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developmentsin 1964

The Ninth district’s economicperformancein flows of the order of 4 per cent during the year.
I % I was, on the whole, a rathersubduedreplica Some of the increasedearningshas presumably
of major national patternsof growth. Many dis- shown up in expandedbuying by consumers,al-
trict production measurescontinued to expand, thoughthe fragmentarysalesdata available sug-
though none spectacularly,and most at less than gestthat theover-all rise in consumptionpurchases
national rates. was rather small. District automobile buying

The important agriculturalsectorfell short of sharedsome of the surgethat output and sales
its previousyear’sperformanceas a generatorof boostscausednationwide in 1964— and this pro-
district income— by some 5 per cent (Agricul. sumablyal~ohelpedshapethe expansionin instal-
ture normally accountsfor about one-tenth of ment credit that took placeat somedistrict banks.
the district’s total l)rsonal income.) A major fac- Consumersapparently also choseto add some
tor contributingto thedrop waslower farm prices, of their increasedincomesdirectly to their savings
although declinesin crop production also figure balances: they continued the rather substantial
in the showings.Dollar receiptsfrom marketings build-up of savings at the district’s commercial
of livestock during 1964 remainedat about the banks that has persistedsince 1961. In fact the
level achievedthe previousyear in spite of lower expansion in savings deposits of more than a
prices, while reducedreceiptsfrom crops served quarter-billion dollars absorbed much of the
to pull total cashfrom marketingsbelow the three- indicated half-billion dollar increasein personal
and-a-thirdbillion dollar level. The fact that gov- income. Undoubtedly consumerschose to place
ernmentpaymentsto district farmers— at nearly some of their increasedincome in commercial
one-third billion dollars— were up 24 per cent banks, although just how much of the increased
over the precedingyear helpedsoften the impact banksavingswassimply divertedfrom othersay-
of the estimateddecline in receiptsfrom market- ings institutions, or was madeat the expenseof
ings. “normal” demanddepositgrowth, is unknown.

In the nonfarmsector, 1964 witnessedmodest in any event, the greatbulk of 1964’s deposit
improvements in most industrial activity — cm- increaseat district memberbankswasaccounted
ployment totals, unemploymentrates,production for by the boost in interest-payingtime deposits,
and shipmentsof rawmaterialsandproducts,and but little by the rise in demanddeposits.The con-
construction.Again these ifliprOvetiwnts tended comitant increasein memberbank earningassets
to be at lesserratesthan those which held for the during 1~)6I. followed a relatively similar pattern
nation as a whole, to that of the precedingyear, with funds going

The over-all balanceof effects appearsto have mostly into loans.
resultedin an increasein district personalincome Theforegoingcommentshighlight the district’s
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economicperformancein 1964. Particularsfollow
under threemajor headings:agriculture, banking
and business.

Agriculture
The Ninth district farm economydippedslightly

in 1964 as generally unfavorableprice levels and
a mixture of good and bad crop outputs led to
lower cashincomes.Prices for many major com-
modities ran below those of a year earlier with
the most notabledifferentials existing in wheat
and feeder cattle prices. Livestock prices were
down for the mostpart relativeto 1963, although
pricestrengthin somebeef classes,in hogs,andin
sheepin the fall months brightenedthe income
pictureto someextent.About the only pricecate-
gory to run consistently above 1963 was “all
milk.” The sharply lower wheat prices in 1964
reflected the new wheatprogram, a changethat
brought the averagemarketprice down about50
centsper bushel at the farm level. Corn prices,
which startedthe year at higher levels than those
of a year earlier, fell during the fall months to
levelsjust underthose of 1963.

Cropproduction in thedistrict variedfrom ex-
cellent in the wheatareasto poor in many parts districtstates,the largestrelativeincreasein wheat
of the cornbelt. The district’s total wheatoutput production occurredin South Dakota where the
amountedto more than 300 million bushels,up 1964 outputexceededthatof 1963 by 28 percent.
13 percent from 1963,on the strengthof a 6 per The increasein 1964 wheatoutput amountedto
centincreasein harvestedacresanda continuation 20 per cent in North Dakota, while in Montana
of the remarkableyields per acre that have been it wasup only 1 percentWheatoutputwas down
achievedduring the past threeyears.Among the 2 per centin Minnesota.

TABLE 1—BUSHEL YIELDS PER ACRE IN FOUR DISTRICT STATES, 1963 AND 1964

Mnnesota Montana North Dakota South Dakota
1963 1964 1963 1964 1963 1964 1963 1964

All wheat 24.7 23.0 23.5 24.4 22.3 24.2 14.6 17.6
Corn 69.0 59,0 55.0 65.0 41.0 30.0 48.0 31.0
Barley 36.0 32.5 29.5 33.0 32.0 34.0 25.0 25.0
Flax 12,0 10.0 10.0 8.0 9.1 8.0 10.0 8.5

Soybeans 24.5 20.0 n.e. n.e. 19.0 14.0 24.0 16.0

n.a.—not a~~1able.

