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Construction, credit and
economic activity

Gihanges in the pace o f  construction, unlike 
most types o f econom ic activity, are not closely  
geared to changes in total production. Although  
the longer-term trend in new building resembles 
the trend in industrial production, year-to-year 
movem ents often are quite different. Construc
tion rose during the 1953-54 business decline 
and was relatively stable during the 1957-58  
and 1960-61 declines. Typically, construction 
has reached its peak som e considerable time 
ahead o f general activity. Since 1961, both con
struction and overall activity have risen vigor
o u s ly , a lth ou gh  sh o r t
term variations in con
stru ction  w ith in  th is  
period have been num
erous and significant.

C o n stru c tio n , there
fore, is influenced sub
stantially by forces in 
addition to the pressures 
o f  t o t a l  d e m a n d  fo r  
g o o d s  a n d  s e r v ic e s .
Som e o b serv ers p la ce  
g r e a t  e m p h a s i s  o n  
changes in the inven
tory  o f  h o u sin g  and  
other structures, occu
pancy rates, construc
tion costs and the avail
ability and cost o f mort
gage credit. In the cur
rent situation, interest 
has focused on this last 
factor, credit, particu
larly as it affects resi
dential construction.

H ig h e r  d o w n p a y 
m e n ts  o n  r e s id e n t ia l

property and shorter amortization periods on 
mortgages tend to reduce the number o f poten
tial purchasers o f properties offered for sale and, 
hence, the amount o f new construction. Credit 
conditions appear to have less influence on the 
construction o f apartments, industrial or com 
mercial structures. Certain types o f public con
struction appear to be sensitive to changes in 
credit conditions while others are not. The 
accompanying charts depict a number o f the 
prominent aspects o f construction activity dur
ing the postwar years.

Declines in construction usually 
occur during business expansion 
and precede declines in industrial production
billion dollars, seasonally adjusted
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Business Conditions, August 1966

Private residential construction Private nonresidential construction
billion dollars

The rise in expenditures for new residential 
construction was less vigorous in the current 
upswing than earlier when, partly because of 
wartime restrictions, units available for rent and 
sale were scarce. The downward adjustment, 
which began in early 1964 and showed signs of 
leveling off in early 1966, reflected mainly a 
decline in construction o f apartments.

Public construction
billion dollars

After a generally stable level during the 1960- 
61 recession, nonresidential construction has 
increased sharply, exceeding the 1956 peak. 
Business expenditures for industrial and com 
mercial buildings have contributed markedly to 
the upturn, strengthened not only by rising de
mands for goods and services, but in addition, 
by liberalized tax treatment o f depreciation and 
reductions in the corporate incom e tax rate.

billion do llars

Federal, state and local outlays for govern
ment construction have expanded more than in 
earlier periods, partially because o f the influence 
of urban developm ent and renewal programs. 
More important have been the rise in expendi
tures for highways, schools, hospitals, other 
public buildings and water-supply and sewerage 
facilities, which together account for the major 
portion o f aggregate public expenditures. In 
early spring, the President announced postpone
ment o f certain Federal projects in order to ease 
demand pressures and restrain increases in con
struction costs.
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Construction outlook

4

seasonally adjusted, onnual rate
million square feet ra,j0 scale

thousand units

C o n tra cts  for  c o m 
mercial and industrial 
buildings, after a rather 
healthy advance during 
the fir st q u arter , d e 
clined slightly in May, 
suggesting som e level
ing off in nonresidential 
construction. Indicators 
o f  fu tu re  re s id en tia l 
construction activity all 
point downward. Per
m its for  new  s in g le 
fam ily dwellings in June 
for the second consecu
tive month were well 
below their 1960-1961  
recession level. An even 
greater decline was reg
istered in permits for 
u n its h o u sin g  tw o or 
more fam ilies. Applica
tions for F H A  mortgage 
in su ra n ce  h ave been  
running under year-ago 
levels since February. 
The decline in housing 
starts during the second  
quarter appears to have 
been som ewhat greater 
in the N o rth  C en tra l 
and Northeast regions 
than in the West and 
South.
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Vacancy rates and 
household formation
increase in number of households*

1960 census.

