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MONETARY POLICY
IN A CHANGING WORLD

by

W. Braddock  H ickm an, President 

Fed era l Reserve Bank of C leve land

Talk de livered  by President Hickman as p a rt o f the series " D istinguished  

Lectures on Banking and M onetary  P o licy" at The O hio S ta te  University, 

Colum bus, O h io , M ay 3 , 1967. The views exp ressed  are M r. Hickm an's 

and do not necessarily  re flect those of the Fed era l Reserve System .

MONETARY POLICY AND 
UNCERTAINTY

I am  delighted io be with you ioday, and 
honored io p ariic ip ale  in the series of "D is­
tinguished Lectures on Banking and M one­
tary  P olicy ." M y topic today is "M onetary  
Policy in a  C hanging W orld." M ore p recisely , 
it should be ca lled  "M onetary  and F isca l 
Policy  in a  C hanging W orld," since the one 
cannot be discussed without the other; but 

I will try to em phasize m onetary policy  and 
thus conform  more closely  to the title of the 
lectures. I shall touch briefly and inform ally 

on the elem entary  textbook theory of fiscal 

and m onetary policy and indicate som e of 
the problem s that arise  when we attem pt to 
apply pure theory in a  world of uncertainty 
and change. I sh all then review  the record 

of recent y ears and point out som e of the 
errors that I think have actu ally  been  m ade 
in this area . And finally, I sh all identify w hat

seem  to be the principal sources and cau ses 
of the errors.

Let us start with the conventional wisdom 
a s  it is described in the elem entary  textbooks. 
There is today alm ost com plete agreem ent 
that m onetary policy  and fiscal policy  share 
the sam e gen eral ob jectives: to help the econ­
omy ach ieve econom ic growth without infla­
tion and with reason ab le  eguilibrium  in the 
international b a la n ce  of paym ents. The text­

books tell us further, that an appropriate mix 
of m onetary and fiscal policy is needed io 
ach iev e these ob jectives. O n som e occasions, 
it m ay be d esirab le  to have a  little m ore fiscal 

policy and a  little less m onetary policy, and 

on som e occasions, the reverse. But the point 
is that the state of the econom y is assum ed 
to be known with alm ost com plete certainty, 

so that there is v irtually  no uncertainty about 
the appropriate econom ic policy  mix.

A num ber of problem s arise  w hen we a t­
tempt io apply textbook theory in practice ,
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due largely  lo the difficulty of prediciing 
econom ic evenls. The econom y —  instead of 
moving along  a  stead y  path at a  constant 
rate of growth —  m oves at a  constantly  
changing rate, w hich is difficult to forecast 
accu rately . This is not really  surprising since 
the principal param eters of the econom ic sy s­
tem are not rea lly  stable, econom ic relation­
ships are not fully understood, and unex­
pected  developm ents affect the system  at 
various tim es and in various w ays. A s a  
gen eral m atter, rates of growth of population 
ch an g e over tim e; technologically  deter­
mined production functions ch an g e with 
innovations; and consum ers' attitudes and 
tastes shift erratically . Most im portantly of 
all, Federal spending and taxing are  deter­
mined in part by  social, political, and inter­
national considerations and only in part by  
what would be good econom ics.

The b asic  problem  of an appropriately  co­
ordinated m onetary and fiscal policy  is to 
determ ine the course of the econom y over 
a  finite period ah ead . If the period is a s  long 
as a  y ear and a  half (as in the President's 
annual budget, for exam ple), this is an  ex­
trem ely difficult job  w hen you consider the 
kinds of exogenous factors at work. To illus­
trate: the step-up of our defense effort in 
V ietnam  had m ajor influences on dom estic 
econom ic activ ity  in the second half of 1965 
and in a ll of 1966 (influences that w ere la rg e­

ly m issed in the standard forecasts m ade at 
the beginning of both years). W hat is in store 

for 1967? Frankly, I do not know. Bui I do 
know that with the future m agnitude and 

duration of our m ilitary effort unspecified, 
there is a  wide m argin for error in an y  fore­
cast of econom ic activ ity  in the period ahead.

Another illustration of an  exogenous —  and 
u npredictable —  influence on the econom y is 
the fact that we are  faced  this y ear with m any 
m ajor labor negotiations and the possibility  
of work stoppages. These, too, h av e serious 
unknown im plications for the p ace  and di­
rection of econom ic activ ity  in 1967. Another 
com plex of factors —  partly  exogenous and 
partly  endogenous— h as to do with consum er 
spending plans. G iven the uncertainties of 
V ietnam  and possible labor stoppages, as 
w ell as  the current lower level of the structure 
of interest rates and the uncertain  course of 
disposable personal incom e, it is difficult to 
predict how consum ers will beh av e in the 
months ahead . A ny or a ll of these factors 
could easily  and ap p reciab ly  ch an g e the 
fu ture  course of the econom y in 1967, a s  w ell 
a s the appropriate mix of m onetary and fiscal 
policy today .

This type of uncertainty is indeed unfortu­
nate, although uncertainty is a  b asic  fact of 
life. Policy m akers must assum e, on the b asis  
of the best ev id en ce a v a ila b le , ihai the eco n ­

om y will beh ave in a  certain  fashion over a 
finite period, and form ulate an  appropriate 
policy mix for that finite period. If econom ic 
conditions a lter unexpectedly during the p e­
riod of the forecast, w hat w as once judged to 
be appropriate policy  will becom e inappropri­
ate. The inflexibility and rigidity of the policy 
mix —  particu larly  the fiscal asp ects of that 
policy  —  create  the crux of the difficulty. 
W hile m onetary policy  can  adapt guickly, 

fiscal policy  cannot. The inflexibility and 
rigidity of fiscal policy  w ere clearly  dem on­
strated  during the second half of 1965 and the 
first half of 1966, w hen fiscal policy  w as loo 
expansionary  while the econom y w as over­
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heating, and during la te  1966, w hen fiscal 
policy w as inad equately  expansionary  while 
the econom y w as cooling off. The b asic  prob­
lem of fiscal policy  is the inflexibility of the 
Fed eral budget once form ulated, and the 
slow ness with w hich it can  be reform ulated 
under our existing institutional arrangem ents.

M onetary policy  also  has its problem s, but 
they are not the sam e problem s a s  those of 
fiscal policy. Both types of policy rest on fa l­
lible forecasts, but, fortunately, m onetary 
policy  is not rigid and inflexible. To the 
contrary, it is extrem ely  responsive and a c ­
com m odative. G iven the right inform ation, 
m onetary policy  can  be adjusted quickly to 
changing econom ic circum stances, a s  attest­
ed by  the shift that occurred last November. 
Although policy  m akers look ah ead  a s  far 
a s  the horizon perm its, policy can  be reform ­
ulated at in tervals as short a s  the periods 
b etw een  m eetin gs of the Fed eral O pen M ar­
ket Committee. This flexibility is much greater 
than that of fiscal policy, w here the opera­
tional lag  m ay be a s  much a s  a  y ear and a  
half, from Janu ary  through the end of the 
next fiscal y ear, which is the current planning 
period for the Fed eral budget.

The relative flexibility of the Fed eral R e­
serve System  partly  reflects the fact that it 
is not com m itted to a  published forecast, and 
partly  the fact that it is an  independent 

ag en cy  within, but not of, the Governm ent. 
W ithin the System , a  sm all group of people 
(FOMC) —  with diverse backgrounds and 

interests —  m eets frequently to discuss eco ­
nom ic developm ents and must m ake a  policy 
decision at each  m eeting. N evertheless, 
despite tim eliness and flexibility of m onetary 

policy, m any b asic  questions regarding its

effects on the econom y are  still unresolved. 
The lead-lag relationships of ch an g es in bank 
reserves, the m oney stock, bank credit, and 
interest rates are not fully understood. For 
exam ple, tight m oney in 1966, h as had, and 
will continue to have, uneven effects on var­
ious sectors of the econom y in 1967 and per­
haps beyond, and the am ount and timing of 
these effects are  unresolved. The uncertainty 
associated  with v ariab le  tim e lag s and im­
p acts are  problem s that are, of course, not 
unique to m onetary policy. F isca l policy  also  
has distributed effects on various sectors of 
the econom y, and the m agnitudes of these 
effects are not known. For exam ple, the 
elim ination of the 7 percent investm ent tax 
credit in O ctober 1966 (just at the wrong time, 
as it turned out) h as had, and will continue 
to have, pronounced effects on the am ount 
and timing of plant and equipm ent expendi­
tures in 1967, the extent of w hich can  only 
be approxim ated. In addition, I do not know 
w hat the effects of the restoration of the in­
vestm ent tax credit will b e  in 1967 —  or in 
1968, or beyond.

