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New developments

in the residential mortgage market

Marked changes have occurred in mortgage loans relatively more attractive to financial insti-
markets, both national and regional, since the tutions during recessionsbut comparativelyless
beginning of this decadeand especially in the attractiveduring periods of recoveryand expan-
current period of mild economicexpansion.The sion. In the latter periods,a greaterdemandfor
supplyof mortgagecredithasremainedlargedur- credit and a generallytighter monetarypolicy re-
ing the presentperiod, while, by contrast,during stricting the total supplyof credit causedinterest
comparablerecovery periods of the late ].940s rateson commercial and industrial loansto rise,
and 1950s,thesupplyof funds for suchloanshad while the rateson governmentunderwrittenmort.
beengreatlycurtailed. In the Ninth district, small gageloansencounteredtheinterestceiling barrier.
urbancentersas well as the large metropolitan During periodswhen mortgagecredit was in
areas, with few exceptions, have had an ample relatively short supply, the large metropolitan
supply of credit. As a recordvolume of mortgage centersin this district faredbetterthanthe smaller
credit has been extendedundersome relaxation urbancenters.Local financial institutions in small
of terms,questionshave arisenin regardto the communitieshad a limited supply of funds and
possibledecline in the quality of the loans out. the outsidesources,usuallyinsurancecompanies,
standingat financial institutions.An analysisof were restricted and often cut off entirely. The
the relativeimportanceof the characteristicssur- federal government,through the FHA and VA
roundingthe mortgageloansthat havehistorically programs,expandeddirect lending, but this pro.
culminated in default and foreclosure,may pro- cedureresultedin the granting of relatively few
ride someinsight into the factorswhich affectthe loansin the smaller communities.
quality of a specific loan and, thus, mustbe con- Due to a contraction in the market for new
sidered in developing a sound mortgage loan housesduring periodsof economicrecovery and
program. expansion,the pattern of discounts on govern-

ment underwritten mortgagesincreasedborrow.

Mortgage credit during the 1 950s ing costsand reducedprofit marginsfor builders.
As a result, largeexpansionsin residentialbuild-

In the decadeof the 1950s, the flow of mort- ing occurredmainly in the late stagesof contrac-
gagecredit followed a well.definedcountercyclical

tions and in early stages of recoveries.Thus,
pattern.The supply of credit for mortgageloans . . . .

residential building was countercyclical: it in.
was sharply curtailedin periodsof economicre- .

creasedduring recessionsand declined duringcovery as the demandfor credit in other sectors
businessbooms.

of theeconomyexpanded.Thefederalgovernment
mortgageunderwritingprogram contributed sig.
nificaritly to the earlier countercyclical behavior Mortgage credit in the early 1 960s
of mortgagecredit. The interest rate ceiling on The growth in the volume of savingsas well
FHA insuredandVA guaranteedloansmadesuch as changesin its compositionhavebeenimportant
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factors in expanding the supply of mortgage inercial banksas well as theintermediaryfinancial
credit. The supply of individual savingshas been institutions receiving the flood of new savings
rising along with the steady rise in personalin. turned aggressivelyto the lending of credit on
comes. The U.S. Departmentof Commerceesti. mortgageloans as an outlet for the high cost say-
matedpersonalsavings in 1960 at $21.7 billion ings. Although the interest rate generally is the
and in 1962 at $29.1 billion. Among business last factor to weakenon a mortgagecontract,the
firms, the flow of funds from depreciation and rate has beenforced down during this period of
amortization allowanceshas risen as a result of heavyinflow of savings.Theyield on FHA insured
the heavyspendingon plant and equipmentin the mortgageson new homes in the U.S. averaged
1930s coupled with the liberalized federal tax 6.18 percent in 1960, and since that time has
depreciationschedulesand investmenttax credit declined quite steadily to 5.44 percent in July
provision which became effective in 1962. The 1963. The interest rates on conventional niort-
savingsof corporatenonfinancialbusinessesrose gagesarenow the lowesttheyhavebeenin months.
from $29.7 billion in 1960 to $36.7 billion in According to the report issued for the first time
1962.1 this yearby theFederalHomeLoan Bank Board,

