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AGRICULTURE: Rising Land Prices Yet, even though it is costly to acquire land,
more farmers are increasing their holdings. In the lastConsumers aren’t the only ones feeling the pinch two years, real estate investments have increased sub-

of supply and demand these days. Farmers too are stantially. As the table shows, the average value of
finding that the price of land, among other things, is real estate per operating farm in the district currently
rising. With more money in their pockets, farmers ranges from a high of over $200,000 in Montana to
have been bidding up the value of farmland all over about $75,000 in Minnesota. Multiplied by the num-
the district. For the year ending March 1973, the ber of farms, these figures suggest a total investment
average per acre value of farm real estate increased 13 for all farms in the district of almost $22 billion in
percent in Minnesota, 12 percent in Montana and land and buildings.
North Dakota, and 9 percent in South Dakota. These
gains are consistent with the long-term trend of rising
prices. AVERAGEVALUEOF FARMREAL ESTATE

PEROPERATINGUNIT

1971 1973

Montana $161,600 $200,700
North Dakota 91,200 110,700
South Dakota 86,900 102,700
Wisconsin 80,000 99,300
Minnesota 61,300 74,600

The prospect of strong farm incomes for the
next few years means that land values will probably
continue to rise unless tighter mortgage credit or
higher interest rates reduce the number of title trans-
fers and dampen the market for farmland.

Credit Conditions Still Good
Our midyear survey of country bankers confirms

that farm incomes are running well above year-earlier
levels and that farmers’ overall financial and credit
conditions are good to excellent. Bankers responding
to the survey expect few new developments as the
year progresses, although some of them are concerned
about dry weather in western areas of the district.

About the only change to show up in the July
survey results is a modest reduction in demand for
farm credit since the April survey. Credit demand was
very high throughout the first half of 1973, so the
reported reduction does not greatly affect total credit

Additional price pressure developed during the
year as the number of potential buyers and ‘title
transfers increased but the number of farms offered
for sale changed only slightly. Although the market
for farmland remained strong, there was apparently
no shortgage of mortgage funds—at increasingly higher
interest rates—through the first half.

Higher land prices have put farmers in somewhat
of a bind by making expansion increasingly expensive.
In Minnesota, for example, the absolute change in the
average value per acre has increased $50 since 1970,
$32 this year alone, bringing the average price per
acre to around $275. Land in the plains states aver-
aged a substantial $15 an acre increase.



extension. Both the improved financial position of between April 1 and July 1. Almost 60 percent of the
farmers and cutbacks in some livestock operations banks found the July ratio desirable for their opera-
influenced the decline of short-term credit demand. tions; only 15 percent thought their ratio too high
Other than that, however, high production costs and and 25 percent would have preferred a somewhat
general inflation are expected to sustain the strong higher ratio. This indicates that at least some of the
credit demand of past months. country banks have room for loan expansion.

The outlook for the coming months suggests
that farm earnings will hold strong, thanks to higher
product prices and good crop yields. Farmer spending
for all items is generally expected to run at or above
year-earlier levels for both capital and consumer
goods. Current debt repayment is rated normal to
rapid, and the reporting banks indicate little change
in farmer debt positions.

FINANCE: Loan Interest Rates Climb
High interest rates on U.S. government securities

and other money market instruments continue to lure
savings away from deposit accounts at district finan-
cial institutions. Even though maximum rates on
consumer-type time and savings deposits were raised
at the beginning of July, net deposit inflows during
the month at district member banks and S&Ls were
relatively small.

Reports from the wheat and range areas of the
district indicate that demand for short-term credit
may increase because of weather conditions and con-
tinued transportation tie-ups. Range area bankers
anticipate that ranchers will incur increased expenses
and a greater need for credit for hay and feed pur-
chases before the end of the year.

The expansion of farm capital through machine
and land purchases appears to be leveling off some-
what, though, reducing intermediate- and long-term
credit demand. Farmers reportedly still want to
expand their operations by buying land, but the
run-up in land prices and higher interest rates lately
have tended to slow expansion.