O nly one thing, b ased  on invariant histori­
ca l exp erience , is rea lly  clear. If the econ­
om y overheats later this y ear, the overheat­
ing will be blam ed on m onetary policy, no 
m atter what fiscal policy m ay be or m ay have 
been. It will be said  that we overreacted  to 
recession ary  fears in la te  1966 and early  
1967. O n the other hand, if the econom y w ere 
to sag  further, we will be blam ed for ex ces­
sively  tight m oney in 1966 or the fact that 
we underreacted  in 1967, independently of 
the nature of fiscal policy. The rule is: heads, 
m onetary policy  loses; tails, fiscal policy 

wins. Hopefully, in the rem ainder of m y talk
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I will be ab le  to rise above Ihe perpetual 
squ abble about the respective roles of m one­
tary and fiscal policy, and shed som e light 
on the p ractica l difficulties of the F ed eral 
R eserve System  as it attem pts to conduct 
m onetary policy on the basis  of ihe inform a­
tion av ailab le . Lei us therefore turn io a  

review  of econom ic developm ents since the 
last recession, and the role of public policy 
in that period.

ECONOMIC DEVELOPMENTS 
SINCE 1961

In ihe long business expansion since early  
1961, ihe econom y h as been  characterized  
by three distinct periods of econom ic growth, 
with a  different mix of m onetary and fiscal 
policy  in each  period. Betw een the cy clica l 
trough in Febru ary  1961 and mid-1965, ihe 
econom y advanced  a i a  rem arkably  well- 
b a lan ced  and noninflaiionary p ace. R eal GNP 
rose a i a  high a v erag e  rate of about 5.5 per­
cent, and ihe GNP deflator rose at a  re latively  
low av erag e annual rate of about 1.4 percent 
a  y ear. In an  effort io close ihe gap betw een 
ihe econom y's potential and actu al output, 
both m onetary and fiscal policy w ere exp an ­
sionary  throughout the period. Around ihe 
time of ihe reduction in personal and corpo­
rate incom e taxes in Febru ary  1964, real 

econom ic growth accelerated  but without a  
n oticeable  acceleratio n  in prices. The Fed eral 
R eserve System  m aintained an  accom m oda­
tive m onetary policy, which provided ihe 
m oney and credit needed io support enlarged 

spending by  bu sinesses, consum ers, and 
governm ent.

During each  of the next two periods, ihe 
mix of m oneiary and fiscal policy w as less

appropriate. From mid-1965 until mid-1966, 
ihe econom y w as characterized  by  excessiv e 
a g g reg ate  dem and relative io ihe nation's 
cap acity  to produce. The results w ere im ­
b a la n ces  and disioriions in various sectors 
of ihe econom y, and a  g en eral inflationary 
overheating. In mid-1965, acce lera ted  defense 
spending for V ietnam  w as superim posed on 
rapidly rising business expenditures for fixed 
plant and equipm ent. Inventory spending 
also  expanded rapidly, both for defense pur­
poses and other uses. (Parentheiically , a s  I 
will discuss later, our inform ation on defense 
spending and inventory investm ent w as 
highly inadequate a i that iime.) O perating 

rates in m any lines b eg an  to exceed  desired 
levels, and labor shortages appeared. After 
y ears of virtual stability , unit labor costs 
beg an  to rise rapidly, profit m argins fell, and 
inflationary pressures accelera ted . Betw een 
the second quarter of 1965 and ihe third quar­
ter of 1966, rea l GNP rose a i a  satisfactory  5.5 
percent annual rate, but the GNP price de­
flator increased  at a  2.9 percent annu al rate, 
about tw ice the in crease  of the earlier period.

The surge in econom ic activ ity  generated  
enorm ous dem ands for funds, w hich could 
noi be satisfied without an  excessiv e exp an ­
sion of credit. As inflationary pressures in­
creased , the Fed eral R eserve System  b ecam e 
less accom m odative, ihe growth of bank 
credii slackened , and ihe entire constellation 

of interest rates beg an  to m ove up. The in­
crea se  in the discouni rate from 4 percent to 
4V2 percent in D ecem ber 1965, although at 

first highly unpopular, gained  grudging sup­
port from inform ed quarters when ii b ecam e 
apparent ihat ihe Adm inistration w as not go­
ing io ask  for an  appropriate co n tracy clica l
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in crease in incom e taxes. The logic support­
ing earlier fiscal m easures to invigorate a 
lagging econom y now argued for the reverse 
fiscal policy, but this w as not to be the case. 
Despite token fiscal m easures, such a s  the 
p artial restoration of previously reduced ex­
cise  taxes and accelerated  incom e tax with­
holdings, the m ajor burden of restraint fell 
on m onetary policy.

This, as it turned out, had m any unfortu­
n ate consegu ences. For exam ple, a s  m one­
tary  policy  b ecam e progressively  tighter, and 
interest rates soared  to the highest levels in 
40 years, savings that norm ally flow through 
nonbank deposit-type institutions w ere di­
verted directly into higher yielding m oney 
m arket investm ents. S in ce deposit-type insti­
tutions norm ally supply the bulk of funds for 
residential construction, the m ortgage m ar­
ket w as seriously sgueezed. The result w as a  
sharp decline in housing starts and in resi­
dential construction.

The third period b eg an  in the fa ll of 1966 
w hen it becam e apparent to the F ed eral 
R eserve that the overheated  econom y w as 
beginning to cool off. W hile prices w ere still 

rising, the p ace  of the private sector slowed, 
and industrial production b eg an  to level. 

M oreover, just a s  econom ic activity  b eg an  
to m oderate in O ctober 1966, fiscal policy 
took a  restrictive step with the suspension 

of the 7 percent tax credit on bu siness invest­

ment and acce lera ted  depreciation allow ­
ances. The burden once ag ain  w as on m one­
tary  policy, w hich turned progressively  easier 
beginning in November. After a  short period 
of hesitation, bank  reserves b eg an  to grow 

rapidly, bank credit expanded sharply, the

m oney supply increased , and interest rates 
declined.

F isca l policy b eg an  to p lay  an  appropriate 
co n tracy clica l role early  in 1967. The Admin­
istration re leased  funds that had been  with­
held from the highw ay program , m ade more 
m ortgage funds av a ila b le  through FNMA, 
speeded up veterans' dividend paym ents, 
and in M arch called  for im m ediate re instate­
ment of the 7 percent investm ent tax credit. 
The existence of m oderating tendencies in 
the econom y w as reconfirm ed by the Fed eral 
R eserve System  in M arch w hen reserve re- 
guirem ents on certain  tim e deposits w ere 
reduced, and ag ain  in April, w hen the dis­
count rate w as cut from AV2 percent to 4 per­
cent. From the third guarter of 1966 to the 
first guarter of 1967, re a l GNP rose at a  som e­

w hat m ore subdued rate of 2.3 percent but 
the price deflator continued to rise at a  high 
annual rate of 2.8 percent, although other 
m ajor price indexes show ed m oderating 
tendencies.

Despite the recently  im proved mix of m one­
tary  and fiscal policy, the nation 's rea l eco ­
nomic growth will be sm all in 1967, judged 
by recent standards. Business investm ent in 
new plant and eguipm ent is edging down, 

inventory accum ulation h as been  reduced, 
and until recently , consum er spending h as 
been  sluggish. The b asic  guestion of the mo­

ment, from the point of view  of m onetary 
policy, is w hether our stance is about right, 
or w hether we should e a se  further or tighten. 
W hatever policy  is adopted, our b asic  g oal 
rem ains the sam e a s  it h as a lw ay s b een  —  
to ach iev e b a lan ced  noninflationary eco ­

nom ic growth.
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LESSONS OF RECENT EXPERIENCE
In my brief review  of econom ic develop­

m ents since the last recession, I delineated  a  
long period from 1961 to mid-1965 w hen the 
econom y en joyed  stead y  growth and stab le  
prices, and two short periods, mid-1965 to 
mid-1966, w hen growth w as satisfactory  but 
prices spurted, and mid-1966 to the present, 
when growth slack en ed  while prices con­
tinued to rise. All of us can  take pride in the 
record a s  a  whole, but it could have been  
better, given better information, deeper in­
sights, and more appropriate m ixes of m one­
tary  and fiscal policy. Let us see  w hat con­
structive steps should be taken  to im prove 
public policy in the future.

