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This article is the sixth in a series.concerning Upper.Midwest EconomicStudy. Each articI~
ogneulture in the \ inth ehstrwt I ~zcmaterial discussesa particular “type of farming area as
usedas a. basis~ this..órt4~7eis*taken~Jromthe deiüzeatedin the study.In i/i.e current issue,the
researchthat is in progressin conjlr.nctionwM the economicpicture in Area Ills discussed.

No major farm commodity producedin the can be usedmo~effectively in the production of
Ninth district i~as geographicallyconcentratedas rou~hages{~hay,silageandpasture).Thereexists,
dairy production. This concentrationis centered however,a wide range in soils and topography.
in Type of Farming Area II, a land massthat On the northern edgeof the area the soils. are
reachesfrom northccntral Minnesota to south- generallythin, light and relatively infertile, while
westernWisconsin. While the income from dairy in the southernportions the soils are heavy and.
products is of some importancethroughoutthe very fertile. In general,the areacanbe describe4.
district, this area alonehas accountedfor more as rolling to hilly. In the Mississippi River Valley
than50 percentof the total cashreceiptsfrom the the hills become quite steep and are subject to
(listriet~adairy productsduring thepast 15 or 20 erosion which netessitatesa concentration on
years.The influence of the dairy income hasbeeim roughagesin croppingpatterns.
enoughto make Area Ii rank secondb~lrindthe The c~P~iateis cool and the growing season
corn belt region of the district in terms of total relatively short.particularly in tue northern part.

cashincome.Over the past two decadesabout 20 Frost-free days vary from 110 to 170 per year.
percentof the total farm receipts iii the district Precipitation,averaging20 inchesin the west and.
haveaeeriieil to this area. ~l~)inchesin the east, is adequatefor the produc.

The orientationtoward dairying is largely due tion of roughagesandother alternativecrops.
to the soit~,topographyand climate of the area. Another factor which contributessignificantly
The land surfaceis such thatmuchof the cropland i thedairy incomeof time area is the major outlet
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for milk providedby the Twin Cities metropolitan size. In 1959the averagesize farm was 163 acres,
market. The milk shed for this market,which is 95 acresof which werein cropland.Slightly larger
under a Federal Marketing Order, lies almost farms with proportionately more cropland are
wholly in Area II. This marketabsorbsa large found in the southernandwesternportionsof the
quantityof the higher valuedclassA milk (milk area. Over all, almost 50 percent of the farms
used in fluid consumption) that would otherwise rangedin sizefrom 100 to 220acreswith 27 per-
move into manufacturedmilk markets. Producers centfalling in the 100.acreor less classin 1959.
included in the milk shedaccountedfor approxi- Someinsight asto why dairying is so important
mately 10 percent of the total milk producedin can be found in the combination of small farms
the areaduringthe pastdecade. that generallycarry on an intensivetype of farm

operationdue to a high labor supply-land ratio,
Number of farms, farm size and land use and the high proportion of land that is suitable

As is typical of areaswheredairy farming pre- only to roughageproduction.Of the total amount
dominates,Area II hasa largenumberof relatively of land in farnis, almost 50 percentis devotedto
smallfarms.More thanone-fourth of all the farms hay and pasture. This proportion tends to be
in thedistrict werecontainedin this areain 1959. higher in thenorthernportionsthan in thesouth-
In 1949 there were 108 thousandfarms in the em counties.The moreproductivesoils and cli.
area,a figure that had beenreducedto about 93 matic conditions of the southern part allow a
thousand by 1959. This downward adjustment, greateramountof landto beusedfor cornproduc-
about a 14 percentdecreaseduring the 10-year tion. This, in turn, facilitates livestock and hog
period, is somewhatless than the rateof decrease feeding,lesseningthe dependenceon dairy income
experiencedthroughoutthe district, in thosecounties.

The importanceof changingfarm numbersis The total land acreagein farms has been de.
found in the composition of the economicsizes creasingsince1945. It amountedto 15.1 million
within the totalnumber.Thesechangesareshown acresin 1959,which compareswith. 16.2 million
in table 1. The significant relative declinesin the acres in 1944. Increasednonfarm use of land
numberof noncommercialfarms (thosewith farm in theTwin Citiesareaanda small amountof land
product salesof less than $2,500) and Group II abandonmenton the northern edge account for
farms (thosewith farm product salesof between mostof the decline.In all, about85 percentof the
$2,500and $10,000) indicate the extent to which land massin Area II wasreportedin farms. This
adjusünentis taking place in the area.While the proportionvariedconsiderably,of course,with as
relative importanceof Group I farms (thosewith little as 20 percentof the land in the metropolitan
farm product sales of over $10,000) increased areacountiesreportedin farms.
markedlybetween1954and1959,their total num-
beris still small in comparisonto theothergroups. Cash farm receipts and farm production

Total farm marketingsamountedto $682 mu.
TABLE 1—NUMBER OF FARMS BY ECONOMIC lion in 1958. Crop saleswere of relativelyminor
CLASSIFICATION, AREA II importance,accounting for only 13 percent of

