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Nonpar banking: near the end of an era?
The executivecouncil of the American Bankers About 90 per cent of the U.S. bankscollect

Association two years ago adopteda resolution and pay checks— “clear” them— at par; but at
endorsingthe principle that all bankcheckspay. year.end1965 there were 1,492 nonparbanks in
able in the United Statesshould be cleared“at 15 states (Chart 3). In the Niüth district states
par.” The emergenceof the resolution brought of Minnesota,with 402, of North Dakota, with
again into the news a question which has been 100, andof SouthDakota,with 101,nonparbanks
discussedanddebated,scourgedandpraisedfrom constituteda majorityof all bankslocatedin these
time to time since soon after checksfirst began states.1Other statesof the union wherethe num-
to be usedin the United States.And it is a ques. her of nonpar banksexceededpar banks were
tion of particular interest to bankersand bank Georgiaand Mississippi.
customersin the Ninth FederalReservedistrict,

‘F.d.r.I R.s.rv. BuIl.fin, February 1966.
for in this district more than 40 percent of the
nation’s “nonpar” banksare located. Chart 1 — Route of a par check

The par questionis one that relatesto payment
for transferringfunds from one place to another
— mostgenerallyfrom onecity to another.Checks,
written orders to banksto make transfers,are
by far the mostpopularmeansfor moving funds.
Millions are written eachday and circulated to
all partsof thecountry. Since they canbe shipped
safely, they have a definite advantage over
currency.

The transactionbetweenthe personwho orders
the funds to be transferred(the one who writes a
check) and the personwho receivesthe funds is
not completeduntil the checkhas been presented
to the bank wherethe checkwriter holdshis ac•
count. Checksdrawnon parbanksmay be routed
through Federal Reservebanks, and each such
draweebank pays the face amount of the check
(Chart1).Nonparchecksby law cannotberouted
through the Federal Reserve banks; they are
routed only through the correspondentbanking
system(Chart2). The paymentprocessis almost
identical for both par and nonpar checks, ex-
cept that thenonparbank in making paymentde-
ductsa chargefrom the faceamount of the check.
Typically these charges range from 5 cents to
$1.00 (sometimesmore dependingon the size of
thecheck).
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The origins In those days the practice of writing checks

Exchangechargeshistorically date to a time in alreadyhadbeendeveloped,but they did not cir-
theearlydaysof U.S. history when the only prac. culatefreely outsidetownswheretheyweredrawn.
tical way that money could be moved between The country lackeda centralcheckclearingmech-
bankingcenterswasby horse.drawnvehicles,canal anism. Later, as the volume of commerceex~
boats,or by sailing ships. To say the least, these panded, banks which had frequent transactions
methods were cumbersome:robbersand pirates with eachother found it convenientto set up ac-
abounded; it was slow and expensive.With these counts with one another.One early cooperative
difficulties, a systemwas devisedso that banksor arrangementof this sort was inauguratedby the
personsowing money in other cities could pur. Suffolk Bank of Boston in 1819 when it agreed
chase “exchangedrafts” from banks or persons to accept any banks’ notes without charging a
having balancesowed to them in the cities where fee (accept them at par) if these banks would
the paymentswere to be made.Chargesfor these maintain a balancewith it. With the beginning
drafts varied,but they were justified becausethey of this s~stemin New England, par collection
saved the purchaserthe expenseand trouble of of banks’ notes was begun; and from this plan
shippingcoin or currency. developedthe correspondentbank arrangements

still known today.
Both the exchangedraft and the par collection

systemsexpandedduring the first half of the 19th
Century, and with the expansioncame both im-
provementsand abuses.Ratesincreased.At the

time of the Civil War domestic exchangecosts
were as high as 1½per cent, but the rateswent
downas improvedtransportationfacilities madeit
easierto makecoin and currencyshipments.

The useof checksbecamemoreandmorepreva-
lent and the needfor exchangedraftsdiminished;
but many banks continued to apply exchange
chargesto checkseven thoughthe original reason
for their levy had ended.Thesechargesled to un-
desirablepracticesin checkhandlingwhich placed
burdenson smoothandeasycommerceamongsec-
tions of the country. Probably the most undesir-
able practicewas that of routingchecks by long,
circuitous routes in order to avoid payment of
exchangecharges. Becauseof correspondentar-
rangements,it was possibleto find “free” routes;
but as a result shipping pathwaysbetween cities
andthe timerequiredto collectcheckswerelength.
enedand the total handlingcosts were increased.