A portion of private savings havebeenshifted the average interest rate on conventional first
into financial institutions that are primarily lend- mortgageloans on new homepurchasesdeclined
ers of mortgagecredit. Following the sharp de- from 5.92 percentin Januaryto 5.81 percentin
dine incommonstock pricesin the secondquarter Septemberand on existing home purchases,de-
of 1962, individualsmoved a significant shareof dined from 6.05 percentto 5.94 percentover the
their savings out of equity securities into time sameperiod.
deposits and savingsshares.At about the same The aggressivelending of credit on mortgage
time, January1962, themaximumratesof interest loansalsomay be traced,in some measure,to the
that commercial banks were allowed to pay on relatively low demandfor credit in other sectors
time accountsunderRegulationQ of the Federal of the economy.The 1955-1957capital spending
ReserveSystem were raised. A wave of interest boom— which occurredmainly in 1955 for con-
increasesfollowed the raising of the maximum sumersand somewhatlater for businessfirms —

ratefrom 3 to 31~’or 4 percentdependingon the representeda final catching-upwith capitalgoods
length of time savings were left on deposit.A a demands,which had beendeferredover the long
result, commercialbanksreceiveda phenomenal period of the Great Depression,World War II
increasein savingsand othertimedeposits,$13.3 andthe earlypostwaryears.Investmentsincethat
billion in 1962 as comparedwith $7.7 billion in time has beenmore for replacementthan for ex-
1961. Savings in savings and loan associations pansion— some evidencethat the needhas been
and in mutual savingsbanks,traditional lenders met.
of mortgagecredit, rose by $10.8billion in 1961 In the consumerfield, the sale of new carsrose
and by $12.5 billion in 1962. to a record of 7,170,000in 1955. In subsequent

Interestor dividendspaid on savingsrepresents years,the numberwasdown substantiallyand not
an important cost item to financial institutions, until 1962 did the sale of 6,939,000cars again
For instance,the interestpaid by FederalReserve approachthe record achievedin 1955. The build.
memberbanksaveraged19.3 percentof operating ing of newhousesalso roseto a highin 1955,and
revenuesin 1960 and 23.1 percent in 1962. Corn. this wasnot exceededuntil 1959.

In the businessfield, capital expenditureshave
- beenat a comparativelylow level since 1957. In

1 “Flow of Funds/Sev~nqs, Federal Reserve Bulletin,
September 1963. p. 1318. that year, expendituresmade by businessfirms
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for newplant andequipmentroseto $37.0billion, in July and August. However, there has been a
This total was not exceededuntil 1962, when further liberalizationof loan-to-valueratios, ma-
expendituresrose to $37. billion. turities for new housesand maturities for exist-

As a result of the largeflow of funds into finan. ing houses.

cia! institutions and the aggressivelending of The averageyield on 1’HA insured loans held
credit on mortgageloans, urban mortgagedebt steady at 5.51 percentfrom April through Au-
in the U.S. rose by $23 billion in 1962, a record gust, but in Septemberit againdeclinedslightly
one-yearincreaseand an all-time high. In 1959, to 5.49 percent.Althoughyields may not yet have
a recordhomebuilding year, it rose by only $18 reached the low point, the decline has slowed
billion, down perceptibly.

Mortgage credit in 1963 District home building
The flow of savings into financial institutions Developmentsin the mortgagemarket in the

hasapparentlyslowed in recentniont.hs.The phe. early 196Os have had only a slight impact on
nomerialgrowth of time an(l savingsaccountsin home building in the \inth district. For the first
commercialbanks,stimulated by the higher rates time in thepost-World War II periodof economic
paid to savers,beganto taper off in the spring recovery,financial institutions in small as well as
andearlysummerof this year.Suchdepositsrose large urbancentershavehad,sinceearly1961, a
by $1.7 billion in the first quarterand by only relative sufficiency of funds to extend mortgage
$2.9 billion in thesecond.Whena secondincrease credit as neededin the housing field. Although
in the niaximnum rate under Regulation Q was the ready availability of mortgagecredithas con-
madein July and some banks followed with fur- tributed to the demandfor housingin the current
ther increasesin ratespaid on time deposits, it recoveryperiod, other developmentssuch asmi-
led to a temporaryrise in the flow of time deposits gration to metropolitancenters,the rate of family
into banks.By September,thereagainwasa slow- formation, obsolescenceof old housesand free-
down in the rateof increaseas morefunds were way constructionhave outweighedthe effect of
investedin equity securities.Net inflows to savings an amplesupplyof credit.
and loan associationsand to mutualsavingsbanks During the recessionextendingfrom July 1957
haveremainedlarge,consistentlyabovelast year’s to April 1958, local financial institutionsin small
amount.But mostof this greaterincreaseoccurred urbancentershad an ample supplyof funds,and
in the earlymonthsof the year. this ser~edto raisethe level of constructionactiv-•

