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Growth of S & L assocIations
slackensassaversredirect funds

The currently depressedcondition of the hous- sector;aiid in the most recent period their total
ing sectorwithin thecontextof a relativelyhealthy resourcesavailable to meet thesedemandshave
economyhasbeena sourceof widespreadconcern, also becis underpres~~ure.
Theextentof the recentslowdownin the construc- Among thesuppliersof ereditto hoiiie builders
tion industry, of which residentialbuilding repre- and homebuyers, savings and loan associations
sentsan integralpart, has beengraphicallydocu- are by far the largest. At the end of 1965 they
mented in a previous article in the Monthly held44 percentof theoutstandingmortgageloans
Review.1 on one-to-four family nonfarin homes,(nulmercial

For themostpart, theblamefor the sharpdrop banks, savings banks, and life insurance corn-
in homebuilding hasbeenplaced not so much on panies,as a group, held 43 per emit, but noneheld

a reductionin the demandfor housingservicesas asmuch as 15 per cent.2
on an increasein interest rateson homemortgage
loans —- an increasein discounts which home Growth in the United States
owners must absorb— and, in particular, on a Savings and loan associations ~S~’.l.s in the
contractionin the availability of credit. The aver- United Stateshave undergonea tapid and rela.
agesecondarymarketyield on FUA insuredmort- tively steadygrowth since the ~nd of World War
gageson new homesrose from 5.46 per cent in II. They havedoubhd total assetson the average
September1965 to 6.63 per cent in Septemberof of riearl~onceevery five years,growing from a
the currentyear.The rise in interestrateson con- ~9 billion industr in 1945 to oneof $129 billion
ventional mortgage loans (luring this interval, at the end of 1965 (Table 1). During this same
while not aspronounced,wasstill substantialwhen

TABLE 1 TOTAL ASSETS,SAVINGS AND LOAN
vies~eagainstt e tren o

1 recentyears. ASSOCIATIONS, UNIIW STATES
At the sametime credithasbecomescarcer.One 5-year

reason for this is that savings and loan associa- End of Amount Increase
Year ($ billioni) (Per cent)

tions and savingsbanks institutions whose in- 945 8 7

vestment portfolios consist primarily of home 1950 I&9 94

mortgageloans~- haveseentheir rate of deposit 123
inflow slip badly in the last two years,victim of 1965 129:4 81

the increasinglyattractive yields availableat corn- Source: U.S. ~ •~iidLoan Leag~e.Fact Book.

mercial banksand in open marketsecurities. in 2
0-year span. savings accountsrose from ~i7bil-

addition, commercial banks and life insurance lion to $110 billion, an increaseessentially
companies.which also participate in home mort- matched1w mortgageloans.
gagefinancing, but are primarily orientedtoward Since 1965,however, a noticeableslowdown in

the businesscommunity, havehad to meetthe in- ~rowth hastakenplace.The netaddition to savings
creaseddemandsfor credit emanatingfrom that accountsduring 1965 was 20 per cent below that

recorded in the precedingyear Table 2L in
~‘Corimfruction industry reacts to restrictive monetary
policy.” Monthly Review, Federal Reserve Bank of Minne. 2U.S Savinçjs end Loan League, Savings and Loan Fact
epolis, October 1966. Book, 1966, p. 33.
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TA~L~2 INCREASE IN NET SjAVIN~SAND represriitioga dollar advanceof $900million. This

LOAN ASSOCIATIONS, LjN~TED wasnot essentiallydifferent from the 90 per cent
(billions of dollors) rise scoredby all S&Ls during this same 5.year

1964 1965 1966 span. A much sharpercontractionin the growth
Net Savings rate of total assetsat the district level occurred

Year 10.6 8.4 between 1960 and 1965. While the rise in total

Morfg~geLoen~Made .2 assets at all S&I.s slippedto 81 per cent during this
Year 24.5 23.8 period, the increaseat district S&Ls droppedto
Jan.-Sept. 18.7 18.1 14.0 64 per cent.