Reflecting general monetary conditions, interest
rates on farm loans have moved to higher levels since
the previous survey. After reaching a low point in
mid-1972, rates trended upward fairly sharply during
the second quarter. Short-term rates on July 1, as
expressed in the survey, averaged 8.17 percent, com-
pared to 8.08 percent in April and 8.03 percent a year
earlier. Similarly, long-term rates averaged 8.05 per-
cent on July 1, compared to 7.95 percent on April 1
and 7.90 percent a year ago.

So far, anyway, the bankers surveyed have not
been pressed to meet current or expected farm loan
demand. Only a few report having to reduce or refuse
a loan because of short funds, and most are still
actively seeking out good loan accounts. Larger loans
required a few banks to refer borrowers to correspon-
dent banks or other finance agencies, but almost all
respondents expect to meet loan demand during the
next few months with little difficulty.

Even though loan demand has been high for
several months, deposit inflows have been sufficient
to keep reporting banks in a satisfactory liquidity
position. The average loan-to-deposit ratio for all
survey banks moved up slightly from 58 to 61 percent

District commercial banks fared slightly better
than S&Ls in attracting savings during July, which
may indicate that the recent increases in deposit rate
ceilings benefited banks more than S&Ls. Although
no quantitative evidence to support this was available,
large banks in Minneapolis and St. Paul were offering
more attractive terms on four-year, no-interest-rate-
ceiling certificates. The Board of Governors and the
Federal Deposit Insurance Corporation (FDIC) have
recently limited to 5 percent of total time and savings
deposits the amount of these certificates commercial
banks may issue. These limitations, which were placed
on S&Ls earlier, should help stem the shifting of
deposits from S&Ls to banks.

In line with general monetary and credit condi-
tions, loan interest rates have been moving higher in
recent months. The prime rate, the rate offered by
banks to select large corporate customers, jumped
from 7 percent in mid-May to 9% percent near the
end of August.



Interest rates on bank loans to small business
borrowers have risen somewhat slower during the past
three months. The most common rate on small busi-
ness loans made by a group of medium and large
district banks that report monthly to the Committee
on Interest and Dividends rose from an average of 8
percent in early May to 81/2 percent in early August.
Rates on consumer installment loans to purchase new
automobiles remained relatively unchanged between
May and August, according to reports by these banks.

Home mortgage interest rates in the Twin Cities
metro area are generally at prescribed maximum
levels. FHA and VA loans are at the 8’/2 percent
ceiling rate permitted by the federal government, and
conventional home mortgage rates are generally at the
8 percent state usury limit. Given these conditions,
some lenders have been stiffening lending terms by
raising down payments.

Loan growth at district member banks held in
July at the same 12 to 13 percent rate recorded during
the second quarter. While loans at country banks
slowed, loans at larger city banks—especially business
loans and loans to nonbank financial institutions—
picked up. The upturn in business loans in July was
particularly notable since the cost of borrowing has
gone up so much this year. The increase in loans to
nonbank financial institutions during the month may
reflect added borrowing by savings institutions to
counter deposit losses. Partly offsetting gains in busi-
ness and nonbank loans, real estate and consumer
loans weakened. Perhaps the 8 percent usury law in
Minnesota has encouraged bankers to use funds nor-
mally available for these loans in other ways.

MANUFACTURING: A Slower 4th Quarter?

According to results of our third quarter Indus-
trial Expectations Survey, district manufacturing sales
are still brisk. Following an extremely large first
quarter advance of 218 percent, district manufactur-
ing sales in the second quarter were up 15.7 percent
from a year earlier. These large gains undoubtedly
reflect substantial price increases and are not consid-
ered by survey respondents to be sustainable in the
second half.

Looking ahead to the third and fourth quarters,
district manufacturing sales are expected to surpass
year-earlier levels by 12.9 and 9.8 percent, respective-
ly. By the first quarter of 1974, sales growth is
expected to slow to a 6.9 percent rate. These expecta-
tions should be interpreted with some caution, how-
ever, since respondents to previous surveys have
substantially revised their earlier estimates.

