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Current conditions . . . .

Economic prospects
bright at

new year’s beginning

GOOD START into the new year is indicated

by favorable district economic trends at the

end of 1956. Even district farmers were opti-
mistic at the year’s end—more so than at any time since
the early fifties.

Farmers have reason to be hopeful as production
prospects improved during the growing season and as
prices advanced, even though somewhat timidly., This
change in price trend, the first since 1951, does not
necessarily mean that farmers as a group are ‘out of
the woods,’ economically speaking, or that agriculture’s
problems are now solved. It simply means farmers now
are more hopeful that economic (and government)
machinery is grinding out a better balance between
production and both current and prospective demand.
For example, it is expected the soil bank program in
1957 will take out of production a significant number

of acres. Both domestic and foreign demand for farm

products is currently strong, and the immediate out-
look is favorable.

PRICE TRENDS—STILL UPWARD
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Although the district’s economy is currently one of
strength as measured by record levels in bank debits,
department store sales, electric energy output, employ-
ment, wages, nonresidential construction, and bank
deposits, there do exist some restraints and some
uncertainties which temper or moderate the strong
bullish factors.

One of these moderating forces is found in the im-
portant residential construction field, which, although

~ not in the doldrums, is below year-ago levels. Another

district industry, associated with residential building,
is lumbering and millwork, which also is moderately
down at the end of 1956.

As prices have risen elsewhere, so have prices in the
district tended upward throughout 1956. To curb this
inflationary trend and to maintain the dollar’s pur-
chasing power, the Federal Reserve’s monetary policy
of restraint continues unabated at the year’s end.

That credit restraint is currently desirable and neces-
sary is a logical conclusion when it is observed that
most plants and equipment, as well as the labor force,



are at or near maximum use. Too
much money and credit at this time
would operate only to push prices
even higher and, conversely, to fur-
ther cheapen dollar purchasing

power.

Another indication of the pres-
sure on capital and labor resources
is the strong demand for bank loans
that continues at the year’s end.

This pressure for loans continues
in spite of the rising cost of money
(interest rates) to the highest level
in over 23 years.

Following are summmaries that highlight the current economic scene in the Ninth district:

November banking
developments

DlS'l‘RlCT member bank deposits
during November continued
to rise at a more rapid pace than
was true last year. The November
increase shattered the previous de-
posit high which had been estab-
lished in November of 1954.

In November, deposits and loans
respectively rose $61 million and
$15 million in contrast to respective
gains of $16 million and $11 million
in November last year. Between the
end of June and the end of Novem-
ber deposits grew by $308 million
this year and $177 million last year.

The rapid inflow of deposits has
been accompanied by a continued
decline in the level of borrowings
at the Fed. After falling to 5§ per-
cent of district required reserves in
August and September and to 3
percent in October, borrowings fell
further to approximately 1.5 per-
cent of required reserves in No-
vember.

Maximum rates raised for
time and savings deposits

HE FEDERAL RESERVE Board of

Governors and the FDIC have
authorized insured commercial
banks to raise interest rates on sav-
ings deposits and on certain types
of time deposits. This marks the
first increase In #axizniml rates on
such deposits since 1936, The new
higher rates are effective as of Jan-
uary 1, 1957.

Thus, insured commercial banks
mIay increase interest rates on sav-
ings accounts (and on time deposits
and certificates of deposit of more
than six-months duration) up to a
maximum figure of 3 percent. On
time deposits and certificates which
mature in 90 days to six months,
the current 2 percent maximum has
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been raised to 2! percent. The
maxisnu rate of 1 percent on de-
posits and certificates of less than
90 days was left unchanged. (Bank-
ing legislation prohibits interest
payments on demand deposits, le.
checking accounts.)

Most banks in the district are
currently paying less than the pres-
ent 2! percent ceiling on savings
deposits, Local competitive situ-
ations will determine whether or
not banks actually raise rates as a
result of the new maximums.

These higher rates may stimulate
savings, especially by individuals.
Currently, there is a strong demand
for long-term funds to be used for
plant expansion and construction.
Inflationary  pressures resulting
from such demands will be reduced
to the extent that additional savings
are generated.

Retail sales turn upward

D[Smlcr department store sales
recovered from a brief slump
in October. The index, adjusted for
seasonal variation, in November
rose to 122 percent of the 1947-49
base period. This is 19 percent
above October of this year and 11
percent above November of a year
ago. Merchants have expressed dis-
appointment in the sale of gift
items, but, in the aggregate, sales
have risen decidedly more than the
rise in prices over the past year.
Sales in all retail stores in the na-
tion were up in November accord-
ing to the U. S, Department of
Commerce report. The preliminary
figure, adjusted for seasonal factors
and trading day differences, was 3
percent above October of this year
and § percent above November of
last year. In only two types of busi-
nesses, the lumber, building and
hardware group and the automo-
tive group, were November sales

down from a year ago.

In the first two weeks of De-
cember, department store sales in
the four large district cities were
4 percent above the corresponding
weeks of last year. This percentage
change may reflect a downward
bias (as an indicator of 1956 Christ-
mas trade) since at the end of the
first two weeks of this December
the remaining pre-Christmas shop-
ping period was two shopping days
longer than last year.

Farm interest rates firming

INTEREST RATES on loans to farmers
at district banks, have been no-
tably stable the past two or three
vears, but now are showing signs
of some adjustment upwards.

At least a few country banks
have found it necessary to strength-
en rates being charged on some of
their farm loans. For the most part,
this appears limited primarily to
banks whose charges have been low
in relation to their competition,
and to those loans which have been
made at the low end of the range
of interest rates charged.

The main reason is the higher
cost of money, as many banks have
raised their rates paid on savings
and as the general interest rate
structure has gone up. Though
there is not any evidence of any
general increase in interest rates, the
strengthening trend has been in-
dicated at enough scattered banks
around the area to be significant.
The amount of the change is per-
haps not as important as the fact
that it docs indicate the first up-
ward adjustments in interest rates
for farmers resulting from the rela-
tively tight credit situation that has
existed for the past 18 months. The
majority of country banks have not
changed their rates on farm loans.



