
Contents:
1966 crop conditions varied, but

general outlook is good p. 2
First year averages announced

for Functional cost program p. 4
Current conditions p. 8
Farmland prices surge upward p. 10
Economic briefs p. 12

EANK OF LdINNEAPQLIS

AUGUST 1966



Economic Brh

1. Oil exploratory program launched 3. Sheraton Hotel pact reached
A major effort to find new oil in the Williston An agreementreached in July paves the way

basin of North Dakotaand Montana and in the for the constructionof u $6.5 million Sheraton
PowderRiver basin in Montanais being launched Hotel in Rochester,Minnesota.Demolition of Va-
by two petroleumcompanies.A 22-well exploratory cant buildings on the hotel siteshould begin late
program will test prospects developedby Con. this summerand completion of the 14-story hotel
tinental Oil Co. over an area500 miles wide in is expectednearthe end of 1967.
thetwo states.Pel-TexPetroleumCo. is the driller.

2. Rapid City gets new plant 4. Ground broken for steel mill
RapidCity, South Dakota,hasbeenselectedby Groundhasbeenbrokenfor theconstructionof

C. P. Clare & Co. as the site for a new manu- a $10-million steelmill southof St. Paul, Minne-
facturing plant. The companymakesa variety of sota.The new corporation,North Star Steel Co.,
products for the electronics industry. For Rapid will producefrom scrap metal about80,000 tons
City, plans call for the production of mcrcury- annuallyof structuralsteelbarsof variousshapes.
wetted contact modules for switching devices. About 200 personswill he employed at the plant
About 100 personsare expectedto be employed oncesteel production gets underway.
initially.



bushels,8 percent belowthat of 1965.Thisyear’s
expected 62 million bushel thirum crop reflects
a 9 per cent fall from a year ago as production
in North Dakota,the nation’s leadingdurum pro.
ducer is likely to be down about 10 percent. Rye
production,which hasbeendeclining generallyfor
some time, is estimated at 11 million bushels,
down 40 per cent from last year, as substantial
reductions are expectedthroughout the district.

Corn output is expectedto reverselast year’s
rather disappointingperformancewith an antici-
patedoutput of 411 million bushels,a figure that
representsan 11 percentgain over a year earlier,
although4 percent short of the five-year average.
In Minnesotaand South Dakota, the area’smajor
corn states,production is at 11 per cent and 14
per cent, respectively, above that of 1965. The

District crop production estimates

District acreage for harvest

estimatedproductionof other feed grains iii the
district reflects a generalcutback in output with
the sharpestdrop occurringin oats.

The reducedwheatoutput, relative to last year,
is a result of bothsmallerharvestedaveragesand
an expectedreduction in yields. The total har-
vestedacreageof wheat is expectedto fall 3 per
cent short of last year with cutbacksof 3 per
cent, 5 per cent,and7 percentoccurringin North
Dakota, Minnesota, and Montana, respectively.
Virtually no changefrom last year is expectedin
South Dakota. Per acreyields of wheat are also
expectedto be down slightly due to the dry grow.

(continuedon page9)
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First year averagesannounced
for Functional Cost program

In October 1965 the FederalReserveBank uf After the schedulescontaining functional data
Minneapolis initiated a programto provide Fed. had been submitted,this bank key punchedthe
era! Reservememberbanks in the Ninth district figuresinto datacards,editedthe resultingprint-
with an analysisof their operatingcosts.With this out for reasonablenessand balancingerrors,and
beginning,the bankbecameone of eight Federal then forwarded the punchedcards to the Federal
Reservebanks to offer the Functional Cost An- ReserveBank of New York for analysison their
alysis (FCA) service. Other districts where FCA large-capacitycomputer.Thecalculationsandcorn-
was made available for the first time in 1965 parisonsresulted in an individual 33-pagereport
were Cleveland,Chicago,St. Louis, andSanFran- to eachparticipating bank.
cisco— the program was already in effect at Eachparticipatingbank’sreportshowsnotonly
Boston, New York, and Philadelphia.For 1966 the bank’s figures for each function but also the
it appearsthat FCA will be availablein additional averagefigures of a comparisongroupcomposed
FederalReservedistricts, of 10 other banksof similar function size. For