The level o f vacancies has remained rather 
stable for both rental and owner occupied units. 
Marriages have been rising, increasing the num
ber o f fam ilies and pushing up the demand for 
apartments. The number o f  persons in the 25-44  
age group— the group most likely to be pur
chasers o f single-fam ily hom es— however has 
changed very little in recent years and is not 
indicated to grow appreciably until the early 
1970s.

Mortgage debt 
on one-to-four family units

The volum e o f funds available for home 
financing has been higher than in earlier busi
ness expansions. Fewer houses, however, are 
financed with a given amount o f  credit because 
o f a rise in the average mortgage size. Higher 
construction costs, rising prices and demand for 
larger  and m ore ex p e n s iv e  d w e llin g s  have  
boosted the average size o f mortgage.

The bulk o f hom e mortgage funds has been 
provided by financial institutions with savings 
and loan associations the leading source.

Yields on mortgages and corporate bonds

The yield advantage o f mortgages as compared with 
corporate bonds has been declining since early 1963— well 
before the D ecem ber 1965 change in Regulation Q. Since 
then, mortgage yields have moved up, but returns on corpo
rate bonds have climbed even more.

percent per annum

N et acqu is ition  o f
________m ortgages, 1965_______
O ne-fou r fa m ily  M u lt i- fa m ily

residentia l and com m ercial

Financial institutions
Savings and loan

(b illio n  dollars)

associations 6 .6 2 .3
M u tu a l savings banks 2 .8 1 .4

Com m ercial banks 2 .7 2 .6
Life insurance companies 1 .6 3 .2
Private pension funds 0 .6 ❖

M ortgage companies 0 .6

Other investors
U. S. Governm ent 
State and local

0 .4 0 .6

governments 0 .4 *

Households -  0 .3 ❖

T o ta l 1 5 .4 10.1

*Less than  0.5 b illio n  dollars.
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Main suppliers of mortgage funds

billion dollars*

N et acquisitions o f mortgages on one-four 
fam ily dwellings by savings and loan associa
tions have declined since 1963, reflecting the 
drop in savings inflows. Com m itm ents for future 
home financing by associations in M ay totaled 
2.9 billion dollars, compared with 3.4 billion 
dollars in the same month a year ago, suggest
ing that loans made m ay decline further. Expec
tations o f a tighter savings clim ate m ay have 
been partly responsible for this developm ent.

The amount o f funds supplied to the one-four 
fam ily home mortgage market by mutual saving 
banks in recent months has been som ewhat 
greater than in the same phase o f earlier busi
ness cycles. Mutual savings banks, like savings 
and loan associations, are limited in the alloca
tion o f their funds, with a close link between  
their ability to attract savings and their new  
mortgage investments. Growth o f deposits at 
mutual savings banks has been at a reduced pace 
since early 1965.

Commercial banks in 1962 greatly increased 
their net additions to mortgages on one-four 
fam ily properties, with the larger deposit inflows 
that accompanied the boosts in time deposit 
rates. M ortgage acquisitions have continued at 
a higher level than in earlier upswings— even 
under the pressures o f rising business loan de
mand and improved corporate bond yields.

Life insurance com panies recently have made 
an increased amount o f funds available to the 
one-four fam ily mortgage market, with the level 
in early 1966 above that during the 1957-60  
expansion. The flow of funds into life insurance 
companies is som ewhat steadier than for banks 
and savings and loan associations. The amount 
o f funds channeled into mortgages, however, is 
affected by relative yields, actual and expected, 
between mortgages and alternative assets.
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CDs and deposit growth
nr
JLime deposits of individuals and busi

nesses have increased moderately at member 
banks in the Seventh Federal Reserve District 
in recent months. The increase has been 
largely in the form of time certificates of vari
ous types.1 Gains have been relatively greater 
at the smaller banks—total deposits under 10

^Time deposits refers to both savings and other 
types of time deposits unless otherwise specified.

million dollars—than at the larger banks, and 
in areas where interest rates were relatively 
high or had been increased recently. These 
developments are reflected in a recent survey 
of time deposits at all member banks, cover
ing changes in both interest rates and deposit 
balances during a period of about five months, 
beginning early in December 1965.

