South Dakota State University

Open PRAIRIE: Open Public Research Access Institutional
Repository and Information Exchange

South Dakota State University Agricultural

Bulletins / i
Experiment Station

3-1-1977
Commercial Bank Financing for Industrial
Development

L. W. Tauer

T. E. Daves

Follow this and additional works at: http://openprairie.sdstate.edu/agexperimentsta_bulletins

Recommended Citation

Tauer, L. W. and Daves, T. E., "Commercial Bank Financing for Industrial Development" (1977). Bulletins. Paper 654.
http://openprairie.sdstate.edu/agexperimentsta_bulletins/654

This Bulletin is brought to you for free and open access by the South Dakota State University Agricultural Experiment Station at Open PRAIRIE: Open
Public Research Access Institutional Repository and Information Exchange. It has been accepted for inclusion in Bulletins by an authorized
administrator of Open PRAIRIE: Open Public Research Access Institutional Repository and Information Exchange. For more information, please

contact michael.biondo@sdstate.edu.


http://openprairie.sdstate.edu?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta_bulletins?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta_bulletins?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
http://openprairie.sdstate.edu/agexperimentsta_bulletins/654?utm_source=openprairie.sdstate.edu%2Fagexperimentsta_bulletins%2F654&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:michael.biondo@sdstate.edu

Commercial
bank financing
for industrial

- development

Economics Department
Agricultural Experiment Station L Ny
South Dakota State University  :.. S




Contents

Introduction 3
Objectives 3
Procedure 3

Characteristics of banks and industrial firms....
Banks....
Manufacturing-processing firms

Factors affecting location and expansion decisions
by finms.. ... v S -
Location decision factors...
Historical changes in location factors
Factors influencing present plant location.............. 6
Expansion decision factors..............c.cccec....
Reasons firms did not expand...
Future expansion plans

Financial restrictions to industrial development............ 8
The extent of financial restriction................
Factors associated with financial restrictions . ®

Financing new firms............ccccociviiniininniiiiinneninns
Financing expansion

Financing operations ... SO
Reasons given for difficulties..............ccccccooiinae. 9
Role of banks in financing industrial activities.............. 9
Industrial use of bank funds..............cccooiiiiiiiiin. 9
Bank financing for firm establishment.................. 9

Bank financing for firm expansion.....
Bank financing for current operations..
Bank financing for planned expansion.

Mortgages on non-business property....... =11
Industrial loans held by banks............c.cccccceociiinnnen. 11
Percentage and amount of industrial loans
Of D ANKS T ittt g b T R S e R 11
Length of industrial 1oans ............cccocceiiiiiieiiniieene 12
SBA guaranteed 10ans ........ccocceeviiiniiiiiiiiieenieee 12
Bankers' attitudes affecting industrial
AdevelOPMENE.«. ...l . it aa o N, | 12
Attitudes toward industrial development..................... 12
Types of industries recommended by banks.............. 12
Non-financial factors limiting industrial
development..... S .l L8 T L. 13
Financial factors limiting industrial
developmient .. 25, .. ..o gt e ST ... 13
Local capacity to finance industrial
EXPANSIOM ..o oo gt MUSTENENASIEMINS. ... ... .. 13
Requests for loans larger than legal
limits

Cooperation among banks............ .14
Experience of industrial loan officer .......................... 14
Factors limiting ability or willingness
to increase industrial l0ans............ccoceeieiiiiiiiiieeeee 14

Future demand and supply of funds for industrial
OXPAMSION <. L e L
Demand for industrial funds
Supply of industrial funds from commercial

DAMKS . v <o s a0, <. e b 16
Revision of payment methods for
correspondent banks ............ceeeveeiiiiiiiieie e 18
Federal Reserve’s seasonal borrowing
privilege

State industrial loan guarantee
Demand and SUPPIY......:...oveoierin tissanssnns isuse vmssansisnsn soisiots
Summary and CONCIUSIONS ........ccocoueriiiiiieeiicieeeeeae 20
Eiteraturescitedy. . .. Lo i it e s soeiiar Gt v S 23

Issued i hntherance ot Cooperative Extension work, Acts of May 5 and June 30, 1914, in cooperation with the United States Department ol Agriculture. Hollis D Hall, Duector of
Extension Service, Sonth Dakoti State Uninversity, Brookings. Sonth Dakota Cooperativ e Extension Service offers educational programs and materials to all people withont regard to age,
race, color, relimon, sex, handicap or national ongin, and is an Equal Opportinity Employer. (Male/Female)

File: 5.4-6—1,000 printed at estimated cost of 93 cents each—3-TTmh—7702



Commercial bank financing
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 in 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 firms in the United
States. Of the 768 manufacturers and processors
listed 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-farm
sector is dependent upon local bank financing (11, 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-
side of the agricultural sector (11, p 22; 8).