4 MONTHLY REVtEW

Chart ‘1—Per cent change in crop production,
1964, compared with ‘1963 and ‘1958-62
average, district states*



Feedgrain output in the district was typically TABLE 2—ESTIMATED 1964 CASH RECEIPTS FROM
underthatof the previousyear with the exception FARM MARKETINGS
of oat production in North Dakotaand barleyin (millions of dollars)

Montana. Harvestedacres of feed grains were M’ 1963 1964

down in all states.The mid-summerdrought se- 440 415

verelv reduced yields of corn, the major feed Livestock 1,033 1,050

grain: district output totaled nearly 360 million — —

Total I 473 1.465
bushels,down 1 per cent from 1963. The 1964
corn crop in l~linnesota,the district’s major corn Montana

- Crops 219 185producer,was23 percentunderthatof 1963 while
Livestock 186 170the South Dakotacrop equaledonly 53 per cent —

of the year-earlieroutput. Total 405 355
North Dakota

Cash receipts down Crops 455 335
Livestock 209 205

The 1964 production and price levels resulted
in an estimated5 per cent reduction in cashre- Total 664 540
ceipts from farm marketings as comparedwith South Dakota

1963. As may be observedfrom Table 2, the de- Crops 169 160

dine was attributableto lower crop receipts.Most Livestock 489 475

of the reduction occurred in the wheat states, Total 658 635

where,in spiteof the size of 1964’s wheatoutput, Di +

the lower price level for wheatbroughtdown crop ~ F~rops 1312 I 125

receiptsan estimated26 percent in North Dakota Livestock 2,149

and 15 per cent in Montana. Lesserrelative de. —

dines occurredin the crop receiptsof Minnesota Total 3,461 3.285

andSouthDakota,down7percentand5 percent, 1~jj~ western Wisconsin and Upper Michigan.

respectivek.In all, district crop receiptsin 1964
were estimatedat $1_i billion, down 14 per cent declinewith the largestrelativedrop,19 per cent,
from 1963. occurring in North Dakota followed by a 12 per

Livestock receiptsin the district remainedvir- cent drop in Montana.The estimateddeclines in
tually unchangedfrom 1963 as larger marketings South Dakotaand Minnesotaamountedto 4 per
andhigherpricesfor milk, sheep,andlambs, and cent and 1 per cent, respectively.
for some classesof slaughtercaule, offset lower
prices for feederstock and declining hog prices. Government payments up
At the end of 1964 cashreceiptsfrom livestock Someof the impact of lower marketreceiptson
marketings in Minnesota are estimated to be 2 farmincomewasabsorbedby amarkedrise in the
per cent above a year earlier, while declinesof amountof direct paymentsto farmersfor partici-
2 and 3 per cent are estimatedfor North and pation in various farm programs.In 1964 pre-
South Dakota, respectively. Lower feeder cattle liminary dataindicatethatsuchgovernmentalpay.
pricesareprimarily responsiblefor the estimated mentsto the four full district statesamountedto
9 per cent declinein Montanalivestock receipts. over $330 million, a figure which reflects a 24

Thedistrict’s total marketingreceiptsamounted percent increaseover the 1963 total. Thus direct
to an estimated$3.3 billion in 1964 as compared paymentsto farmersby thegovernmentamounted
with $3.5 billion in 1963.All statessharedin the to 10 percent of total district marketreceiptsin
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1964 as comparedwith 8 per cent in 1963 and3 the expandedgovernmentprogramsnot only par.
percent in 1960. tially closed tile gap betweenthe 1964 total and

Most of the increasein programpaymentsis the that of 1963,but it hasalso actedas a stabilizing
result of the 1964 wheatprogramwhich brought factor for farm income over the past few years
into thedistrict an estimated$112 million in corn- (seeChart2).
bined certificateand land diversion payments,a
figurewhich comparesto $60 million paid to dis- Banking
trict wheat farmersunderthe 1963 program.The
largest share of these 1961 payments went to District memberbank growth during 1964 as
North Dakotaand Montanawherewheatproduc. measuredby depositand creditactivity proceeded
ers received$57 million and $28 million, respec- at much the samepaceas in 1963, but bothyears
tively. Paymentsunderthe 1964 feed grain pro- fell substantially below 1962.
gram amountedto an estimated$141 million in Total depositsat district memberbanksmoved
the district, up S33 million from a yearago. Pay. 6 per cent higher in 1964 to match the relative
ments under the other major program, the soil gain recordedin 1963 seeTable 1). Not only
bank, continued to decline as acres were with- were the gains in total depositsthe samein both
drawn from the conservationreserve.This latter years.but the gains in the componentsweresim-
program provided an estimated $14 million in liar, in 1964 demanddepositsedged2 per cent
farm incomein 1964, down $25 million from the higher, while time and savings depositsrose by
1963 total. 13 per cent to provide most of the gain in the

The incrementto cashfarm incomeprovidedby deposittotal. The samepatternprevailed in 1963.

Chart 2—Cash farm receipts,* Ninth district
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TABLE 1—PERCENTAGECHANGESIN DEPOSITSAT lowable by RegulationQ the previousyear, how-
NINTH DISTRiCT MEMBER BANKS ever, city banks in 1963 and 1964 were able to

(mid-December to mid-December) increaseinterest ratesonly slightly, and time and
1964 1963 1962 savings depositsadvancesproceededat a much

All Member Banks lower rate during the last two years. At district
Total Deposits 6% 6% 9%

Gross Demand 2 2 countrybanks,on the otherhand,competitionfor
Time and Savings 13 13 24 savings deposits was less keen. Interest rates rose

City Banks only moderatelyin 1962 providing considerable
Total Deposits 3 12 leeway for increasesin the interest ratesin the

Gross Demand ** — 4 — I succeedingtwo years.The effect of this develop.
Time end Savings 8 9 64 ment may be observedin therelativesteadinessof

Country Banks time and savings deposit expansion at country
Total Deposits 8 10 8 banksover the last threeyears.