Effective last December 6 , Federal regula-

Composition of time deposits at Seventh District member banks

H olders and type of deposit_____________  M ay 11, 19661
(million dollars)

In d iv id u a ls , p a r tn e rs h ip s  a n d  c o rp o ra t io n s 19,221
Savings deposits 13,569

C ertificates o f deposit 5 ,0 5 9
N onnego tiab le  certificates 2,826

Savings certificates 2,088

Savings bonds 60

O the r 678
N eg o tia b le  certificates 2,233

Under $ 10 0 ,0 0 0 588

$1 0 0 ,0 0 0  or more 1,645

Time deposits, open account 593

Christmas savings and sim ilar accounts2 393

O ther 200

F o re ig n  g o v e rn m e n ts , c e n tra l banks 

a n d  in te rn a t io n a l in s titu tio n s 288

U. S. G o v e rn m e n t 10

S ta te s  a n d  p o l i t ic a l su b d iv is io n s 1,524

C o m m e rc ia l banks in U n ite d  S ta te s 33

Banks in fo re ig n  c o u n tr ie s 13

Total time deposits 2 1 ,089

Total deposits 4 2 ,0 6 0

1Partly estim ated.
zAlso includes deposits accum ulated for payment of personal loans and 

open  accounts  of bank’s own trust departm ent.

S a v in g s  deposits are funds held by indi
viduals, or nonprofit corporations, asso
ciations or other organizations operated 
primarily for religious, philanthropic, edu
cational or other similar purposes. D e
positors may be required to give not less 
than 30 days’ notice o f intended with
drawal.

C e r t i f ic a t e s  o f d e p o s it  are for  set 
amounts and generally issued with speci
fied maturities. They are payable on a 
specified date or at the expiration o f a 
term extending not less than 30 days from  
date o f deposit as specified contractually 
or upon notice in writing given not less 
than 30 days before the date o f repay
ment.

Open accounts are evidenced by written 
contracts subject to terms som ewhat simi
lar to those for certificates o f deposit. They 
are unlike certificates in that funds may 
be added or withdrawn from time to time. 
T h ey  a lso  in c lu d e  sp e c ia l p u rpose  
accounts, such as Christmas Club deposits.
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Federal Reserve Bank of Chicago

tory authorities boosted the maximum rates 
that banks may pay on certificates of deposit 
and open account time deposits. The in
creases were to 5.5 percent—from 4.5 per
cent on time deposits held for 90 days or 
longer and from 4 percent on 30-90-day de
posits. The ceiling rate on savings deposits 
remained unchanged at 4 percent.

As of December 3, 1965—immediately 
before the change in ceilings—time certifi
cates of deposit (CDs), including savings 
certificates and large negotiable certificates, 
made up about 22  percent of total time de
posits of individuals and businesses at mem
ber banks in the District (which includes all 
of Iowa and major portions of Illinois, 
Indiana, Michigan and Wisconsin). Five 
months later the proportion had risen to 26 
percent. At Iowa banks, where certificates 
have been in widespread use for many years, 
the share was higher—around 45 percent.
Member Certificates to total time deposits*

banks Dec. 3, 1965 May 11, 1966
(percent)

Illinois 22 26
Indiana 36 40
Iowa 44 45
Michigan 13 19
W isconsin 34 36

District 22 26

*The seasonal element in certificates-to-total 
time deposit ratio is trivial, even after allowing for 
losses in large-denomination negotiables that typic
ally occur quarterly.

The rise in the relative importance of cer
tificates resulted largely from the higher rates 
paid by most banks for deposits having speci
fied maturities than for “passbook” savings 
deposits. Certificates of individuals and busi
nesses at District member banks rose nearly 
1 billion dollars to an aggregate of over 5 
billion dollars while all other time deposits, 
including savings and open account deposits, 

8 increased only 95 million dollars during this

five-month period; total deposits—demand 
and time—rose 1.4 billion dollars.

At small banks (total deposits of less than 
10 million dollars) in Indiana, CDs accounted 
for virtually all of the gain in total time de
posits, while in Iowa, Michigan and Wiscon
sin, the shares exceeded 70 percent and in 
Illinois 45 percent. Moreover, the flow of 
funds into CDs was almost entirely into 
personal-type nonnegotiable instruments.

The share of time deposit growth ac
counted for by certificates was somewhat 
greater at certain of the District’s larger 
banks. In contrast to experience at the small 
banks, the increase was mainly in negotiable 
CDs of $ 100,000 or more, typically issued to 
nonfinancial corporations and other custom
ers with sizable funds to invest.

