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The anatomy of innkeeping

Thenation’s innkeepingfacilities haveexpanded per cent in the number of rooms. The reported
considerablysince the war, but strangelyenough, averagenumberof rooms occupiedas a percent
the observabledemandfor accommodationshas of total, calledthe “occupancyrate,” hasdeclined
apparentlynot increasedduring this period. This from 83 per cent to 65 percent during the same
report attemptsto examinethis paradox by ex- period. Eventhough the industry-wideoccupancy
ploring: (1) some of the marketand investment rate has declined,total revenueshave remained
conditionsthat continueto coax new capital into constant,as shown in Chart 1, becauseof higher
theindustry,and (2) possiblealternativesopento room rates.Differential changeswerenoted in the
the industry in adaptingto the changingpattern various types of accommodationsduring this
of preferencesas betweenhotel and motel accom- period. “Motels and motor hotels” tripled, reach-
modations1. ing 1.0 million rooms, while “hotels” held con-

The industry is so large and diversethat, in stantat 1.5 million rooms. Hotels’ shareof indus-
many cases,generalizationscan be formed only try revenuefell from 92 per cent in 1948 to 63
by making restrictive or even controversial percent in 1962, reflecting hotel occupancyrates
assumptions.Detailed dataare often unavailable that are presentlyat least 10 percentagepoints
and making estimatesis always hazardous.None. lower than thoseof motels.
theless,the topic is interestingand the opinions Cutting across the hotel-motel distinction is
of the industry on controversialquestionssuchas another based on type of occupancy: terminal
motel expansion or convention promotion are stays (two or more days in a specific locale)
important. whether for commercialpurposes,a visit or spe-

cial event, or a convention; and nonterminal
I. THE INDUSTRY’S GROWTH SECTOR sta~s,frequently by tourists stopping overnight

The volume of businessand recent trends in en route.
the industry are indicatedby CensusBureauin- The hotel occupancyratio varies greatly and
formation, drawn from data preparedby hotel systematicallyboth from week to week and from
accountingfirms. The 1962 revenueof $4.4 billion month to month, ascanbeseenin Charts2 and3.
earnedfrom a total of 2.3 million rooms repre- Motels also show seasonalpatterns,but their
sents a growth in revenueof about 50 per cent peak period occurs in the Junethrough August
since 1948, coupledwith an increaseof about 33 period. The annual average occupancyrate for

motels is higherthan for hotelsprimarily becauseFor purposes of anely~is. molels are buildings with
from 25 to 150 rooms end with no large public rooms. They motels do a much greaterbusinessfrom Friday

characterized by informality, reedy auto access, and through Sunday,a significant part (43 per cent)
typically fringe-of-town locations end recent construction. , - . -

By contrast, “hotels’ are buildings that normally contain of the weeks potential business.Families espe.
150 or more rooms end include substantial public and con- cially prefer motel accommodations.As a result,
vention ~ They are ~r~te1~i

7dd~ loss di~ecfauto motelsachievehigherratesof “doubleoccupancy,”

Some are new, but most are renovated older buildings. which brings in higheraveragerevenueper room;
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Chart 1—Trends in occupancy, room rates road passengervolume and the growth of down-

and room sales, United States town traffic congestion have caused not only
families amid nonterminalstaysbut manyof those
making commercial terminal stays (those stop-
u’~ers related to industries with suburbanloca-
tions) to preferthe motels.As a result,the annual
revenuesfrom downtown hotel rooms since 1948
would have droppeddrastically but for rate in-
creases.

Comparative costs

In addition to consumerpreference,a signifi-
cant difference in construction costs favors the
rapid growth of the motel. A new motel can be
built ahnost anywherefor $8,000 to $12,000per
room, while new hotels cost from $15,000 to
$23,000per room. Merely adding a new room to
an existingconventionhotel costsat least$10,000,
Moreover, operatingoverheadand departmental
or variablecostsare all typically lowerfor motels.
Reportedindustry datashow that motelsin 1962
hadoverheadcostsof 18.5 percentof grossreve-
nue andvariable costs of 56.7 per cent of gross
revenue,comparedto 20.6 per cent and 60.0 per

cent, respectively,for hotels. Theseconsiderable
advantagespossessedby motels are illustrated in
Table 1.