Nearly 27 per cent of the Ninth district’s mem- example, a bank reporting $1,279,261 in total
her banksparticipated in the 1965 program de- instalment loans would have for its comparison
spite a rather short deadlinefor completion of group for the instalment loan function five banks
the necessaryforms and schedules.Banks with with total instalment loansnext above$1,280,000
over $50 million in deposits were required to and five banks next below that figure. Selection
supply their data by March 1, while those banks of the comparisongroupsfor each of the func’
with under $50 million had until April 1, 1966. tions is basedon the sameprocedure. (A hank
Eight of the district’s large banksand 124 of the reporting on all nine functions could thus have
smallerbanksachievedthe deadlines, a completelydifferent comparisongroup for each

Each memberbank taking part in the Func- of the functions. The data from eachof the 10
tional Cost Analysis program was asked to pro. comparisonbanks is addedto the data from the
vide comprehensivedata on income and expense bank being analyzed, the totals divided by 11,
for eachof nine basic banking functions: regular and a comparisonaveragefigure printed out —-

checking, specialchecking, time deposits, instal- all by computer.Whereover-all measuresof per-
ment loans, realestateloans,other loans (includ’ formancesuchas total earningsare analyzed,the
ing commercial and agricultural loans), invest- comparisonbanks are selectedfor similarity of
ments, trust activities, and safe deposit depart- depositsize and demand-timemix.
ments. In addition, an averagebalancesheetfor Severaluniform definitions and proceduresare
the year— generally basedon 12 monthly state- usedin the FunctionalCost Analysis programto
ments— wasrequiredas well as a breakdownof insurecomparabilitynot only amongbankswithin
instalment loan activity into acquisition and the Ninth district but in all of the districtsoffering
maintenanceincome and expense. the program (see box on page7). Eachpartici.
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pating bank in the nation— regardlessof size or
locale— follows the same instructionsand uses
identical forms.

Some findings of the 1965 program
In 1965, of 124 participatingbank8with total

depositsunder $50 million, the “averagebank”
hadtotal assetsof about $13½million, with de-
posits amountingto 89.36per cent of total assets
and a demand-timeratio of 49.4-50.6.’ The distri.
bution ratio of time deposits to total assets—
45.25per centof total assetson a district average
basis is shown in Chart 1.

Total deposits in the 124 participating banks
ranged from less than $1 million to over $41
million. Ten banks were under $3 million with
34 banks (the largest concentration) in the $3
to $6 million range (Chart 2).

The cashposition of the district’s banksvaried
considerably with a few banks ranging down
toward 7.5 per cent of total assetsand others
very near 25 per rent. The’ district averagewas
an amountequalto about 12.5percent. Michigan
banksaveragedthe lowest with 10.5 per cent of
total assetsin cashwhile Montana’shad the great-
est proportion of cashassets,an averageof 14.4
per cent.

Tax exemptobligations including tax exempt
loans) as a per cent of total assetsaveragedjust

‘Because of the necessity to preserve The confidential
nature of each banks figures only disfrkt and state averages
are discussed. If should be noted that the eight large banks
(over $50 million in deposits) in the district that partici-
pated were compared ~ith large banks from other districts
where the FCA program was offered. This was necessary
because of the relatively few large banks available for
comparison in any one distrkt. The district and state aver-
ages discussed in this article, then, refer only to banks with
deposits of under $50 million. The number of participants
by state and type of charter:

Naflonal State Total
Michigan ID I II
Minnesota 37 7 44
Montana lb lb 32
North Dakota 12 I 13
South Dakota 8 6 14
Wisconsin 9 I 10

Total 92 32 124
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under 10 per cent for the district with South Da- averagepercentageof U.S. Governmentsecurities
kota showingthe lowest averagepercentage,6.3 to total assets(25.0percent) while Montana had
per cent,and Michigan the highest,16.1 per cent. the lowest (19.1 per cent). The district average
The rate of return on municipal obligations was 21.7 per cent of total assets.The yields on
averaged3.03 per cent for the district and the U.S.Governmentsecuritiesaveraged3.86 percent
stateaveragesrangedfrom 2.91 per cent in South for the district with only a narrow range of
Dakota to 3.20 per cent in North Dakota. A dis- averagesby state from 3.75 to 3.95 per cent. The
tribution of averageyields on tax exemptobliga. distribution of effective rate by bank, however,
tions for the participating banks is shown in spread from less than 3.0 to over 5.0 per cent
Chart 3 (Chart4).

