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CREDIT In the Development of the South
By PRESTON T. HOLMES, Vice President
State-Planters Bank of Commerce and Trusts
Richmond) Virginia
"The Southeast being a heavily loaded
debtor region faces an unusually adverse
trade balance. It not only does not have
adequate opportunity for earning, but its
money, hard earned, flows out and out
to enrich other regions, often contrary to
its economic advantages and diminishing
the income and purchasing power of the
people. The remedying of this situation
is the objective of all this planning for
industrial development. The special task
is to determine the largest number of
iteria from which to judge the advis.:>ility of amounts and types of industrial
expansion and of cultural conditions
hich will attract capital and leadership
personnel from outside as well as within
the region."!
The above was the initial paragraph in
the two previous issues of the News
Letter of May 15, 1940, and April 15,
1947, devoted to the role of credit in the
development of the South. In 1947 we
were riding a wave of prosperity between
World War II and the Korean conflict.
Industries were busy making capital improvements and expenditures for machinery and equipment that had been
delayed due to the war and were striving
for maximum productive capacity to fill
the pent-up needs and demands of our
people. Many things have happened in
the last 12 years, and it seems proper to
look again at the fundamentals of a
slowly changing economy in the Southeast. The above quotation puts in excellent perspective the basic problem as indicated by the title.
For the purposes of this article the
states included are Alabama, Arkansas,
Florida, Georgia, Kentucky, Louisiana,
Mississippi, North Carolina, South Caroa, Tennessee, and Virginia.
1= Howard W. Odum, Southern Regions of the
tted States (Chapel Hill: The University of
Irth Carolina Press, 1936), p. 451.

As one will readily recognize, the South
has made great strides in many respects
to overcome the handicaps under which
it has been laboring since the end of the
Civil War. However, while some states
have made excellent progress, others have
made far less spectacular gains because of
a combination of circumstances. Statistics
are often misleading, but I am inclined
to feel that the South as a whole has
made greater progress than the nation,
although there are some sections of the
nation which have probably done better
than the South.
Terms Defined
Wealth, capital, credit, and income
are derivatives, and perhaps the most
derivative of these is credit. It is dependent, among other things, on the prior or
contemporaneous existence of capital and
income. For the purposes of this discussion let us set up the definitions of the
terms we shall use; for this, even at the
risk of oversimplification, has the virtue
of making for definiteness and clarity.
Wealth refers to all material objects
which have economic utility and money
value. That these objects have been procured through the contraction of debt
does not affect their being included when
we speak of the wealth of the region.
Capital is considered as net worth in the
actual sense of being those economic and
monetary values left after deducting
debts. In other words, under the two
foregoing definitions it is conceivable for
a region or a group of people to have
great wealth and little capital. Credit
consists of money borrowed from any
source or, from the viewpoint of the grantor, money lent from whatever source.
Credit is an energizing force in the
economic machine. It is, in effect, lubricating oil to commerce and industry and
plays a vital part in the smooth move-

ment and payment for goods and services.
Credit is usually used to acquire wealth,
and when that wealth under the guidance of the human being (the entrepreneur) has produced income from which
credit is liquidated, the wealth then becomes part of the capital supply. This
flow of funds is not a complicated one
simply because the amounts are large.
Sources of Credit
Banks and insurance companies are
the large reservoirs of fluid wealth. When
a bank lends funds it is lending the funds
of its depositors, both savings and checkings. First and last these are the peoples'
funds. Today a bank lends only about $1
of its own money for every $10 to $15 of
its depositors' money. The trustee status
of the bank as custodian of the peoples'
liquid wealth is high. When business depression sets in on a national scale, when
crop failures occur on a regional scale,
or when a dominant industry in the area
declines in economic health, the bank
must be prepared to have funds to give
back to the people to whom they belong,
for under such conditions the people will
have need of these funds.
An insurance company must be prudent in the loans it makes for it has contracts to meet. Wars, economic depressions of great magnitude, and other major
catastrophes must be allowed for. Regardless of the conditions at the time that the
contract has to be honored, the insurance
company must be able to fulfill its part
of the agreement.
To these two sources of wealth and
credit should be added a third source of
credit-the Federal Government and its
agencies. If one examines the functioning
of these sources, one gets a good picture
as to the capital and credit available to
the area under discussion. The South,
with a little less than 20 per cent of the
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area and slightly over 20 per cent of the
people of the continental U. S., has less
than its proportionate share of the total
wealth. It is accurate to say that the
Southern region needs more fruitful development of its land and a greater ~c~
nomic productivity of its people. ThIs IS
a broad problem; much broader than
credit. It involves educational, social,
political, moral, and cultural conditions,
and is a problem that must be dealt
with at the grass roots and in localities,
as well as on a state and regional basis.