Current conditions . . . .

Sales of 1957-model
automobiles

HE 1957 car models were intro-

duced during October and early
November 1956—in most makes of
cars this was a few weeks later than
for the 1956 models. Announce-
ments of the new models resulted
in a fairly heavy accumulation of
early orders which were slow in
being filled because of production
difficulties and other delays.

Sufficient new cars were de-
livered to dealers in the Minne-
apolis-St. Paul metropolitan area to
enable them to maintain sales at
slightly below year-ago levels. New
passenger car registrations during
the first 11 business days of Decem-
ber were down somewhat more
than that. The success of the 1957
automobiles will not become evident
until March 1957 or later.

An informal survey of major auto
dealers and automobile financing
institutions in the Twin Cities was
made in mid-December. Although
registration figures indicate that
sales are slightly under a year ago,
the experience of individual dealers
surveyed wvaries widely with the
number reporting higher sales than
a vear ago about equal to the num-
ber reporting lower sales. Those in
the latter category attributed de-
pressed sales in some cases to a
scarcity of new models and in other
cases to a scarcity of credit.

NEW PASSENGER CAR REGISTRATIONS
in the
Minneapolis-St. Paul Area

Mumbar of Cors
8,000

5,000

4,000
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Comments by major dealers and
financing institutions in the Minne-
apolis-St. Paul market indicate that
both are striving for more conserva-
tive terms. Despite this, automobile
buyers, faced with the purchase of
more expensive cars, are pressing
for smaller down payments and
longer maturities. The available sta-
tistics indicate that the buyers are
succeeding in their efforts. The pro-
portion of automobile contracts
with maturities in excess of 30
months is increasing slightly, and
down payments of one-third of
selling price are not quite as fre-
quent as was true a year ago.

In view of the demand for more
liberal credit terms, it is interesting

District bank liquidity declines

member banks have declined

significantly in liquidity since
the beginning of the current eco-
nomic advance which began late
in 1954. The 18-month period pre-
ceding June 30, 1956 witnessed de-
mands by business and consumers

Tl'-ll'j ASSETS of Ninth district

for additional loans on a vast scale.
A loan expansion of $326 million
resulted (see table 1). During this
period deposits actually decreased
by $156 million; funds for this loan
expansion were secured by sales of
$352 million of U. S, government
securities plus borrowings from the

to note that many dealers report
buyers are more interested in the
higher-priced models and in expen-
sive accessories.

Farm machinery prospects

PROSPECTS for farm machinery
sales this winter and spring are
taking a turn for the better, most
farm equipment companies report.
Many firms are expecting some-
what better sales of farm equipment
during 1957 than they experienced
during the past year. Sales this fall
have improved, and new orders
show an encouraging trend.

Prospects are closely geared to
crop conditions throughout the
area, however. As a result, areas hit
by drouth this season are not ex-
pected to increase machinery pur-
chases very much, if at all. Rela-
tively good crop production
throughout most of the area, how-
ever, along with improvement in
prices of most farm products—no-
tably hogs — have brightened the
farm income prospects and thus the
outlook for farm machinery sales.
Such sales, which have been notably
slow for the past year or two, are
a fairly sensitive indicator of
changes in the spending attitude of
farmers.

Many farm operators have de-
layed machinery purchases over
the past two years due to lower in-
come, it is believed. END

Federal Reserve and elsewhere.
These developments were responsi-
ble for an increase in the so-called
risk ratio (the ratio of loans to
deposits) from 37 to 46 percent.
This change corresponds closely to
the patrern set by all member banks
in the country since the aggregate
risk ratio moved from 38 to 48 per-
cent,

How does this mid-year liquidity
position of district banks compare
with their liquidity under the some-
what similar economic conditions
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TABLE |
Assets and Deposits of Ninth District Member Banks

{In millions of dellars)

U.S. Gov't | Loans -+ All Member Banks (U.S.)
Securities Loans Deposits Deposits Loans = Deposits
June 30, '53 $1.391 $1,347 $3,672 36.7%, 39.59
Dec. 31, '54 1,620 1,512 4,120 36,75, 38.29%
June 30, '56 1,268 |,838 3,964 46.4%, 48.4%,
Change Since
June 30, '53 —I123 491 292
Change Since
Dec. 31, '54 —352 -+326 —15&

that prevailed in June of 19532 At
that time economic activity was
also at a very high level and credit
conditions were tight. Ninth dis-
trict banks then had a much lower
risk ratio (37 percent) and they
held $123 million more in ‘Gov-
ernments’ than was true as of June
1956, indicating a more liquid po-
sition existed.

An analysis of the government
bond portfolio on the basis of its
maturity schedules provides another
measure of liquidity. In periods of
restrictive credit policies interest
rates tend to rise and bond prices
fall, with the price decline corres-
ponding directly to the amount of
time before the maturity of the se-
curity. Since, under such circum-
stances, long-term bonds can often
be sold only at a large discount
from par, banks must actually rely
on shortly-maturing securities for
additional liquid reserves (to meet
depositors’ claims or to make addi-
tional loans).

Short-term holdings
have been reduced

District banks’ holdings of ‘Gov-
ernments’ maturing within one vear
have declined drastically since June
1953 and December 1954, these de-
clines amount to 40 percent and 49
percent respectively (table 2).
Corresponding declines of 34 and
8.4 percent have occurred in hold-
ings of securities redeemable in one
to five years, Thus the future ability
of district banks to obtain reserves
without liquidating government se-
curities below par has been severely
reduced.
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Not only has the dollar amount
of short-term securities in district
bank portfolios been materially re-
duced, but a significant shift has
taken place in the composition of
government bond portfolios over
the last three years. Securities ma-
turing within one year have de-
clined from 33 percent to 21 per-
cent of the entire portfolio, while
those maturing in five years or
more have increased from 13 per-
cent to 39 percent of the total
(table 2).

In summary

In summary, it is evident that the
liquidity of district member banks
declined substantially between the

two comparable dates—June 1953
and June 1956. The trend is visible
both in terms of a greater ratio of
risk assets to deposits and with re-
gard to the lengthening of the ma-
turity distribution of government
security holdings.

