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District state and local government
borrowing and indebtedness

SinceWorld War II, every state in the country
has observeda markedly rapid growth in the de-
mand for facilities and servicessuppliedby state
and local governmentunits. During the Great
Depressionof the ’30s, expendituresmade by
stateandlocal units of governmenivere cut dras-
tically, as the drop in financial resourcesof citi-
zenseverywherecauseda declinein tax revenues,
Again, during World War 11, such capital ex-
penditureswere reducedto a minimum,to release
essentialmaterials and labor for the war effort,
And by the end of the war, a large backlog of
demandhad accumulatedor expansionand ex-
tension of the traditional facilities and services
of government,

The increaseddemandfor governmentalserv-
ices since the war, may be tracedto the overall
growthin population,to shifts from ruralto urban
and suburbanliving, and to a higher general
standardof living. The most rapid population
growth has occurredin the 1 to 21, andin the 65
and over age groups, the groups which require
especiallybroadgovernmentaservicesand,there-
fore, are expensiveto stateand local governments,
Ninth district stateshave an evenlarger propor-
tion of thepopulationin thesetwo bracketsthan
hasthe nation as a whole. For example,in North
l)akota, 43.8 percentof the populationwas under
21 years of agein the 1960 population census,
comparedwitt the nationwidefigureof only 39.7
percent;in Minnesota, 10.4percentof the popula-
tion was 65 or older comparedwith 9.2 percent
in the nation. Geographicshifts in population
from rural to urban centers and especially to
newly createdsuburbs has necessitatedhe exten-
sion Of basic public facilities. With the higher
plane of economicwell-being, which has resulted

from the risein real per capita income,an added
demandhasgrown for more and improvedfacili-
tiesandservices.

Thesedevelopmenthave createda growing de-
mandfor the type of facility thatdoesnotproduce
revenuedirectly. While an increasingproportion
of state and local governmentcapital has been
expendedfor revenue-producindacilities such as
toll roads, sewerandwater systems,public park.
ing facilities and evenfacilities for attractingnew
industrial enterprisesthe larger shareof the out-
lays still is involved in projects such as public
highways, streets,educationalbuildings and other
public structuresof the non-revenue-producing
type.

As these units of governmenthave faced the
supplying of the rapidly growing demandfor cap.
ital projects, public construction costs have in-
creasedasterthan the generalprice level. Higher
costs havefigured significantly in the increasing
outlays madeby government.

in view of the rising demandfor public serv-
ices, state and local governmentshave found it
necessaryo borrow enormoussums,reachinginto
the tens of billions, after their depletion of re-
serves built up during World War II. In this
article, net borrowing by these governmentsis
examinedin comparisonwith expendituresmade
for constructionand land, on the one hand, and
with thetotal revenuecollectedandtransfersfrom
the federalgovernmenf{largely grants-in-aid),on
the other. Specialattentionis given to the fluctua.
tions in annualnet borrowingsin relation to post-
war businesscycles.

The increasein net borrowings of state and
local units of governmenhas resultedin a rapid
rise in the indebtednes®sutstandingof all units.
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Since much uniformity existsin the purposesfor
which the indebtednessvas incurred, a detailed
study of a few statesprovidesa fairly typical pic-
ture of such financial developments in the nation
as awhole. To this end, this article describeghe
growing indebtednesof state and local units of
governmentin the Ninth district, with regardto
the type of debtoutstandingand the purposedor
which it was incurred,

Borrowings and the business cycle
Stateandlocal governmentiaveUSedborrowed

funds predominantly to finance capital projects.
Expendituresfor suchprojectsroserapidly during
the‘50s throughthefirst quarterof 1959, andthen
leveledoff, as maybe observedon the chart. They
recededafter this for nearly a year, beforereach-
ing their former peakagain in the latter half of
1960,

Theseexpenditureshave risen at a fairly uni.
form rate and do not correlatewith the swingsin
the post-World War II businesscycles. The plan.
fling and executionof capital I)rojects extendover
manymonths and arenot postponedby relatively
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short dips in businessactivity. During prolonged
economicslumps,suchas the Great Depressionof
the ‘30s, such expenditures, of course, are cut
drastically.