TABLE ‘1—1962 OPERATING DATA IN DOLLARS

PER AVAILABLE ROOM*
Typical Hotel Typical Motel

300-500 Rooms 75-150 Rooms
Annual Room Revenue $2,485 $2,780
Direct Departmental Expens. 882 809
General Overhead Expense 1,168 1,034
Real Estate Taxes 221 147

Total Expense 2,271 1,990

Operating Profit from Rooms 214 790
Food and Beverage Profit 316 468
Income from Stores, etc. 199 55

Total Operating Profit 729 1,313

Profit as a Percent of Room
Revenue 29.3% 47.2°I~

Source: Harris, Kerr, Forster~Trends in the Hotel-Motel
Business, $962.

doubleoccupancyaccountsfor some35 to 40 per
centof the motel tradebut for only 15 to 20 per
centof hotel business.

Market conditions behind changing demand
The consumer’s preferencefor motels reflects

the increaseof private auto travel and the desire
for informality. The complementarydrop in rail.
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The observable difference Chart 2—Monthly occupancy variations, United States and
in profitability, since rates Minneapolis
are roughly comparable,ap-
pearsto bedueaboutequally
to: (1) higheraveragemotel
occupancy rates, and (2 I

lower costs.Of course,these
areaveragefiguresandmany
exceptionscanbe found.
However, it appearsthe av-
eragemotel, as comparedto
the hotel yields an investor
almostdoublethe grosscash
flow per room. This greater
flow permits a larger mort-
gage. What is true of com-
parativecashflow appearsto
be true also of net profits
after taxes. That is, motels
appearmore profitableafter depreciationand fin- profitable andless likely alternative.
ancial chargesare deductedfrom cashflow. This
conclusionis supportedby theclaims of hotelinen II. ONE ALTERNATIVE FOR THE INDUSTRY’S
that hotelsrarely return 10 percent, while motels DECLINING SECTOR:
frequently return up to 35 per cent on equity
capital. TAPPING THE CONVENTION MARKET

With the benefitof this relatively greatercash As motels continueto rise on the outskirts of
flow, it is said that contractorsare able to build cities andevendowntown,the nation’s hotelsface
motel units,mortgagethem heavily,sell the motel theproblemof attractingbusinessfrom someother
to a group of small investors but retain a lease, quarter. In many cities hotelmenare looking to
then sell the leaseto an operatorand makea fair the rising convention market for one possible
profit. Unless built to the saturationpoint, such solution.
units appearcapableof competingprofitably with The scarcity of publisheddata makes it diffi-
older hotels. Group investorsmay be quite con- cult to assessthe nationalconventionmarket.We
tent with smaller accountingprofits as long as do know, however,from fragmentarydataassem-
dividendscanbe paid at aboveaveragerates.Such bled by the InternationalAssociationof Conven-
rates are possibleby using some portion of the tion Bureaus,that the numberof conventionsgrew
cashflow which is swollen becauseof accelerated from 17,000in 1948 to 20,000 in 1957. Pastex-
depreciationwriteoffs. Often thedepreciatedprop. periencesuggeststhat visiting attendanceat these
erty is sold again for a capital gain, and a new conventionsin 1957 representedtwo-thirds of the
group begins anotherround of depreciation.It total, with the averagelength of stay being four
should, of course, be noted that such schemes days and single occupancythe rule. Under these
are neitherpeculiarnor common to motel build- assumptions,convention demandwould haveac-
ing. While resalehastax advantagesfor hotelstoo, countedfor about27 million room days,or about
their poorer earnings now render this a less 5 percentof the industry’s total demand.
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With convention activity continuing to climb,
this figure may be expectedto have reached 7
percentduring 1963. While the conventiontrade
mayseemrelatively small, it neverthelessaccounts
for 10 to 14 percentof the downtownhotel occu-
pancyandabout 35 per cent of hotel occupancy
among the one hundred larger cities that serve
the conventionmarket. In St. Paul, for example,
surveysindicatethat 44 per centof the total pro-
jected occupancyof a new 500-roomconvention
hotel might be expected from this source.The
percentageof occupancydueto conventionvisitors
is evenhigher in someof thelargehotelsin major
conventioncities, ranging up to 75 percent.

The number of cities actively competing for
stateandregionalconventionsis rapidly growing.
This trend has beenencouragedby the attempts
of city planners to revive downtown areas by
recommendingauditorium and exhibit facilities
as complementsto new and existing convention
hotels.

Given the attractivenessof the convention busi-
ness,the two foremostquestionsfacing the con-
vention-seekingcity are: (1) How can we esti-
mate our conventionmarketpotential? (2) How
can we financenew conventionfacilities?