This is not to be construed as
inferring that a high degree of risk
exists in district banks’ present
liquidity, especially if high levels
of economic activity continue.
Even if a severe business recession
should occur, the Fed could aid in
providing bank assets with the
necessary liquidity by making loans
to banks and by purchasing securi-
ties in the open market.

However, the capability of mem-
ber banks to expand loans further
has been restricted as a result of
the decline in holdings of securities
near maturity. Thus, sizable new
reserves cannot be obtained by dis-
trict banks through the ‘run-off’ of
short-term securities; nor can they
be obtained from the sale of ‘long-
terms’ except at the lowered prices
in today’s market.

Under these conditions, further
substantial loan expansion in the
Ninth district is unlikely.

END

TABLE 2
Ninth District Member Bank Holdings of U.S. Government Securities by Maturity

(In millions of dollars)

% Ch betwe
/june?gage egv;:r-ls.‘ % Distribution by Maturity
June 30 Dec. 31 June 30 and and June  Deec. June
1953 1954 1956 June'S6  June'Sé | 1953 (954 1956
Due in one
year® $ 452 § 525 § 270 | —40.3%  —48.6%, 32.5% 324% 21.3%
Duein 1-5
years 761 548 502 | —340%  —84% | 547% 338% 39.6%
Bonds due
in more
than 5 years 78 547 495 | 178.6%, —9.39, 12.8% 33.8% 39.1°%
Total U.S. i
Gov't Sec- |
curities $1.391 $1,620 $1,268| —8.8%, —21.7% | 100.0% 100.0% 100.0%,

*Estimates of Treasury Notes maturing within ane year are based upon samples of invest-
ment portfolios of 269 member banks as of June 30, 1955 and 1956,



Bank loans

to Ninth district farmers

HE EXTENT and nature of
Tbank lending to farmers in the

Ninth district is revealed by a
special survey made as of June 30,
1956. District banks on that date had
loans cutstanding to some 277,000
farm borrowers, out of about
375,000 farms listed for this district
by the 1954 Census. In other words,
banks were lending to roughly
three out of every four farm
operators in the district.

Through a systematic sampling
of farm loans at 140 district banks,
detailed information on some 10,000
individual loans made to some 6000
individual farm borrowers was ob-
tained. The average debt per bor-
rower was $1,694; the average
amount per loan was $965.

District banks on this date were
extending about $470 million in
farm loans (not including CCC
loans). Of this total, $78 million
were loans secured by farm real
estate and $391 million were vari-
ous types of non-real-estate loans.
Since banks provide approximately
85 percent of the short-term pro-
duction credit loaned to district
agriculture by major lenders (not
including CCC loans or loans made
by the Farmers Home Adminis-
tration) the information obtained
by this survey is significant as to
both the quantity and kinds of non-
real-estate credit extended to agri-
culture.

Banks provide a much smaller
proportion of real estate credit
used by agriculture. Thus, while
the survey information on real
estate loans is important as a meas-
ure of bank lending in this field, it
may only partially represent the
characteristics of real estate loans
made by other lending institutions.

Survey reveals characteristics

‘What the survey shows amounts
to a ‘photograph’ of the farm loans

that district banks had on their
books on June 30, 1956. The
‘photograph’ shows detailed infor-
mation about each loan. When
classified and tabulated, these de-
tails provide profiles of the credit
being extended to district farmers.
Studying these profiles reveals the
major characteristics of this credit
—not only in the sense of a debt
obligation, but also as the contri-
bution being made to agriculture
by borrowed capital and the ways
this capital is being used by district
farms. They also reveal much about
the procedures used in extending
that credit, and the kinds of services
provided.

Results of the survey show that
a very substantial amount of the
loans made to farmers in the Ninth
district are for the purpose of fi-
nancing intermediate-term invest-
ments in agriculture. A large num-
ber of farm loans are also made on
an unsecured basis, although the
typical farm chattel was the most

common collateral for a loan. The
survey also showed that a large
proportion of farm loans are re-
newed each year on the basis of a
previous understanding  between
borrower and lender. Loans ac-
quired from dealers and other
sources have become an important
part of the total lending of banks.
The bulk of farm loans are made
by small, local banks which deal
directly with their customers; but
larger banks occasionally ‘partici-
pate’ by taking part of a loan that is
too large for the local bank to
handle alone.

Why credit is important

Both the amount and the terms
of credit used by farmers in their
business are important. The amount
of debt a farmer owes represents a
fixed obligation against his business:
it must ultimately be repaid out of
income—or, assets must be liqui-
dated in order to repay the loan. In
the same way, the amount of credit
extended to agriculture at any par-
ticular time represents a financial
obligation of the industry.

In another way, the amount of
credit extended to agriculture is
important because it represents
borrowed or ‘hired’ capital. To the

Sampling procedures for this mationwide survey of bank
loans to farmers were designed to provide statistically reliable
information for various Federal Reserve districts and for the
nation as a whole. We are pleased to note that out of 140 banks
selected as a sample of banks representative of the Ninth dis-
trict, all except one cooperated in the survey.

By providing detailed infermation on individual loans and
individual borrowers, these banks have provided a great amount
of valuable information about the characteristics of bank loans
to agriculture in this district and throughout the nation.

The survey was made with the cooperation of the Federal
Deposit Insurance Corporation and the American Bankers
Association. Both member and non-membey banks are included
in the survey, so that a complete and accurate cross-section of
bank lending to farmers could be obtained.
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TABLE |
Purpose of Farm Loans—Ninth District Banks, June 30, 1956

[{Thousands of dollars}

Purpose of Loan

Current Operting Expenses:
Feeder livestock
Other current operating expenses

Total Current

Intermediate-term [nvestments:
Other livestock
Machinery and equipment

Automobile and other consumer
durables

Improve land and buildings
Total Intermediate

Buy Farm Real Estate
Consolidate and pay other debts
Other Purposes

Total, All Purposes

extent that individual farmers can
finance part of their business opera-
tions with this ‘hired’ capital, they
are able to operate with more capi-
tal and resources at their disposal
than would otherwise be possible.
This larger capital structure usually
means a larger business, larger out-
put and, presumably, a more effi-
cient and profitable scale of farm
operation.

