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FOOD PRICES: Eating’s an Expensive Habit

set in the first quarter of 1973. Wholesale prices in

What the food shopper suspected has been confirmed by recent price statistics: The cost of food has
risen sharply since the first of the year. In the Minneapolis-St. Paul area, the food component of the
consumer price index (which includes food consumed
at home and away from home) rose 5.7 percent in the
first quarter of 1973. This accounts for over half the
advance chalked up during the entire 12-month period
ending in March. Nationally the consumer price index
rose 6.7 percent in the first quarter. To place this
recent spurt in a longer-run perspective, in each of the
last ten years the full-year increase in the food price
index in the nation was smaller than the recent threemonth advance.

the food-related areas rose sharply again in March,
and this is expected to mean higher retail prices in the
months ahead. Retail prices will be limited somewhat
by the Administration’s meat price ceiling announced
in late March. And, since prices for cattle and hogs
have eased from peak levels in recent weeks, there
should be some downward pressure on meat prices.
FINANCE: Savers Seek Higher Returns

As the accompanying table shows, the increase
in the Twin Cities area food price index from December to March primarily reflected higher prices for
items purchased for home consumption. Not surprisingly, the meats, poultry and fish component showed
the largest increase at 15.7 percent. Although much
of this was due to beef and pork prices, as consumers
substituted fish and poultry for red meats the prices
of these items also moved up. The cost of cereals,
bakery products, fruits and vegetables also rose rather
sharply.
Food prices are likely to continue climbing over
the short-run, but the pace should slacken from that

For the past two years, consumer time and
savings deposits (total time deposits less large CDs)
have been increasing fairly steadily at district member
banks. Deposit inflows at country banks grew at a consistent 15 percent seasonally adjusted annual rate over
the period. At city banks, inflows averaged 1 5 percent
from January 1971 to January 1972, but slowed significantly to a 4 percent growth rate in the following
twelve months. Most of this drop-off occurred in the
latter half of the period when deposits were intermittently withdrawn and, most likely, converted to other
types of assets.
Savers at city banks appear to be shifting their
money from savings accounts and time deposits with
shorter maturities to time deposits with maturities of
one year or more. By choosing time deposits with
longer maturities, they are able to secure higher interest rates. As a result of the slowdown of savings
inflows, city banks have had to turn increasingly to
large negotiable certificates of deposit (CDs) for funds

to meet rising loan demand. By January of this year,
these CDs at city banks accounted for 33 percent of
total time and savings deposits, 8 percentage points
more than two years aao.

At country member banks, where large CDs have
been relatively insignificant during the past two years,
savers have been switching from time deposits to savings deposits. Savings deposits, which offer the lowest
rate of return and the shortest maturity, increased
from 24 percent of total time and savings deposits in
January 1971 to 27 percent two years later. This increase in consumer savings at the expense of time deposits tends to indicate an insensitivity to interest
rates. Savers that held time deposits, however, did
make the switch from shorter to longer maturities to
secure higher interest.
AGRICULTURE: Still a Booming Business
Higher livestock and grain prices pushed first
quarter farm earnings well above year-earlier levels.
According to our recent survey of country bankers,
the promise of sustained prosperity through the second quarter has encouraged farmers to spend more
freely and incur debt to expand their operations.

ects, largely for water resource and power generation
facilities. This isdown from $5.2 billion in fiscal 1973.
Perhaps more significant than the actual budget
figures, which have not changed much from last year,
is the proposed realignment of federal construction
priorities. Spending for environmental improvement
construction, for example, is expected to rise markedly, while money to build medical facilities is to be
terminated. Direct civil government construction expenditures will decline by about $468 million with
the transfer of Postal Service construction from the
budget, but increased spending for defense construction will absorb more than half of this.
Approximately 60 percent of federal construction expenditures take the form of grants-in-aid and
loans to help state and local governments construct
public facilities. In fiscal 1974 these outlays are estimated to increase to $8.3 billion, 11 percent more than
in fiscal 1973. Environmental Protection Agency
grants for water treatment facilities are projected to
more than double in fiscal 1974, from $727 million
to $1 .6 billion. Even this level of spending is considerably below the amount authorized by Congress, however, and it is uncertain when these funds will be
available.
Although all previously authorized funds will be
spent, no new obligatory authority will be requested
in fiscal 1974 for a number of construction grant and
loan programs that are being discontinued. Some will
be incorporated into revenue sharing and others will
be terminated or suspended pending review of program deficiencies.