In addition to borrowedfunds, state and local
governmentsutilized accumulatedsurplusesfol-
lowing World War II; and, in the past decade,
they usedan increasingamountof currentrevenue
to finance capital projects. A substantialpropor-
tion of capitalexpenditurefas beenfinanced out
of currentfunds,including federal grants, as the
chartreveals in the difference between expendi-
tures andnetborrowedfunds. In the periodsince
the early ‘50s, stateand local governmentborrow-
ings haveriser more slowly than capital expendi-
tures, while total revenueshaverisen sharply: the
total revenuealmostdoubledfrom 1952 to 1960,
inclusively, rising from $31.0 billion to $60.3 bil-
lion. In both stateand local governmentsa move-
ment has shifted awayfrom the accumulation of
trust funds; amid a larger shareof operatingsur-
plusesand other sourcesof funds hasbeenmade
available for the financing of capital projects,

Increasedfederal grants also have provided a
larger flow of funds. A marked expansionhas
occurred, particularly since the passageof the
FederaHighway Act of 1956. Federagovernment
transfersto state and local governmentstotaled
$2.6 billion in 1052. and $7.0billion in 1960.

Since about 1950, the trend of net borrowings
by stateandlocal governmentshasleveledoff. Un-
like expenditures,netborrowings havetendedto
rise sharply in periodsof recessiomand to decline
in recoveryperiods.The counter.cyclicalpattern
of financingreflects,in part, cyclical swingsin the
volume of funds availablefor investmentin state
and local securities,particularly from commercial
banks. As may be observedon the chart, salesof
securities have beenrelatively heavy during re-
cessionsaand during thefirst few recoverymonths.
The levels of interestratesand credit availability
have had a bearingon the issuanceof such secur-
ities. State and local governmentstend to defer
financing in periods of tight money marketsand

to hasien in marketing them whenthe supply of
credit increasesand interestratesdecline.
Sources of funds

Most of the borrowed funds securedby state
and local governmentaunits are securedhrough
the national marketing system, which embraces
investment and commercial banks. However, an
exceptionis noted where statesor state agencies
use accumulated funds to purchasesecuritiesis-
suedby local units of government. For instance,
in Minnesota, trust funds are used for this pur.
pose; and in North Dakota, the state.ownedBank
of North Dakotapurchasesomesecuritiesissued
by local units of government.Furthermore,local
bank managementspartly on the basis of civic
responsibility, often bid on securitiesissued by
the municipality or other nearby units of govern.
ment.

Taken together, individuals have been the
largestinvestor groupin the market for stateand
local governmentsecurities. Thosewith high in-
comesgenerallyhave more fundsto investduring
recoveryperiods,and thereis inducemento shift
to tax-exemptgovernmentsecurities. Yields on
state andlocal securitiegypically rise during such
periodsin relationto savingsdepositsandsavings
and loan shares,thereby encouragingthese indi-
viduals to purchasestate and local government
securities.

Commercialbanks have run a close secondto
individuals in their investmentin state and local
government securities. They have been heavy
buyersand actually have dominatedthe market
in periodsof easymoney, withdrawing from it in
tight money periods.This hasresultedin acoun-
ter-cyclical pattern, which has not beenoffset by
individual investorsin the purchaseof suchsecur-
ities. During recessionscredit demandsby busi-
ness and consumerstypically fall off at commer-
cial banks while the FederalReserveSyster  pro.
vides banks generouslywith additional reserves.
As a result, portfolio managers of bankshave
reachedout to the alternateoutlets for their in-
vestable funds, which have included tax-exempt
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securities,as well as Federalgovernmentobliga-
tions and real estate loans. Furthermore, large
bank purchasegduring recessiondavetendedto
hold down interestratesand, thereby havestimu-
lated a largerflow of new offerings of suchsecur-
ities.

in the underwriting of these securities,no evi-
dence has been found to indicate unfavorable
treatmentof small issuesin the market. Profit
margins of underwritersappearto be influenced
much more by the quality and average maturity
of offerings than by their size. A significant sur-
vey finding points out that moderate-sizedocal
governmentunits have fared quite well in the
new issuemarket,often betterthanthe big cities.
Most issues are awarded through competitive
bidding, and issuesof small statesoften seemto
fare betterthan thoseof big statesthat enterthe
capitalmarketat frequentintervals.On the other
hand,very small local governmentalnits appear
to pay a slightly higher rate than medium-sized
cities of comparablecredit rating; but they do
not seemto be penalizedsignificantly, asthe dif-
ferential is small.