In addition to the total amount of
credit used by agriculture, the
terms on which it i1s extended are
also important. These define the
basis on which capital may be bor-
rowed and thus, indirectly, tend to
regulate its use,

The various credit profiles ob-
tained from this survey describe
the following major characteristics:

(1) The purpose for which
credit is being used by farmers.

(2) The stated maturity; repay-
ment method; the planned and the
actual pattern of remewals.

(3) The security or collateral—
that is, the assets that farmers are
required to pledge as collateral for
the credit they receive.
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Real Estate Loans Non-real-estate Loans

Amount Per- Amount Per-
OQutstanding  cent Outstanding  cent
$ 538 0.7 $ 29,330 1.5
2,418 3.1 106,663 273
2,956 38 135,993 34.8
1,218 1.6 48,591 12.4
4,546 5.8 117,108 30.0
568 0.7 18,710 5.0
15,240 19.8 11,937 3.1
21,572 279 196,346 50.5
38,529 495 11,238 2.9
12,388 15.9 33,750 8.6
2,455 3.7 13,590 3.2
$77,900 100.0 $390,917 100.0

(4) Interest rates—the price bor-
rowers pay for the use of credit.

(5) Where credit is acquired.

The survey also shows important
characteristics about the borrower
—such as how long he has been in
debt, type of farm, his age and net
worth.

Purpose of farm loans

The ‘photograph’ of farm loans
outstanding at district banks on
June 30, 1956 shows the purpose
for which these loans were made,
and thus indicates the uses being
made of this credit by farmers.

Table 1 shows the amounts out-
standing for both real estate and
non-real-estate loans according to
purpose. Half of the non-real-
estate credit and slightly more than
one-fourth of the real estate credit
loaned to farmers in this district
was for purposes classified as ‘inter-
mediate-term’ investments. These
include loans for such purposes as
the purchase of dairy or breeding
livestock, purchase of machinery
and equipment, purchase of auto-
mobiles and some other consumer
durables, and loans to improve land

and buildings. Altogether, lending
for intermediate-term investments
made up 46 percent of all loans out-
standing at district banks on
June 30.

Considerable interest has been
shown in the problem of intermedi-
ate-term credit in recent years,
partly because of increased operat-
ing costs and investments in agri-
culture which have emphasized the
needs for this kind of credit. This
survey now provides some real
measure of the extent to which
such credit is being provided.

The survey results (table 1) also
indicate that loans secured by
farm real estate are used to finance
a variety of farm business needs—
including production expenses, the
refinancing of other debts, and the
improvement of land and buildings.
These are the purposes for which
real estate loans were originally
made, and where the crccﬁt has
been ‘on the books’ for two or three
years or more, they may not repre-
sent today’s use of borrowed capital.

Maturity, repayment, renewal

Table 2 shows the terms of ma-
turity, repayment provisions and re-
newal status of the non-real-estate
loans that were outstanding at dis-
trict banks on June 30, 1956. These
figures represent a wide variety of
loans, including instalment loans
made directly by banks and also
those acquired from dealers and
other sources,

Instalment lending for purchase
of durables and other equipment
items probably accounts for the
substantial amount of loans made
for terms of two years or over.
The bulk of other non-real-estate
loans are made for maturities of 15
months or less. This undoubtedly
reflects the practice of many banks
to make loans for maturities of one
year or less, with the understanding
that the loans may be renewed, a
common practice among banks in
most areas of the country. The
practice is favored by many lenders
because it provides for a periodic re-
view of the loan, including ar least
partial repayment and a complete
review of the borrower’s financial



circumstances and possible continu-
ing need for credit,

In classifying maturity and re-
payment terms, all notes were listed
as ‘demand’ loans when they were
legally defined as such, and all de-
mand notes listed as ‘single pay-
ment.” It should be noted, therefore,
that a large number of the loans
written as demand loans are actually
repaid in regular or irregular instal-
ments over an extended period with
interest charged only on the balance
outstanding. A substantial portion
of the loans in the ‘demand’ classifi-
cation are clearly of this type.

Some real estate loans are also
written on a ‘demand’ basis and
some are written for relatively short
periods of from two to five years,
This again reflects the variety of
Eractices used by individual banks.

epayment figures as well as direct
contact with lenders indicate that
most of the real estate loans listed
as ‘demand’ were actually being re-
paid on a regular instalment basis
and were, in practice, normal real
estate loans. Some real estate loans
written for maturities of two to five
years were also made with the un-
derstanding that repayment would
be over a longer period, lenders in-
dicated. Some of these loans, how-
ever, were to finance intermediate-
term investments or production ex-
penses which would normally be
repaid within the period indicated.

Million Dollars
200

FARM LOAN TRENDS at district member
banks are shown above. Although both real
estate and non-real-estate farm loans have
been rising steadily, the debt outstanding
remains fairly low relative to the value of
assets represented.

14968 figures are estimated,

It should be emphasized that the
maturities listed may not always re-
present the actual repayment com-
mitment of the borrower. The
‘normal practice’ of a bank in mak-
ing such loans is probably a better
measure of the actual rate of repay-
ment and loan liquidation in such
cases. Many of these differences re-
flected the kind of credit being ex-
tended. Instalment loans for machin-
ery, automobiles and consumer dur-
ables are frequently written for
terms longer than one year; thus the
terms of such loans largely repre-

TABLE 2

sent the expected repayment. The
bulk of farm chattel lines, on the
other hand, are probably written for
shorter periods (a year or less) and
may be frequently renewed. Such
lines of credit are somewhat more
flexible in serving the needs of
borrowers. The renewal method
provides for periodic review and
adjustment of the borrower’s credit
needs and helps to make this flexi-
bility possible.

More than a third of the farm
chattel loans outstanding on June
30 had been renewed at least once
as a result of previous understand-
ing between borrower and lender.
Instalment loans are renewed less
frequently since the initial terms of
the loan extend over the full period
of expected repayment.

