit
Distribution by Number of Employees
Total................. 100.0 100.0 | 100.0 100.0 100.0 100.0
Very Small
20 and under. ..... 7.3 6.1 7.8 5.5 19.5 7.1
21-50............. 11.7 11.3 10.5 11.6 16.2 12.2
51-100............ 10.8 10.4 8.3 11.3 14.8 11.6
Small
101-250........... 11.6 114 8.0 12.7 13.6 12.8
Medium
251-500........... 8.1 8.4 5.8 9.5 4.5 8.9
Large
501-1,600......... T 8.2 5.8 9.2 2.6 8.4
Very Large
,001-2,500........ 5.5 6.4 4.5 7.2 0.6 6.4
2,501 and over..... 6.8 7.4 6.3 7.8 0.6 7.0
Unclassifiable. . ... ... 30.1 303 | 43.1 25.3 27.9 25.6
Distribution by Credit Status
Total......vveee..... 1000 | ore| 255 | 657 8.8 | 745
Very Small
20 and under...... 100.0 76.6 27.3 49.2 23.4 72.7
21-50............. 100.0 87.9 22.8 65.0 12.1 77.2
51-100............ 100.0 88.4 19.6 68.8 11.6 80.4
Small
101-250........... 100.0 89.7 177 71.9 10.3 82.3
Medium
251-500........... 100.0 95.1 18.3 76.8 4.9 81.7
Large
501-1,000......... 100.0 97.1 19.1 7.9 2.9 80.9
Very Large
1,001-2,500. .. .... 100.0 99.0 19.2 79.8 1.0 80.8
2,501 and over.. ... 100.0 99.2 28.5 75.6 0.8 76.5
Unclassifiable.. ... ... 100.0 91.7 36.6 55.3 8.1 63.4

* Concerns reporting no credit difficulty plus those reporting refusal or restriction of bank credit.
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fied according to the number of employees, only 13 were re-
ported by concerns with more than 250 employees.

Concerns with 20 or fewer employees accounted for more
than one-fourth of all credit refusals or restrictions that could
be classified according to the number of employees and almost
one-fourth of these extremely small concerns reported credit
refusal or restriction. Credit difficulties were relatively al-
most twice as numerous for this group as for the next larger
group, consisting of firms with 21 to 50 employees. The
marked difference between the ratio of refusals or restrictions
to total concerns reporting for the group with 251 to 500 em-
ployees and the comparable ratio for concerns with 501 to
1,000 employees should also be noted.

TMPORTANCE OF THE SMALL ENTERPRISE

The conventional opinion is that our industrial system is
distinguished for its organization under the control of large,
highly integrated units, which utilize mass production meth-
ods and employ thousands of workers. Large-scale operations
and efficiency in manufacturing have come to be regarded as
almost synonymous by the public, with the result that the
average person is inclined to regard the small enterprise as a
high-cost and relatively inefficient concern.

In this section attention will be directed principally to
three questions. What proportion of industrial wage earners
are employed by small concerns? Is the small firm responsi-
ble for a substantial part of the output of industry? Are the
small concerns relatively unprofitable and, therefore, com-
paratively poor credit risks?

Some of the most significant characteristics of manufac-
turing industry are shown in Table 24. In 1935 almost 929,
of all manufacturing establishments in the United States had
100 or fewer employees. These establishments'accounted for
only about 299, of industrial employment, as measured by
the number of wage earners. It is interesting to observe that
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in the period of more than a quarter of a century covered by
Table 24 there was no important change in the ratio of firms
employing not more than 100 wage earners to total manu-
facturing concerns. Over a period of years, however, there
was a gradual decline in the proportion of industrial employ-
ment attributable to this group.

Firms employing more than 500 wage earners represented

TABLE 24: PERCENTAGE DISTRIBUTION OF MANUFACTURING
EstaBrisumMeNTs, CLASSIFIED AS TO SIZE BY
NumseEr oF WaGE EARNERS, 1909-1935
Source: United States Bureau of the Census

N“%ff%giﬂﬁ;%ﬁﬁ‘m 1909 1914 1919 1921 1922 | 1929 | 1933 | 1935
By Number of Establishments in Size Class
20 and under........ 73.0 73.2 748 5.5 72.4 74.2] 71.8 | 73.1
Q1t050. .. ......... 13.4 12.9 11.7 12.2 12.8 11.9] 13.1 | 12.5
51t0100........... 6.3 6.3 5.8 5.6 6.3 59 65| 6.2
101 to 500. . ... ... 6.3 6.6 58 7.1 671 781 6.9
501 to 2,500......... } 5 , { 1.2] 1.2 1.2
2,501 and over. . . [ 10 12 1.3 0.9 L4 19 01 01 01
By Number of Wage Earners in Size Class
20 and under........ 12.5 11.4 9.5 11.7 9.4 9.8} 10.0 | 95
21to50............ 11.8 10.7 9.1 11.2 9.3 9.2 99| 92
51t0100........... 12.1 11.5 9.8 11.3 10.1 10.1} 10.9 | 10.2
101t0 500, . ........ 34.9 34.7 31.5 33.7 33.2 33.1| 85.1 | 33.2
501 to 2,500.........|Lgg ¢ 31.6 40.0 39.1 [26.3] 25.1 | 25.8
2,501 and over. ... ... | - ' : : 8.1 19115 9.0 | 121

1 The groupings used in Tables 22 and 23 could not be followed in this table, for the reason that the data
for some years were not compiled on the basis of more detailed classes.

only 1:3% of all manufacturing establishments in 1935, but
they were responsible for almost 389} of industrial employ-
ment. Inthe same year firms employing more than 100 wage
earners but not over 500 accounted for about 79} of all manu-
facturing establishments and approximately one-third of the
total number of wage earners.

The data in Table 25 indicate that there is considerable
variation among industries in the proportion of wage earners
accounted for by the small concerns. These data have not
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Wace EARNERS AND BY INDUSTRY Groups, 1929

Source: United States Bureau of the Census, Census of Manufactures

been compiled for any year later than 1929, but it is probable
30 Wage Earners 51 to 100 101 to 250 that the changes since 1929 have been relatively small. The
and Und Wage Earners Wage £ . . . :
Tndustry Group Total i e e minor changes in Table 24 afford at least a partial reason for
Per Cent Per Cent Per Cent . ) . . . .
Number | of Potal | Number | oppgial | Number | o fp o0 accepting the 1929 ratios for particular industries as more or
. ess typical for the recent period.
Number of Establishments 1 p. ¢ . ey p . . . ) ey
: : In printing, publishing and allied industries, concerns with
All industries. . ........ ... ... 210,959 181,73¢ 86.1 12,467 5.9 10,195 4.8 . 507 of all waoe
not over 50 wage earners accounted for 46.57, of a wage
Food and kindred products. .. . 56,320 53,803 | 95.5 1,353 2.4 843 1.5 , . o rms engaced in the
Textiles and their products....| 27,404 | 21,090 | 77.0 | 2.602| 0. 2,255 | 8.2 carners. The comparable proportion of fi gag
Forest products.. .. ..... ... .. 26,912 23,238 86.3 1,739 6.5 1,330 4.9
. . 05 9 5 517 3.5 70 5 9 TTT S\ B T
%;‘giﬁn‘i? dpzﬁf;ﬁ;l}f,fgd.:ﬁs Vedl P18 L9S3) 625 SIT) 165 4191 153 TABLE 26: PERCENTAGE DISTRIBUTION OF MANUFACTURING
industries. . . ... . 27,522 | 26,300 | 95.6 661| 2.4 392 | 1.4 EstaBrisaveNnTs, CLASSIFIED ACCORDING
Chemicals and allied products. . 8,278 7,272 878 533 6.4 299 3.6 TO VALUE OF Propucts, 1929
Products of petroleum and coal. 1,497 1,070 715 1581 10.6 151 10.1 . .
Rubber products.......... ... 525 2921 55.6 651 12.4 661 12.6 Source: United States Bureau of the Census
Leather and its manufactures. . 4,277 2,985 69.8 5051 11.8 4821 11.8 - - - Vaie Adiod e
Stone, clay and glass products. . 8,514 7,050 | 82.8 686 8.1 540 6.3 Eafx\i)xﬁf)}?;gr[lts A?@;iz, j%ﬁiﬁer Value of Products Moitaetuely
Iron and steel and their prod- Value of Products —
ucts, not including machinery 6,640 4,361} 65.7 7331 11.0 8171 12.3 In Thousands Per In per | Millions |5 | Millions |
Nonferrous metals and products 7,522 6,511 | 86.6 450 6.0 305 4.1 Number | 550 E‘lﬁi‘; Cent Do‘l)ifars Cent | polars | Cent
Machinery, not including trans-
portation equipment. ... . ... 12,955 9,734 751 1,288 9.9 1,097 8.3 Total........... .. 210,959 | 100.0 | 8,839 | 100.0 | 70,435 | 100.0 | 31,885 | 100.0
Transportation equipment, air,
land and water............ 2,550 1,751 68.7 212 8.3 222 8.7 Very Small
Railroad repair shops......... 2,297 1,140 | 49.6 305 | 18.3 421 18.3 Under $20. . ... 69,423 | 32.9 203 2.3 771 1.1 479 1.5
Miscellaneous industries. . . . . . 14,620 13,189 | 90.2 660 4.5 496 3.4 $20-$100......1 75,225 35.7 693 7.8 3,588 5.1 2,084 6.5
Small .
Number of Wage Earners $100-8250. ... . 28,704 13.6 77 8.8 4,568 6.5 2,%16 72
- $250-8500. ... . 15,449 7.3 894, 10.1 5,456 T 2,759 3.7
All industries. ............ ... 8,838,743 | 1,689,907 19.1 891,671 10.1 1,589,040 18.0 Medium )
. $500-$1,000. .. 10,395 4.9 11,122 | 127 | 7,295 104§ 38,541} 111
Food and kindred products. .. . 753,247 | 323,945 | 43.0 96,017 12.7 128,105 { 17.0 Large -
Textiles and their products. . . .| 1,707,798 | 289840 | 17.0 |187.510| 11.0 353,526 | 20.7 $1,000-85,000..| 9,909 | 47 | 2706 | 80.6 | 19,963 | 28.3 | 9,427 | 29.6
Forest products. . .......... .. 876,383 | 256,009 | 29.2 |124,505| 14.2 206,903 | 23.6 Very Large
Paper and allied products. . . .. 233,393 38,426 | 16.5 37,2071 15.9 75,462 | 32.3 85,000 and over| 1,854 0.9 | 2,442 | 27.6 | 28,794 40.9 | 1L,179 | 35.1
Printing, publishing and allied
industries. . .......... .. ... 357,988 166,526 46.5 46,069 | 12.9 59,367 16.6 ! I
Chemicals and allied products. .| 280,368 71,386 | 25.4 37,238 | 13.3 45,963 | 16.4 1 g indr s 439,. For both
’ ’ ’ 4 d S Was 4o /p. J
Products of petroleum and coal.| 147,216 14,178 9.6 10,720 7.3 23,927 | 16.¢ pI‘OdUCthH of food and kln_dled produ?’c © /0 L
Rubber products............. 149,148 4,130 28 4,882 3.3 9,988 | 6.7 these groups, concerns with 100 or fewer wage earners ac-
Leather and its manufactures.. . 318,415 41,628 13.1 36,631 11.5 75,125 | 23.6 > ) ; s . sty
Stone, clay and glass products. .| 328417 | 76,130 | 23.2 | 49190 | 15.0 83,610 | 25.5 counted for more than one-half of the total for the md.L ol
Iron and steel and their prod- . At the other extreme, concerns in the rubber products indus-
ucts, not including machinery| 880,882 58,969 6.7 54,193 6.2 130,967 | 14.9 . . df v
Nonferrous metals and products 314,741 65,473 | 20.8 31,362 | 10.0 47,044 1 14.9 try employmg 50 or fewer wage earners accounte or onlty
Machinery, not including trans- 0 Q07 . . ; strv. firms with
portation equipment....... .| 1,091,260 | 127,868 | 11.7 | 91,477| 8.4 169,418 | 15.5 2.89, of total employment. In the same indust y. firms Wit
Transportation equipment, air, 100 or fewer wage earners accounted for only 6.19; of em-
land and water...... ... ... 588,355 24,650 4.2 15,201 2.6 35,664 6.1 lov
Railroad repair shops......... 398,156 21,443 5.4 22,615 5.7 67,284 | 16.9 ployment.
Miscellaneous industries . . . . . . 417,467 | 109,216 | 26.2 46,854 | 11.2 76,687 | 18.4

Value of products and value added by manufacture afford
72
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additional bases for classifying manufacturing concerns ac-
cording to size. As in the preceding tabulation, the data are
not available for any year later than 1929. Establishments
manufacturing products with a value of $100,000 or less
accounted for about 699 of all manufacturing concerns in
1929, approximately 109, of all wage earners, over 69, of the
total value of manufactured products, and 89 of total value
added by manufacture. If all concerns with an annual prod-
uct of $500,000 or less are regarded as small, the small estab-
lishments accounted for about 899, of all manufacturing con-
cerns, 299, of the wage earners, roughly 209, of the total
value of manufactured products, and over 249, of value
added by manufacture.

It is popularly believed that large-scale enterprise is gen-
erally more profitable than small and medium-sized enter-
prises. The data for all manufacturing corporations in Table
27 show that in 1933 and 1934, the combined operations of
all manufacturing corporations with assets of less than
$100,000 resulted in a deficit, while all corporations submit-
ting balance sheets showed a profit of 1.29, for 1933 and
3.7% for 1934. For 1935, the combined data for manufac-
turing corporations with assets of less than $50,000 indicate
a deficit, while all manufacturing corporations combined
showed a profit of 6.67,. Further examination of the data in
Table 27 shows that, of the corporations reporting a net in-
come, the relatively small firms showed the largest rate of
profit. Similarly, of the corporations that reported deficits,
the relatively small ones showed the highest ratio of deficits
to net worth. The principal conclusion to be derived from
Table 27 is that the smaller manufacturing corporations show
a wider variation in the ratio of profit or loss to net worth
than the larger corporations, at least under the conditions
prevailing from 1933 to 1935.

The data in this section definitely indicate that large enter-
prise plays a more important role in American industry than

TaBLE 27: Ratio or CompriLeEDp NET ProrIiT OR DEFICIT TO
NeT WorTtH oF MANUFACTURING CORPORATIONS
BY S1zE or Toran Assers, 1933-1935

Source: Treasury Department, Bureau of Internal Revenue, Annual Reports on
Statistics of Income

Per Cent
Asset Clas: )
(In Thousand Dollars) 1933 1934 1935
All Corporations

Under50............... —20.9 —138.8 —11.1
50-100.. ... ... — 5.6 — 1.5 0.7
100-250. .. .............. — 2.4 0.8 2.9
250-500. . ........ ... ... 0.3 2.5 %.8
500-1,000............... 1.0 3.2 0.9
1,000-5,000.............. 1.4 3.8 6.7
5,000-10,000............. 2.3 4.8 ‘7.(')
10,000-50,000............ 1.7 4.1 7.5
50,000 and over.......... 1.7 4.4 7.4

Total................. 1.2 3.7 6.6

Reporting Net Income

Under 50................ 10.2 12.8 }??
50-100.. ... ... ... ... 9.1 11.0 ii.6
;%—950 ................. 9.5 10.9 11.9
250-500. . ..., .. ... ..., 9.6 11.1 12.1
500-1,000. . ............. 9.9 11.2 19.9
1,000-5,000.............. 8.8: 9.9 11.7
5,000-10,000............. 9.5 10.4 11.7
10,000-50,000............ 8.5 8.9 11.4
50,000 and over.......... 4.9 8.4 10.0

Total. ................ 7.0 9.4 11.0

Corporations Reporting No Net Income

Under50................ —36.7 —36.3 —35.':/'
50-100........... ... ... —15.8 —15.2 —14.3
100-250. . ............... —12.2 —-11.7 —12.0
250-500................. — 8.7 — 9.9‘ —_ 8?
500-1,000. . ............. — 8.4 — 8.6 —_ §%
1,000-5,000.............. — 7.Q — 6.2 - i;
5,000-10,000............. — 5.6 — 4.8 -5 g
10,000-50,000............ — 6.3 — 4.1 — 92
50,000 and over.......... - 2.3 — 0.7

Total................. — 5.5 — 4.5 — 4.3

s Less than 0.05%,.
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does the small concern. Viewed from the standpoint of em-
ployment, value of product, and value added by manufac-
ture, however, the contribution of the small enterprise is sub-
stantial. It is impossible, of course, to measure the impor-
tance of small enterprise solely by ratios of the type that have
been presented. The existence of thousands of small concerns
assumes added significance when weight is given to freedom
of enterprise as a basic tenet or guiding principle in our eco-
nomic system.

