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for industrial development 
Loren W. Tauer and Thomas E. Daves 

South Dakota has been-and remains-a one
industry state. But where hands once performed 
farming and ranching chores, machines now com
plete those tasks in a much shorter time. To a large 
extent, capital investment has replaced labor in 
South Dakota agriculture. 

Seeking employment, many of our most able 
young people have left the state. Those that remain 
earn less than their counterparts in other states ( 15)1. 

For South Dakota with its sparse population and 
limited market, perhaps the only way that a reversal 
of these trends can be accomplished is by expansion 
of the manufacturing-processing industry. Of all the 
major export industries (which also include agricul
ture), this sector of our economy has the greatest 
potential for diversification and stabilization of the 
state's economy. 

However, most manufacturing or processing 
plants require relatively large amounts of capital in
vestment per unit of employment or income gener
ated. Many people have felt that such money simply 
isn't available, that lack of investment funds has hin
dered, and will continue to hinder, growth in man
ufacturing and processing firms i.n South Dakota. 
They further believe that the local banks are unable 
to supply these loans. This bulletin investigates 
these beliefs. 

Because firms in South Dakota are relatively 
small ,  they are more dependent upon local financing 
than are most other industrial finns in the United 
States. Of the 768 manufacturers and processors 
l isted in South Dakota in 1974, only 64 employed 
more than 100 persons, while 629 employed fewer 
than 25 (6, p 3 ) .  

Within the local community, the most important 
source of financing is the town's commercial bank. 
In some areas, 50% or more of the rural non-fann 
sector is dependent upon local bank financing (1 1 ,  p 
10). Some researchers believe that agriculture is 
adequately financed by a variety of sources includ
ing commercial banks, the Federal Farm Credit sys
tem, insurance companies, and private individuals. 
The efficiency or inefficiency of the commercial 
bank system may therefore have a greater effect out
s ide of the agricultural sector (1 1 ,  p 22; 8 ). 

If a bank fails to broaden its loan portfolio to in
clude local industries ,  the long-range e ffects may be 
severe for both the bankers and the public. A decl in
ing community can result in declining bank deposits 
and income. Rational bank pol icies should  be com
patible with improvements in the leve l and stabil ity 
of state income. 

Relative to other states,  South Dakota has low 
leve l s  of annual capital expenditures per capita in 
manufacturing. 2 All  capital expenditure within a 
state is not financed by banks, e special ly by local 
banks ; however, the ratio of capital expenditures in 
1nanufacturing to total bank deposits is significant. 

In 1 97 1, which was a year of low capital expendi
tures ,  capital expenditures per person and capital 

1For a discussion of outmigration and income differentials, see the thesis bv 
Tauer (15). Numbers in parentheses refer to sources listed in the Literatur� 
Cited section. 

2�01th Dakota and Wyoming were the only states that had lower per capita 
levels of capital expenditure in the manufacturing sector in 1970 and 1971. 
They have also experienced the same migration and income differential pat
tern that South Dakota has experien<.:ed. 

expenditure to bank deposit ratios for the following 
states and the nation were: South Dakota, $20 per 
person and 0 .008 ;  Nebraska, $58 per person and 
0.021 ; Minnesota, $71 per person and 0.026;  North 
Dakota, $16 per person and 0.002; and for all states, 
$147 per person and 0 .220. 

Manufacturing employment in South Dakota in 
1970 was 7 .4% of the civilian labor force: 17,767 
persons (1 7, p 417). The national average was 25. 9%. 
Only five states had a lower percentage of their 
civilian labor force employed by the manufacturing 
sector than South Dakota.3 

Many factors such as remote location, a small and 
inexperienced industrial labor force, lack of markets, 
lack of raw materials, and unavailability offunds may 
be responsible for the low level of industrialization. 
If insufficient funds is a l imiting factor, it is within 
the ability of the public and private policymakers to 
increase the availability of funds. 

Objectives 
Has industrial development in South Dakota been 

hampered by financial constraints? Will the capital 
sufficient for future industrial financing needs be 
available? Focusing on commercial banks anp their 
role in financing industrial development, the study 
which this bulletin reports specifical ly sought: 

1 .  to describe the structure, past, and probable fu
ture growth of manufacturing and processing 
industries in South Dakota. 

2. to determine to what extent industrial firms are 
hampered by lack of funds for construction of 
new facil ities, for expansion of present  
facilities, and for operating expenses; and to 
determine the basis of restriction. 

3.  to determine the present role of commercial 
banks in financing industrial development. 

4. to determine attitudes that bankers have toward 
industrial development within their commun
ity and their attitudes and policies in financing 
this development. 

5. to explore the potential and future role of the 
commercial banks in financing industrial de
velopment. 

Proced u re 
All manufacturing and processing fi rms in South 

Dakota were surveyed by mail. The questionnaire 
requested information about location and expansion 
activities, and about financial impediments and 
structure. Another  questionnaire, sent to all banks in 
the state, requested information about industrial de
velopme nt  and loan activities, practice s and 
attitudes.4 Other data were obtained from the Indus
trial Developme nt E xpansion Agency of South 
Dakota, from published data of the Federal Deposit 
Insurance Corporation, and from published call 
statements of individual banks. 

Rese arch methods involved descriptive and 
categorical analyses of the questionnaire response s 
and other data. When applicable, chi square analysis 

3 Two of these were :\1011h Dakota with -t.7 and \Vyoming with 6.-1% . The other 

three states were \lountain states. 

4 Copies of the questionnaire forms 11sed, description of data colle<.:tion proce
dures, and response rates are available at the Department of Economics, 
SDSU. 



was used to investigate whether conditions or at
titudes differed among groups of banks or firms or 
localities.  The least squares technique was applied 
to published investment and capital availability data 
to obtain linear projections to 1980 and 1 985. 

Characteristics of banks and industrial firms 

Banks 
There are 1 58 commercial banks in South Dakota. 

Of these, 1 26 have state charters , and 32 have na
tional charters. Besides the 32 national banks  that are 
automatically members of the Federal-Reserve Sys
tem, 29 state banks are also members . All banks in 
the state are insured by the Federal Deposit Insur
ance Corporation. South Dakota allows s tatewide 
branch banking, and 45 banks operate a total of 1 17 
branch banks. 

Of the 1 58 bank s ,  98 have less than $ 10 million in 
deposits ,  but this majority holds only 19% of total 
deposits in the state. The four largest banks collec
tively hold over $970 million in deposits ,  or 32% of 
the total deposits of all banks. The number of banks 
by deposit s ize categories and the total deposits of 
banks in each category are shown in Table 1 .  The 
table also shows that banks became larger and total 
bank deposits of the state increased from 1 97 1  to 
1 975. 

T ab l e  1 .  N u mb er a nd d e posits of South D ak ota 
b a nk s  by d e posit  s iz e, 1 9 7 1 - 1 975 . 

All Deposit Size ($ mil l ions) 
Four 

largest 
Year ba nks 0-5 5-10 10-25 over 25 banks 

N umber of Banks 

1 97 1  1 59 85 38 1 7  1 5  4 
1 972 1 59 78 42 24 1 7  4 
1 973 1 59 60 48 32 1 9  4 
1 974 1 58 50 51 37 20 4 
1 975 1 58 37 62 35 24 4 

Deposits ($ mil l ions) 

1 97 1  1 974 276 279 262 947 589 
1 972 201 7 247 291 340 1 1 38 684 
1 973 2368 206 323 458 1 381  808 
1 974 261 4 1 81 339 543 1 551 884 
1 975 3002 1 36 424 528 1 91 5  970 

Source: FDIC Annual Reports 1971-1974 (3); 7976 Bank Directory of the Ninth 

Federal Reserve District (1 ). 

The number and types of banks in South Dakota 
and in each of  the state' s planning and development 
di stricts ( Figure 1) are summarized in Table 2. Loca
tion of branch banks and the home offices are shown 
in Table 3. 

Dis trict II ,  which includes the city of Sioux Fal l s ,  
has  more banks with deposits over $20 mil l ion than 
any other district. The district is also the location of 
the home office for 59 of the 1 17 branch banks .  'v:lany 
banks  in other planning and development di stricts 
have branches within their own planning district, 
but only banks in the Second District have b ranches 
in al l  other districts .  District VI ,  which includes 
Rapid City, a major banking center for western South 
Dakota and adjacent out-of� state areas ,  has fewer 

IV 

VI v 

F i g u re 1 .  P l a n n i n g  a nd d eve l o p m e nt d i st r i cts o f  
South D ak ota 

Tab l e  2. L o c at i o n  a nd c h ar acter i st i cs of So uth 
D akota b ank s, 1975. 

Federal 
Depos it size ($ mi l l ions) 

Planning Total Charter Reserve Over 
district n umber National State members 0-5 5-10 10-20 20 

I 31  7 24 1 1  1 1  1 2  5 3 
I I  25 8 1 7  1 2  4 7 7 7 

I ll 30 3 27 9 5 1 0  1 0  5 
IV 34 6 28 1 1  1 4 1 2  3 5 
v 29 7 22 1 2  3 1 5  7 4 

VI 9 1 8 6 0 6 1 2 

Total 1 58 32 1 26 60 37 62 33 26 

Sou rce: 1976 Bank Directory of the Ninth Federal Reserve District (1 ) .  

T ab l e  3 .  Locat i o n  of b ank br a n c h e s  and h o m e  of-
f i ces i n  South D akota by p l a n n i n g a nd d eve l o p m e n t  
d i str ict, Decemb e r  31 , 1 975.  

H o m e  office o f  branches b y  district 
Branches 

by 
district II I l l  IV v VI Total 

I 9 4 1 4  
II 27 1 28 

I l l  1 1  9 20 
IV 3 2 1 3  1 8  
v 1 1 8 1 0  

VI 1 3  1 4  27 

Total  9 59 1 2  1 5  8 1 4  1 1 7  

Source: Derived from : 1976 Bank Directory of the Ninth Federal Reserve 

District (1). 

banks than any other district and has more branches 
than main banks .  Only one mai n office bank is a 
national bank , but half of the state bank s in the dis
trict are members of the Federal Reserve. Two of the 
branch bank s are major offices of national bank hold
ing companies headquartered in Sioux Falls  and the 
Twin Cities . 

The seven counties of 'v:linnehaha, Pennington,  
Brown, Codington, Beadle, Brookings,  and Davison,  
where the major cities of the s tate are located , are the 
source of approximately 43% of total deposits  in the 
state.5 The banks in these counties may actually

. 
con-

5 Depos its of hrant:hes are illcluded in the <.:ountv where the hranc:hes are 
l ocated, and not the co11nty or the ho111e offi ces . 

. 
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trol over 50% of the state' s depos its  because they 
have branches in other counties. This  is especially 
true for 'vtinnehaha County, which i s  the source of 
only about 15% of the s tate' s deposits ,  but who se 
banks control between 30 and 40% of the state' s 
depos its. 

Ma n ufactu r i n g  • p rocessing f i rms 
There are about 836 manufacturing and proces

sing firm s  in South Dakota (Table 4 ) .  The majority of 
these (64 2) employ fewer than 25 persons ;  1 29 emp
loy 25 to 99 persons ; and 65 employ 100 or more 
persons .  Four firm s ,  each employing more than 500 
persons ,  col lectively  employ over 5,000 persons ,  or 
30 % of the total manufacturing  and processing em
ployees in the s tate. 

Ta bl e 4. Num ber of indu str ial plant s in S outh Da k ota 
by l ocat i on and em pl oym ent s iz e, Jun e 1 ,  1 974 
(Standard Indu str ial Cla s s i f icat i on= 0 1 8 and 0 1 9, 1 0, 
1 4, 20-39). 

Employment s ize (Number of Employees) 

1 00 or 

Pl an n i ng 
distr ict 

Major 
c i t ies 

Location 

I 
I I  

I l l  
I V  
v 

VI 

S ioux Fa l l s  
Rap id 

C ity 
Aberdeen 

State 
total 

Total 

1 43 
1 96 
1 28 
1 30 
70 

1 67 

1 1 1  

75 
33 

836 

0-24 25-99 

107 
1 37 
1 04 
1 04 
62 

1 30 

62 

55 
24 

26 
40 
1 3  
1 8  
8 

23 

24 

9 
5 

642 1 29 

more 

1 0  
1 9  
1 1  
8 
0 

1 4  

1 5  

1 1  
4 

65 

Sou rce: South Dakota Directory of  Manufacturers and Processors: 1974-75 (6) 

and un publ ished data from the South Dakota Department of Eco n o m ic and 
Tourism Deve lopment .  

The food process ing industry and p rinting  and 
publishing industry historically  have been the 
largest contributors to total manufactu ring- proces
s ing employment and number of firms. 

Table 5 l i sts the numbers and employment of all 
firn1s by industry group. 

