
Current canditians . . . .

credit tightens as
busy ness pace expands

T
HE RAISING of the discount rate farm 2 ~ to 3
percent by the ~cderal Rcsez-~~c Rank of Minne-
apolis an April l3 focuses attention on the current

economic situation . This action indicates the general
concern by the Reserve authorities rx~ith rising levels
of laanlc credit and recenx advances in many wholesale
and spot commodity prices .

The higher discount rate is oz~e factor which it is
hoped will tend to slow the demand far more credit,
particularly where such barrntvings may result in add-
ing further to inflationary pressures . When business is
z~~ovitig at a high level and leans arc at record propor-
tions, it seems importasat to allow higher credit costs to
place restraint on margil~al users of credit. Consideration
of these factors persuaded the I~Iinzxeapolis Federal Re-
serve Raz11c in raid-April to raise the discount rate a full
%2 percent.
A rising Ievel of non-agricultural prices is of par-

ticular disadvantage to the Ninth district economy
with its relatively large dependence on agriculture .
Prig inflation at this time v~°oZZld add little to the
demand for farm products . Yet, price inflation, should
it occur ott a broad scale, might soon be reflected in
higher casts of farming . Hence the farrtz price-cast
squeeze might be expected to tighten rather than ease .

13encath its flzaancial supcrstructu .re - sonnewhat
tightened of late-the economy continues to perforzzz
~xrith seemingly tireless vigor . The general high level
of business activity in the Ninth district lends regional
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Borrowings by member banks during the past year at the Federal
Reserve Bank have been the highest in more than 2fl years in spite of
higher Costs of borrowing.

substance ro such an impz-ession . Specifically, the busi-
ness record for the first quarter of 1956 makes this
Soi't of coulparisan ~;rith the first quarter of I955 :

Bank debt+s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .up 9°~°
Eleetric power production* . . . . . . . . . . . .up i2%
Employment, non-agricultural . . . . . . . .up 3%
Manufacturing employment' . . . . . . . . . . . .up 6%
R~ . weekly earnings, manufacturing ..up 7%
lJnemployment . . . . . . . . . . . . . . . . . . . . . . . . . . . .dawn 21
Department store saies. .. . . . . .. . . . . .. . . . . .up 7°~°
Building permits, ~aluatian, . . .� . .� , . . .up 2%
Construction contracts awarded. . . . . .up f °~,
New car registration .. . . . . .. . . . . .. . . . . ..down 3°~
Cash farm income (estimate'`} . . . .down

	

t%
Prices reeei~ed by farmers ~ Mien .
unadjus'.ad~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .down 5°~°
fSanuary-l~ehrnary only .

The ahove statistics indicate 1rzl'ti4ularly Chi curre:z~t

strength i~a employrment, tivagcs and construction com-
pared tivith a year ago . Cash farm income level is being
maintained at near year-ago levels, thanks to the good
crops of last season and high livestock numbers on
farms .



Perhaps the weakest element in
the district's current economic pic-
ture is tl-ze relatively Iaw level of
prices received by farmers, which
in mid-March was 6 percent below
th :~t of a year earlier. However,
prices received by farmers have re,;-

bistrict security
expenditures follow
national trend

OLLOWING the Korean conflict,
percentagewise tlic Armed

Forces were not demobilized an
as large a scale as they wexe after
World War II . There was no re-
turn to peace; a cold war replaced
the hot one. Although reduced sub-
stantially after ntid-1953, large na-
tional security expenditures have
continued vear after year . In the
federal budget these ehpenditures
have hovered close to two-thil'ds of
the total . As a proportion of the
federal government's purcflases of
goods and services, which a.re only
a part ref the budget, they have
ranged frntrl 86 percent to 89 per-
cent of the total.

In addition to the absolute de-
cline in expenditures the growth in
the civilian economy, especially in
the past year and a half, has re-
duced the relative significance of
national sccuxiry expenditures .
These have Iost some of their imw

partancc in providing some crucial
props to the economy as was the
case a fetiv years ago. 1~Tational se-
curity expcnditurcs now account
far about la percent of a $40[) bil-
lion gross national product {as
compared to I4 percent during the
Korean war) .

In the Ninth district national se-
curity expenditures figures have de-
clined at about the same rate as na-
tional figures. The amount of mili-
tary prime contracts Iet to frrms in
the four states wholly in the Ninth
district in fiscal years 1955 and 1955
was 1.2 percent of the national total .
The percentage of the total in pre-
ceding years varied only a few
tenths of a percent.
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istered approximately a 3 percent
gain since the 1955 low paint of Iast
December.