Lendershaveshifted from FHA insured loans ity in those centers,eliminating the urgent need
to the conventional type, and accordingly, the for housing. In spite of a sufficient supply of
terms and interestrateson the latter havebecome mortgage credit, residential building in these
increasingly important in the mortgagemarket, smaller centers has slowed down in contrastto
In the first threequartersof 1963,~JIpercent of the normal behaviorexpectedin early periodsof
time privatenonfarmhousingstartswere either all a recovery. Due to the steadypopulation migra-
cashpurchasesor were financedby conventional tion to the standardmetropolitanareas, residen-
loansas comparedwith about65 percentin 1958. tial building hasbecomeincreasinglyconcentrated
The averagerate on conventionalfirst mortgages in thesecenters.Of the total numberof dwelling
madeon new housesstabilizedat 5.82 percentin units authorizedin the district in 1962 and again
May and remainedat that rate through August. in the first eight monthsof 1963, 76 percentwere
On existing houses, the average rate declined in the standardmetropolitan areas— Minneapo-
through June and then stabilized at 5.93 percent lis~St.Paul, Duluth-Superior,Sioux Falls,Fargo-
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Moorhead, Billings, and Great Falls— and only mandedby the householders.Thus,the supply of
24 percent in the smaller centers. In 1957 and new units approximatelyequals the current de-
1958, thesepercentageswere 58 and 42 respec- mand. In the six standard metropolitan areas,
tively. wherethe supply of mortgagecredit wasin ample

The Ninth district is not experiencinga resi- supplyduring mostof the 1950s, the total supply
dential building boom comparableto the one in of both single family houses and multi-family

structuresappearsto equal and in some places
may exceed the present effective demand for

TABLE i—TERMS ON MORTGAGE LOANS IN housing.
CURRENT PERIOD OF ECONOMIC RECOVERY
IN UNITED STATES Quality of mortgage loans

I. Downpayment on houses $960 1962 The terms offered to obtain the pronounced
A. Percent of VA insured loans with expansionin the volume of mortgagedebt out-

no downpayment’
I. New and proposed homes 70.0% 75.0% standinghascausedsome observersto raiseques-

tions about a possible decline in the quality of
2. Existing homes 33.0% 57.0%

such loans. In adopting aggressivemethodsin
B. Loan-value ratk of FHA insured

loans2 $960 1961 orderto loan outthe large inflow of funds, finan-
I. New homes 93.5% 94.0% cial institutions have liberalized terms and re-
2. Existing homes 92.60/s 93.6% sorted to a considerableamount of mortgage

C. Loan-to-price ratio of conventional re-financingwhich, in fact, has involved making
first mortgage loans3 Jan. 1963 Aug. $963 personalloansat mortgageloan rates.An increas-
I. New homes 72.3% 74.2% ing amountof mortgagecredit has beengranted
2. Existing homes 69.8% 70.9% to borrowers whose annual income probably

II. Maturity on loans 1960 1962 would haveclassifiedthem as marginalin former
A. Maturities on VA insured loans

ranging from 26 to 30 years’ years.
I. New and proposed homes 95.0% 97.0% i\Iortgageportfolios were increasedas a conse-
2. Existing homes 26.0% 57.0% quenceof lenders acceptinghigher loan-to-pur-

B. Term of contract on FHA chaseprice ratios in order to reducedownpay-
insured loans2 1960 196$ mentsto purchasersof houses.On conventional
I. New homes 29.2 years 29.5 years first mortgageloansmadein theTwin Cities, the
2. Existing homes 25.8 years 26.7 years loan-to-priceratio averagerosefrom 70.2 percent

C. Term of contract on con- Jan. 1963 Aug. $963 in January 1963 to 71.9 percent in August,and
ventional first mortgage loans~
I. New homes 23.1 years 24.5 years on existinghousesfrom 68.9percentto 70.6 per-
2. Existing homes 18.2 years $9.6 years cent, respectively.These ratios were somewhat

lower in this metropolitanareathan in thenation
Sources:

1 ‘Housing Statistics,” $963 annual, page 44. as a whole (seetable 1). Along with the accept.
2 “28th Annual Report of FHA,” page 70. ance of higher loan~to-priceratios, lendershave
3 Federal Home Loan Bank Board, “Home Mortgage

Interest Rates and Terms” April end July $963 issues. also acceptedlongermaturities.The averageterm
of years on conventionalfirst mortgageloans on
new housesin the Twin Cities lengthenedfrom

progressin some moredenselypopulatedareasof 21.9 in January1963 to 24.1 in Augustand on
the I i.S. In small urbancenters,where mortgage existinghousesfrom 17.9 to 20.5 years.
credit in this recoveryperiod has been readily Whenmortgagelendersoffer more liberal terms,
available, new dwelling units can be built as de- they also accept greaterrisk of default. Small
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downpaymentsopen the dangerof enablingfam- installment paymentspast due— has risen at a
ilies to buy homesbeyondtheir means. Further- slower rate than the number delinquent. From
more, long maturitiesreducethe installmentpay. 1960 to 1962 inclusive,FHA insured loansin de-