Competition among banks for businessforced
some to absorbcheck collecting costs, although
in somesectionsof the country rulesset forth by
clearinghouseassociationsfor the clearing of
checks (anotherdevelopmentof expandingcorn-

Chart 2 — Route of a nonpar check
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merce) requiredthat clearinghousememberbanks Compulsion and litigation
passon the collecting charge. About 1900 mer- Onebankerwho haswritten concerningthe par
chant resistanceto the chargesbecamecommon; collectionproblem statesthat despiteall the diffi-
and nonpar checkscame to have limited accept- culties experiencedby banksandbusinessesin the
ability. Frequentlythe small-town businessmanor collectionof checksprior to theenactmentof legis.
merchantfoundthat hehadto maintainan account lation, “in no particular line of developmentof
with a large city bank in order to facilitate his the FederalReserveSystem has therebeen more
accountspayablein that city. This merchantre- constantandbitter opposition than the attempt to
sistancegenerateda numberof unsuccessfulstate establisha uniform clearingandcollection system
and federal proposalsproviding for universalpar basedupon the principle of par remittance.”2
collection. Bankers themselves,in fact, beganto That th is statementis credible stemsfrom con-
recognizethe nuisanceof exchangechargesand fusion that often ensueswhen new legislation and
many beganto acceptthe idea of a nationalcheck policies are initially applied.The FederalReserve
clearingplan. Art as signed by PresidentWilson in 1913 pro.

The Panic of 1907 brought the nation’s mone- vided for the collection of checksthrough Federal
tary systemunder heavycriticism — and it ulti- Reservebanks,but therewere somepracticaldiffi-
mately led to remedial legislation. The National culties that had to be overcomebefore the collec-
Monetary Commission,establishedby Congress tion system could be inaugurated.A partial sys-
in 1908 to investigateand recommendchanges, tern of collectionwas put into effect during 1915;
listed 17 deficiencies in the monetary system; and later, in July 1916, a uniform collection sys.
among them, the inefficient processof check col- tern at all of the FederalReservebanks was es-
lecting through correspondents,high exchange tablished pursuant to the authority of the law.
charges,and circuitous routing of checks.Thus, Under the system established,checks drawn on
when the bill which was later to become the memberbanks were collectedfor memberbanks.
FederalReserveAct was submittedto Congress. Also, memberbankswere requiredto remit at par
one proviso was for the establishmentof a free for checks presentedto them by the F~deraIRe-
check clearing service in each of the Federal serve banks.
Reservebanks. In September1916 the law was

amended so as to broaden the
classes of checks which Federal
Reservebankswere authorizedto
accept,and in June1917 Congress
againamendedthe law relating to
the collection powers of the Fed-
eral Reserve banks. The latter
amendmentallowed non-member
par banks to clear checksdirectly
throughthe FederalReservebanks
— with no other obligation than
to maintain a small balancesuffi-
cient to cover items in transit.
2MeIv~nC. Miller, The Par Check Collec-
tion and Absorption of Exchange Contro-
versies (Cambridge, Mass.: The Bankers
Publishing Co., 1949), p. IS.
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The FederalReserveBoard interpretedthe F’ed-
eral ReserveAct as imposing an obligation to
establisha universalpar clearanceand collection
system.To satisfy this obligation, representatives
of the individual FederalReservebanksbeganto
presentnonparcollection items“over-the-counter”
so that they had to be paid at par by the nonpar
draweebank.By this time (1918) all banksin the
First FederalReservedistrict (Boston) had been
on the par list for three years,so officers of the
otherFederalReservebanks felt that in justice to
their membersand to the public, thereshould be
no discrimination.Thus, as more and more over~
the-counterpresentationsweremade, the nonpar
bankswere automaticallyaddedto the par list —

much to their disquietsinceit gavethe impression
that they were sanctioningthe system.

As the par list wasexpanded— bothvoluntarily
amid by coercion— opposition becameorganized.
In retaliation, somebanksmadetheir remittances
in coin; state legislatureswere encouragedto en-
act laws favoringnonparstatus;and variousnon-
par bankstook FederalReservebanks to court.