First, it is im perative that we find som e w ay 
of reducing the inflexibility and resulting un­
tim eliness of fiscal policy. Part of the trouble 
lies in the budget m aking process itself. 
Fed eral budgets are  based  on specific, one- 
shot forecasts of w hat the econom y will be 
like over the next 18 months; ag ain st this 
background, receipts are estim ated, lax  pol­
icy  planned, and spending projected. If the 
forecast is wrong, a s  it alm ost a lw ay s is for 
an y  18-month period, estim ates of incom e 
will be wrong, and spending p lans and tax 
policy will be inappropriate for econom ic 
stabilization and growth. The difficulty is that 
Fed eral program s for spending and taxing 

take m any months to p lace in train, gain  
momentum in the process, and cannot easily  
be reversed, once started.

O ne p ractica l solution would be to provide 
for the regular publication of revised quarter­

ly budgets, sim ilar to those the Bureau of 
the Budget will provide this y ear to the Joint 
Econom ic Com m ittee. Another constructive

step would be to develop better understand­
ing and agreem ent a s  to which budget con­
cept is most appropriate for policy  planning 
purposes. The present system  of m ultiple 
budgets is confusing to the laym an, and lends 
itself to m anipulation to show a  surplus— or 
a  sm all deficit —  in w hatever budget hap­
pens to be in favor at the moment. As a  
form er C hairm an of the C ouncil of Econom ic 
Advisers recently  pointed out, we are  oper­
ating in a  kind of "fisca l fog” that could be 
highly dangerous. Fortunately, the President 
plans soon to estab lish  a  b ipartisan  group 
to study budget processes, with a  view  to­
w ards reform and im provem ent. I personally  
think also  that som e w ay must be found to 
provide for speedier adjustm ents in the tax 
system  to changing  econom ic conditions. 
Perhaps an  independent ag en cy  might be 
given the pow er to ad just taxes upward or 
downward a s  needed within a  sm all per­
cen tag e range, su b ject to review  and revision 
by  C ongress or the Executive. Admittedly, 
the p ractica l political difficulties of an y  such 
plan are  enorm ous, but the potential eco ­
nom ic benefits are  even  greater.

Second, m onetary policy  also  is in need 
of som e im provem ent, particu larly  in the 
a re a  of m easuring time lag s and im pact. 
Frankly, I think m onetary policy  h as been  

quite good since early  1960. There now seem s 
to be g en eral approval am ong econom ists 

of the tim eliness and direction, if not the m ag­

nitudes, of recent m onetary policy  changes, 

although there is consid erably  less a g ree ­
ment, as I have indicated, on w hether we 
tend to overstay  our position. Also, m any 
criticize us for not designating one particular 

econom ic lim e series a s  the  m ajor m onetary
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variable . Should it be Professor Brunner's 
"cred ii b a se ,'' Professor Friedm an's ''b ro ad ” 
m oney supply, or the Federal R eserve's own 
brain  child, ''the bank credit proxy''?

Frankly, I do not know the answ er, and 
doubt that anyone else  does. In practice , the 
Fed eral O pen M arket Com m ittee looks at a ll 
kinds of v ariab les and tries to account for 
significant variations in rates of change 
am ong them. Econom etric m odels have a  
w ay of indicating that one or another of a  set 
of v ariab les is the most im portant v ariab le  
to be considered, but the selected  variab le  
h as a  disconcerting w ay of changing, depend­
ing upon the m odel and time period consid­
ered. In part, this probably  reflects inherent 
statistical problem s associated  with econom ic 
m odel building, for exam ple, the high degree 
of intercorrelaiion betw een the dependent 
v ariab les in the model, seria l correlation, in­
correct assum ptions about the distribution 
of error terms, and so forth. In part, I suspect 
that it a lso  reflects the fact that econom ic re­
lationships are too com plex and interrelated  
to be represented by  any  single time series, 
or any  single set of variab les. In an y  event, 
the Fed eral R eserve System  is keen ly  aw are 
of the gap s in its know ledge and is sincerely  
trying to fill them.

As a  third step in im proving public policy 
in general, we d esp erately  need to im prove 

our inform ation system , by obtaining more 
accu rate  and tim ely statistics, by  im proving 
coverage, and by  filling som e of the gaps in 
our know ledge. Consider, for exam ple, busi­
ness inventory investm ent, which p lays a  
m ajor role in explaining cy clica l sw ings in 
econom ic activity  generated  in the private 
sector. Publication of monthly statistics on

com bined m anufacturing and trade inven­
tories now lag s the event by  about two 
months. This m eans that today we know 
som ething about w hat happened to inven­
tories in February, but subsequent develop­
m ents rem ain shrouded in m ystery. This is 
not only bad by  itself, but the early  re leases  
on inventories are  su b ject to su bstantial revi­
sion, due chiefly to difficulties in obtaining 
re liab le  inform ation on m anufacturing and 
retail stocks. The sam e difficulties carry  over 
into the GNP statistics. To illustrate, in Janu ­
ary  and early  February, the Fed eral O pen 
M arket Com m ittee operated  on the assum p­
tion that business inventories had increased  
by  $14.4 billion in the fourth quarter of 1966, 
only to learn  at the end of Febru ary  that 
inventory investm ent had been  $2 billion 
higher, im plying a  much m ore severe inven­
tory adjustm ent later on.

In addition to a ccu racy  and tim eliness, we 
need to im prove the coverage of our statistics. 
Consider, for exam ple, the im portant influ­
en ce of ch an g es in liquid asset holdings of 
bu sinesses and consum ers on savings flows, 
the m oney stock, and sources of com m ercial 
bank funds. W e rely  here on quarterly  FTC- 
SEC estim ates of "c a sh ,"  "U. S. Governm ent 
securities," and "o th er" liquid assets, rather 

than on more precise and m eaningful ca te ­
gories (now alm ost totally  u nav ailab le  to us) 
of such item s a s  corporate holdings of Euro­
dollars, time certificates of deposit, foreign 
Treasury  bills, and so forth, a ll of great con­
cern to the m onetary authorities.

A third m ajor inform ation problem  involves 
the gaps in our know ledge. A m ajor inform a­
tion gap re lates to defense spending. As m en­
tioned earlier, the huge and largely  unex­
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peeled surge in defense spending ihai beg an  
in la ie  1965 generated  far-reaching reactions 
in ihe econom y, ihe effects of w hich are  still 
with us. Undoubtedly, if m onetary and fiscal 
policy m akers had been  fully aw are of de­
velopm ents then, steps would have been  
taken  earlier to restrain  them, and less re­
straint would have b een  needed later on. The 
fact is, how ever, that key  variab les relating 
to defense spending are alm ost im possible to 
predict, and im possible to obtain even  within 
ihe various ag en cies of the G overnm ent it­
self. Unfortunately, these unexpected e sc a la ­
tions and d e-escalations in defense spending 
can  do serious harm  to the dom estic econ­
omy, unless offset by  appropriate public pol­
icy. At least, im portant policy m aking groups 
such as the Council of Econom ic A dvisers and 
the Fed eral O pen M arket Com m ittee should 
be informed, to the extent possible, of m ajor 
shifts in defense spending, even if such infor­
m ation must be w ithheld from the public on 
grounds of national security. If this type of 
inform ation is not av ailab le , then steps 
should be taken  to develop it by  the appro­
priate ag en cies.

In general, I suspect that the root of the 
difficulty in obtaining ad equ ate and tim ely 
inform ation goes b ack  io our old bugaboo,

the fiscal p rocesses of the G overnm ent itself. 
U nless and until high-level public officials 
recognize the d angers involved, no depart­
ment of ihe G overnm ent will receive a d e­
quate appropriations for such m undane 
things a s  d ata collection or d ata  processing, 
which are so n ecessary  for efficient policy 
m aking. It is inconceivable that the greatest 
nation in ihe world, with a  G ross N ational 
Product of over $750 billion, and with Fed eral 
Governm ent outlays of over $150 billion a  
y ear, spends only $125 m illion on its F ed eral 
statistical program s. Surely, we need to im­
prove the quality  and tim eliness of our eco ­
nom ic inform ation, even if it m eans spending 
more m oney.