Although bank credit refusals or restrictions have been con-
fined almost entirely to small concerns, there is no reason to
believe that the basis for credit refusal or restriction is found
solely, or even principally, in the size of the concern. To the
extent that the size of the capital is a limiting factor in the
granting of credit, however, size does play a determining role.
In addition, it should be pointed out that in a dynamic
economy the small concerns include some that are expanding
and are definitely on the up-grade, others that are relatively

onm ot SITO

constant in size, and others that have deteriorated over a
period of years. The inclusion in the sample of companies
in the latter category tends to increase the proportion of
credit refusals or restrictions reported by the small concerns.

Finally, it must be emphasized that the analysis in this
chapter has been largely quantitative. A great deal of sig-
nificance should not be attached to the ratio of bank credit
refusals or restrictions to total concerns reporting that has
beendeveloped, without first subjecting the returns of the con-
cerns reporting credit refusal or restriction to more careful
analysis. Such an examination will be found in Chapter II1.

AVAILABILITY OF BANK CREDIT T0 CUSTOMERS OR DEALERS

A small number of concerns voluntarily referred to the
credit problems of their customers or dealers. In several cases
the information furnished was unusually comprehensive. Of
the eleven concerns that referred to the credit facilities avail-
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able to their customers or dealers, three either commended
the credit facilities the banks were supplying or commented
favorably on the increases in bank credit that had been made
available for distribution purposes. One firm doing a nation-
wide business noted an expansion of almost $10 million in the
amount of credit made available to its distributors during
1937 and 1938. This increase was construed as indicating a
greater interest in distribution credits on the part of com-
mercial bankers. The same concern observed that the atti-
tude of bankers toward such credits is decidedly uneven. An-
other concern commended its bank for having installed a
time-sales division and the service it was providing, while a
third merely mentioned the advantages accruing from the in-
creasing tendency of local bankers to finance instalment sales.

Three of the eleven concerns specifically stated that the
bank credit supplied to dealers was inadequate. As a conse-
quence, manufacturers were compelled to assume a burden
in carrying accounts which they believed was properly a func-
tion of the banks. One executive frankly stated that it may
be necessary for bankers to be stricter than business concerns
in extending lines of credit, but that, with proper safeguards,
the banks could be more lenient than at present in lending to
small distributors.

The other five returns that included comments on this mat-
ter are best described as neutral. Two of the concerns re-
ported that bank credit had been refused to their custome.rs,
but stated that excessive inventories or poor current ratios
afforded justification for the decisions of the banks. The re-
maining three cases involved long-term credits that the banks
did not see fit to handle. One of these concerns plainly re-
quired additional equity capital for the purpose of financing
a venture in the field of distribution that had not advanced
beyond the promotional stage.



CHAPTER 111

THE BASIS OF BANK CREDIT REFUSAL
OR RESTRICTION

HE statistical analysis of the reasons for bank credit re-

fusal or restriction that follows is based primarily on the
replies to the second question of the questionnaire and on
other information derived from the letters received. Details
about which information was asked were: the time of refusal,
the amount of credit requested, the period for which accom-
modation was desired, whether the request was refused

wholly or partly, and the grounds on which the refusal was
based.!

CrEDIT REFUSALS AND RESTRICTIONS AND YEARS

D
N Waica Taey OccurRRED

Throughout the analysis, the concerns that reported that
they had not succeeded in obtaining the credit accommoda-
tion desired are classified under the general heading of credit
refusals or restrictions.” It should be understood that the
concerns so classified include a substantial number that were
granted a part of the credit requested. In some cases the
concern reported that it had been granted all the short-term
credit it required, but that a request for a loan to be amor-
tized over a period of years had been denied. In Table 28,
concerns in both of these categories are classified under re-
strictions. Those that were refused additional accommoda-
tion, although enjoying a substantial line of credit at the
time of refusal, are also classed as restrictions.

! The exact wording of the second question was: “If credit accommodation was
refused to you: (a) When was it refused? (b) In what amount and for what period
was credit requested? (c) Was your request refused in whole or only in part? If
the latter, please give the percentage of request granted. (d) On what grounds was
credit refused? (e) What bank refused the credit?”
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Of the 154 refusals and restrictions reported, 65 are classi-
fied as restrictions in Table 28. The restrictions amounted
to 429, of refusals and restrictions combined and to 3.79} of
all concerns reporting. Complete refusals of credit accom-
modation numbered 89, or 5897 of refusals and restrictions
combined and 5.19 of all concerns reporting.

Tapre 28: ConceERrNs REPORTING CREDIT REFUSALS AND
CrepiT REsTRICTIONS, CLASSIFIED BY FEDERAL RESERVE
Districtr AND Year oF Most RrecENT REFUSAL OR

RestrICcTION
Source: Tae CoNFERENCE Boarp, 1938 Bank Credit Survey

Federal Reserve District

Year ofRIV%ostl Total o
R t ‘otal ila- .

oicﬁzstriit‘ilosﬁ Boston | New York d}z‘}‘slkia CII:IY; Chicago Other

Total Refusals and Restrictions
Total....... 154 17 27 13 25 31 41
1934, ....... 10 1 1 .. 2 6
1935........ 5 1 .. 1 .. 3
1986........ 8 1 .. 1 4 2
1937........ 19 3 4 3 1 4 4
1938........ 65 8 16 5 9 14 13
Unclassifiable 42 4 5 5 11 4 13
Refusals
Total....... 89 12 17 9 13 16 22
1933........ 3 1 2 ..
1934 ....... 8 1 1 .. 2 4
1935........ 4 1 .. 1 .. 2
1936........ 5 1 1 2 1
1937........ 10 3 2 1 3 1
1988, ....... 40 8 9 4 5 6 8
Unclassifiable 19 2 3 3 4 1 6
Restrictions

Total....... 65 5 10 4 12 15 19
1933........ 2 1 1 ..
1934 ..... .. 2 2
1985........ 1 .. 1
1936........ 3 .. .. .. .. 2 1
1987........ 9 3 1 1 .. 1 ?
1938........ 25 .. 7 1 4 8 5
Unclassifiable 23 2 2 2 7 3 7
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The percentage of the request granted, or information that
was valuable although not absolutely definite, was given by
26 of the concerns reporting restriction. More than 509
of the amount requested was obtained by 5 of these concerns,
exactly 5095 by 7 firms, 409, by 1 concern and 209, by 2 con-
cerns.  Three concerns obtained a small part of the loan
desired, while 8 obtained all the short-term credit requested,
but were denied loans for longer periods.

The concerns are also classified according to the yvear of
the most recent credit refusal or restriction in Table 28. Of
the 112 concerns which could be classified on this basis, 65
reported refusals or restrictions in 1938. This figure should
not be construed as indicating that refusals and restrictions
were much more numerous in 19388 than in the preceding
vears. In some cases it was stated that credit had been re-
fused a number of times beginning in 1934 or 1935. These
concerns are classified only under 1988 in Table 28.

Concerns reporting that they had been refused bank credit
at the time of, or before, the banking holiday are not included
under refusals or restrictions, unless they were refused accom-
modation at some later time. For all others the basis for
inclusion was an affirmative answer to the question as to
whether the concern had recently found any difficulty in
obtaining the credit accommodation required for legitimate
business purposes.

Finally, it should be pointed out that the credit problems
of a number of concerns reporting refusals or restrictions
were solved wholly or partly prior to the time of the survey.
Two firms reported that they had been refused credit by
their banks, but that a few months later their requests were
reconsidered and a favorable decision reached. Nine con-
cerns stated that their credit problems had been solved as a
result of applications for accommodation at other banks, and
two reported that their problems were partially solved fol-
lowing application at other banks. In each of these 13 cases
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a credit problem existed for only a relatively brief period.
Applications to the Reconstruction Finance Corporation or
to the Federal Reserve banks resulted in solution of the prob-
lems of 20 concerns and partial solutions in 12 additional
cases. The credit problems of 109 concerns were not solved
even partly at the time of the survey. Of these, 40 had ap-
plied to, and had been refused accommodation by, the Recon-
struction Finance Corporation or the Federal Reserve banks.!

Purrose For Waica Crepit Was ReqQuEsTED

The cases of credit refusal or restriction are classified in
Table 29 according to the purpose for which credit was re-
quested. In 879, of the cases bank credit was needed for
working capital, in 77, for fixed capital, and in 67, for a com-
bination of fixed and working capital.

At least three reasons may be offered in explanation of the
act that credit was needed for working capital by so large
a proportion of the concerns reporting credit refu

reporting credit refusal

striction. First, many of these concerns operated at a loss
from 1929 through 1933, and operating losses ordinarily mean
a reduction in working capital resources. Second, the firms
that earned substantial profits in 1936 and 1987 could retain
their earnings for working capital only if they paid a sub-
stantial penalty in the form of the undistributed profits tax.
Because of the pressure for additional working capital, the
tax was paid by many firms. In the aggregate, however, the
amount of earnings retained was less than if the tax had not
been imposed. Third, the credit refusals or restrictions were
confined very largely to small concerns, which frequently op-
erate on a lower ratio of owned working capital to total work-
ing capital than do large concerns.

The fact that a relatively small percentage of the concerns
reporting credit refusal or restriction had requested credit for
fixed capital purposes should not be interpreted as indicating

! The industrial advance programs of these agencies are considered in Chapter 1V.

o oL
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that in the overwhelming majority of instances credit was
requested for a short period, and that the banks were to be
repaid from the proceeds of particular business transactions.
In 101 cases, or roughly 629, no more specific purpose could
be identified than that of general working capital. It may
be assumed that in many of these cases it was planned to
repay the loan out of earnings and not from the proceeds of
completed transactions. Many of these requests, if granted,
would have involved semi-fixed capital loans repayable over
a period of from two to five years, and in some instances over
a longer period.

BLE 29: Cases oF CrEpiT REFUusaL or REsTrICTION, CLASSIFIED BY

Seeciric PurposE orF THE CREDIT REQUESTED!

Source: Tur ConNreErENCE Boarp, 1938 Bank Credit Survey

l Federal Reserve District
Purpose of Credit Total Phila- .
Boston | New York delphia Cleveland | Chicago | All Other

‘'or working-capital purposes.| 148 17 25 12 20 31 38
. Meeting current payrolls.. . 3 1 1 1 .. 2
. Purchase of raw materials. . 7 .. 2 .. 2 1 2
. Production of inventories. . 12 1 1 1 1 2 6
. Improving cash position. .. 3 1 1 1
. Filling orders or executing

contracts. ............. 11 1 1 2 1 3 3
. Repayment or refunding of

outstanding working-cap-

ital eredits............. 3 1 . .. 1 . 1
. General working capital...| 101 13 19 8 15 23 23
. Replacing  working-capital

tied up inlawsuit....... 1 .. .. .. .. 1
for fixed-capital purposes. . .. 12 1 1 1 5 1 3
.. Re-equipment of plant. ... 3 1 .. 1 .. .. 1
. Expansion of plant... ... .. 8 .. 1 .. 4 1 2
3. Refunding fixed-capital ob-

ligations............... 1 .. .. .. 1
For combined fixed and work-

ing-capital purposes. . . .. 9 1 2 .. 1 1 4
l. Expansion of plant and new

general working capital.. . 8 1 2 .. .. 1 4
2. Unclassifiable. ... ........ 1 1

The total number of cases, 164, exceeds the total number of returns tabulated, 154, for the reason that the information

ed in a few cases warranted a double classification.

BASIS OF BANK CREDIT REFUSAL OR RESTRICTION 83

Among the specific purposes for which additional working
capital was needed, production of inventories was mentioned
most frequently, a total of twelve times. In most of these
cases it was desired to finance production in anticipation of
seasonal peaks. The request for the loan was in no way re-
lated to the financing of particular transactions. Filling
orders or executing contracts ranked second among the spe-
cific purposes reported. Eleven concerns stated that requests
for bank credit for these purposes had been denied or that the
amount granted was less than that requested. These loans, it
seems, would have been of the self-liquidating type that one
associates with short-term industrial and commercial loans.
Poor credit standing, or the presence of a known moral risk
which might mean that the proceeds of the orders or con-
tracts would not be applied to the bank obligation, would be
valid reasons, of course, for refusing loans of this type.

DzeBToR STATUS

Q

¥ CoNncErNs RrporTing CrREDIT
Rerusan or REsTRICTION

The debtor status of the concern at the bank at the time
credit was refused or restricted is an important consideration,
especially in the case of fairly large concerns located in small
towns. Thirteen of the 154 concerns stated that they had
been granted loans up to the legal limit of the bank’s lending
power. Even though bank loans represented a small pro-
portion of the working capital used by these concerns, the
banks had no alternative other than to observe the legal
limitation on loans to a single firm.

The indicated debtor status of 116 of the 154 concerns re-
porting credit refusal or restriction is shown in Table 30.
The remaining 38 returns could not be classified. In 56 cases,
or almost 509, of those classified, the concern applying for
bank credit was in debt to a bank that was not pressing for
repayment. In all but two of these cases the creditor bank
and the bank to which application for credit was made were

{
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the same. Pressure for repayment at or about the time the re-
fusal or restriction occurred was indicated in 18 returns, or
about 169, of those classified.

ment did not justify the renewal of the line of credit granted
in the earlier period.

Concerns not in debt at any bank at the time credit was Tyee or Loax Parer Orrerep BY Coxcerxs REPORTING
refused or restricted numbered 38, or about one-third of ‘ Crepir ReFusarn or ResTrRICTION
those classified. In some instances these concerns had not } Table 81 shows a classification of the credit refusals or re-
been borrowers at banks since the banking holiday. When strictions according to the type of loan paper involved. One
expanding activity resulted in a need for additional working TapLE 31: Casks oF CREDIT REFTS Ris ¢, CLASSIFIED BY
capital, the bank either curtailed the line of credit previously ‘ = Lo EDIT AEFUSAL OR WESTRICTION, LLASS

GENERAL Purrose or CrEpIT REQUESTED aND TyPE OF LOAN
Parer Invorven!
Source: Tae ConrerENCE Boarp, 1938 Bank Credit Survey

granted or refused the application entirely. In some cases

the action of the bank was regarded as arbitrary, while in
T . . .

others the applicant frankly stated that its financial state-

Federal Reserve District
General Purpose of (;redit and Total - — a
Type of Loan Paper Boston | New York };‘fgﬁ; Cleveland | Chicago Other
3LE 30: CasEs or CREDIT REFUSAL OR ResrricrioN, CLASSIFIED BY 1. Generalworking-capital credits| 139 17 25 12 19 39 36
ReprorTED DasTon STATUS , 1. Acceptances and other two-
name paper............ 6 2 1 1 2
Source: Tur ConrFERENCE BoarD, 1938 Bank Credit Survey 2. Loan paper based on or se-
© cured by:
P . aters 9
Federal Reserve District i gz\iﬁ?:ﬁgjiﬁﬁggﬁfﬁmﬂ e 10 1 1 o 2 4 =
Debtor Status Total | N T Mo RS SRS AU e
B ' New Yol | Phila- \ } . All tock 1 .. 1
Boston l}\ew York de}phlia. Cleveland | Chicago Other c Se(‘;? eztz[tlg I};(())?;tz“‘e col-
. « 590
oncerns ............ . 154 17 27 13 23 31 41 lateral oo 5 2 1 1 !
- ) d. Chattel mortgage collat-

In debt to bank at time of eral. ... ... .. .. ... 3 1 1 1
credit application but not e. Warehouse receipts. .. .. 1 1
bjuag pressed to r?)ay.. . 54 4 10 4 10 14 12 3. Loan' paper otller?*1se se-

in debt to bank at time of cured and unsecured—prob-
credit application but be- ably mostly unsecured. .. .. 112 11 22 12 15 24 28
ing pressed to repay....| 18 1 5 2 2 5 3 4. Unclassifiable loan paper.. . 1 .. .. .. .. .. 1

In debt to another bank at '
time of credit application II. Fixed-capital credits......... 12 1 1 1 5 1 3
and not being pressed to 1. Loan p(;m[fer based on or se-

TEPAY . ..o 2 1 1 ‘ cured by:

Not in debt to any bank at a. Securities collateral. . ... 1 .. .. o 1

iime}of credit application b. %{eal clstate mortgage col- . . X
ut being accustomed to ateral. . ... ... ... ... 5 1 .. 1

\rcredit accommodation. .. 38 5 9 2 4 S 10 2. Unclassifiable loan paper.. . 6 1 3 2

Not in debt to any bank for
years because of no need ITI. Combinationof fixed and worlk-
for banking accommoda- ing-capital credits. ........ 10 1 3 1 1 4
tion...... ... L 2 1 1 1. Loan paper based on or se-

In debt to failed bank and cured by real estate mort-
uz}fible to obtain credit . ]gfge collateral. ST 5 1 1 .. .. 1 2
with successor or else- Z. Loan paper otherwise se-
where. ...l 2 .. 1 1 ; cured or unsecured........ 5 o 2 .. 1 2

Unclassifiable. ...... ... . 38 7 2 4 " 4 14 :

1 The total number of cases, 161, exceeds the total number of returns tabulated, 154, for the reason that the information
supplied in a few cases warranted a double or triple classification.
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of the most striking facts brought out by this table is that in
only six cases of refusal or restriction did the paper offered
consist of acceptances or other two-name paper. In only one
instance was paper secured by warehouse receipts declined.
These two categories of loan paper are customarily regarded
as carrying an absolute minimum of risk, assuming, of course,
the high credit standing of both names in the case of accep-
tances and other two-name paper. It is probable that in no
more than these seven cases was it anticipated that the bank
would be repaid from the proceeds of specific transactions of
a commercial character.