Security and collateral

The security listed for farm loans
suggests to some extent the kinds of
assets that may be pledged as col-
lateral for a loan. While the specific
collateral often represents the pur-
pose for which the money is bor-
rowed—such as a conditional sales
contract for an automobile—in
many cases this is not true. Often
the collateral includes much more
than the item for which credit was
advanced, or the collateral may be
different entirely. For instance,
many banks in the western areas of
the Ninth district emphasize live-
stock in their collateral require-

Selected Characteristics of Non-real-estate Loans at District Banks—Juna 30, 1956

Amount
Maturity: Outstanding Percent
Demand $.33,112 8.5
b mos. and less 36218 9.3
6 mos; to | year 177,563 45.4
| to 2 years 112,340 28.7
2 to 5 years 30,553 7.8
Over 5 years 1131 3
Total $390917 10,0

[Thousands of dollars)

Amount

Repayment Method: Outstanding Percent

Amount

Renewal Status: Outstanding Percent

Single payment [in-
cluding demand

loans) $323,807 82.8
Instalments with inter-

ost charged on unpaid

balance 50,505 12.9
Instalments with inter-

est charged on

original amount 16,598 4.2
Unknown 7 A
Total $390,917 100.0

Note has not baen

renewed $220,202 56.4
Note renewed because

of understanding when

note was made part or

all of rote would be

renewed 139279 35.6
Note renewed for

other reasons 31,271 8.0
Total $390,752 100.0
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ments even when extending credit
for other purposes such as purchase
of farm machinery.

Table 3 shows the forms of se-
curity used as a basis for advancing
the credit to farmers as of June 30,
1956. A substantial part of this
credit—20 percent of all loans—was
loaned on an unsecured basis. This
is common in cases where the bor-
rower has a sound financial record
and is known to be reliable. In most
cases he has probably been doing
business with his particular banker
for a number of years.

In interpreting these figures it
should be recognized that security
imay be required for several differ-
ent reasons. Mainly, it is to provide
the necessary protection for de-
positors whose funds the bank is
lending, and to meet the require-
ments of bank supervisory authori-
ties. The security itself provides
some guarantee that the loan can
be repaid, if necessary, out of the
liquidation of pledged assets—al-
though this is seldom the expecta-
tion at the time the loan is made.

Another important reason for
collateral is to protect the assets of
the borrower from attachment or
lien by subsequent creditors with
whom a borrower might become
involved. This prevents other obli-
gations from undermining the
soundness of the credit already ex-
tended.

Interest rates

Interest rates on farm loans rep-
resent the cost of credit to the bor-
rower. From the lender’s stand-
point they reflect not only the cost
of funds loaned but also the risk
element in making loans and the
services that may be provided by
the lender.

Rates paid by farmers on loans
for intermediate-term investment
were shown by this survey to be
somewhat higher than credit for
other purposes. One of the reasons
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TABLE 3

Security Required for Farm Loans at Ninth
District Banks—June 30, 1956

(Thousands of dollars)

Amount Per-
Major Security: Outstanding cent
Unsecured $ 923719 20,0
Endorsed or Co-maker 16,371 3.5
Chattel mortgage, Chat-
tel deed of trust or con-
ditional sales contract 277,205 59.1
Farm real estate [eox-
copt Govi. guaranteed
or insured to be includ-
ed under code 5) 72,103 15.4
Govt. guaranteed or in-
sured (excl. loans direct-
ly guaranteed by CCC) 5,798 1.2
Other 3435 o
Unknown 188 i
Total $468,818 100.0
How Acquired:
Loan made direct to
customer _$409,505 87.4
Lean acquired from
dealer 59313 12.6
Total $468,818 100,0

for this difference is the pracrice of
charging interest on a discount basis
for many instalment loans. On this
basis, interest is figured on the origi-
nal amount of the loan even though
it may be paid off in regular instal-
ments over a period of time. Over
the life of the loan the effective rate
of interest paid on the amount of
the loan actually outstanding is
roughly twice the stated interest
rate.

Since most instalment loans of
this type represent intermediate-
term investments, they help to
raise the interest rate average for
loans in this category, On about
one-fourth of the non-real-estate
loans paid in instalments the inter-
est charged was figured in this way.
But these amounted to only 4 per-
cent of all non-real-estate loans.

This is a common practice in
instalment lending. When a bank

accepts such paper from farm
equipment dealers or other dealers
in farm supplies, only part of the
amount charged to the farmer by
the dealer is paid to the bank. In
most cases it amounts to about half
of the total interest charged.

Although interest charges are an
important cost consideration in
using credit, the significance of a
particular interest rate may be tem-
pered by other important consid-
erations such as the ‘risk’ involved
and the other services provided.
Probably most important of all
considerations is the profitable use
of the additional capital within the
farm business itself.

Based on the great amount of de-
tailed information given about in-
dividual loans and individual bor-
rowers, the survey makes it possi-
ble to describe accurately the main
characteristics of credit being ex-
tended to agriculture by district
banks—the amounts, the variety of
purposes and, to some extent, the
procedures employed.

Neither the ‘profiles’ of these
characteristics nor the details from
which they are compiled, however,
can describe the full range of uses
made of ‘borrowed capital’ by in-
dividual farmers. Nor can they
fully describe the variety of means
by which lenders make credit avail-
able to individual farmers under
varying circumstances.

As the financial needs of agricul-
ture continue to grow, both in
amount and complexity, the use of
credit by farmers will undoubtedly
grow also. As it does, the informa-
tion provided by banks cooperating
in this survey will prove a valuable
guide in making this needed credit
available and will be helpful in in-
terpreting the changes that take

place.
END



Construction and mortgage
activity in the district

tial construction — industrial,

commercial, educational, pub-
lic and heavy engineering—set an-
other record in 1956, In fact, the
activity in this type of construction
was an important source of strength
in the district’s economy when
other factors (home building, auto-
mobile sales, steel and ore boat
strikes) were acting adversely.