These then, in broad brush, are the e le ­
m ents needed for a  better mix of m onetary 
and fiscal policy  in the future: first, a  more 

flexible fiscal policy, particu larly  a  more flex­
ib le tax policy; second, an  im proved theoreti­
c a l b asis  for m onetary policy ; and third, 
better d ata  for the policy  m aker in such im ­
portant a re a s  a s  liquid assets, business in­
ventories, and defense spending. W e, of 
course, a lso  need to im prove our econom ic 
forecasts. This is som ething io which we can  
a ll contribute —  in ihe universities, in G ov­
ernm ent, and in business.
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CAPITAL SPENDING PLANS
IN CLEVELAND AND

NORTHEASTERN OHIO

ECONOMIC REVIEW

M anufacturing firms in the four-county 
C le v e la n d  m e tro p o lita n  are a  expect total 
spending for new  plant and eguipm ent in 1967 
to be 27 percent larger than in 1966, with a  
slight reduction in the rate of cap ita l spend­
ing in d ic a te d  for 1968. These p lans w ere 
revealed  in a  survey of cap ita l spending in 
northeastern  O hio taken  in M arch 1967.

This y ea r 's  survey of cap ita l spending 
differs from earlier surveys by  the Fed eral 
R eserve Bank of C leveland. In a n  attem pt to 
reduce duplication and, at the sam e time, 
to im prove the usefulness of the results, this 
Bank's sem iannual survey of the C leveland  
a re a  w as com bined with the annu al survey 
of the eight-county northeastern  O hio are a  

previously conducted by the C leveland 
C ham ber of C om m erce and the G reater 

C leveland  Growth Board. G reater geographic 
cov erage w as accom panied  by  a  large in­
crea se  in the num ber of participating firms; 

a ll m anufacturing establishm ents in the 
eight-county area , regard less of size, w ere 

invited to cooperate in the survey. W hile this 
resulted in a  lower response rate, the ex ­
panded survey g reatly  in creased  the number 
of responses and im proved the rep resen ta­

tiveness of the sam p le .1

CLEVELAND AREA

The expected  27-percent in crease  in this 

y ear 's  cap ita l spending b y  C leveland  m anu­
facturers (see T able I) consid erably  exceed s 
national expectations for 1967, a s  revealed  
by  the most recent nationw ide surveys. At 
the sam e time the 27-percent in crease  repre­
sents only about half a s  large a  rise a s  had 
b een  anticipated  at the tim e of the previous 
survey by this Bank in the fa ll of 1966. The 
downward revision in spending p lans for 
1967 undoubtedly reflects ch an g es in the 
evaluation  of the near-term  econom ic outlook 
betw een the two survey dates.

The gen eral pattern of increased  spending 
in 1967 and reduced spending in 1968 in the

1 Questionnaires mailed to prospeclive participanls above 
a  certain size were similar to those used by this Bank 
in previous surveys. A much abbreviated form, however, 
was sent to the large number of smaller firms newly 
included in the survey. As a result, only the percentages 
of year-to-year changes in spending and the proportions 
of total spending for structures and for machinery, re­
spectively, are based on all returns. All other findings 
reflect only that portion of the respondents completing 
the full-size questionnaire.
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Capital Spending by Manufacturing Firms 
Cleveland Metropolitan Area 
(Spring 1967 Survey)
Year-to-Year Percent Changes

1966 (actual) 1 967 (planned) 
to to

1 967 (planned) 1968 (planned)

TABLE I

Durable g o o d s .................... +  3 1% —  4 %

Stone, clay, and glass . +  33 —  34
Primary metals . . . . +  65 +  2
Fabricated metals . . +  15 +  11
Machinery .................... —  2 —  6
Electrical equipment . . +  17 —  26

Transportation equipment +  23 —  9
In strum en ts.................... —  16 +  128

Other durables* . . . +  50 —  21

Nondurable goods . . . +  9 —  6
F o o d .................................. —  13 —  11

A p parel............................. +  27 —  88

Paper and paper products + 4 0 0 —  64
Printing and publishing . +  12 +  2
C hem icals ........................ —  30 +  59
Rubber and plastics . . +  73 —  14
Other nondurablesf . . —  27 +  29

T O T A L .................................. +  2 7 % —  4 %

* Includes ordnance, lumber, furniture, miscellaneous 
manufacturing.

■f Includes textiles, petroleum products, leather.

S o u rc e : F e d e r a l R e se rv e  B a n k  o f C le v e la n d

C leveland  a re a  holds true for the durable 
and nondurable goods sectors, a s  w ell a s  for 
about half the individual industries shown 
in T able I. A few  industries expect spending 
to rise in both 1967 and 1968. The group in­
cludes the prim ary m etals, fabricated  m etals, 
and printing and publishing industries that 

previously reported reduced spending in 1966 
as  com pared with 1965. O ther industries ex­
pect to reduce spending in 1967 and ag ain  in 
1968; they include the m achinery  and the 
food industries w here spending in 1966 w as 
high com pared with 1965. The chem ical in­

dustry, which expects reduced spending in 
1967 from a  high 1966 level, an ticipates a

The im pact of expected  industry ch an g es 
in cap ita l spending on total cap ita l invest­
m ent in the C leveland  a re a  is, of course, 
proportionate to the am ount of spending by 
the industries involved. As an  exam ple, the 
expected  30-percent reduction in this y ear 's  
spending by  the ch em ical industry represents 
m any m ore dollars than the 33-percent in­
crea se  in the stone, c lay , and g lass industry.

G enerally , total cap ita l spending in the 
C leveland  a re a  is determ ined largely  by  the 
durable goods sector, a s  shown by  the nearly  
identical percent ch an g es for a ll m anu fac­
turing industries (27 percent) and for the 
d u ra b le  g o o d s co m p o n e n t (31 percent) in 
Table I. The latter com ponent accounts for 
over 80 percent of expected  total spending in 
1967, with alm ost one-half com ing from the 
prim ary m etals industry alone and the 
other half from transportation equipm ent, 
m achinery, e lectrica l equipm ent, and fabri­
cated  m etals, in that order. In contrast, the 
relatively  sm all nondurable goods sector, 
w here the chem ical industry outranks a ll 
others in size of this y ea r 's  expected  spend­
ing, exerts relatively  less influence on the 
a re a 's  total spending.

About one out of every  five dollars of new 
cap ita l investm ent by  a ll m anufacturing in­
dustries in the a re a  will be for new  structures 
in 1967 (see T able II). A s usual, individual in­

dustries vary  w idely a s  to the proportions of 
spending for structures a s  ag ain st m achinery.

The proportion of spending earm arked  for 

expansion of facilities —  about 60 percent, as  
shown in T able  II —  is lower than the 67 
percent indicated  in last O ctober's survey.

sizable increase in 1968.
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This p robably  reflects som ew hat less pres­
sure on cap acity  now than last fall, when 
alm ost half of the replies showed "le ss  than 
ad eq u ate" cap acity , in contrast to only 30

TABLE II
Capital Spending by Manufacturing Firms 
Cleveland Metropolitan Area 
(Spring 1967 Survey)
Percent Distribution of Total Spending by Type* 
(Between Structures and Equipment and Between 

Expansion and Replacement)

Structures')" Expansion^

1966 1967 1968 1966 1967 1968

Durable goods 2 5 % 19% 23% 6 1 % 6 3% 5 8 %

Stone,
clay, and glass 22 13 19 43 59 63

Primary metals 16 12 32 73 80 83

Fabricated
metals 29 24 32 56 38 44

Machinery 32 26 16 57 46 37

Electrical
equipment 48 38 35 60 72 68

Transportation
eq u ip m en t 19 12 6 53 47 45

Instruments 9 7 5 77 74 72

Other durables § 18 33 6 79 77 88

Nondurable goods 30 32 30 59 65 67

Food 44 30 26 - 0 - - 0 - - 0 -

Apparel 74 67 14 72 92 - 0 -

Paper and paper 
products 41 60 18 n.a. n.a. n.a.

Printing and 
publishing 25 22 25 55 70 58

Chemicals 26 22 51 63 62 83

Rubber and 
plastics 28 8 4 77 91 94

Other
nondurables# 9 14 12 45 2 36

TOTAL 2 6 % 2 1 % 24% 6 1 % 6 3 % 6 0 %

* Based only upon returns in which these breakdowns 
were supplied.

f  Spending for equipment equals 100 percent less the 
percentage shown for structures.

t  Spending for replacement equals 100 percent less the 
percentage shown for expansion.

§ Includes ordnance, lumber, furniture, miscellaneous 
manufacturing.

# Includes textiles, petroleum products, leather.

n.a. Not available.

Source: Federal Reserve Bank of Cleveland

percent in the latest survey. That a  very  high 
proportion of replies w ere m arked " le ss  than 
a d eq u ate" in the printing and publishing in­
dustry, su ggests cap acity  shortages in som e 
areas.