District II has the greatest number of firms that 
employ 1 00 or more persons.  The S ixth District has 
the second greatest number of firms. The Fifth Dis 
trict in  the central part of the state has  the fewest 
firms. 

Industrial expans ion was extens ive in South 
Dakota between 1 969 and 1 974 (Table 6) . During 
that period 220 new firms began operations. Nine
teen of these new firms employ 1 00 or more persons ,  
and 47 employ 25 to 99 persons .  B etween 1 969 and 
1974 there were 240 recorded plant expansions.6  

Altho ugh 220 new firms began operations , 65 also 
ceased operations during this period. Of the 65 firms 
that closed,  32 had begun operations s ince 1 969. 
This i s  a mo1tality rate of 1 4  % for new firms .  This  

6 A n  incident o f  ind ustrial expansion 111ay consist of either capital addition o f  
. ')  lO thousand t o  rnill ions and/or a n  empl oyment addition o f  a couple persons to 
hl111dre<l s .  So111e finns have cxpan<led rnore than ont:e since 1 969. 

5 

was most prevalent in D istrict V, where many of the 
firms were located on Indian reservations .  Di strict 
IV also lost  a large number of industries , but most  of 
the firms closed in that district had begun operations  
before 1 969. 

Ta bl e  5. Employm ent and num ber of indu str ial f irm s 
in S outh Da kota by indu stry, 1 972. 

Number of Total 
SIC employees reporti ng 
code Major indu stry group m id-March un its 

M i n i ng 2 ,287 34 
1 0  Metal mi n i ng (D) 3 
1 4 Non-meta l l i c  mi nera ls  (D) 26 

Manufacturing 1 7 ,042 529 

20 Food and ki ndred p roducts 7 ,374 1 1 7  
23 Appare l  and other texti le  

p roducts (D ) 1 1  
24 Lumber and wool p roducts 702 38 
27 Pri nti ng and pub l i shi ng 1 ,832 1 57 
28 Chemica l  and a l l i ed p roducts 1 48 9 
30 Rubber and p l ast i c  products 288 7 
31 Leather and leathe r  products (D) 2 
32 Stone, c l ay, and gl ass 

p roducts 682 51 
33 Primary meta l p roducts (D) 1 
34 Fabr icated meta l p roducts 686 27 
35 Machi nery, except e lectr ica l  1 ,856 40 
36 El ectr ica l  equi pme nt and 

supp l ies 758 8 
37 Transportation equi pment 940 22 
38 I nstruments and re lated 

products (D ) 4 
39 Misce l l aneous ma nu-

factur ing i ndustr ies 304 1 8  

(D)  denotes f igu res wi thhe ld  to avo id d i sc los u re of o perat ions of i nd i v idua l  
re port i n g  u n i ts. 

Source: U . S. B u reau of the Census, County Business Patterns, 1972 (18). 

Ta bl e 6. S outh Da kota indu str ial ex pan s i on ac -
t iv it i es, 1 969-Jun e 1 974, and num ber of f irm s op e rat -
ing, Jun e 1 974. 

Pla n ni ng district 

Employment size group I I  I l l  IV v VI 

New firms, 1 969-J une 1974 

0-24 31  35 1 5  1 9  1 7  37 
25-99 1 5  1 2  4 5 5 6 
1 00 or more 3 4 5 2 2 3 

Expa nded firms, 1 969-J une 1 974' 

0-24 1 3  22 1 4 1 3  5 1 9  
25-99 1 1  1 5  7 1 0  1 1  23 
1 00 or more 22 22 6 1 1  1 1 5  

. 
Closed firms, 1 969-J une 1974 

0-24 6 9 6 8 8 1 5  
25-99 2 1 1 0 3 2 
100 or more 0 2 0 0 0 2 

Firms operating, June 1 974 

0-24 1 07 1 37 1 04 1 04 62 1 30 
25-99 26 40 13 1 8  8 23 
1 00 or more 1 0  1 9  1 1  8 0 1 4 

• After expans ion ,  p lant  size was used in p lac ing  p l ants w i th i n  s ize grou ps. 

Sou rce s :  South Dakota, 1969-1975 edit ions (13) and South Dakota Directory 
of Manufacturers and Processors: 1974-75, (6) and u n pub l i shec d ata p rov ided 
by the Ind ustr ia l  D iv is ion of the South Dakota Department of Economic a nd 
Tour ism Deve lopment. 



Forty-five firms are located in communities that do 
not have a bank office. M ost  of these are newspaper 
and agricultural processing firms serving only the 
local community. All but five of these firms employ 
fewer than 25 persons ,  and most are located in the 
western half of the state, in Districts V and VI . The 
numbers of these firms by size category and by plan
ning district are shown in Table 7. 

T ab le 7. N u mb er of f ir m s  in South D ak ot a  co m 
m u nit ies  w it h  n o  b a nks, b y  l oc at i o n, 1974. 

Planning Nu mber of employees Percent of total 
district Total 0-24 25-99 100 or more Industries' 

I 7 6 1 0 5% 
II 5 5 0 0 2% 

Ill 6 5 1 0 5% 
IV 7 6 1 0 5% 
v 5 5 0 0 7% 

VI 1 5  1 3  1 1 9% 
Total 45 39 4 1 5% 

Source: South Dakota Directory of Manufacturers and Processors, 1974-75, 
(6). 

• Base = total number of industries in 1974. 

Factors affecting location and expansion 
decisions by firms 

Knowledge of factors affecting firm location and 
expansion decisions is necessary for sound forecast
ing, planning, and promoting of industrial activity. 
In this section factors influencing firms to locate in 
South Dakota are identified. 7  Past expansion deci
sions and expansion plans of firms located in the 
state are analyzed . 

Location decision factors 
Firms were asked to rank the four most important 

factors affecting their decision to locate in South 
Dakota. Ten pos sible factors were listed in the ques
tion and space was provided to list additional ones . 

These factors can be considered as important in
fluences on firm decisions to locate in South Dakota. 
However, they are not necessarily the most impor
tant factors considered by firms when choosing a 
location within the state.8 

It should be noted that the numerical values as
signed to the various factors (Table 8)  are not abso
lute measures of importance. Rather, they are ag
gregations of rankings of relative importance as
signed by the survey respondents . Thus,  in column 
1, the rating for "home community of owner," 1 26 ,  
indicates that this factor was ranked a s  more impor
tant by the typical firm than was "local funds were 
available," with a rating of42.  However, the relative 
ratings do not necessarily mean that the home com
mun ity factor is three times as important as the local 
funds factor. 

H i sto r i c a l  c h anq es in locat i o n  factors 
Table 8 shows factors affecting location of firms in 

South Dakota during various ti me periods . The firms 

7 Althoug:h 111ost p l ants i n  the state are home office firms with no branch 
operations, t h e re are appn>xi1nate l y  50 hranc.:h p l ants in the state. The t e rm finn 
is used in th e te.xt for hoth types of operations. 

8 Less t h an <l t h i rd of the respondents answered the second part of the 
q uestions-rank the four 1nost i 1nportant factors that were responsible for the 
l ocation ofyo11r llrm at the present site in Smith Dakota. For t h e  1nost p;�rt. these 
firms that did answ er the second part of the q uestion responded with the sarne 
answer that they gave in the first part. 
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T ab l e  8 .  Eva l u at i o n* of factor s  affect i n g  t h e  l o c a-
t i o n  of i nd u stri al f ir ms i n  South D ak ota, by t i m e  
p er i od. 

Reason for Rating by year of establishment 

location before 1948 1949-1963 1964-1968 1969-1974 
Close to market 79 64 1 6  44 
Close to raw 

materials 1 05 55 8 32 
Good trans-

portation 43 23 6 3 1  
Abundant labor 46 33 1 0  38 
Low labor cost 27 1 8  1 6  20 
Low power cost 1 0  0 5 3 
Local funds were 

available 42 20 1 7  2 1  
Favorable tax 

policy 22 1 5  6 24 
Home community 

of owner 1 26 89 34 62 
Quality of life 74 36 1 8  30 
Other 1 3  4 8 23 

•Each firm chose the four most important location factors, by priority order, 
from the factors listed. A score of 4 was assigned to a factor given first priority, 
a score of 3 to a factor given second priority, etc. If a factor was not one of the 
tour factors for a firm it was assigned a score of zero for that plant. Evaluation 
of each factor was then obtained by summing the factor scores for all firms. 
The higher the score the more important the factor was considered to be as an 
influence affecting location. 

are separated into four categories according. to date 
of establishment: before 1 948,  1 949  to 1 963, 1964 to 
1968,  and 1 969 to 1 974 . For all four periods the 
location factor rated as most important was that the 
community was the home community of the owner. 
The next most important location factors for the ear
l ier firms were closeness to raw material s and close
nes s  to markets .  

These factors continued to influence location de
cisions of more recently established firms ,  but abun
dant labor and low labor costs apparently became 
more important factors than for earlier established 
firms .  Quality of life was al so rated as an important 
factor for most time periods .  

Factor s  i nf l u e n c i n g  pr esent p l ant  locat i o n  
It i s  probable that the same factors affecting the 

establishment of firms in South Dakota in the recent 
past  will also have an important influence on the 
decisions of firms considering whether to locate in 
South Dakota in the near future. Hence, rankings of 
location factors by the 38 responding firms that lo
cated in South Dakota since 1 969  were identified 
and evaluated . For analysis , these firms were clas
s ified according to employment size, city popula
tion, location (by planning and development dis
trict) , location of home office, and type of industry 
(Table 9) . 

E m p l oy m e n t  s iz e  
For firms that employ fewer than 2 5  persons ,  the 

location factor rated most important was that the c ity 
was the home community of the owner. The next 
most impo1tant factors were closenes s to markets 
and good transpo1tation facilities .  For firms that em
ploy 25 to 99 persons the factor rated most important 
was abundant labor .  Other factors rated important 
were closeness to raw materials ,  favorable tax 
policies, and that the community was the home 
community of the owner. Firms that employ 1 00 or 
more persons  indicated that closenes s to markets 
was of prime importance followed by abundant labor 
and favorable tax pol icies . 
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Tab l e  9. Eva l uati o n* of factor s  affect i n g  l o cat i o n  of i n d u str ia l f ir m s  i n  S o u th Dakota s i n ce 1969. 

Home Standard I ndustrial 

Employment size Planning d istrict City size office classification !SIC!"" 
Under 100 or 

Reason for location Total 25 25-99 more I I  I l l  

Close to  markets 44 34 3 7 7 1 8  6 
Close to raw 

materials 32 22 8 1 2  8 4 4 
Good transportation 31  25 4 2 0 1 4 6 
Abundant labor 38 22 1 0  6 1 3  7 8 
Low labor cost 20 1 3  4 3 5 6 0 
Low power cost 3 3 0 0 2 1 0 
Local funds were 

available 2 1  1 5  6 0 3 3 7 
Favorable tax 

policy 24 1 1  8 5 4 3 6 
Home community 

of owner 62 54 8 0 5 27 1 2  
Quality of life 30 20 6 4 5 1 6  
Other 23 1 3  4 7 2 9 

" For an explanation of the meaning of ratings, see footnote to Table 8. 

" The types of firms in each SIC are listed in Table 5. 

C i ty p o p u lat i o n  

Factors found to  importantly influence firms to 
locate in communities of under 1,000 population 
were home community of owner, low labor costs, 
and quality of life. In  towns with populations of 
between 1,000 and 2,500, factors rated most impor
tant we re closene ss  to raw materials,  home commun
ity of owner, and availability of local funds. In towns 
of 2,500 to 10,000 population, important factors were 
home community of owner, quality of life, and good 
transportation. In citie s with population over 10,000, 
factors of importance were closeness  to markets, 
abundant labor supply, and home community of 
owne r. 

P la n n i n g a n d  d eve l o p m ent d i str i ct 
The factor rated as most importantly affecting firm 

location in Planning and Development District I was 
abundant labor supply. In  Districts I I, I I I ,  and IV the 
most important factor was that the community was 
the home of the owner. I n  District V the only factor 
rated important was closeness  to raw material s .  
Other important factors by district were closeness  to 
markets in District I I ,  abundant labor force in Dis
trict I I I,  and favorable tax policie s in District IV. 

The districts in the eastern half of the state seem to 
be chosen for firm location because the owne rs are 
living in the city, because there is an abundant labor 
supply, and because markets are close.  Firms locate 
in the western half of the state because raw materials 
are available and markets are close by. 

L o cat i o n  of h o m e  off i ce 
For those firms whose home office is located out

side the state, location factors rated important were 
abundant labor supply, closene s s  to markets, and 
favorable tax policie s. Unimpo1tant factors were low 
power costs and availability of local funds.  