Large-denomination negotiable CDs out
standing in May at District member banks 
were accounted for largely by 13 banks—7 in 
Chicago and 3 each in Detroit and Milwau
kee. Negotiability is an important feature of 
large-denomination certificates because it en
ables holders to sell them to other investors 
and thus obtain cash in advance of maturity. 
Since CDs of less than $100,000 customarily 
are not traded in the secondary market, their 
lack of negotiability is unimportant. The bulk 
of CDs at other than the largest banks have 
been of the nonnegotiable variety and issued 
in amounts under $ 100 ,0 0 0 .

Rates of interest paid on large denomina
tion negotiable CDs vary from day to day, 
moving with changes in market rates on other 
money market instruments, such as short
term Government securities, commercial 
paper and bankers’ acceptances, and in re
sponse to banks’ desires to bid for time de
posits. Yields on these securities reflect over
all supply-demand conditions in nationwide 
money markets. In response to strong de
mands for credit, most of the District’s large
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banks in May were offering 5 percent or more 
on negotiable CDs of longer maturities.

Rates on nonnegotiable certificates, on the 
other hand, appear to reflect local market 
forces for the most part. One indication that 
banks have reacted primarily to local market 
pressures is that in a number of areas all 
banks, both large and small, raised their rates 
following the boost in rate ceilings in Decem
ber while in certain other markets no changes 
were reported. Rates on nonnegotiable cer
tificates tend to be higher in the larger com
munities, possibly reflecting stronger demand

for Seventh District member banks

Balances, December 3, 1965

Tota l deposits
Member

banks CDs*

Tota l
time

deposits*
Total

deposits
(million dollars) (number) (million dollars)

Illinois
Under 1 0

•
187 109 340 856

10-100 170 359 2,616 5,190
Over 100 22 1,366 5,353 13,293

Indiana
Under 1 0 87 76 184 413
10-100 65 298 825 1,873
Over 100 7 238 708 1,985

Iowa

Under 1 0 115 139 229 559
1 0-100 42 158 426 1,033
Over 100 4 52 142 606

M ichigan
Under 10 79 81 254 397
10-100 77 242 1,069 1,868
Over 100 19 487 4,825 9,220

Wisconsin

Under 10 68 106 201 326
10-100 53 269 809 1,565
Over 100 4 129 458 1,449

Seventh District 999 4 ,1 0 7 18,440 40 ,6 36

in d iv id u a ls , partnerships and corpora tions. 
N o te : Figures may not add due to  rounding.

for credit in these centers and greater com
petition for available savings. Since the bigger 
banks are located in the large cities, the rates 
paid on certificates appear to be higher at the 
large than at the smaller banks.

Increases in rates on at least one kind of 
nonnegotiable certificate occurred in the Dis
trict’s five major financial centers—Chicago, 
Detroit, Indianapolis, Milwaukee and Des 
Moines. The range in the proportion of banks 
that either introduced CDs in small denomi
nations or adjusted maximum rates upward 
extends from slightly more than 60 percent 

in Michigan and Wis
consin and 55 percent 
in Indiana down to 47 
and 43 percent in Illi
nois and Iowa.

Timing of the initial 
upward moves was 
also different among 
areas. By state regula
tion, Ind iana banks 
may pay no more than
3.5 percent on savings 
deposits and 4.5 per
cent on other types of 
time deposits. A num
ber of Indiana banks 
announced upward ad
justments of CD rates

8 7 1 in mid-November to
10 5 2 be effective at the be
13 6 1 ginning of December.
14 6 6 Sim ilar announce
19 6 4 ments—prior to the
71 5 6 official action raising

rate ceilings—also oc
11 7 4 curred at some Wis
6

16
5
6

2
- 2 consin banks. (Rates

23 4 4 had been below the
maximums then in 
effect.) Many of the

Deposit balances and changes compared

Change, December 3, 1965 
to  M ay 11, 1966

CDs

Tota l
time

* deposits*
Tota l

deposits

1 1

(percent)

8 2
10 4 2
21 1 2

23 9 2
20 9 5
22 10 10
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Highest interest rates paid on time deposits