It is significant that in r e c en t
weeks both the Wholesale and Basic
Cnrnmndity price indexes have been
advancing . Thus far the Consumer

Fa2dozving are sum~zaries that highlight the current economic scene in the Ninth district :

In the district economy, as in the
rest of the nation, national sccurity
expenditures have lost some of their
significance . During the Korean
conRict the amount of military
prime contracts awarded to firms
in the four district stares rose to 6
percent of the personal income in
these states . In xecent years ti,c
amount of contracts let has

3~iILITARY PRIME CONTRACT AWARDS
iN FDllR D1STRfCT STATES*

*Minnesota, Montana, North f7akofa end
South Dakofa

Source : Military Prime Contracts, by State,
Office of Asaietant Secretary of Defense.

dwindled to where it ranges be-
t~n~een 1 and 2 percent of the pcr-
sanal income .

Nevertheless, the type of con-
tracts Set to fire}s in this district dur-
ing the first three and one-half
months of this year does provide
some insight into the significance of
national security expenditures to
our regional economy. Several air
bases are under construction. Con-
tracts let for airport construction
aggregate $13.5 million . Purchases
of food and fond products have
been relatively important in this
area, over $? million in contracts al'c
let for such products . Airplane parts

Price Index is steady, but, if the
other two indexes continue to ad-
vance, it may be only a short time
before this index also will drift up-
wards. "This will most certainly be
true if recent trends in processed
food prices are maintained.

and scn=ice are illlpartant and un-
douhtedly will grow in importance
as air bases are placed in operation .
Now over $9f1U,a~Q of such con-
tracts are let, k arms irl this district
manufacture specialized navy erluip-
nient. Such contracts totaled over
half a million dollars . A long array
of otI~cz- commodities and services
are contracted for-dental and sur-
gical apparatus and supplies, auto-
motive repair parts, petroleum
products, paper and paper products
and research services . The arrrounts
show that obviously the depend-
ence of business firms on defense
contracts has been declining.

Fewer cattle on feed

TIIERE w~ae 8 percent fewer cattle
and calves nn feed than last year

in the 14 major feeding states, ac-
carding to the US1JA's spring esti-
mate . The numllcr jva5 estimated at
4.2 rlrillion head, 1G percent fe~"er
than were on feed January 1. The
number placed an feed in these
states was 3 percent less than dur-
ing the sallle period last vear, while
rrrarkctings of fed cattle ~vere 13
percent larticr .
Far the nine corn belt states in-

cluded in tIris group, the decrease
was 9 percent from a year ago and
12 percent below January 1 .

In h~iirnicsnta the number of cat-
tle in feedlots was just the same as
a year ago. South Dakota numbers
mere demo 21 percent.

district farm income
ASII RE[:RIYTS Of Nllltl7 dlstrlct
farmers during January--Febru-

ary of 1956 averaged just 1 percent
belowayear ago, according to U. S.
Departrl}cot of Lgriculture esti-
nlates . The following comparisons
are based an cash receipts from



Current conditions . . . .

farm marketings in the four Ninth
district s t a t e s for the combined
months of January-February 1956
compared with 1955 .

Minnesota ., . . . . . . . . . . � . . . . . . . . . . . . . . . . . . . . . . . . . ., . . . ~-7°l0
North Dakota . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ., . . . ---2°'0

South Dakofe . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . -24%
Montana . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~-8%

Cnnsthructinn activity
continues at a high level

ox xl~r first quarter of 1456 caun-
trywide and Ninth district con-

Strnctl0n aCtlVlty equalled nr ex-
ceeded the high levels achieved a
year ago .
The first constnlction indicator,

the dollar volume of new con-
struction put in place throughout
the nation during the first three
months of 1956, tivas X8.5 million-
equal to the 1955 figure . While the
total remarn5 tl7e SaITrG, thel'e Were
significant shifts for differelit types
of construction . The declines in pri-
vate-residential and public-industrial
construction were offset by in-
creases in private-commercial and
industrial building and in highway
construction . Total construction
contract awards (a second indicator
of construction activity) for tl~e
first quarter of 1956 were 17 percent
above the levels of a year ago for
the nation and 1 percent above far
the district .
A more complete first quarter

picture for the district based on
building permit data (a third indi-
cator of construction activity} is
shou"n on the accompanying chart .
As the chart indicates, the dollar
valuation of total building for the
first quarter of this year (haled an
returns from 437 district cities} rose
2 percent, only slightly above the
first gtlarter of 1955 . Increases were
especially noticeable in new non-
residential building (trp I6 percent}
and for repairs and alterations (up
I5 percent) . The total valuation of
new residential building, by crrn-
trast, was still down about 12 per-
cent from a year aga . Nevcrthclcss,
current inforrnation from lnlildcrs
indicates that activity in home lxlild-
ing has begun to pick up . "fhe large

Source : Building permit date compiled by
14Tinneapnlis Federal Reserve Sank.

amount of residential c o n t r a c t
awards already indicates an upturn.
For the first quarter the volume of
these contract ar~rards was 26 per-
cent above a year ago in the district
and S percent above a year age for
the nation .