Source: Federal Home Looti Bank Board.

- . Growth in district states
toe first nine months of 1966, moreover,the In-
creasein net savingswasonly one-fourth as large An examinationof the recordof growth in total
as that recordedduring the comparableperiod in assets for the 10-year period between 1955 and
1965. Mortgage loans made (which differ from I 9(3 at S&Ls in the four stateswhich are situated
changes in mortgage loans outstanding by the within theNinth FederalReservedistrict indicates
amountof loanrepaymentsandsales)also showed that North Dakotaand SouthDakotapostedmuch
a smallerre-c in 1965 hut the drop wasnot quite higher growth rates than did the district as a
as sharpas thatof net savings.The decline from whole (Table4Y MontanaandMinnesotain most
1964 was only on the order of 3 per cent. During comparisonstrailed the district growth rate. In
the first threequartersof 1966 the paceof mort- every state,however,the growth rateslackenedin
gageloansmadewasabout25 per centunderthat the secondhalf of this 10-yearperiod.
of the similar period in 1965. South Dakota recorded the strongestadvance

between1955 and 1965, a 343 per cent increase

Ninth district growth and anexpansion of morethanfour-fold. in North
- Dakota total assetsof S&Ls more than tripled

The growth of ~Ls in the Ninth Federal l~C duringthe 10-yearspan.S&L growth in Minnesota
serve district has closely paralleled the vigorous closely followed the district pattern, not surpris-
expansionof ~Ls throughout the nation (Table lug since the stateaccountsfor 80 per cent of the
3). Between 1950 and 1955 total assetsincreased combined total assets.Montana followed closely
by ~r.~a0million, a rise of 116 per centcompared behind Minnesota.
to a 123 per cent advanceat all S&Ls in the
United States. A slightly slower but still robust
87 per cent rise occurredbetween1955 and 1960, Comparison to district commercial banks

Ninth district S&Ls grew much fasterthan did

TABLE 3 TOTAL ASSETS SAViNGS AND LOAN district commercial banks during the decade

ASSOCIATIONS, NINTH DISTRICT’ 195565 (Table 4) While ~~&Lsin the four states
End of Amount Inci~:ase were more than tripling total assets,commercial
Year ($millions) (Percent) banks fell short of doubling their size. This oh.

I955 116 servationwith respectto the district wasgenerally
1960 1929 87 true in eachof the four states.It canalso be seen,
1965 3160 (eat.) 64 however,that in eachof the four statescommercial

1 Ex~lude~Michigeo and Wisconsin banks grew faster in the second 5-year period
Sources: u.S. Savings and Loan League,A~n~k~statistical than in the first — exactly the reverseof the S&L

reports of Federal Home Loan district banks. experience.
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A clearer picture of the relative strength of a sharpupwardclimb in 1957, sevenyearsafter
district S&Ls is presentedin Table5 which shows yieldson savingsat S&Ls hadstartedtheir gradual
the percentageof total assetsof S&Ls to the com- rise. The interest ratedifferential narrowedfrom
bined total assetsof S&Ls and commercialbanks. 1.4 percent in 1956 to less than0.5 per cent in
S&Ls in the4-stateareaincreasedtheir sharein the 1965. Periodic raisesof interest rate ceilings by
combined total assetsof commercial banks and bankingregulatorybodieshave, no doubt,helped
S&Ls from lessthan 15 percentat the endof 1955 speedthe decline in rate differential. That corn-
to over 23 per cent ten years later. The rate at mercial banks did not grow faster than S&Ls
which this ratio increased,however,declinedbe- during this period given the more rapid growth
tween the first half and the secondhalf of the in time depositsreflects the fact that part of the
decade,reflecting the combinationof a slowdown gain in time depositswas at theexpenseof growth
in S&L growth and a speedingup in commercial in demanddeposits.
bankexpansion.