All farms Group I Group II Noncom- thetotal.Thesaleof dairyproductsaccountedfor
(thousands) (percent) m.rcial 39 percentof thetotal, justaheadof thetotalsales

1949 108 6.5 of all other livestock. Table 2 indicatesthe de-
1954 102 8.7 56.9 34.4
1959 93 19.2 53.5 27.3 gree that the sourcesof farm marketingincome

haveshifted during the past 20 years.During the
Farms in Area II are relatively small in acre period 1954.1958,the Group I farms accounted
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for almost 30 percentof the area’stotal cashre’ Milk productionaveraged8,577million pounds
ceipts, while the Group II and noncommercial annuallyduring the 1954-1958period, an increase
farms accountedfor about 60 and 10 percent, of 28 percentover the 19394943level. As shown
respectively, in table 4, milk productionper cow increased31

percentduring the same time span to reach an
TABLE 2CASH RECEIPTS BY SOURCE,AREA ~ annual averageof 7,208 poundsper cow.

1939 1949 1958
(percent)

All products lCD 100 100 TABLE 4—TOTAL MILK PRODUCTION, NUMBER OF
All crops 19 12 13 COWS AND MILK PRODUCTION PER COW BY
All livestock 81 88 87 FIVE-YEAR PERIODS, AREA II

Dairy products 43 41 Total milk Number of Production
Poultry products JO 13 13 produced cows per cow
Other livestock 28 34 35 (million pounds) (thousands) (pounds)

‘Includes a minor portion of forest products. 1939-43 6,699 1,224 5.497
Source: Census of Agriculture and U. S. Deportment of 1944-48 7.168 1.244 5,762

Agriculture. 1949-53 7,386 1,1 17 6.612
954-58 8,577 1,190 7,208

Marked differences existed among the groups
Source: Stofe-Federol Crop Reporting Sevkas, Minnesota,

of farmsin the relativeimportanceof the various Wisconsin and Michigan.
sourcesof cashreceipts.In particular,dairyprod.
Ucts accountedfor a relatively lower proportion Even with the improvementin herd size and
of cashreceiptson Group I farmsthanon Group productivity, the areaincludesa largenumber of
II. During the 1954.1958period,31 percentof the relatively small dairy herds.Among the commer-
Group I farms’ cashreceiptswere derived from cial farms, for example,over 20 percent of the
this source, while the smaller Group II farms farmshad dairy herdsof less than 10 cowswhile
received4.8 percentfrom dairyproducts. lessthan6 percenthad30 or morecowsperherd.

There havebeen some noticeable trends over Part of this is explainedin the fact that many of
time in thenumbersof the variousclassesof live- thesesmall herds are part of the livestock pro.
stock.Thenumberof dairycattle, themost impor- gram of generalfarms.
tant class,has renmained fairly constantover the Dairy farmerswho producefor the Twin Cities
past 10 years,increasingonly 3 percentbetween market, however,should be in a class by them-
1949 and 1959. Other cattle, however, have in- selves.This group of specializeddairy operators
creasedalmost 10 percentinnumberover thesame has probablyshown much morerapid growth in
period. Therehas also been a slight increasein herd sizeand productivity than indicated in the
the numberof hogs in Area II. On a per farm totalsof all farmsreportingmilk cows.Thesefarm-
basis, the trend in livestock numbershas been ers operateunder pressuresstrongly inducive to
definitely upward (table 3). unit enlargementandefficiency increaseto gain a

greatervolume of income. The pressurearises
TABLE 3—NUMBERS OF LIVESTOCK PER FARM, mainly out of higher costs that are incurred
AREA II throughthe more stringentstandardsrequiredfor

Year Cattle end Milk Sheep end Hogs and Chickens
calves cows lambs pigs grade A milk.

1939 18 II 22 8 95 Corn, oats and hay are the major cropspro-
1944 24 13 26 14 15$ ducedin Area H. During the period 1954.1958,
$949 23 12 32 22 ISO an averageof 2,084 thousandacresof oats,2,009
954 30. IS 39 35 199

thousandacresof corn and1,903 thousandacres
$959 33 17 44 36 202
Sour.e;Census of Agriculture, of hay were harvestedeach year. Soybeansac-
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countedfor an additional511 thousandacreswith period. ‘l’he Group 11 per farni annual investment
other cropsbeing of minor importance. Differ- amountedto $24,469per year and the noncom-
encesin cropping patternswithin the area were mercial farm had an investmentof $12,236 per
not great,although moreemphasiswasplaced on year over the studyperiod.
oats and hay in the north, while corn and oat
acreageswereaboutequalwith a little higherpro- Production expenses
portion of hay acreagein the west.In thesouthern Farmproductionexpensesaveraged$436million
part, corn was more dominant in the cropping per year in Area II during the 1954.1958period.
pattern. Cashfarm expensesaccountedfor 78.5 percentof