The rise In indebtedness

Large amountsof borrowing by both stateand
local governmentshasresultedin arapid rise in
the indebtednessutstanding.The gross debt of
state governmentsieclined during World War 1l
as capital expenditureswere curtailed. It wasre-
ducedto $2.4billion in 1946, beforethe postwar
climb began.By 1950,the total had risen to $5.3
billion and by 1960, to $18.5 billion. The debt of
local governmentswhich constitutes a largertotal
than that of state governments,has followed a
similar trend. In 1946,it wasreducedto alow of
$13.6 billion; by 1950, it had risen to $18.8 bil-
lion andby 1960, to 851.0 billion.

The indebtednessof Ninth district state and
local units of governmentin 1958 through 1960,

1 Robinson Roland I.. Postwar Market for State and Local

Government Securities, Princeton University Press, Prince-
ton, 960, pp. 128-133,
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TABLE 1—PER CAPITA STATE AND LOCAL GOV-
ERNMENT DEBT IN NINTH DISTRICT STATES AND
IN THE UNITED STATES AT THE END OF FISCAL
YEARS 1957 AND. 1960

] Parcent

1957 1960 inereave

United States ' $274,10 "$34225 49
Michigan 21827 284,12 %56
Minnescta 198.87 334.06 8.0
Montana 194 87 129.65 17.8
Mearth Daketa F44 15741 583
South Dakota 54.35 86.80 L
Wisconsin 144653 206,31 408

Scurces: U. 5. Depariment of Commerce. Bureau of the

Cenus, Compendium of Government Finances, 1957, Conwus

of Gevernments, p. 56,

Governmental Finances in the United States: 1960, G-GF40
—No. 2, September 19, 1961, p. 34.

TABLE 2—PER CAPITA STATE GOVERNMENT DEBT
IM NINTH DISTRICT STATES AND IN THE UNITED
STATES AT THE END OF FISCAL YEAR 1961:
Nﬂmmm i

“Amount

u;ahdsum i § 914k

m.:liqn . 100.48

[ Mimesota 8153

Hﬂr!'hﬂlhh Ll i R R e Dy

whhwa . i ey I e

| Wisconala e .

ngu ment of cWMt ﬁmpﬂ&m ﬂ Ivlth
o,

TAEI.ﬁ‘%-——INBE“EDNEH OF HINTH DISTHCT
STATE AND LOCAL GOVERNMENTS, ;
END OF HSCAI. YEAR 1957.

Percent of Percant of

Total* State®  Total Total
United States $53.039 $13,738 259 §39301 74,
Michigan 1.p42 628 34 1215 60
Minnesota T2 LT ) 631 - Beb
Mantans 145 42 190 103 . 710
Morth Dakata 85 R I [ 1 70 B24
South Dakota 45 o5 L 45 978
Wisconsin 593 7 1.2 586 988
*Millions of dallars.

Source: U

S. anmr of Commerce, Buresu of the
Cansus, Cnnpoﬂlum Government Finances, 1957, Concus

of Governments, p. 55,

the three yearsfor which dataare available,has
risennearly a third or 30 percent. Themostrecent
data available for the end of fiscal year 1960,

show that the aggregategross debtoutstandingin

the four stateswholly in this district, reachedan

all-time high of $1,561 million. In Michigan and
in Wisconsin,which arepartly in the district, the

debt outstandingtotaled $2,407 million, an in-
creaseof 22 percent.and $854 million, a 33 per-
centincrease,respectively,in the threeyear per-
iod.

Thus far, the growth in stateand local govern.
ment debt has been describedin terms of the
gross. However, an examination of the net out-
standingprovidesa more accuratepicture of the
amountthat must be servicedout of futurereve-
nue. Most governmentalunits maintain sinking
funds and other reservesspecifically held for the
redemption of long-term securities outstanding.
Grosslong-termdebt minus suchfunds equalsthe
net. Becauseof the vast differencesin population
and economic resource®xistingamong states per
capitadebt also providesa better basisfor com-
parison of the actual debt burdenthan doesthe
total debit.

Per capita state and local net long-term debt in
the United Statesrosefrom $274.10 in 1957, to
$342.25in 1960, an increaseof 25 percent.The
percapitadebt in all districtstatesfor bothyears
was significantly below the national average,as
may beobservedin thetable; nevertheless. in four
district statesit roseverysharply betweerthe two
years,from 41 percentto 68 percent.