A pproxim ately 90 percent of the dollar 
am ounts to be spent for new  plant and equip­
ment in 1967 and 1968 will be financed in­
ternally, a  slightly  larger percent than indi­
cated  in the previous survey. However, the 
proportion of firms expecting to finance this 
y ear 's  spending entirely  from internal sources 
—  80 percent of those replying —  is slightly 
sm aller than shown for either 1966 or 1968.

NORTHEASTERN OHIO AREA

Total cap ita l spending in the northeastern 
Ohio a re a  is large ly  determ ined by  the indus­
trial patterns of the two m etropolitan a re a s  —  
C leveland  and A kron— included in the eight- 
county group, w hich contribute 70 percent 
and 20 percent, respectively , of northeast­
ern O hio 's m anufacturing em ploym ent. The 
C leveland  area , w hich accounts for about 
three-fourths of new cap ita l investm ent ex­
pected  by  reporting m anufacturers, c learly  
dom inates the spending pattern for the entire 
eight counties. This is particu larly  evident in 
the durable goods industries, w hich are 

heav ily  concentrated  in the C leveland  area . 
A com parison of the d ata  in T ab les I and 
III show s that percent ch an g es in spending 
p lans for the durable goods group a s  a  whole 
a re  virtually the sam e for the entire north­
eastern  Ohio a re a  and for the C leveland 
portion. Am ong com ponent industries, year- 
to-year ch an g es in spending are of sim ilar 

size in som e instances and m ove in the sam e
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Capital Spending by Manufacturing Firms 
and Utilities
Northeastern Ohio (Eight Counties)
(Spring 1967 Survey)
Year-to-Year Percent Changes

TABLE III

1 966 (actual) 1967 (plannei
to to

1 967 (planned) 1 968 (plannei

Durable g o o d s .................... +  31% —  5 %

Stone, clay, and glass . +  31 —  20
Primary metals . . . . +  71 +  3
Fabricated metals . . +  11 +  3
Machinery .................... —  4 —  6
Electrical equipment . . +  17 —  25
Transportation equipment +  29 —  15

In strum en ts.................... —  17 +  35
Other durables* . . . +  26 —  19

Nondurable goods . . . —  10 +  6
F o o d .................................. —  41 —  15
Apparel............................. +  22 —  87
Paper and paper products + 2 5 5 —  60
Printing and publishing . —  2 +  8
C hem icals........................ —  21 +  35
Rubber and plastics . . —  16 +  6
Other nondurablesf • • —  27 +  27

TOTAL MANUFACTURING +  17% —  2 %
U T IL IT IE S ............................. +  12% +  2 7 %

* Includes ordnance, lumber, furniture, miscellaneous 
manufacturing, 

t  Includes textiles, petroleum products, leather.

Source: Federal Reserve Bank of Cleveland

direction in a ll instances, as betw een C leve­
land and the entire area .

Spending plans for the eight counties in 
the nondurable goods sector, how ever, bear 
the stam p of the Akron area, w here 40 per­
cent of northeastern O hio's em ploym ent in 
nondurable goods m anufacturing is located. 
O ne-half of a ll cap ita l spending by  those 
industries in the com bined eight counties is 

reported from the Akron area , in contrast to

only 15 percent of total spending in a ll m an­
ufacturing industries.

M anufacturers in the Akron a re a  expect, 
on av erage , to spend 15 percent less for new 
plant and equipm ent in 1967 than last y ear 
and to ra ise  the level of spending by  2 per­
cent in 1968. The reported totals a re  heavily  
influenced by  spending p lans of the rubber 
industry, w hich include a  22-percent reduc­
tion in spending in 1967 and a  10-percent 
gain  in 1968. The chem ical industry, ranking 
second in the Akron a re a  in the am ount of 
spending planned for 1967, show s increases 
in 1967 and 1968 of 18 percent and 7 percent, 
respectively. Together, the rubber and chem ­
ica l industries account for over 70 percent 
of a ll new  plant and equipm ent spending 
reported by  Akron a re a  m anufacturers. In 
contrast, the durable goods sector, where 
reduced spending is expected  in both 1967 
and 1968, contributes less than one-fourth of 
total spending in the area .

For the entire n o r th e a s te rn  O h io  a r e a , 
ch an g es in spending by  the largely  Akron- 
based  nondurable goods industries and by 
the C leveland-dom inated durable goods in­
dustries are  partly  offsetting. A s a  result, total 
spending by  a ll m anufacturing firms in the 
eight counties is expected  to rise in 1967 by 
17 percent and in 1968 to decline by  2 percent 
(see Table III).

Public utilities in the entire northeastern 
Ohio a re a  p lan  to in crease  their cap ital 
spending by  12 percent in 1967 and by  a  

further 27 percent in 1968, as  shown in Table 
III.
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AGRICULTURAL LOANS
AT COMMERCIAL BANKS

IN THE FOURTH DISTRICT

A num ber of interesting facts  regarding 
the use of bank credit by  farm  operators in 
ihe Fourth District em erge from the nation­
wide agricultural loan survey conducted by 
ihe Fed eral R eserve System  a s  of June 30,
1966.1 W here appropriate, these facts  are 

com pared with the results of the previous 
agricu ltu ral loan survey conducted in 1956.2

1 The dala discussed in this article are derived from a  
stratified random sample of 110 Fourth District insured 
commercial banks, which was part of a  nationwide sur­
vey on bank financing of agriculture. Each bank reported 
detailed information on a  sample of farm loans in addi­
tion to several other items of information. The sample 
banks were stratified by size, as measured by dollar 
volume of farm loans outstanding. Each of ihe respondent 
banks reported on all farm borrowers with $100,000 or 
more of debt outstanding and on from 20 to 50 additional 
farm borrowers within a  designated alphabetical seg­
ment. The data were expanded to represent the total 
of all farm loans reported by all District banks on the 
Report of Condition as of the same date.

Results of the nationwide survey on bank financing of 
agriculture will be presented in the Federal Reserve 
Bulletin.

- See "Bank Loans to Agriculture," Monthly Business 
Review, Federal Reserve Bank of Cleveland, December, 
1956.

At m idyear 1966, about 60 percent of a ll farm  
operators in ihe District w ere using bank 
credit, a  m uch larger proportion than ten 
y ears earlier w hen only about 40 percent 
w ere in debt to District banks. Interestingly, 
ihe num ber of borrow ers in 1966 —  111,462 —  
w as actu ally  17,500 less than ten y ears earlier 
due chiefly io a  decline in ihe num ber of 
farm s. In addition to a  larger proportion of 
farm ers using bank  credit, the am ount of 
debt per borrow er w as larger in 1966 than 
in 1956.

Total agricultural loans at District banks 
as of June 30, 1966, am ounted to $484 million, 

or 71 percent m ore than ien  y ears earlier. 
The $484 m illion of agricultural loans in­
cluded 163,599 loans averagin g  $2,956 each . 
M any borrow ers had more than one bank 

loan, and the av erag e  am ount outstanding 
per borrow er w as $4,399. The av erag e  size 

of loan w as about tw ice ihe m agnitude of 
ten y ears earlier.

The growth of agricultural loans at District 
banks occurred largely  from ihe resources 
of ihe individual banks. The 1966 survey indi­
cated  that during ihe 12 months ended June
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30, 1966, Ihere w ere only 72 loans, totaling 
$2.7 million, that banks in the District w ere 
unable to accom m odate b ecau se the size of 
individual loans exceeded  the ban k 's leg a l 
lending limit to one borrower. U naccom ­
m odated loans during the 12-month period 
am ounted to 0.04 percent and 0.56 percent, 
respectively, of the num ber and dollar vol­
ume of agricultural loans outstanding a s  of 
m idyear 1966. The unaccom m odated loans 
w ere probably  handled to som e extent by  
participation loans. The survey indicated 
that, a s  of June 30, 1966, there w ere 28 partici­
pation loans (totaling $2.5 million) originated 
by reporting banks and 20 participation loans 
(totaling $431,000) originated by correspond­
ent banks.

The growth in agricultural loans at District 
banks betw een 1956 and 1966 w as accom ­
panied by  a  m ore than two-fold in crease in 
agricultural loans outstanding by  other insti­
tutional lend ers.3 In contrast, the dollar vol­
ume of loans by  individuals for agricultural 
purposes registered  a  m oderate decline dur­
ing the sam e period.