Crop yields throughoutthe areawere relatively this totalwith the largestsingleitem, feedexpendi-
high. Theaveragecornyield during the 1954-1958 tures, accounting for 22 percent of the total.
period averaged54.5 bushelsper acre, and oats The remaining 2L5 percent of the production
averaged43.5 bushelsperacre. Significantdiffer- expenses was depreciation. Cash expenditures
encesin yields among the groups of farms did amountedto 85 percent of the total production
exist. F’or example, corn yields on the Group ~ outlay of the GroupI farmsand79 percenton the
farmsaveragedabout 58 bushelsper acre and on Group II. Conversely,depreciationaccountedfor
Group II farms,about 54 bushelsper acre.The a larger proportion of the total on the smaller
comparisonin oat yields was 51 bushelsperacre farms.
and 43 bushelsper acre,respectively. Labor utilization

Capital investment The over.all level of labor utilization in Area

Total capital investmentin Area H farmsaver- 11, primarily a dairy area,was relatively lower
aged $2,300 million annually during the 1954- thanthatnoted in many otherareasof the district.
1958 period. Of this total,66 percentwas invested This wasparticularly true in comparingthis area
in real estate,14 percentin livestock and 20 per- with the ranching and wheat.livestockregionsof
centin machinery. Commercial farms (Group I the westernstates.1In all, only 58 percentof the
and Group II) controlled over 81 percentof the labor availablefor farmwork was effectivelyutil-
total investment,while noncommercialfarms ac- ized in terms of known farm technology.Labor
countedfor the remaining19 percent.Out of the utilization on the Group I farms, averaging78
total livestock investmentof $324 million, cattle percent, comparesmore favorably with similar
and calves—primarilydairy stock—accountedfor sizedfarms in other areasandreflectssomeof the
85 percentand hogs,for 12 percent. economiesthat can be gainedas the unit income

Group I farms held almost20 percent of the and sizeare increased.The effectivelabor utiliza-
total investment,while Group II farms held 61 tion on the Group II andnoncommercialfarms—
percent.GroupI farmshelda relatively largerpro- and these farms makeup about 92 percentof all
portionof their investmentin land andbuildings farms—wasestimatedat 63 percent and36 per-
and less in machinerythan did the Group H and cent.
noncommercialfarms. The Group II farms, how. Upon first glancetheselabor utilization figures
ever, investeda relatively larger amount in live- would appearcontraryto the fact that the dairy
stockthan Group I farmsdid, reflectingthe efforts farm is arelativelyheavy labor using unit. lIo~’.-
of thesmaller farm operatorsin intensifying their ever, it must be rememberedthat the farms in
operationsto achievea greaterincome. SeeUpper Midwest Agriculture: Structure and Problems

The average Group I farm representedan an- by A. C. Knudtson and R. W. Cox, Study Paper No. 3,
Upper Midwest Economic Study, University of Minnesota,

nual investmentof $51,136during the 19544958 January, $962.
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this areaare small, averaging158 acres in size, Farm income
andthat theaverage farmreportingmilk cowshad The annual avesage gross farm income of all
a herdof only 17 cows during the 1954-1958study farmers in Area II amounted to an estimated
period. These averages contrast with current $699 million during the 1954-1958period. Cash
known dairy technologywhich indicatesthat mod- farm marketingsaveraged$614 million per year
em dairy farming will allow a single man to over the period; governmentpaymentsaveraged
handle44) to 50 cowsandstill haveadditional time $7 million, andnoncashincome,includingproduce
for other farm work. Thus, since the dairy farm used in the farm home and the rental value of
is a rather consistentuser of labor throughout dwellings, $78 million. Commercial farms, 65.5
the year, the aboveutilization data reflect a rela- percentof all farms, accountedfor 92 percentof
tivelv large amount of underemployedpeople. the total gross income.
Theselabor utilization estimatespoint out, prob- Productionexpensesaveraged$436 million an-
ably better than any otheravailable information, nually overtheperiod.Thusanannualaveragenet
the importancein increasingfarmand dairy herd incomeof $263 million wasrealizedby the area’s
size in the over-all adjustmenttoward more ceo- farmers.
nomically efficient farm units, The per farm income and differencesin the
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earningcapacity among the ecunoink groupsof ‘l’he iiet cashincome (cash receipts plus govern.
farms are shown in the chart. Thesefigures not ment paymentsless cashfarm expenses)of the
onlj show the earning power of farms but are, averageGroup II farm amountedto $2,966,a fig.
in a sense,a summationof the differencesin the urethatappearsto be little more thanadequatefor
productivity and efficiency observedamong the family living expenses.The annual depreciation
groupings.Perhapsthe most striking comparison of the averageGroup II farm amountedto $975.
can be madebetweenthe Group I and Group II Thus, if this averagefarm wereto morethanmain-
farms, both of which are primarily dependent tam its capital at the depreciation rate, family
upon agriculturefor their income.In eachof the living expenseswould haveto beheld to aboutthe
income conceptsshown—gross,net and net cash $2,000level. This sumwould allow for very little
—the Group I farm achievedan income of more personalsaving,much less for retirementof any
than threetimesthatof the smaller. debt that would, in all likelihood, be incurred in