If a bank fails to broaden its loan portfolio to in-
clude local industries, the long-range effects may be
severe for both the bankers and the public. A declin-
ing community can result in declining bank deposits
and income. Rational bank policies should be com-
patible with improvements in the level and stability
of state income.

Relative to other states, South Dakota has low
levels of annual capital expenditures per capita in
manufacturing.2 All capital expenditure within a
state is not financed by banks, especially by local
banks; however, the ratio of capital expenditures in
manufacturing to total bank deposits is significant.

In 1971, which was a year of low capital expendi-
tures, capital expenditures per person and capital

'For a discussion of outmigration and income differentials, see the thesis by
Tauer (15). Numbers in parentheses refer to sources listed in the Literature
Cited section.

2North 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 ditferential pat-
tern that South Dakota has experienced.

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 (17, 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 of funds may
be responsible for the low level of industrialization.
If insufficient funds is a limiting 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 and their
role in financing industrial development, the study
which this bulletin reports specifically 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 facilities, 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.

Procedure

All manufacturing and processing firms 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-
velopment and loan activities, practices and
attitudes.? Other data were obtained from the Indus-
trial Development Expansion Agency of South
Dakota, from published data of the Federal Deposit
Insurance Corporation, and from published call
statements of individual banks.

Research methods involved descriptive and
categorical analyses of the questionnaire responses
and other data. When applicable, chi square analysis

3 Two of these were North Dakota with 4.7 and Wyoming with 6.4%. The other
three states were Mountain states.

4 Copies of the questionnaire forms used, description of data collection 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 1985.

Characteristics of banks and industrial firms

Banks

There are 158 commercial banks in South Dakota.
Of these, 126 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 statewide
branch banking, and 45 banks operate a total of 117
branch banks.

Of the 158 banks, 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 size 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 1971 to
1975.

Table 1. Number and deposits of South Dakota
banks by deposit size, 1971-1975.

All Deposit Size ($ millions) ;,;:rst

Year banks 05 5-10 10-25 over 25 banks
Number of Banks
1971 159 85 38 17 15 4
1972 159 78 42 24 17 4
1973 159 60 48 32 19 4
1974 158 50 51 37 20 4
1975 158 37 62 35 24 4
Deposits ($ millions)

1971 1974 276 279 262 947 589
1972 2017 247 291 340 1138 684
1973 2368 206 323 458 1381 808
1974 2614 181 339 543 1551 884
1975 3002 136 424 528 1915 970

Source: FDIC Annual Reports 1971-1974 (3); 1976 Bank Directory ofthe Ninth
Federal Reserve District (1).

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

District II, which includes the city of Sioux Falls,
has more banks with deposits over $20 million than

any other district. The district is also the location of

the home office for 59 of the 117 branch banks. Many
banks in other planning and development districts
have branches within their own planning district,
but only banks in the Second District have branches
in all other districts. District VI, which includes
Rapid City, a major banking center for western South
Dakota and adjacent out-of-state areas, has fewer

Vi v

Figure 1. Planning and development districts of

South Dakota

Table 2. Location and characteristics of South
Dakota banks, 1975.

Deposit size ($ millions)

Federal
Planning Total Charter Reserve Over
district number National State members 0-5 5-10  10-20 20
| 31 7 24 11 11 12 5 3
1l 25 8 17 12 4 7 7 7/
1 30 3 27 9 5 10 10 5
v 34 6 28 11 14 12 3 5
" 29 7 22 12 3 15 7 4
VI 9 1 8 6 0 6 1 2
Total 158 32 126 60 37 62 33 26
Source: 1976 Bank Directory of the Ninth Federal Reserve District (1).
Table 3. Location of bank branches and home of-
fices in South Dakota by planning and development
district, December 31, 1975.
Home office of branches by district
Branches
by
__ district 1 nm_ v vV VI Total
e i S S R T
5 Yt IR T e s - OB
) o=l - - S T
i enad VI - (e
s S Rl i TR
W T e a2 AL P

Total OSSO IR X2 S lE 8 14 117

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 main office bank is a
national bank, but half of the state banks in the dis-
trictare members of the Federal Reserve. Two of the
branch banks are major offices of national bank hold-
ing companies headquartered in Sioux Falls and the
Twin Cities.