The relative growth of district S&Ls vis-à-vis TABLE 5 — TOTAL ASSETS AT SAVINGS AND
their commercial banking competitors during LOAN ASSOCIATIONS AS A PER CENT OF
195545obscuresunderlyingtrends.Time deposits TOTAL ASSETS AT SAVINGS AND LOAN
(including passbooksavings accounts)of corn- ASSOCIATIONS AND COMMERCIAL
mercial banks grew much faster than did net BANKS, NINTH DISTRICT
savings at S&Ls during 1955-65. In part this Per Cent. End of Year

probably reflected a narrowing differential in 1955 1960 1965
yields available at the two institutions. interest Minnesota 17.8 247 26.5

Montana 8.8 12.4 14.6
ratespaid on time and savingsdepositsat corn- Noah Dakota 12.8 19.1 23.0
mercialbanks in the U. S (district data are not South Dakota 5.5 9.2 12,3
available) after a long period of lethargystarted Total Distrkt 14.9 21.1 234
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Recent slowdown TABLE 6-~INCREAS1~IN NET SAVINGS AND
Mirroring the record of S&Ls jn tht~~ MORTGAGE LOANS MADE, SAVINGS AND LOAN

district S&Ls since 1965 haveexperienceda sharp ASSOCIATIONS,NINTH I)ISTR1CT
cutback in the inflow of net savingsandthis has (mim~of dollars)

1964 196$ 196.6
beenaccompanied,althoughto a lesserdegree,by Net Savings
a contractionin mortgageloans made. Year 206 164

Jan.-Sept. 145 109 73During 1965, the increasein net savings fell MortgageLoans Made
to $161 million from $206million in 1964 (Table Year 578 536
6), a drop of 20 percent. The rate of inflow has Jan.5ept. 427 384 360

declinedeven further in 1966. From Januaryto Note: Figures are for S&Ls that are members of th.
Septembernet savingsinflow totaled $73 million, Federal Home Loan Bank System. Member associa-

tions in the Ninth district accountfor 99 per cent of
down 33 percent from that recordedin the corn-

total assets of oil associations.
parableperiod of 1965. On the other hand,time Source: Statistical reports of FederalHome Loan district.
depositinflow at district memberbanks was up banks.
10 per cent in 1965 over the year before, and theincreasedshareof savingsatcommercialbanks
during the first th*~eequartersof 1966 inflow was during the first six monthsof 1966 wasgainedat
up 15 percentover the similar period in ~ the expenseof demanddeposits.Consequentlythe

Mortgageloans madehaveundergonea much increasein total depositsat commercialbankswas
more gradual decline. During 1965 they totaled not materially different from that of savingsin-
$536 million, down 7 per cent from 1964. They stitutions.
have easedanother6 per cent in the first three The contractionin the yield advantageof say-
quartersof 1966 from thatof the January-Septem- ings depositsat S&Ls over time and savingsde.
herperiod the year before, posits at commercialbanks has beencited as a

factor in the relative declineof savingsat S&Ls.
Factors in savings slowdown Between1964 and 1965 the averagedifferential

Why has the rateof savingsat S&Ls declined in favor of S&Ls narrowedfrom 0.71 to 0.47per
in the past two years and where have savings cent. While yields on both typesof depositsrose
gone?The secondpart of this questionis some- during 1965, the increasein S&L savingsdeposit
whateasierto answerthanthe first, althoughsome yield wasquite small.This stemsin part from the
factors already mentioned may help clarify the natureof S&L assetportfolios.The averagerateof
reasonsfor decline, return on the mortgage portfolio of a savings