THE VOLUME of nonresiden-

Expansion in nonresidential con-
struction in 1956 more than offset
the contraction in home building.
The value of non-home construc-
tion in the nation totaled about
$28.7 billion, an increase of $2.5
billion from 1955, according to the
most recent estimate prepared
jointly by U. S. Departments of
Labor and Commerce. Expendi-
tures for residential building rotaled
about §15.5 billion, a decrease of
$1.4 billion from 1955. Expendi-
tures for new construction in 1956
will rise to the unprecedented fig-
ure of over $44 billion.

The current expansion in con-
struction has been centered on
production capacities, distribution
outlets and service facilities. Infor-
mation on the amount of contracts
awarded' by projects provides an
insight into the type of construc-
tion put in place in this district.

Educational facilities are being
expanded at a rapid pace. Of the
amount of contracts awarded for
nonresidential construction in the
first 11 months of this year, 18 per-
cent was for educational buildings.
The construction in this field re-
flects the pressing need for addi-
tional classrooms in elementary,
secondary and higher education.
The contracts awarded totaled 10
percent more than in the compar-
able period of 1955, although some
expansion programs were held off
due to the rise in interest rates.

Commercial building comprised
12 percent of the total according to
value of contracts awarded. In this
district, as in other areas of the na-
tion, distribution is not only ex-
panding but is undergoing a struc-
tural change. In the food industry
supermarkets are replacing small
grocery stores. Shopping centers
are replacing some of the small
neighborhood retail outlets in every
line of merchandise. This struc-
tural change has been reflected in
the rise in business failures and
involuntary liquidations of some of
these small proprietorships, although
the number of small business firms,
in the aggregate, has increased.

Industrial building in this district
in 1956 was not as strong as in the
more industrialized areas. Except
for one taconite plant, the large,
low-grade iron-ore and copper
beneficiating plants under construc-
tion in recent years have been com-
pleted. For instance, in the first 11
months of the year, only 5 percent
of the nonresidential building con-
tract awards were issued for this
type of building, whereas in the
same period of 1955 the proportion
was 9 percent.

More funds were invested in so-
cial, hospital, religious, public and
miscellaneous buildings in 1956 than
in the former year. Buildings in
these categories comprised 22 per-
cent of the total awards, a larger
percentage than in 1955,

In addition to all the nonresi-
dential building categories listed
above, an impressive volume of
contracts were awarded for public
works, which include highways,
streets, bridges, municipal sewerage
systems, and dams and reservoirs.
The amount of such contracts
awarded in the first 11 months of

'The F. W, Dodge Corporation figures do
not include Montana in this district.

1956 was nearly 33 percent of the
total issued in the nonresidential
building.

Public utilities increased their ex-
pansion programs in 1956. The
amount of contracts awarded in the
first 11 months aggregated 35 per-
cent more than in the comparable
period of 1955 and account for
almost a tenth of nonresidential
construction contracts.

During the course of the year,
supplies of building materials be-
came less tight and, in general, are
now ample.

The volume of construction
undertaken, and the emphasis on
heavy construction, however,
placed a strain on the production
capacities for some building ma-
terials. In both structural steel and
cement, shortages developed pe-
riodically, even though producers
had increased their capacities, The
output of paints, clay and gypsum
products has been larger than in
1955. On the other hand, the output
of lumber and millwork declined
noticeably during the year, which
reflects the cutback in residential
building. In the western part of
the district, saw and planing mill
operators have reduced their crews
because of high lumber stocks.

Contractors also drew heavily
on available manpower when em-
ployment already was at a high
level. In all district states, with the
exception of Upper Michigan,
construction undertaken provided
an opportunity for more employ-
ment. For the first 10 months of
the year, the monthly average num-
ber of workers employed was 2000
above the same period in 1955.

As was anticipated in economic
forecasts at the beginning of 1956,
this was an ‘off year’ for home-
building. New housing starts in
1956 as a whole, however, compare
favorably with any other year ex-
cept the extraordinary ones of 1950
and 1953.

In the Ninth district home build-
ing was cut back by one-fifth from
a year ago. In the first 11 months
of 1956 the number of new house-
keeping units authorized by build-
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ing permits was down 18 percent
from the same period of a year ago.
When the number of demolitions
and conversions of units is taken
into account, the net addition made
to the stock of housing was 20 per-
cent less than in 1955.

Rising construction costs in
1956, reflected in higher prices,
were a factor in the smaller market
for low-priced houses. In the an-
nual survey made on prices of
houses in the Minneapolis metro-
politan area® it was observed that
the prices of new houses in the
low-priced bracket (below $14,000)
rose faster than on old houses. In
the latter half of 1954 the average
price was §11,700, and in the first
half of 1956, $12,600, an increase of
$900 in one and one-half years. In
this district, the average valuation
on contracts awarded for one family
dwellings in the first 11 months was
$1,200 above the average for the
comparable 1955 period. The pro-
nounced rise in average price and
contract valuation, in part, reflects
the trend toward larger houses.

More important than the rise in
construction costs in reducing the
effective demand for new houses
have been the lessened availability
of mortgage funds on the liberal
terms offered earlier and the rise in
interest rates. A tightening in mort-
gage credit grew largely out of a
rapidly growing demand for long-
term funds in the business and mu-
nicipal government sectors of the
economy.

The market for new houses has
become noticeably saturated in only
a few isolated communities. The
number of vacant units increased
in 1956, but most of the increase
apparently occurred in the ‘for
rent’ group. Despite this national
trend, vacant dwelling units avail-
able for rent or sale in the third
quarter were only 2.8 percent of
total year-round dwelling units ac-
cording to the results of a survey
conducted by the United States
Bureau of the Census.

The new increase in mortgage
debt outstanding in the first nine

*The results of the survey were published
in the August issue.
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AMOUNT OF NINTH DISTRICT
NONFARM MORTGAGES
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months was $11.4 billion. This
amount compares with an increase
of §12.5 billion in the same period
of 1955 and, to some extent, re-
flects a larger volume of repay-
ments in 1956. Despite larger down
payments required and shorter ma-
turities on loans, it is quite clear
that the amount of new loans made
in 1956 will be the second largest
on record —only about 5 percent
below the 1955 all-time high.