Gross Demand 3 6 2
Time and Sovinqs 14 14 16 Loans up

Dowri loss than I per cent. Loansat district memberbanks,excludingloans
~*Up less than I per cent. to othercommercialbanks,rose10 percentduring

1961—matchingloan expansionin 1963,but fall-

Further,time and savingsdepositsat city and at ing somewhatshort of the 13 percent loan incre-
country banksalso showedsubstantiallythe same ment in 1962 (seeTable 2). Country bank loans
rate of growth in 1964 and 1963. The similarity m 1964 were down slightly from those of the pre-
pattern is upset,however,when a comparisonis vious year,but the declinewasoffset entirely by
made of demanddepositbehavior.During 1964
demanddepositsat city banksshowedno signifi. TABLE 2—PERCENTAGECHANGES IN LOANS AND

INVESTMENTS AT NINTH DISTRICTMEMBER BANKScant change,whereasin 1963 a 4 per cent con-
traction was recorded. This 1964 relative im- (mid-December to mid-December)

provementat city banks,nevertheless,was offset 1964 1963 1962
All Member Banks

at country bankswhere demanddepositsgrew at Total Loans and Investments, edj.* 8% 7% 11%
only one-half the 1963 rate. Loans, adjusted* JO tO 13

District depositgrowth in 1964 and 1963,how- Investments 6 2 8

ever, did not match the strong depositexpansion U.S. Government securities — 3 6

which tookplacein 1962.Theprincipal reasonfor Other securities J7 Il 14

the 1962 upsurgestemmedfrom changesin Regu- City Banks
lation Q madeat the beginningof thatyear which Total Loansand Investments,edj. 8 3 13

Loans, adjusted 9 7 15
permitted memberbanks to raise their allowed Investments 7 — 4 8

rateof interestpayableon both time and savings u.s. Governmentsecurities I —l I 4
deposits. District city banks,faced with growing Other securities 19 IS 21

competition for savings depositsfrom other say- Country Banks

ings institutions and from the short-termmoney Total Loans and Investments 8 9 9
market, immediatelyincreasedtheir rates—inthe Loans II 12 II

caseof timedepositsby the full additionalamount Investments 6 5 7U.S. Government securities 2 I 6
allowed. As a result, the time andsavingsdeposit Other securities 16 17 II

growth rateshoweda substantialincreasein 1962. ~Adjusted loans equal loans (net of valuation reserves)
Having virtually exhaustedthe rate increasesa!- minus loans to other commercial banks.
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TABLE 3—PERCENTAGECHANGES IN LOANS AND districtcity bankcredit hasnot beenusedto build
INVESTMENTS AT NINTH DISTRICT CITY BANKS inventory stockpiles.

(mid.December to mid-December) In adding to their investmentportfolios during

1964 1963 962 1964, district bankscontinuedto dependheavily
oaris, a iuste 9/0 7 /~ 15/0 on othersecurities, comprisedsubstantiallyof
Commercial and industrial 7 6 IS municipal and federal agency oblin’ations (see
Noribönk financial institutions 24 9 35 . . 1:’

Real estate 12 14 9 Tables2 and3). Such investmentm higheryield-
All other loans 4 2 6 ing (in the case of municipals, on an after-tax

Investments 7 — 4 8 basis albeit riskier securitieswas in answerto the
U. S. Government securities —~ need by banks to offset the higher interest cost

Under 5 year maturities 5 _~7 _15 arising from both the increasedvolume of time
Over 5 year maturities 15 9 22 I and savings depositsand the higher rates of in.

Other securities I? IS 24 [crest paid on those deposits.Long-term U. S.

govermnentbondson the basis of city bank be.

trendsat city banks: 1964loansadvancedrelative havior, likewise, were a favored investmentbe.
to those of 1963. causeof their recenthistoryof relatively high and

An expansionof consumerloans appearsto stable yields. But the need for relatively high
havebeen the principalfactor behindthe stronger yields in investmentportfolios also induceddis-
loan advanceat city banksduring 1964 relativeto [net city banksto reduceholdingsof shorter-term
1963 (seeTable3). Both loansto nonbankfinan- U. S. governmentsecurities.The rateof disinvest-
cial institutions,which representindirect loansto ment of these securities,however, was lower in
consumers,and “all other loans,” which includes 1964 than in the previoustwo years.In 1963 de-
direct consumerloans, reflected strong advances positlossesat city banksforceda higherthan usual
in 1964 relativeto the previousyear. Auto instal- selloff of short-term U. S. governments,while in
rnent credit comprisesa substantialelement of 1962 the rapid rise of time deposits relative to
both categories,andsince thereappearsto be a demanddepositslikely inducedan unusuallylarge
strong correlationbetweenauto salesand volume rate of transfer to the longer-term investment
of auto instalment credit extended,it is not too category.
surprising that the increasedvolume of auto sales
in the district during 1964 should be reflectedin Rate and regulation changes
a higherrate of increasein theseloan categories. In late November the FederalReserveSystem

Commercialand industrial loans at districtcity both increasedits discountrateon loansto mem-
bankscontinuedto lag in 1964 after their rateof her banks and liberalized certain provisions of
expansionhadbeengreatly reducedin 1963 from RegulationQ. The objectiveof the discount rate
that of the previousyear.This lag exerteda drag increase(from 31/2 to 4 per cent) was to dis-
on the rateof loanexpansionat city banksbecause courage an increasein the outflow of capital
commercialand industrial loans comprisesucha abroad in responseto an upward movementof
largeshareof total loans.The comparativelyslow- short-terni interestratesin Britain which followed
er rate of growth of loans at city banks thus ex- anincreasein discountrate (from 5 to 7 percent)
erteda depressingimpact on district bankcredit by the Bank of England. Such outflows would
in 1964 and1963 comparedto that in 1962.Since otherwisetend to widen the United Statesbalance
a close associationexists betweenbusinessloans of paymentsdeficit.
and inventory accumulation, the slowdown in RegulationQ was changedto permit member
businessloan expansionperhaps indicates that banks to increase(from ~ to 4 per cent) the
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mnaxirnuui interest rate payableon savingsdepos- A weakspot wasthecontractionin homebuild-
its held lessthan oneyear. (Banks werealready ing stemminglargely from conditions peculiarto
permitted to pay 4 per cent on savingsdeposits the Ninth district. The demandfor new housing
held one ~ear and longer). Member bankswere is, in part, determined by the rate of regional
also permitted to increaseinterest rates on time economicgrowth; andall district statesstill suffer
deposits (including negotiablecertificatesof de- a net out-migration of population with its con-
posit [CI)’sJ ) to 4 percent on thosematuring in sequentdepressingeffectupon residentialbuilding.
less than 90 days, and to 4½percent on those
havinglongermaturities.Thepreviouslimits were Nature of the expansion
1 per cent on less-than-90-day-maturitiesand 4 In 1964 payroll and proprietors’ income from
per centon longer maturities.The purposeof the district manufacturingrose approximately3 per
changesin RegulationQ wasto encouragethe flow cent, thus revealinga significant expansionin the
of savingsto memberbanksin order to maintain output of industrial products. Despite large cut-
anamplesupplyof credit for domesticinvestment, backsin governmentcontractsfor hardgoods,the