Rising operating costs over the past few months
have undoubtedly also contributed to the demand for
credit. Since even higher costs—especially for fuel and
fertilizer—are expected later this spring, credit demand
should be substantially stronger in the second quarter.
So far, however, higher incomes have outpaced the
increased demand for credit and farmers’ debt positions have actually improved from last year.
Farm cash flows to country banks appear to be
heavy enough to cover increased loan demand. Country banks now have much the same lending power as
a year ago even though loans are carrying a slightly
higher average interest rate.
CONSTRUCTION: Federal Projects in Fiscal ‘74
The federal government is one of the construction industry’s biggest customers. In fiscal 1974, federally related outlays for public works construction
are projected to total $13.4 billion, up from $12.7
billion in fiscal 1973. Of this amount, federal agencies
will directly spend $5.0 billion on construction proj-

In fiscal 1974, new commitments will not be
approved under the neighborhood facilities and basic
water and sewer categorical grant programs or the
public facility loan program. Instead, the Administration is advocating consolidating these programs and
others into urban development revenue sharing in
order to strengthen the capacity of communities to
meet their own development needs. Aid for higher
education construction will be terminated as will
medical facilities construction assistance provided by
the Hill-Burton Act. Economic development grants
will be phased out and these efforts consolidated
under the Rural Development Act.
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UNITED STATES income and finance

SOU ACES
PERSONAL INCOME: U.S. Department of Commerce, Office of Business Economics
AVERAGE WEEKLY EARNINGS: Michigan, Minnesota, Montana, North Dakota, and South Dakota Employment
Security Departments; U.S. Department of Labor, Bureau of Labor Statistics
COMMERCIAL BANK FINANCIAL DATA: Federal Reserve Bank of Minneapolis; Board of Governors of Federal Reserve System
SAVINGS AND LOAN ASSOCIATIONS: Federal Home Loan Bank Board
CASH RECEIPTS FROM FARM MARKETINGS: U.S. Department of Agriculture
CONSUMER PRICE INDEX: U.S. Department of Labor, Bureau of Labor Statistics
PRICES RECEIVED BY FARMERS: U.S. Department of Agriculture; Minnesota Farm Price Report

NINTH DISTRICT income and finance

NOTES

FOOTNOTES

e—Partially estimated; all data not available

1.

Excluding Northwestern Wisconsin

to domestic commercial city banks

na—Not available

2.

All commercial banks; estimated by
sample

7.

All member banks, excluding the
selected major city banks

3.

Excluding Northwestern Wisconsin
and Upper Michigan

8.

4.

Last Wednesday of the month figures

Average of daily figures of the four or
five weeks ending on Wednesday
which contain at least four days falling
within the month

5.

Selected banks in major cities

6.

Net loans and discounts less loans

p—Preliminary; subject to revision
r— Revised
ta—Seasonally adjusted
—District and U.S. data not comparable
sear—Seasonally adjusted annual rate

9.
10.

Index: 1967 Base Perioa
Quarterly

NINTH DISTRICT production and employment

NOTES

FOOTNOTES

e—Partially estimated; all data not available

1.

Index: 1967 Base Period; Weights: 1967

n.a.—Not available

2.

A sample of permit-issuing centers

p—Preliminary; subject to revision

3.

Excluding Northwestern Wisconsin

r—Revised

4.

Six standard metropolitan statistical areas

se—Seasonally adjusted

5.

A sample of centers blown up to represent
total permits issued

6.