Average per capita net long-term state govern-
mentdebtin the United Statesat the end of fiscal
1961, was $91.68. The per capita net debt in
Michigan wasup to $100.68,while in someof the
otherdistrict states(seetable , it wasonly asmall
fraction of the nationalaverage.

Nature of the debt

Nearly all of the debt outstandingis of a long-
term nature,involving obligationsduemore than
one year after the date of original issue,since
borrowedfunds are usedpredominantlyto finance
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capital projects. The of burrowed funds to
financelong-term projectshas beenjustified on a
number of grounds, among them the equity to
taxpayers.The projects generally are of service
over aperiod of years.In spreadindhe addedtax
burdenover aperiodof years,the burdenin some
measurefalls on taxpayersas they receive the
benefits. In this manner,peopleimmigratingto a
jurisdiction tend to pay for the services,while
thosethatemigrate do not,

In the post-WorldWar 1I period, the main ex-
ceptionto the financingof capital projectswasthe
issuanceof long-term bonds for the payment of
veterans’ bonusprogramsby state governments,
Of course, bondsfrequently are issuedto retire
outstandingissucs.

Much of the short-termdebt, usually incurred
during the courseof the fiscal year asfunds are
neededand repaidfrom tax receipts,is wiped out
before the end of eachfiscal year. At the end of
fiscal year 1960, in the six district statesonly one
stategovernmentad $300,000in short-termdebt
outstanding. Local governmentsin these states
had a substantiallylarger amount,$95.7 million,
which still was small in comparisonwith the
amount of long-term debt outstanding.

The long-term obligations are of two general
types, full-faith and credit bonds,and nonguaran-
teedbonds. When full-faith and credit bondsare
issued, the state or local governmentunit places
its entire taxing power behind the obligations,
This type of bond may be scheduledo be paid
out of a specifictax or out of nontaxrevenue,but
the state pledgesto pay the issue out of otherin-
come, if the designatedsource fails to provide
enough revenue. Generally, these obligations are
issued for the financing of capital projects not
directly revenue-producing. Nonguaranteedonds
are payable solely from specifically designated
revenuesand, therefore. do not carry the degree
of security of the other bonds. The use of these
obligations obviously is limited to revenue-pro-
ducingcapital projects, suchastoll roads.

In the nation, nearly two-thirds of the debt of

8 MONTHLY REVIEW

state and local governments in 1957, was out-
standingon full-faith and credit bonds; and the
remaindemwas due on nonguaranteedonds, ac-
cording to the Censusof Governments.“in the
Ninth district, some statesand the local units had
a larger proportion outstandingon full-faith and
credit bonds,while others had a smaller propor-
tion thantile national.The type of bond preferred
is traced,in part, to the legal frameworkon the
issuancef bondsin the respectivestates.In some
states,fewer restrictions surroundthe issuancef
nonguaranteedondsto finance revenue-produc-
ing projects,than in other states. Frequently,the
amount outstandingis not Limited by the consti-
tution, and often the endorsemenbf the public is
not required. The issuanceof these bonds does
not affect the credit rating on full-faith and credit
bondsof a stateor local government.

In all but one of the Ninth district states,an
increasingproportionof the statedebtduring the
‘50s wasoutstandingon nonguaranteedonds,All
of the statedebt in Wisconsin in 1951, was out-
standing on this type of obligation. In the four
stateswholly within the district, lessthan 10 per-
centof the statedebt in 1951,was outstandingon
nonguaranteedonds; by 1961, it had increased
to almost one-third of the total. In Michigan, the
nonguaranteedbond debt increasedfrom 13 per-
centto 83 percent.

Although tile indebtednesf both state and
local governmentdhascontinuedto rise in recent
years,sonicevidenceindicateshat it is beginning
to level off. In Montana, the local government
debtfrom 1958 to 1960, inclusively, roseonly 1.9
percent and in South Dakota, 9.1 percent.In
Ninth districtcities of over 50,000population,the
debtgrew in all but afew municipal governments
from 1951 to 1958, inclusively, while it declined
in approximatelyhalf of themfrom 1958 to 1960,
inclusively.