The per farm net income,$9,293on the Group the normal operation of the farm. This hypo.
I farm and $2,735 on the Group II, is the return thetical illustration basedon averagesindicates
to all factors of productionusedon thesefarms, the weak and nonsustainableposition of many
The factors include invested capital, operator’s Group II farms. If these farmswere to continue
labor and the operator’s managerialability. By as operationalunits, without any reorganization,
separatingthesecomponentsand distributing the a fairly largeamountof supplementalincomefrom
net income among them, it is possibleto get an off-farm sources would be required. However,
approximateidea regarding their individual re- the fact that 56.7 percentof all farmsin Area II
turn and, in particular,to derive an estimateas fell into the Group II categoryis a strong indica-
to the valueof the farmoperator’stime and effort tion that there will be a continuedattrition of
in the actual managementof the farm, in esti- thisgrouptogetherwith theestablishmentof large
mating the return to management,the assumed units through farm consolidation.
cost of capital (5 percentof the investedcapital)
and the value of the operator’s labor (assumed
equal to the hired farm labor wage rate) were
deductedfrom net income.The resultingestimate TABLE 5—OFF-FARM EMPLOYMENT OF
showsthat the averageGroup I farm operatorre- FARM OPERATORS,1954, AREA II
ceived $3,438 for his managerial ability. The
averageGroup II farm operator, on the other ~
hand,receiveda~negativereturn of —$1,611 for tOO days than

his managementefforts. In theseterms,thesmaller (t) farm income

farm operatorwould havebeeneconomicallybet- Group I 30 5 3

ter off had he investedhis funds elsewhereand Group Il 27 8 7
worked for anotherfarmer at the prevailingwage Noncommercial 66 49 48

rate. While the level of managerialability might
be higheron the larger farm, this type of analysis
is a further indication of the important relation- Off-farm Income
ship betweenfarmsize and income. The opportunity for off-farm work is greats!-

The analysis of net cash income provides a for Area II farmersthan for those in almostany
measureof the viability of thesefarms. It is this other areain the district. The reasonfor this, of
cashflow that must providefor family living ex- course,is the proximity of the Twin Cities metro-
pense, capital replacementand debt retirement. politan area and other fairly large communities
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in the area,‘l’lii~ factor is highly importantin the largenumberof farms. They numbered93 thous-
analysisof the area’sagricultureand, in particu- and in 1959,aboutone-fourth of the total number
lar, of the noncommercialfarm sector.As shown of farms in the district. Most of thesefarms are
in table 5, 66 percent of these farmers worked small in terms of economicand acre size; less
part time off the farm, and almosthalf worked than 20 percent of the area’s farms had farm
more than 100 days off the farm. Further,48 product salesof $10,000 or more in 1959, and
percentof the noncommercialfarm operatorsic- - about54 percenthadsalesof between$2,500and
ceived more income from off-farm sourcesthan $10,000. The averagesize of farm in 1959 was
from farm production. Thus, in view of the in- 163 acreswith 95 acresof that incropland; about
come position of the noncommercialfarm, it is half of all the farms rangedin size from 100 to
likely that thesefarmsare viewed as a meansfor 220 acres.
supplementalincome rather than as the prime Total farm marketingsamountedto $682 nil-
source of income for a large majority in this lion in 1958, of which about 40 percent was
class.Unfortunately,this sidelinemight well have derived from dairy products. In general., the
a surprisingly high cost in terms of alternative smallerfarms were relatively moredependenton
usesof the operator’stime and efforts, dairy product incomethan the larger farms.

The commercial farm operators,however,did The predominanceof small farm units has led
not appearto be working off the farm to a much to a rather low level of labor utilization relative
greaterextent than did commercial farmers in to what could be achievedif moderndairy tech-
otherareasof the district. And a higher propor- niquescould be applied. This problem of ineffi-
tion of the more prosperousGroup I farmers cientsizedunitshasled to an agriculturaleconomy
worked parttime off the farmthandid theGroup top-heavywith farmsthat are in a weak and non-
II, although a slightly larger proportion of the sustainableincome situation. Thus, Area II is
Group II farmersworked 100 days or more off likely to undergo a continuation of off-farm
the farm and earneda greaterincome from this movement,andthe rate of farm number decline
source.Thesefigurespoint up, to someextent, the is likely to increasein the future. The pressure
importance of the labor utilization estimates. will be two-sided; good managerswill see the
While the labor on the Group II farms is effec- incomepotentialof largerunits and will strive to
tively utilized at the rate of 56 percent,this is expand,while otherswill seethe futility of at-
probably due to the inefficienciesinherentin the tempting to gain an adequateincome from in.
small unit, and the underemployedlabor is not sufficient resourcesandwill sell out.
actually available for other uses. Oneinfluencethat is felt morestrongly in Area