The Banks
While we do not know, except in general terms, where the funds that financed
the recent period of economic development came from and to whom they went,
let us look at the capital and credit reservoirs of the South. Are these reservoirs
of the South growing in size and increasing in usefulness?
In 1934, 3 of the 100 largest banks in
the nation were located in the South.
As of December 31, 1939, the South had
7 of the 100 largest banks in the nation
and this was still true as of December
31, 1958. One bank in the South is among
the 50 largest commercial banks in the
country showing total resources well in
excess of a half-billion dollars. As of
December 31, 1958, the South had 23 of
the second 100 largest banks in the nation, and these 23 banks were scattered
among 10 of the 11 states under discussion. On that same date, of the third 100
largest banks, the South had 21 representing 10 of the 11 states (only Arkansas is
without representation in the 300 largest
banks in the nation).

Size alone is not, of course, conclusive,
and these reservoirs of capital are growing. However, the South had only 3 more
banks in the class of the 300 largest banks
in the nation at the end of 1958 than it
did in 1946. Relatively, therefore, we
have not shown a great deal of growth.
Savings deposits of Southern banks
have shown good increases percentagewise since 1934. In the period 1934 to
1939, these deposits increased 27.9 per
cent, against a 15 per cent growth for the
nation as a whole. Between 1939 and
1946 savings deposits increased by 83.5
per cent, against a national 63.3 per cent.
Interestingly enough after showing these
large gains proportionately, in the period
1945 to 1950 the 11 Southern states under
consideration had a smaller increase in
savings deposits than was true of the
entire United States. In the period 19501956, however, the South showed a 60 per
cent increase in savings deposits against
a 44.6 per cent increase for the nation.
Per capita savings in the South continue
low indeed, and the sledding is hard and
uphill.
As a general rule, Southern banks have
continued to extend loans and credit-an
important measure of their usefulnessin a relatively more active manner than
in other sections of the country. Between
1939 and 1945 loans and discounts of all
active banks in the U. S. increased 42
per cent, compared with 57 per cent for
the South. While the war-time growth of
loans by banks in the South was much
greater than that for the country as a
whole, more recent figures show a little
different picture in that loans in the
nation as a whole increased approximately 100 per cent in the period from 1945
to 1950, as compared with 110 per cent
for the South. From 1950 to 1956 the
United States showed an 82 per cent
increase, while the South showed an
increase of only 71 per cent.
It is believed that the reason the South
showed a smaller gain in loans in the
latter period is that in times of tight
money the financial centers such as New
York, Philadelphia, and Chicago are
usually faced with a greater loan demand
from large national corporations than is
true of banks in the interior. By the
same token, figures indicate that the
banks in the interior, particularly in some
sections of the South we are considering,
did not have the lessened demand in 1958
that was experienced by the larger money
centers. In other words, it appears that
in stringent money times the rnajor financial centers are faced with greater de-

mands than the South and other sections,
but in times when money is relatively eas
the South maintains a proportionate
higher volume of loans than these same
centers.

Municipal Borrowing
It has often been stated that Southern
municipalities pay higher rates of interest
on their obligations than do similar governmental bodies elsewhere in the country. Broadus Mitchell has stated that "The
South has dragged its feet, economically
in the 75 years from 1815 to 1890, and
socially, politically and morally in the
slightly shorter span since then."2 He
then goes on to say that after the War of
1812 there was little venture capital.
Those with means were lenders, not investors" and the enterpriser was almost
absent from the scene. These factors,
plus numerous others, including the fact
that generally speaking the resources of
Southern financial institutions are not
adequate to meet the needs of its rapidly
expanding economy, have made for the
price differential. However, in reviewing
the 20-year general obligation bonds issued during the past year, one finds that
cities with the same rating sold their
bonds at approximately the same price
regardless of geographic location. For
example, cities with an AA rating in t
North and West sold 20-year general oblIgation bonds with an average yield
3.22; Southern cities with the same ratin~
sold the same type of bonds with an
average yield of 3.23. On A rated bonds
the yield was the same, 3.44 per cent.
It is virtually impossible to prove that
Southern municipalities now carry a
greater interest burden than the rest of
the country since there are so many
factors which determine the credit rating
of a state or a municipality. The figures
clearly indicate, however, that on bonds
with the same credit rating, while the
market may not be as broad and as receptive for Southern issues, the price differential is virtually nonexistent.
Insurance Companies
A survey of life insurance companies
in the South showed that, as of December
31, 1945, there were 25 companies with
assets of $10 million or more. These companies were scattered over 10 of the 11
states under review and had total
admitted assets of $1.136 billion, as compared with admitted assets of $562 million as of December 31, 1939. On December 31, 1957, the South had 6 of the 50
2. Broadus Mitchell, "Economics in the SoutJ:
32 Current History 267-72 (May 1957).