In 117 of the 161 tabulated cases, or about 7379, of the
total, the loan paper offered was unsecured, or else the type
of security offered was not reported. In approximately
three-fourths of these cases it was either stated or clearly
inferred that the request for the loan was based on the gen-
eral credit of the firm. It is probable that specific security
was not offered by most of the other concerns. In reporting
credit refusal or restriction when collateral had been offered,
it was customary for the firms to stress the fact that they had
been denied credit accommodation, even though security had
been offered. It would seem to be a reasonable inference,
therefore, that if no reference was made to collateral of any
kind, the paper offered was generally unsecured.

Loan paper secured by real estate or chattel mortgage
collateral was offered by only eighteen concerns, 119, of those
reporting. Included in this total were ten firms that desired
loans for fixed capital purposes or combined fixed and work-
ing capital purposes. Paper secured by accounts receivable
was offered in ten cases, or 679 of the total. In two instances,
paper secured by stock and bond collateral was declined by
the bank to which the firm applied for credit.

The fact that so small a percentage of the loan paper
offered had its origin in specific transactions, the proceeds
of which were to be used in liquidating the obligations at the
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bank, should not be construed as indicating that the refusals
and restrictions of bank credit that were reported were justi-
fiable in all but relatively few cases. Loan paper of this high-
quality, self-liquidating type is not the principal basis for
the extension of bank credit to industrial and commercial
borrowers. For many years the line of credit based on the
general credit worthiness of the firm or individual, or based
wholly or in part on the pledging of acceptable collateral, has
been the principal basis for the extension of bank credit to
these classes of borrowers.

It would be illogical to expect that many of the concerns
reporting refusals or restrictions would have self-liquidating
paper of the highest commercial type to offer to their banks.
The customs and practices within a trade are the principal
factor in determining the form of the accounts receivable.

In many of the industries reporting refusals or restrictions of
bﬂ.‘nl( Crprﬁf the RQIP of the finished nrodiiet does not ordi-

(-0 %.9 R At T I diiant oS AVAS I S2 VA 8 P LG VRO COACIC D § KOS VR O 0 8}

narily result in the creation of acceptances or other paper,
which after discounting becomes two-name paper. A num-
ber of concerns reporting bank credit restriction stated that
they could obtain credit accommodation through occasional

discounts of acceptances, but that these funds were not ample
for their needs.

RerorTED REssoNs rOor CrEDIT REFUSAL OR RESTRICTION

A considerable variety of reasons for credit refusal or
restriction was furnished in answer to the request for the
grounds on which accommodation was declined or limited to
a smaller amount than was desired. These reasons are classi-
fied in Table 32 according to whether credit refusal or restric-
tion was based upon legal limitations and requirements of
examiners, the condition of the bank, the policy of the bank,
or the condition of the applying concern.

Legal limitations and requirements of examiners accounted
for 129, of the stated reasons, the condition of the bank for a
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little more than 1%, the policy of the bank for 5497, and the
financial condition of the reporting concern for 33%,. In con-
sidering the fact that more than one-half of the stated reasons
have to do with the policy of the bank, it should be remem-
bered that the information was furnished by the borrower or
potential borrower. It is only natural that a concern whose
application for ecredit has been refused should stress those
bases for refusal that pertain to banking policies, rather than
those which have to do with the financial condition of the
business. Another element of bias doubtless results from the
fact that in some instances the bank may not wish to imply
that the financial condition of the concern does not warrant
the loan requested, and will base the refusal upon some sec-
ondary consideration relating to banking policy.

Thirteen concerns stated that additional credit had been
denied them for the reason that loans had been extended to
the legal limit permitted for one borrower. In a number of

cases for which this reason was reported, a fairly large con-
cern was located in a small town with limited banking facili-
ties. In some instances the credit problem was solved by
establishing banking connections in larger cities. Disapproval
by bank examiners of loans of the types which were requested
was reported by thirteen concerns as the reason for credit

refusal or restriction.

Among the reasons based upon the policy of the bank, that
of excess conservatism was mentioned most frequently, or
forty-one times. Next was that the funds were required for
a longer period than the bank was willing to consider. A total
of thirty-two concerns reported that credit had been refused
or restricted for this reason. Loans were refused to six firms
because the bank did not wish to make loans on plant and
equipment, or real estate. The collateral offered by six con-
cerns was deemed unacceptable or inadequate, and the same
number reported that they were refused credit accommoda-
tion for the reason that collateral was not offered.

BASIS OF BANK CREDIT REFUSAL OR RESTRICTION 91

Of the reasons based upon the condition of the concern
applying for credit, unsatisfactory current earnings ranked
first, with eighteen reported cases, and unsatisfactory finan-
cial statements second, with sixteen. Other reasons men-
tioned five or more times were: (1) unstable market condi-
tions in the industry of the applicant, by nine concerns; (2)
unsatisfactory ratio of current assets to current liabilities, by
eight concerns; and (3) excessive inventories, by five con-
cerns.

In the Cleveland Federal Reserve district a larger per-
centage of credit difficulties was attributable to banking poli-
cies than elsewhere. The figure for this district was 629.
In the Chicago and New York districts, from which more
than one-half of all refusals and restrictions were reported,
relatively large percentages of the totals were accounted for
by the condition of the concerns applying for credit. Legal

]1m1+r\+n\hs and rectiirements of examiners aconiinted far 0707
IMIITATIONS and réequireineiivts 01 SXaininers aClountta ior <7 7

of the refusals and restrictions reported from the Philadelphia
district, as compared with 129 for all districts combined.

CrEDIT STANDING OF CoONCERNS REPORTING CREDIT
Rerusar or ResTrICTION

cATIree At nvon],ﬂ'nm nanital O
SULLLE UL WOIsIINE Cdplitdl 1T

sources. In the granting of trade credits, standard credit
ratings determined by an impartial agency are frequently
employed. While these ratings do not constitute the basis
of trade credit lines, they are extensively used as checks and
guides in the appraisal of credit risks. The standard credit
ratings published in Dun and Bradstreet’s ““ Reference Book”
were used for the purpose of obtaining an impartial and ob-
jective view of the general credit standing in their respective
trades of the concerns reporting credit refusal or restriction.

The ratings used in this analysis were published in Septem-
ber, 1938. They were based on the condition or situation of
the several concerns during the summer of 1938. Except for

a o0
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those cases in which credit was refused or restricted during
the summer of 1938, the rating used is not necessarily the
same as that reported at the time the refusal or restriction
occurred. One other limitation should be noted. The with-
drawal of a line of bank credit may be a factor in a change in
rating, particularly when considerable reliance is placed on
bank credit as a source of working capital.

Tasrr 33: Coxcerns REPORTING CREDIT REFUSAL OR
RestricrioN, CrassiFiep BY CreEpIT RATING AND
FEpErRAL RESERVE DistrRICT
Source: Tre ConreErENCE BoarD, 1938 Bank Credit Survey

Rating Based Federal Reserve District
%n I?un and Total o m
Refzz:‘e;;e%&)k Boston | New York d.e?glihx:x Cleveland | Chicago O?};er
Number
Total........ 154 17 27 13 25 31 41
High........ 26 1 2 5 7 8 3
Good........ 23 .. 5 1 3 5 9
Fair....... .. 22 3 2 1 4 5 7
Limited . 1 . .. . 1 ..
Not rated. . .. 82 13 18 6 10 13 22
Percentage Distribution

Total........ 100.0 100.0 100.0 100.0 100.0 160.0 100.0
High........ 16.9 5.9 7.4 38.5 28.0 25.8 7.3
G0.0C] ........ 14.9 .. 18.5 T 12.0 16.1 22.0
Fair.. ... ... 14.3 17.6 T 77 16.0 16.1 7.1
Limited. ... .. 0.6 . . . 4.0 . ..
Not rated.. .. 53.2 76.5 66.7 46.2 40.0 41.9 53.7

Concerns Reporting Credit Refusal or Restriction, Classified by
Credit Rating and Federal Reserve District

The outstanding fact disclosed by Table 33 is that 82 of
the 154 concerns had no credit rating. The rating service
reports that the absence of any rating signifies circumstances
which preclude forming a definite decision as to the credit
standing of the concerns named. Although many of them are
doubtless questionable risks, it should not be inferred that
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all the concerns that are not rated are decidedly inferior as
credit risks.  While their circumstances may be such that
they do not appear to be entitled to their previous ratings,
the circumstances may be temporary in character. A marked
reduction in the rating would therefore be unjustified.

Of the seventy-two concerns reporting credit refusal or re-
striction that were rated, twenty-six or slightly more than
one-third were rated High and twenty-three or a little less
than one-third were rated Good. Of the remaining twenty-
three concerns, twenty-two were rated Fair and one Limited.
In the Philadelphia Federal Reserve district, six of the seven
concerns for which ratings were reported stood High or Good,
while in the Chicago district thirteen out of eighteen rated
firms, and in the Cleveland district ten out of fifteen rated
firms, were rated either High or Good.

Concerns Reporting Credit Refusal or Restriction, Classified by
Credit Rating and Industry

Classification by credit rating and industry is shown in
Table 34, and Table 35 shows a percentage distribution of
the concerns in each industry according to their credit ratings.
In six of the groups in which three or more refusals or restric-
tions cccurred, two-thirds or more of the firms reporting
credit refusal or restriction were not rated. They are: (1)
liquors and beverages; (2) stone, clay and glass; (3) textiles;
(4) food; (5) leather and (6) rubber. With a few exceptions
the concerns in these groups that were not rated are classed
as small or very small in the classifications according to the
amount of capital and number of employees.

In groups where three or more refusals or restrictions were
reported, chemicals, paint and varnish showed the largest
proportion of concerns rated High or Good. Three out of
eight of thesefirmswere rated High and two were rated Good.
In the metal products and machine manufacturing greup,
for which the largest number of refusals or restrictions was



TasLe 34: ConNceErNs RerorTiNgG CREDIT REFUSAL OR

RestricTiOoN, CLassiFIED BY CREDIT RATING
AND INDUSTRY
Source: Tar Coxrerexce Boarp, 1988 Bank Credit Survey

Credit Rating in Dun and Bradstreet’s Reference Book
Industrial Groupt Total
High Good Fair Limited | Not Rated

Total . ... oot 154 26 23 22 1 82
Metal products and ma-

chine manufacturing. 48 10 7 7 1 23
Paper and pulp....... 8 1 3 . 4
Textiles.............. 11 1 1 1 38
Food................ 6 1 1 4
Clothing. ............ 1 1
Chemicals, paint and

varnish. .. ......... 8 3 2 3
Lumber, millwork and

furniture. .......... 23 4 4 6 9
Leather.............. 3 .. 1 2
Stone, clay and glass. .. 14 2 1 11
Rubber.............. 3 1 2
Liquors and beverages. . 3 3
Miscellaneous manufac-

turing.............. 15 2 1 4 8
Extractive industries. . . 4 .. 2 1 1

rade................ 3 1 1 .. 1
Service. . ............. 1 1
Unclassifiable. ... ... .. 3 3

..... Py 1

not s S et
not shown in this table.

 Two groups, tobacco and printing, for which no credit refusals or restrictions were reported are

TaBLE 85: PrErcENTAGE DistrRiBUTION OF CONCERNS
ReporTiNG CrEDIT REFUSAL OR RESTRICTION,

CrassirFied BY CREDIT RATING AND INDUSTRY
Source: Tas CoNrerence Boarp, 1938 Bank Credit Survey

Industrial Group

Credit Rating in Dun and Bradstreet’s Reference Book

High Good Fair Limited | Not Rated

Total...................... 16.9 14.9 14.3 0.6 53.2
Metal products and machine

manufacturing. . .......... 20.8 14.6 14.6 2.1 47.9
Paperand pulp............. 12.5 37.5 .. 30.0
Textiles.................... 9.1 9.1 9.1 72.7
Food...................... 16.7 16.7 66.7
Clothing................... 100.0 .. ..
Chemicals, paint and varnish. . 3715 25.0 .. 37.5
Lumber,millwork and furniture|  17.4 17.4 26.1 39.1
Leather.................... .. 33.3 66.7
Stone, clay and glass. ........ 14.3 7.1 78.6
Rubber.................... 33.3 66.7
Liquors and beverages. ... ... .. . .. 100.0
Miscellaneous manufacturing . 13.3 6.7 26.7 53.3
Extractive industries. . ...... . 50.0 25.0 25.0
Trade..................... 33.3 33.3 33.3
Service. ................... .. 100.0 ..
Unclassifiable............... .. 100.0
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reported, ten out of forty-eight concerns were rated High,

seven Good, seven Fair, one Limited, and twenty-three were
not rated.

Concerns Reporting Credit Refusal or Restriction, Classified by
Credit Rating and Size
Tables 36 and 37 classify the concerns according to credit
rating and size. Distribution on the basis of size reveals
that the unrated concerns are for the most part small. On the
basis of the amount of capital employed, sixty-six, or 809, of
the unrated concerns were small and very small companies.

Tasre 36: ConceErns REPORTING CREDIT REFUSAL OR
RestricTioN, CrassiFiep BY CREDIT RATING AND
Carirar EMPLOYED
Source: Tae CoNFERENCE BoarD, 1938 Bank Credit Survey

. i Credit Rating in Dun and Bradstreet’s Reference Book
Capitalization Total -
High | Good | Fair | Limited |NotRated
Number
Total . ..., 154 26 23 22 1 82
Very Small
$50,000 and under. ... 47 4 7 12 1 23
Small
$50,001-$500,000. . . .. 78 17 9 9 43
Medium
$500,001-$1,000,000.. . 11 2 5 1 3
Large
Over $1,000,000. .. ... 14 3 2 9
Unclassifiable. ... ...... 4 4
Percentage Distribution
Total ................... 100.0 100.0 100.0 100.0 100.0 100.0
Very Small
$50,000 and under. . .. 30.5 15.4 30.4 54.5 100.0 28.0
Small
$50,001-8500,000. . . . . 50.6 65.4 39.1 40.9 .. 52.4
Medium
$500,001-$1,000,000.. . 7.1 70 21.7 4.5 . 3.
Large
Over $1,000,000. . . ... 9.1 11.5 8.7 .. .. 11.0
Unclassifiable. . . ... . ... 2.6 .. .. 4.9
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TaBLE 37: ConcERxs REPORTING CREDIT REFUSAL OR
RestricTion, CrassiFied BY CREDIT RATING
AND NUMBER OF EMPLOYEES
Source: Tre ConreErENCE Boarp, 1938 Bank Credit Survey

Credit Rating in Dun and Bradstreet’s Reference Book
Number of Employecs Total High | Good | TFair | Limited [NotRated
Number
Total. .................. 154 26 23 22 1 82
Very Small
20 and under........ 29 2 4 2 1 20
21-50............... 26 6 7 13
51-100.............. 22 ] 3 3 13
Small
101-250. ............ 21 4 6 3 8
Medium .
251-500. .. .......... 7 2 2 1 2
Large
501-1,000........... 4 .. 2 .. .. 2
Very Large
Over 1,000........... 2 1 .. .. .. ol
Unclassifiable. ......... 43 8 6 6 .. 23

Percentage Distribution

Total . .................. 100.0 100.0 100.0 100.0 100.0 100.0

Very Small

20 and under. . ...... 18.8 77 17.4 9.1 100.0 2%.-&

21-50. ... ... 16.9 23.1 .. 31.8 .. 1?.9

51-100. ... ... ..., 14.3 11.5 13.0 13.6 .. 15.9
Small

101-250. . ........... 13.6 15.4 26.1 13.6 9.8
Medium

251-500............. 4.5 T 8.7 4.5 2.4
Large

501-1,000........... 2.6 .. 8.7 .. .. 2.4
Very Large

Over 1,000........... 1.3 3.8 .. 1.2
Unclassifiable. . ... .. .. 27.9 20.8 26.1 27.3 28.0

‘When the number of employees is used as a criterion of size, it
is found that forty-six, or considerably more than one-half
of the unrated concerns had one hundred or fewer employees.