The increase in mortagage debt
on multi-family and commercial
structures has been larger in 1956
than last year. In the first nine
months the debt increased by $2.3
billion as compared with $2.1 billion
in the comparable period in 1955,

The decline that has occurred has
been concentrated in financing
single family units. Even in this seg-
ment of the mortgage market,
lending has held up better than an-
ticipated. Mortgage debt outstand-
ing on 1- to 4-family houses rose
by $8.5 billion in the first nine
months as compared with a $9.8
billion rise in the same period of
last year. On the basis of these fig-
ures, nationally the increase in the
mortgage debt on 1- to 4-family
houses was 13 percent less than in
1955.

In the Ninth district, credit ex-
tended on mortgage loans has de-

clined only slightly more than na-
tionally. The number of nonfarm
mortgages of $20,000 or less re-
corded was down 9 percent in the
first nine months from the same
period in 1955, while nationally it
was down 8 percent. The amount
of credit extended on these mort-
gages in the district was down
about 6 percent and in the nation,
4.5 percent. By and large, local
financial institutions have continued
to serve the real estate credit needs
of their own customers, but many
mortgage brokers have lost their
outlets for mortgage loans, and
others have been limited in the
number they can accept for their
correspondents.

With the maximum rate of inter-
est on VA-guaranteed loans and on
FHA-insured loans held at 41, per-
cent,® lenders have shifted to con-
ventional loans where the rate is set
by market forces. A decrease of
about 22 percent occurred in the
number of VA-guaranteed loans
closed in the four states wholly in
this district in the first nine months
of 1956 as compared with the same
period last year. The amount of
credit granted on these loans was
down less, 18 percent, which indi-
cates that larger loans were closed.
In Montana and Minnesota, where
data are available on FHA-insured
loans, the number closed was down
over 20 percent and the amount of
credit granted was down somewhat
less. On the other hand, the number
of conventional loans closed and the
amount of credit granted on them
rose sharply.

In this district home building
declined to a low ebb in the fourth
quarter. In the large cities relatively
few houses were roughed in dur-
ing the fall to be finished during
the winter. Furthermore, the in-
ventory of unsold new houses was
down as compared with the num-
ber on the market a year ago. This
information leads to the conclusion
that a relatively small number of
new houses will be offered for sale
this winter and early next sp%ng.

*On December 4, 1956, a maximum rate
of 5 percent bacame effective on F.H.A.
loans.



Special Supplements Issued during 1956

PULP AND PAPER IN THE UPPER LAKES REGION
July 1956, 32 pages

HOUSING AND MORTGAGE MARKETS
September 1956, 32 pages

These publications are avaoilable free upon request from
the Research Department, Federal Reserve Bank of Minne-

apolis, Minneapolis 2, Minnesota,

Agriculture

Conditions

REVIEW OF 1955 NINTH DISTRICT CONDITIONS

District statistics and index numbers - - - =

Improvement in crops spurs district economy
Soil bank deadline set for 1957 wheat sign-up
Weather conditions - - . - =

Crops
District crop plantings - - - - - -
District crop production down - - - -

District crop production totals large - - -

‘Grain stocks on farms - - - . - “

Wheat

Drouth cuts wheat yield except for durum -
Durum acreage liberalized - « - &
Durum progress - » . = =

Movement into storage - - - - G
Resistant durum - - - - - =

Farm Income and Prices

District farm income - - - - il
DISTRICT FARM INCOME DECLINE - - -
Farm machinery prospects - - - -

Farm real estate rise - - - - . -

Five months of district farm income - - -
Land values have leveled off - - . - -

Finance

BANK LOANS TO NINTH DISTRICT FARMERS
Farm interest rates firming - - - -

Farm loan rise continues - - E 2 = 5

Farm loans show further increase - - -
Farm production loans at record high - - -
INTERMEDIATE CREDIT - - - - -
More short-term farm loans - - - - -

Government Programs

DISTRICT FARMERS ‘DEBIT’ SOIL BANK - -
Farm taxes up - - - - < 5 -

Soil bank payments available in 1956 - - -

Livestock
Cattle on feed - - - - - %
Fewer cattle on feed - - - - " -
Livestock numbers show increase - - -

Ja: 6-8

Ja: 11,12
- S: §
= Ag: &
- My: 3

Mr: 4
= JY: 3

= Ap: a

5 Ag: 6
o Mr: 2
N: 3
- Mr: 4
Mr: 2

= Ap: 2
Mr: 6,7

- D:3
- N: 2
= J‘,r‘: 4
= Je: 3

- D: 5-8
- D:2
- N: 3
- Ag: &

- F:2,3

Ap: 6-8
M\J‘: 3

Jy: 5-8
- Mr: 7
- Je: 4

O:3
Ap: 2; J‘,u’: 4
- F:3, 4

Volume 12

Index for the Year 1956

Each month’s Current Events section has been introduced with a discussion which
gives a composite picture of the Ninth district economic outlook. Since the sum-
mary of the month discusses that month’s current situation, reported in the topics,
these summaries have not been indexed. The entries below indicate for each article
the month of issue and the page on which it appeared. For example, Ja: 2 refers

to the January issve, page 2. Capital letters in titles denote feature articles.

December 1956 Serial Mumbers 13-24

Banking and Finance

Conditions
REVIEW OF 1955 NINTH DISTRICT CONDITIONS - Ja:2,3
District statistics and index numbers - - - - Jo: 12
BANK EARNINGS CONTINUE POSTWAR TREND - Mr: 4,5
FIRST HALF YEAR EARNINGS OF MEMBER BANKS - - Ag: 7
January banking conditions - - - - - - F: 2
MEMBER BANK OPERATING RATIOS - - - - Ap: 4, 5
November banking developments - - - - - D:2
October banking developments - - - - - N: 3
Pressure on district bank reserves eases - - - - 0:2
DISTRICT BANK LIQUIDITY DECLINES - - - D:3, 4