First of all, there hasbeena redirectionof in- institution cannotrise rapidly becausethe average
dividual savings flow toward commercial banks life of a home mortgageloan, which ordinarily
and away from savingsinstitutionsof which S&Ls carriesa fixed rateof interest,is relatively long.
arethe mostprominent.As Table7 shows,in 1964 Consequently,S&Ls, in the short run, are limited
savings inflow at savingsinstitutions was nearly in the sizeof the increasein yields they are able
doublethat at commercialbanks.This advantage to offer on savingsaccountsif they do notwish to
diminishedin 1965 to the point wherenet ~avings impair their reserveandsurpluspositions.
inflow at both institutions was about equal. Say- Loansmadeby commercialbanks,on the other
ings institutions havecontinuedto lose ground in hand,ordinarilycarry relativelyshortermaturities
their battle for savingsduring 1966. During the and thusthe rateson loanscanbe adjustedmore
first half of this year the net inflow of savingsat rapidly. In addition, the vigorous demand for
savings institutionswas only 70 per centas large loans which has existed in the last two yearshas
as net savings inflow at commercial banks. A supporteda substantialincreasein loan ratesand
further look at the table,however, suggeststhat the grossrateof return of earningassets.On the
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otherside of the balancesheet,the barrier to fur- representedby bank savingsaccountsduring the
ther increas-sin interest rates payable on bank first half of 1966 declinedto 22 per cent from 26
time deposits. RegulationQ, has been increased per cent in 1965.
twice since the third quarter of 1964, allowing a The movementsof yield differentials in favor of
larger increase in yields than would have been credit market instrumentsappearto havehad an
possibleotherwise. impact on the relativedecline in savingsaccounts.

Secondly, there has occurred a redirection of Substantialincreasesin yield did occur on a broad
householdsavings flow away from savings institu~ spectrum of open market securities between
tionsto~%ar(lcredit marketin~’truments(e.g.,U. S. November1965 andJune1966.During thisperiod
Governmentsecurities,corporate stocks and 3-month Treasurybills rose from 4.08 to 4.50
bonds, local and state governmentobligations), per cent; 4- to 6.month prime commercialpaper
Thisrelativechangehasbeensubstantiallya 1966 from 4.38 to 5.51 percent; 9- to 12-monthU.S.
phenomenon.Between1964and1965 the shareof Governmentsecuritiesfrom 4.29 to 4.94per cent.
net financial assetacquisitionrepresentedby net Although the increasein yields on savings ac~

counts is not available for this period, it is quite
increasesin savings accountsat savings institu-
lions and in credit marketinstrumentsowned by likely that it was much smaller.

The rate of saving inflow at S&Ls might alsoindividualsdeclinedin aboutthesameproportion.
be expectedto fall with a decline in the shareof

During the fIrst two quartersof 1966, however, income individualsdesireto savefor the purpose
credit market instrumentsincreasedtheir shareof of acquiring financial assets.This share, ex-
net financiala~s’tsacquiredby individuals to 37 pressedas the percentageof net acquisition of
per cent from 5 per cent in 1965. During this financialassetsto disposablepersonalincome (in-
sameperiod savings institutions saw their share come after taxes, but before spendingfor con-
diminish from 25 per cent to 15 percent. It should sumption goods and services and spending on

also be noted, however,that the increasein ac- durable goods), amounted to 10.9 per cent in
quisitionsof cre(Iit marketinstrumentswas partly 1964. It remained about the same in 1965, but
at the expenseof commercial bank savings ac- slipped to 9.2 per cent in the first half of 1966.
counts.The shareof net financialassetsacquired —STANLEY L. GRAHAM
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conditions. . a

Economic indicators for the beginning of the per cent in nonresidentialand nonbuilding con-
fourth quartercharacteii&ebusinessactivity in the tracts.
Ninth district as strong, but lacking some of the Thehousingconstructionslowdownhasnot had
ebullienceof the year’s earliermonths.Cashflows a very severeimpact on the lumber and timber
into the (listrict farm sectorcontinued at record products industryin Montana at least through
high levels, but with pricesat lower levels.Total the month of October. During that month em-
constructioncontractsawardedwere up, but the ployment in the lumber industry was about 7 per
residential component comflinued a sharp dôwn centabovethe year-earlierlevel.
trend. The most recent BusinessWeekestimatesof