It is significant that the percentage of concerns accounted -

for by the very small firms increases as the rating is reduced.
For example, only 157 of the concerns with capital of $50,000
or less were rated High, 307, were rated Good, and 559, were

T
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rated Fair. This tendency is observable only when the capi-
tal employed is used as the basis for the classification accord-
ing to size. Other things being equal, a much higher degree
of correlation between capital employed and the ability to
obtain credit accommodation is to be expected than between
number of employees and credit power.

Despite the tendency to which reference has just been
made, the data do not afford convineing proof that the size
of the concern was the most important factor leading to credit
refusal or restriction. In general, size was probably more im-
portant than either the nature of the industry in which the
concern is engaged or its geographical location. The stated
reasons for refusals or restrictions, which have been analyvzed,
included a variety of reasons that do not bear any relation to
size. Further analysis is necessary before a final appraisal
of the relative importance of various contributing factors can

he made T+ g nny-+"nn1n“]w dacing

s £
PUoLaUC. AL W paruiCuldriy asiranie to

determine, in so far
as possible, whether the need of the concern was primarily for

bank credit in its short-term or seasonal employments, for in-
termediate credits, or for additional equity capital.

WerE Bank CrEpIT NEEDS INVOLVED?

If the requ

-
28 Lw)

ements of strict commercial banking theory
are to be met, bank credit should be advanced to industrial
concerns primarily for financing transactions that are self-
liquidating in character. According to this view, bank credit
should never be regarded as a permanent or semi-permanent
part of the working capital of a business. The test most fre-
quently applied in determining whether a loan is a com-
mercial loan in the strict sense is that repayment is or will
be made as a result of completed business transactions rather
than from earnings. In practice, however, bank credit has
been made available for a variety of purposes, often for rela-
tively long periods of time, and theoretical requirements have
never been fully observed.
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1t the view that industrial and commercial loans by banks
hould be confined to short-term transactions is accepted,
hen a large number of the refusals or restrictions reported
lid not actually involve refusal or restriction of bank credit.
A careful examination of the returns from the 154 concerns
reporting bank credit refusal or restriction indicates that
fifty-eight, or more than one-third of the total, probably re-
quired credit for an intermediate period of from one to five
years. Funds were needed to replenish or build up working
capital without reference to any given business transactions
as sources of funds for repayment. In twelve of the fifty-
eight cases it is probable that the problem could have been
met most satistactorily by a combination of intermediate
credit and new equity capital. The earnings records of these
concerns appeared to be sufficiently stable to justify loans
to be repaid in instalments over a period of not more than
five years, but additional equity capital seemed essential for a
balanced financial structure.

The concerns that probably required credit for an inter-
mediate period are classified in Table 88 by industry, by
amount of capital, and according to the reasons for refusal
or restriction. It is noteworthy that forty-seven of the fifty-
five concerns that could be classified according to the amount
of capital employed were either small or very small concerns
with capital of 3500,000 or less. Of the seventy reasons for
credit refusal or restriction that were reported by the fifty-
eight concerns included in the table, thirty-nine were based
on the policy of the bank, twenty-four on the condition of
the concern and seven on legal limitations and requirements
of examiners.

Additional equity capital was probably required by twenty-
nine concerns. This figure includes the twelve concerns
which appeared able to solve their financial problems by a
combination of equity capital and intermediate credit. The
remaining seventeen concerns either had not been able to
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show a satisfactory record of earnings in recent years or were
operating on so small a margin of equity capital that addi-
tional capital seemed to be the only logical solution. The
twenty-nine concerns are classified by industry, by amount
of capital employed, and according to the reason for credit
refusal or restriction in Table 89.

From the above analysis it appears that seventy-five con-
cerns or almost one-half of those reporting credit refusal or
restriction probably did not require bank credit in its short-
term uses. There is doubtless a considerable margin of error

in this figure, because the judgment of the compiler plays an

important part in these classifications.

A related factor is

Tasre 38: Cases or Crepir Rerusan or RestricTioN TO CONCERNS
ProBaBLY REQUIRING INTERMEDIATE OR TErM CreEDIT, CLASSIFIED BY
InpusTRY, BY AMOUNT OF CAPITAL EMPLOYED, AND BY REASON FOR

CrepiT REFUSAL OR RESTRICTION

Source: Tae ConrErRENCE Boarp, 1938 Bank Credit Survey

Classification by Amount of Capital

Reason for Refusal or
Restrictiont

Legal Condi-
Industry Total | g o . Unel onnd | Policy Jion of
Y all | Medi : uclas- ire- o uce
Smay | Small |Medium ) Large | JROS | Require: of the | T0700H
Exam- ing for
iners Credit
Total..................... 58 12 35 2 6 3 7 39 24
Metal working and machine
manufacturing. .. ........ 17 5 9 2 1 1 13 7
Paper and pulp............ 3 .. 3 . 1 1 2
Textiles................... 6 1 2 1 2 1 4 4
Food..................... 2 2 2
Chemicals, paint and varnish 1 .. 1 ) .. 1 1
Lumber and millwork. . . ... 9 2 6 1 1 8
Leather................... 2 1 1 2
Stone, clay and glass....... 2 1 1 1 2
Rubber.............. ... 1 1 1 .
Liquors and beverages.. . ... 3 .. 3 o 3
Miscellaneous manufacturing 7 2 5 . 1 3 5
Extractive industries. ... ... 2 .. 1 1 1 1
Service................... 1 1 .. 1 1
Unclassifiable. ............. 2 2 1

1Th . " .
das.siﬁcafi(}g%al number of cases, 70, exceeds the total number of returns tabulated, 58, because 12 cases warranted a double
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PropaBLy Requiring
Avount oF Carirar B
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that detailed information in regard to financial structure was
not requested. The classifications are based primarily on
information furnished voluntarily by the executives that re-
plied to the questionnaire.

or REesTrICTION
Source: TuE CoNrERENCE Boarp, 1938 Bank Credit Survey

Cases or CrepiT REFUSAL OR RESTRICTION TO CONCERNS
Equrry Carrrar, CLassiFIED BY IxpUsTRrY, BY
MPLOYED, AND BY RrasoN ror Creprt REFUsar

Classification by Amount of Capital Reas%é?;ggxful or
Lega
, Limta- Condi-
Industry Total tion and | Policy tion of
QV”“I’ Small | Medium | Large | Require-| of the | Concern
Small ments of [  Bank Apply-
Fxam- ing for
iners Credit
Total.................. .. .. .. 29 9 14 2 4 4 19 13
Metal working and machine man-
ufacturing. ..., ... ... 9 3 5 1 2 5 4
Paperand pulp................ 5 .. 3 2 .. 3 2
Textiles.................. ... 4 1 2 1 1 3 1
Clothing. .................... 1 1 1 1
Chemicals, paint and varnish.. . . 1 .. 1 .. 1 1
Lumber, millwork and furniture. 4 2 .. .. 2 .. 2 2
Stone, clay and glass......... .. 4 2 2 .. .. 1 3 2
Extractive industries.. ... ... .. 1 1 1

! The total number of cases,
classification.

Tne RoLe oF ToE BANKs

There was a complete absence of uniformity among the
opinions of executives of industrial concerns in regard to the
proper role of banks in the financing of industry. A number
of executives stated or implied that they did not believe that
the banks should make loans to industry to run for a period
of years, repayment to be made gradually out of earnings.
At the other extreme, a few who plainly required equity capi-
tal were critical of the banks that had refused their requests
for loans. Several of the executives who took the position
that the banks were justified in refusing intermediate and

36, exceeds the total number of returns tabulated, 29, because 7 cases warranted a double
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long-term loans were definitely interested in loans of these
types, but were of the opinion that the refusal represented a
sound course on the part of the banks. The majority of the
executives of concerns reporting credit refusal or restriction
who expressed an opinion believed that intermediate loans
to high-grade concerns represent a safe and profitable medium
for the employment of banking funds.

When only the replies received from those concerns that
reported no bank credit experience or no bank credit diff.
culty are considered, the comment in regard to the banking
situation offered most frequently was that all deserving bor-
rowers are being taken care of under existing credit facilities.
Of the 1,601 concerns in these two categories, the executives
of 326, or slightly more than 2095, made this observation,
The importance of these figures is enhanced when it is con-
sidered that the information was not furnished in reply to a
direct question. In any event, g large number of industrial
executives are of the opinion that the banks have been meet-
ing the credit requirements of industry.

It is only fair to observe that the absence of any unanimity
of opinion as to the proper role of the banks in the financing
of industry is not a phenomenon that is confined to industrial
executives. One economist writing in 1983 reached the con-
clusion that the essential element in banking reconstruction
was the elimination of the power of the banking system to
create long-term credit.! One of the principal theses devel-
oped by this writer was that all investment credits extended
by commercial banks represent unstabilizing and unbalanc-
ing influences. If this extreme point of view were accepted as
a basis for banking policy, all intermediate and long-term
loans to industry by commercial banks would be automatic-
ally eliminated. At the other extreme are those who, in dis-
cussing industrial and commerecial loans, do not deem it neces-

10. K. Burrell,“Essential Elements in Banking Reconstruction,” Harvard
Business Review, October, 1983, p. 12 ff.
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sary to differentiate between short-term, intermediate, and
long-term loans.

Analysis of the conditions under which banks might con-
sider adding intermediate or long-term loans to their port-
folios is beyond the scope of this study. It seems appropriate
to point out, however, that these loans are more nearly com-
parable to investments than to short-term, self-liquidating
loans. Their principal characteristics are the absence of both
liquidity and ready marketability.

The problems incident to these loans have recently been
analyzed in another study,' in which it was concluded that
the making of term loans offers a significant avenue for ex-
pansion of the earning assets of American banks. The au-
thors were careful to observe that the removal of obstacles
that formerly existed to the making of these loans ““should
not blind a bank to the serious dangers involved in adding
unduly to holdings of non-liquid and non-marketable assets,
as well as to the added risks involved in term loans, such as
an adverse turn in the business cycle during their life or man-
agement and techunical changes.” Further, “the volume of
such loans any one bank can make will depend upon the
nature of its deposit liabilities; the volume of its holdings of
other non-liquid and non-marketable assets, such as real
estate loans and bonds subject to substantial declines under
adverse conditions; the quality of such loans available to it;
and the ratio of capital resources to its deposits.”

Tone ArriTudE oF InpusTRY TowarD THE BANKS

An examination was made of the comments offered by in-
dustrial executives for the purpose of determining the atti-
tude of industry toward the banks. The replies from 785
concerns indicated a favorable attitude. The replies from
802 concerns did not include any comments that could be

1 “Term Loans by Commercial Banks,” by the Institute of International Finance
of New York University, published by Association of Reserve City Bankers,
Chicago, 1938.
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construed as either favorable or critical. It is probable that
most of these concerns were satisfied with their banking facil-
ities, or had no complaints that were deemed of sufficient
importance to include in their replies. This inference is sug-
gested by the fact that a request for suggestions as to how
the credit situation of industry might be improved was in-
cluded in the questionnaire. A specific opportunity was
thereby given concerns that were not satisfied with available
credit facilities to express their dissatisfaction. It would ap-
pear, therefore, that 1,587 concerns, or slightly over 909, of
all concerns reporting, either enjoyed relations with their
banks that were so satisfactory as to elicit favorable com-
ments or had no specific basis for dissatisfaction.

The replies of the remaining 168 concerns, comprising 9.6%
of all concerns reporting, included comments that indicated
a critical attitude toward the banks. Some of the more fre-
quent complaints are listed below. The order in which they
are listed, however, has no significance.

Complaints Against Banks

1. The lending policies of the banks are too conservative.

2. The banks have not met the requirements of small in-
dustries.

3. There is a general lack of knowledge of the conditions
of production and distribution in various lines of industry,
and hence a lack of familiarity with credit requirements.

4. An excessive amount of collateral is required by the
banks.

5. The banks require too high a ratio of current assets to
current liabilities.

6. The banks are unwilling or unable to participate in long-
term loans.

7. Interest charges are excessive.

8. The banks are not willing to extend small personal loans,

particularly those involving distribution credits.
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9. The banks are not willing to grant unsecured or char-
acter loans.

10. The banks have called loans made for emergency pur-
poses at times when the borrower was financially embarrassed.

11. The banks are unwilling to make loans to new enter-
prises.

12. The banks are unwilling to make loans to textile con-
cerns.

13. The banks are unwilling to make loans to concerns in
the liquor industry.

14. Banking facilities are inadequate in a few locations
that are remote from large population centers.!

! Replies to the fifth question included in the survey are not analyzed in detail
in this study. This question was a request for suggestions for the improvement of
the credit situation of industry. Changes in governmental policies were suggested
most frequently. The extension of term loans by banks and more liberal extension
of distribution credits were emphasized by a number of concerns, several of which
suggested that regional credit pools should be established by the banks for the
purpose of making intermediate and long-term loans to industry.

CHAPTER 1V

THE INDUSTRIAL ADVANCE PROGRAMS OF
THE GOVERNMENT

URING the period covered by the survey, the credit
facilities normally available to industrial and com-
mercial borrowers were supplemented by advances made
available through the Reconstruction Finance Corporation
and the Federal Reserve banks. Two questions were asked
for the purpose of ascertaining the extent to which the con-
cerns replying to the questionnaire had solicited assistance
from these agencies and their opinion as to the necessity for
the continuance of the industrial advance programs. Before
considering these questions and the replies received, it is
desirable to consider briefly the development of these pro-
grams, with particular reference to the types of loans that
may be made and the restrictions that are imposed. Data
for the amount of loans authorized, the amounts disbursed

and repaid, and loans outstanding on selected dates will also
be presented.

Loaxs BY THE RECONSTRUCTION FINANCE CORPORATION

The industrial advance program of the Reconstruction
Finance Corporation dates from June 19, 1934, when a new
section was added to the Reconstruction Finance Corpora-
tion Act.! Prior to this time, loans to industry could be made
through mortgage loan companies under the so-called N.R.A.
program. The latter plan, which was developed in October,
1933, encouraged industrial concerns in a community to form
cooperative groups for the purpose of soliciting loans from
the Corporation. Loans were made to the local mortgage

1 Section 5d.

105
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loan companies for not more than three years at an interest
rate of 495, and it was stipulated that the funds could not
be reloaned at more than 69,. Total disbursements on ac-
count of loans to business enterprises through mortgage loan
companies amounted to $5.7 million to June 30, 1938, and on
this date only $1.4 million remained outstanding.!

The Act of June 19, 1934 authorized the Corporation to
make loans to any industrial or commercial business estab-
lished prior to January 1, 1934, provided that credit at pre-
vailing bank rates for the character of loans applied for is
not otherwise available at banks. It was also provided that
such loans could be made directly, or in cooperation with
banks or other lending institutions, or by the purchase of
participations. Loans had to be adequately secured and were
to have a maturity of not more than five years. Other require-
ments were that loans to any one borrower could not exceed
$500,000, that the borrower must be solvent, and that the
loans could be made only when deemed to offer reasonable
assurance of continued or increased employment of labor.?

It was expressly provided that the aggregate amount of
loans to industry and business outstanding at any one time
could not exceed $300 million. This provision is a reflection
of the view, then widely held, that there was a large demand
for credit accommodation that was not being met by the
banks and other privately-owned financial institutions. The
authority to make such loans was granted only for the period
ending January 31, 1935, or on such earlier date as the Presi-
dent might fix by proclamation.?