226 standard metropolitan statistical areas,
excluding the seven leading centers

—District and U.S. data not comparable
sear—Seasonally adjusted annual rate

UNITED STATES production and employment

SOU RCES
INDUSTRIAL PRODUCTION: Board of Governors of Federal Reserve System
ELECTRICAL ENERGY CONSUMPTION: Federal Reserve Bank of Minneapolis
PRODUCTION WORKER MANHOURS: Federal Reserve Bank of Minneapolis
CONSTRUCTION CONTRACTS AWARDED: Board of Governors of Federal Reserve System; F. W. Dodge Corporation
NEW HOUSING UNITS AUTHORIZED: Federal Reserve Bank of Minneapolis; U.S. Department of Commerce, Bureau of Census
EMPLOYMENT, UNEMPLOYMENT, AND HOURS: Michigan, Minnesota, Montana, North Dakota, and South Dakota Employment
Security Departments; U.S. Department of Labor, Bureau of Labor Statistics
RETAIL SALES: U.S. Department of Commerce, Bureau of Census
NEW PASSENGER CAR REGISTRATIONS: Automotive News Magazine
BANK DEBITS: Board of Governors of Federal Reserve System

DEVALUATION, FLOATING EXCHANGE RATES, & ALL THAT
The rules by which foreign currencies are bought
and sold have changed markedly in the past couple of
years. Although floating exchange rates are confusing
to many people, the new system is not realty so
complicated,

the pound sterling would be allowed to float. After it
was floated, the price declined. The price or value of
a floating currency is determined by supply and demand in foreign exchange markets much as it is for all
other commodities.

Perhaps the best way to understand how this
new system works is to look at the way it evolved
from the system that existed before August 1971
when President Nixon shut the U.S. gold window,
Until that time, the United States had been officially
willing to buy or sell gold to foreign central banks at
the fixed rate of $35 per fine ounce. In practice, however, the United States had actually been discouraging
foreign central banks from asking to buy our gold for
a number 01 years.

Throughout 1972 and early 1973, large sums of
money, mostly in U.S. dollars, continued to flow into
countries with currencies that were considered to be
worth more than the price permitted by the IMF
ceiling. Germany and Japan had particularly large
inflows. Once more, foreign exchange and capital
controls were imposed or tightened in an effort to
stabilize conditions in foreign exchange markets.

Four months of very difficult negotiations between the major industrial nations followed the cbsing of the gold window. In December 1971, after a
conference at the Smithsonian Institute in Washington,
D.C., these nations agreed to alter the exchange rate
re’ationships that had previously existed. The U.S.
dollar was devalued 7.9 percent by raising the price
of one ounce of gold to $38. Many other countries
also changed the price of their currencies, and several
became more expensive to buy with dollars. The
Japanese yen and the German deutschmark rose most
in terms of the dollar.
The Smithsonian Agreement permitted currency
values to rise or fall by 21/4 percent from their newly
established central rates—an amount greater than had
previously been permitted by the rules of the International Monetary Fund (IMF). When a currency
reached the top of the new IMF band (that is, had
risen by the full 21/4 percent) the foreign exchange
authorities of the country were required to sell their
own currencies in exchange for all foreign currencies
offered at that rate. Conversely, if a currency fell to
the bottom of the permitted range, the authorities
were required to buy up all of their own currency
offered at the low rate and pay in foreign currency.
These support requirements were designed to stabilize
international exchange markets by countering private
attempts to dump weak currencies in favor of stronger
ones.
Unfortunately, the Smithsonian Agreement did
not provide the hoped for stability. Large flows of
funds from one currency to another caused repeated
foreign exchange crises. In an attempt to stop these
flows of foreign currencies, many nations adopted foreign exchange controls that either limited the kinds of
assets which foreigners could purchase or the amount
of interest they could earn.
Even these controls were not always sufficient.
In June 1972, the British government announced that

In February the United States announced a
second devaluation, this time by 10 percent. This
action did not stop large foreign currency movements,
however, and continuing inflows of dollars caused all
major trading nations to close their official foreign
exchange markets in early March. When these markets
reopened two weeks later, all major countries had
adopted floating exchange rates. Some countries, such
as Germany and France, declared official central rates
for their currencies. Others, including the United
Kingdom, Ireland, Italy and Japan, simply permitted
their currencies to float without announced central
rates. Most of the member countries of the European
Economic Community agreed to keep the difference
between their own foreign exchange rates within a
narrow band of 21/4 percent.
.

.

With floating exchange rates, price relationships
between currencies are primarily determined by market forces. Governments are not required to support
their currency rates. The graph depicts the way in
which these exchange rates have moved since March
of this year. To date, there has not been a recurrence
of large flows of money between countries.