Total (luilding permit vaIuatir~ns
with the carrcsprlliding percentage
changes in the various stares of the
district are slaown in the collie be-
low. Very evident is the sharp rela-
t1Ve 1nCreaSe In Montana, Nortlti-
western Wisconsin and in South
Dakota . in metropolitan areas tire
drop Haas due to a drop of 4 percent
in Minneapolis-St. Paul and a 19
percent drop in Duluth-Superior .
The drr~p in Minneapolis-St . Paul,
which significantly affects the 1~tin-
nesr~ta and district totals, was largely
the result of a substantial declil~e in
new home canstructiala in the
Twin Cities .
The construction valuation fig-

ures used above are all stated in
current-dollar amounts . Thus, tl~e
changes in real activity are pat quite
as great as the dollar fzgures iladicate
because building costs continue to
rise . The composite construction
past index of the Department of
Comluerce rose from 122.7 in Janu-
ary 1955 to 127 .7 in January 1956 .
For more titan a year this index has
gone up each mcfnth and a slow in-
crease is expected trl continue . 1~cv-
crtheIcss, the dollar increases were
sufficient to indicate an increase in

r,.~e °r wiiding
New Nanresldennol Suildiny
Rrp°irs and AiHrolims

rorol Bulidiny

rvew ~~rden*i°i ar:nain e

PERCENTAGE CHANGE

in

I3~LL.AR VAI.UATE~N

of

BUILpING PERMITS

$y +ypa of building, Ninth

Federal Reserve District

[Firs+ quar+er . . . 1955
compared to 1955}

the real

	

~c~lulne c~f most types c~f
colasrruction .

Total Building Permit Valua+ions, By 5+a+e,
Firs+ {,}uar+er 1955 and 1956

(Dollar Amounts in Thousands}

"Ninth district portion only

Grain stacks an farms
JN -rH 17I5'1~HICI' farmers held larger
stocks of wheat and feed grains

on April i of this year compared
with a year ago . Stocks of f~aY and
soybeans were less than a year age .
The figures below show stocks on
farms and major grains on April 1
in millions of bushels .

5+asks of Grains an Farms
In Faur Dis+tic+ 5+a+es April 1

In Millions of Bushels

~,Nn
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Percentage
1955 1951+ Change

Michigan' 912 84b - 7
}vlinnesata 59,937 54,772 - 9
Montana 4,6f9 7,06p -{-53
North pakotn 2,435 1,658 -32
South Rakota 4,054 6,347 x-57
Wisconsin'` z,a3s 4,87Q -1-139
Nan-Metro-
politan areas 23,444 27,349 -}-17
Metropolifan
Areas 50,543 48,154 - 5

1955 1956
Corn ~ . . . . . . . . . . .~ . . . . . . . . . . . . . . . . . . . . . .197 .5 2flb .8
Wheat . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7$ .6 121 .8
oafs & Barley . . . . . . . . . . . . . . . ., . . . . . . . . . . .251 .7 263 .0
Flax & Soybeans . . . . . . . . . . . . . . . . . . . . . . . . 31 .3 18 .7
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Nutc : Balance shret~~frpures z7aed sa ¢ ' basis for 1955 ratloa are arcragea Ynr amounts reported

Decsmher 31, 1959, June SO and October 5, );355-
~ Includes service efusrpes and other Yeee vn loons .

S kkclude7e transfers from and to vaFuatfon reserves .

" Bsnks renortintt sem amounts mere excluded i7s oomnuking this averngn and fisur~ are not

shown where there are fe,~er than three banks in a group" - J
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1955 1954

ltinmher of 13ankc 471 470

SLINIMARY RATIOS
percentage of total capital accounts
1 . Net current earnings before incorise taxes ._-_-_-.- . .-. .. . . . ...__-- 17 "3 I7 .2
2 . Profits made Uefore income taxes--.. . . . ._-..-__----.--. . . ._...---_- .-. . 15 .0 1fi,1
3 . Net proFits ._ ..--__---,- .--. . . . . ... .,_--_-._.-- ... .... .-__-__---.- . ... ..._--_--_-_---- .. . 9.2 10 .5
4. Cash dividends dcclareri ._.__---. .--. . . ..._-_ .-__--. ._. . . . .. ...- .-------_-- . . .. 3.8 3 .7
Percentage of total assets
5 . T~tal carninbs---- .- .- . . .. . .- ._--_.-- . . . . .. . . . .--__-_--_- .- . . . ... . .-__--_-___ .-. .- . . . . . 3.54
6, ?tier current car]ria~s I1LiUFl", 7] :Cr7317C roses . ..-_--_-_--_.-_ . . . . .- .--_-- 1 .10 i . lfi
7, nit prnr~t5--- .- .. .. .----_--_--_---- . . ..- .--_-----_-- .-- . . . . . . .------ .--_-- .- . . . . . . .-------_ .66~7~