Ty pe of p rod u ct i o n  (accord i n g  to S I C)9 
Ofthe fi rrns responding, those producing sand and 

gra vel  ( S I C  = 1 4 )  and s ton e a n d  c e m e n t  
( S I C  = 32) indicated that the most important fac-

9 The Standard Industrial Classification (SIC) is used to separate finns by type 
of product. 
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Under 1 ,000- 2,500· Over outside 14, 23, 24, 34-
VI 1 ,000 2,500 10,00010,000 S.D. 32 20 27 31 28,30 39 

6 7 2 5 30 20 8 1 1  5 3 14 4 

14 4 1 2  4 1 2  1 6  8 1 4 0 0 1 0  0 
6 4 6 6 1 5  8 2 12 0 1 1 2  0 
1 4 5 2 27 21 3 5 3 6 1 20 
3 8 5 3 4 1 1  0 3 0 2 8 7 
0 2 0 0 1 1 1 0 0 0 0 2 

0 0 9 0 12 4 0 3 7 0 3 4 

0 2 7 1 4 1 7  0 2 0 4 1 1 7  

2 1 6  1 1  1 2  23 0 9 5 8 4 8 28 
2 8 3 7 12 5 5 1 5 1 5 1 3  

1 0  6 0 4 1 3  6 2 4 2 4 5 6 

tors influencing them to locate in South Dakota were 
that the city was the home community of the owne r  
and that markets and raw materials were close. Food 
processing firms (SIC = 20) located in South 
Dakota primarily because raw materials and markets 
were close and because of good transportation. Print
ing and publishing firms (SIC = 27) were influ
enced to locate in South Dakota because the city of 
location was the home community of the owner, be
cause local funds were available, and markets we re 
close.  Clothing ( S I C  = 28) and rubbe r  (SIC = 30) 
firms located in South Dakota because markets were 
close, good transportation was available, and raw 
material s were close.  Machine and other miscel
laneous firms ( S I C  = 34 to 39) located in South 
Dakota because the city was the home community of 
the owne r, abundant labor was available,  and quality 
of l ife was good. 

Expansion decision factors 
Reaso ns f ir m s d id not expa nd 

The industry questionnaire asked firms that did 
not expand within the last 5 years to indicate the 
re ason or reasons that no expansion occurred (Table 
10) .  

Tab l e  1 0. Reasons i n d ustr ia l  f i rms in  South Dak ota 
d i d not  ex pa n d  d u r i n g  1 969 to 1 974.* 

Number of responses 

Employment size 
Reason 0-24 25-99 100 or more 

Satisfied with 
present size 38 2 4 

Shortage of labor 6 1 0 
Shortage of raw 

materials 7 2 2 
Lack of market for 

more production 1 9  2 
Unavailability of 

financing 1 2  
Others 8 

• A few firms checked more than one reason. 

Total 

44 
7 

1 1  

22 

1 4 
1 0  



The most cited reason for non-expansion was sati s
faction with present s ize. This  reason for a non
expansion decis ion can be class ified as being inter
nal to the firm, while the other reasons are external 
constrai nts upon potential expansion.  Lack of mar
ket s  for increased production,  and unavailabi l ity of 
financing were the first and second most cited exter
nal constraints.  Shortage of raw material s and shor
tage of labor were the th ird and fomth most cited 
reasons .  The most common other reason given for 
lack of expansion was that the firm had expanded jus t  
before the 5-year period. 

More firms that employ fewer than 25 persons than 
the l arger firms stated that expansion did not occur 
because of s at isfaction with present s ize. Contrary to 
normal expectation, shortage of labor was a reason 
given by more small firms than large firms .  Lack of 
markets for more production also was more of a prob
lem for the small firms than for the large ones. S hor
tage of raw materials affected the large firms as wel l 
as the small  firms.  Unavailabil ity of financing was a 
constraint for 12 fi rms that employ fewer than 25 
persons ,  for  one firm that employs 25 to 99 persons ,  
and for one firm that employs more than 99 persons .  

Futur e  ex pan s i on plan s 
Plans for expansion by firm employment size and 

by city populatio n are shown in Table 1 1 .  A larger 
percentage of the large fi rms than of the small  firms 
plan to expand within the next 5 years. The majority 
of fi rms  that employ 1 00 persons or more plan to 
expand in cities over 10,000 population. The major
ity of firms that fall with in the employment ranges of 
25 to 99 and of fewer than 25 plan to expand either in 
cities over 1 0,000 population or in cities under 1 ,000 
population. 

Fifteen of the firms that have expans ion p lans wi l l  
not  expand in the city in which they are currently 
located. Of the 15, 1 1  sti l l  plan to expand in South 
Dakota. Opportun ity to purchase exi sting plants and 
facil ities , des ire to di sperse operations ,  and labor 
s hortages were the main reaso ns cited by firms for 
plans to expand in other cities . 

Financial restrictio ns to 
industrial deve lopme nt 

A discu s s io n  of methods  to increase the current 
s upply of funds for i ndustrial development is mean
ingless unless economic demand for these funds ex
ists .  Therefore, the purpose of the following analys i s  
i s  to  determine ifthere i s  an unmet demand for funds 
for industrial expans ion  and/or production, and if  so ,  
to determine the magnitude of the unmet demand. 
Also ,  an attempt i s  made to evaluate factors as
sociated with the problem of unmet demand. 

The extent of f i n a ncial  restrictions 
The industry questionnai re asked if a shortage of 

funds had restricted the s ize of the present plant. A 
poss ible yes or no response was provided. Of the 260 
questionnai re respondents , 236 answered the ques
tion ;  42 responded yes and 1 94 responded no. 

When responses of those firms with plants con
structed s ince 1 969 are isolated from all respon
dents ,  the question essential ly determines if con
struction of new plants has been hindered because of 
inadequate financing. Fifty- seven new firms an
swered the questionnaire; 54 answered th is  ques
tion. Twenty of these firms answered yes and 34 
answered no. Thus ,  37% of the new firms indicated 
that a shmtage of funds restricted the s ize of their 
present plant. 
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Ta bl e  1 1 .  Plan s for ex pan s i on of S outh Da kota f irm s 
between 1 975 and 1 980,  by f irm s iz e  and c ommun ity 
s iz e. 

Number of fi rms 

Population of com m u n ity 
where expansion will  occur* 

Expansion Under 1 ,000- 2,500-

Employment plans Over 

size No Yes 1 , 000 2,400 9,999 1 0,000 

U nder 25 62 1 05 45 1 7  6 37 
25-99 7 40 1 2  1 3 2 1  
1 00 or more 5 25 2 5 1 1 4 
Total 74 1 70 59 23 1 0  72 

• F i fteen of the f i rms that p lan to ex pand wi l l  not expand i n  the com m u n i ty 
where they are cu rrently l ocated . Of these, 11 p lan to ex pand in South Oakota. 
Twe lve of the f i rms d id not i n d i cate the popu lat ion of the com m u n i ty i n  w h ich 
they plan to expand. 

The industry questionnaire also asked ifa sho1tage 
of funds had restricted expansion of plant s ize. Of the 
260 questionnai re respondents ,  227 answered the 
question;  54 responded yes and 1 73 responded no. 
Thus, 24% of the firms indicated that a sh01tage of 
funds restricted expans ion activities. 

Another question asked if production has been 
l imited because oflack ofoperating funds.  Of the 260 
questionnaire respondents , 250 answered the ques
tion ;  52 answered yes and 1 98 answered no. Thus,  
2 1  % of the firms indicated that a s hortage of funds 
restricted output of thei r plant. 

Many fi rm s  answered yes to two or all three of the 
above questions and thus  indicated that they had 
problems obtaining funds for more than one activity. 
In  total ,  67  different fi rm s ,  26 % of those responding, 
indicated that they had problems obtaining funds for 
one or more use. 

Data necessary to estimate the amounts of funds 
that these fi rm s  desired but were unable to obtain 
are not availab le. However, 14 firms indicated that 
funding difficulties p revented them from any expan
s ion activities at all .  Problems for the other firm s ,  
while n o t  t h i s  severe, sti l l  m a y  have been substan
tial. 

Factors a ssoc i ated with fi n a ncia l  restrict ions 
Certai n characteristics of firms or  their locations 

may be associated with financing problems.  D i scov
ery of these characteristics or location facto rs wil l  
help determine what types of firms or locations are 
experiencing difficulties obtaining funds and wil l  
narrow the search for causes of the problems. I den
tification of areas of inadequate financing wil l  facil i 
tate design and implementation of programs to cor
rect the financing problem even if  its causes are not 
determined. 

The following factors were evaluated to determine 
if  they are associated with the problem of inadequate 
fi nancing:  employment s ize of the fi rm,  population 
of the community where the firm i s  located, location 
within the s tate, l ongevity of the fi rm,  and whether 
the firm is a branch ( subsidiary) or home fi rm. 10  
Each of these facto rs were tested for association with 
difficulties in obtaining funds for new plants,  expan
sion, and operations . 1 1  

1 0  T h ree oth e r  factors ori ginal ly  hypoth e s i zed t o  h e  important were : t�1J e o f  
prod uct, ch ange i n  o u t p i i t  d u ring the l a s t  5 years, and ann ual s a l e s  o r  ontpiit .  
D i ffic u l ties  with  gro u p ing firrns w i t h in these t h ree factors prevented any 
conc l u s ive anal vs i s ,  al tho ugh pre l i rninarv res u lts showed that these factors 
probably were 1�ot i tH porta11t . 

. 

11 I nterested readt:: rs are referred to Append ix C of Tauer ·s  thes is  ( 1 5)  fo r the 
data and n u rnerical c h i  sqllare res u l ts obtained. 



F inanc ing n e w  f irm s 
The factor found to have a significant influence on 

the ability of new firms to obtain funds is whethe r 
the firm is a branch or home firm. Only 2 of the 1 7  
branch o r  subsidiary firms indicated problems ob
taining funds.  Employment size, community popu
lation, and location we re not found to be related 
significantly to financing difficulties for new firms. 

F inanc ing expan s i on 
Of the 54 firms that expressed difficultie s in ob

taining fund s for expansio n, only 9 employed more 
than 25 pe rsons. Because a small perce ntage of the 
two larger employment categories of firms had dif
ficulties in obtaining funds for expansion, no de
pendable pattern could be found for these  employ
ment sizes.  Conse que ntly, the two larger employ
ment categorie s were removed from the data when 
the other factors were tested. 

The factor that appears to influence the ability to 
obtain expansion funds for firms with employment of 
fewer than 25 persons is whether the firms are 
branch or home office firms. 

F inanc ing op erat i on s  
The employment facto r was significant fo r  those 

firms indicating that a shortage of funds re stricted 
output. Again, because only eight of the firms that 
indicated problems employ more than 25 persons, 
only the firms that employ fewer than 25 persons 
were used to test the other factors. 

The factors found to affect a small firm' s  ability to 
obtain funds for operation are longevity of the firm 
and whether the plant is a branch or home firm. The 
smaller firms have difficulties obtaining funds, and 
the younger of these firms experience the most prob
lems. Once again, branch and subsidiary firms do not 
expe rience the difficulties obtaining funds that 
home firms experience. 

R ea son s  g iv en for d i ff icult i e s  
Insufficient equity was the reason most commonly 

given to firms  by prospective lenders when refusing 
requests for funds (Table 1 2) .  The next cited reason 
was lack of intere st in promoting that type of indus
try. Low probability of the fi rm's s ucces s  and prior 
commitment of loan funds were less  cited reaso ns.  

Ta bl e  1 2. R ea son s  g iv en t o  f irm s by p ot ent ial l end er s  for 
n ot pr ov id ing fund s *  

Reasons 

I n suff ic ient equity of fi rm 
Lack of i nterest i n  pro m oting 

that type of i ndustry 
Pr ior  c o m m itm e nt of loan funds 
Low probab i l i ty of success 
Other reaso ns 

* A few f i rms checked more than one reason .  

The role of b a n ks in f i n a nc i n g  
i n d u st r i a l  a cti v i t ies  

N u m ber of 
responses 

22 

1 9  
1 3  
1 0  
5 

Commercial banks comprise the major part of the 
financial system in South Dakota, both in terms of 
number of offices and in deposits he ld. In  most 
communities  the bank i s  the only local financial in
stitution. In this section the financial rol e of banks in 
industrial activities within the s tate is examined. 
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First, the types of industries that use bank funds 
for different types of industrial activities are de
scribed. Then the perce ntage s of total bank loans 
that are industrial loans and the time length and 
other industrial loan characteristics are examined. 
An estimate is made of  the total amount of industrial 
loans held by the banks in the state. 

I nd u stri a l  use of ba n k  funds 
I n  the industrial que stionnaire ,  firms were asked 

to list the pe rcentage of funds obtained from differ
ent sources for establishment of the firm, for expan
sion, for current  operations, and for projected expan
sion. Included among these  sources were local 
banks, other  state banks, and out-of-state banks. 
Local banks were further  separated into home office 
and branch categories.  

