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TIME DEPOSIT INFLOW SLOWS AT NINTH DISTRICT
MEMBER BANKS

highest rates member banks are permitted to pay for time
deposits.

Time deposit inflow at Ninth district member
banks slowed perceptibly during December following a
relatively sustained period of vigorous growth which began in mid-1968. The slower December advance 7 percent (seasonally adjusted, annual rate) compared to an
18 percent increase in November

The most recent reports from district banks
suggest a further slowing of time deposit inflow during
January City banks report that they have lost more than
15 percent of their large outstanding CD’s in the fourweek period since Christmas. This is a reflection of a
continuation in the interest rate levels which led to the
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throughout most of the year. Both city and country banks
experienced much slower loan growth rates in December.
At city banks loans increased by a mere 4 percent in
December following the near 50 percent increase recorded
in the preceding two months. Virtually all of this slowdown was accounted for by a drop in the growth rate of
business loans.

NINTH DISTRICT BUSINESS ACTIVITY ADVANCES AT
VIGOROUS PACE
Business activity reached’ an all-time high level
at the end of 1968. Although the rate of growth slowed in
November, district wage and salary employment advanced
at a 5.2 percent annual rate in the fourth quarter. The
fourth quarter advance in employment was spread fairly
evenly over the major industrial sectors of the district,
Only the mining, transportation, communciations and public utilities sectors recorded declines in employment
levels from the third to the fourth quarter. Of those showing gains in employment, manufacturing had the largest,
but notable contributions to the overall increase came
from the 9overnment sector as well as the important service sector. The construction sector also recorded substantial gains from the third to the fourth quarter as
employment increased during that period at an annual rate
of better than 10 percent.

An increase in third quarter personal income
supports the general upswing in district economic activity
that has been reflected by the increase in total wage and
salary employment for the last five months of 1968. The
district’s rate of growth in personal income from the second quarter to the third, at 4.7 percent, was also well
above the nation’s 2.4 percent rate ofincrease. In North
Dakota, personal income increased 14.4 percent over second quarter levels substantially above the national rate
—

of gain. The second to third quarter increase in Minnesota,
at 4.2 percent, was also well above the national advance.
In South Dakota, however, the advance in personal income
was just slightly above the national increase, and in
Montana, it was slightly below.
The housing industry was largely responsible for
the substantial improvement in construction employment
in the fourth quarter. According to building permit data,
growth in the housing industry was rather slow during the
first half of 1968, but the acceleration was so great in
the second half of the year that housing units authorized
for the entire year of 1968 were 40 percent greater than
in 1967. This rapid growth in the number of new housing
units built in the district reflects, in large part, the recent
trend in the construction of large multiple unit dwellings
rather than single family units. In December, for example,
permits were issued for 1,689 units in large apartment
buildings in the Twin Cities. This is twice the number
of unitsthat were aUthorized during the previous December.
In keeping with the strong demand for new housing,
mortgage interest rates in the Minneapolis-St. Paul metropolitan area rose during December and the average effective interest rate for new home mortgages climbed 34
basis points to an average 7.40 percent. This increase
was substantially greater than the average increase for
the nation as a whole; nationwide, mortgage rates rose 2
basis points to an average effective rate of 7.23 percent.
Three reasons may, at least, partly explain the increase
in mortgage rates in the Twin Cities. First, part of the
increase was due to the generally upward trend of interest
rates in the nation’s money and capita! markets during
December. Second, a large proportion of housing units
authorized during December were apartment units, Interest
rates on apartment mortgage loans typically are higher
than single family mortgages. Third, mortgage lenders in
the Twin Cities began to quote higher mortgage interest
rates because of their high level of commitments compared
to anticipated cash flows.
On the other side of the picture, activity in the
nonresidential construction area slowed somewhat during
the fourth quarter. At least two reasons account for this
slowdown. First, contract awards for nonresidential
construction projects were unusually large during the
summer because of the award for an antiballistic-missile
base in North Dakota. Second, the temporary freeze on
highway spending forced highway departments in district
states to postpone an estimated $50 million in highway
improvement projects.

RELATIVELY HIGH PRICES FOR HOGS PERSIST IN
SPITE OF RECORD PRODUCTION
HOG CYCLE
THEORY CAST IN DOUBT
—

The current situation of relatively high hog prices
and record pork production in spite of high prices for
corn has caused some rethinking of the old theories regarding the levels of production and prices for hogs.
Theory had it that the price of hogs and the amount of
pork produced varied inversely to each other in a cyclical
pattern. It was thought that there was a fairly stable demand relation for pork and, when a small amount was
produced, prices would be high. When the price of hogs
was high, particularly when they were high in relation to
the price of corn, many farmers would enter pork production, output would rise and hog prices would be lower for
two or three years. The low prices would, then, cause
farmers to leave pork production, production would subsequently fall and prices would be higher for a time. The
logical conclusion of this theory suggested that if points
were plotted representing prices of hogs and quantities of
pork produced, they would tend to trace out a pattern
progressing back and fourth along a downward sloping
demand relation such as the lower diagonal line in figure
1. 1 This line is arbitrarily drawn to represent a demand
relation that appeared to exist for the years 1957 through
1964. It will be noticed that during this period, two back
and forth movements occurred alongthe demand relation.