ments, so for a period of years such payments fault rose by 53 percentand VA guaranteedloans
largely go to cover interest and other carrying by 13 percent.Thenumberof loansin defaultin
chargesand little is appliedon the principal. Such 1962 were still less than 1.5 percentof time total
owners after a period of years acquire only a outstanding(seetable3).
small equity in their homes.Whenthesefamilies,
faced with the increasing maintenancecosts of
higher taxes and special assessments,also are
confronted with financial or marital reverses, TABLE 2MORTGAGE DELINQUENCIES AS
somelose interestandothersare forcedto default PERCENTOF TOTAL LOANS, UNITED STATES
on mortgagepayments,resulting in foreclosures. VA FHA C?nven.loans loans tional All loans

The numberof mortgageloanspassingthrough $960 First quarter 2.76 2.01 1.48 2.21

the threestagesof delinquency,default and fore- Second quarter 2.73 2.07 1.54 2.23

closurehas risen at an increasingrate. However, Third quarter 2.94 2.32 1.5$ 2.4$

the numberof such loansin relation to the total Fourth quarter 3.45 2.71 1.67 2.81
outstandingstill is small, in fact, almost insig- 1961 First quarter 3.31 2.68 1.67 2.73

- Second quarter 3.19 2.65 1.62 2.66
mflcant. The concernover the quality of credit Third quarter 3.61 3.08 1.78 3.02
stemsfrom the fact that the numberof loans in Fourth quarter 3.74 3.08 1.85 3.10
difficulty is rising steadily. 1962 First quarter 3.08 2.72 1.73 2.68

From the first quarterof 1960 throughthe sec- Secondquarter 3.04 2.73 1.75 2.67
ond quarter of 1963 in the U.S., FHA insured Third quarter 3.29 3.01 1.72 2.88

loansclassifiedasdelinquentwith installmentpay. Fourth quarter 3.53 3.17 1.76 3.04

ments overdueby 30 days or more, increasedby 1963 First quarter 3.45 3.21 1.75 3.03
Second quarter 3.51 3.26 1.79 3.09

63 percent, \ A guaranteedloans by 27 percent
and conventional by 21 percent. Even so, the Source: Mortqaqe Bankers Association Quarterly Delin-

- quency Survey Reports.
number of delinquentloans as a percent of the
total numberoutstandingin the secondquarterof
1963wasstill low, by historicalstandards,slightly Nonfarm real estate foreclosures have risen
over 3 percent(seetable2) - sharply on a percentagebasisduring the current

The numberof governmentunderwrittenmort- economic recovery period. From 1960 to 1962
gage loans in default— three or more monthly inclusively,foreclosureson FHA insuredloanshave

TABLE 3—HOME LOAN DEFAULTS
— FEDERAL HOUSING ADMINISTRATION VETERANS ADMINISTRATION

Mortgages in default Guaranteed loans in default

Insured As percent
mortgages Number of mort- Loans As percent of

Year in force insured gages in force outstanding Number loans outstanding

$960 3,093,034 26,850 .87 3,829,107 48,984 1.28

196$ 3,297,421 40,713 1.23 3,766,481 55,217 1.47

1962 3.476,596 46,186 1.33 3,714,574 53,826 1.45

Sources: Housing and Home Finance Agency, Federal Housing Admin~strefion, end Veterans Administration.
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TABLE 4—-N0NFARM REAL ESTATE FORECLOSURES, 1-10-4 FAMILY HOMES

GOVERNMENT UNDERWRITTEN MORTGAGES
Federal Housing Administration Veterans Administration CONVENTIONAL MORTGAGES

Rate per Rate per Rate per
Number of 1,000 mort- Number of 1,000 mon. Number of 1,000 mort-
mortgaged Foreclosures gaged mortgaged Foreclosures gaged mortgaged Foreclosures gaged

Year homes (000) total number homes homes (000) total number homes homes (000) total number homes

$960 3,093 9,332 3.02 3,829 11052 2.89 6922 30,971 2.48

1961 3,297 20,724 6.29 3,800 16,060 4.23 7,097 36,290 2.77

$962 3,477 32,248 9.27 3715 21,860 5.88 7.192 32.332 2,34

Sources: Adopted from tables A-40 and A-41 in Housing Statistics, 1963 Annual Report, p. 32.