By January 1921 continued pressureby the
FederalReservebanksforced all but 1,700banks sure exerted by FederalReservebanks, by 1928
onto the par list. All banks in nine districts were approximately4,000 commercialbanks in the na
“par,” the only remainingnonpar bankswere in tion were againnonpar. The proponentsfor par
the Atlanta, Richmond, and St. Louis Federal clearancehad beenforced to retreat, and the cx-
Reservedistricts. (All banks in the Minneapolis changeissuelay dormantfor more than a decade.
district were par.) With the core of opposition in
the South, southernbankers formed a National State legislation
and State BankersProtectiveAssociation,an or- During the 1940sstate legislatureswere active
ganizationwhich provided the impetus for much on the parclearancefront. Iowa in 1943 became
subsequentlitigation, the first stateto enacta law prohibiting exchange

Many legal ground rules were establishedin charges— and thus becamethe first state to re-
the 1920s. Oneof many was that the FederalRe. quire par clearanceof checks.Nebraskafollowed
serve bankswere underno obligation to enforce in 1945, andWisconsin in 1949. In Montanaand
par clearanceon nonmemberbanks. Also, a sec- Michigan voluntaryabolition of exchangecharges
tion of the 1917 amendmentthat prohibited Fed- waseffectedthroughthe statebankers’association.
eral Reservebanks from paying exchangeeither In each of these statespar banks outnumbered
on checks which they themselvesheld or which their nonpar brethren and effectively countered
they were handlingas agentsfor otherswas clan- nonpar opposition.
fled by the courts. Legislation to prohibit chargeswas attempted

As a result of the litigation and from action four times in Minnesotabetween1945 and 1957,
by statelegislaturesas a reaction againstthe pres- but the bills never emergedfrom legislativecorn-
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mittee. In North Dakota, a “par clearancecorn- for checksarehigherbecauseof the necessityfor
mittee” in 1943 discussedthe possibilities of a separatesorting and for allocation of charges.
voluntary parbankingresolution with representa. Nonparbanking weakensthe prestigeof bank-
tives of the North Dakota BankersAssociation, ing in general, is anotherargumentcommonly
but no resolution was forthcoming.At leastthree advancedby the par clearanceproponents.Most
efforts to gainpassageof laws requiringparclear. nonparbankersdo not make the reasonsfor cx-
ance were unsuccessfullymade in each of the changeclear to customers,and the chargingof
Dakotas in the late 1940s. exchangeis neitherunderstoodnor approvedby

them. Any practice that doesnot carry the ap-
For and against proval of the customersis hazardousto the good.

From legislative committee hearingsand from will of the banking system,the argumentstates.
articlesin bankingperiodicals,the argumentsfor Supportersof parbankingemphasizethat inas-
and againstnonparbankingseemto reducethem- much as check settlementsare madeby draft or
selves into threemajor classifications, authorizationto charge,any expenseinvolved on

The major argumentfor nonpar clearanceis the part of the nonpar bank is clerical and no
the one that says that the small bank needsthe chargefor transferof funds is justified.
incomein order to exist in a smalltown. A small
bank is a local service institution, say the nonpar Who bears th. cost?
people, and its profit if any, is derivedmainly Bankers,both par and nonpar,agreethat the
from servicecharges— of which exchangeis one, handlingof checks is an expense.Estimatessug.

A secondargumentis that a bank should be gest that it costs approximately$3.3 billion each
compensatedfor sendingmoneyto a payeeout of year to handle the 60 million daily checks that
town. Remitting for a check for the benefitof the mustfind their way into anyof 70 million accounts
holderandat his requestis a serviceto the holder in the country.3The bulk of this cost,between80
for which heshouldpayreasonablecompensation, and 90 per cent, is borne by commercial banks
say nonparbankers. in orderto attractasmuch demanddeposit(check.

A third argumentcenters about a traditional -

attitude of the small town businessman— that of ing account) money as possible. Banks pay nointerest on these funds, most of which can be
keepingbusiness“home-owned” and keeping the investedin interest-earningassets.
chain companiesout. “Let the mail order houses As previously indicated,par banks,to recover
pay for running our banks,”say the nonparpro. part of the cost of handling checking accounts,
ponents.“Mail order houseswould not haveto pay chargethecustomerwho writesthe checkandwho
exchangeif they maintainedan office in the town actually gains the convenienceof payment by
wherethe bank is located.Theseout-of-statefirms check;’ nonpar banks require any nonresident
shouldbe the oneswhich pay: they competewith payeeof the checkwho doesnot havean account
local businessmenwho pay taxes.” at the bankto assumethe cost. A notable excep-