On a seasonallyadjusted basis district wage personalincome (first eight monthsof the year)
andsalaryemployinentindicatorsin the earlv~part indicate that the district’s rate of growth was
of the fourth quarter were little changedfrom somewhatabovethe national averageof 8.2 per
late third-quarter levels. Industrial output, as cent. AlthoughMontana’srate was slightly below
measuredby the district indices of industrialuse thenationalaverage,North Dakota,SouthDakota,
of electric power and production worker man- andMinnesotaall experiencedabove-averageper-
hours,also remainedat an essentiallystatic but sonal income growth. The faster income growth
high level, rate resulted in a slightly higher rate of growth

The district in general and Minnesota in par- in retail saleswithin the district relative to the
ticqiar havebenefited from the receipt of prime nation.
contractsissuedby the t S. Departmentof De- In November total credit at so-called “city”
fense.During the first half of the year Minnesota banks fell $26 million, in sharp contrastto the
was one of the few statesof the nation where $7 million averagerisethat hasoccurred in recent
dollar valueof prime contract receiptswas about years during this monthandthe $30 million rise
50 per cent abovethat of 1965. during November 1965. Investmentsfollowed the

During Octoh~i total construction contracts seasonalpattern; but loansdropped$25 million.
were about 5 percentabovetheyear.earlierlevel. Loans to nonbankfinancial institutions plunged
This increaserepresenteda drop over the first $20 million; “all other” loans, $10 million, both
ninemonthsof theyearof 9 1)(-r cent in residential far below their normal pattern. Business loans
bui1din~contractslet andan increaseof about23 increaseda seasonal$4 million.
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Daily averagedeposit inflow at district banks tering substantialincreaseswere Minneapolis an
duringNovemberwas about20 percentbelowthat adjoiningcities to thenorth, west,andsouth; an
of the averageinflow for comparablemonths in severalcities on the MesabiIron range includin,
the precedingfive years,the entire slowdown oc- Hibbing, Virginia, Hoyt Lakes,andEveleth.
curringat country banks. Bankdebitvolume in Upper Michigan increase

The decline in outstanding loans at city banks 16 per cent during the January-Octoberperios
served to dampen the loan-to.depositratio for Theprincipalpushcamefrom suchreportingciti~
thesebanks: it fell to 633 per cent at the end of as Marquette,Escanaba,andIshpeming.
November,its lowestlevel sinceJanuary. Bankdebitsas reportedby the FederalReserv

Systemfor the most part are checks again~
• . depositors’accountsandthusrepresentpayment
[lie’ Jol!on:iiei~~r~ted Lopu~ ~iesrrtbt’ pai-:wLdar

for goods,services,and debts.They also includa.pects of the’ (fi.cfrle( s current economic ~C(~fle~’
transfersof funds which of themselveshave 11
businesssignificance.Bank debitsmainly includ

Bank debits all debits againstcheckingaccountsof individuaL
continue higher partnershipsandcorporations,and of statesan

Overthe first ten monthsof 1966,Ninth district political subdivisions.They do not include debit
bank debits— the amount of checks drawn on totheaccountsof otherbanks,to theUnited Stati
banks— have consistentlyregistered higher levels government,or to savingsaccounts.
than in 1965.The volume of bankdebitsreported
by the totalsampleof Ninth FederalReservedis- Iron ore shipments
trict cities was 18 percent above the comparable ahead of ‘1965
1965period. Great Lakes shipments of iron ore from U~

For Minnesota the volume of bank debits for and Canadian ports during November totale
reportingcities for the first ten months increased about 5.9 million gross tons, according to di
21 per cent from the same periodin 1965. Regis- monthly reportof the American Iron Ore associi

tion. The Novembershipmentsbroughttotal shij
Bank debits for first 10 months of 1966 ments to more than 70 million tons for the 196

(per cent chenge from yeer eerUèr) season,an increaseof 4 million grosstonsoverthe
first 11 monthsof 1965.

Tonnage shipped from U.S. ports increased
generally over those of the previous year with
Taconite Harbor, Minnesota, showing a substan-
tial increase.