50iiRCES Ah1D DISPOSITION OF EARNINGS
Percentage of fatal earnings
8, Interest an U. S. Government securities-.-_-_--_-- .- .- ...-. . ._-_--_-_ ?."t "7 25 .Q
4, Interest and dividends on other sccurities-------- . . . . ..-.---------- 5 "3 5 .1
i4. Earnings on Ioans§_--_--_- . . .. ..-_ .-___. .- . .- .... . .. .__- .___. ..-. . . ..----_--_--- 54 .7 54 .1
11 " Other Current carssirsgs-. . . ... .-___-___.-- . . . . ... ..- .__-_- ._ . .. . .. . . ._--_--_- . . .. 15 .3 15 .8

Total carnings-.-. . ._ .. . .. ._ .,-,__-__ ._--. . . . . . .-._-_-__-_. ..- . . .. . ..__-__--.-. . . .. 1DD.0 100.0
12 . Srrei[e ekargrs an dtpasil oceouxrs (1 r+cluded in item 11)-. .-. . .- 6 ~~ 6 ~ 4

13, Trust drparlmenr earnings {Included in item fI}~--_- .- .... . .. .- ..-_ 2.S 2.5

14 . Salaries and wages. ..___-_--- ._- .-. . . . . .-__-__-- . .-- ... . . .. .-__-_--- ... .. . . . ...---_- 31 .1 31-1
i5 . Interest on time dcPosits_ . .- .... . . . .-.___-_ . .-- .-. . . .. ...._ .-_- .. . .. . . .-_._--_- 13-8 13 .8
16 . Other current cxpenses___ . . . . ...-_.._-__--- .-- .. .-..__. .-__-_- .- . ..... . .-__-_. .- 2I "1~~~
17, Tatai expcnses ...-__._ .--- .. . . .. . .-.--_-_---- ... . . .. . .__-___-__.-. . . ... ..----__ ._.- fi6 .4 GS "9
18. :Vet current caraings Uefore income taxes-_-- ._-.-. . .-..-_-_ .- .- .-. . 34 .0 34 .1
19. Net losses, or 1~eCOVCries and profits (- ar -{-J ~._-.---_- . . . ... -2,2 - .5
2Q . Net increase, or decrease, in valuation reserves {- or -{-) .. -2.1 -- 1 .4
21 . Taxes on net incomc. ..... ._ ._____-.-- .. .-. . . .-___----- . .. . . . . . ..-- . .. . ... . .. . . .. 11 "1 11,0

22 . ?tier prnGts. . . .----_-_.--.- . . .--------------- . . . . . . .--_--_-_--_- .- . . . . .--_----_---- .. .-.-_ . 18 .6 21 .2

RATE5 OF RETURN ON 5ECLIRITIES AND LOANS
Return on securities :
23, Interest on ll. 5 . Government securities_ ..-. . . . ..-._._------.- .. . .... 2 "Y3 2 .I5
24, interest and dividends on other securities...____._ .. . .-. . .. . .... 2 .25 2 .33
25 . It et losses, or recoveries and profits on total securities

(- or -F-}#--_-- . ._. .... ...-__._- .- . .-. . . . . ..__-_~_-. . .- . ... .- ._--. .-. . . ...... . . .. .- .-- ° .05 - .1
Returnn on loans :
26. Earnings oil ]oans§-.--__-_- .- . . . . .. . .____---.- . .. ... . . ..--_---. .- .. . ..- .___-_. .-- 5 .7G 5 .7(1
27, tier 1nssE:;, nr recoveries on loans (- nr -]-]#-. . . - --- - " 1fl - . I S

DISTRIBUTION OF ASSETS
Percentage of tots! assets
28 . T3 . S, Government securities . ._.-_. . ..-_.._._ .._..--- . .... . .. . .... .. . . . .. 37 .5 38 .
Z9 . Other securitics . .--_-_---- .. .- . .. . ...__ ._--. .-.- . .._.-_ .-_ .-..- . . . . ... . .__ ... ... . . .. 8 "4
30. Loans_--_- . .-- ...- .. ._..-__-_--- .--.- .. . . .._-- .._ ._. .. . . .-___-_- .- . ... . .. . . ._. .-. .- .-. ... . . . 34 .2 32 .
31 . Cash asscts._ . . . . . ..-__--------. .- ..--__-__.-_-. ... .-___-_-_- .-_ .. . . .. ._.--_.- . .- . ... ._- 19 .fl 20 . fi
32 . I2c :e1 estate :7~s<~ts.--- . . .- . .-_--_--_--_- .- .- . .. .---_--_----- .--------_- .-. .. . . .-_--_--_ .7 .6