Thosewho favor parbankingcounterby stating tion is the U.S. Governmentwhich refuses to
that exchangechargesare not really neededfor absorbexchange.Generally the writers of checks
a bankto stay in business.In the stateswherepar
legislationhas beenenacted,they cite as example, tmGeorge W. MitcheH, Member, Board of Governors of

th. Federal Reserve System, “Effects of Automation on the
not onebankclosedbecauseof it. Structure end Functioning of Banking.” Address to Amen-

Also, say the par proponents,checks of non- can Economic Association, New York, December 28, 1965.

par bankscomplicate the nationwide check col. ‘The systems used vary widely but generally th. service

lection system. In an area where both par and charge COflçists of a flat fee for maintenance of th. account
plus a charge for each check written. In most cases ennonpar checks are handled, clerical handling costs earnings credit is allowed basedon balances maintained.
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on nonpar banksdo not increasea check’s face deductingexchangechargesfrom checksthey re-
valueto cover theexchange,so the direct expense ceive through the mails— the latest suchrecorn-
of handling nonpar checks is most often borne mendationis set forth in theBoard’s1965 Annual
by merchantswho find it impracticableto main- Report (seebelow). In thepast,however,Congress
tam accountsat every nonparbankingpoint where hasbeenunenthusiastic.
they might havecustomers.Such costs,naturally, What is morelikely is that the numberof non-
cannotbe absorbed:they must be addedto oper- par bankswill decreaseas current social and eco-
ating costs which in turn are reflected in the nomic trendscontinueto changethe faceof rural
selling priceof productssold. The ultimatebearer America. The growth of urbancentersat the ex-
of thechargeis the consumer. penseof small towns; the increasing credit de-

mandsof agriculture as farm units grow larger;
Decline from the parochial posture the evolution of banking itself in all its phases

Today many nonparbankers will privately ac- from hardwareto credit mechanisms— theseare
knowledgethat theyareoutsidethe mainstreamof a few of the considerationsthat are forcing a re-
Americanbanking;but theywill defendtheir right examination by each banker of his banking
to an extra sourceof income as long as it is legal practices.
to do so. But elimination of nonparbanking by But social andeconomictrendsare not the only
legislation or by banker associationregulation is forcesinducinghankers— bothnonparandpar—

unlikely in any statewherethe numberof nonpar to reflect. Also of concernis the image of their
bankersexceedsthe numberof par bankers.The industry in times when lawmakersand regulatory
Board of Governorsof the FederalReserveSys- agenciesare quickly responsiveto shifts in public
tern has from time to time recommendedto Con- attitudes.Eachbankingpracticeis underscrutiny,
gressthat it enacta law to precludebanks from and eachmustproveitself viable.



Sharp growth in time and savings
depositsfollows interest rate boost

In earlyDecember1965 theBoardof Governors asked to supply information on selectedcharac.
of the Federal Reserve System liberalized the teristics of their time certificatesof deposit, in-
maximuminterest ratesthat memberbanksmight cluding the minimum-sizedepositon which inter.
pay on time and savingsdeposits.The move was est would be paid,the availability of an automatic
taken to allow member banks to competemore renewalfeatureat maturity, and the shortestand
effectively for funds that they could use to meet longestcertificatematurity offered to depositors.
the mountingcredit demandsarising from a step. Replies to the questionnairewere received in
up in governmentspendingfor defenseneedsand late Decemberfrom all Ninth district members—
a continued rise in private spendingfor plant a total of 495 banks.Subsequently,severalmem-
andequipment.1 bers, who had stated on their returnedquestion.

The liberalization of the regulation governing naire that they had neither madenor planned a
interest rates— Regulation Q — left unchanged changein depositrates, notified the FederalHe-
at 4 per cent the ceiling rate on savingsdeposits serve Bank of Minneapolis of an alteration in
but increasedto 5½per cent the top rate that their rate structure. The notifications received
memberbanksmight pay on time depositswith a through the end of Januarywere used to amend
maturityof 30 daysor more. Prior to the change. the initial responseforms. Notifications received
memberbankswere restrictedto rate~of not more since Januaryhavenot beenprocessed.
than 4 per cent on 30. to 90.day time deposits
and 4½percent on depositsof longer maturity. 5a’~huigs deposits