The effective period for authorizing direct loans to indus-
trial and commercial borrowers under Section 5d of the Re-
construction Finance Act was extended to J anuary 31, 1937,

! Quarterly Report of the Reconstruction Finance Corporation for the period
ended June 30, 1938.

% Session Laws, 73rd Congress, Second Session, Ch. 653, Section 5.
¢ Idem.
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by an act approved on January 31, 1935.! An important
amendment provided that any loans made must mature not
later than January 31, 1945. The limitation of not more than
$500,000 to any one borrower was eliminated. The statute,
as amended, was extended to June 30, 1939 by an act ap-
proved January 26, 1937.2

The statute relating to loans to industrial and commercial
borrowers was completely rewritten in an act approved on
April 13, 1938, which extended the power of the Corporation
to make this type of loan to June 30, 19392 In its revised
form the restrictions in regard to maturity and maximum
total loans outstanding were removed. The Corporation was
specifically authorized to purchase the securities and obliga-
tions of business enterprises. At the time of the revision, the
Chairman stated that purchase of stock would not be per-
mitted under the official interpretation of the Act.

Amount of Loans Made

Disbursements and repayments on account of loans? to in-
dustrial and commercial borrowers are shown by quarterly
periods in Table 40. The amount outstanding at the end of
each quarter of the 4-year period ended June 30, 1938 is also
shown. Disbursements on account of these loans exceeded
$10 million only in the quarters ended September 30, 1935
and March 31, 1936. Total disbursements under Section 5d
for the 4-year period amounted to $106 million, and repay-
ments were $30 million. Of the total of $76 million outstand-
ing on June 30, 1938, $70.8 million was on account of loans
and $5.6 million on account of purchases of participations.

The marked increases in authorizations and disbursements
in the second quarter of 1938 resulted in part from the liberal-

1 Session Laws, 74th Congress, First Session, Chapter 2, Section 10.

2 Session Laws, 75th Congress, First Session, Chapter 6, Section 1.

3 Session Laws, 75th Congress, Third Session, Chapter 140,
¢ Including purchases of participations in loans.
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'ABLE 40: INDUSTRIAL ADVANCES! BY THE RECONSTRUCTION
Fivaxce Corrporarion, Jury, 1934 to J UNE, 1938
Source: Quarterly Reports of the Reconstruction Finance Corporation

Thousands of Dollars

Net
ase ()i Amoun
Quarter Ended Authoriza- Disburse- Repay- };:Jf;:;e/(i-; Oui;;%gr‘l‘ditng

tions ments ments in Amount | &t End of
Outstanding | Quarter

e 30, 1934, .. ... ... .. 925 .. .. ..
>ptember 30, 1984 ... .. 11,425 1,616 .. -+ 1,916 1,916
ecember 31, 1934, .. . .. 16,193 4,827 117 -+ 4,710 6,626
farch 81,1935, . ..... .. 14,672 6,274 162 + 6,112 12,738
me 30, 1935........... 22,148 9,516 594 -+ 8,922 21,661
>ptember 30 ,1985. . . .. 23,552 11,226 663 -+10,563 32,225
ecember 31, 1935. ... .. 12,664 8,659 1,059 -+ 7,600 39,825
farch 81, 1936...... ... 12,257 10,003 1,620 -+ 8,383 48,209
e 30, 1936........... 9,584 6,148 1,845 -+ 4,303 52,511
eptember 30, 1936. ... .. 12,215 7,105 2,036 -+ 5,069 57,580
ecember 30, 1936. . .. .. 7,938 9,038 3,255 -+ 5,783 63,363
farch 31, 1937......... 7,700 3,879 3,867 =+ 12 63,375
une 30, 1937........... 4,585 9,422 2,331 -+ 7,001 70,467
eptember 30, 1637.... .. 4,530 5,082 2,583 -+ 2,549 73,015
ecember 31, 1937.... .. 2,870 4,883 3,350 + 1,533 74,548
farch 31, 1988 ... .. .. .. 4,587 1,411 3,369 — 1,958 72,530
ine 30, 1938. .. .. ... ... 35,127 6,730 2,997 -+ 3,783 76,372

 Under Section 5d of the Reconstruction Finance Corporation Act.

. Loans through banks and
ortgage loan companies and loans to the fishing industry under Section 5

are excluded,

ation of the statute in April. Disbursements in the third
uarter of 1938 exceeded those for any previous quarterly
eriod, amounting to only a little less than $20 million. Dis-
ursements by months in the last half of 1938 were as follows:

July. ... .. $5,650,000
Avgust.................. 5,380,000
September. . ... .. e 8,961,000
October................ . 10,858,000
November............... 7,699,000
December.......... e 5,723,000

Officials of the Reconstruction Finance Corporation state

hat in this period numerous small loans ranging as low as
500 were made.
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Classification of Loans by Industries

Disbursements of the Corporation under the industrial ad-
vance program are classified according to industry in Table
41. Manufacturing concerns accounted for 859 of total dis-

TABLE 41; NUMBER OF BORROWERS AND DISBURSEMENTS ON
AccounNT oF INDUSTRIAL ADVANCES! BY THE RECONSTRUC-
TI0N FINaANCcE CoORPORATION, CLASSIFIED BY INDUSTRY,

FeBruary 2, 1932, To JuxEe 30, 1938
Source: Quarterly Report of the Reconstruction Finance Corporation

Number of Borrowers? Amount Disbursed
Industry Percentage | Thousands | Percentage
Number Distribu- of Distribu-
tion Dollars tion
Total. ... 3,868 100.0 112,763 100.0
Manufacturing. .. ......... ... ..... 2,363 61.1 95,960 85.1
Food and kindred products........ 414 10.7 6,316 6.0
Textiles and their products........ 355 9.2 23,863 21.2
Lumber and timber products. . . ... 425 11.0 16,035 14.2
Paper and allied products. . ....... 70 1.8 7,697 6.8
Printing and allied products....... 125 3.2 1,157 1.0
Chemicals and allied products. . . .. 95 2.3 2,521 2.2
Rubber products. ................ 21 0.5 942 0.8
Leather and its manufactures. , . ... 62 1.6 2,094 1.9
Stone, clay and glass products. . . .. 215 3.6 8,960 8.0
Iron, steel and their products
(excluding machinery).......... 199 5.1 10,641 9.4
Nonferrous metals and their products 114 2.9 3,945 3.5
Machinery (excluding transportation
equipment).................... 204 5.3 7,182 6.4
Transportation equipment®. ... .... 64 1.7 4,107 3.6
Trade...... ... . 536 13.9 5,78 5.1
Wholesale....................... 207 5.4 1,897 1.7
Retail.......................... 329 8.5 3,856 3.4
Allother.......................... 969a 25.1 11,011 9.8

 Includes loans through banks and mortgage loan companies and loans to the fishing industry
under Section 5 of the Reconstruction Finance Corporation Act.

2 Number of borrowers represents the number of applicants to whom loans have been authorized
or commitments made.

3 Automobile accessories, etc. i .
aIncludes 612 fruit growers located in the state of Washington.

bursements and 619 of the number of applications approved.
Trade companies accounted for 59, of disbursements and
149, of the number of applications. All other concerns, in-
cluding a number of fruit growers, accounted for 109 of dis-
bursements and 2597 of the number of applications.



110 THE AVAILABILITY OF BANK CREDIT

Of the manufacturing groups, textiles ranked first and lum-
ber and timber second in the amount of money received from
the Corporation. The textile group accounted for 219, of all
disbursements and the lumber and timber group for 147

Size of Loans

Data concerning the size of the industrial advances are
available only on the basis of amounts authorized. Loans for
$10,000 or less accounted for 469, of the total number of
loans authorized to June 30, 1938, but for only 3.29 of the
total amount authorized. Loans greater than $10,000 but
not over $100,000 represented 439, of the number of authori-
zations and 309, of the amount authorized. Loans of more
than $500,000 also accounted for 309, of the amount author-
ized, but for only 19, of the total number of loans.!

Loaxns By FEDERAL RESERVE BANKS

According to the theory of central banking that was ac-
cepted at the time the Federal Reserve System was estab-
lished, the lending operations of the Federal Reserve banks
should be restricted to banking institutions. In recent years
there have been significant departures from the principles
that were originally accepted. As a result, industrial and
commercial borrowers can now obtain loans directly from
the Federal Reserve banks, provided certain conditions can
be met.

Direct loans to individuals, partnerships and corpora-
tions were first authorized on July 21, 1932.2 These loans
could be made only when approved by at least five members
of the Federal Reserve Board and only in cases where the
applicant had been unable to secure adequate credit accom-
modation from other banks. Direct loans to individuals and

! Quarterly Report of the Reconstruction Finance Corporation, for the period
ended June 80, 1938, Table 9.

? Emergency Relief and Construction Act of 1932, Section 210.
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business concerns, when secured by direct federal obligations,
were authorized by the Emergency Banking Act approved on
March 9, 19331 The maturity could not exceed ninety days,
and the loans were made subject to such limitations and re-
strictions as the Federal Reserve Board might establish.?

The Act of June 19, 1934 authorized direct loans by the
Federal Reserve banks for industrial and commercial pur-
poses within their respective districts, provided the business
Is unable to obtain financial assistance on a reasonable basis
from the customary sources.! Two important restrictions
were imposed: (1) The loans could be made only for working-
capital purposes; and (2) no loan or commitment with a
maturity of more than five years could be accepted.

The Federal Reserve banks were also authorized to dis-
count for, or purchase from, banks and other financing insti-
tutions in their respective districts obligations having ma-
turities not exceeding five years, provided the obligations had
been incurred for the purpose of obtaining working capital
for an industrial or commercial business. Loans to banks and
financing institutions secured by such obligations were also
authorized. In addition, the Federal Reserve banks were
authorized to enter into comr" ments with banks and financ-
ing institutions to discount or purchase, or to make loans on
the security of, qualified paper within a stipulated period.
Each bank or financing institution is required to obligate
itself for 209, of any loss which might be sustained by the
Federal Reserve bank on industrial advances acquired. In
lieu of this obligation, the bank or financing institution may
advance 209, of the loan from its own funds, When this is
done the entire loan must be considered as one advance.

! Section 403,

2For a good résumé of all emergency loan legislation affecting the Federal

Reserve banks prior to 1936, see James C.. Dolley, *The Industrial Advance Pro-

gram of the Federal Reserve System,” Quarterly Journal of Economies, February,
1936, p. 233 f.

3 Session Laws, 73rd Congress, Second Session, Chapter 653, Section 1. This
section amended the Federal Reserve Act by adding Section 13b.
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Because of the opinion that there would be a very large
demand for loans, the aggregate loans, advances and commit-
ments on account of industrial advances of the twelve banks
combined were limited to a maximum of about $278 million
at any one time. The statutory limitation which results in
this figure provided that industrial advances could not ex-
ceed the combined surplus of the FFederal Reserve banks on
July 1, 1934, plus $139 million to be paid to the banks in the
repurchase by the Treasury of stock in the Federal Deposit
Insurance Corporation.!

Amount of Loans and Commaitments

From June 19, 1934 to October 19, 1938, 9,283 applications
for industrial advances were received. The total amount
requested was $396 million. Of the applications received, the
Industrial Advisory Committees for the several Federal Re-
serve districts recommended the approval of 2,909, or 319
of the number of applications. They amounted to $180 mil-
lion, or 459, of the aggregate amount for which applica-
tions were received. In the same period the Federal Reserve
banksapproved 2,628 applications, amounting to $173million,
or 289, of the number of applications and 449, of the aggre-
gate amount for which application was made.?

The industrial advances outstanding and obligations as-
sumed on account of commitments are shown in Table 42 as
of selected dates. Both advances and commitments out-
standing reached a peak at the end of 1935. The trend in ad-
vances outstanding in recent months has been downward,
while commitments and participations by financing institu-
tions have shown an upward trend.?

L Idem.

2 Federal Reserve Bulletin, November, 1938, p. 985.

% The marked difference between the sum of the three items in Table 42 and total
applications approved is attributable primarily to repayments, withdrawals by
applicants, and the expiration of commitments, which amounted to $123 million

to Oct. 19, 1938. On that date, applications approved but not completed amounted
to $7.9 million.

INDUSTRIAL ADVANCE PROGRAMS OF GOVERNMENT 113

TaBre 42: INDUSTRIAL ADVANCES, COMMITMENTS AND
Fivancing Instirorion ParTicipaTions UNDER SECTION
135 or THE FepEraL REesirvE Act, OUTSTANDING ON

SELECTED DATES
Source: Federal Reserve Bulletin
Thousands of Dollars

. Financing
Date Advances Commitm;‘nts Institution
Outstanding Outstanding Participations
Outstanding
December 26, 1984, ...... ... .. 13,589 8,225 1,296
March 27, 1935. ............. 20,785 15,732 2,472
June 26, 1935................. 27,518 20,579 4,533
September 25, 1935. .. ... ... ... 30,132 26,392 7,060
December 31, 1935............ 32,493 27,649 8,778
March 25, 1936............ ... 30,947 25,421 7,550
June 24, 1936................. 30,487 24,454 7,599
September 30, 1936. ... ... ..., . 28,885 23,307 7,276
December 30, 1836......... ... 25,583 20,959 7,208
March 31, 1937.......... .. ... 23,054 18,611 6,767
June 30, 1937.......... .. ... .. 23,014 16,331 7,275
September 29, 1937. ... ... ... .. 21,395 14,880 7,304
December 29, 1937, ... ... ... 20,200 12,780 7,238
March 30,1938, ........... ... 19,366 13,110 7,825
June 29, 1938.. ... ... . ... .. 18,439 13,649 8,426
September 28, 1938. ... ... .. .. 17,562 13,597 9,032

Loans and Commatments by Industries

Advances and commitments by the Federal Reserve banks
from June 19, 1934 to December 29, 1937 are.”  ~ified accord-
ing to industry in Table 43. A total of $77 million was ad-
vanced to 1,484 borrowers in this period. Commitments
numbered 943 and amounted to a little less than $74 million.
Manufacturing concerns accounted for 549, of the number
of advances and about 779 of the amount of advances. The
comparable proportions for commitments were 599, and
67.59,, respectively.