It is still too early to ascertainthe effect of the expansionwas concentratedin durableproducts.
most recent change in RegulationQ on district Marked increaseswere recordedin the categories
bankdeposits.The stateof Minimesota, for exam- of electrical and nonelectricalmachinery, trans.
pie, presentlyprohibits interestpaymentsof more portation equipment,and furniture and fixtures.
than 4 per cent. Should this prohibition remain While the output of nondurablesalso expanded,
effectivewhile interestratespaidby New York and it was at a much slower rate,A markedincrease
other large city banksgo up, the larger banksin did occur in the output of textile products and
Minnesota,since they could not compete.might apparel.
experienceanoutflow of CD’s. Such adevelopment ‘Ilie expansion in industrial production was
would posea realproblemto Minnesotabanksand accompaniedby an accelerationin capital invest-
force them to considerother meansof obtaining ment. From May through September,the dollar
resources. valuation of building permits authorizingindus-

trial building was nearly two and one-halftimes

the amount a year earlier. Further evidenceof
Business industrialandcommercialexpansionwas notedin

the steady rise in business loans at large corn-
District businessactivity during 1904 was stimmi- mercial banksin the district.

ulated by the $1 1.5 billion federaltax cut which In Minnesota, where much of the district’s
becameeffective March 5. This measureboosted manufacturing is located, detailed information
both personalconsumptionexpendituresand say- concerningnew industrial facilities is available.
ings, especiallyin the largerdistrict cities. Rising According to compilationsmadeby theMinnesota
aggregateconsumerdemandexpandedmarketsfor Department of BusinessDevelopment, 119 new
manufacturedproducts and minerals which, in plants(includingmajorwarehousefacilities) were
turn, served to initiate the building andinstalla- erectedon new sites and beganoperationsduring
tion of new manufacturingfaciiities District re- 1964. Theseplants, and their equipment, repre-

sorts alsobenefitedfrom thesharprise in dispos- seuted a capital investmentof $87,270,000and
able consumerincome. In the constructionfield, calledfor the employmentof 11,700workers.This
activity, which wasdominatedby federal projects latter number,however,did not representa net
in some areas, apparently was less noticeably increasein manufacturingemploymentsincesome
affectedby the tax cut, workerswere transferredfrom old plants.
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In additionto the entirelynew plant operations, peninsulaby mid-1967. Ore from thesemineswill
171 expansions (defined as an addition to an boost their copper output from the presentyearly
operatingfacility or newplant built on an adjoin- rate of 17,500 tons to an annual total ranging
ing site) were completed in Minnesota during from 22,500 to 25,000tons.
1964. The investmentinvolved aggregated$100,. Silverextraction,a by-productof othermineral
300,000; employment,3,600 workers. production, was up 29 per cent from the 1963

With the exceptionof homebuilding, construc- total; gold extraction, 9 per cent. Zinc and lead
tion put-in-placewasat ahigh level during 1964. outputs,which are of minor importance,were
Commercial redevelopmentin urban centersas down about 7 per cent and 21 per cent, respec.
well as highway and bridge constructionmoved tively.
aheadat a rapidpace.The new missile basecorn- Although logging operations in the district’s
plex under constructionin North Dakotaadded forest regions were curtailed by severe spring
significantly to the total regionalactivity.

Mineral production TABLE 1—PRESENT AND PLANNED NINTH DISTRICT

The 1964 shipmentsof iron ore from U. S. IRON ORE PELLET CAPACITY
minesin the LakeSuperiorregionaggregated62.0 (grosstons)
million grosstons, up 11 per cent from the 1963 Company Site Capacity

Present Capacity
total. Shipmentsof 13.7 million tons from Upper Cleveland-Cliffs Iron Co. Eagle Mills, Mich. 800,000
Michigan mineswas up nearly 21 per cent, and Empire, Mich. 1,400000

the 48.3million tons from Minnesotamineswas Humbolt, Mich, 800,000

up by 8 per cent from the precedingyear. With Republic, Mich. 2,800,000

the assuranceof a stabletax climate in Minnesota Henna Mininq Co. Groveland,Mich. 1.250,000
Erie Mining Co. Hoyt Lakes, Minn. 8.000,000

following the enactmentof a “taconite amend’ Reserve Mining Co. Silver Bay, Minn. 9,000,000

ment” to the stateconstitution,the outputof high-
gradeiron ore pellets will expandrapidly. Con- Total 24,050,000

struction of severalnew taconite plants already Planned Expansion
Cleveland-Cliffs Iron Co.’ Negaunee, Mich. 1,200,000

has beenannounced(see Table 1). Eagle Mills, Mich. 1,200,000

Copper output in both Upper Michigan and EvelethTaconife Co. Virginia, Mkin. 1,600,000