The seven counties of Minnehaha, Pennington,
Brown, Codington, Beadle, Brookings, and Davison,
where the major cities of the state are located, are the
source of approximately 43% of total deposits in the
state.® The banks in these counties may actually con-

5 Deposits of branches are included in the county where the branches are
located, and not the county of the home oftices.



was most prevalent in District V, where many of the
firms were located on Indian reservations. District
IV also lost a large number of industries, but most of

the firms closed in that district had begun operations
before 1969.

trol over 50% of the state’s deposits because they
have branches in other counties. This is especially
true for Minnehaha County, which is the source of
only about 15% of the state’s deposits, but whose
banks control between 30 and 40% of the state’s
deposits.

Table 5. Employment and number of industrial firms

Manufacturing - processing firms in South Dakota by industry, 1972.

There are about 836 manufacturing and proces-

sing firms in South Dakota (Table 4). The majority of siC ::\:lt;:re:; re;:::lng
these (642) employ fewer than 25 persons; 129 emp- code  Major industry group mid-March units
loy 25 to 99 persons; and 65 employ 100 or more Mini a7 2
persons. Four firms, each employing more than 500 1O|n|ng M s 2.2
e - e [B3 e etal mining (D) 3
persons, collectively employ over 5,000 persons, or 14 M s (D) 26
30 % of the total manufacturing and processing em-
ployees in the state. Manufacturing 17,042 529
20 Food and kindred products 7,374 117
23 Apparel and other textile
Table 4. Number of industrial plants in South Dakota products (D) 11
by location and employment size, June 1, 1974 24 Lumber and wool products 702 38
(Standard Industrial Classification=018and 019, 10, 27 Printing and publishing 1,832 157
14, 20-39). 28 Chemical and allied products 148 9
= s s e s S s moomimt o R 30 Rubber and plastic products 288 7
Employment size (Number of Employe::; K 31 Leather and leather products (D) 2
or
Location Total 0-724”7725;979777 7 Tore 32 ﬁ:ggﬁéfslay’ and glass . -
Planning 33 Primary metal products (D) 1
district I 143 107 26 10 34 Fabricated metal products 686 27
1] 196 137 40 19 35 Machinery, except electrical 1,856 40
" 128 104 13 11 36 Electrical equipment and
1\ 130 104 18 8 supplies 758 8
Vv 70 62 8 0 37 Transportation equipment 940 22
Vi 167 130 23 14 38 Instruments and related
products (D) 4
Major 39 Miscellaneous manu-
cities Sioux Falls 111 62 24 15 facturing industries 304 18
Rapid
City 75 55 9 1 (D) denotes figures withheld to avoid disclosure of operations of individual
Aberdeen 33 24 5 4 reporting units.
Source: U. S. Bureau of the Census, County Business Patterns, 1972 (18).
State
total 836 642 129 65

Source: South Dakota Directory of Manufacturers and Processors: 1974-75 (6)
and unpublished data from the South Dakota Department of Economic and

Tigulet EEsslopmEnt. Table 6. South Dakota industrial expansion ac-

tivities, 1969-June 1974, and number of firms operat-
ing, June 1974.

ing district

The food processing industry and printing and Employment size group | I T 20 v vi
publishing industry historically have been the W
largest contributors to total manufacturing— proces-
sing employment and number of firms.

New firms, 1963-June 1974

Table 5 lists the numbers and employment of all 25239 ?; ?g 12 12 1; SZ;
firms by industry group :
) HOUIR) 100 or more 3 4 5 2 2 3

District II has the greatest number of firms that

employ 100 or more persons. The Sixth District has Expanded firms, 1969-June 1974*

the second greatest number of firms. The Fifth Dis- 0-24 13 22 14 13 5 19
trict in the central part of the state has the fewest 25-99 1 15 7 10 N 23
firms. 100 or more 2 22 6 11 1 S

Industrial expansion was extensive in South

Dakota between 1969 and 1974 (Table 6). During Sioged tiugs, 1868 June WIS

that period 220 new firms began operations. Nine- = 6 9 6 8 Sl

teen of these new firms employ 100 or more persons, 58699 g ; 8 8 8 g

and 47 employ 25to 99 persons. Between 1969 and Yagione

1974 there were 240 recorded plant expansions.® Firms operating, June 1974
Although 220 new firms began operations, 65 also 0-24 107 137 104 104 62 130

ceased operations during this period. Ofthe 65 firms 25-99 26 40 13 18 8 23

that closed, 32 had begun operations since 1969. 100 or more 10 19 N 8 0 14

This is a mortality rate of 14 % for new firms. This

* After expansion, plant size was used in placing plants within size groups.

¢ An incident of industrial expansion may consist of either capital addition of
S$10 thousand to millions and/oran employment addition ota couple persons to
hundreds. Some firms have expanded more than once since 1969.