Stze of Loans

Data relating to the size of loans are available only on the
basis of advances and commitments approved. From June,
1934 to the end of 1937, loans of $10,000 or less accounted for
37% of the number of advances and commitments approved,



TaBLE 43: INDUSTRIAL ApvanNcEs AND COMMITMENTS BY FEDERAL
Reserve Banks, CrassiFiep BY INpUSTRY, JUNE 19, 1934 TO
Decevmser 29, 1937
Source: Annual Report of the Federal Reserve Board. Computed by Tae ConrFErENCE Bosrp
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and for 397 of the total amount. Loans of over $10,000 but
not more than $100,000 accounted for 519, of the number of

Applications Received Advances Commitments | advances and commitments and 33% of the amount. OHIV
Indust anc hous - 1 roeee oof . 3
ndustry Nomber | Towsands | C L howsands T Thowsands flogr?’,cz lgailsﬂm excess of »‘.BJﬁ()lO,OOO were approved to the end of
7, but they represent agoTeos 845 mil-
O T 8,677 | 862,202 | 1484 | 77,130 | 943 | 73,855 ol R ey ted an aggregate amount of 345 mil
§ lion, or 309, of the total for advances and commitments
Manufacturing. . ................ 3,981 237,909 805 59,225 557 49,886 1
Food products. . . . .. e 489 14,325 108 3,053 44 1,909 approved.
Textiles. ... ..o 248 21,994 51 5,575 35 3,756
Lumber and builders’ supplies. . . 378 19,161 72 4,640 71 5,910 1 g
Paper products. . .............. 115 8,072 27 | 3257 19 1,789 Maturidy and Rate of Interest
Chemicals and allied products. . . 139 3,508 22 763 13 264 The industrial advances . o ; N
Autos, trucks and accessories. .. . 117 26,115 23 9,392 28 10,689 . g A ¢ . ces Outs)&andlnb are ClaSSlf.iG'd accord
Liquors, wines and beer. . ... ... 222 21,482 24 1,515 28 8,743 ing to maturity in the weekly reports of the condition of the
Machinery and machine tools. . . 326 19,296 82 5,164 40 3,111 ! - N e 2 . N o
Motals > e mHachine 1o - a7 25,589 o 5694 42 3785 , Federajl.Re.serVe banks.? Prior to 1937, all advances with
Stone, clay and glass products...| 152 6,876 34 808 19 2,020 maturities in excess of six months were included under a
Wearing apparel, shoes, etc...... 414 10,715 7 3,040 56 2,164 . . . o~ .
Wood products. .« . .rversis 140 4420 29 470 19 340 single heading. At the end of 1935, when advances outstand-
Electrical goods. . ............. 80 5,170 15 811 16 1,151 o Lot - N : p . : e B
Fumniture,” ffiee and household : ing reached their peak, advances VYl’Fh a maturity in excess of
equipment. ... 296 14,083 59 2,922 47 2,959 j six months amounted to $27.5 million, or 859, of the total.
Hides and leather.............. 69 2,325 7 331 4 206 On J: N ) v . s v o L. RIS
AN Other . o o oo 479 33 883 102 11,350 "8 5,590 n January o, 1957, tne date of the nrst report in which a
Trade, wholesale and retail . . ... .. 3,149 66,105 446 8,319 270 13,015 breakdown of maturities in exces T At o —
Allother. .. .. ................. 1,547 | 59,278 233 | 9,586 | 116 | 10,954 o VATILIES 1 excess ol SIX mlontis was pre
sented, advances maturing in sixmonths toone year amounted
Percentage Distribution to $4.3 million, maturities of one year to two years were $5.9
Totl . .. ... 100.0 100.0 1000 | 1000 | 1000 | 100.0 million, and maturities of two years to five years amounted to
10 million. These amo ; ivale To, 2497
Manufacturing. ................. 45.9 65.7 542 | 768 | 591 | 615 8 e ese amounts were equivalent to 187, 247,
Food products. .. ............. 5.6 4.0 7.5 4.0 4.7 2.6 anda %1%y, respectively, ot all industrial advances outstand-
Textiles. . ... 2.9 6.1 3.4 7.2 3.7 5.1 | : o) . . . . .
Lumber and builders’ supplies. . . 4.4 5.3 4.9 6.0 7.5 8.0 ! mng. On September 28, 1938, advances maturing 1n six
Paper products. ............... 1.3 2.5 1.8 4.2 2.0 2.4 months to one year accounted for 229}, of total advances,
Chemicals and allied products. .. 1.6 1.0 1.5 1.0 1.4 0.4 A . ..
Autos, trucks and accessories. . . . 1.3 7.2 1.5 12.2 3.0 14.5 maturities of one year to two years for 337, and maturities
Liquors, wines and beer........ 2.6 5.9 1.6 2.0 3.0 5.1 { two vea N, 07 3
Machinery and machine tools. . . 3.3 5.3 5.5 6.7 4.2 4.2 of two years to five years for 169, of tOtE%l advance's. N
Metals. .. ..o e 3.7 7.1 4.9 7.3 4.5 5.1 The rates charged on advances made directly to industrial
Stone, clay and glass products. .. 1.8 1.9 2.3 1.0 2.0 2.7 . . . y o
Wearing apparel, shoes, etc...... 4.8 3.0 5.2 3.9 5.9 2.9 and commercial borrowers ranged from 31/2% to 695 on
Wood products. ............... 1.6 1.2 2.0 0.6 2.0 1.1 t Computed from data in the “ Annual Report of the Board of Governors of the
Electrical goods. .............. 0.9 1.4 1.0 1.1 1.7 1.6 Federal Reserve System, 1937,” p. 61. eport ob the Loard of Lov
Fug;;gg;i,encgﬁice and‘ household 3.4 3.9 4.0 3.8 5.0 4.0 2 The maturity distribution in the weekly report of condition is based on the
Hides and lea;fﬁe.r'. o 0.8 0.6 0.5 0.4 0.4 0.3 per}Od 'that will expire between the date of the report and the maturity of the
o ~ obligation.
Allother. .................... 5.5 9.4 6.9 15.4 8.1 7.6 S . . o
Trade, wholesale and retail. ... ... 36.3 18.2 30.1 10.8 28.6 17.6 ®The percentages in this paragraph are based on total advances distributed
Al other. .. oo 17.8 16.4 15.7 12.4 12.3 14.8 according to maturity, which differ from total advances outstanding by the amount

of advances more than three months past due which are included under *“All Other
Assets.”
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October 31, 1938, as is shown in Table 44. The rates on ad-
vances to financing institutions were generally lower than
for direct advances. Rates on commitments ranged from
Y% to 2%

TapLE 44: FeprraL RESERVE BaNK RaTES oN INDUSTRIAL
ApvancEs IN Errect OcToBER 31, 1938
Source: Iederal Reserve Bulletin

Per Cent
Advanees Direct Advances to Financing Institutions Commitments
Federal Reserve Bank oiOCI;;inlnglcil %"hf:‘l):r?;:snté{\;{ On Remaining XA{\‘{:&;
Organizations | tion is Obligated Portion
Boston. . .......... 314-6 3 3lg 1o-1
New York......... 4-6 3 4-5 1-2
Philadelphia. ... ... 4-6 21/ 2 15-2
Cleveland. ........ 414-6 3 1/2 4 1
Richmond......... 6 4-6 4-6 1-2
Atlanta. . ......... 5-6 5 5 e
Chicago........... 5-6 214t 5-6 1-2
St. Louis. . ........ 4-514 314 4 14
Minneapolis. .. .... 5 414-5 414-5 1
Kansas City....... 4-6 4 4 15-2
Dallas. . ... ....... 5-6 4 5-6 i
San Francisco.. ... . 5-6 3-4 4-5 14-2

1 Authorized rate 19, above prevailing discount rate.
2 Same as to borrower but not less than 4%,

ExprErRIENCE OF CONCERNS REPORTING

~3Y o vl £ 31 ~

Two questi ions were asked for the purpose
the extent to which the concerns replying to the questlonnap‘e
had solicited assistance from the Reconstruction Finance
Corporation and the Federal Reserve banks. The first ques-
tion was: Have you applied for credit to any government
lending agency, such as the Reconstruction Finance Corpora-
tion or the Federal Reserve banks, at any time since 19327 If
the reply was in the affirmative, the concern was asked to
answer the following specific questions: (a) Did your request
follow refusal by a commercial bank? (b) Was your request
granted in whole orin part? (c) Was your request considered
at least as promptly as requests made of commercial banks?
(d) Were the credit standards applied appreciably less rigid

(')
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than those of commercial banks in your community? The
second question was: Regardless of any experience with gov-
ernment lending agencies, do you feel that they are now
necessary in order that the credit needs of industry may be
met?

Of the 1,755 concerns that replied to the questionnaire, 159
had applied for accommodation to the Reconstruction Fi-
nance Corporation or the Federal Reserve banks. The dis-
tribution of these concerns according to their bank credit

TaBLE 45: DistriBurion or CoNceErxs RErorTiNg, CLAS-

SIFIED ACCORDING TO WHETHER oR NoT THEY APPLIED

TOR ACCOMV{ODATION UNDER THE INDUSTRIAL ADVANCE
Procrams

Source: Trar CoNrErRENCE BoarD, 1938 Bank Credit Survey

Concerns Reporting

Total No No Refusal or

Experience | Difficulty | Restriction
Total number of concerns reporting. ... . 1,755 448 1,153 154
Number of concerns not applying....| 1,556 429 1,059 63
Number of concerns applymo ........ 159 6 70 83
Uneclassifiable. ......... ... ... . .. 40 13 24 3

Percentage Distribution

Total number of concerns reporting. ... . 100.0 100.0 100.0 100.0
Number of concerns not applying. . .. 88.7 95.8 91.8 44.2
Number of concerns applying........ 9.1 1.3 6.1 53.9
Unclassifiable. . ........... ... ... .. 2.3 2.9 2.1 1.9

status appears in Table 45. A total of 83 of the 159 concerns
reported refusal or restriction of bank credit. These 83 con-
cerns represented 549 of all refusals or restrictions tha’ rere
reported. Only 70, or 67, of the 1,153 concerns repor..ng no
difficulty in obtaining bank credit had filed applications under
the industrial advance programs at the time of the survey.
The comparable figures for concerns reporting no bank credit
experience were 6 out of 448, or 1.39.

It may seem unusual that seventy—snc of the concerns that
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applied to the Reconstruction Finance Corporation or the
Federal Reserve banks reported either no experience or no
difficulty in obtaining bank credit. Most of these concerns
did not apply to commercial banks for the accommodation
desired because they recognized that the banks were not in-
terested in the type of loan they desired. In many of these
cases mortgages on industrial properties were offered as
security. A few executives stated that they did not regard

this type of security as a sound basis for loans by commercial
banks.

TABLE 46: DISPOSITION OF APPLICATIONS UNDER THE INDUS-
TRIAL ADVANCE ProGrAMS, MapE BY CONCERNS REPORTING
Source: Tur CoNrERENCE BoARD, 1938 Bank Credit Survey

Concerns Reporting

Total No No Refusal or
Experience | Difficulty | Restriction

.......... 160a 6 70 84
Applications granted in full........ .. 64 3 41 20
Applications granted in part. . ....... 19 1 6 12
Applications refused. .. ............. 59 1 18 40
Applications cancelled by applicant. . . 8 .. 4 4
Applications pending. . .......... ... 10 1 1 8

Percentage Distribution

Total number of applications. ... ...... 100.0 100.0 100.0 100.0

Applications granted in full. .. ..., .. 40.0 50.0 58.6 23.8
Applications granted in part......... 11.9 16.7 8.6 14.3
Applications refused. . ............ .. 36.9 16.7 25.7 47.6
Applications cancelled by applicant. . . 5.0 .. 5.7 4.8
Applications pending. . ......... . ... 6.3 16.7 1.4 9.5

s The comparable figure in Table 45 is 159. One concern was refused credit by a Federal Reserve
bank. An application was later filed with the Reconstruction Finance Corporation. A decision on this
application was pending at the time of the survey.

Disposition of Applications for Loans

The disposition of applications under the industrial ad-
vance programs is shown in Table 46. The most interesting
fact is that less than one-fourth of the concerns reporting
bank credit refusal or restriction that applied for loans to the
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two agencies making industrial advances received the full
amounts requested. Applications granted in full or in part
accounted for 589} of the applications made by concerns re-
porting bank credit refusal or restriction. Of the applications
by concerns reporting no bank credit difficulty, 599, were
approved entire and slightly more than two-thirds wholly or
in part. For all groups combined, 409, of the applications
were approved in full and 129, in part.

Of the applications which had been filed up to the time of
the survey, complete refusals were reported by 489} of the
concerns that had experienced bank credit refusal or restric-
tion, by 269, of the concerns that had not had any bank
credit difficulty and by 179, of those reporting no bank credit
experience. For the three groupscombined, theratio was377.

Only 104 of the concerns whose applications had been
granted or refused at the time of the survey stated which of

i refused the loan. The Recon-
struction Finance Corporation granted thirty-three applica-
tions in full or in part, and refused forty-one requests for
accommodation. The Federal Reserve banks granted
twenty applications and refused ten.

Did the £ veation Follow Refusal by

Answers to this question were furnishea by 140 concerns,
of which seventy-nine,or 569, stated that application to the
Reconstruction Finance Corporation or to the Federal Re-
serve bank followed refusal by a commercial bank, and
sixty-one, or 449, replied in the negative. In thirty-seven
cases where the request had been refused by a bank the
application was granted wholly or in part, but under similar
circumstances refusals were reported by forty-two concerns.
A much larger proportion of approvals was reported when
application did not follow refusal by a bank. For this group
forty-four applications were approved by one of the two
agencies and only seventeen were refused.
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Credit Standards and Promptness in H andling Applications

A total of 115 concerns replied to the question as to
whether the credit standards applied by the Reconstruction
Finance Corporation and the Federal Reserve banks were
appreciably less rigid than those of commercial banks in the
community. No less than 107, or 939, of these concerns
stated that the credit standards were as rigid as, or more
rigid than, those of commercial banks. A substantial number
of executives were of the opinion that excessive caution was
exercised, especially by the Reconstruction Finance Cor-
poration.

In considering the question of credit standards, it should
be remembered that the average loan made by the Recon-
struction Finance Corporation to industrial concerns differed
in important particulars from ordinary bank loans to these
concerns.  Appraisals and audits by the Reconstruction
Finance Corporation were necessitated in part by the type of
loan, and in part by the absence of any previous credit experi-
ence. Commercial bank loans to industry are principally on
a line of credit basis, the principal bases for which are satis-
factory financial statements and records of earnings.

A question in regard to promptness in handling applica-
tions was answered by 109 concerns: Fifty-two stated that
their requests were considered at least as promptly as re-
quests at commercial banks and fifty-seven replied that their
requests were considered less promptly.

Tur NEED FOr THE LENDING AGENCIES
A total of 1,224 concerns replied to the question whether
it was believed that the lending programs of government
agencies' were necessary to meet the credit needs of industry.
! Including the industrial advance program of the Federal Reserve System which,

strictly speaking, is not a government agency. This program, however, was insti-
tuted by the Federal Government.
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~

Only 837, or 27.5%, stated that they believed government
lending agencies were necessary.

There was a marked difference between the replies received
from concerns reporting bank credit refusal or restriction and
those reporting no experience 6r no difficulty. A total of 117
concerns that reported bank credit refusal or restriction re-
plied to the question. Of these, eighty-five, or 739, regarded
the programs of the lending agencies as necessary. The com-
parable ratios for the groups reporting no bank credit experi-
ence and no bank credit difficulty were 269, and 22%,
respectively.

CriTicisMs OF THE INDUSTRIAL ADVANCE PROGRAM OF
THE RECONSTRUCTION FINaNCcE CORPORATION!
Numerous eriticisms of the policies and procedure of the
Reconstruction Finance Corporation were made in the ques-
i i urns.  In considering these criticisms, it is well
to remember that the Corporation has generally followed a

\J11 ) Ta CULAJ EAT VY
conservative policy in interpreting and applying the section
of the statute that provides for loans to industrial and com-

mercial businesses. This is freely admitted by officials of the
Corporation.

The criticisms made most frequently were:

1. Applications for loans are refused without offer‘ng
specific reasons.

2. The expenses incident to compliance with the require-
ments of the Corporation are excessive.

3. The total cost of the loan, including interest, expenses in

connection with the application, and amortization, is ex-
cessive.

! Only a few criticisms of the industrial advance program of the Federal Reserve
banks were noted in the replies. Several borrowers thought they were extremely

conservative. Ignorance of local industrial conditions wags charged by a borrower
whose application was restricted.
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4. The collateral requirements are excessive or too bur-
lensome.

5. Applications for loans are not considered with reason-
1ble promptness.

6. No consideration is given to the character of the
wpplicant.

7. There is an almost complete absence of personal contact
setween lender and borrower, comparable to that found in
elations with banks.

8. The Corporation has not made it possible for small
Jusinesses to use its facilities extensively.

9. Terms of the loans are at times in conflict with other
ederal policies such as the undistributed profits tax.

CHAPTER V
FACILITIES FOR FINANCING SMALL ENTERPRISE
HE SIGNIFICANCE of the problem of bank credit

availability to industrial and commercial borrowers can
not be appraised solely on the basis of the overall figure of
8.8%, for refusals and restrictions, or any similar figure. Tt
was shown in Chapter IT that refusals and restrictions of bank
credit are confined primarily to small and very small concerns.
In its most important aspects, the problem is one that relates
to companies with a capital of $500,000 or less.

In discussions of bank credit availability to industry, it is
frequently assumed that the bank credit problem is a sepa-
rate and independent problem in the field of finance. Legis-
lation is proposed on the theory that the financial difficulties
of industry involve solely, or at least principally, the relation-
ships between the banks and actual or potential borrowers
from the banks. There is the inference that, if the banks can
be induced to lend more freely, the financial problems of in-
dustry will be solved.

In its proper perspective, bank credit availability is merely
one phase of a broader problem that involves the financing of
small enterprise. The purpose of this chapter is to consider
the several elements of this problem and various proposals
that have as their objective the improvement of credit and
related financing facilities for small businesses.

ErEMENTS oF THE PROBLEM

The financial problems of small enterprise in the recent
period were to a considerable extent an outgrowth of the
extreme credit liquidation and deflation in the period that
ended in 1933. Because of operating losses incurred, and
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‘preciation and revaluation of assets, many small industrial
ncerns entered the period of revival in a weakened financial
mdition. The surplus account of the average concern was
eatly reduced and capital impairment was by no means in-
equent. In 1983, many small companies had financial
ructures that are best described as unbalanced, because of
e effects of the depression on their surplus and capital
ccounts.