Shortly after the amendmentsto RegulationQ As noted, the Decemberchange in Regulation
becameeffectivethe Board of Governorsinitiated Q did not increasethe maximumrate—4 percent
a survey to determinethe structureof interest- -—- thatmembersmay pay on savingsdeposits.The
bearing depositsat memberbanksand whether returnedquestionnairesindicate,however,that 86
the greater latitude afforded by the amendments members,somewhatless than 20 per cent of all
was eliciting a responseamong member banks, memberbanks. lifted the ratepaid on funds cle.
Questionnaireswere mailed to all members re- positedand held one year in a savings account.
questinginformation on interest ratespaid prior As may be observedfrom Table 1, 60 of the
to the December6 rateliberalizationand on new banksmaking a changemoved to 4 per cent per
rateseither in effect or plannedfor the immediate annum,bringingto 83 thenumberof banksin the
future on savingsdepositsandtime certificatesof highestratecategory.Of the otherbanksinitiating
deposit issued to individuals, partnerships,and a changein ratesto depositors,15 increasedtheir
corporations.2 In addition, each member was rate to 3.5 percent, 9 advancedto 3.0 per cent,

and 2 lifted their rateto 2.5 per cent.
5A fuller discussionof the policy actions taken by the Fed- The numberof banksmaking an upward rate
erol Reserve System is contained in the Federal Reserve Bul- adjustment to attract additional funds was rela.
letin, December, (965, pp. 1667-92.

tively heavy among the districts larger banks——

‘Member bankswere also questioned on their time deposits thosehaving $10 million or morein total deposits
open account—a type of deposit exemplified by the on June 30, 1965. Although these larger banks
Christmas club account. The information provided by mem- .

bar banks on such deposits is not considered in this article, constituteonly 28 per cent o total istrict mem-
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TABLE 1 — RATES PAID BY NINTH DISTRICT dominant form of certificate: atotal of 411 banks,
MEMBER BANKS ON SAVINGS DEPOSITS representingover 80 percent of all district mem-
OF ONE YEAR hers, offered this type of certificate. The returned

Before December Rate paid afterDecember change questionnairesalso indicatethat of thebanksoffer.
changein Rig. 9 in Reg. 9

(Per cent per annum) ing a savingscertificateat year-end:
Number Under 1 Approximately 75 per cent offered only a

Rate of Banks 2.0 2.0 2.5 3.0 3.5 4.0
Under 2.0 34 34 savings certificate while the remaining 25

2.0 89 — 76 2 9 — 2 percentoffered it in combinationwith some
2.5 9 — — — otherclassof certificate;
3.0 316 246 $5 55
3.5 24 21 • 3 2 Slightly better than 95 per cent offered cer-
4.0 23 23 — tificates that were automatically renewable

Total 495 347611 255 36* 83 at date of maturity;
*lncludes one bank paying 3.25 per cant.
SOURCE: Research Department, Federal Reserve Bank of 3 About 83 per cent offered certificates in

Minneapolis.
amountsof $100 or less while all district

bership, they accountedfor approximatelyone- membersoffered certificates in amountsof
half of the 86 rate increases.Before the Board’s $1,000 or less.
early Decemberpolicy action,only 6 per cent of The fact that mostcertificateswere automatically
memberbanks with $10 to $25 million in total renewableandgenerallyavailablein small amounts
deposits,and 14 percentof thosewith $25 million is consistentwith the description often given in
and over were payingmore than 3 per cent per the financial press that savings certificates are
annum,After the change,31 per cent of the $10 designedprimarily to attract small amountsof
to $25 million banks and 54 per cent of $25 funds from individuals rather than from govern.
million and over banks were paying more than mentalunits or businessfirms.
3 per cent. In the smallersize categories,the shift Other types of certificates about which mem-
in rate structurewas less significant. ber bankswere questionedwere found to be far

less important in the Ninth FederalReservedis-
Time certificates of deposit trict than the savings certificate. Savings bonds

Banks questionedin the Decembersurvey were were offered by three banks,non-negotiablecer-
also askedto supply information abouttheir time tificates other than savingscertificatesandbonds
certificatesof deposit,a depositcategorythat has by 103 banks, and negotiablecertificatesby the
shown rapid growth in recent years.3 Questions same number— 103 banks.
were directedspecificallyto the typesof certificates Savingsbonds, offered by three banks located
offered, their principal characteristics,and rates in Wisconsin,were available in amountsof $100
of interestpaid. or less with maturities ranging from 3 to 60

The replies of memberbanks indicate that at months. None of the banksprovided a bond that
the turn of the year the savingscertificatewas the was automatically renewableat maturity.