Ban k f inanc ing for f irm esta bl i shm ent 
Of the 57 respo ndent firms es tablished s ince 1 969, 

(from a poss ible 1 88), 32 completed this section of 
the que stio nnaire. Average proportions  of funds ob
tained from the bank sources with different charac
teristics of  the respondent firms are presented in 
Tables 1 3- 1 5. 12 

An average firm from among the 32 respondents 
obtained 17 % of its funds from South Dakota banks, 
none from out-of-state banks. Most bank funds were 
obtained from local home-office banks. 

In  gene ral, respondent firms that employ fewer 
than 25 persons  used more bank financing than did 
firms in the two l arger employment groups. In fact, 
the three re spondents that employ 100 or more per
sons did not use any bank financing. B ank funds 
used by firms  that employ 25 to 99 pe rsons came 
entirely from local banks. Respondent firms that 
employ fewer than 25 persons used some branch 
bank  and some non-local bank financing. 

Home-office firms did a higher average percen
tage of their borrowing from South Dakota banks 
than did branch and subsidiary firms.  The small 
amount (percentages)  of funds that the branch and 
subsidiary firms obtained from banks came from 
local home-office banks. 

Respondent firms that indicated problems .obtain
ing funds got about the same proportion of their 
funds from South Dakota banks as did those  fi rms  
that did not  have problems. Firms that did have 
problems used so me non-local bank fonds, while 
those  firms that had no problems used only local 
home-office bank funds. 

Ban k financ ing for f irm expan s i on 
Of the 260 que stionnaire re spondents, 230 indi

cated that their firms had expanded in the last 5 
years. Of these 230 firms, 1 10 completed this section 
of the questionnaire. 

The typical firm among the 1 10 respondents ob
tained 32% of its funds for expansion from South 
Dako ta banks and 2% from out-of- state banks. Most  
of the funds from South Dakota bank s were obtained 
from local home-office banks. 

Respo ndents who employ fewer than 25 pe rsons 
obtained 40% of their expansion funds from South 
Dakota banks, considerably more than the 1 8  and 

1 2  To cal c u l ate average p ropo1ti ons , the percentages of total investment ob
tained f'rolll bank s o u rces for each industrial  firm were u s ed,  not the <ldual 
a 1no11nts of inves tment. T h u s ,  the averages do not represent percentages of 
total ind u strial financing fro m each of the various  hank sources ; rather they 
represent averages of the individual  fi11 11 ' s  borrow ing d i s tributions a111ong the 
various bank sources .  Standard devi ations of averages were also cal c 1 1 l ated . 
\lost  of these standard deviati ons are quite l arge, indicating tlrnt percentages 
given by firms varied w i dely.  Since a s m a l l  percentage of al l firms c o m p l eted 
the questi onnai re, the data only show general trends and are not neces sari ly 
representtltive of the p o p u l ation. 



Ta bl e  1 3. Fund s o bta in ed from ban k sourc e s  for f inanc ing esta bl i shm ent of indu str ial 
f irm s in S outh Da kota, 1 96 9  t o  1 974, by f irm charact er i st ic. 

------ ---------
Average perc e ntage of total investment* 

Had 
problems Did not  

A l l  _ E mploym e nt size Office obtain ing h ave ------
Sou rce firms 0-24 25-99 1 00 or more Home Branch funds problems 

South Dakota 
banks 1 7  20 1 5  0 

(30) (33 ) ( 1 3) 
Local banks 1 6  1 8  1 5  0 

(30) (33 ) ( 1 3) 
Ho me off ice 1 3  1 4 1 5  0 

(26) (29) ( 1 3) 
Branch 1 2 0 0 

(7 ) (8 ) 
Oth e r  i n-state 2 2 0 0 
banks (9) ( 1 0) 

Out-of-state 
banks 0 0 0 0 

Number  of 
respondents 32 25 4 3 

* Standard deviat ion is g iven below each average. 

22% for the othe r employment s ize s .  The majority of 
the se funds were obtained from local home-office 
banks .  Firms that employ 25 to 99 persons obtained 
8% of their  funds for expansion from out-of- state 
banks compared to 2% and none for the smaller and 
large r firm s .  

Respondent firms that are between  5 a n d  10 years 
old typically obtai ned 17% of the ir  e xpansion funds 
from South Dakota banks .  Firm� in  other age groups 
obtained approximately 34% from th is  source . Again ,  
most  of the se funds we re from local home-office 
bank s .  Firms over 25 years old we re the only age 

22 
(34) 
20 

(34) 
1 5  

(30) 
2 

(8 ) 
2 

( 1 0 ) 

0 

23 

6 1 7  1 8  
( 1 1 ) (35) (20) 

6 1 7  1 3  
( 1 1 ) (35 ) ( 1 8) 

6 1 7  1 0  
( 1 1 ) (35) ( 1 6) 

0 0 3 
( 1 2) 

0 0 4 
( 1 4) 

0 0 0 

9 20 1 2  

group that indicated use of financing from out-of� 
state banks for expan s ion  purposes .  

Typical home-firm respondents obtained a larger 
percentage of the ir  funds for expansion from South 
Dakota banks than did branch and sub s idiary plants . 
Only home-firm respondents obtained any funds 
from out-of-s tate banks .  

In  general, tho se firms that indicated difficulties 
financing expansion obtained a larger percentage of 
their funds from South Dako ta banks than did firms 
that did not indicate problems .  No firms using out
of-state bank s had difficultie s  financing expans ion .  

Ta bl e  1 4 . Fund s o bta in ed fr om ban k sour ces for f inanc ing ex pan s i on of indu str ial f irm s 
in S outh Da kota, 1 969 t o  1 974 , by f irm charact er i st ic. 

Average perce ntage of total investment* 

E mployment size Age of firm i n  years 
Had 

0 25 1 00 25 1 0  problems Did not 
All  lo lo or Over to to U nder Office obtain ing have 

Source f irms 24 99 more 25 1 0  5 Home Branch funds problems 

South Dakota 32 40 1 8  22 34 35 1 7  34 34 24 28 44 
banks (40) (42) (27) (40) (41 ) (40) (34) (41 ) (39) (40) (39) (41 ) 

Loca l banks 30 37 1 6  22 31 33 1 7  31 31  23 26 39 
(40) (43) (26) (40 ) (4 1 ) (41 ) (34) (43 ) (40) (40) (39) (42 ) 

Home 27 33 1 6  22 30 28 1 3  28 27 23 24 36 
off i ce (39) (42) (27) (40) (40) (39) (34) (40) (38) (40) (37) (43 ) 
Branch  3 4 2 0 2 5 4 0 4 0 3 3 

( 1 2) ( 1 5) (6) ( 1 2 ) ( 1 4) ( 1 5 ) ( 1 4 ) ( 1 3 ) ( 1 1 ) 
Ot her  state 2 3 2 0 2 2 0 3 2 1 2 4 
ban ks ( 1 1 ) ( 1 2 ) (8) ( 1 3 ) ( 1 0) (8) ( 1 2 ) (6 ) (8 ) ( 1 7 ) 

Out-of-state 2 0 8 0 4 0 0 0 2 0 1 0 
banks ( 1 3 ) ( 1 ) (27 ) ( 1 9) ( 1 5) ( 1 1 ) 
Num ber of 
respondents 1 1 0  67 27 1 6  52 23 1 6  1 9  82 27 77 25 

* Standard deviat ion i s  given be low each ave rage. 

1 0  
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Ta bl e  1 5. Fund s o bta in ed fr om ban k sourc e s  for f inanc ing curr ent a sset s  of indu str ial 
f irm s in S outh Da kota , by f irm character i st ic. 

Average percentage of total current assets• 

Employment size Age of firm i n  years 

0 25 1 00 25 1 0  
All  to to or Over to to 

Sou rce firms 24 99 more 25 1 0  5 

South Dakota 22 20 1 8  36 1 6  34 33 
banks (33) (30) (27) (45) (30) (37) (42) 

Loca l  banks 20 1 8  1 8  32 1 6  34 33 
(33) (30) (27) (46) (30) (37) (42) 

Home 1 7 1 3  1 9  32 1 3  26 29 
off ice (32) (28) (28) (47) (26) (41 ) (43) 
Branch 4 5 2 0 4 8 4 

( 1 4) ( 1 7) (6) ( 1 8) ( 1 4) ( 1 4) 
Other state 2 2 0 4 0 0 
banks (8 ) (8 ) ( 1 3) 

Out-of-state 3 0 1 1 4 8 0 
banks ( 1 5) (38) ( 1 2) (22) 
Number of 
respondents 88 55 1 9  1 4 35 1 4 

* Standard deviat ion is g i ven be l ow each average. 

Ban k financ ing for curr ent o perat i on s  
Eighty-eight o f  the 260 que stionnaire respondents 

completed the section concerning bank financing for 
current  operations .  The 88 re spondents typically ob
tain 22 % of their  funds to finance current assets from 
South Dakota banks, and 3% from out-of- state banks .  
\1ost  of the funds from South Dakota banks are ob
tained from local home-office banks .  

Respondents who employ 100 persons  or more 
obtain a h igher proportion of the i r  operating funds 
from South Dakota banks than do the o ther two em
ployment groups . 

Firms that are from 5 to 25 years o ld  obtain a 
greater propo1tion of their  funds from South Dakota 
banks than do e ither younger or older firm s .  Only 
tho se re spondent firms that have been establ i shed 
longer than 25 years use out-of- state financin

,g
. 

. Horne firms obtain a higher percentage of the ir 
operating funds from South Dakota banks than do 
branch and subisdiary plants . Only the home firms 
obtai n any ope rat ing funds from out-of-state bank s .  

There were n o  differences between firms that in
dicated difficulti e s  obtaining funds and those that 
did no t, with re spect to the average percentage of 
ope rati ng funds obtained from South Dakota banks .  
Firms that d id  not  experie nce problems obtained 
some funds  from out-of-state banks .  

Ban k f inanc in g for planned ex pan s i on 
Of the 260 que stionnai re respo ndents , 1 70 indi

cate that they pl an to expand in the next 5 years .
_ S ixty-seven of these firms completed this section of 

the questionnai re (Table 16 ) .  
On average, the se 67 firms  plan to obtain 24% of  

the  funds for expans ion from South Dakota bank s 
and 5% from out-of state ban ks .  Finns in all three 
employment s izes  plan to obtain approximate ly the 
same percentage of needed funds from South Dakota 
hank s ,  but fi rms in the employ me nt s ize 25 to 99 plan 
to obtain a h  igher pe rce ntage from out-of- s tate banks 
than do fi rms in the other two employment s izes .  

M o rtages o n  non-busi ness property 
The industry questionnaire asked firms to give the 

pe rce ntage of borrowed fund s from all sources sec
ured by m01tages on non-bus iness  property . One 

0 

0 

1 3  

1 1  

H a q  
problems D id not 

Under Office obta i n i ng have 
5 Home Branch f u n d s  proble111s 

1 9  24 1 4  22 22 
(28) (34) (27) (34) (29) 
1 3  24 1 0  20 1 9  

(27) (34) (26) (34) (28) 
1 3  20 1 0  1 8  1 6  

(26) (33) (25) (33) (28) 
0 5 0 3 4 

( 1 6) ( 1 4) ( 1 2) 
6 0 4 1 3 

( 1 5) ( 1 3) (7) ( 1 2) 
0 4 0 4 0 

( 1 6) ( 1 6) 

23 67 20 70 1 8  

T a bl e  1 6 . Fund s  t o  be o bta in ed fr om ban k sourc es 
for f inanc ing plann ed ex pan s i on o f  industr ial f irm s 
in S outh Da kota . 

Average percentage of total  p l a n ned i nvestment 

E m p l oyment size 

Sou rce All firms 0-24 25-99 Over 1 00 

South Dakota ba nks 24 27 1 7  25 
(35) (36) (30) (38) 

Loca l  banks 23 25 1 7  25 
(35) (37) (30) (38) 

Home off ice 22 26 1 1  23 
(34) (37) (23) (39) 

Branch 3 2 6 2 
( 1 4) (9) (23) (6 ) 

Othe r state banks 1 2 0 0 
(6 ) (9) 

Out-of-state banks 5 2 1 1  4 
( 1 8) ( 1 2 ) (27) ( 1 4) 

Number of 
respondents 67 37 1 8  1 2  

• Standard deviat ion  is g iven below each average. 

hundred and ninety-nine of the 260 que stionnai re 
re spondents complete d the que stio n .  

Eighty percent of  the  firms responding indicated  
that they d id  not have mortgages on non-business  
prope1ty. As would be expected, few of the larger 
firms have mo1tgages on non-business  property, and 
these mortgages are a smaller percentage of total 
borrowed funds than i s  the case for smaller firm s .  A 
typical respondent firm has 9% of borrowed funds 
secured by mortgages on non-business  property . 
This  average ranges from 10 . 1 % for those re spon
dents who employ fewer than 25 persons to a low of 
2 . 8% for firms who employ 100 or more persons .  