To build an adequateconvention-size hotel
costs $15,000 to $23,000 per room. Becauseof
highercosts,room ratesin suchhotelswould have
to be twice the establishedrateson similarmotel
accommodations.Consequently, cities desiring
suchfacilities frequently: (1) encouragethe larger
hotelsto add rooms and facilities to older build.
ings, at perhaps$10,000 per room; or (2) sub-
sidize a new hotel,2 generallybuilt and managed
by some nationalchain alreadyprominent in the
conventiontrade.

2 Such subsidization commonly has been undertaken by
interosted civic or urban development qroups. These groups
accept secondary income debentures under a moderate
mortqaqe coverinq approximately half the construction
costs, and then persuade a national chain to quarantee the
first mortqaqe payments in return for minimum rent of the
facility. This rent payment may be used to service the
debentures only after stipulated management fees are paid.
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But smaller motels may continue to rise in
downtown areasin competition for the normal
commercialtrade of older convention hotels. As
the hotels lose occupants,their need for more
conventionsbecomesapparent.The growing fre-
quencyof conventionsin olderproperties,in turn,
keepsout more of their normal trade.Since this
normal tradefinds newer accommodationsat the
same or only slightly higher rates, it may not
return to the older hotelswhen the conventions
are gone. This has been called the downtown

Chart 3—Typical occupancy variations over
sample weeks,* United States



“leechimig market.” Au executive of a firm that Frequentlyolder hotels haverespondedto the
specializesin heart-of-the-citymotelshasdescribed revenueproblem causedby lower occupanciesby
this operation:“The idea is to throw up a hun- raising rates and only partially renovating. In
dredor so rootsis acrossthe streetfrom the city’s these instancesthe practice seemsto accelerate
big convention hotel and operate them without decline.To add to their difficulties, they haveto
frills. That way we canleechoff the hotel’s traffic competewith new subsidized convention hotels
the way the variety shopdown the streetleeches able to operateat ratesbelow the dictatesof full
off the departmentstore,” (Fortune,July 1963,p. cost of constructionor with newmotelswith lower
213).Within its first four yearsthis companyhas initial costs.
successfullyconstructed20 downtown motels and The industry vIewpoint toward demand
has35 moreplannedor underconstruction. The opinion that hotel or motel occupancyis

III. ANOTHER ALTERNATIVE: “derived,” that is, dependentupon the size of the
RATE REDUCTION AND RENOVATION community businesssector, the needfor confer-

ence space,and the patternof travel routesand
Difficulties In rate competition specialevents, has generally led the industry to

Onemayaskwhy olderhotelsdo notmeetmotel view its demandas fixed. An accommodationis
competition by lowering rates. Most established not easily“divisible,” i.e., the customertakesonly
hotelsare reluctantto discriminatebetweenmar- onea day,andthe amount he gets is fixed when
kets and cut weekendor other commercialrates time room is built. Thecost of constructionis high.
becauseof their own and the industry’s ethical Likewisecapitalcostsand fixed operatingcharges
code. Furthermore,it may be that only renovated are high, while variable costs are relatively low.
facilities can hope to compete.But renovation it- For all thesereasons,except in the caseof “in-
self posesproblems: (1) Perunit investmentcost duced” conventiondemand,the industry generally
for the renovatedhotel might approachthatof the feelsthat the numberof peopleit servescannotbe
newmotel. (2) Becauseof structuralproblemsthe significantly increasedevenif pricesare lowered.
older building may be too difficult to renovateto Moreover, the smallnessof variablecostsrelative
permit offering a comparableproduct at less cost. to fixed financialcosts of construction,purchase,
(3) Theinvestorsthemselvesmay beconservative and operationmakes it difficult for current in-
and not willing to undertakeadditional risk, or vestorsto lower pricesvery much.
alternativelymortgagelendersmay be reluctantto This double-prongedproblem of the difficulty
speculate. of hotel renovationand the rigidity of hotelprices