Highest ra te ,* Seventh District member ban ks

M ay 11, 1966 Illinois Indiana Iowa Michigan W isconsin Tota l
(percent per annum)

S avin gs deposits  
4 .00 181 0

(number)

52 102 42 3 7 7
3.50 61 112 7 6 0 186
3.00 89 31 78 53 48 2 99
2 .50  or less 41 12 24 8 32 117

Total' 372 155 161 169 122 9 7 9

N e g o t ia b le  CDs 
5 .50

o f $ 1 0 0 ,0 0 0  o r  
3 0

m ore
0 1 0 4

5.25 6 0 0 2 2 10
5 .00 4 0 0 9 4 17
4 .5 0 10 4 3 4 8 29
4 .0 0 13 1 3 3 1 21
Below 4 .0 0 1 0 0 0 0 1

Total' 37 5 6 19 15 82

O th e r  tim e c e rtific a te s 2 
5 .5 0  2 0 0 2 0 4
5.25 5 0 0 3 0 8
5 .0 0 11 0 5 34 7 57
4 .5 0 140 113 56 78 87 4 7 4
4 .0 0 187 39 98 54 30 40 8
Below 4 .0 0 7 3 2 2 0 14

Total' 35 2 155 161 173 124 9 65

A ll m e m b e r banks 3 7 9 1 5 9 161 1 7 5 1 2 5 9 9 9

*A  bank specifying a rate between those listed is included in the low e r rate ca tegory. 
Excludes banks that reported  no interest rate.
in c lu d e s  savings certificates, savings bonds, o ther nonnegotiab le  certificates and 

negotiable  certificates under $100,000 and excludes negotiable  CDs o f $100,000 o r more.

Decem ber rate in 
creases in these two 
states were defensive 
moves to retain de
posits.

In M ichigan — a 
state with lim ited 
branch banking— a 
smaller bank in one of 
Detroit’s suburbs an
nounced on December 
11 that it would pay 
4.75 percent on one- 
year certificates. Im
mediately other banks 
in the community, in
cluding the largerones, 
responded with similar 
steps. Those banks in 
Illinois and Iowa that 
raised their rates gen
erally did so in March.
In Iowa, ambiguities 
had surrounded the 
rate ceilings specified 
under state law until 
resolved by official 
ruling March 1.

The majority of the 
increases were to 4.5 
percent, up from 4 percent. As a result, 45 
percent of the banks in May were paying 
maximum interest of 4.5 percent on non
negotiable certificates, with a few offering 
rates between 4.5 and 5 percent. Only 69 
banks, or 7 percent of all District members, 
were offering 5 percent or more.

In Chicago, certain banks that reported 
paying 5 percent indicated that the bulk of 
the “new” time deposits had come from sav
ings certificates carrying lower rates of inter
est. The higher rate was offered on a selective 

10 basis for large deposits and long maturities.

A difference between maximum and “most 
common” rates was reported also by a few 
other banks, including three small ones in 
Iowa. Apart from these few banks, the “5 
percent-or-more” banks were confined al
most exclusively to Milwaukee and parts of 
Michigan. The 5 percent rate was being off
ered by some of the smaller Milwaukee banks 
on one-year certificates with minimum de
posits of $ 1,000. The larger banks in the area 
held to a 4.5 percent maximum. In the De
troit area, the 5 percent rate was more wide
spread and generally applied to savings
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certificates of $100  or more held a year or 
longer. The yield on certificates of deposit was 
5 percent also in Kalamazoo and Saginaw.

Fewer District banks raised rates on sav
ings deposits than on certificates during the 
December 1965-May 1966 interval. The 
maximum rate permitted on this type of time 
account was left unchanged, precluding 
further increases by banks already at the ceil
ing. Only 11 percent of the District member

banks subsequently raised rates on savings 
deposits. Typically, the increases—mostly by 
banks in the smaller communities—were to 
the 4 percent ceiling—from 3 or 3.5 percent. 
Nevertheless, even with these adjustments, 
the proportion of banks paying interest on 
savings below the regulatory maximum in 
May continued to be sizable—over 50 per
cent—in Illinois, Iowa and Wisconsin.