Sources: South Dakota, 1969-1975 editions (13) and South Dakota Directory
of Manufacturers and Processors: 1974-75, (6) and unpublished data provided
by the Industrial Division of the South Dakota Department of Economic and
Tourism Development.



Forty-five firms are located in communities that do
not have a bank office. Most 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.

Table 7. Number of firms in South Dakota com-
munities with no banks, by location, 1974.

Planning Number of employees P t of total
district Total 0-24 25-99 100 or more industries*

| i/ 6 1 0 5%

Il 5 ) 0 0 2%

1 6 ) 1 0 5%

v 7 6 1 0 5%

Vv 5 5 0 0 7%

Vi 15 13 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.” 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 possible 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.®

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,” 126,
indicates that this factor was ranked as more impor-
tant by the typical firm than was “local funds were
available,” with a rating of 42. However, the relative
ratings do not necessarily mean that the home com-
munity factor is three times as important as the local
funds factor.

Historical changes in location factors

Table 8 shows factors affecting location of firms in
South Dakota during various time periods. The firms

7 Although most plants in the state are home oftice tirms with no branch
operations, there are approximately 50 hranch plants in the state. The term finn
is used in the text for both tyvpes ot operations.

8 Less than a third of the respondents answered the second part of the
questions—rank the four most important factors that were responsible tor the
location of vour tirm at the presentsite in South Dakota. Forthe most part, these
tirms that did answer the second part of the question responded with the same

answer that they gave in the first part.

Table 8. Evaluation* of factors affecting the loca-
tion of industrial firms in South Dakota, by time
period.

Reason for S Rating by year of blish t
_location _ before 1948 1949-1963 1964-1968 1969-1974
Close to market 79 64 16 44
Close to raw

materials 105 55 8 32
Good trans-

portation 43 23 6 31
Abundant labor 46 33 10 38
Low labor cost 27 18 16 20
Low power cost 10 0 5 3
Local funds were

available 42 20 17 21
Favorable tax

policy 22 15 6 24
Home community

of owner 126 89 34 62
Quality of life 74 36 18 30
Other 13 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
four 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 importantthe factor was considered to be as an
influence affecting location.

are separated into tour categories according to date
of establishment: before 1948, 1949 to 1963, 1964 to
1968, and 1969 to 1974. 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-
lier firms were closeness to raw materials and close-
ness 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 also rated as an important
factor for most time periods.

Factors influencing present plant location

It is 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 1969 were identified
and evaluated. For analysis, these firms were clas-
sified according to employment size, city popula-
tion, location (by planning and development dis-
trict), location of home office, and type of industry
(Table 9).

Employment size

For firms that employ fewer than 25 persons, the
location factor rated most important was that the city
was the home community of the owner. The next
most important factors were closeness to markets
and good transportation 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 100 or
more persons indicated that closeness to markets
was of prime importance followed by abundant labor
and favorable tax policies.



Table 9. Evaluation* of factors affecting location of industrial firms in South Dakota since 1969.

H'ome S'andard Industrial

Employment size Planning district City size office classification (SIC)**
Under 100 or Under1,000- 2,500- Over outside 14, 23, 24, 34-
Reason for location Total 25 25-99 more 1 W W IV V  VI1000 2,500 10,00010,000 S.D. 32 20 27 312830 39
Close to markets 4455840 3 7 7. 185561 O vnsas LGRS Tanni2 5 30 20 8 11 5 3 14 4
Close to raw
materials 32 22 8 12 8 4 4 2 0 14 4 12 4 12 16 8 14 0 0 10 O
Good transportation B 251 L4 20 N0L 14 6 5 s A0kebR it 6 15 8 1301z A2 Oianilias 120
Abundant labor 38y 22RO SHCRSNISIR N7 = 8. IOl () 1 4 5 2 27 21 Bty yi St dOu k. 1 120
Low labor cost 2054137 A3 REEE RS 6] 10) 7 70N 8N g NS 3 4 11 O dB i D105 2088 7
Low power cost oY Rt 0 (0 72 Tl | 0O 0 0O 0O 2 o0 0 1 1 1 0 0 O 0 2
Local funds were
available 2RSS 6 SRR OSSR i3 7 - SO S O (L0 0 12 Glnie Onineic SRy A (0 IR
Favorable tax
policy 24 11 SEEMEIEEALL 374 6. L4 (O MR o 1 114 W 028 ROF R 117
Home community
of owner 62 54 8 0 5 27 12 16 0 2 16 11 12 28 (OIS (IR GRS T8 s e 81:28)
Quality of life S{O)R0) o e (G R B Ly (G (| OF 2R gmNG 7 12 () gl | SET ] 513
Other 23 048100 40070 20 970 2I5BN0ESTIONSRG IR E) 4 13 GNITNETRARIADRE PR 51116

** 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.

City population

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 were closeness 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 cities with population over 10,000,
factors of importance were closeness to markets,
abundant labor supply, and home community of
owner.