~iontana was at a high level in 1964.The OUtpUt United States Steel Corp. Mountain Iron, Minn. 4,500.000

of 144,000 tons through October exceeded,by Hanna Mining Co.’ Cooley, Minn. 2,000.000
15 per cent, the corresponding1963 total, The Hanna Mining Co.’ Keewefin, Minn. 2,400,000

Erie Mining Co. Hoyt Lakes, Minn. 2,000,000
increasein output resultedfrom the application Jones & Laughlin Steel Biwabik, M~nr 1,500,000

of new techinquesand from the exploitation of Corp.’
new deposits. Total 16,400.000

Anaconda Copper Company now operates a Present and PlannedCapacity 40,450,000

large scaleoreconcentrationplant at Butte, Mon- ‘In addition to the pellets, at this site I .2 million tons of
tanausingthe autogenousmethodof oregrinding processed sinfer feed ønd coarseoreswill be produced.

(ore ground against ore instead of ore against Inland Steel Company and Wheeling Steel Corporation
are associated with Henna on this project.steel balls). When it comes into full operation, ‘National Steel Corporation is essoiatedwith Henna on

the newplantwill process42,000tonsof oredaily. thl, project,
Calumetand Hecla, Incorporatedis preparingto ‘Constructioncould begin within two or three years.

Sources: Skillings’ Mining Review, August IS, 1964, p. I and
open two new copper mines locateda few miles December26, 1964, pp. I, 6, and 7, andUpper Peninsula
north of Calumet, Michigan on the Keweenaw Power Company Annual Report for 1963, pp. 5-8.
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Per cent change of selected indicators,
United States and Ninth district, November
1963 to November 1964

weatherconditions, production reachedpeaklev-
els when operationswere resumed.At the height
of the seasonlabor shortagesof skilled woodsmen
and heavyequipmentoperatorswere reported.

Among the serviceindustries,the record of the
resortbusinessmerits brief mention. During 1964
resortoperatorsenjoyedan excellent season.The
rise in disposablepersonalincome (due, in part,
to the reduction in federal income taxes), com-
bined with exceptionally high summertempera-
tures in July andAugust, led to a largeinflux of
vacationersinto resortareas.Also, the develop-
ment of new ski resortsduring the past several
years has boosted the number of winter sports
enthusiasts.For instance,overthepastfour winter
seasons,the numberof lift or tow tickets sold has
increasedat a compoundedannual rate of 24
per cent.

The expansion in consumerexpenditures in
the district was reflectedin the riseof retail sales.
In the first four monthsof 1964, the volume was
down considerablyfrom the total of the com-
parable period of 1963. A plausible reason:in
addition to a relatively low farm income in the
district, individuals also savedandpaid off past
debts with a large proportion of their additional
incomederivedfrom the federaltax cut, effective
March 5, insteadof purchasingmerchandise.Be-
ginning in May, however,district retail salesrose
abovethe year.earliervolume, and in all but one
of the months from May through October, sales
have set new recordhighs. Even so, in the first
ten monthsof 1964, district saleswereup only 1

percentfrom thetotal in the sameperiodof 1963,
while in the United Statestheywereup 6 percent.

Weakness in home building

Activity in homebuilding declinedduring 1964,
thus accountingfor low employment in the con-
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struction field. The decline was prompted by a cent. In the United States, housing startshave
falling off in thedemandfor bothapartmentsand declinedsinceOctober 1963, but at a slower rate
single houses.The number of apartmentunits than in the district.
authorized by building permits began to slow During the latter half of 1964, the supply of
downin March 1964,andby theendof November new housing appearsto have come into balance
the numberof units wasdown 9 percent from a with the prevailing demand. The vacancy rate
yearearlier. The numberof single housesauthor- leveledoff, family formation wasrising, andterms
ized by permit beganto fall off in April, and by on mortgageloans remainedliberal.
the end of Novemberthey also were down 9 per

operations in 1964

The end of the 50th anniversaryyear of the credit available to the eetlnoffly could be kept in
FederalReserveSystem,is an appropriatetime to reasonablerelation to demandsfor it, themarket.
took at certain historicalaspectsof the institution place would be able to function freely and that
to betterunderstandwhat time miature of the Fed- ‘freeclomof choice,” theessentialcharacteristicof
eral ReserveBank of Minneapolisis presentlyand capitalism, could be preserved.To those respon-
how the tasksperfonnedrelateto it. sible for the original FederalReserveAct, though.

Those who participated in the Con~ressioiiat the recordof history of othercountriesand of the
debatesof 1913 about the FederalReserveAct, t . S., as well, indicatedthe wisdom of shielding
working in the immediacyof the moneypanicsof the monetary authorities from government’sun~
1907 and 1903, and rememberingas well those trammeleduse, and so madethe FederalReserve
that markedeachdecadefollowing the Civil War, System,whichwasto determinetheavailability of
were very awareof the needfor a sweepingmone- credit, free from day-to-daypolitical pressures.
tary reform.Capitalism,as the basison which our Furthermore,the 1913 Congressrecognizedthat
economicsystemwasand is predicated,hadsuf- monetaryand credit policy should be formulated
feredgreatlyfrom the inadequaciesof a monetary and implementedflexibly in responseto changing
systemwhich madeno provision for expansion conditions,and,in addition, that legislativeaction
and contractionof currencyarid credit in accord- on monetarypolicy normally could not be taken
ance with the needsof the nation’s economy. with necessaryspeed.Thus, the S’~stein wasgiven

Underlying the FederalReserveAct as origin- a form of “trust indenture,”a delegationof cer-
ally passed,and the FederalReserveSystenias it tam money powers which Congressconstitution-
exists today,was the belief that if the amount of ally holds.As a result,the FederalReserveSystem
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was createdand is now “independentwithin the out that their uncoordinatedpurchasesdisrupted
government.” the securitiesmarkets, and in some casesfound

themselvestrying to outbid each other and the
A blend of functions Treasury for securities.As an operationalmatter,