After adjustmentof tax exempt income to a
Perhapsunderstandably,in view of the small taxable basis, the effective rate on total invest-

amount of tax exemptobligationsheld by banks mentswas 4.46percent for the district (Chart5).
in that state,South Dakotabankshad the highest As indicated by Chart 6, participating banks
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differed considerably iii the rate of return on
availablefunds (loans and investmentsplus cash).
In contrastto district averageearningsafter fed-
eral taxesof $8.87per thousanddollars of avail-
able funds, some banks earnedless than $400
while othersearnedmore than $12.00.

(;ross yields on total instalmentloans averaged
8.17 per cent for the district; for the six states
this rangedfrom 7.47 per cent for North Dakota
to 9.44per cent for South Dakota. Chart 7 shows
therangeof grossyieldson total instalmentloans,
togetherwith the numberof banksat eachlevel of
yields.

The FunctionalCost Analysisprogramhasbeen
warmly receivedby memberbanksof the Ninth
district. Tile programoffers many advantagesto
the participating memberbanker:

• It is free, as an additional benefit of mem-
bership in the FederalReserveSystem.

• It drawson a wide baseof banksfor com-
parative purposes— from aji Ninth district states
(nationwidefor large banks), all sizes of banks,
and all types of operations.

• It is the most complete and comprehensive
program available,

• The functional comparisonsare based on
size of function rather than on total bank size.

• It is an ongoingprogram,supportedby the
resourcesof the FederalReserveSystem,and of-
fering year-to-yearcomparisons.

I)uring Septemberand October a seriesof 15
meetingswill i)e held acrossthe district to which
representativesfrom all member banks will be
invited. The 1965 FCA programwill be reviewed
andthe schedulesand forms for the 1966 program
discussed.

A limited number of copies of the 1965 Func-
tional Cost Analysis Program Statistical Summary
and Chart Book for the Ninth District are available.
Single copies may be obtained by writing:

Publications Section
Bank and Public Services Department
Federal Reserve Bank of Minneapolis
Minneapolis, Minnesota 55440
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conditions.

Pvlost major Ninth district economic indicators ment, the year-to-yeargain during May was rd.
continuedto pushaheadduringthesecondquarter atively small andpreliminaryJunedata indicatea
of 1966, but the rate of growth may haveslowed continuationof this trend. Nevertheless,construc-
a bit from the previous two quartersas it did for Lion contractslet in May showeda healthygain—

the nationaleconomy. most of it in nonresidentialbuilding. Single fam-

The district’s two major indicatorsof industrial ily housingpermits, however,were sharplybelow
production, industrial use of electric power and year-earlier levels.
productionworker man-hours,showedonly ‘a rel. The district’s agricultural situation as of mid-
atively smallsecondquarterchangefrom the first July was mostpromising.An excellentsmall grain
quarter although they continuedto register sub. harvestwas virtually assuredand normal rainfall
stantially aboveyear-earlierlevels, in late July and August would result in bumper

row crops— especially for corn and soybeans.
District employment gains also moderated in

High cropproduction,expansionin livestock pro.
recentmonthsas comparedwith e~rlierin 1966. duction and livestock feeding operationsalong
The unemploymentrate, however,continuedrela. with relatively high pricesfor farm productshave
tively low with the ratein Minnesotaduring June boostedfarm incomesandfarmpurchasingpower.
put at 3.2 per cent comparedwith 3.3 per cent Consequently,sales of farm machineryand farm
in May and4.3 per cent in June1965, equipmentare reportedgood.

District consumerretail sales for the first five Loan demandat bothcity and country district
monthsof 1966 expandedabout 8 per cent over memberbankscontinuedstrongat mid-yearpoint.
the similar time period in 1965-•— about the same Loans for business,particularly, were in strong
as nationally. There is evidence, however, both demand,with increasesduring June about double
in the district and in the nation, that salesmay that of a recent 5-year average.Most other loan
have slowed somewhat during May and June. categoriesfollowed the usualseasonalpatterns.
One indication of a moderationin saleswas the l)eposit growth also wcurredduring Junebut
slowdown in the expansion of consumerinstal- not enough to prevent a slight further increase
mentcreditat commercialbanksduringthesecond in the ratio of net loans to total deposits.This
quarter. A reductionin car sales,too, wasan im- ratio for Junewas66.9 for weekly reportingbanks
portantfactor in a slowdown in instalmentcredit, and57.2 for the non-weeklyreporters,ratios about