I nd u str ia l  l oa n s  'h e l d  by ba n ks 

P e rc enta g e  and am ount of indu str ial l oan s of ban ks 
The bank que s tionnaire asked banks to give the 

percentage of thei r  total loans that are industrial 



loans .  All but 2 of the 97 main-office bank respon
dents (of 159 bank s)  completed the que stion. 

Fifty-five of the bank respondents indicated that 
they did not have any industrial loans. A higher 
proportion of the banks in the deposit  s ize $ 10 to $20 
mil l ion and ove r $20 mil l ion than in the two smaller  
depo s it s izes have industrial loans,  but only banks 
with depos its over $20 million have a s ignificantly 
greate r ave rage percentage of industrial loans than 
do the other depos it s izes.  The ratio of industrial 
loans to total loans ave rages 0.04 for all re sponding 
banks,  ranging from 0. 10  for banks with over $20 
mil l ion i n  deposits to 0.02 for banks with $ 10 to $20 
mil l io n  in depo s its.  

For respondent banks, industrial loans were esti
mated to total $90.8 mill ion. 13 For non-respondent 
bank s, industrial loans of "$34 .9  mil l ion were e sti
mated. The total of the se two estimate s i s  $ 125.7 
mil l ion. On December 31 ,  1 973, commercial banks 
in South Dakota had total industrial and commercial 
loans amounting to $274 . l  mil l ion (4) .  Thus, the 
value of industrial loans is e stimated to be approxi
mate ly 46% of the comme rcial and industrial loan 
total. 

Length of indu str ial loan s 
The bank questionnaire also asked banks to l i s t  the 

perce ntage of  the total value of their  industrial loans 
that are less than a year in length, 1-5 years in length, 
and over 5 ye ars in length. 14 

Responses  to the question indicated that for the 
average bank 4 1  % of the industrial loans are made for 
periods of 1-5 years, 29% are for les s  than one year 
and 29% are for greate r than 5 years. However, as 
indicated by a large standard deviation, the ave rage 
length of loan payment period varies  greatly among 
banks. 

A second part of this  que stion asked banks to l i st 
the 1 969 to 1 973 average percentage of loans in the 
three loan length categories .  For tho se bank s that 
completed this  pa1t of the question, the response did 
not differ greatly from their  response for current 
loan s.  

S BA guarant e ed loan s 
An average bank has 3 1  % of its industrial loans 

guaranteed by the Small  Bus iness  Administration. 
The average i s  larger for the two bank s ize groups 
over $ 1 0  mill ion in depos its than for those size 
groups under $10 mil l ion. The range i s  from 67% for 
banks with $ 1 0-$20 mil l ion in deposits to 20% for  
banks with under $5 mill ion in  depos its. Apparently, 
banks with over $ 1 0  mil l ion in deposits use the S BA 
to a greater extent than do smaller  bank s.  This may 
be because larger banks have more industrial loans, 
and thus have an opportunity to be more familiar 
with the SBA program. 

1 3  To estimate total ind11strial  loans of the hanks i n  South Dakota, the dol l ar 
a111ount of total loans for each re s p011de11t hank as of Decernher 3 1 ,  1 9 73, was 
m u l t i p l i e d  hy the pe rcentage of loans for i nd 1 1 strial  p t i rposcs i m l icated hy that 
res pondent han k .  For those h<\ l lks  who did not L:o1nplete the quest ionnai re, the 
ave raage pe n.:entage of industrial  l oans to total loans cal c u lated for the d i fferent 
de pos it  s i z.es of the res pondents were m u l t i pl ied hy the a<:t ual loans of each 
non-res pondent hank in that depos it  s i z e .  The a111ount..; for a l l  b.rnks were then 
s 1 11nr ne d .  

1 4  Th-i s  ques tion W;\S as k e d  in order t o  ident i t�1 in rough fa..;hion the proportions 

of hank financi ng used for invcst1ncnt in p l ant and e q u i pment and for operating 
nec(k Bankers inte rvie w e d  in the prete sting of the quest ionna i re wen� unable  
to te l l  u s  what p ropo1tion of thei r  loans to industr ia l  fi rm s we re for  inve stment 
as opposed to operat i ng capital u s e s .  H owever, they agreed that, in general, 
loans fr1r more than 5 years are for inves tment, tho..; e for less th an one year arc 
for ope rati ng capital ,  and those of inten11ec l iate l ength are s p l i t  a1110ng the two 

1 2  

Bankers' attitudes affecting 
industrial developme nt 

Industrial firms in  South Dakota, e specially the 
small ones, obtain a substantial amount offunds from 
commercial banks in the state. This  important role of 
banks in  funding i ndustry means that attitudes of the 
banker or bankers will affect the rate of industrial 
developme nt in the community. Because of the 
banker' s  leadership role, he often influence s the at
titudes of the community. Hence, the banker  can act 
as a catalyst in promoting development. 

Stati stical comparisons of questionnaire responses  
between specific groups of banks were performed to 
determine diffe rences in  attitudes and practices.  
Some of the factors used to distinguish groups are 
population of the community where the bank is lo
cated, location by planning and development dis 
trict, main or branch bank, type of charter, member
ship in the Federal Reserve System, deposit  s ize, 
loan-to-deposit  ratio, and numbe r of banks in the 
community. E xcept where noted, both branch banks 
and main banks are included in  the analys is .  Chi  
square i s  the statistical te st  used throughout. 15 B anks 
are separated into one of two bank population 
categori e s :  e ither the bank, or  branch, i s  the only 
bank office in  the community, or the re are two or 
more bank offices in  the community. 

Attitu des towa rd ind u stri a l  develop m ent 
Eighty-seven pe rcent of the bankers respo nding to 

the bank que stionnaire indicated that industrial de
ve lopment would improve the qual ity of l ife for the 
citizens of their  community; 1 3% said that it would 
not. Neithe r community size or bank location  had an 
effect upon respo nse. 

Fifty-nine percent of the bankers said that a local 
industrial deve lopment group or corporation would 
ass ist  gre atly in attaining industrial deve lopment; 
34% indicated s l ightly; and 7% answe red no. All 10 
" no" answers came from communities  under 1 ,000 
population. Again, community population and loca
tion with in a planning di strict were not related to 
re sponse.  As would be expected, those banks that 
did not think that industrial development would 
help the i r  community al so  did not think that a de
velopment group would help. 

Types of ind u stri e s  reco m m end ed by banks 
Tables 17 and 18 show, by community size and 

planning district, types of industries  that banke rs 
indicate might be e stablished or expanded in the ir  
community. Y!ost bankers in a l l  community s izes  
and planning districts think that l ight manufacturing 
and agricultural proce ss ing could be establ i shed or 
expanded in thei r  community. 

Only bankers in the First and S ixth Planning Dis 
tricts indicate that min ing could be establ ished or  
expanded in the ir  community. Heavy manufacturing 
might be establ i shed or  expanded in only a few 
communities .  A large number of bankers in  the Fi fth 
District indicate that touri sm might be e stabl ished or 
expanded in  their  area. Transportation re lated in- • 
dustry might be established or expanded in all city 
s izes, and all planning districts. 

1 5  Resu lts of the chi s q11are tests s upporting conc l 1 1 s i ons expressed this  section 
are given in Tauer's the s i s  ( 1 5, Append i x  C ) .  
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Ta bl e 1 7 . Typ e of industr i e s  seen by ban ker s  a s  appr opr iat e f or esta bl i sh m ent or 
expan s i on in th e ir c o m mun ity , by com mun ity p opulat i on .  

Number of replies 

Light manu- Heavy 
Com mun ity Agricultural facturing and manu- Transpor-
population Response* p rocessi ng Min ing assembly facturing Tourism talion 

Und er Established 44 1 49 4 2 4 
1 ,000 Expanded 1 9  2 22 0 8 4 

1 ,000- Established 1 3  0 1 1  1 2 3 
2 ,500 Expand ed 8 0 1 0  0 1 1 

2 , 50 1 - Established 4 1 5 3 0 1 
1 0 ,000 Ex panded 5 2 8 0 7 2 

Over Established 3 0 1 0 0 2 
1 0 ,000 Ex pand ed 9 1 1 4  4 7 5 

• A response of " might be established" i n d icated that no firms of that type are located in the area but might be. " M ight be 
expanded" that a f i rm of that type is now located in the area and m ight be expanded. 

Four respondents l isted types of industr ies other than those g iven. Most of these were recreation i ndustries which would be 
grouped with tourism. 

Ta bl e  1 8 . Typ e of industr ies seen by ban ker s  a s  appr opr iat e f or esta bl i sh m ent or 
expan s i on in th e ir c o m mun ity , by plann ing and d ev el op m ent d i str ict . 

Nu mber of replies 

Agricultural 
District Response• p rocessing Mining 

Established 1 3  2 
Expanded 8 1 

II Established 7 0 
Expanded 8 0 

Ill Established 1 3  0 
Expanded 4 0 

IV Established 1 5  0 
Expand ed 1 0  0 

v Established 1 4 0 
Expand ed 4 0 

VI Established 2 0 
Expand ed 7 0 

• See footnote to Table 1 5. 

N on-fi n a ncial  factors l i m iti n g  i n d u stri a l  development 
The most common factors that bankers indicated 

as l imit ing industrial and economic development in 
their  community were small labor force,  lack of  ade
quate se rvice facil i t ies ,  and lack of adequate de
veloped sites and buildings .  

The second most common factors were as sociated 
with l ocation of the community in  the state, i . e . ,  poor 
transportation and small  local markets .  The thi rd 
common type of factors dealt with the need for and 
l imited avai lab i l ity of risk capital for industrial 
financing.  

Other important factors cited were a lack of local 
interest  in industrial deve lopment, in sufficient legal 
and economic information,  and insufficient know
ledge about the community to allow an effective 
program to se l l  the community . 

Fi n a ncia l  factors l i m iti n g  i n d u stri a l  development 

Local ca pac ity t o  financ e indu str ial ex pan s i on 
Fifty- s ix  percent of the bankers re sponding to the 

questionnai re indicated that the ir  community doe s 

Light manu-
facturing and 

a ssembly 

1 3  
1 2  

7 
1 1  

1 4 
7 

1 4 
1 1  

1 5  
6 

3 
7 

Heavy 
manu- Transpor-

facturing Tourism tation 

4 0 3 
0 2 1 

0 3 
3 1 

1 0 0 
0 2 2 

0 0 2 
1 5 4 

1 4 2 
0 6 1 

1 0 0 
2 5 3 

not have the capacity to finance industrial expansion 
from local  source s ;  44% said that their community 
does have the capacity . 

A greater numbe r of bankers from small com
munitie s  than from large communitie s  do not think 
that local sources of funds are sufficient to finance 
industrial expans ion .  Differences between re
sponses by planning district were not found to be 
s ignificant. 

Requ est s for l oan s larger than l egal l i m its  

1 3  

The maximum amount that a bank can lend  to  a 
s ingle borrower is dependent on the charter of the 
bank and on the capital and surplus accounts of the 
bank. 16 Although there are legal minimums for capi
tal accounts which all banks must meet, often capital 
accounts required of a specific bank are higher than 
the legal minimum because other factors are also 

1 6  T h e  lll i n i rn11rn capital req u i re ment f o r  state ch artered h a n k s  i s l i s te d  in So1 1 tl 1  
Oako f([ C o l l l p i led LA1 tcs,  Tit le .5 1 .  For state banks no loan to a s ingl e individual ,  
partners h i p  or corporation may exceed 20% of paid-up capital  and s u rpl u s .  For 
national banks the rnaxinH11n loan i s  10% of capital and s u rp l u s .  



co n s i de re d  IJ, ·  the examination agency . S o llle of  
th e s e  factors are hank charter, c ity popu lati o n ,  de
pos i t  s i ze ,  and amount of loan s .  

T h e  l e gal  l i m i t  fo r  credit  t o  o n e  indivi dual  h y  a 
hank is e stab l i s hed on the has i s  of the factors previ 
o u s ] ,· ment ioned,  hut the s i z e s  of i n d u s trial loans  
depe n d  on the s i z e s  and need s of the ind u s trial fi rms 
seeking fi nanc i n g .  Thus,  a hank with a l ow nrnxi m u m  
cre d i t  l i m it nia,· not he l i miting i n d u s trial deve lop
ment i n  its  commun ity i f  it never rec e i v e s  req u e sts  
for large loan s .  

Of the 8 6  l llai n-office hanks that re sponded,  3 3  
recei , ·eel requests  for i ndu strial loans l arger th an the 
t n •txinrnlll  loan l i m it  that the i r  hank can make to a 
s ingle  borrower,  and 53 received no s uch reque sts . 
The 33 hank s re ceiving l oan requests  exceeding 
th e i r  l egal maxi m u m  rnnge fro m s mall  to l arge de
pos i t  s ize banks and are l ocated i n  a l l  s i z e s  of com
m u n i ti e s .  