In rare casesall these barriers are overcomne has served to encouragethe constructionof new
and an older propertydoes successfullyrenovate motels.NOW whereoversupplyhasbecomeevident,
its interior by acceptingthe depreciatedhull at rateson older hotelsmaygive way, but often rate
zero cost andspending$4,000to $5,000per room. concessionscome too late. An earlier adjustment
However, hotelmen say that if this is done oper- might have forestalled the motel construction
atorshavefound it wise to ratethe room in terms which wasencouragedby the ratestructureestab-
of the true renovationcost.This will result in a lishedby the hotels.
rate significantly lower than that for new facili- Even if industry managementreturnsto post-
ties, necessaryto compensatefor the prestigeand war rate-consciousness,considerablymore hard-
convenienceof the newer hotel or motel. Cus- ship may haveto occur beforethe industrymodi..
tomersapparentlyonly begin to returnto a reno- fies its predilectionfor “grand hotels” and“grand
vated hotel room when it canbe bought for sig. motels” basedon the assumptionthat the travel-
nificantly less thanthe new. ing public requires prestigeand luxuries away
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from home. The American Automobile Associ- Anotherindicationthat sucha demandexists is
ation has preachedmoderationin room ratesfor the expansionof the threelargestmotel franchise
many years,but this year it has inauguratedthe chainsoffering good to excellentaccommodations
practiceof recommendinga category of less ex- at moderateprices. Currentlyoperatinga total of
pensive accommodationsin its guidebooks in 70,000 rooms, they plan to open 53.000moreby
responseto public demand.Hotel andmotel asso- 1965.Their occupancyratesare 10 to 20 percent
ciations believe that recent revision of tax treat- higherthanthe averagefor their respectiveareas,
ment for expenseaccountshas seriously cut into This successhas promotedat least one chain to
demandfor premium facilities. This suggeststhat test the possibility that considerablygreaterde-
a sizeable number of tourists and commercial mandcould be met if the industrywere to design
travelersseeksomemiddlegroundin accommoda- drastically different facilities offered at much
tions betweenthe deluxefacilities they find over- lower rates.They are experimentingwith smaller
priced andsubstandard“economymotels.” prefabricatedmobile units on stilts that can be

TABLE 2—NUMBER OF ROOMS, ACTUAL AND POTENTIAL, IN MINNEAPOLIS AND ST. PAUL HOTELS AND
MOTELS, 1958.1965

1963-65 1965
1958 1958-63 1963 Additions Estimated 1958-65

Minneapolis Downtown Existing Additions Existing Planned Total Change
Hotels 3725 1543 5268 — 100 5168
Motels 96 351 447 ISO 597

Total 3821 894 5715 50 5765 SO9~,

Third Class Hotels* 1020 — 100 920 — 400 520
Other Hotelst $612 —1612 0 0 0

Total Minneapolis Downtown 6453 182 6635 — 350 6285

Minneapolis Fringe Motels 783 591 1374 750 2024 158.5%

Total Minneapolis 7236 773 8009 400 8309 I5.8%

St. Paul Downtown
Hotels 790 190 890 800 1690
Motels 0 0 0 200 200

Total 790 R)O 890 WOO ~90 139.2%

Third Class Hotels* 385 — 250 135 0 135
Other Hotelst 530 — 530 0 0 0

Total St. Paul Downtown 1705 — 680 1025 1000 2025 18.8%

St. Paul Frinqe Motels 167 272 439 300 739 342.50/,,

Total St. Paul (872 408 1464 1300 2764 47.6~.
Total Twin Cities 9108 365 9473 l7OO~ 11073 22.7~

Class C buildinqs carried on Convention Bureau lists as referable housinq only when demand is heavy, many without bath.

tClass C and D buidinqs, many in blighted areas and slated for removal, 90 per eent without bath.
§Comprises 800 rooms currently under construction, 1500 proposed, includinq: St. Paul Hilton, 500; Airport, 250; other
St. Paul, 500: other Minneapolis, $50; loss or conversion, —500. This is not a complete samplinq of intentions to build in
any sense.
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assembledeasily and can be operatedin down- tions to date. However, since theseolder proper.
town locationsfor about$5 a night for two people ties were replacedby vastly superior facilities,
—approximatelyhalf thecost of traditionalrooms, these new additions to the stock of downtown

IV. A CASE STUDY: accommodationsmay haveto rely primarily on
convention visitors for their occupancy.This is

MINNEAPOLIS AND ST. PAUL especiallytruein view of thevery markedincrease

It may be interestingto look at onemetropoli. in fringe motel accommodations.
tan area in the Ninth district to highlight the As Table 3 shows, our samplearea has been
effectsof changesin demandandsupplyof accom- moderately successfulin bringing in more con-
modations.Table 2 shows the actual changesin ventions.But it also indicatesthat, granting our
numberof accommodationsfrom 1958 to 1963, assumptions,the 1966 conventiongoalsof the two
as well as estimatesfor 1965. cities will haveto beset muchhigherthan in 1962.