Reflecting the relative stability of savings 
deposit rates and wide-

Large gains in CDs usually accompanied decreases 
in savings to produce a net gain

million dollars, net change

spread increases on 
certificates, the yield 
differential between 
the two types of de
posits increased at a 
number of banks. This 
prompted some hold
ers of savings deposits 
to switch funds into 
certifica tes . Such 
transfers were espe
cially pronounced at 
the m ajor Chicago 
banks, even though 
yield differentials were 
smaller than, say, at 
large banks in Indiana. 
Transfers out of sav
ings accounts were 
heavy in Chicago, 
partly because it was 
the first time small de
nomination CDs had 
appeared in the area.

About a dozen of 
the District member 
banks undertook pro
motion of open ac
count time deposits (in 
lieu of certificates), 
on occasion advertis
ing them simply as 11

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Reserve Bank of Chicago

“passbook time accounts.” Banks following 
this practice were mostly in urban areas of 
Indiana and Michigan. Rates paid were gen
erally 4.5 percent or less, although one De
troit bank reported paying 5 percent and one 
in Battle Creek, 5.5 percent.

Nearly all certificates other than savings 
bonds offered by District member banks were 
fairly short term, bearing maturities of one 
year or less. Savings bonds tended to be 
issued at both maturity extremes: short 
(maturities of three months or less) or long 
(five years or more). The minimum denomi
nation for which the highest rate was offered 
for most issues was $ 1,000  or less.

In general, no clear distinction in rates and 
terms offered emerges from the survey data 
between most types of certificates issued for 
amounts under $100,000. A small propor
tion of banks offered more than one type of 
certificate and, in some cases, it appeared 
that savings certificates were reserved for 
individuals while different certificate forms 
were used for other investors, such as small 
business firms. “Savings certificate” was by 
far the most popular term employed to de
scribe these instruments, with 65 percent of 
the District member banks reporting the use 
of this nomenclature.

Relatively few of the banks in the District 
that boosted their CD rates moved to liberal
ize the terms on which they offered certificates 
by shortening maturities and lowering initial 
deposit requirements. Most banks held to the 
same terms—except in Indiana and Iowa 
over half the banks lengthened minimum ma
turities and raised initial investments required 
on the instruments bearing higher returns.

The largest relative gains in time deposits 
of individuals and businesses between Decem
ber 1965 and May 1966 were at member 
banks in Indiana, despite the lower regulatory 

12 limits on time deposit rates in the state than

elsewhere. A factor contributing to this de
velopment, however, was the intensified en
forcement of the state tax on gross earnings 
on funds deposited in financial institutions. 
Local banks pay this tax as a service accom
modation for their customers, which has the 
effect of boosting the net yield to Indiana 
residents on funds deposited in Indiana 
banks. Some funds previously placed in banks 
outside the state were brought home.

Banks in Iowa showed time deposit growth 
in line with that for the rest of the District 
notwithstanding that time deposit rate in
creases were more common elsewhere. De
spite the surge in nonnegotiable certificates at 
Chicago banks, the gain in total time deposits 
there was less than in other major cities. Nor 
did certificates draw funds significantly from 
smaller to larger banks in geographically 
dispersed communities. The 7 percent gain in 
time deposits at banks with total deposits un
der 10 million dollars compares with a 3 per
cent rise at the largest banks—those with 
over 200  million in deposits.

The survey reveals the diversity within the 
Midwest in rates paid and other characteris
tics of time deposits. It suggests there were 
sizable transfers of funds within banks paying
4.5 percent for CDs from their own lower- 
rate savings accounts, though these funds 
could well have moved into accounts earning 
5 or 5.5 percent at banks in other parts of the 
District. Moreover, the funds transferred 
were principally balances of individuals and 
nonprofit institutions, the only eligible hold
ers of savings accounts. Individuals’ savings 
also moved between banks, between banks 
and other financial institutions and between 
financial institutions and other investments, 
but it is not possible from available evidence 
to measure such transfers precisely. It seems 
clear that the market for time and savings 
funds of many banks is largely localized.
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Farmland prices rise sharply

t  armland prices increased more rapidly 
during the past year than in any similar period 
in recent years. The national index rose to 
150 percent of the 1957-59 average as of 
March 1, 1966— 3 percent above the Novem
ber level and 8 percent higher than March a 
year ago. Annual increases in prices since 
1960 have averaged less than 5 percent. The 
recent surge in land prices was most evident 
in the Midwest. In both Illinois and Iowa, for 
example, increases of 12 percent from a year 
ago were recorded and in Indiana prices of 
agricultural land jumped 15 percent. These 
were the largest year-to-year gains in these 
states in more than two decades.