-7largest companies in the country, and
these 6 companies alone had admitted
sets of $2.309 billion, or more than
twice as great as the total admitted assets
~ the 25 largest companies in the South
Jnly 12 years previously.
Figures for the year ended December
31, 1957, show that of their total volume
of city mortgages in the United States
and its territories, the 25 largest insur~
ance companies in the nation placed 17.7
per cent of this volume in the 11 Southern states. On the other hand, they placed
15 per cent in the State of California
alone. It is very interesting to note from
these figures that 10 of these first 25 com~
panies in the nation have no city mortgages in 2 of the 11 Southern states.
Total mortgages owned by all the life
insurance companies in the nation
amounted to 32.418 billion at the end
of 1956, of which $6.519 billion, or 20
per cent, were in the South. Likewise, of
the total farm mortgages held by insur~
ance companies in 1956, approximately
15 per cent were in the South.
Based on the foregoing statistics, it
would appear that, generally speaking,
the nation's insurance companies are extending relevant credit in the South, al~
though this section of the country does
t appear to be as attractive to the
.rger companies as is true of some other
ections.
Farm Mortgages
Farm mortgages held by the Federal
Land Banks amounted to 17 per cent of
the total farm mortgage debt at the end
of 1957. In 1925 this organization (and
the Land Bank Commissioner) held approximately 10 per cent of the total farm
mortgages, and this built up to about 42
per cent in 1940. The percentage of farm
mortgages held by this organization declined in the 1940 to 1950 period from 42
to 17 per cent, and since 1950 has re~
mained fairly steady at 16 to 18 per cent.
The farm mortgage debt of the South
placed with a government agency carries
the same rate of interest as the farm debt
of other areas. In the instances of agricultural debt and obligations held by
other U. S. government agencies, the
South has the same interest burden as do
other regions of the nation.
Individual and Corporate Borrowers
Comment is sometimes made that di~
rect, over-the-counter customers of the
commercial banks of the South pay a
higher (and hence more burdensome)
.e of interest than do individual and

corporate borrowers in other sections of
the country. Of course, there are several
ways to measure this interest burden in
connection with which there are also several attendant factors to consider. For
example, in the period of easy money
from the late 'thirties to the early 'fifties,
when there was great pressure on bank
earnings and the loan demand was not
heavy, large Eastern lending institutions
became very interested in extending
credit in the South at rates equal to those
charged in the East itself. These credits
do not affect the great mass of the Southern people although they do affect the
larger and, it is fair to say, even the
medium-size businesses in the South.
Another important consideration to be
borne in mind is that some small rural
Southern banks as a class have in the past
paid a higher rate of interest to their
savings depositors than do the commercial
banks of the North and East. The money
to pay interest on savings comes from
earnings in which interest on loans and
discounts is a large item.
A customary method for computing
the interest burden is to quote the figures
published by the Federal Reserve Board,
which compare the average rate of in~
terest charged in Southern and Western
cities with the rates charged in New York
City and in other Northern and Eastern
cities. Table 1 shows for selected years
the amounts by which the rates charged
in 11 Southern and Western cities exceeded the interest rate charged in the
other 2 sections. It will be observed that
the disadvantageous spread for the South
and West has narrowed in the past 21
years with the amount of spread being
less in stringent money times and greater
in an easy money market. This condition
arises because the South has fewer prime
rate borrowers proportionately and more
small and medium-size borrowers who
pay a higher rate and who are usually
more steady users of bank credit.
TABLE 1
Excess of Interest Rate Charges for
11 Southern and Western Cities
7 Other
Northern b
New York City Eastern Cities
Year
Per Cent
Per Cent
1937
1.52
.37
1945
.74
.22
1950
.81
.51
1957
.36
.20
1958
.55
.33