risen by as much as20l~percent;on VA guaran- dwelling units and is basedon a reprocessingof
teed loans,by 104 percent; and on conventional the applicationsrequired for the original under-
by only 1.1percent.For the aggregateof nonfarm writing for a sampleof one-fifth of the properties
mortgageloans, the increasewas 5(i percent. In acquiredthroughforeclosurebetweenJuly 1, 1961
spite of thesepercentageincreases,foreclosures and March 31, 1%2. New credit reports were
as a rateper 1,000of mortgagedhomeswas still securedon borrowersat the time of foreclosure
low in 1962 from an historicalpoint of view (see and comparedwith earlier ones.
table4) - No new or hitherto unknowncharacteristicsof

The sharprise in defaultsand in foreclosures mortgagesthat tend to default were discovered.
on FHi~insured loans has been traced, in part, but the study doesset forth tue relative impor-
to the relatively easy terms grantedduring the tance of the characteristicsof the general and
1958-1959housingboom. In responseto the con- local economy, of the houses,of the borrowers,
cern over rising foreclosures,FHA in the spring andof the mortgagetermsof the borrowersthat
of 1962adopteda morestringentpolicy for screen- affectedthe mortality of theseloans.
ing potential borrowers. Conventionalloans dur- Nationally, the periodic recessions of short
ing the present economic recovery period, duration iii businesscycles from I 918 through
however, have been made under relatively easy 1960 raisedthe level of home mortgagedefaults,
terms.Hence, thererisesthe possibility that difli- but did not significantly increasemortgagefore-
culties may develop (sooneror later) with an closuresand property acquisitions.However, ccr-
increasingnumberof theseloans, tam local economic conditions contributedsig-

nificantly to mortgagemortalities.Thelocal factors

were groupedunder four categories:urbancen-FHA experience with mortgage mortality . . -

ters subject to sharp economic fluctuations such
The FederalHousingAdministration in a 5P~ as the industrialcentersof steel,automobileand

cial study2 has soughtto identify and evaluate aircraft production, those affected by reduction
the factors affeeting its experiencewith defaults in defenseand military employment or by the
and foreclosures.The study was limited to single deactivationof military bases,those experiencing

extremelyhigh growth rateswhich weresuddenly
interrupted,and areassubject to chronic unem-

2 Federal Housing Administration, FHA E erience with ployment ~ueh as the mining regions.The latter
Mortgage Foreclosures and Property Acquisitions, ~bsnuary ,

1963. category was the least significant in mortgage
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mortality, as the people residing in these areas was even lower than on previously occupied
havehadmore time to adjustto the unfavorable houses.
economicclimate than in the other types of area The borrower’s incomewasno clear indication
dislocations, of the probability of mortgageforeclosure.Almost

Apart from the general and local economic no relationship was found between the income
fluctuations, changing conditions in the market bracketof borrowerandmortgagemortality. Per.
for houseshasbeena major factor in the rise of sonal factors such as marital difficulties, illness
mortgageforeclosuresand property acquisitions or deathdid havea direct bearingon the proba-
experiencedby FHA since 1958. In prior years, bility of foreclosure,but this occurs to borrowers
the backlogof demandfor housingandthe steady in all incomebrackets.
rise in pricesenableda mortgagorin difficulty to The risk rating factors of individuals whose
sell hishouse,repay the mortgageand frequently propertieshad beenacquiredby FHA were cons-

evenrealizea profit. Consequently,mortgagefore. paredwith thoseof all rnortgagorswhoseproper.
closures and property acquisitions were abnor- ties had been insured in 1954. The comparison
mally low. Whenthe pent-tip demandfor housing suggeststhat the characteristicsof the borrowers
was satisfied, this situation changedresulting in were considerablymore importantthan the char-
stabilizedprices; in some placespriceseven fell. acteristics of the property and local economic
Consequently,the mortgagor in difficulty could conditionsin contributing to mortgagemortality.
no longer bail himself out of the mortgageobli- The terms of the mortgage— the loan-to-value
gation by selling his house. ratio and the yearsto maturity— hasa significant

Certain characteristicsof houses also have a bearingon the probability of foreclosure.There
bearingon the likelihood of mortgagemortality, was a much higheracquisitionrate for mortgages
housesof low value, with a price range from with low than with high downpaymnents.A close
~11,000to $15,000,had a far higher acquisition direct relationship was found between the fore-
ratethan those ranging in price from $15,000to closurerateand the lengthof maturity. Thestudy
$19,000.According Eu FHA experience,the prob- showed only about two-thirds the likelihood of
ability of foreclosurefor a new houseappraised property acquisitionsfor 25-year as for 30-year
at $10,000was up 41/2 times that of a houseval- mortgagesupon both new and existing houses.
ued at $18,000and 12 times that of one valued The first few years of a mortgageare the most
between$20,000 and $22,000. In fact, the con- critical in regardto mortality. FHA experience
clusion drawn from the study was that defaults showedthat a very high proportion of the home
andpropertyacquisitionsare in (directly) inverse properties were acquired within the first three
relationshipto propertyvalues. years.Thecritical periodmaybe somewhatlonger