The rise in recent months is a further ex
tension of the rather continuous upward 
trend extending through many years. Since 
1942, the average value per acre of farmland 
has risen by more than 350 percent and there 
have been only two brief periods, 1949 and 
1953, in which prices have declined.

The value or price of land and the year-to- 
year changes in these, of course, cannot be 
measured with precision; there is always a

M any farm ers buy land
to increase size of farm
Y ear ending Corn Lake United

M arch 1 Belt' States" States
ipercent of all purchases)

1950-54 29 16 26
1960 53 31 45
1964 60 36 50
1965 64 41 54

'Includes Illinois, Indiana, Iowa, Missouri and Ohio. 
-Includes Michigan, Wisconsin and Minnesota.

large amount of judgment involved. Typically 
there are only a few transactions in any com
munity in a given time.

While the reasons for changes in farmland 
prices often are somewhat obscure, many of 
the factors responsible for the continued rise 
over the past several years appear still to 
have been operative in recent months. Many 
owners of farmland obviously are satisfied 
with current and prospective returns from 
their holdings. This restricts the amount of 
land offered for sale. The strong demand for 
land to enlarge farms maintains an active de
mand for land that is offered. The persistent 
rise of land prices causes many prospective 
purchasers to consider land a favorable long
term investment as a hedge against inflation. 
Purchases for nonagricultural uses help to 
maintain strong demand, as does the expecta
tion of continued large farm subsidies.

The recent surge of land values undoubt
edly reflects, in large part, the push generated 
by record production of crops, high livestock 
prices and the resulting sharp rise in farm in
come during the past year, as well as the 
continued expansion in general business ac
tivity. Net farm income in the nation totaled 
more than 14 billion dollars—about 9 per
cent above the previous year. Gaips were 
somewhat larger in the Seventh Federal Re
serve District. Moreover, the advance in farm 
income has continued into 1966. During the 
first quarter of this year, cash receipts from 
farm marketings averaged 22  percent above 
a year earlier for the District states and for 
the nation were 18 percent above the 1965 
level. This boost in farm income made it pos
sible for more farmers to accumulate funds 13
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for down payments for real estate purchases. 
Also, the belief on the part of many indi
viduals (both farmers and nonfarmers) that 
demand for agricultural products is likely to 
increase sharply because of reported present 
and forthcoming food shortages in some 
countries abroad and that this will result in a 
continuation of the high income levels at
tained in recent months probably contributed, 
in part, to the recent upsurge in land prices.

Demand for land to be utilized as additions 
to existing farms has apparently become an 
increasingly important factor in the farm real 
estate market in recent years. Reports from 
country bankers indicate that demand for 
land for this purpose has been especially 
strong during the past year. Data compiled 
for the Corn Belt area by the U. S. Depart
ment of Agriculture indicate that the portion 
of purchases of farmland made specifically 
for farm enlargement rose to about 64 per
cent in 1965 from about 29 percent in the 
1950-54 period. For the United States, such 
purchases have increased from about 26 per
cent of the total in 1950 to more than half of 
all purchases in 1965.

Demand for farmland for this purpose 
often results in a relatively high price. The 
combined acreage usually can be operated 
with little additional investment in machinery, 
equipment or buildings as the capacity of 
farm equipment has been greatly expanded 
over the past several years—tractor horse
power, for example, has more than doubled 
since the early Fifties. Since these larger and 
more efficient machines can be operated more 
profitably on sizable acreages, net return on 
a large farm may be substantially higher than 
for two smaller farms prior to their merger.

While the demand for farmland has been 
relatively active in recent years, the supply of 
farmland offered for sale has been quite 

14 small. The total supply of farmland is rela

tively fixed—total land in farms has changed 
only slightly since the beginning of the cen
tury. However, the number of farms offered 
for sale at prevailing prices in recent years 
has declined rather steadily. The total number 
of farms sold has declined from more than
200,000 annually in the early Fifties to 
slightly more than 130,000 last year. This de
cline reflects in part, fewer and larger farms 
resulting from consolidation.