Because recent durable goods sales have been so
large, manufacturers in these industries may encounter
material shortages and capacity constraints in the
next nine months. As a result, durable sales later in
the year may fall below the 18.9 percent increase of
the second quarter. Expectations are for increases of
15.0 percent in the third quarter, 9.7 percent in the
fourth, and 64 percent in the first quarter of 1974.
This pattern is shaped primarily by the large non-
electrical machinery industry, where sales gains are
expected to taper off from 18.2 percent in the second
quarter to 3.2 percent during the first three months
of 1973. Survey respondents also anticipate slacken-
ing in the lumber and wood products, primary metals,
and scientific instruments industries.

Nondurable goods sales were up 12.3 percent
from a year ago in the second quarter and are expect-
ed to advance about 10 percent in the last half of
1973 and 7.5 percent in the first quarter of 1974. The
main boost to second quarter sales was the 13.1
percent gain chalked up by the food and kindred
products industries. Although output probably
changed very little, higher prices brought increased
revenues from sales of these commodities. The price
freeze has had some disruptive effects on district food
processing industries—some meat packing plants, for
example, have been forced to either shut down or
reduce operations—but food and kindred products
manufacturers nevertheless foresee their sales rising
by 8.5 and 7.5 percent in the third and fourth quart-
ers, and by 5.8 percent in the first quarter next year.

Reporting on other nondurable goods industries,
survey respondents look for sizable sales gains of both
paper and chemical products, but for only modest
gains in the printing and publishing industry.

Increased district manufacturing sales have
prompted the hiring of additional workers since last
year. In the second quarter, employment in the dis-
trict’s manufacturing industries was up 6.2 percent
from a year ago, which translates as 8.9 percent more
jobs in durable goods industries and 2.6 percent more
jobs in nondurable goods industries. The smaller in-
crease in nondurable employment can be traced to
the food and kindred products industry, where em-
ployment was down as much as 2 percent from
second quarter 1972 in Minnesota alone, if sales
growth slows as much as anticipated, district manu-
facturing jobs during the last half of 1973 and early
1974 will probably not be created as rapidly as during
the first half of 1973.



NINTH DISTRICT income and fInance

NOTES FOOTNOTES

a—Partially estimated; all data nut available L E~ciudingNorthwestern Wisconsin to domestic commercial city banks

na—Not available 2 All commercial banks; estimated by 7. All member banks, excluding the
sample selected major city banks

p— Preliminary; subject to revision
3. Excluding Northwestern WisconsIn 8. Average of daily figures of the four or

Revised and Upper Michigan five weeks ending onWednesday
which contain at least tour days tailing

sa~-SeasonaIlyadjusted 4. Last Wednesday of the month figures within the month

‘—District and U.S. data not comparable 5. Selected banks in major cities 9. Index: 1967 Base Period

sear—Seasonally adjusted annual rate 6. Net loansand discounts less loans 10. Quarterly



UNITED STATES income and finance

SOURCES

PERSONAL INCOME: U.S. Department of Commerce, (iflice
0~Business Economics

AVERAGE WEEKLY EARNINGS: Michigan, Minnesota, Montana, North Dakota, and South Dakota brnpioymcnt
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 Sysleni

SAVINGS AND LOAN ASSOCIATIONS: Federal Home Loan Bank Board

CASH RECEIPTS FROM FARM MARKETINGS: U.S. Departmentof 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 productionand employment

NOTES FOOTNOTES

c—Partially estimated; all data not available 1 indeX~ i967 Base Period; Weights: 1967

n.a.~-Not available 2. A sample of permit-issuingcenters

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 upto represent
total permits issued

‘—District and U.S. data not comparable
6. 226 standard metropolitan statistical areas,

war—Seasonally adjusted annual rate excludingthe seven leading centers



UNITED STATES productionandemployment

SOURCES

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; Boardof 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 Governorsof Federal Reserve System



DISTRICT CROP OUTPUT: The Year That Might Have Been
There is some consolation to be found in the acreages. In all, 46 million acres of grain are expected

U.S. Department of Agriculture’s August 1 crop re- to be harvested in the district this year, compared to
port, for although things aren’t as good as they might 40 million last year.
have been, they aren’t as bad as they could have been