OTHER RATl05-In Percentages
33 . Capital accannts to total assets- . .._,-._ .. . .-. . ..- . . ..--_-_--- . .-. .-._,-__- 7 .4 7 .I
34 . Capital accounts to totzl assets Iessgovernment securities

and cash assets-___....-_--_--- . . . . . ...-_. .----.._ . .._ ._.-_-.- .--. ... . . ..-__- . .- 18 .2 I8 .
35 . Capital accounts to tnsul deposits-_ .- . . .... . .._--_--. . . ... . ..- .-.----.- . . 8 "D
3fi . Time to total dcpasitc___..- .._.- ._-- .-. .- .. . ._-__--_--. .-. . . ..._-__--- ... . . . 38 .0 37,5

38-_ I. L34



~E~VIBER BANKS periodi-

/J//1//~
tally submit condition state-
ments

	

and

	

rep o r t s

	

of
earnings and dividends to the Feder-
al Reserve Bank of IG~Iinneapolis .
From infornaation contained in
thesC financial records, 37 operat-
ing ratios are computed for each of
the 471 district member banks.
Qne purpose of this effort is to

aid the banker in comparing his
own operating experience with that
of other banks. For this reason each
banker is supplied with a copy of
his own operating ratios together
with an average of the ratios for
other member banks, classified into
five sire groups . The average of the
ratios for all Ninth district member
banks in 1954 and 1955 appears on
page four.

It is ilnpvrtant to emphasize that
the published averages of member
bank operating ratios are un~-
~weaghted averages ; that is, cash
banlt-regardless of size-has equal
ilzfluence in the determination of
the average ratios .
one of the first ratios the banker

looks at is number S, the ratio of
total earnings (gross} tv total assets .
A bank with a higher-than-average
figure for tlais ratio is likely to
show a higher-thaia-average ratio of
loans to total assets (ratio 30}, or
a higher-than-average rate of re-
turn on loans or investments
{ratios 2b, 24 and 23} . The sources
of gross earnings are indicated by
the ratios 8 through 11 .

Since most bankers are anxious to
limit, as much as possible, the pro-
portion of gross earnings which
goes to expense, they will find ra-
tios 14 through 17 useful . These
ratios indicate the proportion of
gross earnings which is absorbed
by particular expense items and by
total expense.

It is clear that a bank can have
a very high gross-earnings ratio and

1VIem be~ ban k vperati ng ratios

yet, if a great deal of expense is
encountered in producing this rev-
enue, the bank may be no better off
earnings-wise than another bank
~trith a smaller gross earnings ratio
but with a smaller ratio of expense
to gross earnings (ratio 17} .
For this rcasr}n, ratio cumber G

is perhaps the mast meaningful to
the hanker wh~ seeps to make net
earnings as large as possible . Ratio
nu~aber 6 gives coral earnings ~aarrus
total expense, expressed as a per-
ccntagc of total assets . When this
ratio is high for a particular bank,
relative to the average for other
banks, it means that the hank is
especially successful in limiting its
expense, or that its gross-earning
rate nn assets is high, ar both .
Where earnings or profits axe

expressed as a percentage of capital
accounts (ratios 1, 2 and 3), differ-
ences in relative capital margins
must be considered in malting com-
paris~ns between banks. Thus,
where two banks have the same
ratio of net current earnings to
total assets (ratio 6}, the ratio of
net curz-cnt earnings to capital will
be higher fax the bank 'with the
least capital `margin.' The ratio of
earnings to capital, then, is influ-
enced not only by income and ex-
pense but also by capitalization .

Sometimes, differences in prac-
tices between hoops destroy the
comparability of the ratios . If the
owners of a bank, for example, arc
also on the staff, they may prefer
to take their profits in the farm of
wages and salaries rather than in
the form of dividends. In this case
the wage bill will be higher and
profits lower than for an otherwise
comparable bank.

Differences in the ratios also re-
flect the different environments in
which hoops operate. In a particu-
lar cvznmuuity there may be very
little demand for bank loans; in this

case the ratio of loans to total assets,
and of gross and net earnings to
total assets may be Iowcr than the
average because of the large frac-
tion of total assets in the farm of
securities . Securities, of course,
yield less than do loans .
The balance sheet figures used in

computing the ratios are averages
of amounts reported on three Call
dates; the use of the averages zrialtes
for a more accurate rcprcscntatinn
of the condition of a bank during
the year than if figures fax only
one CaII date were used .
The averages of member bank

operating ratios, such as those for
1954 and 1955"° which appear on
the opposite page, not only afford
bankers with a tool for comparison
but also constitute an historical
record of bank c}pcrations. By re-
viewing the average ratios far the
postwar period, ive can observe
the impact of swelling loans and
rising interest rates on the financial
statements of banks.
Thus, in 1945 when Ivans cam-

priscd only 13 percent of total
assets and the rates of return on
loans and an investments were 5.6
percent and 1 .6 percent respective-
ly, the average ratio of total rev-
enue to total assets was 2 .2 percent .
In 1955 loans comprised aver 34
percent of total assets (ratio 30}
tivhile rates of return averaged 5 .76
percent on loans {ratio 26} and 2.2
percent on securities (ratios 23 and
24} . Total revenues as a proportion
of total assets were, as a result, 3 .54
percent in 1955 in contrast to the
2.2 percent ratio of 1945 . Also con-
tributing to the rise in the gross-
carnings ratio was a decline in cash
balances, relative to total assets.