By 1965the shift in travel modesand tasteswill Sincemost stateassociationsare alreadymeet-
haveaccountedfor a total of 2800 rooms on the ing regularly in the two cities, growth mustcome
fringes of both cities. The constructionof down. primarily from nationaland regionalconventions.
town motels up to 1963 has been small— 350 Both citieshavebasedtheir expectationsandaudi-
rooms, all in Minneapolis. To date about 1650 torium planson breakinginto this market, asevi-
hotel rooms havebeenbuilt downtown.Much of dencedby Minneapolis’ expenditureof $5 million
this construction is related to new Minneapolis on its new auditorium, and St. Paul’s announce-
convention facilities and representseither new ment that a 500-room Hilton Convention Hotel
roomsaddedto older hotelsor entirely newhotels will bebuilt there,andthat thecity’s public exhibit
andmotorhotelswith newmeetingandconvention spacemay alsobe expandedby a $17 million pro-
space.By thesametoken,almostall the projected gram.Theseexpenditureswill maketheir facilities
building of downtown accommodationsto be comparableto the best in the United States, as
completedin 1965 is relatedto conventionfacility evidenced by the comparison (Table 4) with
expansionin St. Paul. Miami, wherefacilities are thought to be among

Interestingly, in both cities the demolition of the nation’s finest.
old hotels or their conversionto other uses has The Twin Cities areawill probablyrankamong
justabout equalledthenumberof downtownaddi. the top ten centers in the country. Table 5 is a

TABLE 3—CONVENTION GROWTH, MINNEAPOLIS-ST. PAUL, 1952-1962

Attendance Expenditure
State Regional National (thousands (thousands of dollars

Year Conventions Conventions Conventions of persons) area attendance only)
1952 238 211 74 243 $16208
1957 235 245 73 296 20279
1958 238 224 82 276 19408
1959 214 231 77 302 20818
1960 270 231 94 323 22,022
1961 261 228 83 310 2(821
1962 276 236 9S 348 25,596
1966 (est.) 295 285 179 506 45,700

‘An estimate for the number of conventions required in (966, based on the assumption that average occupancy is 73 per
cent and that the 3.044 rooms added since 1958 rely on conventions for 80 per cent of their business.

Source: Chamber
0f Commerce Bulletins, attendance and exr,enditures estimated,
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TABLE 4--COMPARABLE AUDITORIUM EXHIBIT industryhavegenerallyresultedin higherratesin
SPACE, CURRENT AND PROPOSED older hotelsand higher ratesin newer buildings.

(Square Feet) In someareasthereare signs of overbuildingfor
City Largest Area Total Area luxury accommodations,and in others signs of
Minneapolis (current) 30,500 40,500
Minneapolis (1965) IOO,OOO 165,000 unmet demandfor moderately rated rooms. In
Miami (current) 108,000 173,000 almost all areas,at certaintimes of the week and
St. Paul (current) 50,000 50,500 in certain months,a room still cannotbe had.In
St. Paul (proposed) 173,000 downtown areas, new hotels havebeeneminently

successfuland have justified their particular sub-
very rough estimateof how much additionalTwin sidizers, although often at the expenseof older
Cities convention businessis required if 80 per convention hotels. Theseolder hotels often fail
cent of the new accommodationsdowntownmust becauseof lower occupancywhen rates are not
be filled from this source.It relies on a modest cut, and from lack of improvementswhen rates
expansionof state and regional meetingsat cur- are cut and revenueis lost. Someof the smaller
rent averagesfor both number of out-of-town ones have improved greatly and have managed
delegatesandnumberof daysstay, but derivesits successfully to lower both costs and rates, but
realpotential from larger nationalconventions. they representexceptionsto the generalcase.

TABLE 5—NUMBER OF CONVENTIONS NEEDED TO PROVIDE 80 PER CENT OF NEW HOTEL OCCUPANCY
IN DOWNTOWN MINNEAPOLIS AND ST. PAUL:

Minneapolis St. Paul Twin Cities
State Region NatI. Total State Region NatI. Total State Region NatI. Total

1962 178 86 70 434 98 50 25 173 276 236 95 607

Add: 7 24 46’ 77 12 25 38’ 75 19 49 84 152’
1966 185 210 116 511 110 75 63 248 295 285 P79 759

‘The limited state and regional expansion is based on 4-day conventions averaging 360 out-of-town delegates (current aver-
aqe), so that required additions come from national qroups based on 12 Minneapolis 5-day conventions everaqing 3,500, the
remainder in 5-day conventions everaqinq 1,000 deleqates. Of course, any other combination of groups and days miqht be
imaqined.