Planning and development district

The factor rated as most importantly affecting firm
location in Planning and Development District I was
abundantlabor supply. In Districts IT, ITI, and IV the
most important factor was that the community was
the home of the owner. In District V the only factor
rated important was closeness to raw materials.
Other important factors by district were closeness to
markets in District II, abundant labor force in Dis-
trict II1, and favorable tax policies in District IV.

The districts in the eastern half of the state seem to
be chosen for firm location because the owners 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.

Location of home office

For those firms whose home office is located out-
side the state, location factors rated important were
abundant labor supply, closeness to markets, and
favorable tax policies. Unimportant factors were low
power costs and availability of local funds.

Type of production (according to SIC)?®

Of the tirms responding, those producing sand and
gravel (SIC = 14) and stone and cement
(SIC = 32) indicated that the most important fac-

# The Standard Industrial Classification (SIC)is used to separate firms by tvpe
of product.

tors influencing them to locate in South Dakota were
that the city was the home community of the owner
and that markets and raw materials were close. Food
processing firms (SIC = 20) located in South
Dakotaprimarily 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 were
close. Clothing (SIC = 28) and rubber (SIC = 30)
firms located in South Dakota because markets were
close, good transportation was available, and raw
materials were close. Machine and other miscel-
laneous firms (SIC = 34 to 39) located in South
Dakota because the city was the home community of
the owner, abundant labor was available, and quality
of life was good.

Expansion decision factors
Reasons firms did not expand

The industry questionnaire asked firms that did
not expand within the last 5 years to indicate the
reason or reasons that no expansion occurred (Table

10).

Table 10. Reasons industrial firms in South Dakota
did not expand during 1969 to 1974.*

__Number of responses
Employment size

Reason 0-24 25-99 100 or more Total
Satisfied with

present size 38 2 4 44
Shortage of labor 6 1 0 7/
Shortage of raw

materials 7 2 2 11
Lack of market for

more production 19 2 1 22
Unavailability of

financing 12 1 1 14
Others 8 1 1 10

* A few firms checked more than one reason.



The most cited reason for non-expansion was satis-
faction with present size. This reason for a non-
expansion decision can be classified as being inter-
nal to the firm, while the other reasons are external
constraints upon potential expansion. Lack of mar-
kets for increased production, and unavailability of
financing were the first and second most cited exter-
nal constraints. Shortage of raw materials and shor-
tage of labor were the third and fourth most cited
reasons. The most common other reason given for
lack of expansion was that the firm had expanded just
before the 5-year period.

More firms that employ fewer than 25 persons than
the larger firms stated that expansion did not occur
because of satisfaction with present size. 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. Shor-
tage of raw materials affected the large firms as well
as the small firms. Unavailability of financing was a
constraint for 12 firms 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.

Future expansion plans

Plans for expansion by firm employment size and
by city population are shown in Table 11. A larger
percentage of the large firms than of the small firms
plan to expand within the next 5 years. The majority
of firms that employ 100 persons or more plan to
expand in cities over 10,000 population. The major-
ity of firms that fall within the employment ranges of
25 to0 99 and of fewer than 25 plan to expand either in
cities over 10,000 population or in cities under 1,000
population.

Fifteen of the firms thathave expansion plans will
not expand in the city in which they are currently
located. Of the 15, 11 still plan to expand in South
Dakota. Opportunity to purchase existing plants and
facilities, desire to disperse operations, and labor
shortages were the main reasons cited by firms for
plans to expand in other cities.

Table 11. Plans for expansion of South Dakota firms
between 1975 and 1980, by firm size and community
size.

Ni of firms
Population of community
where exp ion will occur*

Expansion Under 1,000- 2,500-
Employment plans Over
size No Yes 1,000 2400 9,999 10,000
Under 25 62 105 45 17 6 37
25-99 7 40 12 1 3 21
100 or more SIN2S) 2 5 1 14
Total 74 170 59 23 10 72

* Fifteen of the firms that plan to expand will not expand in the community
where they are currently located. Of these, 11 plan to expand in South Dakota.
Twelve of the firms did not indicate the population of the community in which
they plan to expand.