‘A time certificate of deposit, representing funds deposited Non-negotiablecertificates other than savings
to the credit of any individual or organization, is evidenced certificatesor bonds were generally available in
by a written instrument which states, among other things, small amounts— 79 per cent of the banks who
that the funds can only be withdrawn on a specifiied
maturity date, at the expiration of a stated period, or upon offered non-negotiablecertficatesmadethem avail-
notice in writing given prior to th, date of intended with- able in amountsof $100 or less while only 3 per
drewel. Most commonly, certificates have a specified ma-
turity date which, by regulation, is never less than 30 cent required a deposit of $1,000 or more. In
days after date of deposit. Funds held in a savings account, addition, 38 per cent of the issuing bankspro.
by contrast, may ordinarily be withdrawn at any time:
a bank may require notice in writing before an intended vided certificates that were automatically renew-
withdrawal, but this right is seldom exercised, able.
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TABLE 2 — MAXIMUM RATES PAID BY NINTH on savings deposits.The summary information
DISTRICT MEMBER BANKS ON FUNDS containedin Table2 was obtainedby taking from
DEPOSITED AND HELD ONE YEAR the returned questionnairesthe maximum rate

Before December Rate paid after December change paid before and after the December change in
change in Reg. Q (Per c.ntpe~a~num) Regulation Q on funds deposited and held for

Number of 3.5 Over one year. In those caseswhere a bank did not

3 5or Less Ba~s or
1ess 4.03 425 ~ ~ indicate a rate for a one-yearcertificate, the rate

- 4.0 459 326 4 126 3 for the next shortest maturity was taken. The

45 I 2 resultsof this compilation show that 145 member
Total 495 - 9 329 7 143 7 banks,representing29percentof districtmember-
NOTE: All banks paying between 4.1 and 4.4 per cent were ship, increasedtheir rates on one-year deposits.

recorded as paying 4.25 percent. The vast majority of these increaseswere from
SOURCE: Research Department, Federal Reserve Bank of

Minneapolis. 4 per cent to 4.5 per cent. Only seven banks
moved above4.5 percent with five of the seven

Among the banks offering negotiable certifi- increases on negotiable certificates offered by
cates only 12 per cent provided automatically banks in the Twin Cities.
renewable certificates. In addition, the number Rate increaseson time certificateswere not as
who offered small denominationcertificateswas heavily concentratedamong the larger banks in
relatively less significant— 72 percent provided the district as wasthe case for rate increaseson
certficates in amountsof $100 or less while 12 savings deposits.Of the rate increasesmade by
percentrequireda depositof $1,000or more, district banks,36 percentweremadeby bankswith

Thenumberof bankswho respondedto the Dc- under$5 million in total deposits,23 percent by
cemberchangein RegulationQ by increasingtheir banks with $5 to $10 million in total deposits,
rates on certificates of deposit was substantially and41 per centby memberswith $10million and
greaterthan the numberwho adjustedtheir rates over in total deposits.

Chart 1 — Per annum rates paid by Ninth district member banks on savings deposits
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Chart 2 — Maximum per annum rates paid by Ninth district member banks on time
certificates of deposit

NOTE: Size groupings are based on June 30, 1965 data.

SOURCE: Research Department Federal Reserve Bank of Minneapolis.

The impact of thesechangeson the rate struc- changed,and29 per centlifted the maximum rate
ture within the district was not as evenly dis- paid on time certificatesof one-year.Most of the
tributed as the percentagesmight suggest.The in- bankswho increasedtheir certificate rate, how-
formation in Chart 2 indicatessubstantialvaria- ever, did not move abovethe previousceiling of
tion from onesize classificationto the next in the 4.5 per cent; only seven banks, in fact, pushed
proportion of bankspaying 4.5 per cent or more above this rate. Thus, while additional latitude
after the changein RegulationQ. In general,the was given by the Decemberchange in Regulation
largerthe size category,the larger the proportion Q, relativelyfew bankstookadvantageof theaddi-
of bankspaying the highestrates. tional flexibility.