2 Bureau of
Compendium thfe Government Finances, 1957, Census f

Governments, pp. 55 and 56,



TABLE 4—TOTAL LONG TERM DEBT
QUTSTANDING
| Theusands of Dollars)

1951 1950
Michigan $284.811 $775,712
Minnesota 129,038 128,607
Meontana 24,091 49017
Marth Dakota 39,354 14,370
South Dakota 28,158 6,251
Wisconsin 4,131 55,029

Purpose of the debt

As we mentionedbefore, long-term securities
generally are issued for specific projects, rather
than for the offsetting of operatingdeficits. State
and local governmnentsdorrowed, duringthe *50s.
for such projects as elementary and secondary
schools, higher education facilities, water and
sewer systems,streets, highways, etc. Issues of
state and local debt outstandingin the nation in
1957, were calculated at 25 percent for local
schools and 18 percent for utilities, including
water, sewer, gas, electric power and transit sys-

tems owned and operatedby local governments.

The major share, 57 percent, was appropriated

for purposesnot classified in tile censustabula-
tions.

In each Ninth district state except North Da-
kota, a proportionlarger than the national figure
was issuedfor local schools;for example,Minne-
sotaand South Dakota showed46 percentand 41
percent,respectively. The proportionof debt out-
standingfor utilities in district states,was sub-
stantially lessin someamid morein others, than it
wasin thenation.

District state governmentdebt outstanding in
1951, was contracted for significantly different
functions titan that outstandingn 1961.In 1951,
approximnatelyhalf of the long-termdebtoutstand
ing in Michigan, Minnesota, North Dakota and
SouthDakota,wasstipulatedfor veteransbonuses.
This debtwasnotincurredin Montanauntil 1952.
Approximately half of the debt outstanding in
Montana was for highways, and a substantial
amount outstandingat half centuryin Minnesota,
Montana, North Dakotaand South Dakota, was
for rural credit debtincurred backin the’30s.

By 1961, muchof thedebtfor veterans’bonuses
hadbeenpaid off; but alargeamountoutstanding
had beenincurred for educational facilities. As

TABLE 5—DISTRIBUTION OF LONG TERM DEBT BY FUNCTIONM

[Parcant of Total)

Michigan Minnssata Mantana Morth Dakata South Dakota Witcansin
1961 1960 1951 1960 1951 1960 1951 1960 1951 1960 1951 1940

Education 13.1 173 1.7 (] 245 431 29 50.56 1.2 100.0 b&.2 9.7
Haalth and

Hespitals 22.8 5.l [+ N [ 7.0 58 <. o e O T
Vetarans Bonus 63,8 15,5 Y 7 &1.5 49.3 47.9
Public Safety ..o s 1 e R T Ty o v
Public Walfare .. .. ] L P PP
Highways e 2.1 2l 19.4 3B e i 2 e
Maon-highway

Transportation. ... i 13 Lt T i e A i R R e L e
All other 0.3 L 386 b59 18.3 B4 356 0.1 50.9 sk 27. 8.3

100.0 100.0 100.0 100.0 100.0

100.0 100.0 100.0 100.0 100.0 100.0 100.0
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may be observedor time chart, educationalfacili-

ties claimed the entireamountof stategovernment

debt outstandingin South Dakota, three-fourths
of the total in Wisconsin, and slightly over one-
half in Montanaand North Dakota. In Michigan,

a largeamount _ abouttwo-thirds of the total-—

wasoutstandingfor highways.

Conclusion

In the late ‘40s arid early ‘50s, state and local
governmentdebt was rising rapidly, somewhat

faster during economic recessions amid early
months of recoveriesthan in periods of business
boom, in manystate and local governments total
expenditureswvererising twice asfastasrevenues.
An increasingproportion of therevenuecollected
wasbecominga fixed commitmentfor debtretire-
ment in future years.Now, with the indebtedness
beginningto level off while revenuescontinueto
rise, budgetsof an increasing number of local
governmentsespecially againare becoming more
flexible, making it easierfor theseunitsto finance
servicesasthe servicesarerequired.