OUTSTANDING BANK DEBT 
OF BORROWER

The am ount of debt per borrow er at Fourth 
District banks rose su bstantially  betw een 
1956 and 1966. As shown in T able I, the larg­
est volum e of debt w as in the category  
w here outstanding debt ranged from $10,000 

to $24,999; ten y ears earlier, the largest vol­
ume of debt w as in the $2,000 to $4,999 ca te ­

3 Corollary studies of the experience of other institutional 
lenders to farm operators, including the several agencies 
of the Farm Credit Administration and life insurance com­
panies, are in progress; findings are to be reported by 
the Economic Research Service of the Department of 
Agriculture.

gory (not shown in table). In 1966 the group 
with the largest num ber of borrow ers (30,054) 
w as in the $2,000 to $4,999 range; ten y ears 
earlier, the group with the largest num ber 
w as in the under $500 categ ory  (not shown 
in table). As also  shown in T able  I, a s  the 
dollar am ount of debt per borrow er increased, 
the num ber of notes per borrow er also  in­
creased . Thus, while the num ber of borrow ers 
and the num ber of loans w ere reason ably  
close in the sm aller debt categories, borrow­
ers in the larger debt groupings held an in­
creasin gly  larger num ber of notes.

As would be expected, the av erag e ef­
fective interest rate on agricultu ral loans 
declined a s  the am ount of bank debt per 
borrow er rose. In the sm allest debt category  
(under $500), the av erag e  effective interest 
rate w as 7.6 percent; in the largest debt ca te ­
gory ($100,000 and over), the av erag e  rate 
w as 5.4 percent. For a ll categories, the av ­
erag e  effective interest rate a s  of June 30, 
1966, w as 6.4 percent, w hich com pared with 
5.7 percent ten y ears earlier.

MAJOR PURPOSE OF LOAN
As of June 30, 1966, the volum e of loans to 

p u rchase farm  rea l esta te  w as considerably  
larger than for an y  other m ajor purpose, a c ­
counting for 41.5 percent of a ll agricultural 
loans, and w as som ew hat higher than a  
decad e earlier. Bank loans for interm ediate 

term investm ents, such a s  pu rchases of farm  
m achinery, autos and other consum er dur­
ab les, im provem ent of land and buildings, 
and other livestock, ranked next. Taken to­
gether, these loans accounted  for 29.8 percent 
of total loans, or slightly  less than in the 
earlier period.
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TABLE I
Fourth District Agricultural Loans 
Total Debt Per Borrower
June 30, 1966

Under $500 .................................................................................................

$500— $999 .................................................................................................

$1 ,000— $1,999 .......................................................................................

$2,000— $4,999 .......................................................................................

$5 ,000— $9,999 .......................................................................................

$10,000— $24,999 ..................................................................................

$25,000— $49,999 ..................................................................................

$50,000— $99,999 ..................................................................................
$100,000 and o v e r ..................................................................................

Total ...............................................................................................................

Source: Board of Governors of the Federal Reserve System

The proportion of bank  credit em ployed in 
financing current operating exp enses w as 
greater in mid-1966 than ten y ears earlier. 
Loans to consolidate and rep ay  debts, as  
w ell a s  loans for m iscellaneous purposes, 
represented a  sm aller proportion of the total 
(in num bers and outstandings) in 1966 than 
in 1956.

As T able II shows, the a v erag e  size of 
loans to pu rchase farm  real estate  w as larger 
than for an y  other purpose, and loans to 
pu rchase autos and consum er durables w ere 
the sm allest.

The av erag e effective interest rate ranged 
from 6.1 percent on loans to pu rchase feeder 

livestock and rea l esta te  to 8.8 percent on 
loans for autos and consum er durables. The 
effective rate on loans to finance current ex­

pen ses w as 6.3 percent, and interm ediate 
investm ents, 7.1 percent.

LOANS BY NET WORTH 
OF BORROWER

The largest proportion (number and amount)

Number of 
Borrowers

Number of 
Loans

Outstanding 
(thousands 
of dollars)

Average 
Effective 

Interest Rate

19,776 21,352 $ 5,199 7 .6 %

14,421 1 6,892 9,822 7.0

18,380 23,118 25,162 7.0

30,054 45,458 95,892 6.5

1 6,543 29,651 114,324 6.4

10,164 22,448 153,586 6.2

1,814 3,919 59,315 6.1

293 670 17,385 6.1

18 92 2,975 5.4

111,462 163,599 $483,662 6 .4 %

of agricultu ral loans at District ban k s w as 
to borrow ers with a  net worth of $25,000 to 
$99,999 (Table III). Loans in that categ ory  
accounted  for 45 percent of the total volume, 
and about one-third of a ll borrow ers. The 
next largest categ ory  w as the group with a  
net worth of $10,000 to $24,999, follow ed by  
the group with a  net worth of under $10,000. 
The sm allest group included borrow ers with 
a  net worth of over $100,000. The two largest 
groups, w hen com bined, accounted  for 55 
percent of the loan volum e and 36 percent 
of the borrow ers.

The av erag e  am ount outstanding per bor­
row er varied  in direct relation to net worth. 
Borrowers with a  net worth of over $100,000 
had the largest av erag e  am ount of bank  
debt and those with a  net worth of less than 
$10,000, the sm allest.

LOANS BY AGE OF BORROWER

Borrowers 45 y ears and over had ihe larg ­
est am ount of bank  debt, a s  shown in Table 
III, accounting for 54 percent of the volum e
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Major Purpose of Fourth District Agricultural Loans
June 30, 1966 and June 30, 1956

TABLE II

Outstanding Average Average
Number of (thousands Distribution Original Effective

Loans of dollars) Size Interest Rate
June 30, 1966 June 30, 1966 June 30, 1956 June 30, 1966 June 30, 1966 June 30, 1956 June 30, 1966 June 30, 1966

Feeder livestock................................... 8,591 5 .2% 3.8% $ 26,721 5 .5 % 4 .2 % $3,110 6.1%

Current operating and
family living expenses . . . . 51,975 31.8 29.5 64,517 13.4 10.3 1,241 6.4

All current e x p e n s e s ......................... 60,566 37.0 33.3 91,238 18.9 14.5 1,506 6.3

Other liv e s to c k ................................... 7 ,934 4.9 5.2 21,351 4.4 5.6 2,691 6.2

M ach in e ry ............................................. 30,981 18.9 19.8 65,528 13.6 13.6 2,115 6.9

Autos and consumer durables . . 11,942 7.3 7.4 13,242 2.7 3.6 1,109 8.8

Improvement of land and buildings 10,264 6.3 6.7 44,073 9.1 8.7 4,294 6.3

All intermediate investments . . . 61,121 37.4 39.1 144,194 29.8 31.5 2,359 7.1

Purchase farm real estate . . . . 28,108 17.2 15.1 200,561 41.5 38.3 7,135 6.1

Consolidate and pay debts . . . 5,775 3.5 5.9 25,692 5.3 8.1 4,449 6.3

8,028 4.9 6.6 21,976 4.5 7.6 2,746 6.6

T o t a l ...................................................... 163,599 100.0%  100.0% $483,662 100.0%  100 .0 % $2,956 6.4%

Sources: Board of Governors of the Federal Reserve System and Federal Reserve Bank of Cleveland

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



ECONOMIC REVIEW

TABLE III
Fourth District Agricultural Loans 
Characteristics of Borrowers
June 30, 1966

Number of 
Borrowers

Net Worth of Borrower

Under $10,000 ..........................................................  26,359

$10,000— $24,999 ................................................. 33,219

$25,000— $99,999 ................................................  36,188
$100,000 and o v e r ................................................  3,734

Not re p o rte d ............................................................... 11,963

T o t a l .............................................................................  111,462

Age of Borrower

Under 35 y e a r s ..........................................................  14,967

35-44 y e a r s ...............................................................  29,299
45 years and o v e r .....................................................  61,715

T o t a l .............................................................................. 105,981

Type of Enterprise

Proprietorship...............................................................  105,981
C o rp o ra t io n ...............................................................  271

Partnership.................................................................... 125

Not r e p o rte d ...............................................................  5,085

T o t a l .............................................................................  111,462

Source: Board of Governors of the Federal Reserve System

and 58 percent of the borrowers. The group 
from 35 to 44 years of age accounted for 31 
percent of the dollar volume and 28 percent 
of the loans. Taken together, the two ag e 
groups (35 to 44 and 45 and over) accounted 

for over four-fifths of both the loan volume 
and num ber of borrowers. Borrowers under 35 

constituted the sm allest group using bank 
credit, with 15 percent of the loan volume and 

14 percent of the borrowers. Borrowers 45 
years of ag e and over had a  sm aller av erage 
amount of bank debt than those in either the 
under 35 or 35 to 44 groups, presum ably b e ­
cau se more of the former w ere at a  stage 
w here they w ere not aggressively  seeking 
funds to expand their operations.