theory no longer applies. 2 Pork production, they say, is
no longer a game for the small producer who goes in and
out of production every few years as price relationships
change. The modern way of producing pork involves large
volumes and a~high proportion of fixed costs. It isn’t
practical to shut down a large ho~operation when prices
decline two or three dollars. That, they say, is why decreases in total production have not occurred in recent
years. By this new theory, production is predicted to
stabilize somewhere in the area of 1967-68 levels, with
prices maintaining a “new plateau” due to the new basic
demand.
One alternative interpretation would be that the
cycle still exists but its appearance hasbeen less obvious
since it has recently, been observed under conditions of
gradually advancing demand as shown by the successive
diagonal lines in figure 2. This interpretation may have
three advantages over the previous suggestions: 1) The
four consecutive years of increases in pork production
(1965-68 and the projected increase for 1969) may constitute a time period that is really to short to allow the
conclusion that the cycle has been broken. 2) A general
shift in demand may seem more plausible than an abrupt
one. 3) It accounts for the general zig-zag pattern up and
to the right that is observed when the connecting of points
for successive years is extended as it is in figUre 2.
There will likely be somewhat lower hog prices in
most Qf ‘69 due to an expected further increase in supply.
Historically, however, there is reason to expect prices to
rise again perhaps in late 1969 or 1970. Over the long
run, price and production will probably continue their
zig-zag pattern with overall moderately higher prices but,
more noticeably, with greater levels of production.
—

“Farm Business

—

1969: Hogs,” Doane’s, ]/8/69.

2”Hog-Corn Ratio a Declining Indicator,” Doane’s, ]/8/67.

More recently, price-output combinations have
been higher than the ‘57 through ‘64 demand relation
would have permitted. This can be seen in the points in
figure 1 which are labeled ‘65-’68.
Some analysts have pointed out that it appears as
though a sudden shift in the demand relation occurred
about 1965, and at that time the demand relation raised
to something like the upper diagonal line in figure 1.
These analysts also suggest that the old cycle
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HIGHER FARM INCOMES CiTED
The January 1 Agricultural Credit Conditions survey provided clear evidence of an improvement in the
Ninth district farm economy. On the basis of the report of
140 country banks responding to the survey, it appears
that the shift toward higher farm incomes noted in the
October 1 survey continued through the fourth quarter
with further gains expected during early 1969. The relatively “easy” credit conditions that were reported in
October were also apparent at the end of the year, even
though interest rates have moved to higher levels in recent
months. The demand for farm credit is largely unchanged
from that reported in October and farmers are still rated
as conservative in their spending patterns,

sources of pressure for short-term loans were related to
the difficulties incurred in last fall’s harvest operations
and the reluctance of farmers to sell crops at current
price levels. The same conditions are expected to prevail
during the first quarter of 1969, and considerable pressure
for short-term loans could develop early in the coming
spring. Wet field conditions this fall prevented many
farmers from completing their normal field operations thus
delaying many of their operations to spring. A sharp
increase in the demand for credit could occur as farmers
attempt to finance fertilizer purchases ordinarily purchased in the fall —as well as additional labor and equipment requirements that may be necessary in order to
complete the spring planting within a limited time period.

Current farm earnings are at or above year-ago
levels according to 84 percent of the bankers. This is in
marked contrast to the situation last January 1 when over
one half of the bankers found incomes below year-earlier
levels. In general, those bankers reporting improved ,~
comes are located in dairy and livestock producing areas
and, to a lesser extent, in areas where bumper crop yields
offset lower grain prices. Those bankers who reported
farm incomes that were below those of January 1968 cited
weak crop prices, lower quality grains, and harvesting
difficulties for the decreased income. According to 69
percent of the bankers, farm income for the first quarter
of 1969 is expected to hold at year-ago levels, while 20
percent expect an increase in income,

The demand for farm real estate credit may be
characterized as normal to weak with just 5 percent of
the bankers indicating a greater than usual demand for
farm real estate loans. High land prices and interest
rates have discouraged farmers from adding to their land
holdings, and higher interest rates have cut incentive to
shift short-term debt to mortgage debt. In North Dakota,
the 7 percent usuary law has reduced the availability of
long-term funds further restricting the extension of real
estate credit in that state. There is no anticipated change
in the demand for real estate credit in the coming months.
Interest rates on almost all farm credit continued
to move upward with little relief expected in the near
future. Sixty-two percent of the bankers reported that

While farm earnings are somewhat improved little
change in farm spending patterns has occurred. Two-thirds
of the bankers rate current spending for all items at about
the same level as last year, and three-fourths expect that
pattern to continue into 1969. Spending for capital items
and other relatively expensive purchases is still limited
due to higher interest costs and the impact of lower incomes during the past year or so. A concern over increasing farm equipment prices did, however, lead to some
increase in equipment purchases.

short-term rates charged in their area were in the 7 to 8
percent category with the remaining bankers citing rates
in the 6.5 to 7 percent group. Long-term interest rates
were reported as being slightly higher with 42 percent
citing rates in the 7—8 percent category as compared to
35 percent in October.
In general, the bankers reported fairly easy credit
conditions. Deposit inflows appeared to be fairly strong
late in the year which, when combined with a steady loan
demand situation, resulted in an overall decline in loan-

It appears that farmers in the district used gains
in income to reduce debt rather than to increase expenditures as ninety-six percent of the bankers rated current
farm debt repayment as normal to rapid. The current demand for credit to refinance farm debt is due to the delayed harvest in the corn and soybean areas, which apparently necessitated some extension of repayment dates.

deposit ratios. One-third of the bankers considered their
current loan-deposit ratio as too low, while 60 percent
rated the ratio as being at a desired level. Few of the
bankers reported any tightness in loanable funds and
more than three-fourths were seeking new farm loan
accounts. Loan referrals to other banks or nonbank credit
agencies were generally rated to be at normal or below
normal levels. Several bankers reported that the cost-price
squeeze was moving more of their marginal customers
into FHA credit, although there appeared to be no problem
in meeting the credit needsof the more efficient operators.

The overall demand for short-term farm credit was
rated to be at normal levels with some increase in demand
being generated by the purchase of additional feeder

—