The stageof constructionof a housewhen ap- on the1’HA insuredloansnow written with higher

provedfor insurancewas also foundto be a factor loan-to-valueratios and maturities of 30 and33
in later mortgageforeclosure.l’he highest pro- years becauseof a slower accumulationof equity
portion of property acquisitions was on those by the owners.
approvedprior to the start of construction.The The type of institution originally extendingthe
risk of mortality is greaterwiLls speculativecon- credit was found to have a bearing on the per-
struction than with custombuilding,sinceapproxi. centageof soundloans.The acquisitionratio on
mately seven-eighthsof newconstructioncommit- FHA insured loans originatedby mortgagecoin-
mentsare issuedto buildersrather than to private panics for both new and existing houses was
individuals. The lowest rate was on new houses higher than for thoseoriginated by commercial
completedbut still unoccupiedwhen approved.It and savings banks and insurancecompanies.In
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fact, mortgagesoriginatedby savingsbanks had thedistrict. The volume of residentialbuilding in
the lowest acquisition ratio, followed by national recent years has depended mainly on demand
banksand then by statebanks, factors unrelatedto the availability of credit. In

Somegeographicalconcentrationwas observed view of the growing amount of mortgagedebt
in the foreclosures.In terms of percentageof outstanding,the soundnessof these loans is im-
property acquisitions,statesshowing the highest portantto financialinstitutionsand to theeconomy
percentagesin descendingorder were Alaska, generally.The FHA studyshowsthat foreclosures
South Carolina,Georgia,Louisiana,Kansas,Ala- andproperty acquisitionsprior to 1958 wereab-
bama, Connecticutand Texas.The statesin the normally low and,thus,someincreasecould have
Ninth district had a favorablerecord, been expected. Under these circumstances, the

management of mortgage portfolios again as-
Summary

sunieg more risks and must be more selectivein
The large inflow of funds into financial iflsti- acceptingloan applications.

tutions hasprovidedan amplesupply of mortgage
credit to small as well as large urbancentersin — OSCAR F. LITTERER

conditions...

During Septemberthetrendof economicactivity ments,suggestany significant changein time trend
in the district, as in the nation, continuedto be of economicactivity in the near future. In fact,
one of mild expansion;moreover,this trend con- the consensusseemsto be that the economy,both
tinued at about the rate establishedin the first nationaland district, will continueto expanddur-
eight monthsof 1963. This aggregateincreaseof ing the final quarterof 1963 at a ratequite com-
activity in both the district andthe nation cloaks parableto that experiencedin the first threequar-
a diversity of movementsof the major economic tersof theyear.
series. It should, however, be specifically noted Total cropproduction,although of nearrecord
that thechangeswhich havetakenplacedo not, in proportions,will be smallerthan that achievedby
termsof a preponderanceof the seriesmoving in district farmers last year; at the sametime farm
any onedirectionor in themagnitudeof the move- pricesaregenerallybelow lastyear’s levels.These
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price-quantitymovementsare likely to result in a holdings. Informationfor the early weeksof Oc-
somewhatlower cashfarm receiptsfigure for the tober indicate a continuation of this trend.
balanceof this year as contrastedto the com- Most of the Septembercredit expansionoc-
parableperiodof 1962. curred at countrymemberbanks,the smaller but

On the financial side of the economicpicture more numerousbanks in the district; loans rose
thereis someevidenceof perhapsa quickeningin $24 million while securityholdingsadvanced$35
the tempoof economicactivity. Bank credit, both million for a total credit gain of $59 million.
within the district and the U. S., increasedby Thesechangesbrought the total credit expansion
amounts which exceededseasonalexpectations. at countrybanksfor the first ninemonthsof the
This view of a stronger economicsituation is
further reinforcedby the fact that the bulk of the
credit expansion,on a seasonallyadjustedbasis,
seems to havebeenconcentratedin loans.During CHANGE IN CREDIT AND DEPOSITS AT COUNTRY

MEMBER BANKS, NINTH DISTRICT, FIRST NINESeptember, total deposits at district member
MONTHS, 1957-1963banksincreasedby an amountaboutequalto sea-

(millions of dollars)
sonalexpectations.Therelativemovementsof bank Period Loans and Investments Deposits
credit anddepositsduring Septemberresultedin a First nine

veryslight risein theloan-depositratio for district months Invest-
of. Total Loans m.nts Total Demand Time

banks. Again, though, this aggregaterise of the 1963 $162 $37 $ 25 $149 $— 5 $154

ratio cloaksthefact that the loan-depositratio fell $962 144 99 45 Ill —41 152

in non-weekly reporting bankswithin the district 1961 82 7 75 63 10 53

androsein weekly reportingbanks.District banks $960 —44 61 —105 57 —63 6

becamerelatively large net purchasersof federal $959 40 112 — 72 8 —46 54
1958 144 61 83 128 32 96

funds as a reflection of thisdecline in liquidity. 1957 89 63 26 67 —31 98

Note: Data are for all banks in district except reserve city
banks and other member banks that report weekly.