Although the district’s construction industry the sameas those registeredfor the nation as a
has expandedsubstantiallyin terms of employ, whole.
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The useof federalfunds and daily averagebor- Loans. Loans at Ninth district memberbanks
rowings at the “Fed” were relatively high at rose more than seasonally during the second
the mid-year point - - Up substantiallyfrom year. quarter.exceedingby 16 per centthe averageloan
earlier levels as might he expectedin view of the advanceduringcomparableperiodsin the previous
pressureson cr(-(lit availability. 6ve years.The expansion,however,fell consider-

ably short of secondquarteradvancesregistered
in 1964and 1965.Specialfactorsappearto under-

The following topic describesa particular aspect lie the moderatenatureof this year’s loan growth:
of time district’s current economicscene: most of the increasetook place during June,a

mnonth when demand for loans is usually heavy
becausecorporationsneed funds to meet income

Loan, deposit tax and dividend payments falling due in mid.
month, This year the needwas augmentedby angrowth moderates -

increasein the portion of the current year’sesti-
l)uring the secondquarter of 1966 the loan mated corporate federal income tax which had

and depositexpansionobservedat Ninth district to be remitted in the Juneinstalment.In addition.
memberbanks during the first threemonths of starting in June the remittance scheduleof per.
1966 gaveway to moremoderateratesof growth. sonal income and social security taxes withheld
The deposit increasewas slightly less than usual from employeeswas accelerated.
for the season; loan expansion,although slightly
exceedingthe seasonaladvance,fell considerably ____________________________

short of the rise recordedthe year earlier.

Deposits.Total deposit inflow at all district 1966 crop conditions
banksduring the secondquarterwas 14 per cent (continuedfrom page3)
less thanthe averageinflow for comparableperiods
in the previousfive years and fully 30 per cent ing conditions. Estimatedwinter wheat ~ield5 in

below deposit inflow recordedin the April-June Montanaare off 1 bushelperacre from 1965 and
span of 1965. The relative sluggishnessof total spring wheat yields are expected to be off 1.5
depositswas attributableentirely to the behavior bushels per acre in North Dakota and 3 bushels
of demand deposits: the second quarter rise per acre in South Dakota.
amounted to little more than one-third of the District cornacreageis expectedto exceedthat
averageadvancein recentyears. of last year by 4 per cent due mainly to an 11

Time depositinflow, still bouyed,no doubt, by per cent boost in South Dakota. Minnesota bar-
the changesmadein RegulationQ last December, vested corn acres are expectedto be only I per
surpassedthe advancesrecordedduring the sec- centabovea year ago. The per-acrecornyield in
ond quarter of each of the previous five years Minnesota is expectedto reach 67 bushels, up
except for 1962, and exceededthe five-year averS 7 bushelsper acre from last year. South Dakota
age growth by nearly 30 per cent. The expan- yields are estimatedat 40 bushels per acre, up
sion was great despite a substantialdecline in 1 bushel from 1965.
largenegotiablecertificatesof deposit(CI)s) dur.
ing June,a drop likely motivated by the need Subscriptionsavailable from
of corporations (generally consideredto be the Monthly Review, Duplicating Department,
principal holdersof largeCDs) for funds to fulfill FederalReserveBank of Minneapolis
June tax and dividend obligations. Minneapolis,Minnesota55440
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Farm land prices surge upward
An upward surge occurred in Ninth district per cent in Montana followed by rise of 8 per

farmland pricesduring the past year. According cent in SouthDakota,7 percent in North Dakota,
to the U. S. Departmentof Agriculture reports, and6 percent in Minnesota.The changesmoved
land values in the district states reached 139 the estimatedtotal value of district farmland and
per cent of the 1957.59averageon March 1 of buildings to $14.6 billion as comparedto $13.6
this year, an increaseof 8 per cent over that of billion in 1965 and $11.6 billion in 1960.
the year earlier. The advanceequaledthe relative While rising land values have been common
change in the averageprice of all farmland in over the past decade,the increaseduring the re-
the U. S., although the U. S. index moved to the cent period reflects an upward shift from the
higher level of 150. Among the district statesthe trend line. As shown in the chart, district land
largest percentageincreasein the index was 9 valueshavebeenadvancingat a rapid but fairly

constant rate until the last year or so. Iii Mitine-
Average value per acre of farmland as of sota the rate of increase appeared,in fact, to be
March 1 moderatingduring the early 1960s.The long term