II than in other district areasis the potential
Conclusion labor market found in the Twin Cities and other

Type of FarmingArea II is the dairy centerof largecommunities.This providesthe farmer with
the district. For thepast 15 to 20 years this area an excellentopportunityto supplementhis income
has accountedfor more than 50 percentof the from othersources.To a large extent,it appears
district’s total cashreceiptsfrom dairy products. that the noncommercialfarmersare strong users
The soils, topographyandclimate are such that of that opportunity. Whether or not the smaller
the productionof roughagesis the mostefficient commercialfarm operatorswill be able to make
meansof usingthe land resource.The area also significant use of this opportunity to supplement
encompassesthe Twin Cities metropolitanarea,a their farm incomewill dependin part upon their
major marketfor milk, ability to modernize their units and, thus, to

Another distinctive feature of Area II is the freethepotential labortime that is now available.
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conditions - .

anuaryand Februaryusually mark a seasonal and iiit’esLinents changedvery little, indicating a
low point in businessactivity in the Upper Mid- slight improvementin the district’s bank liquidity
west. This year should prove to be no exception. position at mid-January.Member bank borrow-
In fact, the extremecold in recentweeks might ingsat the FederalReservebankhavebeenalmost
result in the seasonalvariation being evenmore nil in recentweeks.
noticeable. Certainly, it might be expected that In summary,the most recently availableseries
outsidework would be curtailedas much as pos- of district economic indicators and particularly
sible during the unusuallylong period of subzero the favorableagricultural income record suggest
weather.In spits of the cold, however,shoppers the district’s economyis continuingin a relatively
at theTwin Citiesdepartmentstoreshaveincreased ~trongposition in spiteof theseasonalblueswhich
their purchasesa moderateamountfrom yearago prevail frequently at this time of year.
levels.Also, the numberand the dollar volume of
checksclearedthrough the FederalReservebank ,, .

I he following selectedtopics describeparticular(lUring Januarywere up substantiallyfrom year - . - -

- . . . . aspectsof the district s current economicscene:
ago leveis inaicating a continueanign ievet 01
financialactivity. . . NONFARM EMPLOYMENT PICTURE

Improvement in district personal Incomes
throughtheend of 1962providesa favorablebase Major economicindicatorsin the Ninth district
for economicactivity. Decemberpersonalincomes, expandedthroughout1962, with the exceptionof
for example, were up an estimated8.3 percent employmentin nonfarmestablishments.Such em-
froni a year earlier, with farmers’ net income ployment, seasonallyadjusted,rose to a peak in
showing a particularly strong trend. Wages and August 1962 and declined slowly during the re-
salariesexhibited a slight decline from Novem- niainder of the year. Even so. the number of
her. but were up more than 7 percent from Dc- workersemployed in urbancenterslast December
cemberof 1961. was 2 percentabovea year earlier.

In recent weeksa slackeningoccurred in the The cutbacksmadein iron ore mining, in the
rate of growth of time depositsat the city banks, simple methodsof beneficiation and in shipping
but in countrybanks the upwardtrendcontinued led to an employment contraction in both the
strong. A substantialimprovement iii the rate of mining and transportationindustries. In mining,
demanddepositgrowth occurredat bothcity and district employmentdroppedapproximately1.200
country banks during the 4-week period ending workers more than seasonallyfrom June to l)r-
aboutmid-January.On the otherhand,bank loans cember.inclusively. Comparedwith a ear earlier.
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employmentwas up 2.5 percentin Juneand down Employmentin other broadindustrycategories
nearly 3.3 percentin December.In the fields of continued to expandin the latter half of 1962.
transportation,communication and public utili. The largestgrowth occurred in the government
ties, the number of workers declined by about field, reflecting the increasein public education
1,280workersfrom Juneto Decemberinclusively instructors to meet annually rising enrollments.
—morethanthe seasonaltrend.’

The shrinking of district nonfarmemployment
in the latter half of 1962 also extendedto the
manufactureof durablegoods.From lastAugust DISTRICT BANKING DEVELOPMENTS
to December inclusively, employment in these The broadmovementswhich characterizedthe
industriesdeclinedby 600workers,althoughgen. depositbehavioroverthe year1962 (summarized
erally no seasonalcontractionoccurs during this in theJanuary1963 issueof theMonthly Review)
period. Employmentfell off in the manufacture seemto be reachinginto 1963. Thus,total mem-
of furnitureand fixtures, primary metal products, her bank time depositsappearto havecontinued
lumber and wood products,nonelectricalmachin. the rise initiated by the January,1962 changein
ery, andordnanceandscientific instruments. RegulationQ, althoughthe rate of increaseseems