Therewere thosein the 1913 Congresswho felt these purchases,prompted by a decline in dis-
that theimportantpowersdelegatedto the Federal counting and Bank earnings,were found to add
ReserveSystemshould not be concentratedin a to time reservesof memberbanks through whom
small number of decisionmakers,so they incor- thepurchasesof governmentsecuritiestook place.
poratedinto the Systeinan ideabasedon what is Theseaddedreservesfurther reducedthe needof
commonly termed “federalism,” a blend of cen- commercialbanksto borrow—thusadding to fur.
tralized and regional functions and responsibili. ther reductionin discountearnings.
ties. The idea was given concreteexpressionin But moreimportantwas thediscoverythatsuch
regionalFederalReservebanksresponsibleto re- “open marketoperations” were a powerful force
gional boards of directors. The main monetary for easingor tightening generalcredit conditions,
power was to be the discounting done by these a force that could be deliberatelyintroducedinto
banksin almost automaticresponseto tile credit central money markets.and with the developing
needsof the districts throughthe rediscountingof fluidity of thesemarkets,spreadquickly through-
commercialpaper of memberbanks.Originally it out the country. By 1923 a committee,the “Open
was felt that the bankswould discountcommercial Market Investment Committee for the Federal
bankloansmadeto financetheproductionor mar- ReserveSystem” (OMIC) was establishedunder
keting of goods. the supervision of the FederalReserveBoard to

Experiencein the early 1920sshowed,however, recommendplans for tile purchase,sale, anddis-
that commercial loans were discountedin large tribution of securitiesfor the System.
volume precisely when credit should havebeen Sincethat time,credit administrationhasbeena
restricted,and in smallvolumewhencredit should “matter of judgment concerning each specific
havebeemi expanded.Also, with the discountrate credit situation at the particularmomentof time
being determinedby the several FederalReserve when it has arisenor is developing.~~*With this
boardsof directors,variationsexistedin the rates development,andwith theknowledgegainedabout
from district to district. As a result, credit was the natureof the discountfunction as a monetary
sought out by commercial banks in the district tool, the role of theregionalFederalReservebank
with lower rates, haschangedin emphasis—butin somerespectsthe

During the very severepost World War I de- System regionalismis more imnportamit now than
pression, the earnings of the Federal Reserve when originally conceived.
banks,dependentasthey wereon the discountsand The “automatic”extensionof credit throughthe
advancesmade,droppedsharplyas reducedcredit determinationof the discountrate by the boards
pressureson the commercial banks lowered the of directorsof the severalFederalReservebanks
demandsfor creditfrom the“Feds.” Theindividual is gone.Now, with judgmentimportant in credit
FederalReservebankshadbeengiven the power administration, the FederalOpen Market Corn-
in the original Act to go into theopen marketto mittee (as the OMIC as namedby Congressin
buy and sell governmentsecurities,much ascorn- 1935 reflectsthebasic regionalismof theSystem
mercialbankscould, to bolstertheir earningsand in its make-upof members.Thesevenmembersof
thus be able to meetexpensesand pay the statu. the Boardof Governorssit with the 12 presidents
tory dividends on memberbank stock. As mdi. of theFederalReservebanks,five of whom havea
vidual FederalReservebanksdid this, they found ‘Annual Reportof the Federal ReserveBoard of 1923.
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vote in the deliberations;and currently meetings raised within the period of a few days (Novem.
are held every threeweeksto discussand deter. ber 23 and November30). The ExecutiveCorn-
mine monetary policy. Thus, the regionalism mittee of the Board of Directors of the Federal
found in the 12 FederalReservebanksis repre- ReserveBank of Minneapolishadmet on Novem-
sentedby the 12 presidentsin this importanttask her 23, but recognizingthat commercial loan ex-
of credit determination. pansion in the Ninth district had been lagging

that in the rest of the country, they deferred
Counsel and advice “establishing”the higherratehereuntil their next

Eachpresident,serving as he doesas the chief meetingon November27 to be effectiveNovember
executive officer of the regional FederalReserve 30. Thus, regionaldifferenceswere recognizedto
bank and responsibleto its boardof directors, a certainextentin the timing of establishmentof
relies on his own staff of capableeconomicex- the discountrate.
perts, who via staff briefings prior to the FOMC The administrationof the discountwindow is a
meetings,counselandadvisehim. Also, eachbank task performedat the local FederalReservebank
presidentis in closecontactwith bankers,business- and all discountsand advancesare approvedby
men, and labor leadersin his respectivedistrict the boardof directorsor its executivecommittee.
and is therefore very knowledgeable about re’ To determinethat suchextensionsof creditto in-
gionul needs.As an informed participant in the dividual memberbanksarefor appropriateuses,

monetarypolicy process,each presidentis thus time boardor its executivecommitteeat frequent
able to make significant contributionsto policy intervals reviews theseborrowingswith the Fed-
deliberationsandtherebyto the economicwelfare eralReservebankstaff.
of thecountry. It isimportantthatbankpresidents
be responsiveto these boardsof directorsand Other operationalaspects
to these other regional influences generally for Severalotheraspectsof operationsdeservecon-
monetarypolicy hasto be basedon the needsand siderationin this retrospectivereview of Federal
conditionsin all parts of the country. Reserve banks.The individual FederalReserve