Rehabilitation of the financial structure of the small enter-
rises that had been affected most seriously required addi-
onal equity capital or loan funds for relatively long periods.
n numerous cases additional equity capital was essential for
he restoration of a proper balance. Risk capital in small
mounts was generally not available. The small concern
sually did not have access to the capital markets, and never
n a basis comparable to that available to the large, well-
mnanced concern. In addition, the individual capitalist who
n earlier periods occasionally risked $50,000 or less in a small
nterprise with which he was familiar seemed to have dis-
ppeared. The most widely used sources of additional equity
apital for small business in earlier periods, such as retained
arnings and investments by owners, were also relatively
mmavailable in the early years of revival.

The enactment of the undistributed profits tax in 1936
wcted as a deterrent to the normal improvement of the equity
~apital position of small enterprises. Many small concerns
sarned profits in 1934 and 1935, but 1936 was a year of very
rood earnings in industry. This was the first of the two years
to which the tax in the extreme form found in the Revenue
Act of 1936 applied. The effect of the tax on the small cor-
poration struggling for financial rehabilitation was unfortu-
nate. The tax at the high graduated rate schedule of from
79, to 279, was actually paid by a substantial number of
small concerns, so urgent was their need for additional perma-
nent working capital.
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Under the conditions that obtained, a change in the char-
acter of industrial demand for bank credit accommodation
was inevitable. An increasing proportion of requests was for
funds on a term basis for the purpose of providing semi-
permanent additions to working capital and of financing
necessary additions to plant and equipment. In the early
part of the period of revival many of the banks were not in a
position to consider increasing their non-liquid assets.

Prior to 1938 the attitude of the examining authorities
acted as a deterrent to the development of intermediate and
long-term loans to industry as a recognized part of the bank-
ing business. These loans were generally classed by exami-
ners as slow or worse. The status of these loans has been
greatly improved as a result of a revision of examination pro-
cedure put into effect in the summer of 1938, in which the
Comptroller of the Currency, the Federal Reserve Board, the
Federal Deposit Insurance Corporation, and a number of
state ulatory autl 11

roo o
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practice, prospects for earnings and repayment are given first
consideration in classifying loans with relatively long maturi-
ties. For all practical purposes, banks subject to the juris-
diction of these examining authorities are now free to adopt
policies with respect to intermediate and term loans that fit
their particular circumstances.

Another element of the problem has to do with fiscal and
related policies. Throughout the five-year period beginning
in 1933, the economy was dependent on federal spending to
an unprecedented extent. Much of this spending exerted a
stimulating effect on business, since it involved the expendi-
ture of funds in excess of revenue receipts. It was difficult,
if not impossible, to forecast either the general business situa-
tion or the trend for a particular business, if the artificial sup-
port afforded by these expenditures should be withdrawn.
This was an important consideration in those cases where
credit was desired for intermediate or long periods. When a

s A TThdar ariere +
185 Nave concurred. under currenc
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request was received for a loan to be amortized out of earn-
ings over a period of years, there was no sound basis for fore-
casting earnings under a more orthodox fiscal policy. The
behavior of a business during preceding business cycles was
not an adequate criterion.

The dearth of venture capital in the recent period was to
some extent a consequence of fiscal policy. A speculative
fiscal policy having as its objective the stimulation of business
activity to a higher levelis not conducive to the assumption of
business risks. This observation applies to forward commit-
ments of almost every kind, but it is especially applicable to
the employment of additional capital in undertakings that
involve greater than average risks.

Another aspect of the problem is that federal surtax rates
were increased to the unusually high maximum of 759). In-
come taxation that provides for a maximum combined rate
of 799, together with a high level of average effective rates on
all large incomes, acts as a deterrent to the investment of

M 3 oA aQgIITn ial-a
capital in equities by those most able to assume the risks

involved. The high surtax rates have been justified in part
on the ground of fiscal requirements. In a lesser degree they
are a reflection of the consumer-purchasing-power approach
to our economic problems and the belief that there is a strong
tendency toward oversaving.

From the standpoint of small enterprise, the most serious
fiscal development in the period ending in 19388 was the
adoption of the undistributed profits tax, to which reference
has been made. The advocates of this tax assumed that there
was a degree of uniformity among business enterprises that
did not exist. In particular, the fact that developing indus-
tries which are too small to obtain access to the central capi-
tal markets rely upon earnings for a large part of their capital
requirements seems to have been overlooked entirely.

Throughout the period from 1933 to 1938 an easy-money
policy was followed by the Federal Government. The Treas-
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ury favored an easy-money policy in order that the huge
financial operations incident to deficit financing could be car-
ried through on a low-cost basis. In addition, this policy
seemed to be justified on the ground that low money rates
facilitate recovery. From the standpoint of the banks, ex-
tremely low money rates were undesirable for the reason that
earnings were affected adversely. Because of their low earn-
ing power, banks generally were not in a position to allocate
substantial amounts to reserves and surplus. Unsatisfactory
earnings in turn affected the decisions of bankers in regard to
the assumption of risks. With operating income so low that
adequate reserves could not be established from income, there
was a tendency on the part of some bankers to follow a con-
servative course in the case of any loan or investment oppor-
tunity that carried more than a minimum of risk.

D

In th e past few years various plans and suggestions have
been offered, which have as their objective the improvement
of the credit and other financing facilities available to busi-
ness enterprise. The underlying assumption in these pro-
posals is that there is a legitimate demand for credit and in-
vestment funds, principally by small businesses, that is not
being met under existing facilities. Ttis usually assumed that
the financial problem of small industry is prima ; a credit
problem.

Regional Banks for Industry

The most common proposal is that an independent system
of banks should be established for the purpose of supplement-
ing the financing facilities now available to business and in-
dustry. Loans would ordinarily be restricted to those with
maturities of not less than one year, but if short-term credit
was not otherwise available, it is probable that the banks
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would also grant this type of credit. Loans for both fixed and
working-capital purposes would be authorized.

A bill' providing for the establishment of a minimum of five
and a maximum of twelve regional industrial banks has been
introduced in the United States Senate. Its provisions are
as follows. Fach of the banks would have authority to make
loans upon such terms and conditions, with or without colla-
teral, and at such rates of interest as its board of directors
should determine. Purchases of preferred stock, common
stock, or bonds of any business enterprise would be author-
ized. Stocks and bonds of public agencies and the bonds ‘_)f
governmental bodies could also be purchased, presumably in
order that surplus funds of the banks might be employed
profitably. In addition, the board of directors of eac.h bank
would be empowered to take such other steps as might be
deemed necessary to furnish needed credit and capital
facilities. .

The regional banks would be granted authority to redis-
count the loan paper offered by national and state bal}ks.
They would be permitted to dispose of any assets acquired
in the course of their operations, subject only to such terms
and conditions as their governing authorities might prescribe.

Each regional bank would begin business with a capital
stock of $100 million subscribed by the Secretary of the
Treasury for the United States Government. The capital
stock of each bank could later be increased to a maximum of
$1 billion. The public would be given the right to purchase
capital stock of the banks. Additional funds Would'be ob-
tained through the sale of debentures, which would be msgred
through a fund established in the Treasury of the United
States. National banks would be given the right to purchase
the debentures.

The system of regional banks would be placed under the
supervision of a Board of Governors, to be composed of one

151208, introduced by Senator Pepper of Florida on Feb. 6, 1939.
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member from each region, appointed by the President and
confirmed by the Senate. Each regional bank would be gov-
erned by a board of seven members, four of whom would be
appointed by the President and three elected by the bank’s
customers and holders of the bank’s securities.

It a system of regional industrial banks should be estab-
lished, the industrial advance programs of the Federal Re-
serve banks and the Reconstruction Finance Corporation
would doubtless be terminated as soon as decisions had been
reached on applications under consideration at the time the
legislation authorizing the banks became effective. Logically,
the activities of these agencies would be restricted to liqui-
dating outstanding loans. It is inconceivable that the re-
gional banks would attempt to operate on a basis whereby
they would supplement the facilities now available through
both the commercial banking system and the industrial ad-
vance programs.

The principal difference petween the financing facilities
that would be provided by the proposed system of regional
banks and those now available is that the regional banks
would be authorized to furnish equity capital. This would be
the one outstanding advantage, as compared with the present
system. Insofar as loans are concerned, the industrial ad-
vance programs would appear to be the practical equivalent
of a system of intermediate credit banks.

There is no means of forecasting the volume of funds that
might prudently be invested in the equity issues of business
enterprises. The volume of lending operations under the in-
dustrial advance programs suggests that the volume of loans,
including purchases of debt obligations, that could be made
would be relatively small. Under the Federal Reserve pro-
gram, applications involving a total of $175 million were
approved between June, 1934 and the end of 1938. Advances
outstanding at the end of 1938 amounted to $17 ,250,000, and
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ommitments accounted for a little more than $14 million.!
Loans to business enterprise by the Reconstruction Finance
“orporation to the end of 1938 amounted to $150 million, of
vhich $110 million was outstanding. It should be noted that
nany of the loans under these programs were made prior to
he éhange in procedure in classifying loans adopted in the
ummer of 1938, to which reference was made in the pre-
eding section. TIf the change had been made effective at an
arlier date, it is probable that the actual advances under the
wo programs would have been smaller.

The record under the industrial advance programs for the
ast half of 1938 affords a better indication of the effective
lemand for funds on a loan basis that might be expected by
he regional banks. In this period the Federal. }:{eser.ve bar.lks
wpproved applications amounting to $13.9 mﬂhor}, including
ipplications for commitments, while loans to b.usmess enter-
orises by the Reconstruction Finance Corporation amounted

il A
O $4:'n‘2 IM1iion.

The effective demand for loans in the last half of 1938, to-
cether with the amounts outstanding, suggests that the vol-
ime of loans available would be decidedly small, unless the
redit standards of the regional banks were much less exact-
ng than those of the Federal Reserve banks and th:s Recon-
struction Finance Corporation. This assumes, of course,
'hat the regional banks would not attempt to compete with
commercial banks and would confine their activities to sup-
blementing the facilities already available.

Whether the proposed banks could obtain a volume of
business that would enable them to cover expenses and losses
would depend upon such factors as the number of banks es-
tablished, the availability of the physical facilities necessary
for their operation at a reasonable cost, and their ability to

! Agreements to discount for, or purchase obligations from, @pan{:mg mstl.tut(llons
ind to make loans or advances to them on the security of obligations received on
account of industrial advances.
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keep losses at a minimum. There is no reason to believe
that, if the minimum objective was to cover expenses and
losses, it would be possible to expand the volume of loans
much beyond that reached under the industrial advance pro-
grams. Credit standards could be made much more liberal
than those of the two agencies now making industrial ad-
vances only if it was anticipated that any impairment of
capital that might follow unprofitable operations would be
covered by a governmental subsidy. The right to purchase
preferred and common stock would tend to increase the vol-
ume of operations, but this would probably be the most
difficult part of the business to operate at a profit.
Experience under the industrial advance programs sug-
gests that any system of banks designed to supplement the
facilities available to industrial and commercial borrowers
through privately-owned institutions might find it diffcult
to operate on a profitable basis. E: nings and expenses under

these programs have not been re.. sed.  The Federal Re-

Qoar

SETVe ba a1k

nk of New York in its 3/ onthly Review for August,
1938, stated, however, that in general, ““the experience of this
bank with this type of loan indicates that the income re-
ceived, even at rates as high as 6 per cent, is not adequate to
cover expenses and losses.”  Comparable information for the
system as a whole is not available, but a substantial propor-
tion of total advances is past-due. It is unofficially reported
that the operations of the Reconstruction Finance Corpora-
tion in this field will show some losses, and that the net result
on all industrial loans is more likely to be a loss than a profit.
On the basis of current indications, it would appear that the
regional banks could break even on a compara
loans enly if they were more successtul in appr
tions and minimizing losses.

The Pepper bill does not restrict the securities of business
enterprises that may be purchased to new offerings. Tt is not
probable that, if this or a similar bill should be approved, the

ble volume of
aising applica-
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regional banks would be permitted to purchase large blocks
of securities on the exchanges. The banks should not be
authorized to make any purchases of a strictly speculative
nature. In addition, any legislation of this type should
definitely limit the business of the banks to supplementing
and coo?rdinating the financing facilities available through
privately-owned institutions. As the bill is drawn, this pro-
posed addition to our financial mechanism would give broad
powers to boards of directors dominated by presidential ap-
pointees. It would represent perhaps the most definite step
ever taken toward complete government control of the bank-
ing and financial system.

Industrial Finance Corporations

Separate corporations to be financed by the banks have
been suggested as a means of improving the financing facili-
ties available to business enterprise, especially the small con-
cern. Under this plan the banks would invest in the stock
of an industrial finance corporation, which in turn would be
authorized to make loans to industrial and commercial busi-
nesses and purchase their securities. The investment of any
one bank would be limited to a certain percentage of its capi-
tal and surplus. Securities eligible for purchase would in-
clude both preferred stock and common stock.

This plan would have the advantage of spreading the risks
nvolved in financing a particular business without the media-
tion of a government agency. In common with the regional
bank proposal, it would provide a means of advancing funds
to industrial concerns on a basis that would result in a better
balance in their financial structures. There are many small
concerns with reasonably good prospects that require addi-
tional equity capital. In many cases, additional funds on a
loan basis would result in further distortion of a financial
structure that is already unbalanced because of a high ratio
of borrowed funds to total capital employed. The mere pro-

1
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vision of additional funds should not be considered the sole
objective of any plan designed to improve the financing facili-
ties available to business enterprises. The attainment of a
proper balance between borrowed funds and equity capital
should be regarded as a complementary objective.

Credit Insurance for Business Loans

Another method of improving the credit facilities available
to industry would involve insurance by a federal agency of
loans to business by national and state commercial banks.
The assumption underlying credit insurance proposals is that
the banks will lend more freely to industry, if the risk of loss
is covered by insurance.

Bills providing for the insurance of business loans by the
Reconstruction Finance Corporation have been introduced in
both houses of Congress during the present session. The pro-
visions of the House bill will be outlined for the purpose of
illustrating this type of proposal.! If this bill should become
law, the Reconstruction Finance Corporation would be au-
thorized to insure national and state commercial banks
against losses which they may sustain on loans made to any
industrial and commercial business for the purpose of enabl-
ing it to increase its production, extend its operations, or
modernize its plant and equipment. Only loans made from
July 1, 1989 to June 80, 1941 would be acceptable for insur-
ance. To be acceptable for insurance, a loan would have to
meet five specific requirements:

1. The amount of the loan must not exceed $200,000.

2. Principal and interest must be payable in periodic pay-
ments over a period of not more than seven vears.

3. The rate of interest, exclusive of the Insurance premium

L H. R. 4280, introduced by Representative Allen of Pennsylvania on Febru-
ary 17, 1939,
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and any service charge, may not exceed 497 on the amount
of principal outstanding.

4. The conditions of the loan may not provide for a service
charge of more than 197 of the original amount,

5. The loan must be secured by a first mortgage upon real
estate, or by a chattel mortgage upon personal broperty, or
by debentures which can be amortized in ten years, deter-
mined by the Corporation to have a valye of at least 1259 of
the principal of the loan.

The Reconstruction Finance Corporation would be au-
thorized to fix a premium charge for the Insurance of loans,
which in no case could be less than 14 of 197, or more. than
17% per annum of the original amount of the' loan. The msur:
ance premium would be collected by the insured bank and
remitted to the Corporation. A bm}k holding an insured ob-
ligation would be authorized to sell jt to, or dls:.coupt or redis-
count it with, any other bank. Insured obligations would
also be made eligible for discount and rediscount at the Fed-
eral Reserve hanks by both member and non-menber banlks.

The most significant feature of this bill is that only loans
secured to the extent of 12595 or more of the original amount
of the loan would be acceptable for insurance, A question
arises as to whether many loans secured by mortgages or
other satisfactory collateral with a margin of 259 are to be
found among the loans that existing lending mstitutions re-
gard as marginal. Stated differently, are the bank§ and the
agencies making industrial advances now refusing well-
s(:,cured Ioans on which the risk of loss s so small that it can
be covered by an annual insurance premium of 19 or Jess?
Although only scattered information 1s available, it is entirely
probable that the loss ratio on all intermediate and term ad-
vances to industry made under the Industrial advance pro-
grams in the recent period will be in excess of 19 of the

z;verage amount outstanding during each yvear,
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A comparable il was introduced by Senator Mead. On
May 8 a revised bill was mtroduced in the Senate by the
same sponsor. Under the Provisions of this bill, banks could
be insured by the Reconstruction 7 Inance Corporation only
In respect to losses in excess of 1095 of the principal amount
of business loans. The minimum premium charge would he
14 of 19: the maximum, 19%. Insurance would be restricted
to loans for periods of from one to ten Years, and the insured
mdebtedness of any borrower would be limited to not more
than $1 million. Insurance woulg not be restricted to se-
cured Joans, ag provided by the Allen bill, and there is no
limitation as to the period during which loans must be made.