Undertheseestimatestotal conventionrevenues Among downtown motel additions, the end is
in the Twin Cities would be approximately notyet in sightandrewardsappearto be too great
doubled. If this expansionis regardedas a rea- to deternew investment.For themnewconvention
sonablecivic program to correcta long overdue businessincreasesthe displacedregularcustomers
imbalance,then the respectivecivic organizations who switch from hotelsandthis helps to makethe
will have to make significantly greaterexpendi. downtown motel investment formula a success.
turesof money and effort. Supposea reasonable Sincethesemotelsmay not contributefinancially
cost of promoting this additional businessis 5 to promote auditoriums or conventions on the
percent; thenperhapsfour to five timesthe pres. groundsthat suchbusinessgoesdirectly to hotels,
ent promotion budgets may haveto be invested, it has been suggestedin some communitiesthat

V. FINAL COMPETITIVE ADJUSTMENT a civic rooms tax be assessedand devotedto con-
vention promotion,while propertytaxesmight be

The current direction of adjustment cut for older hotelswhich do support large con-

Returningto the nationalpicture, the workings vention space. Greaterconvention contributions
of thesediversemarketsand the responsesof the by businesses,and increasedcivic promotion,
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wherethe city’s potential warrantsit, may also be ferent, and the downtown traditional buildings
justified. havenot adjustedin every casethrough renova-

tion and pricing. By reachingout for convention
Summaryand conclusion business, the downtown hotels can often fulfill

As with many other businesses,the anatomy their privatepurposesand at the sametime con-
of innkeeping has changed drastically since the tribute to the survival and redevelopmentof the
warand continuesto vary from placeto place. In downtown area. However, in the final analysis,
general,the industry has tendedto split into two specific operationsand investmentswill continue
sectors, geographicallyseparateand commonly to be judgedon the basisof individual operating
characterizedby different styles of construction. dataandthesemay show completelydifferent re-
The operatingand investment arithmetic of the suitsfrom thegeneralitiessketchedso briefly here.
two characteristicstylestend to be somewhatdif- —RICHARD NEWCOMB

conditions...

he new year beganand is progressingin a befavorablewhile cashflows arerunning at record
generalmood of optimism.Thesignificantstrength levels.
exhibited by the national economy during the Turning to the district economy,onecanmake
fourth quarterof 1963 appearsto havegivenaddi’ no neatconclusionaboutthe short-termeconomic
tional momentumto the current expansion.Pro- outlook. Both nonagricultural employment and
duction,employment,and incomeall achievednew constructionactivity havebeenandpromiseto be
levels during December,and fragmentary data higher than seasonallyexpected.By contrast,per-
suggestthat they advancedfurther during Janu- sonal income in Decemberwas somewhatbelow
ary. Theseimprovements,irs turn, imply a con- the Novemberlevel. This dip reflectedprimarily a
tinued expansion of household spending and fall in farm income, although nonfarm income
accordingly a favorable production and invest~ was also slightly lower.
ment climate. District financialdata indicate that bankcredit

Businessfinancialconditionsare also conducive expandedat an extra-seasonalrateduring Decem-
to expandedbusinessspending.Profits continueto her. The expansion, however, was concentrated
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almost solely in investmentswith loans holding February 1964—adecreaseof 42 per cent from
fairly steady after allowancewas made for sea- last summer’s peak.
sonal factors. This expansionof credit did not The number of dwelling units in the district
continue into January; indeed during the first authorizedfor constructionby building permit, a
part of the month, both loans and investments leading indicator of home building, was higher
declinedwith the fall in loans exceedingseasonal during the last threemonths of 1963 than during
expectations, the summerdue to anothersurgein the building

of apartments.The units authorized in multi-
family residenceswereup 16 percent. whilesingle

The following ~1ccied topics describeparticular family houseswere off 7 percent. Thetotal nuin-
aspectsa! the di~trict’.scurrent economicscene: her of dwelling units authorizedduring the last

quarterof 1963 was2 percenthigherthanduring

CONSTRUCTION thesameperiodof ayearago. in general,the data
on housing starts reflect a continuation of the

At thebeginningof theyear retail salesandnon- demandfor new housingexperiencedin 1963.
agricultural employment invariably slump fol- The dollar value of contract awardsmadefor
lowing the holiday season,and occasionally this public construction projects— another leading
decline may be more than seasonal.The excep- indicator— beganto slackenoff in the district in
tionally cold weather last December did close early 1962, andsince May 1963 it has beenma-
down some outdoor projects which would have terially lower than in the precedingmonths.The
beencontinuedinto January. decline in these contracts reflects the gradual