EN17
'A copy of tie 1955 study--which shows

operating ra+ios by site of bank---may 6e
obtained on reques+ .
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intermediate +~redit-r

the need and its problems

Although present lending practices already provide much of the credit
for intermediate-term needs, larger capital requirements vin the farms
stress use of credit that can be repaid over a period of mare than ane
year. Procedures must be sound for both barrvwer and lender, if best
credit service is to be provided .

I~ANCIAL requirements of
farm operations have fr~cused
ne~v attention on loans {~f `in

termediate' term-loans written for
marurities between those of shvrt-
terzn seasonal loans (of one year or
less} and long-term credit secured
by real estate . Such `intermediate'
loans are appropriate for many of
the larger investments on farms to-
day, in cases ~"1Tere the amount is
too large to be repaid out of one
vicar's income and the investment
itself is not expected to return its
cost in a single season,
Banks are important in this lend-

ing picture because they nowpro-
vide roughly 80 percent of all
nozT-real-estate credit-both short
and intermediate term - loaned to
farmers by lending institutions
and the amounts used are rising .

Change brings adjustments

Changes in agriculture - larger
unit size, mechanization, constantly
improved production and operating
techniques - have required greater

amounts of operating capital.Larger
investments in operating assets such
as machinery and equipment have
made intermediate credit an import-
ant part of barrv~"ed capital. How
adequately such needs are provided
for is obviously important to both
banking and agriculture .

Much intermediate credit
now provided

Much of the non-real-estate
credit now being extended ro
farmers by banks is actually inter-
mediate-term in n a t u r e, even
though oat written speci{ically on
these terms .

~~Iany lcndcrs, for instance, write
farm loans to mature within one
year or less, yet with an uzider-

(~
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standing that oat all tine amount
due is expected to be xepaid on the
maturity date . Part of the loan may
he paid and the remainder rewrit-
ten into a new note . This may also}
include additional credit based on
a new appraisal of the needs of the
farming operation .

Intermediate-team credit extend-
ed on the instalment basis has also
been increasing in recent vicars.
Banks have loaned money - both
directly and through dealers -~- to
buy farm machinery, equipment
and building materials, with terms
ranging in many instances from
two to four years . FHA (Title J}
loans are also used to provide some
credit of this type .

Because of the many different
considerations involved in eaclT i~t-
dividual loan, there is frequent mis-
understanding about the amount
and extent of such lending by
banks . However, a very substantial
amount of the non-real-estate credit
lrzancd to farza~ers xcpresents credit
which is not expected to be repaid
and will not be repaid within the
year. Such credit is partly satis-
fying the needs of la~tger maturity
credit that is referred to as `inter-
mediate term.'

Fundamental problems
Procedures far handling intcx-

znediate-term credit p o s e t~vo
major problems : (1 } providing ad-
equate checks and controls to the
lender, and yet (z} assuring the
borrower that credit will be ex-
tended to him in a consistent man-
ner over a period of rime according
to his reasonable needs .

l . 1'he review fzsractiosa is in-
hcrent in the position of the leiTder,
t~-hase lending operations must be

maintaizied on a sound basis . tl`'at
only is it the lender's responsibility
to protect the interests of his de-
positors, but lenders are themselves
subject to rigid supen~isivn.} Prnp-
ex supervision anti control suggest
that credit terms he sufficiently
flexible to enakzle lcndcrs to review
a loan at any time that unfoxcseen
circumstances suggest its condition
may he deteriorating. Any terms
or procedures whiclT prevent such
review would ultimately lead to
zTTVrc restrictive loan policies, xc-
snltinb in less credit service .
In actual practice periodic review

of farm loans not only provides
necessary control from the stand-
point of the lender but can aid the
hnrro~-er as well . Both parties can
review the progress and condition
of a credit Sine . As repayment prv-
gresses they can, if necessary, ad-
lust the terms more realistically tv
the .income and financial needs of
the lzarrower . In many casts this
may result in the extensio~a of more
credit to the borrower, and vin
terms mare convenient tv him, than
would otherwise be possible .