The 11.month cumulative total is the highest
since 1960 whenmore than 69 million tons of ore
were hauled out of Great Lakes ports to make up
for tonnagelost in the 1959 steelstrike.

The heavy shipmentsrun slightly counter to
steelmill production recordsfor the year. Output
at U.S. steel mills hasbeenrunning behind that
of last year; but in early November,for the first
time this year, the output record racedaheadof
l965’s pace.
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Cumukrti’e,e iror~ore shipments

With ore shipmentsrunning higher and mill
output running lower, ore stockpilesat mills are
up.Total inventoriesat iron andsteelplantsatthe
closeof Septemberamountedto 57.5 million tons,
up 2.2 million tonsover that of the year earlier.
The inventory consistedof almost34 million tons
of U. S. GreatLakesores,2.5million tonsof other
U. S. ores,1.5 million tonsof ore from Canadian
Great Lakes sources, and 9.6 million tons of
foreign ores.

Recentsales reports from the automobile in-
dustry indicate a national salesdropoff of about
5 percent (summerandfall of 1966as compared
to the sameperiods 1965). One major company,
GeneralMotors, notedthe marketsofteningwhen
it announced“schedulechanges”for 11 of its 23
assemblyplantsduring DecemberandJanuary.

But although some nervousnessas to market
potentialhascroppedup in the steelindustry be-
causeof setbacksin buying for automobilemanu-
lacture,manymills reportthe receiptof substantial
orders from other industrial segments.Over-all
strengthof the economy,particularly in the steel

consuming industries, thus seemsto indicate a
strong continuingdemandfor steel at least into
the earlypart of 1967.

Of 249 blastfurnacesavailablein the U.S. and
Canada,194 were operatingthe last day of Sep-
tember. This compareswith 166 in operationat
the doseof September1965 out of 251 available.

Retail sales high
High levels of employment and income in the

Ninth district in 1966 have resulted in a con-
comitanthigh level of spendingat the retail level.
Saleshaveconsistentlytoppedrecordsset in 1964
and 1965.

Sales of nondurablegoods have contributed
substantiallyto the gain, but sales of durable
goodsalso haveclamberedupwarddespitea slight
downdrift in new automobilesales.(District
registrationsof new automobilesduring the first
nine months of the yearwere about 1 per cent
below l965’s record-settingpace.)

Expendituresfor food also haveadvanced,with
price boostsaccountingfor apart of the increase.

Total estimated monthly retail ~oIes,
Ninth district
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Economic

1. Call due for huge Montana dam 3. lefinery to boost premium production
A bid call for the prime contract on Libby dam A $3 million expansionprogram has been an-

on the Kootenai river in northwestern Montana nounced by Northwestern Refining Company, St.
is due this winter. The 440-ft. high, concrete gray- Paul Park, Minnesota. The primary unit in the
ity dam will cost about $350 million. Its 90-mi. construction plan will be a catalytic reformer to
reservoir will extend 42 miles into Canada. Al- convert refinery naphtha into premium gradegaso-
ready underway is construction of a 7-mi., $50 line through useof a platinum catalyst.According
million railroad tunnel to carry Great Northern to company officials, the reforming unit is made
trackswest from Whitefish, Montana. The present necessary by increaseddemandfor high octane
roadbed will be flooded by reservoirwater, gasoline resulting from the greater use of high.

compression automobile engines.

2. Important oil discovery 4. Trune expansion scheduled
Texaco, Inc., hasbrought in an importantwild- Construction on the first unit of a planned$6

cat well in southeastern Stark county in North million administration and office building of the
Dakota. Oil flow is up to 47 barrels per hour Trane Company, LaCrosse,Wisconsin, is ached-
from Red River Ordovician formation. The well’s uled to start early in 1967. Primarily an air con-
location is 25 milesfrom any other oil production. ditioning and heating equipment manufacturer,

Trane is LaCrosse’s major industry.