Of t h e  33 bank s that rece i ved requests  for l arge 
Io .m s ,  23 state d  that they u s e d  corre spondent bank s 
to hand l e  the request,  w h i l e  7 did not u s e  corre spon
dent han k s .  Ten of the corre spondent banks nor
mal lv  u s e d  bv the 23 banks are in South Dakota; 1 3  
are l�ic•ttecl 0�1t s ide t h e  state . 

C o o perat i on am ong ban ks 
E i ghty-five of the bank re spondents are l ocated i n  

co m m un it i e s  i n  w h i c h  they are t h e  only  b a n k  i n  t h e  
col llnnm ity . Of t h e s e  85 bank s ,  57 s tate d  that they 
coope rate with other banks or non-bank l enders i n  
the i r  local ity for the financing o f  i n d u s trial  enter
pri se s havi n g  credit needs greate r than the capacity 
of a s ingle  s o u rce .  

Twe nty- n i n e  of the bank re spondents are locate d  
i n  communit ies  i n  which the re are two or more fu l l  
s e rvice bank office s .  Twe nty- s ix o f  t h e s e  coope rate 
with oth e r  bank s or financial  i n s tituti o n s  in the local
itv to extend cre d i t  to indu stri a l  u s e rs .  

. Th e s e  figure s  s ugge st  a h i gh degree o f  cooperation 
among banks and between banks and oth e r  lenders ,  
e specia l ly  i f  the vari o u s  i n st itutio n s  are located i n  
t h e  same com m u n ity . 

Ex p er i enc e of indu str ial l oan off ic er 

'\ i n e  p e rce nt of the bankers rate the experience of 
the i r  i n d u s trial loan officer with i n d u s trial  deve l o p
ment as exte n s i v e ,  4 7% rate h i s  experience as mod
e rate , and 44% rnte h i s  experience as s l ight .  

Banks were separated by deposit  s i z e s ,  loan-to
deposit  rat io ,  city populati o n s ,  and main offices or 
b ranches to dete rmine if  these differe nt groups of 
banks re sponded di ffere ntly to the quest ion .  

Banks i n  large r cit ies  rated the experience of the i r  
industrial  l oan officers h igher than did banks i n  
s m a l l e r  citi e s .  Large banks rated the exp erience of 
the i r  i n d u s trial  loan officer higher than did s m a l l  
ban k s .  And b a n k s  with h i gh loan-to-depo s it rati o s  
rated t h e  experie nce of th e i n d u s trial  l o a n  officer  
h i ghe r than did hanks with  l ower  l oan-to-dep o s i t  
rati o s .  

Fact or s l im it ing a b il ity or w ill ingn ess 
to increa se i ndu str ial l oan s 

E i ght reaso n s  which might affect the ab i l ity or 
w i l l i n gne s s  of a bank to i ncrease i n dustrial  l oans  
were l i sted on the que s tio nnaire .  The hankers were 
asked to rate the i m portance of each o f  the e i ght  
reaso n s  by g i v i n g  it a rating of v e ry i mportant, i mpor
tant, or not i m portan t .  Re s u lts  of the rat i n g  for al l  
re sponde nts are shown i n  Tabl e  19 .  

. .\ s h o rtage of  appl icants and i n s uffi c i e nt equity of 
loan app l i cants w e re the most  i m p o1iant of the e i ght 
reaso n s .  Othe r i 1 11po 1iant re a s o n s  were defic ient  
manage me nt experience of loan app l icants and h i gh 
rates  of h u s i n e s s  fai l u re s .  C o s t  of ad m i n i steri n g  in
d u s trial l oa n s  was the l east i mpo1iant reason .  Other  
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non-i mp01iant re asons  were i ntere st and/o r experi
e nce o f loan office r( s ) ,  l e gal  maximum loan l i mit ,  and 
prior co m m itment of avai l ab l e  loan funds to oth e r  
u se s .  

Ta bl e 1 9 . Im p ortanc e o f  fact or s l im it ing a ban k ' s  
a b il i ty or w ill ingn ess t o  incr ea se indu str ial l oan s ,  all 
ban k off ic e s .  

-- ---� mber o f  responses 

Very Not 
Factor important I mportant important 

- - - - - - - -- - - -- ---- - --- - - ---------- -----------

I nsuff i c i ent equ i ty of 
loan  ap p l i cants 68 43 6 

A shortage of a p p l i cants 66 45 1 5  
Def ic ien t  management 

exper ience of loan 
app l i cant 48 6 1  5 

Pr ior  c o m m i tment of avai l ab le  
l oan funds  

to o ther  users 26 44 44 
Leg a l  max i m u m  l oan 

l i m it 24 47 41 
H i g h  rates of bus i ness 

fa i l u res 23 63 28 
I n terests and/or  expe r- i e n c e  o f  y o u  r loan 

off i cer(s) 1 7  56 41 
Cost of ad m i n i ste ri ng 

i n d u str i a l  l oans 6 42 65 

T h u s ,  bankers indi cated that the i r  abi l i ty or w i l 
l i n gne s s  to i nc rease industria l  l oans  i s  dependent on 
the demand fo r  loans and the qual ity of app l icants 
rather than on condit i o n s  affecti n g  the s upply  of  
fund s .  

N u m e rous  characterist ics  o f  the b ank s we re te s te d  
w ith re spect to each of t h e  re asons l i sted i n  Tab l e  1 9  
t o  determ i n e  i f a  re l at ionship exists  between type s of 
bank s and abi l ity or w i l l ingne s s  to incre a s e  indus
tr ia l  loan s .  

O n l y  t h e  relati o n s h i p  between the l oan-to-depo s i t  
ratio of a bank a n d  p r i o r  commitment of avai lable  
l oan funds to  other  u s e s  was found to b e  s i gn ificant.  
:\Tot only did bank s w ith h i gh l oan-to-deposi t  ratio s  
indi cate that prio r commitment o f  fund s was a n  im
portant reason,  but  banks with l ow l o an-to-depos it 
rat ios  ( and thu s  a h i ghe r level  of inve stment i n  se
curiti e s )  a lso i n di cated that  it  was an imp0 1iant 
reason.  That is,  banks with h i gh l oan-to-dep o s i t  
ratios  h a v e  funds  committed t o  oth e r  loan u s e s ;  
bank s w ith  low l oan-to-depo s it rat ios  have fu nds 
committed to security investme nts . 

F u t u re d e m a n d  a nd supply  of fu n d s  
for  i n d u str ia l  expa n s i o n  

Among i mportant a s s u mptions o f  t h  i s  s tu dy are 
that incre a s e d  e m p l oyment in the manufactu ring 
sector of the econo my wo u l d  he lp decrease o ut
migrati o n  and i nco me differe ntials  and that a s ub
stantial increase in employment can be gene rated 
only  through e stab l i shment of new firm s or  expan
sion of pre s e n t  faci l i ti e s .  C l early, if  th e s e  as s u mp
tions are correct, funds  are needed for e stab l i s h ment 
and expan s io n  activitie s .  

Th i s  section exa m i n e s  s o m e  o f  the fo rce s that mav 
.1ffect th e de mand fo r  indu strial funds i n  the next fe,� 
ye ars . The ahi l  i ty of c o m m e rc i al hanks to adeq uate l v  
provide the se fun d s  i s  evaluated . 
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D e m a n d  for i n d u stri a l  f u n d s  
As s hown in Table 20, new investment expendi

ture s  in manufacturing have varied widely over the 
past few years . This  make s expenditure projections 
difficult .  Yet altho ugh there has been fluctuation in 
expenditures ,  ove r the last 10 years the general 
l inear trend has been upward at an average annual 
rate of $2.8 mill ion a year. 

S ince 1970, annual investment has been incre as
ing $5 .3 mill ion a year. Figure 2 shows investment 
expenditure s between 1 965 and 1974 , and displays 
l inear projections to 1 985 at both the 1 0-year 
( 1965- 1974 )  and most recent 5-year ( 1970- 1 974) rates 
of incre ase .  If inve stment continues at the same rate s 
as the last 1 0  years or the last  5 years,  inve stment in 
1980 wo uld be $42 .8 or $66.0 mill ion, re spe ctively .  
By 1 985 annual  investment would be $56 . 8  or $92 .5 
mil l ion,  re spectively .  

Rather  than study past  expenditure s  it may be 
more appropriate to s tudy the number of expansions 
occurring and the forces affecting past i ndustrial ex
pansion activities to obtain ins ights as to what ex
pans ion activitie s  are l ikely to conti nue . 

South Dakota' s economy i s  not isolated from the 
national economy. This is  especial ly  true for the 
state ' s  manufacturing sector, s ince de mand for man
ufactured products generally depends upon national 
conditions . However, there i s  an important aspect of 
South Dakota' s industrial sector that offs ets cyclical 
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Ta bl e 20.  N ew cap ital exp end itur es i n  manu factur 
ing in S outh Da kota , 1 965 t o  1 974.  

0 . 77) 

•
• 

•• 
•• 

• 

Year 

1 965 
1 966 
1 967 
1 968 
1 969 

$ mill ions 
Amount Year 

1 0 .9 1 970 
7 .7 1 97 1  
8 .2 1 972 

1 0 .7 1 973 
6 .6 1 974 

Amount 

1 4 .0 
1 5 .4 
2 1 .6 
36 .2 
30.0 

Sources :  I n d ustr ia l  D iv i s ion ,  S .D .  Department of Economic  and  To ur ism De
ve lopment :  Census B u reau , Annual Survey of Manufacturers, 1 970 and 1 97 1  
( 1 6) .  

variations  cau sed by the national economy. Hi stori
cal ly ,  non-durable goods manufactu ring groups 
(food, clothing, paper products) have experienced 
smaller cyclical variations in employment than dur
able group s .  South Dakota has more employment in 
non-durable goods groups than durable goods 
groups . In fact, the food and kindred product group, a 
very stable non-durable  group, has almost half the 
total manufacturing employment in  the state ( 18 ) .  

Between 1 969 and 1 974, 220 firms located in 
South Dakota; 188 are s ti l l  operational . The se 188 
firms constitute 22% of the firms now in the s tate . 
This incre ase in the number of firms wil l  provide a 
nucleus  to attract more industry . Some of the new 
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fi rms are subs idiarie s of major natio nal corpo rations .  
An apparent trend of major corporations to  locate 
pl ants outside metropol itan areas that has eme rged 
in rece nt years sugge sts that thi s  phenomenon may 
continue . Other new firms in the state have been 
home-grown ind ustries .  The se types of firms will  
continue to be formed as individual s  attempt to pro
duce and market products that they design.  

E xpans ion  within the next 5 years i s  p lanned by at 
least 1 70 firms in the state.  Typically, these firms 
plan to obtai n about one-fourth of  the funds needed 
for expans ion from banks in the state . \1any of these  
expansion acti vitie s wi l l  occur in communities with 
fewer than 1 ,000 inhabitants ,  communities where 
industrial acti vity i s  re lati vely ne w.  Although plans  
are  not  known for the 592 non-re sponding firms in 
the state, a substantial number may also have expan
s ion plan s .  

A s  in the past, ce 1tain locations  within t h e  s tate 
wil l  experience the bulk of expansion activitie s .  Th is  
may create a substantial demand for industrial funds 
in these  locations ,  although as a state aggregate the 
demand may be smal l .  Table 6 l i sts the number of 
new firms and firm expansions by planning and de
velopment di strict. Not only are Districts I ,  II, and 
VI the locatio n of the gre atest  number of new firms 
and expans io n  activities  s ince 1969 , but also of the 
gre atest number of new firms and fjrm expansions as 
a pe rcent of total previous firms . This ind icates that 
these di stricts are experiencing the greatest increase 
in i ndustrial expansion,  both in number of  incidents 
and rate . With a continuation of thi s  patte rn , indus
trial demand for funds in the se districts may become 
re latively great. 

S ome firms in the state are experiencing problems 
in obtai ning fund s .  The magnitude of thi s  unmet 
demand i s  no t known ; but because most of the firms 
experiencing problems employ fewer than 25 per
so ns ,  the amount may be small when compared to 
the total de mand for industrial funds . In  the future,  
these  and s imi lar firms wil l  continue to demand 
funds .  

The previous and planned expansion activit ies 
and forces outlined suggest that industrial inve st
ment wi l l  continue to grow in South Dakota. The 
inve stment incre ase will probably be closer to the 
$5.3 mi ll ion rate of increase that occurred dur ing  the 
last 5 ye ars than the slower rate , $2 .8 mi l l ion,  that 
occurred dur ing  the last 10 years . 