Continued favorable agricultural prospects,
somefurther improvementin nonagriculturalem-
ployment andrising personalincomescombineto

generatemoderateoptimism concerningthe dis-

trict’s current economic situation,

The agricultural situation, particularly, de-
serves special comment since generous rainfall
in recentweeksarid resulting favorable soil mois-
ture conditions have boosted July estimates of
district crop production much above last year’s
drouth stricken output. Total 1962 crop produc-
tion could reach near record proportions. All

10 MONTHLY REVIEW

[:l"' Ell[ conditions . ..

major cropsexceptcorn areestumnated NOW tO ex-
ceedlast year’slevel andtiile level of the mostre-
cent 3-yearaverage. Durum wheat production in
1962,for example,is now estimatedt 253 percent
of lastyear'sand aboutdoublethe 3-yearaverage.
Corn andsoybeansiavehadaslow start, hut good
growing conditions during the remainder of the
growing seasoreasily could overcomethis handi-
cap. Pasturesand rangesare unusually lush for
this time of year.

Total nonagriculturalemploymentin the district
continued to mark up modestgains at mid-year




with June employent up L7 pereent from a year
agoand up 1.8 percentfrom the previous month.
Employmenainsin manufacturingand construc-
tion were particularly noticeablefrom the latest
availablefigures. Employmentin mining andmost
of the other categorieswvasup, but only moderate-
ly, with averagehoursworked and weekly earn-
ings about steady over the May-Juneperiod.

Ninth district total personaincomes since the
first of this year have been averagingcloseto 6
percentabovethe sear earlierfigures. in June,a
6.8 percentincreasewas registeredfrom Juneof
1961. Neverthelessconsumerpurchasesat retail
storeshavebeen somnewhatisappointingin recent
months.

A continued strong demand for loansis noted
at boththe district city and country banks.This
demandhas been general or “across the board”
in regardto type of loans.Looking aheadto the
restof thesummer,a moderatedemandfor loans
generally is expectedon the part of many bank-
ers. Bank deposits particularlytime deposits.also
have continuedto gain, andthis fact generallyhas
offset any liquidity squeezeresulting from a
larger loan portfolio. Furthermore, relatively few
memberbankershaveborrowedfrom the Federal
ReserveBank in recentweeks,and several large
city bankshavebeennetlendersof federalfunds,
all of which suggestsno particular strain on the
liquidity of district banking at this time.

CROP PROSPECTS IMPROVED
Forecastfor 1962 crop prospectsn the Nintl

{ strict show considerable improvement over

lastyear’s drouth strickengrain output, according

to the U. S. Departmentof Agriculture. Favorable

moistur. conditions over most of the region are

tesponsible for the predictedincreasan the har-
vestof almostall grains.Table 1 showssubstantial
increasegpredicted over last year, with the output
of durum wheatandrye set at more than double
last year’s crops. Only corn production is fore.

castatlessthan the 1961 total.

TABLE 1—-INDICATED 1962 CROP PRODUCTION
IN THE MINMTH DISTRICT™

Millions Percent change
of bushals from 1941
Winter whaat &85 = 31
Spring wheat 1347 =+ 21
Durum 46,7 4153
Cern 774 — 12
Oats 320.7 + 15
Barlay 64,2 + 51
Flax 24,7 +4 27
Rya 20.7 4135

*Data are based on figures for the four states whally within
the digiriet,

The increasein crop production is expected
despite a reduction in the planted acreagesof
many crops (table 2), which reflects farmer par-
ticipation in the 1962 wheatand feed grain pro.
grams.Becauseof specialtreatmenin currentpro.
grams and favorable prices for flax and durum
wheat, the acreagesplanted to these crops in-
creased.

TABLE 2-1942 PLANTED ACRES IN THE
MINTH DISTRICT*

Millions Percent change

of acres from 1961
Spring wheat 73 — 75
Winter wheat 30 — 2
Durum 25 4 45
Corn 105 4+ 1
Oaty 8.7 — 4
Barley &7 — 7
Flax 29 4 3

*Data are based on figures for the four states whally withia
the district.

In Montanaand North Dakotathe outrun of all
wheatis expectedat 4.2 million bushelsand5.8
million bushels,respectively,an increaseof over
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crop prospects’- july 1, 1962

() good to excellent @fir @poor ( verypoor (@ neoar failure

* Relative conditions or prospects as indicated by reports from crop correspondents
on "all erops”

Source: U.S. Department of Agriculture




S0 percent above the 1961 level in each state.
Planted wheat acres aredown 12 percentin North
Dakotaand! percentin Montana.The production
of rye is expectedto be threetimesthe 1961 out-
put in North Dakota, and durum wheat is ex-
pected to more thandouble North Dakota’s 1961
output figure. Montana’sbarley crop is predicted
to reach53.2 million bushels, a twofold increase
over 1961.