The industry questionnaire also asked ifa shortage
of funds had restricted expansion of plant size. Of the
260 questionnaire respondents, 227 answered the
question; 54 responded yes and 173 responded no.
Thus, 24% of the firms indicated that a shortage of
funds restricted expansion activities.

Another question asked if production has been
limited because of lack of operating funds. Of the 260
questionnaire respondents, 250 answered the ques-
tion; 52 answered yes and 198 answered no. Thus,
21% of the firms indicated that a shortage of funds
restricted output of their plant.

Many firms 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 firms, 26% of those responding,
indicated that they had proble ms obtaining funds for
one or more use.

Data necessary to estimate the amounts of funds
that these firms desired but were unable to obtain
are not available. However, 14 firms indicated that
funding difficulties prevented them from any expan-
sion activities at all. Problems for the other firms,
while not this severe, still may have been substan-
tial.

Factors associated with financial restrictions
Certain characteristics of firms or their locations
may be associated with financing problems. Discov-

Financial restrictions to
industrial development

A discussion of methods to increase the current
supply of funds for industrial development is mean-
ingless unless economic demand for these funds ex-
ists. Therefore, the purpose of the following analysis
isto determine if there is an unmet demand for funds
for industrial expansion and/or production, and if so,
to determine the magnitude of the unmet demand.
Also, an attempt is made to evaluate factors as-
sociated with the problem of unmet demand.

The extent of financial restrictions

The industry questionnaire asked if a shortage of
funds had restricted the size of the present plant. A
possible yes or no response was provided. Of the 260
questionnaire re spondents, 236 answered the ques-
tion; 42 responded yes and 194 responded no.

When responses of those firms with plants con-
structed since 1969 are isolated from all respon-
dents, the question essentially determines if con-
struction of ne w plants has been hindered be cause of
inadequate financing. Fifty-seven new firms an-
swered the questionnaire; 54 answered this ques-
tion. Twenty of these firms answered yes and 34
answered no. Thus, 37% of the new firms indicated
that a shortage of funds restricted the size of their
present plant.

ery of these characteristics or location factors will
help determine what types of firms or locations are
experiencing difficulties obtaining funds and will
narrow the search for causes of the problems. Iden-
tification of areas of inadequate financing will facili-
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
iftheyare associated with the problem of inade quate
financing: employment size of the firm, population
of the community where the firm is located, location
within the state, longevity of the firm, and whether
the firm is a branch (subsidiary) or home firm.1°
Each of these factors were tested for association with
difficulties in obtaining funds for new plants, expan-
sion, and operations.!!

10 Three other factors originally hypothesized to be important were: type of
product, change in output during the last 5 years, and annual sales or output.
Difticulties with grouping tirms within these three factors prevented any
conclusive analysis, although preliminary results showed that these tactors
probably were not important.

I Interested readers are reterred to Appendix C of Tauer’s thesis (15) tor the
data and numerical chi square results obtained.



Financing new firms

The factor found to have a significant influence on
the ability of new firms to obtain funds is whether
the firm is a branch or home firm. Only 2 of the 17
branch or subsidiary firms indicated problems ob-
taining funds. Employment size, community popu-
lation, and location were not found to be related
significantly to financing difficulties for new firms.

Financing expansion

Of the 54 firms that expressed difficulties in ob-
taining funds for expansion, only 9 employed more
than 25 persons. Because a small percentage 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. Consequently, the two larger employ-
ment categories 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.

Financing operations

The employment factor was significant for those
firms indicating that a shortage of funds restricted
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
experience the difficulties obtaining funds that
home firms experience.

Reasons given for difficulties

Insufficient equity wasthe reason most commonly
given to firms by prospective lenders when refusing
requests for funds (Table 12). The next cited reason
was lack of interest in promoting that type of indus-
try. Low probability of the firm’s success and prior
commitment of loan funds were less cited reasons.

Table 12. Reasons given to firms by potential lenders for

Number of
Reasons responses
Insufficient equity of firm 22
Lack of interest in promoting
that type of industry 19
Prior commitment of loan funds 13
Low probability of success 10
Other reasons 5

* A few firms checked more than one reason.

The role of banks in financing
industrial activities

Commercial banks comprise the major part of the
financial system in South Dakota, both in terms of
number of offices and in deposits held. In most
communities the bank is the only local financial in-
stitution. In this section the financial role of banks in
industrial activities within the state is examined.

First, the types of industries that use bank funds
for different types of industrial activities are de-
scribed. Then the percentages 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.

Industrial use of bank funds

In the industrial questionnaire, firms were asked
to list the percentage 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.