Nevertheless,from its peak last September,dis- phasingout of missile baseconstruction.Defense
trict nonagricultural employment, within broad installationactivity wasat apeak in SouthDakota
limits, has followed its normal seasonalcositrac- in February 1962. The constructionphaseof the
tion. The numberof workers on payrolls declined missile basecomplex in MontanaandNorth Da-
morein Novemberand Decemberthanin thesame kota roseto a peakin early 1963 and then tapered
periodduringpastyears.Accordingto preliminary off. Constructionemployment in thesestates fell
estimates,the contraction in January was con- sharplyasthe baseswerecompleted,a declinethat
siderablysmaller than usual.The overall picture will continueto be felt in a number of commnu-
showsa seasonalcontractionthat at its maximum, nities in the westernhalf of the district.
typically reachedin February,should not exceed Contractawardsfor commercial,industrial, and
and may be even smaller than the averagefor institutional building in the district fell off in the
recentyears. latter half of 1963. The total dollar amount of

The constructionindustry is the focus of much theseawardsmadein OctoberandNovemberwas
of this seasonaleconomiccontraction. Although down morethan 2~percent from a year earlier.
new techniquesand mnaterialshaveenabledsome But unlike the patternin federaldefenseprojects,
constructionto continuein cold weather,construc- the trend of these awards may turn up at any
tion put-in-placestill falls off sharply during the time, and preliminary information indicatesthat
winter. In Februaryof recentyears,construction this has in fact occurred during December in
employmenthasbeen30 percentbelowtheannual North andSouthDakota.
niontlily averageand45 percent below the peak The rapid growth in the supply of funds for
in August.While nearly 120,000workers were in mortgage loans has stimulated construction ac-
the district constructionindustry in August 1963, tivity. Commercialbanks,reportingweekly to the
the numberis expectedto dropto about70,000in FederalReservebank, began to increasein the
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Weekly reporting commercial bank real estate loans in the Ninth district and United States,
‘1956 to 1963

district their mortgagelending in mid-1962 and BANK CREDIT
the amount of credit extendedrose sharply in Total credit at district memberbanks rose $28
1963, following a national trend (see chart). million in the period from November 27 to De-
Assumingthat thesetrendsnotedin weekly report- cember 25. This gain was considerably better
ing commercial banks reflect the loan develop- than the averagechangeof the past four Decem-
merits in most banks, one can concludethat a hers and about equalto the increaseduring the
growing supplyof mortgagecredit has thus been sameweeks of 1962. Loans declined $2 million,
madeavailablein urbancentersof all sizes. about averagefor the period, while investments

The district outlook for constructionactivity is advanced$30 million to provide theextra-seasonal
not so buoyantas for thenation. The building of spurt in total credit.
missile basesaddedmaterially to the volume and The upwardcredit thrustof Decemberdid not
most of it has beezi completed.On the basis of continue into the new year. Over the threeweeks
current information, residential, commercial, in- endedJanuary 15 total loansand investmentsde.
dustrial and institutional building appearsto be dined $17 million, aboutaveragefor the period.
following the national trend. The U. S. Depart. Loans dropped$13 million, somewhatmore than
ment of Commercehas projected housingstarts might be anticipatedon the basisof pastseasonal
in 1964 at 1,640,000units,up slightly morethan patterns, while security holdings fell only $4
50,000 or 3 per cent from 1963. Constructionin million.
other fields is expectedto be evenstronger. As Total credit advancedsharplyduring December
comparedwith 4 percent in 1963, a gain of 7 per partly becauseof an unusuallylarge flow of de-
cent is projected for commercial, industrial and positsinto the district.Over the four weeksended
othertypes of construction. December 25 total depositsat district member
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banks rose $109 million. Demand depositsad- for the first time in North Dakota this year and
vanced $85 million, largely at city banks, while totaled 46,000 acres. Total U. S. plantings were
time and savingsdeposits,continuingtheir climb up 2 percent from a yearearlier.
of pastmonths,gained$24 million. Total rye plantingswere up 23 per cent in the