Individual proprietors accounted for the

Outstanding Average
Percent (thousands Percent Outstanding

Distribution of dollars) Distribution Per Borrower

23 .6% $ 53,345 11.0% $ 2,024
29.8 1 27,252 26.3 3,831
32.4 216,250 44.7 5,976

3.5 48,210 10.0 12,911
10.7 38,604 8.0 3,227

100.0% $483,662 100.0% $ 4,339

14.1% $ 68,313 14.9% $ 4,564

27.6 143,497 31.3 4,898
58.2 246,171 53.8 3,989

1 00 .0% $457,981 100.0% $ 4,321

95.1% $457,981 94 .7% $4,321
0.2 6,102 1.3 22,553
0.1 3,373 0.7 26,963
4.6 16,206 3.3 3,187

100.0% $483,662 100.0% $ 4,339

largest proportion of bank loans, 94.7 percent. 
Loans to corporate farm s am ounted to only 
1 percent of the total, but the av erag e amount 
per borrow er —  $22,553 —  w as considerably 
larger than for individual proprietorships. 
Partnerships accounted for an  even sm aller 

proportion, but the av erage amount per bor­
rower w as larger than for any  other group.

MATURITY OF LOANS
A verage loan m aturity w as som ew hat 

longer in mid-1966 than a  decade earlier, re­
flecting ihe fact that farm  real estate  loans 
accounted for a  larger proportion of the total. 

The shift in m aturity structure resulted from 
in creases in the num ber and dollar amount of 
loans with a  m aturity of eight months or more,
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Maturity and Security of Fourth District Agricultural Loans
June 30, 1966 and June 30, 1956

TABLE IV

Maturity

Number of Distribution
Loans _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _

June 30, 1966 June 30, 1966 June 30, 1956

Outstanding 
(thousands
of dollars) — -

June 30, 1966 June 30, 1966 June 30, 1956

Percent
Distribution

Average  
Original 

Size 
June 30, 1966

Average 
Effective 

Interest Rate 
June 30, 1966

23,685 14.5% 11% $ 67,016 13.8% 15% $ 3,681 6.0%

13,916 8.5
AO 16,269 3.4 1,218 6.1

5-7 months........................................ 39,055 23.9
4y

74,818 15.5
28

1,986 6.1

8-10 m onths................................... 6,739 4.1
1 A 10,079 2.1 1 1 1,552 6.1

28,172 17.2 75,895 15.7
1 1

2,986 6.2

14-29 months................................... 14,406 8.8 23,858 4.9 2,215 8.0
3 y e a r s ............................................. 12,045 7.4 31,206 6.5 3,648 7.7

5,768 3.5 29 26,328 5.4 45 6,121 7.1
6-10 y e a r s ................................... 10,576 6.5 65,954 13.6 8,809 6.3
11 years or m o r e ......................... 9,239 5.6 92,240 19.1 12,708 6.1

163,599 100.0% 100% $483,662 100.0% 100% $ 3,655 6.4%

Security

U n secu red ........................................ 74,135 45 .3% 4 0 % $120,088 24 .8% 2 5 % $ 1,620
Secured

Endorsed........................................ 9,312 5.7 16 13,390 2.8 7 1,483
Chattel mortgage, etc. . . . 38,412 23.5 20 80,782 16.7 14 2,103
Real estate mortgage . . . 39,946 24.4 21 262,283 54.2 51 6,566

All o th er............................................. 1,795 1.1 3 7,120 1.5 3 3,967

163,599 100.0% 100% $483,662 100.0% 100% $ 2,956

Sources; Board of Governors of the Federal Reserve System and Federal Reserve Bank of Cleveland
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ECONOMIC REVIEW

and reductions in Ihose with a  m aturity of 
seven  months or less, a s  shown in Table IV. 
The num ber of dem and loans w as relatively  
greater in 1966 but the dollar volum e w as 
m oderately  less. Except for dem and loans 
and loans with m aturities of 10 months or 
less, the effective interest rate w as low est for 
the loans of longest m aturity (11 y ears or 
more). The predom inance of secured real es­
tate loans in the latter category  probably  
accounted  for this pattern. The 8.0 percent 
effective interest rate for loans with a  m atu­
rity of 14 to 29 months and the 7.7 percent rate 
on 3-year loans probably  can  be attributed 
to the relatively  high proportion of auto and 
consum er durable loans that fa ll within those 
m aturity categories.

SECURITY OF LOANS

The use of rea l estate  and chatte l mort­
g a g e s as security  gained in relative im por­
tan ce betw een 1956 and 1966. This w as 
evidenced by  increased  proportions (both 
num ber and dollar volume) of loans secured 
b y  these two types of security (see Table IV). 
In contrast, there w as a  decline in the num ber 
and dollar volum e of endorsed loans and 
loans with other types of security. Unsecured 
loans represented  about the sam e proportion 
of total dollar volum e in mid-1966 a s  ten y ears 
earlier.

R eal esta te  m ortgages w ere the most com ­

mon type of security  reported in the survey, 
accounting for 54 percent of the total dollar 
volum e of loans outstanding in 1966, a  mod­
erately  larger proportion than in 1956. Next 

in relative im portance w as the chatte l mort­
g ag e (including the closely  associated  secu ­
rity agreem ent and financial statem ent, ch at­

tel deed of trust, or conditional sa les  contract). 
This security  accounted  for 17 percent of 
the dollar volum e of loans outstanding and 
n early  one-fourth of the total num ber of loans. 
Am ong secured loans, endorsed loans w ere 
the sm allest in a v erag e  size and rea l estate , 
the largest. Unsecured loans w ere only 
slightly larger than endorsed loans.

AMOUNT OF ORIGINAL NOTE

A s shown in T able V, m ore than 90 percent 
of the loans w ere for an  original am ount of 
less than $10,000. Of the less than 10 percent 
of the loans that w ere in ex cess of $10,000, 
the bulk fell betw een $10,000 and $25,000. 
In term s of dollar volume, about 85 percent of 
the loans w ere for an  original am ount of less 
than $25,000. In keeping with the usual re la ­
tionship betw een interest rates and size of 
loan, the av erag e  effective rate of interest 
declined a s  the original am ount of the note 
increased.

METHOD OF REPAYMENT 
AND INTEREST CHARGE

About 54 percent of the dollar volum e and 
35 percent of the num ber of loans provided 
for repaym ent in instalm ents, a s  indicated 
in T able V. The interest ch arge on most of 

these loans w as on the outstanding b a lan ce , 
with the av erag e  effective rate of 6.1 percent 

only slightly  higher than on single paym ent 

loans.

Single paym ent loans accounted  for nearly  
two-thirds of the num ber of loans, but repre­
sented only 46 percent of the volum e; reflect­
ing the fact that the av erag e  original size of 
single paym ent loans w as about one-third 
the size of instalm ent loans. S in g le  paym ent

20Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



TABLE V
Characteristics of Fourth District Agricultural Loans
June 30, 1966

Number Percent
Outstanding
(thousands Percent

A verage
Original

Average
Effective

o f Loans Distribution of dollars) Distribution Size Interest Rat

Size of Loan

Under $250  .................................................................................................... 14,938 9 .1 % $ 2 ,056 0 .4 % $ 145 6 .4 %
$250— $499 .............................................................................................. 15 ,347 9.4 4 ,875 1.0 346 6.9
$500— $999 .............................................................................................. 25 ,635 15.7 15,028 3.1 671 6.9
$1 ,000— $1 ,999  ........................................................................................ 30 ,664 18.7 35 ,318 7 .3 1,340 6.8
$2 ,000— $4,999 ........................................................................................ 40 ,778 24 .9 100 ,419 20.8 3,053 6.6
$5 ,000— $9 ,999  ........................................................................................ 20 ,879 12.8 109 ,277 22.6 6,583 6.3
$10 ,000— $24 ,999  .................................................................................. 12,761 7.8 143,456 29 .7 14,139 6.2
$25 ,000— $49 ,999  .................................................................................. 2 ,314 1.4 58 ,354 12.1 31 ,705 6.1
$50 ,000— $99 ,999  ................................................................................... 266 0.2 13,810 2.8 57,1 66 6.1
$100 ,000  and o v e r ................................................................................... 6 * 1,069 0.2 205 ,917 5.2

163 ,599 100 .0% $483,662 100 .0% $ 3,655 6 .4%

Method of Repayment and Interest Charge

Single paym ent............................................................................................... 105,492 64 .5 % $223 ,030 4 6 .1 % $ 2 ,356 6 .0%
58,108 35.5 260 ,632 53 .9 6 ,014 7.9