The inflow of newdepositssincethe first of the
Summary year suggeststhat the higher interest rateshave

The change in Regulation Q, which became provedeffetive. Both in absoluteandpercentage
effective December6, raised the maximum rate terms, the increaseat Ninth district member
that memberbanks might pay on time deposits banks in outstandingtime and savings deposits
other than savingsto 51/2 per cent. This policy during the first threemonthsof 1966 was greater
move was taken to provide memberbankswith thanduring almostall comparableperiodsof re-
greater flexibility in their efforts to attract new centyears.Theexceptionis 1962 (Table3) - In the
funds.Immediatelyfollowing the Decemberaction, first part of that year higher rates on savings
a fairly substantialnumberof Ninth district mem- depositswere put into effect by an estimated31
ber banks adjusted their deposit rates: 17 per per cent of district membersand increasedrates
cent increasedthe rate paid on one-yearsavings on time depositsby a whopping93 per centof all
deposits,the ceiling rate on which had not been membersafter the ceiling on one-yeartime and
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TABLE 3 — INCREASE IN TIME AND SAVINGS savingsdepositswas lifted from 3 to 1. per cent
DEPOSITS AT NINTH DISTRICT MEMBER BANKS, effective January 1. Leaving 1962 aside, deposit
FIRST THREE MONTHS, l96O~i966 growth during the first quarter of 1966 may be

(millions of dollars) termedrelatively sharp.
Year Amount Per cent The higher first quarter inflow provided dis-
1966 $159 5.0 trict memberbankswith substantialnew resources
1965 109 3.9
1964 90 3.6 with which to meet expandedcustomerdemands
1963 81 3.6 for loan accommodation.Will the inflow of de.
1962 167 93
1961 54 3.3 posits continue? No firm answer can be given.
1960 8 0.5 But, if thefirst quarterinflow is maintainedduring
NOTE: Calculations are based on daily averages of out- the remainderof the year, district member banks

standing deposits in the last weeks of December should be able to fill many of the new demands
and March.

SOURCE: Federal Reserve Bank of Minneapolis. made upon theni for loan accommodation.

conditions...

A t the beginningof the new crop season,field rate of growth eventhoughthe valueof new con-
preparationandseedingthroughoutthe Ninth dis- struction contracts during the first quarter de-
trict were rated somewhatlate although better dined somewhat.At the sametime both the num-
than a year earlier. Generally cold temperatures ber and value of new building permits expanded.
and too much moisture in the Red River Valley The increasein permits was heavily weightedby
during late April combinedto delay spring field a 20 percent increasein housingunits.
operationsand to retard pasture and range de- Indications of the strong labor demand are
velopment.Warm weatherduring May is needed shown by a further lengtheningin the work week
to pushmost row cropsoff to a good start. in manufacturingand by the current tremendous

Theover-all economyof the district appearsto amount of help wanted advertising.Still another
have achieved substantial progressduring the factor pointing to strongdemandis the relatively
first quarter of 1966. Industrial production, as low level of the unemployment rate— 3.4 per
measuredby the area’sproductionman-hourseries cent seasonallyadjustedduring the first quarter.
andindustrialuseof electricpower,suggestbetter Annual data on personal income recently re-
than a 9 per cent annualgrowth rate; consumer leasedby the Departmentof Commerceshow that
spending,as measuredby retail sales,reacheda district (i.e. the four full states) incomeadvanced
new high; and total civilian employmentmoved at a faster rate than in the nation during 1965.
forward at abouta 2.4 per cent annualrate. Total personalincome in the district advanced

Constructionactivity, as measuredby employ- to a level of nearly $14 billion in 1965, or 9 per
rnent, moved ahead at about a 10 per cent annual cent above the 1964level comparedwith a growth
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of 7 percent for the entirenation. Of the district period from 1961 to 1965 therewas only a slight
states,only Montana, with a growth of 6 per increasein credit as the advancein loanswas aI-
cent, registered a gain lower than the national most entirely offset by the contractionin invest-
average.South Dakotaled the district with a gain ments.
of 10 per cent and was also among the top eight Participationin thevigorous first quartercredit
states in terms of year-to-yearpercentagegains expansionwas widespreadamong district banks.
in total personalincome. At countrybanks loan growth ($37 million) was