Supply of i n d u stri a l  f u n d s  from co m m e rc i a l  b a n ks 
In South Dakota total bank loans outstanding to 

industrial fi rms are esti mated to be approximately  
4% of total bank depos its .  Because  thi s  i s  a small  
percentage of total deposits ,  it would seem feasible 
that banks could handle future reque sts for indus
trial funds . But the industrial sector i s  only one of 
many in the state ' s  economy. An increase in demand 
for inve stment funds in all sectors may occur simul
taneo usly ,  and place pres s ure upo n the banks' abil 
ity to handle reque sts . 

Neve1theless ,  substantial increases  in the supply 
of hank funds for indu strial fi nancing can be made 
avai lable .  Two type s of methods to increase the sup
ply o f funds to indushy can be indentified-gene ral 
and selective . General methods to increase the 
bank s '  supply of loanable funds witho ut specifying 
use include growth in deposits ,  incre ase in loan-to
depo s it rnt io s ,  re vi s ion of the payment method for 
correspondent se rvice s ,  and use of the Federal 
Reserve ' s  seasonal borrowing privi lege.  Se lect ive 
methods involve methods or incentive s that directly 
increase the amount of indu strial loans by restructu r
ing bank po1tfol ios  to increase industrial loans at the 
expense of other holdings and/or by making new 
money avai lable to hanks specifically for industrial 
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loan purpos e s .  One such proposal i s  a state industrial 
loan guarantee program . 

G rowth i n  d e pos i ts 
As shown in  Table 2 1 ,  total bank depos its in South 

Dakota more than doubled from 1965 to 1 974 . The 
l inear rate of increase over these years was $ 1 79 
mil l ion a year. As i l lustrated by Figure 3 ,  bank de
pos its grew even faster dur ing  the last 5 years of this  
perio d, $269 mil l ion a year .  If  bank deposits  con
tinue to grow within the range establ ished by these 
rate s ,  depos i t s  in 1980 would be from $3 ,504 to 
$4,219  mi l l ion .  By 1 985 deposits would be between 
$4,398 and $5,564 mil l ion .  

Table  2 1 . B a n k  d e posits  i n  S o u t h  Dakota,  1 965- 1 9 74. 

$ mill ions 
Year Amount Year Amount 

1 965 1 ,059 1 970 1 ,571 
1 966 1 ,055 1 971  1 ,764 
1 967 1 ,  1 1 4 1 972 2 ,0 1 7 
1 968 1 ,325 1 973 2 ,368 
1 969 1 ,439 1 974 2 ,6 1 4 

So u rces:  F D I C , Annua/  Reports, 1 9 7 1 - 1 974 ( 3 ) ;  U . S .  Census B u re a u , Sta tistica/ 
Abstract of the U . S. 1 966- 1 975 ( 1 9 ) .  

Bank deposits by planning and deve lopment dis
trict for 1970 and 1 973 are shown in  Table 22 . Bank 
deposits increased substantially between 1 970 and 
1973 for each of the six d istrict s .  The pe�·centage 
increase between 1970 and 1973 was greatest  in the 
Th ird District, although this  district also had the 
se cond lowest to tal depo s its in both 1970 and 1973.  
The Second Dis trict, where S ioux Fall s i s  located,  
had the greatest amount of deposits  for each of the 3 
years . S ixty-four of the 67 counties in South Dakota 
have at least one bank office . Bank depo s it s  in each 
of these 64 counties  increased from 1970 to 1973 . 
During the same period, only one of the 1 59 banks in 
the state lost  deposits .  

Th i s  continuous growth in deposits for the state,  
each planning and deve lopment district, all coun-

Table 22 .  Total  b a n k d e pos i t  and d e posit  g rowth , 
1 970- 1 973,  by p l an n i n g  a n d  d eve l o p me n t  d i str ict .  

Planning 
district 

I I  

I l l  

I V  

v 

VI  

Tota l 

--- ·-----

S mill ions• 

June 3 1 ,  J u n e  31 , 
1 970 1 972 

205.6 251 .8 

326.3 405 .7 

2 1 6 .9 297 . 1  

272 . 1  347.4 

1 8 1 .2 223.5 

225.6 293 .9 

1 ,427.9 1 ,8 1 9 .7 

Percentage 
June 3 1 ,  growth 

1 973 1 970-1 973 

295 . 1  44% 

459.4 41 % 

351 .4 62% 

400 .0 47% 

269.3 49% 

345 .5 53% 

2 , 1 2 1 .0 48% 

• Deposits of branch banks are i nc l uded in the totals for the reg ions where the 
b ranch is  locate d .  

Sou rce : Federal Deposit  I nsu rance Corporat ion ,  Summary o f  Deposits in A ll 

Com mercia l  a n d  Mutual Sa vings Banks, 1 970- 1 973 (5). 



t ies ,  and es sentiall y all  banks ,  has meant that in
creased funds have been, and may be avai lab le in al l  
parts of the state . Al so,  extensive state-wide branch 
banking will pe rmit these  locally derived deposit 
funds to be moved to areas of large demand. 

I n c reases in l o a n-to-d e posit  rat i os 
The ave rage loan-to-depo s it ratio for banks in 

South Dakota is  56 . l  (Table 23). Th is  average ranges 
from a low of 52 . 7  for bank s with depo s its under $5 
mil l io n  to a high of 67 . 7  for banks with deposits over 
$20 mil l ion .  

The questionnaire asked bankers to  l i st the high
est loan-to-deposit ratio with which they would fee l  
comfortable .  The highe st  average was  62 .2 ,  and 
ranged from a low of 57 .8  for banks with deposits 
between  $5 to $ 10 mi l l ion,  to a h igh of 69.9 for banks 
with deposits over $20 mil l ion .  

The difference between th is figure and the actual 
average ratio i s  6 . 1 ,  ranging from a high difference of 
8 .4 for banks with under $5 mil l ion in deposits to a 
low of2.2 for bank s with over $20 mil l ion in depos its . 
Although increas ing loans to the maximum accepta
ble ratio for the largest deposit  size group would 
involve a large amount of loans ,  the average percen
tage increase in loans for the group would be only 
3%.  In  contrast, the average percentage increase in 
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T a b l e  23 .  Act u al a n d  h i g h est acceptab l e  loan-to
d e posit  rat i o  by d e pos i t  s i ze .  

0 .99) 

Deposit size ($ mil l ions) 

Under Over 
Loan-to-deposit ratios Total 5 5-10 1 0-20 20 

Average h i g hest 
acceptab le  62.2 61 . 1  57.8 65.9 69.9 
Standard d ev i at ion  (8 . 1 ) (6 .6 ) (8 .0) (8 .0) (4 .5) 

Act u a l *  56 . 1  52.7 53 .3 60.8 * * 67 .7 * * *  
D i fference 6 . 1  8 .4 4.5 5 . 1  2 .2  

• Source :  FD IC ,  Bank Operating Statistics - 1973 (4).  

" Taken from s ize group $10 to $25 m i l l i o n  i n  deposits. 

" ' The average of the two g roups $25 to $100 m i l l i o n  (64.5)  and over $ 1 0 0  
m i l l i o n  (70 .8) .  

l oans for those banks with le s s  than $5 mill ion in 
depos its could be 16%.  

I f  a l l  re spondent banks wo uld increase their loans 
so that their  actual loan-to-depo s it ratio would be 
equal to the highest ratio acceptable to the m indi-
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viduall y ,  loans i n  the s tate coul d  increase by $ 109 .6  
mil l io n . 17 If  the non-re spondents would increase 
their loans so that their  actual loan-to-depo s it ratio 
would be equal to the average highest ratio rated 
acceptable by the i r  deposit s ize,  $ 7 1 . 7  mil l ion in 
additional l oans could be made .  The additional loan 
capacity of $ 1 8 1 .3  million potenti all y could increase 
total loans by 12%, from $ 1 ,498 to $ 1 ,680 mil l ion .  

R ev i s i o n  o f  payment  method 

for  c o r res po n d e n t  serv i ces 
Banks i n  S outh Dakota keep funds on deposit with 

larger, corre spondent banks in exchange for se rvice s 
provided. Because many of these  correspondent 
banks are located outs ide the state , a flow of funds 
outs ide the s tate results .  

In  a s tudy of the flow of funds through the com
mercial banking system between 'vt innesota aod 
North Dakota, Mathew Shane of the Univers ity of 
'vtinnesota determ ined that during the last decade 
between $37 and $59 mil l ion left the state of North 
Dakota each year ( 10) .  This amounted to 3 to 4% of 
the total bank depos its of North Dakota. The bank 
s tructure of South Dakota i s  s imilar to that of North 
Dakota; thus  it is probable that a s imilar magnitude 
of funds also left South Dakota. In fact, among the 
banks in South Dakota whose home office i s  outside 
'vt innehaha County, the corre spondent balances as a 
percentage of deposits i s  5 .3% (2,  p .80) . Some of 
the se balance s are held in other South Dakota 
banks-in December 1 973 the banks of the state had 
deposits from other  commercial banks of $26.7 mil
l ion (4)-so the flow of funds out of the state i s  prob
ably not the fu ll  5 .3% of depos its . 

H owever, s ome outflow of funds undoubtedly i s  
occurring and  i t  i s  l ikely that the outflow i s  larger 
than the 4 %  of depos its that are committed to indus
trial loan s .  To reduce or halt this outflow, the corre s
pondent sy ste m  method of payment could be re
vised .  One alternative method i s  a fee system where 
the bank s would pay a fee for the service s provided 
by the corre spondent. 

Fed e ra l  Reserve ' s  seaso n a l  b o r ro w i n g  p r i v i l eg e  
The Federal Reserve '  s seasonal  borrowing 

priv i lege was  initiated in April 1973  to  provide relief 
for member banks that experience seasonal varia
tions  in depo s its  and/or loan s .  To be considered a 
member bank must  lack re l iable acce s s  to national 
money markets and 1i1ust  expe rience a dip in its net 
fund availabi l i ty (deposits minus loans )  at about the 
same ti me each year for a period of at least 8 con·secu
ti ve weeks .  The amount of seasonal credit extended 
dur ing  th i s  time period is  usuall y l imited to the 
amount by which the seasonal dip exceeds  5% of the 
bank ' s  average total depo s its  in the prece ding calen
dar year (8, pp.  5-7) . 

By using data for the period 1 968 to 1 972, 'vte l ichar 
found that 26% of member banks in the nation that 
would have qualified are located in the Plains  states .  
In fact, 50% o f  the member banks i n  the Plains s tate s 
qual ified .  The number of banks that qual ified was 
lowe st  in the winter months ,  and re ached a pe ak in 
the s ummer months (8 ,  pp.  12- 13 ) .  

Of the 33 member banks in South Dakota that 
re sponded to the que stionnaire all but two indicated 
that they qua! ify . 1 8 Th us at least 3 1  of 56, or 55%, of 
member bank s meet the re quirements . Some non-

1 7 Bank data f o r  Dece 1 1 1  her .'3 1 ,  1 9 7.3 , w a s  1 1 s ed .  I f  the actual l oan-to-depos i t  rat i o  
ofa h a n k  was h igher than it  thought  crnn fo11a h l e ,  o r  h igher  than t h e  a\·e r.lge that 
its  deposit s i ze gro u p  t h o 1 1 .1!ht co 1 1 1 forta hle ,  then the hank loans were not 
i n c reased or de<.:rea :-.ed for this e s t i 1 1 1ate. 

18 The two hanks that i n d i cated that they did not q 1 1al ify are l ocated in c i t ie:-.  
O\ 'er 1 0,000 populat ion and h a,·e deposits  o\ 'er  820 1 n i l t i o n .  
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respo nding member banks undoubtedly also qual
ify, e specially s ince many are smaller, rural banks ,  so 
that the percentage of qualifying banks  is greate r 
than 55% and may be close to 94%. 

Although 31 member banks indicated that they 
qualify for the seasonal borrowing privilege,  24 do 
not use thi s  privilege at all , and the 7 banks that do 
use the privilege use it only s l ightly. As shown by 
Table 24,  banks that do use the privi lege tend to be 
larger banks ,  and to have h igher loan-to-deposit 
ratios than those  banks that do not use the privilege.  

Ta b l e  24. Use of t h e  Fed eral  Reserve ' s  seaso n a l  b o r
row i n g  p ri v i l eg e  by q u al i fy i n g  ban ks i n  So u t h  
D a kota. 

Number u sing privilege 

Bank characteristic 

Deposit size ($ mil lions) 
Under 5 
5-1 0 
1 0-20 
Over 20 

Loan-to-deposit ratio 
Under 0 .40 
0 .4 1 -0.50 
0 .5 1 -0 .60 
0 .61 -0.70 
Over 0.70 

Source :  Q uest ion naire responses. 