Outstanding balance ....................................................................... 40 ,202 24.6 234 ,915 48 .6 7 ,755 6.1
Add o n .......................................................................................................... 15 ,560 9.5 19,346 4.0 1,876 11.6
Discount.......................................................................................................... 2 ,346 1.4 6,371 1.3 3,622 13.9

Total ...................................................................................................................... 163,599 100 .0% $483 ,622 100 .0% $ 3,655 6 .4 %

Effective Interest Rate

4 .0 % — 4 . 9 % .............................................................................................. 401 0 .2 % $ 4,232 0 .9 % $15,282 4 .6 %
5 .0 % — 5 . 9 % .............................................................................................. 5 ,445 3.3 41 ,020 8.5 10,606 5.5
6 .0 % — 6 . 9 % .............................................................................................. 1 28 ,734 78 .7 403 ,348 83.4 3 ,776 6.1
7 .0 % — 7 . 9 % .............................................................................................. 10,022 6.1 9 ,189 1.9 1,031 7.1
8 .0 % — 8 . 9 % .............................................................................................. 2 ,074 1.3 1,695 0.3 1,023 8.3
9 .0 % — 9 . 9 % .............................................................................................. 1 ,693 1.0 2 ,739 0.6 2,781 9.5
10 .0 % — 1 0 . 9 % ........................................................................................ 1,090 0 .7 1,652 0.3 2,351 10.7
11 .0 % — 1 1 . 9 % ........................................................................................ 8 ,226 5.0 12,075 2.5 2,161 11.5
12 .0 % — 1 2 . 9 % ........................................................................................ 1 ,854 1.1 2,421 0.5 1,722 12.6
1 3 .0 % — 1 4 . 9 % ........................................................................................ 2 ,494 1.5 2,231 0.5 1,354 13.7
15 .0%  and o v e r ........................................................................................ 1 ,566 1.0 3 ,059 0.6 2,542 18.4

Total ...................................................................................................................... 163 ,599 100 .0% $483,662 100 .0% $ 3,655 6 .4 %

Origin of Purchased Loans

Merchant or d e a le r ................................................................................... 10 ,140 6 .2% 1 1,043 2 .3% $ 1,405 8 .9%
O t h e r f ................................................................................................................ 79 * 243 * 3,864 12.8
Not p u rc h a se d .............................................................................................. 153,381 93.8 472 ,376 97 .7 3,804 6.3

Total ...................................................................................................................... 1 63 ,599 100 .0% $483 ,662 100 .0% $ 3,655 6 .4 %

Repayment Status

Not o v e rd u e .................................................................................................... 161,292 9 8 .6 % $478 ,133 98 .9 % $ 3,654 6 .4 %
Note is overdue ........................................................................................ 2 ,307 1.4 5 ,529 1.1 3,765 6.1
Number of days overdue:

4-32 d a y s ..................................................................................................... 621 0.4 1,226 0.2 2,373 6.7
33-92 d a y s ............................................................................................... 417 0.2 1,767 0.4 5,128 6.2
93 or more d a y s ................................................................................... 1,269 0.8 2,536 0.5 3,998 5.7

163 ,559 100 .0% $483 ,662 100 .0% $ 3,655 6 .4%

Renewal Status

51 ,272 3 1 .3 % $141 ,525 29 .3 % $ 3,148 6 .3%
40,473 24 .7 113,067 23.4 3 ,187 6.1

Unplanned.................................................................................................... 10 ,799 6.6 28,458 5.9 3,001 7 .0
Due to low income ....................................................................... 5 ,314 3.2 13,336 2.8 2,740 6.6

5,485 3.4 15,122 3.1 3,254 7.3
Note not ren ew e d ........................................................................................ 112,142 68.6 341 ,990 70 .7 3,892 6.4
Not rep o rted .................................................................................................... 185 0.1 147 * 845 6.0

Total ...................................................................................................................... 1 63 ,599 100 .0% $483 ,662 100 .0% $ 3,655 6 .4 %

*Less than 0 .0 5 % .

^Includes a small number of loans purchased from insurance companies.

Source: Board of Governors of the Federal Reserve System
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loans had lower av erag e effective interest 
rates than instalm ent loans. The av erag e ef­
fective interest rate on instalm ent loans of 7.9 
percent reflects the influence of "ad d  on” and 
"d iscount" rates, w hich w ere ap p licab le to 
about 5 percent of the dollar volum e of loans, 
and w ere used m ostly on loans that w ere 
m uch sm aller in av erag e  size than instalm ent 
loans, on w hich interest w as charged  on the 
outstanding b a lan ce.

EFFECTIVE INTEREST RATE

The effective interest rate for a ll agricu l­
tural loans at District banks a s  of June 30, 
1966, av erag ed  6.4 percent in contrast to a  
corresponding rate of 6.7 percent in the 
nation. As indicated in Table V, a  large pro­
portion of the loans (93 percent of dollar vol­
um e and 82 percent of the number) had an 
av erag e  effective rate of 6.1 percent or less. 
The higher a v erag e  ra le  for a ll loans w as 
accounted  for by  high rates on a  relatively  
sm all proportion of loans, ranging up to 15 
percent and higher for the 1 percent of the 
loans with the highest rates. O nly about 7 
percent of the dollar volume carried  effective 
rates averag in g  above 6.1 percent.

ORIGIN OF PURCHASED NOTES

V irtually  a ll of the purchased notes held 
by  District banks in mid-1966 w ere from m er­

chants and d ealers selling equipm ent and 
supplies to farm ers, with n early  90 percent 

for interm ediate term  investm ents. The notes 
purchased from m erchants and dealers, as  
shown in T ab le  V, represented 2.3 percent 
of the dollar volum e of a ll farm  loans and 
w ere much sm aller in original size than notes 
that w ere not purchased. The other notes

purchased, som e of w hich w ere from insur­
an ce com panies, av erag ed  slightly  larger 
than those not purchased. The av erag e  effec­
tive interest rate of purchased notes —  8.9 
percent —  w as m ore than one-third higher 
than that on notes not purchased.

REPAYMENT STATUS
The relatively  high level of farm  incom e 

during 1966 apparently  contributed to a  com ­
p aratively  low p ercen tag e of overdue loans 
a s  of mid-1966. A s shown in T ab le  V, only
1.1 percent of the dollar volum e and 1.4 per­

cent of the num ber w ere reported overdue at 
the time of the loan survey. T hese w ere much 
sm aller proportions than in 1956, w hen the 
amount of loans overdue w as 5.1 percent of 
outstandings and 2.8 percent of the num ber. 
As in 1956, most overdue notes had b een  over­
due for 33 d ays or more at the tim e of the 
su rvey .

The original size of overdue notes averaged  
som ew hat larger than notes not overdue, 
suggesting that there w ere a  significant num­
ber of secured real esta te  loans am ong over­
due notes. Such loans are usually  som ew hat 
larger than other loans and probably  account 

for the slightly lower a v erag e  effective inter­
est rate  indicated  for overdue loans.

RENEWAL STATUS

R enew al of loans does not n ecessarily  im ­

ply that the borrow er h as found it im possible 
to m eet original terms. In fact, renew al m ay 
be part of a  p lan  to extend repaym ent over 

a  period of lim e beyond that for w hich the 
note is orig inally  drawn, and involves a  re­
new al understanding betw een borrow er and 
lender at the time the loan is granted. About
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four ouf of five of the 51,272 renew ed loans 
at District banks in mid-1966 w ere planned 
renew als, a s  indicated in Table V. Loans that 
w ere renew ed on a  planned b asis represented 
about 23 percent of the dollar volum e and 
25 percent of the num ber of a ll loans. The 
av erag e  size of these loans w as som ew hat 
larger than loans renew ed on an  unplanned 
basis, and av erag e  effective interest rate 
lower.

Unplanned renew als represented about 6 
percent of the dollar volume. The original

size of these loans w as som ew hat less than 
planned renew als and the av era g e  effective 
interest rate w as higher. N early  half of the 
unplanned renew als w ere due to low incom e 
of the borrower.

About 70 percent of the loans outstanding 
a s  of June 30, 1966, had not been  renew ed, a  
figure not much different from ten y ears ea r­
lier, when about two-thirds w ere reported as 
not renew ed. The orig inal am ount of the loans 

w as larger than for an y  other group in this 
classification , but the av era g e  effective in­
terest rate w as the sam e a s  for a ll loans.
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