The figures in Table 1 are interesting
and valuable, but they have several defects for mirroring the interest burden
of an area. Only cities are considered and,
what is more important, there are II
Southern and Western cities included in
the computation.
With the view of appraising the situation in the South, data published by the
Federal Deposit Insurance Corporation
are indicative. Earnings and expenses of
the total insured commercial banks of
the country are broken down per $100
of deposits. Interest and discount on loans
per $100 of deposits are shown in Table
2. Interest paid per $100 of deposits is
shown in Table 3. It should be noted
that this interest paid on deposits refers
to total deposits and not savings deposits
only. The use of these figures will show
not only the interest charged on loans
and discounts but also the inter-relation
of this factor with the activity which the
bankers of the South are able to create
out of their deposits. After all, it is quite
essential that the deposits of an area
should be put to work to the maximum
extent deemed sound.
TABLE 2
Interest and Discount on Loans
(Per $100 of Deposits)
Southern United
Differential
States
States
Year
1937
$2.13
$1.51
$0.62
1945
.11
.64
.53
1956
2.30
1.98
.32
TABLE 3

Year
1937
1945
1956

Interest Paid On Deposits
(Per $100 of Deposits)
Southern United
Differential
States
States
$0.61
$0.51
$0.10
-.03
.15
.18
.38
.37
.01

The radical change in the items shown
above between 1937 and 1945 is due
primarily to the vast increase in deposits
which came about as a result of financing
World War II. In 1937 interest on loans
and discounts per $100 of deposits was
62 cents greater in the South than in the
average for the country (Table 2). If
from this unfavorable differential we
deduct the favorable differential of 10
cents per $100 of interest paid on deposits (Table 3), we have a net unfavorable differential for the area of 52 cents.
In the year 1945, interest on loans and
discounts per $100 of deposits was I I
cents greater in the South than the

-8average for the country. To that figure
should be added the 3 cents less paid by
banks in the Southern states per $100 of
deposits. Accordingly, in the year 1945,
the unfavorable differential of the Southern states was 14 cents, as against 52 cents
8 years previously. By the end of 1956 interest on loans and discounts per $100 of
deposits was 32 cents greater in the South
than the average for the country and interest paid on deposits was 1 cent greater
-a net differential of 31 cents which is
substantially greater than the differential
shown in 1945, but still well below the
1937 spread.
While any problem as large and complex as the over-all problem of the South
has many causes and solutions, there are
several key questions to which answers
must be found if the South is to strike
at the roots of its trouble.

The South's Problem
Without discussing the political, moral,
social, or religious issues involved, the

integration decision of the Supreme
Court in 1954 has given the South its
greatest single problem since the War
Between the States, and the unsettled gen..
eral conditions, particularly the lack of
stability of the public school system, are
a major economic deterrent. The manner
in which this problem is handled will
have a tremendous effect on the ability
of the South to attract new industry and
to encourage existing industries to expand their present facilities. For instance,
North Carolina, with legal compliance
with the Supreme Court decision and
little social unrest, had new plant investments in 1958 totaling $253 million, while
Arkansas, with its massive resistance and
unsettled conditions, had only $25.4 million in 1958 compared with $44.9 million
in 1957 and $131 million in 1956. There
will never be any way to tell how much
business the South failed to attract by
the uncertainties that have existed in this
region in the last several years.

Another major problem is the movement of people out of the South to othe
areas. With the exception of Florid
which is showing the third largest population increase percentagewise of aT
state, all the Southern states in the perioCl
1950-1956 showed net migration losses
ranging from 1.9 per cent to 14.8 per
cent. This has often been referred to as
"erosion of the top soil," as many of those
leaving are the bright young men that
the South needs for leadership in the future.
Despite the growth of the investment
banking fraternity in the South, it still
plays a relatively small role in the security
business of the country, and this is a
handicap that will be hard to overcome.
While the So t
t
e teps in the
right direction, the problem of developing its wealth and income to the point
where it bears the proper relationship to
other sections of the country is a slow
process, and the key is dynamic leadership.
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