The /o/Iou:ng selected topics de.’cribe particular year to $162 million, a recordfor any comparable
asp~’rt.~of the ‘/e.lric/’s ‘urrelzt economicscene: period in the past sevenyears (see table). The

substantialgain in credit for the first part of the
year was the result of a $154 million increasein

time deposits,an increasethat reflectedbothhigh-BANK CREDIT EXPANDS er income and saving in the (listrict and more
Developmentsin Septemberindicatethat corn- attractiveratespaid by banksto depositors.

mercialbanks respondedto the usual fall upturn
in economicactivity by extendingadditionalcredit
to meet the expandedseasonalneedsof both con-

CATTLE AND CALVES ON FEED
sumersandbusiness.From the lastWednesdayin
Augustto thelastin September,outstandingcredit The numberof cattleandcalveson feed in the
at memberbanks in the Ninth district rose$80 Ninth district on October 1 totaled 701 thousand
million as the result of a $43 million expansion head,accordingto a U. S. Departmentof Agri-
in loans and a $37 million increasein security culturereport.This figure representsa 17 percent
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increaseover the October1, 1962 total. As shown South Dakotamarketings,and Minnesota feeders
in table 1, almost one-half of the total were in marketed159 thousandheadover the period, re-
Minnesotafeecilots with just over 30 percent of flecting a 3 percent increasefor the state.Total
the total being located in South Dakota. The marketingsof fed cattle(luring the third quarter
greatestrelative increaseover last year occurrd from the major feedingstateswere up 1 percent
in North 1)akota where the October inventory from last year.
showedan increaseof 68 percent over last Octo- A substantialincreasein fed cattle marketings
her 1. The reporting dateincreaseof 10 percent relativeto last y’ar is expectedduring the fourth
in Minnesotaequaledthe over-all increaseshown
by the nation’s 28 major cattlefeeding states.

The placementof feedercattleon district feed.
lots duringthe July-Septemberperiodof this year TABLE 2—RELATIVE CHANGES IN CATTLE
amountedto 212 thousandhead, down 5 percent MARKETINGS
from the sameperiod of 1962. A sharp decrease Cattle Feeder Expected
in feeder placementin Minnesota, 92 thousand and calves cattle Fed ca,ttIe fed cattle

on feed placement marketings markefings
head as compared to the July-Septemberplace- ~/e change 0/,, change % change % change
ment of 120 thousand head last year, more than July-Sept. July-Sept. Ocf.-Dec.

offset increasesthat occurred in the otherdistrict to 1963 to 1963 to 1963 to 1963

states.Total placementin the 28 statesamounted Minnesota +10 —23 + 3 + 31
to 3,645 thousandlwad, a 1 percentincreaseover Montana +37 +28 —13 + 33
last year. North Dakota +68 + 4 —17 +141

South Dakota + II + 17 0 + 6

Four states +17 — 5 — 2 + 31

TABLE 1 TOIAL NUMBER OF CATTLE AND 28 major feeding

CALVES ON FEED states +10 + I + 4 + 15

(thousands of head)
Oct. I 1962 Oct. I • 1963

Minnesota 318 350

Montana 27 37 quarterof 1963.Estiniatesindicatethat 401 thou-
North Dakota 56 94 sand headwill be shipped to slaughter markets
South Dakota 198 220 from district feedlotsover the October-to-Decem-
Four states 599 701 herperiod, up 31 percentfrom the 305 thousand
28 major feeding stetes 6,143 6739 head marketed during that period in 1962. A

breakdownof the estimateby statesshows that

196 thousandheadwill be marketedby Minnesota
Not only were district placementsoff from the feeders,120 thousandhead fromn South Dakota,

July-Septemberperiod of last year, but market- and65 thousandheadand20 thousandheadfrom
ings of fed cattle from the district were down 2 North DakotaandMontana,respectively.~ 401
percentfor thesameperiod. Thus, district feeders thousandheadrepresent57 percentof time cattle
shipped 328 thousandheadto slaughtermarkets and calveson feed on October 1. Total fed cattle
over theperiod ascomparedto 336 thousandhead marketingsfrom the 28 major feeding states is

last year. All of this reduction, however, is ac- expectedto number3,866 thousandheadduring
countedfor by reducedmarketingsin North Da- the fourth quarter,an increaseof 15 percentover
kota and Montana. There was no change in last year.
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DISTRICT EMPLOYMENT
FAVORABLE

Major economic trends in
the district this year have par-
alleled thosein the U.S. as a
whole. Of course,thevolume of
businesstransactedin a single
region fluctuatesmore than the
aggregatefor the nation; and
the fluctuations are even great.
er from communityto comnmun-
ity, whereeconomicactivity de-
pends1)rimarily on oneor two
basicindustries.