In additionto thedemandin theprivatemarket now to havediminished.BetweenDecember12,
for durableproductsproducedin thisdistrict, the 1962 andJanuary9, 1963,the increasein district
amountof governmentcontractsawardedto manu- memberbanktime depositsamountedto $24mil.
facturersin this areaalso has a significant bear’ lion, as contrastedto the averageJanuarythrough
ing on the level of output.The amountof military Novembermonthly increaseof about$38 million.
prime contractsawardedin the four stateswholly This slowdown in the growth of depositsin the
in the district aggregated$100 million in the current period is due primarily to an absolute
third quarterof 1962, comparedwith $147 mil. declineof city banktimedeposits.BetweenDecem-
lion and $136 million in the second and first ber 12, 1962 andJanuary9, 1963,city banktime
quartersrespectively.The falling off in suchcon- depositsfell $3 million, whereasthe averageJan-
tracts has had some bearing on output and, uarythroughNovembermonthly changeamounted
therefore,on employment, to a $21 million increase.Time depositgrowth in

On theotherhand,employmentin themanufac. country banksstill continuesto increasestrongly.
ture of nondurableproductscontinuedto expand It is interestingto note further that the rateof
during the latter half of 1962. However, employ- growth of demanddepositsnow seemsto be in-
ment during the latter half of 1962 in the rela- creasing.Grossdemanddepositsoverthefour-week
tively large food processingindustry was only period ending January9, 1963, rose$51 million
slightly above the total a year earlier. Montana as contrasted to a January through November
and both Dakotas recorded a decline in such averagemonthly changeof $2 million. Moreover,
employmentdespitethe harvestingof near-record this acceleratedrelative growth of demand de-
farmcrops,while in Minnesotaonly poultry dress- positsseemsto be common to bothcity and coun-
ing plants, and canningand sugarrefining estab- try bankswithin the district, although the largest
lishmentsnotedsignificantrisesin food processing increasetook place in district city banks.
employment. Thus far in 1963,the datado not suggestthat

bankcredit has kept pacewith depositbehavior.
1Estimates on employment in transportation alone are not BetweenDecember12, 1962 andJanuary9, 1963,
released in the published reports. A rise in employment in memberbank net loans rose $9 million, while
communications and public utilities may have partly offset , -

the decline in transportation. member bank investmentsfell $5 million. In this

FEBRUARY 1963 11



respectthe contrastbetweencity bank and coun~ credit suggestsaft increaseiii the liquidity of dis-
try bank credit behavior is significant, Over this trict memberbanks.In turn, this implied increase
four-week period city bank net loans fell $14 in the liquidity of district memberbanks is re-
million while investmentsrose $13 million. In flected in a fall in memberbankborrowingsfrom
country banks,on the otherhand,net loans rose the FederalReserve bank. In fact, betweenDe-
$23 million while investmentsfell $18 million. cember 12, 1962 and January9, 1963, member
The combinedresult of thesechangeshasbeena bank borrowingsfell $10 million.
net increasein memberbank net loans and in- It is interesting to note that the very pre.
vestmentsof $4 million. liminary January16 bankcredit figuressuggesta

This relative behavior of depositsand bank further declineof district memberbankcredit.

Commodity CredIt Corporation
certificates: an alternative
short term investment

To call a spadea spademakesgood sensewhen to returnthe advancepaymentplus interest to the
speakingof spades.To call a loan a loan when government.The bank merely acts as an agency
speakingof farmloansdoesnotalwaysmakegood to disbursethe advancepaymentor loan to the
sense and, unfortunately, can be a misleading farmer; this is the only realconnectionbetween
viewpoint when taken by a banker in attempting the bankand the farmer-governmentrelationship.
to maximize returns on short term investment. The bank is not involved in the final settlementof
‘fhis refersin particularto an item termed“loans the individual loans;aboutthe only responsibility
to farmersdirectly guaranteedby the Commodity the bank has is to be sure that the farmer has
Credit Corporation.”While a farmermight think receivedvalid approvalfor the loan by the Agri-
of this item as a ‘loan,’ the banker’s viewpoint cultural Stabilization Committee county office.
should be ‘riskless investment.’ A close look at There is no further connectionbetweenthe bank
these loans brings out two distinct cases,one and the farmerwith regardto thisparticular loan
involving a farmer-CCCrelationship, the other a oncethe bankhasmadethe disbursement.
CCC-bankerrelationship.The fact is. funds han- Undercurrent CCC proceduresthe value of all
died under this item in no way representa debt of the loansto farmers issuedduring a givencrop
on the part of the farmer to a bank; ratherthey year is aggregatedin what is termeda commodity
representthe obligation of a farmer with respect pool. As evidencethat the funds havebeenpaid
to his participation in governmentprice support to the farmer, the bank retains a Certificate of

programs.Moreproperly- thesefunds are advance Interest that shows the amount of the cashpay-
paymentsto thefarmerby the governmentfor the ment, the date of payment, the bank’s transit
production of certain crops with the fanner’s number and other necessaryinformation. The
having the option either to deliver the cropsor value of the CCC certificatesheld by any bank,
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theim, is simply part of the commodity pool with TreasuryHills. As show:m in chart 1, the certifi-
no relationship to a specific commodity— much caterate generally laggedbehindthe market rate
lessa specific croploanwith an individual farmer. for TreasuryBills during the first year anda half