Much the same patternis forecast for South
Dakota, exceptthat expectedincreasesin output
are smaller. Thetotal of wheat producedis esti-
mated to reach40 million bushels,an increase of
23 percent over last year's figure. with winter
wheatanddurumup 66 percentand57 percent.re-
spectively, andspring wheatdown 2 percent.Corr
productionin South Dakota is expectedto be
down 8 percentin spite of a 4 percentizmcrease
in planted acres.

Last year's drouth had little effect on crop
production in Minnesota, and, with the excep-
tion of durum, flax and rye, grain cropsare esti-
mated at levels lower than last year’s crops
attained.Acresplantedto wheatof all classesare
down 26 percent; this is associatedvith a drop
of 31 percent in wheat production. Oat= and
barley acreagesare down 8 percent arid 1 per-
cent, respectively, with an expecteddecline in
output of about 10 percentfor both grains. Corn
productionin Minnesotais predictedat 280 mil-
lion bushels,a decreaseof 14 percentfrom 1961,
while planted acreswere reduced?2 percent. This
declinein expectedcornproduction,which largely
explainsthe lower district total. is dueto a drop
from an exceptional64.5 bushels in 1961. to 58
bushels i this year's estimated yield per acre.

While rain is responsiblefor the brighter crop
prospectghis year, it hasprosed to be too mnuch
of a good thing in the Red River Valley area.
Frequentrains in late May and throughout June

preventedfarmersfrom planting many acres,and
continuingrainsin early July causedfurther dam-

ageto already planted crops. >everal countiesin
that areahaveprospectsof crop failure, the same
prospectsthat were faced lastsummer becauseof
drouth. Heavy spring rains armd cool weatherhave
delayedplanting in other areas,andcrop develop-
ment has tendedto lag behind that of last year.

Range grassand hay production, particularly
in the westernstates,is much aheadof lastyear.
Calves and lambs are reportedto be making ex-
ceptional gains becauseof plentiful supplies of
grass,andthey are expectedo reachgood weights
before fall shipping time. It now appearsthat
rancherswill be ableto carry their stock through
the summer without repetition of last summer’s
early sell-off.

DISTRICT LOANS AND DEPOSITS
TOUCH NEW HIGH AT MID-YEAR

Total loans and deposits of memberbanksin
the Ninth FederalReservedistrict exceededany
previous level at mid-1962. City bank loans and
depositswere up 7.4 percentand 11.6 percent,re-
spectively, fromn ayear earlier, while the country
banksscored respectivegainsof 5.5 percent and

6.9 percent.
The collective increaseof loans in June at dis-
trict memberbankswastime secondlargestin the

ostwar period for that month. At city banks,
ﬁ?ﬁéﬁ"ﬁ‘c?r%%'é‘&efn%%?rﬁ’é“v‘d&f‘, wRsliehe BRI vy
while the country bankgain of $31 million was
higher than any month, bar none,of the postwar
period. The nearrecord additionsto district mem-
ber bankloans representeda continuation of time
relative strength displayed by loans during the
entire first half of 1962, at botl city and coun-
try banks.
City banksduringthis period added$98 inillion
to loans—a largergain thar was registeredin the
first half of any of the previousten years except

1959. In none of the previous ten years did the
first-half loansincreaseat country banksexceed

AUGUST 1962 13



the $96 million gain registeredin thefirst half of
1062. Thesefactsarc revealedby the tablebelow,

CHANGE (N MEMBER BANK LOAND iy
FIRST HALF OF YEAR

(millions  of dollars)

City Banks Country Banks

District u.S. District  U.S.

1952 $6 $ 400 $10 $1,100
953 25— 200 20 1,100
1954 14 —1.400 0 1,100
955 66 2,700 31 1,700
1956 70 2 800 32 1 400
1957 2i 700 47 1,700
958 2 — 900 48 300
1959 1é 2,400 96 2,900
1960 | 400 82 2,200
1961 2% —1,700 56 1,200
1962 98 1,300 96 1,800

The table also shows the first-half changeof
loans at all city banksin the nation for the past
tenyears.The first-half loan gain at all city banks
in the nation in 1962, was exceededin three of
the previous ten years, while district city bank
loan gains were exceededduring only one of
the previousten years.The 1962 gain at all coun-
try banksin the nation was exceededn two of
the previousten years.while the gain at all dis-
trict country banksset a recordfor the ten.year
period. Thus, recentloans growth in the district
looks high not oniy in relation to past perform-
ance,but also in relation to the national picture.