Employment is one of the
basic economic indicators,and
its growth in thedistrict andin
the nation was comparedfrom
1960to date.On theaccompany-
ing chart, employment in non-
agricultural establishmentswas
plottedin termsof indexes,sea-
sonally adjusted,with the base
period from 1957-1959equalto
100 percent. District employ-
ment,as may be observed,con-
tinuedto risefor severalmonths
afterthe mild recessionin 1960
had set in. When it beganto
decline in Octoberof thatyear,
it fell lessthan in thenation as
awhole. In thecurrentrecovery
it has risenat a slowerrate,in-

dicating that the growth has
beenlessthan in theU.S.

Thetotalof workerson farms
— includingthe farmerandhis
family—hasdeclinedovermany
years.This employmentfor time
district and the nation wasalso
plottedin terms of indexessea-
sonally adjusted, with 1958
equal to 100 percent. The eco-
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nomic recessionin 1960-1961obviouslyhad little
influence on farm employment.In this district, it
has declined at a slightly faster ratethan in the
U.S. The harvestingof better than averagefarm
cropsin 1962 and 1963 temporarilyincreasedthe
numberof workers.Evenso,thedownwardsecular
trendremainedpronouncedduring this period.

How extensivelythe labor force is utilized in
this district is revealedby the numberof individ-
uals seekingwork, Of course,therecontinuesto be
a net migration of workersto otherregions dur-
ing prosperousperiods.The seasonallyadjusted
rateof unemployment— the percentof thecivilian
labor force unemployed— was plotted on time
accompanyingchart for the district and for the
nation from 1960 to date.Therate for thedistrict
hasbeenquiteconsistentlybelowthat for theU. S.
It rose for both the district and the nation during
the recessionof 1960 and 1961,and it continued
to rise for a few months after economicactivity
had turned up. Since May 1961, when the rate
againbeganto turn down, it hasbeenconsistently
lower in thedistrict than in the U.S. For the first
sevenmonthsof 1963, the rate has rangedfrom
5.0 to 5.5.

Although the Ninth district as a whole in the
current recoveryperiod has had a relatively low
unemploymentrate,it alsohashadnumerousareas
of chronicunemployment.In September,the dis-
trict had52 areasor communitieswhereunemploy-
ment was substantial; that is, job seekerswere
substantiallyin excess of job openings.The Du-
luth-Superiorareain the last report wasreclassi-
fied into the 6-to-8.9 percentunemploymentcate-
gory from the 9-to-11.9percentgroup; the open-

ing of a new manufacturingplanthadcreatednew
job openings.Nevertheless,unemploymentstill re-
mainssubstantial.Fortunately,theseareasare not
extensiveandcomprisea small proportion of the
district total labor force.They are concentratedin
thetimberandmining regionsof UpperMichigan,
northernWisconsin, northeasternMinnesotaand
westernMontana.A few communitiesinotherparts
of the district also haveappearedin the substan-
tial unemployment classification, frequently due
to the temporaryor permanentclosingof amanu-
facturing firm plantwith a largelabor force.

Total nonagriculturalemploymentin the U. S.
from January to September rose by about 1.2
million on a seasonallyadjustedbasis— an in-
creaseof 2.7 percent.The growth, as in recent
years,has beenprimarily in stateandlocal gov-
ernmentand in trade,services and finance.

Employment in the current year has grown
enough to reducesomewhatthe number unem-
ployed.The rate— the percentunemployedof the
civilian labor force (seasonallyadjusted)— de-
clined from 6.1 in Februaryto 5.6 in September.
Unemploymentwasmuchlower for certaingroups
than indicated by the aggregaterate. For adult
men the joblessrate in mid-Septemberwasdown
to 4.1 from the4.6 level of ayearearlier.The rate
for married adult maleswas 2.9, the lowest since
early1957.On the otherhand,unemploymentwas
much higher for some groups not adequately
trainedto meetmodernjob requirementsor at a
disadvantagein labor marketsfor otherreasons.
Evidencesuch as this suggeststhe importanceof
training andretrainingas a solution to much of
the unemploymentproblem.
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