State i n d u s t r i a l  l o a n  g u arantee 

Not at all Slight Extensive 

3 
8 
6 
7 

3 
5 
9 
7 
0 

0 
1 
4 
2 

0 
1 
1 
3 
2 

0 
0 
0 
0 

0 
0 
0 
0 
0 

A bil l  was introduced in the forty-ninth Ses s ion of 
the South Dakota Legis lature ( 1 974) that would 
"provide a state guarantee for loans which wil l  con
tribute to economic development but would not be 
provided on reasonable terms in the absence 'of such 
a guarantee because  of the real or imagined ri sk  
associated with such loans" ( 14 ) .  The bi l l  was  not 
passed .  S imi lar bi l l s  failed to pass in the fiftieth and 
fifty-first se s s ions .  

When asked if a s tate industrial loan guarantee 
would increase their current propo1tion of total l oans 
go ing for industrial e s tabl i shment or expansion,  76% 
of the bankers respo nded ye s and 23% responded no. 
( Seventy-four percent of the mai n-office bankers re
sponded yes ;  26% responded no . )  

As shown in Table  25, a larger percentage of the 
bankers in smaller communities than larger com
munities indicated that a state loan guarantee would 
increase the ir industrial l oans .  Some bankers from 
the large r bank s in l arger communities  indicated 
that, given their present loan structure, a state 
guarantee program wo uld not induce the m to in
crease the ir industrial loan s .  Larger banks already 
uti l ize the SBA program, which i s  s imi lar to the 
propo sed s tate program, to a greater extent than do 
the smal l er banks .  

Except for the Third District, which has  a lower
th an-average number of affinnative responses ,  the re 
are no important differe nces in re sponses by plan
Ping and deve lopment district. 

De m a nd and supply  
Both capital inve stme nt in manufactu ring and 

bank depo s its  have grown during the rece nt few 
years and wi l l  p robably continue to increase in the 
future .  In absol ute amounts bank deposits have in
cre ased faster than inve stme nt, but in  pe rce ntage 
amounts, inve stment has increased faster. This  re l a-



tionship i s  shown in Figure 4 ,  whe re past and pro
jected ratios  of investment to bank depos its in per
centage terms are plotted .  The ful l  amount of in
vestment i s  not the amount borrowed from banks ,  
s ince fund s for investment are not  a l l  borrowed from 
banks ,  and s ince additional funds may be borrowed 
for current assets . Nevertheless ,  the projections sug
ge st that more funds wil l  be demanded from banks in 
the s tate by manufacturing firms in future years . Yet, 
the amount will still be a small percentage of total 
depo s it s ,  and the methods for expanding the indus
trial loan capacity of banks discussed previously 
should provide sufficient loanable funds to banks to 
meet even the high proj ected demand. 

2 . 5  

2 . 0  

1 . 5 

1 . 0 

0 .5  

Pe rcent 

% = 0 . 40 + 0 . 1  Ot (R2 
= 0 . 42) 

( 1 970- 1 974 Base) 

* 

* 

,.• 

Tab l e  2 5 .  T h e  effect of a state i n d ustr ia l  l o a n  g u a ran
tee o n  ban k l e n d i n g  p rac t i ces.  

· Response 

I ncrease 
Industrial No effect 

loans 

Bank location Number Percent Number Percent 
of banks of banks 

Community size (persons) 
Under 1 ,000 56 
1 ,001 -2 ,500 1 5  
2 ,501 - 1 0 ,000 6 
Over 1 0,000 1 0  

Planning and development district 
I 1 7  
II 1 3 
Ill 1 0  
IV 23 
v 1 4 
VI 1 0  

Sou rce : Q u esti onna i re responses. 

•• 
•• 

•• 
•• 

•• •
• •

• •
• 

1 . 90 •• •
• 

•• 

•• •
• 

•• 
•• 

•• 

1 . 49 • ••• • • • 

•• . .. . 

· · · · · 
... . 

. . . 

•• 
•• 

•• 
•• 

•• 
•• 

•• 

. .. . .. 

· · · ·· · 

•• 
•• 

78 1 6  
88 3 
60 4 
67 5 

77 5 
76 4 
53 9 
82 5 
88 2 
83 2 

2 . 40 
... 

•• 
•• 

•• 
•• 

1 . 77 

· ·· · · 

. ..... . 
. .

.. 

22 
1 2  
40 
33 

23 
24 
47 
1 8  
1 2  
1 7  

· · · · · 
.... 

% = 0 .6607 + 0 . 0554t (R2 0 . 32) 

( 1 965- 1 974 Base) 

Years 

1 965 1 970 1 975 1 980 1 985 
F i g u re 4 .  New c a p i t a l  e x pe n d i t u res i n  m a n u factu r i n g  as a percentage o :  t o t a l  b a n k  d e po s i t s ,  1 965- 1 9 74 ,  a n d  

p r oj e c t i o n s  to 1 980 a n d  1 985 ( 1 965- 1 974 p e r c e n ta g es a re based o n  d ata i n  Ta b l e s  2 0  a n d  2 1 ) .  
1 9  



S u m m a ry a nd concl u si o n s  
S u m m a ry  

During the l a s t  decade,  South Dakota experienced 
out-mi gration of its younge r population and per 
capita income levels lower than the national median.  
One method to stem out-migration and reduce in
come differential s i s  to increase employment and 
income levels of expo1t industrie s that can induce 
employment and income multipl ier effects through
out the local economy. 

Objective s of th is  s tudy were to determine if  fi
nancial impediments to growth of the manufacturing 
industry in South Dakota exist or are l ikely to emerge 
in the near futu re , and to describe the role of banks  in 
financing i ndustrial deve lopment. 

The study described the structure and past and 
futu re growth of  the bank ing and manufacturing
proces s ing industries in South Dakota. 

Hi s to ricall y, industrial firms have located in South 
Dakota becau se the city of location was the home 
community of the owner and because raw material s 
and markets were close .  Although these location fac
to rs continue to be imp01tant facto rs affecting estab
l i shment of firms in the state , abundant labor and 
favorable tax policie s have also become imp0 1tant, 
especiall y for those firms  who se home office i s  lo
cated outside the state . 

\Jany firms did not expand during the last 5 ye ars 
because they were satisfied with their  pre sent s ize .  
Lack of markets for more production and unavaila
bi l ity of financing were also reasons some fi rms did 
not expand.  The majority of the respondent fi rms 
plan to expand their faci l i t ies  in  the next 5 years . 
�1ost  expansion will  occur in communities of over 
10 ,000 population and of under 1 ,000 population .  

\Jore than one-th ird of the re spondent firms that 
built  new plants s ince 1969 indicated that a s hortage 
of funds restricted the size of the ir  plant.  Branch and 
subsidiary firms  did not experie nce probl ems .  

Twenty-four percent of the respondents indicated 
difficulties obtaining funds for expans ion .  S ingle
plant firms employing fewer than 25 persons expe ri
enced the most problems . 

Twenty-one percent of the firms indicated that a 
shortage of ope rating funds restricted output. Firms 
that employ fewer than 25 persons experienced 
problems ,  and the younger of these  had the most 
problems . Again,  subsidia1y and branch plants did 
not have problems obtaining funds . Low equity posi
tion of the firm was the most common reason pros 
pective lenders gave firms for inabil ity to  provide 
funds .  

Altho ugh the re spondent fi rms  varied considera
bly in the percentage of funds obtained from com
mercial banks in the state, a typical fi rm obtained 
17% of the funds to construct a new plant, 32% of the 
funds for expan sion,  22% of the fund s to finance 
current assets ,  and plans to obtain 24% of the funds 
for future expans ion from bank s in South Dakota. 

Industrial loans held by banks in the state are 
esti mated to be approximate ly $ 125 mi l l io n .  Al
tho ugh the majority of the banks do not have any 
industrial loans ,  an average bank has 4% of its to tal 
loans extended to industrial users . 

\Jost bankers indicate that industrial  develop
ment would improve the qual ity of l i fe for citizens of 
the i r  community and that an indu strial development 
group would help promote th is  industrial develop
ment.  According to the questionnaire re spon ses  the 
major factors now l i miting industrial deve lopment 
are small  population of the community ,  poor location 
of the community within the state , lack of capital , 
and lack of expe1tise in pro moting deve lopment.  

Bankers general ly  consider agricultu ra l  proces
s ing and l ight manufacturing as most appropriate for 
the i r  community.  :Vl ore hankers in small  com-
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munities than in large communities do not think 
the i r  commun ity has the capacity to finance indus
trial development from local  s ource s .  The re i s  ah igh 
degree of cooperation among banks and between 
banks and other lenders to meet the needs of indus
trial  borrowers . Small  banks and banks in small  
communitie s  rated the experience of their loan of
ficer in industrial deve lopment lower than did l arge 
banks and banks in large communitie s .  

Important factors l imiting bankers' abi l it ies  or wi l
l ingness  to increase industrial loans are lack of de
mand for industrial loans and qual ity of appl icants . 
Both banks  with h igh loan-to-deposit  ratios  and 
those with l ow loan-to-deposi t  ratios indicate that 
prior commitment of funds i s  an impo1tant factor 
l imit ing the i r  abi l ity to increase industrial loan s .  

T h e  demand for industrial funds in South Dakota 
i s  projected to increase by about $3 mi l l ion to $6 
mil l ion per year over the next few years . Banks might 
be reque sted to lend a large r pe rce ntage of their  
depos its to  industrial fi rms than dur ing  past  years . 
However, the amount required will  s ti l l  be a small  
percentage of total depos its and 

·
of total loans .  Banks 

should be ab le to meet reque sts for funds .  
\Jethods for expanding the industrial loan capac

ity of banks include increas ing loan-to-deposi t  
ratios ,  u se of the Federal Reserve' s seaso nal borrow
ing privi lege,  and enactme nt of a State Industrial 
Loan Guarantee program.  If bank s would increase 
loan-to-deposit  ratios to the highest  ratio acceptable  
to the m, loans  in the state could increase 12%.  In
creased use of the Federal Reserve' s seasonal bor
rowing privi lege could release for industrial pur
poses  bank funds now tied up to ass ure seasonal 
l iquidity . A s tate l oan guarantee could pe.rmit in
creased bank loans to industry by reducing lender' s 
ri sks .  

Concl u s i o n s  
Financial re strictions  are  not  h indering industrial 

developme nt eff01ts that are directed at attracting 
large, well  e stabl i shed firms to l ocate a plant or ex
pand in South Dakota. Development eff01ts aimed at 
small new firms ,  however, are being h indered by the 
difficulties these firms face in obtaining financing.  
Although small  firms do not employ the majority of 
the indu strial workers , they constitute the bulk of the 
industrial firms in the state . These firms are located 
throughout the state and in all  city sizes,  but nor
mal ly  are the only firm of any s ize located in  smaller 
communitie s .  Therefore ,  industrial development ef
forts in small  communities are restricted.  

Comme rcial banks are c urrently supplying about 
20 to 30% of the financial needs of the industrial 
firms in the state . Demand for industrial fund s wil l  
increase in the coming years ; and although bank 
deposits wil l  al so increase;  the increases  wil l  be 
such that banks wil l  be requested to s upply a higher 
percentage of deposits  as industrial loans than cur
rently .  Th is  amount wi l l  st i l l  be a small percentage of 
deposits ,  and banks should be able to handle any 
foreseeable reque st for loans from normal depos it 
growth , by shifti ng funds from securit ies to loans and 
by other methods .  

Altho ugh the aggregate supply of funds wi l l  be 
sufficient to meet industrial needs , problems of in
adequate supply wil l  deve lop in small  commun itie s 
whe re the banks indicate insufficient l ocal funds 
and, with exceptions ,  are ine xpe rienced in industrial 
development .  Unfortunately,  some of the firms that 
are experiencing problems in  obtaining fonds are 
located in these same communitie s .  

Whethe r fond s are made avai lable depends upon 
the attitudes  and experience s of bankers and indus
trial managers . Bankers general ly  th ink that indus
trial  deve lopment wi l l  improve the qual ity of l i fe for 
their  commun ity; however insufficient equity and 



management experience of loan applicants are 
reasons limiting their ability to increase loans. For 
each bank, regardless  of whethe r the se reasons may 
be real or imagined, the extension of funds to indus 
trial firms  in the state is restricted. 

As bank s cannot be expected to engage in risky 
lending operations ,  a state loan or loan guarantee 
program that would provide funds for firms that are 
unable to secure funds by normal procedures might 
prove useful in promoting industrial and general 
economic development. Howeve r, the probable ef
fects of state industrial loan guarantees  cannot be 
predicted without further research to explore why 
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the SBA loan guarantee and Federal Reserve sea
sonal borrowing programs are not more widely used. 
Also needed are estimate s of the magnitude of addi
tional funds which could be made available through 
expanded use of existing or proposed programs .  In 
any case, for  such a program to be effective, it  should 
be narrowly defined and focused to meet the needs 
of those firms not adequate ly served by existing fi
nancial institutions .  Furthermore, the state must be 
willing to risk some los s of monies since if the prog
ram is to serve the target firms it should not substi
tute for nor compete with clearly profitable lending 
activities of other  private or public sources .  
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