The discountfunction haschangedfrom a pri. bank, being the funnel through which economic
mary sourceof Reservebank credit to onewhich and bankingdataflows, is ableto serveits region
enablesa memberbank to exercisea privilege of in many positive ways. For instance,the Federal
obtainingnecessaryfunds when faced with prob. ReserveBankof Minneapolisbeganwork this year
lems uniqueto itself or which may be the result on a districtproductionworker man’hoursindex;
from specific local, regional, or national condi. when perfected, it will reveal movementsat the
tions.While theestablishmentof thediscountrate individual industry level within the district and
is still initiated by the boardof directorsof each will allow comparisonswith correspondingin-
FederalReservebank, it wasmadesubjectto the dustriesin the national economy.Also a regional
“determination and approval” of the Board of stock prices index is now being tested.Regional
Governorsby the Banking Act of 1935, the Act surveysand reportsare made; two, “The Timber
which recognisedthat with the establishmentof Economy of the Ninth District West” and “Ski
the F’OMC, discountratedeterminationhadto be Resorts in the Ninth District” were issued this
coordinatedwith the other instrumentsof mone- year. Participation has also continued, through
tary policy. An exampleof how this works was researchandconsultation,in the work of the Up.
observedthis past year.When the governmentin per Midwest Researchand DevelopmentCouncil.
Great Britain raised time British bank rate, the The FederalReserveBanksaid banksgenerally
discount ratesof all FederalReservebankswere in performing many servicesfor them, Through
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the cooperationand assistaimceof the commercial At the end of the year, the Presidentof the
banking community, our Check departmentthis United States announced the appointment of
year achievedsubstantially“full automation” in FrederickL. Demingto theposition of theUnder-

thehandlingof magneticallyencodedchecks.Also, secretaryof the Treasuryfor MonetaryAffairs to
besidestime services performed for the member fill thevacancyleft by the resignationof Robert
banks,thereare programshandledfor the Treas- V. Roosa,which becameeffective December31,
ury through the Fiscal Agency department.“Let- 1964. During the year,threeofficers retired from
ters of credit” were first used in connectionwith the staff, Harold G. McConnell, Arthur W. John-
certain Federalprogramsto allow the Treasuryto son,and Milford E. Lysen.At yearend,the Board
make useof allotted funds until they are actually of l)irectors promotedEarl 0. Beeth and William
disbursed. C. Bronnerto AssistantVice Presidentsto become

All of theseandotherdevelopmentsput greater effectiveJanuary1, 1965. In the electionof direc-
demandsand offer greaterchallengesto members tors by the Group 1 (large) memberbanks,John
of the FederalReserveBank staff to do a bigger F. Nash,Presidentof the AmericanNationalBank
job more effectively. In part this reflects the de- of St. Paulwas electedto succeedRollin 0. Bishop
veloping pace facing banking generally,and the as a ClassA director; andJoyceA. Swan,Exeu-
fluidity and speed with which financial matters tive Vice Presidentand Publisherof the Minne’
are being handled. It also requiresmorecoordi- apohisSuirandTribune,to succeedT. G. Harrison
nation between the FederalReservebanks,since as a Class B director, for three year terms be.
the impact of theseoperationsand of monetary ginning January1, 1965.
determinationsare very quickly felt. The Boardof Governorsof theFederalReserve

The principal avenueof coordinating adminis- S’~stemappointedfor a similar term B. W. Reeve,

trative managerialmattersof the FederalReserve Presidentof Lake Shore, Inc., Iron Mountain,
banks is through the quarterly conferencesof the Michigan,as a ClassC director to succeedJohnH.
12 FederalReservebankpresidentsandits System Warden; and reappointedCharlesG. McClave as
committeesand subcommittees.The volume and a director of the HelenaBranch for a two year
importanceof the work beingdoneby theseeroups term. AthertommBeanwasredesignatedaschairman
is growing, reflecting again the quickeningpace and FederalReserveAgent and JudsonBemis as
of banking today. deputychairmanfor 1965.TheBoardof Directors

Along with this coordinatingwork the Research of time FederalReserveBank of Minneapolis ap-
departmentperformed a number of servicesand pointed Charles H. Brocksmith, President,First
madesurveysat the requestof the Boardof Gov- SecurityBankof Glasgow,Montana,andGlennH.
ernors. Theseincluded a sampling of reservesta. Larson, President,First State Bank of Thompson
tistics in a nationaleffort to improvetheestimates Falls,Montana,asdirectors of the HelenaBranch
of weekly figureson bank reserves,a reportingof for two year termsand re-electedJohn A. Moor.
quarterly changesin bank lending practices,and head as the FederalAdvisory Council member
a quarterly maturity survey of certificatesof de. for 1963.
posits.
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Volume of Operations*
Number Dollar Amounts

1963 1964 1963 1964
Discounts and advances 359 519 612,234,000 888,677,000
Currency shipments, outgoing 17,598 17,620 451,523,000 473,004,000
Coin shipments, outgoing 32,118 18,142 34,861,000 25,006,000
Checks handled, total 173,998,830 184,882,000 49,118,987,000 52,443,244,000
Collection items handled 875,419 706,777 621,316,000 579,893,000
Issues, redemptions, exchanges of

U. S. Government securities 253,356 287,676 8,553,228,000 9,441,769,000
Securities held in safekeeping 295,377 314,153 1,683,079,000 1,743,158,000
Transfers of funds 100,026 114,950 47,938,261,000 55,081,388,000

EarningsandExpenses
CURRENT EARNINGS 1963 1964

Discounts and advances $ 169,804 $ 246,575
United States Government securities 22,713,451 26,265,227
All other 60,886 161,521

Total Current Earnings 22,944,141 26,673,323

CURRENT EXPENSES
Operating Expenses 7,000,591 6,962,251
Assessment for expenses of Board of Governors 176,300 201,300
Federal Reserve Currency 77,640 321,642