As for averageper capita personalincome in aboutas expectedfor the periodbasedpn seasonal
1965, all of the district stateswere below the patterns,but the drop-off in investments($16 mil-
national level of $2,724. Minnesota, at $2,625, lion) was less-than-seasonalin nature. At city
had the highestper capitaincome of the district bankstherise in loans ($86million) wasmarkedly
states,and South Dakota the lowest, at $2,055. higher than thenormalgrowth for the first quarter

BusinessWeekestimatesfor thefirst two months while the increasein investments ($2 million)
of 1966 show that district personal income ~5 representeda contraseasonalmovement to the
continuing to grow at a rapid rate. During the moderate downturns ordinarily recordedduring
first two months,two of the district states,South the first part of the year.
Dakota and Montana, had increasesof at least The sharp upturn in city bank loans wassup-
10 percentabovethesameperiodin 1965.Minne- portedalmostentirely by increasesin thebusiness
sota nearly matchedthe national growth of 7.6 loancategory.Therewas very little changein the
per cent, and personalincome in North Dakota level of realestateloansor of consumerinstalment
advancedby 8.6 per cent above the year-earlier loans.
level. The seasonaldrain in depositsto which district

banksordinarily are subjectedin the early part
The following selectedtopics describeparticular of the year was less pronouncedin the first three
aWects of the districts current economicscene: months of 1966. Demand depositsfell by $230

million during the quarter,about averagefor the

Credit continues period. Time deposits, on the other hand, rose
rapid expansion $160 million, 50 per centgreaterthan the average

After registeringsolid advancesduring the final rise in time depositsover similar periods in the
threemonths of 1965, credit at district member last five years.Total deposits,as a result,declined
banks in the first quarterof 1966 continued to by a relatively modest$70million.
expandat a rapid pace. Loans during the period Both city and country bankssuffered demand
rose $123 million, three times as large as the depositoutflows in the first quarterof 1966; but,
averagegain during similar periods in the pre- in eachcase,the outflow was of a seasonalnature.
vious five years and about one-fourth larger than The above-seasonalinflows of time and savings
the loan advancerecordedduring the first three depositsbenefitedcity and country banksalike,
months of 1965. Investments,the other compo- but the bulk of the growth occurred at country
nent of bankcredit, declinedby a relatively small banks. One factor which may have contributed
$14 million. The net of the increasein loansand to the expansionof time andsavingsdepositswas
declinein irAvestmentsyieldeda rise in total credit the December1965 changein RegulationQ which
for the initial threemonthsof 1966 of about$109 raisedthe maximum rate banksare permittedto
million. By way of comparison,credit expansion pay on time deposits(excludingsavingsdeposits).
in the similar 1965 period amountedto only $36 (Seerelated articlebeginningon p. 9 of this issue
million while, on the average,over the 5-year of Monthly Review.)
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1. Anaconda to reopen zinc plant 3. Pioneer mine to close
The AnacondaCompanyhas announcedplans Plansto closethe Pioneerundergroundmine at

to reopenits electrolytic zinc plant at Anaconda, Ely, Minnesotahavebeenannouncedby U.S. Steel
Montanawhich hasbeenshut down sinceJanuary Corporation.Theaction,effectiveApril 1, 1967, is
1961.The companywill import zinc concentrates being taken becauseof “uneconomicalutilization
from Canadafor processing.The reopeningplans of the kinds of oresproducedfrom the property.”
call for additionalore roastingfacilities as well as The mine, openedin 1898, is the only remaining
four electrolytic treatment units. The plant will activemine on the Vermilion iron range.The500
beginreceivingimportedconcentratesthis summer. employeeswill be offered either employment at

otherU.S. Steel facilities or pensionbenefits.

2. Gas company extends service 4. Copper-ore find announced
Northern Natural Gas Company is extending A major copper.orediscoveryin the Keweenaw

service to 131 communitiesin Nebraska, Iowa, peninsulaarea of Upper Michigan has been re-
Minnesota,andWisconsin.The $20 million project ported by Calumet & Hecla, Incorporated.The
calls for 813 miles of branchlineand 27 miles of company has retained an engineering firm to
main line. Among the communitiesto be served study the feasibility of developing and mining
in Minnesota will be Harmony, Marshall, amid the deposit.An early reportby the companyesti.
Redwood Falls; in Wisconsin, Frederic and matedthe ore body at over 35 million tons and
Cumberland.Project completion is scheduledby
September1. grading in excessof 1½percent.