Government price support programs have 
also contributed to the rise of land prices 
since the payments from these programs tend 
to be capitalized into the price of land. In 
1965 Government payments were equal to 
about 6 percent of gross cash receipts from 
farm marketings compared to less than 2 per
cent 10 years earlier. The eligibility of farm
ers to participate in such programs as those 
for feed grains, wheat, cotton and tobacco is 
determined by their history of production of 
such commodities. The benefits of such pro
grams, therefore, tend to be “tied” to the 
land. Consequently, a farm which has a sub
stantial “base” acreage of these crops com
mands a premium from buyers seeking to 
participate in the program. While it is difficult 
to assess how much Government programs 
have contributed to the rise of land prices in 
recent years, it has no doubt been significant. 
Some recent estimates indicate that 20 to 40 
percent of the present value of cotton and 
wheat land is attributable to such programs.

Land acquisitions for residential, highway, 
industrial and other nonagricultural uses 
have strongly influenced farm real estate 
prices in many areas. While the amount of 
land diverted to such uses each year is rela
tively small compared to the total acreage in 
farms (about 1 million acres per year or 
equivalent to about one quarter of 1 percent 
of the total cropland acreage) the impact 
upon land prices tends to spread through a
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large part of the entire market. Since acquisi
tions of land for nonagricultural purposes 
usually are at substantial premiums above the 
current value for strictly agricultural uses, 
these prices tend to establish reservation 
prices below which land over a large adjacent 
area is not offered for sale. Furthermore, 
farmers who sell land for nonagricultural 
purposes usually seek to reinvest in farmland 
and, in a period when a relatively small num
ber of farms is offered for sale, this provides 
additional upward pressure on prices in the 
affected areas. In some areas other factors, 
such as discovery of minerals or oil, ex
pected provision of water for irrigation and 
relocation of highways, have boosted prices 
and restricted offerings.

Credit has played an increasingly impor
tant role during recent years in facilitating 
sales of farm properties. The gradual liberal
ization of credit terms—more liberal apprais
als, easing of down payment requirements 
and lengthening of maturities of loans—have 
permitted more potential buyers of farmland 
to enter the market. The proportion of farm 
sales financed with borrowed funds has in
creased steadily as has the proportion of the 
purchase price being financed. The U. S. De
partment of Agriculture estimates that 73 
percent of all farmland purchases during the 
year ending March 1965 involved the use of 
some credit. During the 1955-59 period, the 
corresponding proportion was about 66  per
cent. Moreover, the ratio of debt to purchase 
price in 1965 rose to 72 percent—up from 
65 percent in 1960 and 62 percent during the

Importance of credit rises
Sales c re d it-fin a n ced  Loans as proportion  

in whole or p a rt o f value

Year ending 
M arch 1

Corn
B e lt1

> Lake 
States2

U nited
States

Corn
B e lt1

Lake
States2

U nited
States

1 9 5 5 - 5 9 6 8 7 7
(percent) 
6 6  5 6 6 5 6 2

1 9 6 0 71 7 7 6 7 6 0 6 6 6 5
1 9 6 4 7 4 81 7 3 6 8 7 6 71

1 9 6 5 7 7 83 7 3 6 9 7 4 7 2

in c lu d e s  Illino is , Ind iana, Iowa, M issouri and Ohio. 
2 Includes M ich igan, W isconsin and M innesota.

1955-59 period. The rise in this ratio for the 
Lake and Corn Belt states during the past few 
years has been greater than for the nation.

Credit conditions in recent months, of 
course, have tightened considerably. Member 
banks in the Seventh Federal Reserve District 
responding to a survey conducted in early 
April indicated rates charged by major farm 
real estate lenders had risen in most areas 
since the beginning of the year. There have 
also been numerous reports of higher down- 
payment requirements and shortening of ma
turities. The recent credit tightening appar
ently has restrained the rise of land values. 
In contrast with the rapid advance until 
March, a recent survey of country banks in 
the Seventh Federal Reserve District indicates 
that the increase in land values in the Mid
west slowed considerably in subsequent 
months. These bankers reported that the 
average value of “good” farmland advanced 
about 1 percent during the second quarter, 
compared to a 4 percent rise during January 
through March.
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