Per acre yields, though, will be somewhat spotty
either. Despite temperamental weather throughout because of the extremely dry conditions in some
the growing season, there should be more corn, soy-

areas. Hardest hit was Montana, where spring wheatbeans and wheat produced in the Ninth District this
and durum yields have fallen 3 and 7 bushels per acre

year than last. from 1972. Although less severe in the Dakotas, dry-
District farms are expected to yield 640 million ness reduced spring wheat yields there too. Per acre

bushels of corn, 140 million bushels of soybeans and corn yields in the important corn producing states of
480 million bushels of wheat when the harvests come Minnesota and South Dakota are also expected to be
in. Corn and soybeans will break records set last year smaller than last year. Soybeans may be off as much
by 3 and 36 percent, respectively, but wheat will fall as 5 bushels an acre in South Dakota, but yields per
short of the record 528 million bushels produced in acre are likely to increase a bit in Minnesota.
1971.

Officially, 1973 will probably go down as an
Relatively speaking, the district seems to be do- excellent crop year. Yet, if the rainfall had only been

ing slightly better than the nation in increasing food distributed more evenly, production might have lived
production this year, mostly because of expanded up to July’s optimistic forecasts.

UVESTOCK PRODUCTION: Fewer Animals Than Hoped For
Beset by price freezes, consumer boycotts and at just under 900,000 head. A slight 2 percent expan-

high feed costs—complexities even more difficult to sion in cattle and calves on feed was reported for the
deal with than weather—livestock producers across entire 22-state feeding area, however.
the nation have been reluctant to expand their opera-
tions. According to U,S. Department of Agriculture The district lamb crop was off 4 percent from

1972, which wasn’t quite as bad as the 9 percent dropreports, district livestock producers have perhaps been
more cautious than most. They have expanded beef nationally. All district states registered fewer lambs,but the sharpest decline occurred in the key sheepand pork production somewhat, but not nearly as
much as the high prices for meat might have warranted. producing state of Montana where the lamb crop was

7 percent smaller.

The district’s 1973 calf crop totaled 6.5 million The USDA’s midyear hog and pig report showed
head, only 3 percent larger than last year. The largest that while the number of hogs being readied for mar-
year-over-year increase of 5 percent occurred in North ket declined 1 percent nationally, the number on feed
Dakota, followed by a 4 percent increase in South increased 7 percent in the district. Farrowing inten-
Dakota. Both Montana and Minnesota experienced 2 tions reported for the last half of 1973 suggest that
percent decreased in their calf crops. district producers plan to continue increasing their

herds. If they carry out their June 1 plans, the number
The number of beef cattle on feed in district of hogs going into district feedlots later this year

feedlots as of July 1 was unchanged from a year ago should be 10 percent higher than a year earlier.
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FARMLAND, CREDIT COSTS RISE

(9/13/73) Consumers aren’t the only ones feeling the pinch of inflation

these days. Farmers too are finding that prices of land and credit, among other

things, are rising. With more money in their pockets this year, farmers have been

bidding up the price of farmland all over the district.

According to an article in the Minneapolis Federal Reserve Bank’s

review of Ninth District conditions, the average per acre value of farm real es-

tate increased 13 percent in Minnesota, 12 percent In Montana and North Dakota,

and 9 percent in South Dakota from March 1972 to March 1973. Using Minnesota as

as example, this represents an increase of $32 an acre since last year and brings

the average price per acre close to $275

One effect of the increase in land prices has been to swell the value

of real estate held by farmers over the last two years As the table provided

by the~Fed shows, the average value of Teal es~ate~pei-operating farmlnthedi5—

trict now ranges from a high of over $200,000 in Montana to about $75,000 in

Mi nnesota

Average Value of Farm Real Estate per Operating Unit

1971 1972
Montana $161,600 $200,700
North Dakota 91,200 110,700
South Dakota 86,900 - 102,700
Wisconsin 80,000 99,300
Minnesota 61,300 71.,600



And, while land values have moved up, so too have farm loan interest

rates. A midyear Agricultural Credit Conditions Survey taken by the Fed traces

the advance of long-term rates from 7.90 percent July a year ago, to 7.95 percent

April 1, to 8.05 percent this July. The very strong market for farmland has not

been affected, as of July anyway, by a shortage of mortgage funds at district ag

banks.

From its inquiries the Federal Reserve Bank concludes that although

farmers still want to expand their operations by buying more land, the run-up in

land prices and higher interest rates will probably cause them to revise their

plans.
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