Bank financing for firm establishment

Ofthe 57 respondent firms established since 1969,
(from a possible 188), 32 completed this section of
the questionnaire. Average proportions of funds ob-
tained from the bank sources with different charac-
teristics of the respondent firms are presented in
Tables 13-15.12

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 general, respondent firms that employ fewer
than 25 persons used more bank financing than did
firms in the two larger employment groups. In fact,
the three respondents that employ 100 or more per-
sons did not use any bank financing. Bank funds
used by firms that employ 25 to 99 persons 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 firms
that did not have problems. Firms that did have
problems used some non-local bank funds, while
those firms that had no problems used only local
home-office bank funds.

Bank financing for firm expansion

Of the 260 questionnaire respondents, 230 indi-
cated that their firms had expanded in the last 5
years. Of these 230 firms, 110 completed this section
of the questionnaire.

The typical firm among the 110 respondents ob-
tained 32% of its funds for expansion from South
Dakota banks and 2% from out-of-state banks. Most
of the funds from South Dakota banks were obtained
from local home-office banks.

Respondents who employ fewer than 25 persons
obtained 40% of their expansion funds from South
Dakota banks, considerably more than the 18 and

12 To calculate average proportions, the percentages of total investment ob-

tained trom bank sources tor each industrial fimm were used, not the actual
amounts of investment. Thus, the averages do not represent percentages of
total industrial financing trom each of the various bank sources; rather they
represent averages of the individual tirm’s borrowing distributions among the
various bank sources. Standard deviations of averages were also calculated.
\Most of these standard deviations are quite large, indicating that percentages
given by tirms varied widely. Since a small percentage of all tirms completed
the questionnaire, the data only show general trends and are not necessarily

representative of the population.
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__Average percentage of total investment*

Table 13. Funds obtained from bank sources for financing establishment of industrial
firms in South Dakota, 1969 to 1974, by firm characteristi

Had
a i prob?ems Did not
All ___ Employment size Office obtaining have
Source ~ firms 024  25-99 100 or more Home Branch  funds problems
South Dakota
banks 17 20 15 0 22 6 17 18
(30) (33) (13) (34) (11) (35) (20)
Local banks 16 18 15 0 20 6 17 13
(30) (33) (13) (34) (11) (35) (18)
Home office 13 14 15 0 15 6 17 10
(26) (29) (13) (30) (11) (35) (16)
Branch 1 2 0 0 2 0 0 3
(7) (8) (8) (12)
Other in-state 2 2 0 0 2 0 0 4
banks (9) (10) (10) (14)
Out-of-state
banks 0 0 0 0 0 0 0 0
Number of
respondents 32 25 4 3 23 9 20 12

* Standard deviation is given below each average.

22% tor the other employment sizes. The majority of
these 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
larger firms.

Respondent firms that are between 5and 10 years
old typically obtained 17% of their expansion funds
from South Dakota banks. Firms in other age groups
obtained approximately 34% from this source. Again,
most of these funds were from local home-office
banks. Firms over 25 years old were the only age

tage of total inve

group that indicated use of financing from out-of-
state banks for expansion purposes.

Typical home-firm respondents obtained a larger
percentage of their funds for expansion from South
Dakota banks than did branch and subsidiary plants.
Only home-firm respondents obtained any funds
from out-of-state banks.

In general, those firms that indicated difficulties
financing expansion obtained a larger percentage of
their funds from South Dakota banks than did firms
that did not indicate problems. No firms using out-
of-state banks had difficulties financing expansion.

Table 14. Funds obtained from bank sources for financing expansion of industrial firms
in South Dakota, 1969 to 1974, by firm characteristic.

e

__ Average percentage t
Employmentsize  Age of firm in years
0 25 100 25 10
All to to or Over to to
Source firms 24 99 more 25 10 5
South Dakota 32 40 18 22 34 35 17
banks (40) (42) (27) (40) (41) (40) (34)
Local banks 30 37 16 22 31 33 17
(40) (43) (26) (40) (41) (41) (34)
Home 27 33 16 22 30 28 13
office (39) (42) (27) (40) (40) (39) (34)
Branch 3 4 2 0 2 5 4
(12) (15) () (12) (14) (19)
Other state 2 3 2 0 2 2 0
banks (11) (12) (8) (13) (10)
Out-of-state 2 0 8 0 4 0 0
banks (13) (1) (27) (19)
Number of
respondents 110 67 27 16 52 23 16

Under

5

34
(41)

31
(43)
28
(40)

0

8)
0

19

Had

. problems Did not
__ Office obtaining have
Home Branch funds problems
34 24 28 44
(39) (40) (39) (41)
31 23 26 39
(40) (40) (39) (42)
27 23 24 36
(38) (40) (37) (43)
4 0 3 3
(14) (13) (11)
2 1 2 4
(12)  (6) ® 7
2 0 1 0
(15) (11)
82 27 77 25

* Standard deviation is given below each average.