Ordinarily, total deposits of district member
banksfall during the first half of the year. In
1962, however,an increasewas registeredfor the
secondtime in the postwarperiod. This reflected
the acceleratedpace of time depositgrowth fol-
lowing the announcemenby many banks earlier
this year,of higherinterestrateson time andsay-
ings deposits.In the first half of 1962, both city
antl country banksin the district addeddeposits
faster than during the first half-years of all the
previousten yearsexcept1958. At all city banksin
the nation the deposit loss recordedin the first

14 »ONTHLY Review

half of this yearwaslargerthanthatregisteredin
four of the previoustenyears.All country banks
in the nation, registereda depositgain this year,

which exceededthat of each of the previousten
years except1958.

CHANGE IN MEMBER BANK DEPOSITS iN
FIRST HALF OF YEAR

(millions of dollars)

City Banks __ Country Banks
District U.S. District U.S.
$ 0
1953 Sl 35309 =& 230
1954 27 —500 —37 —1,400
1955 — 95 —2,900 —69 300
1956 — 73 —3,700 —65 1,700
1957 — 69 —2,300 —34 —5500
1958 93 2,400 2 800
1959 —126 —8.500 —63 — 300
1960 — 65 —5,000 —80 —4.,500
1961 — {1 — 600 —5I 300
1962 63 —2,300 -7 300

RETAIL SALES RECEDE
FROM APRIL PEAK

National seasonallyadjustedetail salesin May
were about 1 percentbelow the April volume. In
June, adjusted sales were down by another 2
percent,accordingto the advanceretail salesre-
portissuedby the U. S. Departmenbf Commerce.
Decreasesn Junewere reported in both durable
and nondurableoutlets, with the largestdecrease
reportedin the automotivegroup. The numberof
new cars sold fell by 7 percentfrom the May
total, and salesof usedcarsalsoweredown.

Thedeclinein retail salesin May andJunewas
comparatively moderate. Sales for the second
quarter still averaged?2 percentabovethose in
the first quarter of this year and 8 percentabove
thosein the secondquarterof 1961.

During thefirst half of July in the nation,total
retail salesshowed a slight rise, parallel to the
increasenoted at thesametime last year: the sale
of newcarsagainrecoveredfrom the slowdownin



June.Weekly department store salesin the first

week were4 percentandin the secondweek8 per-
cent, respectively,above the volume in the same
weeksin 1961. Thesewere aboutthe samepercent-
agerisesover last yearaswererecordedin June.
New car salesfor thefirst ten daysin July easily
surpassethe volumein pastyears,with theexcep.
tion of the recordsalessetin 1955. High salesin

the first one-third of July indicate that the June
drop probably was temporaryand did not mark
the beginning of a significant falling off in new
car salesduring the latter half of the year.

Ninth district retail salesalso roseto a peakin
April and then declined in both May and June.
On a seasonallyadjustedbasis, departmentstore
salesWere down 7 percentin May and another?2
percentin June.The Bureauof Censussampleof
sales by retail stores, which excludes sales in
largeretail chains,is the broadestcoverageavail-
ablein the district. April salesby storescovered
in the samplewere up 11 percent;in May they

droppedto an increaseof 5 percent abovethe
comparablemonth a year ago.

The sale of new carsfollowed nationalsalesas
they marked a bright spotin the district retail
picture. New car registrationsin the four states
wholly in the district were up 27 percentin April
and 15 percentin May, and in the Twin Cities
metropolitan area, they increased28 percentin
May and 23 percentin June, respectively, from
a year ago.

Retail sales in the Minneapolis metropolitan
areahavedroppedmore since April thanin other
district urban centers. A newspaperstrike has
stoppedpublication of two dailies since April 12.
The shutting off of most newspaperadvertising
hasreducedthe volume of salesin the Minneapolis
loop. The volume lost by storesin the loop has
beenshifted, in part, to storesin St. Paul and to
shopping centersin suburbssurrounding Minne-
apolis; neverthelessa significant volume waslost
in the metropolitanareaas a whole.
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