Depositscontinuedto expand in the first half district. Much of the acreageexpansionoccurred
of January.Over the three weeksendedJanuary in North Dakota,where the increaseamountedto
15 total depositsadvanced$54 million, an above 25 percentto total 552 thousandacres. Ryeseed-
averagegain for the period. Time and savings ings in South Dakotawere up 5 per cent, while
depositsaccountedfor most of the change— up Montana aimd Minnesota farmers cut rye acreages
$44 million, principally at city banks. Demand by 28 percent and 9 percent, respectively.
depositsmoved $10 million higherto accountfor
the remainder. LIVESTOCK ON FEED

The January1 cattleon feed report issuedby
the U. S. Departmentof Agriculture indicatesthatWINTER WHEAT AND RYE ACREAGES
the total numberin the district is down 16 thou-

Ninth district farmers planted a total of 2.7 sandheador 2 percent from that date lastyear.
million acresof winter wheatduringthe pastfall. The sharpestdecrease,4 per cent, occurred in
This total, which is identical to that of the fall of South Dakota followed closely by a 3 per cent
1962, is 7 per cent below the averageplantings decline in Minnesota.The number of cattle on
for the 1958-62 period. In Montana,the district’s feed in Montana and North Dakota was up 10
leading winter wheat state, planted acres were per cent and 3 per cent, respectively,reflecting
down 3 percent from a year earlier, while South abundantfeed and foragesuppliesin thosestates.
Dakota farmers expandedacres by 4 per cent. A declineof 1 percentwas indicatedin the num-
Seededacreagesof winter wheat were reported her of cattle on feed throughout the 28 major

cattle-feedingstates.

SEEDED ACREAGES OF WINTER WHEAT
(I .000 acr.s) LIVESTOCK ON FEED

Average Crop of Crop of Mhin. Mont. N.D. S.D. 4 States
1958-62 1963 1964 (1,000 head)

Cattle
Minnesota 29 I9 12
Montana 2,237 2.087 2,024 January I, 1963 497 71 161 332 1,061
North Dakota n.e. n.e. 46 January 1, 1964 482 78 166 319 1.045
South Dakota 643 595 619 Sheep

4 States 2,909 2,701 2,701 January I, 1963 206 90 122 265 683
U. S. 42424 42,047 43,014 January I, 1964 181 92 Ill 261 651

Sheep on feed in the district totaled 651,000
SEEDED ACREAGES OF RYE head on January1, a drop of 5 per cent from

(l,000 acres)
Average Crop of Crop of January1, 1963. The only state to show an in-
1958-62 1963 1964 creasewas Montana. Minnesota,North Dakota,

Minnesota 93 102 93 and South Dakota indicatedrespectivedeclinesof
Montana 62 50 36 12 per cent, 4 per cent, and 2 per cent in the
North Dakota 401 442 552 number of sheepon feed. The 26 major sheep
South Dakota 239 197 207
4 States 795 791 888 feedingstatesreported 3.6 million head on feed,
U. S. 4,313 4,434 4,697 a drop of 11 percentbelowa yearearlier.
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PIG CROP REPORT amountedto 12.7 million head,a declineof 4 per

The numberof hogs andpigs on district farms cent from 1962.
December1 was down3 percent from a year ago.
in Minnesota,wheremore than60 percent of the JUNE-NOVEMBER PIG CROP

(thousand head)districtsswineareproduced,thedeclineamounted Average

to 6 per cent. ‘l’lmat decrease,plus a 1 per cent 1957.61 1962 1963

decline in numbersin South Dakota, more than Minnesota 2,589 2,898 2,792

offset 11 per cent and 12 per cent increasesin Montana 107 128 139
North Dakota 174 188 211North Dakotaand Montana. South Dakota 774 957 958The total pig crop (pigs born from December 4 States 3,644 4,171 4,100

1962 throughNovember1963) amountedto 10.3 U. 5. 40,950 44,544 42,723

million head,aboutthesameas for thecorrespond-
ing perioda yearearlier, The only statereporting Reports on spring farrowing plans indicate a
a decreasein the year’spig crop was Minnesota, continuingdecline in hog production in the dis-
down 1 percent, while Montanaand the I)akotas trict. A total of 793,000 sows are expected to
reportedincreases. farrow betweenDecember1963 and ~‘lay1964,as

The fall (June-November)1963 pig crop was compared with 852,000 during that period last
2 per cent below that for fall 1962 (see table)- year.l’his representsa 7 percentdistrictwidede-
Again, Minnesotawith a fall pig crop of 2.8 mu- crease,with the sharpestdrop (10 per cent) ex-
lion headreportedthe only declineamongdistrict pected in Minnesota.Spring farrowing intentions
states. For the United Statesthe fall pig crop for the U. S. indicatea 6 percentreduction.