2 . ~4ssura~ace of the bara'auer is
important, too . If the stated matu-
rity of the Loan is for a short period,
he is entitled to reasonable assur-
ance that the cxcdit he needs grill be
renewed and extended as planned,
and over a reasonable period of time .
Lacking such assurance, he may
have to forego long-term planning
which could achieve greater effi-
ciency and larger profits for lais
business . In order to plan ahead, he
needs tv know what conditions he
must satisfy in order to be certain
of vk~tainirig the credit needed for
his business .
hanks show the way

Practices adopted by a number
of individual banks (with many
variations, of course} point to same
of the ways that such considera-
tions can be combined into a prac-
tical credit policy which serves the
interests of both borrower aiTd
lender in meeting intermediate-term
credit needs.

!1 number of banks make farm
loans for maturities of no more than
one year, but they do so on the
basis of a definite understazTdiiTg



with the borrower that his loans
will he rene~~"ed aixd extended ac-
cording to agreed cnnditiocxs . This
periodic review gives the bank an
opportunity to bring its farm chat-
tels up to date, to nhtain new
financial statements, to review the
financial progress (or lack of it} of
the borrower, and to adjust and
adapt the terms of the credit to the
borrower's most current needs .
The necessary understanding

v<-ith the bnrz-nwer is sometimes
achieved by a thorough discussion
of the terms and conditions under
w]xich the loan may be renewed .
often, effective ui~derstandirxg may
be based largely nn good faith and
confidence hct~-een borrower and
lender, even with zxo specifrc terms
discussed . Such understanding needs
to be complete nn the part of t}xe
borrower as well as the lender, how-
ever. The undcrstaixdizxg is incom-
plete if the borrower is `uncertain'
as to the basis on urhich future
credit will be made available .

I4~Ianv banks use the comment
sheet in their loan file to make a
u-ritten record of the terms dis-
cussed. And lenders, generally, enr-
phasire the value of written records
of such understandings, since tire
memory of individuals is notori-
nusIy inclined to err.
Qther banks have used a notation

on the face of the note itself to
indicate the amount to be repaid
on the rrraturity date (or other co~x-
ditions to be met by the borrower}
in order to qualify for renewal .
While such notations may not be
lcgaliy binding, they describe in
definite terms the understanding
that exists when the loan is made.

In still other instances, banks
have extended credit for maturities
of two to five years an the basis
of a written notation of under-
standing as to how the loan will he
repaid and other terms to be rxxet.

In the final analysis the degree
of understanding-whether ~=erbal
or iir whiting ---- between bnrrotiver
and lender depends largely on ]xajv
thoroughly the terms of the loan
arc discussed . If a formal ~.vritten
statement of these terms offers
greater understanding to the bor-
rower - they experience indicates

this procedLtrc ca~x also be used
witlxaut unduly restricting the
process of review and adjustment.
Credit analysis

Is more important
Complete credit information and

thorough lean analysis are perhaps
even more important for intermedr-
are-term credit than far other types
of farm credit . Rapidly changing
economic conditions, as well as
changes in farm technology, su~-
gest that the lending risks may m
some instances become greater as
the rnatrrritics of loans are extended .
There is na magic formula.

l~reither written statements of un-
d~rstanding nor periodic review
can replace the necessity to obtain
adequate credit information - and
to appraise and evaluate the infor-
rnation realistically . Furthermore,
~"hile there is a defnite usefulness
in periodic revietiv of loans, there
is a substantial element of `unreal-
ism' in any procedure that attaches
a one-year (or less) maturity to
loans that are not intended to be
repaid in that length of time . This
may result in havi~xg less knowledge
of the actual condition of a loan
than if it were written on terms
acetrratcly describing the intended
repayment schedule . More realistic
terms v`~auld enable a ban]c to an-
alycc its farm loan portfolio mare
exactly, ~-ith a more accurate meas-
ure of lirluidity .
Simply limiting loans to a ma-

turity of one year does not guar-
antee that the necessary analysis and
appraisal have taken place . A loan
written on longer terms, but on
the basis of careful examination,
may in fact be a sounder loan than
orxe written for shorter terms where
the initial study and analysis were
inadequate . Thus, ir1 intermediate-
term lending as in other types,
sound lending should emplxasi~e
adapting terms to the needs and re-
payment capacity of the borrower
-with, of course, the necessary pro-
cedures for keeping credit infar~
motion up to date .

Intermediate-term loans
are used for . . .

Loans of intermediate term seem
logically suited to finance purchases

of major operating assets-es eciaIly
when the amount involve is too
large to be repaid out of a farm
operator's cash reserves, or out of
one year's income, and when the in-
vestmcnt can be expected to pro-
duce a a-eturn over a period of sev-
eral years .
Major maclxinery acrd equipment

items, though depreciable, are
fairly certain of a productive life
of at Ieasr tlxree to five years . Ta
require that such investments be
repaid out of a current year's in-
come might in many cases impose
severe financial strain on the farm
business . Repayment over nxare
than one year is frequently pro-
vided tlxrough a regular farm clxat-
tcl loalx, or through instalment ]vans
nxadc to the farmer either directly,
nr indirectly through a dealer .

