Federal Reserve Bank of Minneapolis
Quarterly Review

Fall 1977

Looking for Evidence of Noncompetitive Behavior
in Minnesota’s Banking Industry .1

District Conditions (».8)

775




Federal Reserve Bank of Minneapolis
Quarterly Review Vol. 1, No. 2

This publication primarily presents economic research aimed at
improving policy making by the Federal Reserve System and
other governmental authorities.

Produced in the Research Department. Edited by Arthur J.
Rolnick, Senior Economist, and Kathleen S. Rolfe, Editor/Writer
and Visuals Specialist. Graphics assistance provided by Phil
Swenson and Karen Sizer, Graphic Services Department.

Address requests for additional copies to the Research Depart-
ment, Federal Reserve Bank, Minneapolis, Minnesota 55480.

Articles may be reprinted if the source is credited and the
Research Department is provided with copies of reprints.

The views expressed herein are those of the authors and not
necessarily those of the Federal Reserve Bank of Minneapolis or
the Federal Reserve System.



District Conditions*

Continued Strength in the Third Quarter. . .
Most of the district’s economy remained stronger
than a year ago in the third quarter.

The homebuilding boom continued. Nearly 50
percent more permits were issued for residential
units in the third quarter than a year ago. At an
annual rate, the number issued in the third quarter
also beat both the first half’s rate and the record
level of 1972.

Manufacturing activity, while not at record
rates, still ran ahead of last year too. In our August
survey, manufacturers said sales would finish the
quarter 13 percent greater than a year ago, about
the same gain reported in the first half.

The strength in district industries showed up in
the labor market. Many more people had jobs in the
third quarter than a year ago, and seasonally ad-
justed unemployment shrank from 6.4 to 5.3 percent
of the labor force. The number of people employed
slipped a little between the second and third quar-
ters, though, mostly because of the August 1 strike
by about 18,000 Minnesota and Michigan iron ore
workers (which also affected about 2,000 workers in
related industries). Still, the district’s unemploy-
ment rate held steady at 5.3 percent in both quar-
ters.

Consumer spending reflected these labor market
conditions. In the third quarter district consumers
did not spend much more than in the second, but
they spent much more than last year at this time.
Retailers reported excellent fall sales, especially in
urban areas.

Rural areas of the district, of course, were still
troubled by farmers’ money problems. As expected,
crops were coming in much bigger than last year,
but grain prices remained much lower. Farmers
were therefore storing their crops to wait for higher
prices. So receipts to district crop farmers through
the third quarter were still somewhat below a year
earlier.

*The Ninth Federal Reserve District consists of Minnesota,

Montana, North and South Dakota, Northwestern Wisconsin, and
Upper Michigan.
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. . . and the Rest of the Year
Even the ag sector now looks like it will end 1977
better than a year ago, however.

Crop farmers’ income outlook has improved.
Signs of bigger export demand turned grain prices
up somewhat recently, and further increases are
likely. More money will be available from the gov-
ernment too: the new target price on wheat (which
triggers subsidies) could bring district farmers as
much as $300-$350 million in December. With these
payments, 1977 receipts to district crop farmers will
probably reach—and may even exceed—last year’s.

Other industries will certainly end 1977 stronger
than last year, though some may not change much
from the third quarter. With mortgage loan commit-
ments still high at savings and loan associations,
district homebuilding shows no signs of weakening
soon; it may even set a new record. Manufacturing
activity will also continue to grow, but at a slightly
smaller rate. In August manufacturers expected
fourth-quarter sales to beat sales a year ago by 10
percent instead of the 13 and 14 percent gains re-
corded so far this year.

Employment and consumer spending, therefore,
will at least stay at their current higher-than-a-year-
ago levels through 1977. Once the iron ore workers’
strike is settled, of course, employment will in-
crease. And both the strike settlement and better
farm receipts should boost retail spending by the
end of the year.

Implications for Banks

Better income for farmers would help rural banks
too, for with heavy loan demand and slow saving
and loan repaying, some have been pretty short of
funds. According to our October survey of ag
bankers, creditworthy farmers’ have still been able
to get loans; more than half the bankers were seek-
ing new accounts. But a quarter reported referring
more than the usual number of loans to nonbank
credit agencies. Nearly half had 70 percent or more
of their deposits loaned out. And 35 percent called
their loan-to-deposit ratio **high.”’

Thanks to the relatively good shape of other
district businesses and consumers, both loans and
deposits have been very strong at urban banks, and
they are expected to stay that way through 1977.
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