demandpressureson land prices, particularly the
desireof farm operatorsto expandtheir holdings
to gain greater operatingefficiencies, were aug-
mentedby a more favorablecurrent farm income
situation— resulting in the reportedjump in land
prices. Over-all, land prices in the Dakotasand
Montanahave reachedlevels around 50 per cent
greaterthan the 1957.59average,while prices in
Minnesota advancedto nearly 30 per cent above

the average.
In termsof dollars theaverageacreof farmland

in Minnesotawas evaluatedat $184,up from $174

in 1965 and $155 in 1960. Land values in both
Dakotashave advanced$18 per acre since 1960
to reach$71 per acre in North Dakotaand $69
per acre in South Dakota. Tile March averageof
$48 per acre in Montanareflects a $13 increase
from that of 1960. The averagevalue of farm-
land andbuildings on March 1, 1966 rangedfrom
$112,90() per farm in Montana to $43,800 in

Minnesota.Tile averagesin North amid South Da-
kota were $62,000 and S63.500 respectively.

Activity in the district farmland market in-
creasedduringthepastyear,as indicatedby a rise
in land title transfers.For the year endedMarch
1, title transfersaveraged45.7 per 1,000 farms
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im~the district, up from 39.6 per 1,000 farms in that year, up 10 per cent from 1964. The total
1965.Thisgain is mostlikely due to the attractive- numberof mortgagesrecorded,however,declined
nessof current price levels. The supply of land by 2 per cent. Mortgagelending expenseduring
placed on the market, however, remains tight the first quarterof 1966 included an increaseof
relative to demand.In general,the U.S.D.A. re- 11 percent over that of the sameperiodof 1965.
ports indicatethat the demandfor farmland will The recent gain, however; was not as great as
remainstrong over the next year and prices are
likely to advancefurther. anticipatedin the light of higher farm incomes

andrealestatevalues.Shouldtherebea tightening
Higher farmland pricesand largeraveragesize

realestateloans pushedmortgagelending to new in lending policies andhigher interest rates,farm
highs for the U. S. during 1965. The value of mortgagelending is likely to be restrainedfurther
recorded farm mortgagesreached $15.2 billion throughthe rest of 1966.
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1966 crop conditions varied,
but general outlook is good

The days of uncertaintyare drawingto a close year. In terms of averageproduction, the 1966
as Ninth district farmersmove full swing into the crop will likely go into the recordsas one of the
harvestseason.The long and worrisome period better ones for the district. Corn appearsto be
of plant developmentis near an end andthe re- the major exceptionto the generaloutlook, asex-
suits of the 1966 crop year soonwill be known. pectationsare for a largercrop in 1966 as corn-
s0 far, 1966 hasnot beena particularly kind year pared to 1965, but somewhatunderaverage.
to the grain producer— especiallyin view of the According to the July 1 crop estimateof the
exceptionalconditionsthat prevailedduring 1965. U.S. Department of Agriculture, the district’s
This year’s growing conditionshavebeenhighly wheat output is expectedto exceed305 million
variable— ranging from extreme drynessto late bushels,a drop of 11 per et-tit from that of 1965
frostsandexcessivemoisture.In someareasgrow. but 16 per centgreaterthan the 1960-64average
ing conditionswere favorablethroughoutthe sea- output. A crop of that magnitude,305 million
son, in other parts crop loss was prevalent.As bushels, would be the third largest produced in
shown in the map, crop prospectswere rated,as the district following those of 1965 and 1958.
excellent at mid-summerin mostof North Dakota Hard spring wheat is expectedto reach 174 mit-
andMinnesota,while a lack of moisture adversely lion bushels, down 11 per cent from last year
affectedcrop prospectsin much of South Dakota and 11 per cent above the average.Major de.
and in a large part of Montana. A comparison dines in spring wheat production are expected
with July 1 conditionsof a yearearlier (seemap) in Montanaand South Dakota,both down about
points up the less promising outputprospectsfor 20 per cent from last year, followed by lesser
1966. declinesof 9 per cent in North Dakotaand 4 per

Crop production prospects,while unfavorable cent in Minnesota.A 28 per cent increasein the
to those of 1965, are,however,not asbleakasthe expectedSouthDakotawinter wheatcropsoftened
year-to-yearcomparisonwould indicate.Certainly the impact of a 12 percentdrop in Montanaand
the 1966 crop is expectedto fall short of that of a 25 per cent fall in Minnesota.Thus, the district’s
1965, but 1965 was in many respectsa record winter wheatcrop is expectedto reach69 million

Distrkt crop prospects, July 1, 1965 District crop prospects, July 1, 1966
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