Insurance of loans to business and mdustry would lead to
some additiona] lending by commercial banks, especially by
those banks that for various reasons have adopted a conserva-
tive policy in regard to loans to he amortized over period
of years. There is little reason to believe, however, that it
would result in g large increase in industrial and commercial
loans. The credit standards necessary in order to keep losses
within income from premiums would make it impossible to
grant loans to concerns with unsatisfactory earnings records,
as well as to those whose future prospects could be rated no
better than fair. The acceptability of real-estate mortgage
security as a basis for msurance, as provided by the Allen bill,
would not in itself induce additional lending. With some ex-
ceptions, the value of an industrial plant as security for a loan
Is & going-concern value directly relate to the operations of g
particular imdustry.

In considering the proposal for insurance of business loans,
it should be remembered that deposits in practically all com-
mercial banks in the United States are now insured with the
Federal Deposit Insurance Corporation. Deposits are in-
sured up to a maximum of $5,000 per depositor. This is the
practical equivalent of Insuring the assets of a bank to an
aggregate amount equal to the deposits covered by insurance,
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For banks with few depositors’ balances of more than $5,000,
insurance of both assets and deposits would appear to be
nconsistent. If adopted, the proposed plan of insurance
would further reduce the sphere of action in which bankers
may make decisions and assume complete responsibility for
them. Because of the powers granted to the corporation ad-
ministering the insurance system, it could only be construed

as another step towards the complete socialization of the
banking system.

SUMMARY AND CONCLUSIONS

REecenT BaANKING DEVELOPMENTS

HE banking and financial statistics for 1933 to 1938 do

not disclose any underlying reasons for the existence of
unjustifiable refusals or restrictions of bank credit. After the
adjustments necessitated by the banking holiday had been
completed, the number of banking offices remained relatively
stable. Bank suspensions were at a minimum, and the con-
fidence of depositors was enhanced by the establishment of a
national system of deposit insurance.

Loans and investments of member banks of the Federal
Reserve System showed an upward trend through 1936.
Purchases of United States Government securities were the
principal reason for thisrise. The upward movement in loans
continued through the first half of 1987, and the trend in com-
mercial loans was not reversed until the early part of 1938,
or about a half year after the beginning of the business re-
cession. The increase of $2 billion in commercial loans in
1986 and 1987 suggests that the credit needs of industry and
trade were given consideration in the formulation of loan and
investment policies.

Probably the most significant fact disclosed by the analysis
of member bank statistics relates to the early part of 1987,
when it was decided to increase reserve requirements to the
full extent permitted by law. At that time there was a
marked reduction in investments in United States Govern-
ment securities. By the end of June commercial loans of
member banks were over $600 million larger than at the be-
ginning of the year, while total loans showed an increase of
over $900 million in the same period. The actions of member
banks at that time strongly suggest that the demand for busi-

187
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ness loans is an important factor in the formulation of policies
with respect to the investment portfolio.

Federal policies during most of the period were directed
toward easy money. The only possible exception relates to
the period when reserve requirements were increased. The
banking legislation enacted included provisions designed to
liberalize the conditions under which the resources and facili-
ties of the Federal Reserve System could be made available to
the banks and to business. Rates charged customers reached
unusually low levels and short-term open-market rates
dropped to minor fractions of 19, per annum. Because of the
extremely Jow yields obtainable on short-term open-market
purchases, one would logically expect that the banks would
have availed themselves of every opportunity to add sound
commercial loans to their portfolios.

During the peried from 1933 through 1988 there was a close
relationship between banking developments and federal fiscal
policy.  The level of deposits was affected by the methods
employed in financing the federal deficit. The easy-money
policy, which was dictated in a large measure by the require-
ments of Treasury finance, had an adverse effect on bank
earnings. Changes in federal taxation, especially the adop-
tion of the undistributed profits tax and the higher level of
surtaxes, tended to retard the resumption of normal flows of
capital and were a factor in accounting for a change in the
character of industrial demand for bank credit accommo-
dation.

Under the conditions that prevailed, it is difficult to imag-
ine the emergence of a serious bank credit problem, involving
numerous refusals of credit accommodation to deserving bor-
rowers. There are two other factors, however, that should he
mentioned. As the attitudes of bankers are involved in these
factors, statistical measurement is impossible.

The first is that restriction may have resulted from more
conservative loan and investment policies instituted as a
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consequence of the crisis early in 1933 and the unusual condi-
tions under which the banking business was conducted imme-
diately thereafter. Tt is probable that the events of that
period influenced the average banker toward conservatism.
If this was the case, it was not necessarily undesirable, so
long as the ultimate result was not arbitrary action in dealing
with requests for credit accommodation.

The second factor relates to the decline of the commercial
loan and the large increases in investments, especially United
States Government securities. In the immediate postwar
period the ratio of commercial loans to total loans and invest-
ments decreased quite rapidly, and the downward trend In
the ratio continued until 1936. During the decade ending in
1930, the most important reason for the decline was the re-
duced degree of dependence of imdustry and trade on the
banks for meeting their requirements. Changes in methods
of financing then in evidence meant that banks were com-
pelled to seek other outlets for banking funds. As business
was becoming more and more independent of the banks, it
was inevitable that the banks should become less dependent
upon commercial loans.

Deficit financing by the Federal Government through the
banks accentuated the decline in relative importance of the
commercial loan from 1931 to 1936. There is no indication,
however, that the availability of United States Govern-
ment securities meant a change in attitude towards commer-
cial loans. The marked increases in this type of loan in 1936
and 1937 could hardly be construed as evidence of apathy or
indifference. On the contrary, there is reason to believe that
the banks strongly desired to increase their loans to industry
and trade in order that a better balance in loan and invest-
ment portfolios might be obtained.
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Tre Bank CreEpIT PROBLEM

No bank credit problems had been experienced in recent
vears by 91.29; of the 1,755 concerns replying to the ques-
tionnaire. The remainder, or 8.87;, reported bank credit re-
fusals or restrictions. Concerns without any bank credit ex-
perience accounted for 25.59 of all concerns reporting, while
65.77% reported that they had not encountered any difficulty
in obtaining adequate bank credit for their legitimate busi-
ness requirements. The fact that more than one-fourth of all
concerns reporting had not had any credit experience is
mainly a reflection of corporate policy. The large number of
concerns reporting no credit difficulty is indicative of high
standards of financial management.

A substantial number of concerns reported that the banks
voluntarily offered them funds in excess of current require-
ments, or suggested that they accept a line of credit even
ﬂlough none had been requested. This active solicitation

suggests that the banks desire to avail themselves of every
opportunity to increase their industrial and commercial loans.

The New York Federal Reserve district ranked first in the
percentage of concerns reporting no credit experience with
82.59. while for the Kansas City district only 8.99} stated
that they had not had any credit experience. The proportion
of concerns reporting no bank credit difficulty ranged from a
maximum of almost 789, for the Kansas City and San
Francisco Federal Reserve districts to a minimum of approx-
imately 599, for the New York and Richmond districts. The
Kansas Clty district ranked first in the proportion of con-
cerns reporting bank credit refusal or restriction with 13.89,
followed by the Philadelphia district with 11.29, and the
Richmond district with 1197. At the other extreme, the
ratio for the Dallas district was only 6.79]

Among concerns with capital of more than %1 million,
97.89 reported either no experience or no difficulty in obtain-
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ing bank credit. These large concerns accounted for 41.79,
of the companies reporting no credit experience, for 37.89, of
those reporting no credit difficulty, and for 2.29, of all credit
refusals or restrictions. Concerns with capital of over $1 mil-
lion represented 369, of the total number of returns.

Credit refusals and restrictions were found principally in
the two groups classed as small and very small, or among
concerns with capital of $500,000 or less. These two groups
accounted for 81.29; of all credit refusals or restrictions, al-
though they constituted only 51.99 of the number of con-
cerns reporting. Of the concerns W1t11 capital of $50,000 and
less, 21.79, reported bank credit refusal or restriction, while

for those with capital of $50,000 to $500,000, the ratio
was 119.

Tre Basis or Baxk CrepiT REFUSAL OR RESTRICTION

Considered as a whole, the replies do not permit a satis-
factory generalization as to what proportion of credit refusals

and rectricetiarie waae Warr +,\,1 ,,,,,, el A8 11,

and restrictions was warranted. A careful az 1a1yS1s 01 Une re-
plies indicates a substantial number of cases in which the
record of earnings and current financial condition of the
applicant fully justified the decision of the bank. There are
other cases in which the decision of the bank seemed to be
unjustifiable, judging from the record of the concern in meet-

gatinme hotlh hafare o S B
ing its Obhsa tions both before and after the refusal or restric-

Hy b
tion. The unbalanced financial structures of many com-
panies, attributable in part to the depression and in part to
the relative unavailability of capital to small concerns, have
been a factor in refusals or restrictions, particularly in cases
where credit was desired for comparatively long periods.
Credit refusals were reported by eighty-nine concerns, or
5.19 of all concerns reporting. Credit restrictions were re-
ported by sixty-five concerns, or 8.79 of all concerns report-
ing. These include cases in which a pdrt of the request was
granted and those in which concerns obtained all the short-
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term credit required but had been denied loans to he amor-
tized over a period of years. Of 112 concerns that furnished
mformation in regard to the vear or vears in which the credit
refusal or restriction occurred, sixty-five reported refusals or
restrictions in 1938.

In 879 of the reported cases bank credit was needed for
working-capital purposes. Most of the concerns reporting
credit refusal or restriction had requested accommodation on
the basis of the general credit of the firm. Only a small per-
centage of the loan paper offered originated in specific trans-
actions. Credit refusal or restriction was based on the policy
of the bank in more than one-half of the reported cases. The
financial condition of the concern was the reported basis for
one-third of the refusals and restrictions.

Of the 154 concerns reporting credit refusal or restriction,
eighty-two were not rated in the late summer of 1938 by a
rating service widely used in the granting of trade credits.
Four-fifths of the unrated companies had capital of less than
$500.000.  Of the seventy-two concerns that were assigned
definite ratings, twenty-six were rated High and twenty-
three were rated Good.

More than one-third of the concerns reporting credit re-
fusal or restriction appear to have required credit for an in-
termediate period, or for one yvear to five vears. For some of
these concerns a combination of intermediate credit and new
equity capital seemed to represent the most logical solution of
the problem. A total of twenty-nine concerns probably re-
quired additional equity capital. An analysis of the 1,755
replies leads to the conclusion that there is no uniformity
among the opinions of industrial executives in regard to the
proper role of banks in the financing of industry. The ma-
Jority of the executives of companies reporting credit refusal
orrestriction, who expressed an opinion, believed that loans for
mtermediate periods to high-grade concerns represent a safe
and profitable medium for the employment of banking funds.
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The comment offered most frequently by the executives of
concerns reporting no bank credit experience or no bank
credit difficulty was that the requirements of all deserving
borrowers are being met under existing credit facilities.

ToE INDUSTRIAL ADVANCE ProcrAMS OF THE GOVERNMENT

The industrial advance programs of the Reconstruction
Finance Corporation and the Federal Reserve hanks were
instituted on the assumption that there was & large unfilled
demand for credit which was not being met by the banks and
other financing institutions. Total disbursements on account
of industrial advances by the Reconstruction Finance Cor-
poration amounted to $118 million to June 30, 1988. On the
same date, loans outstanding were slightly more than $76
million.! Advances by the Federal Reserve banks amounted
to $77 million to December 31, 1987, and commitments exe-
cuted amounted to $74 million. Advances outstanding at the
end of June, 1988, amounted to a little more than $18 million.
Combined advances of the Reconstruction Finance Corpora-
tion and the Federal Reserve banks outstanding at the end
of June, 1938, amounted to $95 million. This figure is equiv-
alent to less than 1.59, of the loans by member banks
classed as industrial and commercial on June 30, 193s.

Accommodation was sought from the Reconstruction
Finance Corporation or the Federal Reserve banks by 159 of
the 1,755 concerns that replied to the questionnaire. A total
of eighty-three reported refusal or restriction of bank credit.
Less than one-fourth of these eighty-three concerns received
the full amounts requested under the industrial advance pro-
grams, and 887 reported that their applications were granted
fully or in part. For the entire group of 159 concerns, 409,
of the applications were fully approved and 5297, in full or
in part.

* Exclusive of loans through banks and mortgage companies and loans to the
fishing industry under Section 5 of the Reconstruction Finance Corporation Act.
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A total of 140 concerns replied to a question as to whether
the application followed refusal by a commercial bank. Of
these, seventy-nine concerns, or 569, replied in the affirma-
tive and sixty-one, or 449, in the negative. Only thirty-
seven of the seventy-nine, or 479 of the concerns that had
previously applied to commercial banks, reported that their
applications to these agencies were approved fully or in part.
The comparable proportion for the concerns that had not
previously applied for the loan to commercial banks was 729%.
More than 909 of the concerns which answered a question
concerning credit standards under the industrial advance
programs believed that the credit standards applied by the
two agencies were either as rigid as, or more rigid than, those
of commercial banks. More than one-half of the concerns
that replied to a question in regard to promptness in handling
applications stated that their applications were considered
less promptly than at commercial banks.

A total of 1,224 concerns replied to a question as to whether
or not lending programs under government auspices, such as

these industrial advance programs, are necessary to meet the
credit needs of industry. Of these, 837 companies, or 27.59,
stated that they believed the credit facilities available

through these agencies are necessary.

Faciurries ror FINANCING SMALL ENTERPRISE

Bank credit availability is one phase of a broader problem
that relates to the financing of small enterprise. This proh-
lem is largely an outgrowth of the extreme credit liquidation
and deflation in the period from 1929 to 1933. Rehabilita-
tion of the financial structures of many small concerns re-
quired additional equity capital or loan funds for relatively
long periods. The undistributed profits tax acted as a de-
terrent to the improvement of the equity capital position
through the retention of carnings. In the early part of the
period of revival many banks were not in a position to con-
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sider requests for intermediate and long-term loans. The
attitude of the banks toward these loans was affected by the
adverse classification of such loans by the examining au-
thorities.

The financial problems of mdustry were aggravated to
some extent by federal fiscal policies. Since 1983, the econ-
omy has been dependent on federal spending to an unpre-
cedented extent. Because of the artificial support afforded
by expenditures in excess of revenue receipts, it was virtually
mmpossible to forecast business trends and earnings over more
than a short period. The willingness of capital to assume
venturesome risks was also affected by fiscal policy. The
high level of surtaxes and the undistributed profits tax, com-
bined with a fiscal policy that is best described as speculative,
tended to retard the resumption of normal flows of capital
and credit. The easy-money policy of the Federal Govern-
ment had an adverse effect on bank earnings, which in turn
affected the ability of the banks to allocate substantial
amounts to reserves and surplus and the attitudes of bankers
in regard to risk-taking.

Various proposals have been made for the improvement of
the financing facilities available to business enterprises, espe-
cially small concerns. A separate system of from five to
twelve regional industrial banks has been suggested for the
purpose of supplementing the facilities now available through
privately-owned institutions. The banks would be owned by
the United States Government. They would he authorized
to make loans to, and purchase the securities of, any business
enterprise and to rediscount loan paper offered by national
and state banks. Under another plan, industrial finance cor-
porations would be established by the banks, which would be
authorized to invest in the stock of such corporations up to a
certain percentage of their capital and surplus. Under both
the proposed systems, purchases of equity issues of industrial
concerns would be permitted. If the minimum objective was
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to cover expenses and losses, the volume of loans that could
be made would probably not be much larger than that under
the industrial advance programs.

Insurance of loans to business by national and state com-
mercial banks has been proposed as a method of making
credit more freely available. Bills recently introduced in
Congress would provide for insurance of loans meeting speci-
fied requirements by the Reconstruction Finance Corpora-
tion, which would be authorized to charge a small annual
premium. Banks insured with the Federal Deposit Tnsur-
ance Corporation account for about 979, of all deposits in
commercial banks. Insurance of deposits and assets through
separate federal agencies would appear to be inconsistent.
Insurance of deposits is the practical equivalent of insur-

ance of assets up to a total equal to deposits covered by
insurance.