Credit and Loans

ADVANCES TO MEMBER BANKS - - - - - S: 1-4
Borrowing decreases in November - - - - - N:2
Borrowings in sharp decline at Fed - - - - - Ag: b
BUSINESS LOAN SURVEY OF 1955
PART I: KINDS OF BORROWERS - - - - 5:6,7
PART Il: SMALL-BUSINESS BORROWERS AT
NINTH DISTRICT MEMBER BANKS - - - - O: 4-6
PART I1l: MATURITY PERIOD OF BUSINESS LOANS
MADE BY NINTH DISTRICT MEMBER BANKS - - 0:6,7
PART IV: INTEREST RATES ON BUSINESS LOANS
OF NINTH DISTRICT MEMBER BANKS - - - N:7,8

CONSTRUCTION AND MORTGAGE ACTIVITY IN DISTRICT D: 9,10
HOUSING AND MORTGAGE MARKETS

PART | - - - - - - - - - My: 57

PART 1l - - - - - - - - - Je: 57
Loan rise slighter - - - . - 5 s < My: 3
Maximum rates raised for time and savings deposits - - D:2
MEMBER BANKS ADD MORE LOANS IN JUNE - - Jy: 4,5
Member bank loans rise - - H = = > - Je: 4
SAVINGS BOND ANNIVERSARY - - - - - My: 4

Monetary Policy

MOMNETARY POLICY AND INTEREST RATES - - - N: 4-6
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Business and Commerce

Conditions
REVIEW OF 1955 NINTH DISTRICT CONDITIONS - - Ja: 4-6
District statistics ond index numbers - - - - Ja: 9,10
Inventories near peak - - - - - - - My: 2
Summer resorts active - - - . - - - My: 3
Construction
Construction - activity - - - - . - - Ap: 3
CONSTRUCTION AND MORTGAGE ACTIVITY IN DISTRICT D: 9, 10
RESIDENTIAL CONSTRUCTION OUTLOOK FOR 1956 - F: 4,5
Employment
Employment begins normal seasonal decline - . - N: 2
Employment levels continue high - - - . - 0: 2
Further rise in district employment - - - - - Ag: §
Labor market remains tight - - - - - - My: 2
Record winter employment - - - - - - Mr: 2
Steel ‘strike - . - - . - - - Jy:2,3
The following evenis were summarized in Economic Briefs:
Commercial Construction
Hardware company builds in Billings - - A 4 S5:8
Housing for taconite workers - - . - - Mr:8
Motel in Minneapolis loop - u - 2 - - Ja: 8
Red Owl adds to Twin Cities warehouse - . . S§:8
Shopping center, Billings - - - - - - F:8
Super Valu builds in Bismarck - - - - - Mr:8
Warehouse expansion in Fargo - + - - - Ap: 8
Government Programs
Bonds of Twin Cities suburb draw one bid - v el Agn8
First A-power utility in Minnesota z = B - My: 8
Garrison dam, first power - - - - - - Ja:8
Minnesota highways building started - - - . My: 8
Manufacturing Industry
Air conditioning company moves East - - < - Jy: 8
Cargill Ine. plans research center - = : - - F:8
Celotex plant at L' Anse, Michigan - - - - My: 8
Co-op to build soybean plant - s - - - Ag: 8
Grain plant at Hastings, Minnesota - - - - Ja:8
Idle Michigan wood pulp mill reopens - - -  My:8
IBM expansion at Rochester, Minnesota - = - F:8
Millk-products plant in Clarkfield, Minnesota i . Mr:8
Minneapolis-Moline closes foundry unit - - -  My:8
Minnesota fertilizer mill planned - - e N
Minnesota paper plant expansion - - - . - 0:8
New $3 million Honeywell plant. - . E : - Ag: 8
Owatonna (Minn.) Tool builds new plant - 5 - F:8
Pulp mills planned in Montana - - - e R T
Receiver sells beet sugar mill 5 - . == es8
Soybean plant set for Minnesota - gy i e i
Trane Company expanding facilities - - - - 0:8
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Governmeni Programs

District security expenditures follow naotional frends - - Ap: 2

Industry and Mining

End of season ore shipments pushed - - - - 0: 4
Population

DISTRICT POPULATION TRENDS - - - - - F: 6-8
Sales

Comment on sales -  F:3; Mr: 3; Je: 3; Jy: 3; Ag: &; N: 3; 0: 2, 3

Real Estate
ANNUAL SURVEY OF MINNEAPOLIS AREA HOUSING Ag: 1-5
HOUSING AND MORTGAGE MARKETS, NINTH DISTRICT
L s O e e R S My: 5-7
PARTRL 22l os i1l Srdviliies gt i wiln U8
Prices of Minneapolis houses continue steady - - - Q:3
Twin Cities hydrogen plant under way - - - - 0:8
Upper Peninsula needlecraft firm closes - + - Ag:8
Vegetable oil mill planned - = - - - e
Mining, Gas, Petroleum
Guas extension confirmed in South Dakota - - 4 5:8
Gas plant at Baker, Montana - = = - 5 Ag:8
Hunt on for Wisconsin iron ore - : . . Jy:8
Michigan iron plant producing - - - - - Ap: 8
Meodernizing Montana refinery - - - Ag: 8
Montana oil discoveries = z . . . Jy: 8
0il plant output boosted - . - - . - Je: 8
Oliver Iron erects plant - - - - - - Mr:8
Plan area oil-marketing growth - - . - - Jy: 8
Sulfur plant at Billings - - - . . - - Ja: 8
Upgraded ore moves into market - - - - -  0:8
Uranium from Dakote lignite 2 . ; % : My: 8
Other Industry
Airline plans Twin Cities main base - - - . Ap: 8
Brown & Bigelow expansion - - . - - Mr: 8
Montana power plant approved - - sl S
New Great Northern freight yvard at Minoi - - s 0:8
New Montana power plant - - - - - . Ap: 8
New packing plant in South Dakota - - - - Ag: 8
Northern Minnesota power expansion - : - Ja: 8
Northern Pacific expands diesel plant - - - - F:8
Northern States Power to triple 1946 capacity - 5 Jy:8
Paper firm gets Minnesota logging rights - - - My: 8
Progress in Michigan power project - - - - Je: 8
Ten million dollar Minnesota power plant - x - 5:8
Utility building Montana dam - - . - . Mr:8