Eachbank, once it has acquired a certificate, that the programwas in effect. After thatperiod,
has the option of immediately redeemingit with however, the Bill rate droppedsharply and the
the CCC or retainingit for some period of time, certificate rate, which was less responsiveto the
If thebankredeemsthecertificate,the transaction change,becameveryfavorable.In fact, the spread
is over and done with. If it choosesto retain it, between the certificate and Bill rates reached
then the certificate representsan in~estiiienton almost 2 percentagepoints for a short period. In
the part of the bank in the over-all CCC corn- thespringof 1961,the certificateratewasbrought
modity pool. The major error in viewing into line with the Bill rateandheld therethrough
thesefunds as bank loansto farmersis that the 1962. The certificate rate, however, has been
amount of certificatesis simply not a loan to a slightly higher than the 90-day Bill rate through.
farmerbut is, in fact, a short term investmentby out the period since 1961 and,except for a few
the bank.Thus, the real importanceto a bank of months, exceededthe market rate of the six-
the certificate lies in this short term investment month Bill.
feature. As such, certificates comparefavorably The chart also indicatesa degreeof stability
with othershort term invest-
ments,particularly Treasury
Bills. Certificates carry a Chart I—Monthly average Treasury Bill yields and rates pad
competitive and relatively on CCC certificates of interest
stableinterestrate; they are
highly liquid and havewell
defined terms, which lend
them to easy management
as a portfolio item.

Interest rates
Therateof interestearned

by certificates is fixed by
the CCC subject to change
upon publishednotice in the
FederalRegister.While the
ratemay be increasedor de-
creasedaccording to CCC
policies, a 30-day notice is
mandatorybefore the rate
is reduced.Sincethe present
programfor bankparticipa-
tion was inaugurated in
1958, certificateinterestrate
changes have been fairly
closely relatedto the market
rate of 90-day and 6-month
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in the certificateiatr. During the past threeyears by sitriply redeeming it with the CCC. Once the
the certificate rate has been changedonly four certificateis cashed,its value becomespart of the
times with the current rateof 3 percentin effect corporation’sshare in the commodity pool and,
since November 1961. This relative stability in for all practical purposes,is lost as an investment
interestplus the 30-day notice that must be given opportunity for banks.The law, however, does
before the rate can be reducedadds a further authorizethe CCC to make its shareof the funds
favorable note on behalf of the certificateas a in the commoditypool available to any approved
short term investment institutionupon directapplication to the Corpora.

tion, an option that wasexercisedduring the first
Liquidity six months of 1960, although it is not currently

There is probably no investmentthat a bank followed.
canhold as nearto cashas theCommodityCredit Provisions do exist, however, for interbank
Corporation certificate.The corporation will re- transfer of certificates. All a bank need do is
deema certificateat facevalueplus earnedinter- endorseanddeliver thecertificateto anotherbank
eat at any timebetweenthe datea bankprocures which, in turn, may eithercashit or hold it as an
the certificateand the maturity date of the cer-

investment.As the holder of record of eachcer-
tificate. All the bank has to do is to turn the

tificate is determinedby the transit number on
certificate in as a cashitem throughthe regular the certificate, it may be submitted to the CCC
bankchannels.A short lag doesexist betweenthe for a reissue showing the proper ownership.
time the facevalue is convertedto cashand the

Interestearningsare payableby the CCC to the
time interest is received by the bank, as that holder of record. Of course, certificatescan be
interest is computedat a re&onal office of the and are transferredwithoutmaking the changein
CCC and then sentto the bank.

The maturity date of the certificateis the first ownershiprecords.In order to facilitate the han.
day of August following the crop year in which dung of certificates,the CCC will also exchange
the funds weredisbursedto the farmer.Thus,the a singlecertificate equal to the value of several

certificatesthat a bankmight accumulate.
interestearning life of the certificate is usually
less than one year. The CCC has the authority to Dollar value of the commodity pool
recall the outstandingcertificatesof any cropyear.

Thedollar total involved in the commoditypool
This may happen,for example, when the aggre- has variedconsiderably,reachinga high of over
gate value of the outstandingcertificatesexceeds $3.5 billion during early 1959 and a low of
the valueof all loansrepresentedby thecroppool.

around$1.3 billion in mid-1960. In July of 1962,
Before recallingoutstandingcertificates,however, the endof the 1961 cropyearloan program,total
the CCC must give the holders 15 days notice. loans to U. S. farmersamountedto $2.2 billion.
Such a provision permitsbanks time to make an

Loans to farmers in the four full states in the
orderly shift in their short term holdings. Ninth district amountedto $242 million during

Other features the 1960 cropyear and $170 million during the

Unlike othershortterm investments,thereis no 1961 crop year.Fluctuationsin the annualtotals
market through which the bank may buy or sell dependupon farmer participation,which varies
certificates. The certificates come into existence with such factors as the particular support pro-
only whena bankdisbursesthe loan moneyto a gram in effect, the support price-market price
farmer. The originating bank,or any bank hold- relationship,crop output and other governmental
ing a certificate, also has the powerto terminate activity regardingsurplusstocks.
the life of the certificatebefore its maturity date The seasonalpattern of the distribution of