Investments in dairy or breeding
livestncir also can be expected to
pz-oduce incrrme over a period of
years . A one-year loan for suclx
purchases may often lre less real-
istic than one of longer maturity.
And in ma~xy cases bulk tame equip-
ment for dairy farr~rs are financed
on 20-to-4[~-month maturity, with
payments at a flat rate per hun-
drcdweiglxt of milk produced .
Probably most loans for the pur-

chase of commercial fertilizer-since
the major fertilizer benefit is re-
ceived during a single crap year-
are properly handled as a shnrt-
term, seasonal crop-expe~xse loan .
However, loans for practices such
as liming, tiling, terracing, or other
permanent and semi-permanent im-
provements are often financed with
intermediate credit - when the
amount is not large, relatively, and
repayment can be made in a few
years . For major permanent irrz-
prnvemcnts to land and buildings,
real estate may often be an appro-
priate security for the loan, and
real estate credit may be an appro-
priate source of funds .

Bank liquidity
C3nc r)f the important problems

in bank lending is to mairrtain the
necessary degree of liquidity in
loans and investments . Since many
loans now written an a short--terra
basis are not expected to be repaid
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fully an maturity, use of inter-
mediate rnaturataes on sucl~ loans
Mould not affect the real liquidity
of a banlt significantly. And real
liquidity might be even better
known if loan terms were more
realistic .

Other facts which bear rrn the
ability of a boob tv szaal.e loans vn
intermediate terms are the laz-ge an-
vestrnent_s in government securities
which banks have held in recent
years, and the fact that many banks
find it impassible to invest si~ahlc
amounts izz real estate credits . Al-

SIGNIFICANT

	

HAPPEPfIHGS
IH THE NINTH D15TR1CT

Ihlnntarra-Uakata Utilities will be-
gin construction in June of an $8-
million, 44,000-1ciIowatt steam-gen-
erating power plant at Sidney-,
Moot.

'hhe neiv plant will double the
company's generating capacity ir,
that area .

2. Warehouse expansion in Forgo

11~Iinr~eapalis-z1~Ivline Co. is plan-
ning a n e w ~400,d00 office-and-
tivarehouse building in largo, N. ll .
a s part of its sales and distribution
expansion .
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tlruuglr liquidity is an irrlpuz~tacit
consideration in bank lending, it
is not likely that it alone would
lirziit the extension of credit on
intermediate terms in many cases.
Sound loam r~~aalysis is probably the
prime cansideratio~a in srscda lending.

Changing conditions
Along with the changes in both

teclmology and the financial struc-
ture of the farm business which
have occurred in recent years, it i5

inevitable that agriculture's need
for capital and credit also Till

1-New Montana power plant

	

3.Airline plans T. C. main base

l~Torthwest C3z~icnt Airlines con-
tracted to lease a ~ l ~-million, 800,-
Q00-square-foot main overhaul base
and general office to he built by the
Metropolitan Airport Commission
on 76 acres adjoining Wold-Charn-
berlain airport south of A~Iinneapo-
lis. Under tha leasing agreement, the
airline tivill pay far the new k3ase
over a 30-year period .

Prcliminarv construction urill be-
~~in this sprang .

4- Michigan iron plant producing
A.rnduction at the new palletizing

plant of the ~'L7arquette Iron Mining

change . :Ldjustrnents in the services
provided to agriculture by lenders
also may therefore be expected .
Careful planning and leadership

vn the part of hoops can insure that
such changes observe sound pro-
cedures, protecting the best in~
terests of borrower and lender
alike . failure to exercise this leader-
ship or tv plan intelligently for the
adjustrnerxts to come, could result
in changes derived by default rather
tl~ai~ by design, to the detriment
of both borrowers and lenders .

ENU

Cartrpuny . Republic, Mich., was set
to begin in April. The ne«~ly-
formed c o m p a n y is owned by
Cleveland - Cliffs Iron Ca., tivl7ich
has a 47 ~ percent interest and ~t-all
operate the low - grade iron ore
mine and concentrate plant .

fLrliccling Stccl Coz-p . and Tnland
Steel Co . recently announced their
acgLirSrtlD[i of, respectively, 14 per-
cent and ~0 percent interests in
~~Iarquette Iron .

Note : The new aro-siring pla:,f of ~li~er
lror. dro Ivlininq Division (of V, S. 5t©ol]
at Virginia, Mien . will rot carry out any
sinferinq of ores as reported in the Marc}~
Economic Briefs . Sintering wil! be done after
the cro reaehas Lower Leke ports,