Total Current Expenses 7,254,531 7,485,193

Less: reimbursement for certain fiscal agency and other expenses 611,557 609,703

Net Expenses 6,642,974 6,875,490

CURRENT NET EARNiNGS 16,301,167 19,797,833

NET ADDITIONS TO CURRENT NET EARNINGS
Profits on sales of U. S. Government securities (net) 32,201 12,280
All other — 2,450 18,008

NET EARNINGS BEFORE PAYMENTS TO UNITED STATES TREASURY 16,330,918 19,828,121

PAYMENTS TO U. S. TREASURY (Interest on Federal Reserve Notes) 14,332,546 29,991,401

DIVIDENDS PAID 673,472 711,320

TRANSFERRED TO SURPLUS 1,324,900 —10,874,600

SURPLUS January 1 21,709,200 12,159,500

SURPLUS December 31 23,034,100 12,159,500

A11 figur.s ars for Minneapolis and Helena combined.
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Statementof Condition
ASSETS Dec. 31, 1963 Dec. 31, 1964

Gold certificate account $ 282,319,984 $ 281,685,493

Redemption fund for Federal Reserve Notes 29,060,033 28,017,228

Total Gold Certificate Reserves 311,380,017 309,702,721

Federal Reserve Notes of other Federal Reserve Banks 40,875,000 26,871,600

Other cash 6,741,723 4,526,107

Discounts and advances

Secured by U. S. securities 300,000 500,000

Other 736,000 690,000

United States Government securities 649,489,000 776,251,000

Total loans and securities 650,525,000 777,441,000

Foreign currencies 3,510,267 6,782,671

Cash items in process of collection 211,296,152 250,018,381

Bank premises 3,941,667 3,597,630

Other assets 4,769,627 5,406,794

Total Assets 1,233,039,453 1,384,346,904

LIABILITIES

Federal Reserve Notes in actual circulation $ 592,150,850 $ 631,006,469

Deposits:

Member banks — reserve accounts 403,595,507 465,642,437

United States Treasurer — general account 45,899,470 54,245,778

Foreign 3,680,000 5,060,000

Other deposits 1,572,322 2,779,050

Total deposits 454,747,299 527,727,265

Deferred availability cash items 149,474,469 186,063,355

Other liabilities 2,115,685 15,230,815

Total Liabilities 1,198,488,303 1,360,027,904

CAPITAL ACCOUNTS

Capital paid in 11,517,050 12,159,500

Surplus 23,034,100 12,159,500

Total Liabilities and Capital Accounts 1,233,039,453 1,384,346,904

Ratio of gold certificate reserves to deposit
and Federal Reserve Note liabilities combined 29.7% 26.7%
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Officers of the FederalReserveBank of Minneapolis

Frederick 1. Deming President

Maurice H. Strothman, Jr. First Vice President

Kyle K. Fossum Vice President

John J. Gillette Vice President

Roger K. Grobel Vice President

Clarence W. Groth Vice President and Cashier

Melvin B. Holmgren Vice President

Fronklin 1. Parsons Vice President

Ralph J. Dreitzler General Auditor

Christopher E. Bjork Assistant General Auditor

Frederick J. Cramer Assistant Vice President

Lester G. Gable Chief Examiner

Roland D. Graham Assistant Counsel and Assistant Secretary

Howard 1. Knous Assistant Vice President

Oscar F. Litterer Assistant Vice President

John A. MacDonald Assistant Vice President

John P. Olin Assistant Vice President and Secretary

Earl 0. Beeth Assistant Cashier

Carl E. Bergquist Assistant Cashier

William C. Bronner Assistant Cashier

William A. O’Brien Assistant Cashier

Marcus 0. Sather Assistant Cashier

Officers at theHelenaBranch
Clement A. Van Nice Vice President

John L. Heath Assistant Cashier

Robert W. Worcester Assistant Cashier

As of December 31, 1964
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Directorsof the FederalReserveBank of Minneapolis
Term expires

Class A: December 31
Rollin 0. Bishop Consultant, The American National Bank of Saint Paul, 1964

Saint Paul, Minnesota
Curtis B. Mateer Executive Vice President, The Pierre National Bank, 1965

Pierre, South Dakota
Harold C. Refling Executive Vice President, First National Bank in Bottineau, 1966

Bottineau, North Dakota
Class B:
T. G. Harrison Chairman of the Board, Super Valu Stores, Inc., 1964

Minneapolis, Minnesota
Hugh D. GoIusha~Jr. Lawyer and Certified Public Accountant, 1965

Helena, Montana
Ray C. Lange President, Chippewa Canning Company, Inc., 1966

Chippewa Falls, Wisconsin
Class C:
John H. Warden Chairman of the Board, Upper Peninsula Power Company, 1964

Houghton, Michigan
Atherton Bean CHAIRMAN AND FEDERAL RESERVE AGENT 1965

President, International Milling Company, Inc., Minneapolis, Minnesota
Judson Bemis DEPUTY CHAIRMAN 1966

President, Bemis Bro. Bag Co., Minneapolii, Minnesota

Directorsof the HelenaBranch
Appointed by Federal Reserve Bank:

Roy G. Monroe Chairman of the Board and President, 1964
The First State Bank of Malta, Malta, Montana

Harold E. Olsson President, Ronan State Bank 1964
Ronan, Montana

B. Meyer Harris President, The Yellowstone Bank, 1965
Laurel, Montana

Appointed by Board of Governors:

C. G. McClave CHAIRMAN 1964
President and General Manager, Montana Flour Mills Co.,
Great Falls, Montana

Edwin G. Koch VICE CHAIRMAN 1965
President, Montana School of Mines, Butte, Montana

Memberof theFederalAdvisory Council
John A. Moorhead President, Northwestern National Bank of Minneapolis,

Minneapolis, Minnesota

As of December 31, 1964
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