14 MONThLY k~V~w



loans to farmers is determinedprimarily by the problem,however,canhe negatedto some extent
dateson which farmersmay apply for loans.For in the interbanktransferability of the certificate.
small grains and soybeansthe terminal date is Banks in Minnesota and South Dakota, for cx-
January 31, while for corn the cut-off date is ample,might acquire,if they find it desirable,cer-
May 31. Thus,the bulk of the funds is disbursed tificates derived from wheat loans made in the
during the period Septemberthrough January earlyfall monthsin thewesternstates.By thesame
(table 1). For example, in Montanaand North token, banks in the wheatstatescould participate

in the late wintercorn loans.Thus, in termsof the
TABLE 1CUMULAT1VE PERCENTAGE over-all commodi ool no individual bank is
DISTRIBUTION OF CROP LOANS TO FARMERS . - ~ p

196$ necessarilyrestrictedto those certificatesoriginat.
crop year Minn. Mont. N.D S.D. 4 States U.S. ed in its area. This, of course,doesnot help dur.
Aug..Oci~. I 3 86 70 35 26 33 ing the April to July period whenfew new loans
Nov..D.c. 46 93 86 53 54 65 are available.
Jan.Mar. 92 99 98 91 93 94
Apr..JuIy $00 $00 $00 $00 $00 $00

Bank participation
Dakota, wherewheat loansare of primary impor- The holding of certificatesas short trrrn invest-
tance, 86 percentand70 percent,respectively,of mentsby bankshas not beenvery extensiverela.
theloanswere madeby the endof Octoberduring tive to the totalamountof funds in thecommodity
the 1961 crop year. For thesestatesthe percen- pool. During the period betweenJune1958 and
tageswere 99 and 98, respectively,by the end of January1960, when the certificate interest rate
March. In Minnesota and South Dakota, where waslower than the marketratefor TreasuryBills,
corn loans are of greater importance, only 13 little interestwas shownin certificates;banksheld
percentand 35 percent, re-
spectively, of the total loans
were madeby theend of Oc- Chart 2—Treasury Bill holdings and CCC certificate holdings
tober with each state sur- by country member banks, Ninth district
passingthe 90 percentmark
at the end of March. The
nationwide pattern fits be-
tween the above examples.
The time of the cropharvest
and the calendar year-end
income position of farmers
will causea variancein the
percentagesfrom year to
year, of course,althoughthe
1961 crop year pattern is
fairly typical.

This unevennessin distri-
bution during a cropyearis
perhapsthe largestproblem
facinga bank in incorporat-
ing the certificates into the
investment program. This
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$150 million of a total $1.7 billion in the poui at The call reportdatashow some evidencetFiat
the end of 1959 and in early 1960. Bank partici- banksarenot usingthe certificatesin an optimal
pation remainedlow during the first half of 1960 manner.While the data indicatesome responsive.
in spiteof the highly favorablecertificateinterest nesson the part of banksto the differential be-
rate relative to the market rateof TreasuryBills tween the certificate rate and the Treasury Bill
and the fact that during this period, certificates rate.the seasonalchangesindicate morestrongly
issuedon the CCC’s shareof the commodity pool the seasonalityin loan disbursementsto farmers.
were available upon application.Sincethat time, A comparisonof TreasuryBill holdingswith cer-
bank participation has been somewhat greater, tificate holdings also shows that the banks tend
probably due to a continuing advantageousin- to treat all short term investmentsthe sameor at
terestrate,althoughbanksheldmorethanone-half least to expand and contract their holdings of
of the total funds in the commodity pool only certificatesand TreasuryBills simultaneously.
during the monthof April 1961. In sum, it might mean some extra income to

Banks in the Ninth district havegenerally con- banks tending to hold short term TreasuryBills
formed to the same patternof certificate invest- if they re-examinetheir proceduresin evaluating
ment as have all banks in the nation. Certificate CCC certificates.Thecertificatehas the nccessary
holdings by district membercountry banks as attributes of liquidity desired in a short term
well as their holdingsof TreasuryBills, according investment and has typically earned a higher
to call reportdata,areshown in chart2. Typically, interest rate relative to Treasury Bills. Whether
district countrybanksare the primary investorsin or not this type of investmentwill remainopen
both TreasuryBills and certificates. In fact, the to banks in the future dependson the form gov-
only time reserve city banks held significant ernmentprogramstake. In recentyears,however,
amountsof certificateswas at the time of the therehasbeenno shortageof investmentopportu-
December, ~larch and June 1962 call reports. nities in the commoditypool, and it is quite pos.
And then they held, at the greatest,$7.9 million sible that this will continue for at least a few
out of a total $21.9 million held b~all district years.
memberbanks. -- RICHARD HERDER