Table 15. Funds obtained from bank sources for financing current assets of industrial
firms in South Dakota, by firm characteristic.

ML 5 BT Average per g VtV)f total crurrenl as'sertis‘r b .
Employment size Age of firm in years Had
0 25 100 25 10 problems Did not
All to to or Over to to Under Office obtaining have
Source. ~ firms 24 99 more 25 10 5 5  Home Branch funds problems
South Dakota 22 20 18 36 16 34 33 19 24 14 22 22
banks (33) (30) (27) (45) (30) (37) (42) (28) (34) (27) (34) (29)
Local banks 20 18 18 32 16 34 33 13 24 10 20 19
(33) (30) (27) (46) (30) (37) (42) (27) (34) (26) (34) (28)
Home 17 13 19 32 13 26 29 13 20 10 18 16
office (32) (28) (28) (47) (26) (41) (43) (26) (33) (25) (33) (28)
Branch 4 5 2 0 4 8 4 0 & 0 3 4
(14) (17)  (6) (18) (14) (14) (16) (14) (12)
Other state 2 2 0 4 0 0 0 6 0 4 1 3
banks 8) (8) (13) (15) (13) (7) (12)
Out-of-state 3 0 11 4 8 0 0 0 4 0 4 0
banks (15) (38) (12) (22) (16) (16)
Number of
respondents 88 55 19 14 35 14 13 23 67 20 70 18
* Standard deviation is given below each average.
Bank financing for current operations Table 16. Funds to be obtained from bank sources
Eighty-eightofthe 260 questionnaire respondents for financing planned expansion of industrial firms
completed the section concerning bank financing for in South Dakota.

current operations. The 88 respondents typically ob- —

tain 22% of their funds to finance current assets from Avorage perceniags of :’:IIZ e s'i::
South Dakota banks, and 3% from out-of-state banks. i . E yzs_gg T
Most of the funds from South Dakota banks are ob- g = A
tained from local home-office banks.

Respondents who employ 100 persons or more South Dakota banks 24 27 17 25
obtain a higher proportion of their operating funds (35) (36) (30) (38)
from South Dakota banks than do the other two em- Local banks 23 25 17 25
ployment groups. (35) (37) (30) (38)

Firms that are from 5 to 25 years old obtain a Etic: oHfice 2 26 11 23
greater proportion of their funds from South Dakota @4) (37) (23) (39)
banks than do either younger or older firms. Only
those respondent firms that have been established Branch 3 2 6 2
longer than 25 years use out-of-state financing. a4 @ (23) (©6)

Home firms obtain a higher percentage of their Other state banks 1 2 0 0
operating funds from South Dakota banks than do 6) (9
branch and subisdiary plants. Only the home firms Out-of-state banks 5 2 11 4
obtain any operating funds from out-of-state banks. (18) (12) (27) (14)

There were no differences between firms that in- Number of
dicated difficulties obtaining funds and those that respondents 67 37 18 12
did not, with respect to the average percentage of
operating funds obtained from South Dakota banks. * Standard deviation is given below each average.

Firms that did not experience problems obtained

some funds from out-of-state banks.

hundred and ninety-nine of the 260 questionnaire
respondents completed the question.

Eighty percent of the firms responding indicated
that they did not have mortgages on non-business
property. As would be expected, few of the larger
firms have mortgages on non-business property, and
these mortgages are a smaller percentage of total
borrowed funds than is the case for smaller firms. A
typical respondent firm has 9% of borrowed funds
secured by mortgages on non-business property.
This average ranges from 10.1% for those respon-
dents who employ fewer than 25 persons to a low of
2.8% for firms who employ 100 or more persons.

Bank financing for planned expansion

Of the 260 questionnaire respondents, 170 indi-
cate that they plan to expand in the next 5 years.
Sixty-seven of these firms completed this section of
the questionnaire (Table 16).

On average, these 67 firms plan to obtain 24% of
the funds for expansion from South Dakota banks
and 5% from out-of-state banks. Firms in all three
employment sizes plan to obtain approximately the
same percentage of needed funds from South Dakota
banks, but firms in the employment size 25 to 99 plan
to obtain a higher percentage from out-of-state banks
than do firms in the other two employment sizes.

Mortages on non-business property Industrial loans held by banks

The industry questionnaire asked firms to give the Percentage and amount of industrial loans of banks
percentage of borrowed funds from all sources sec- The bank questionnaire asked banks to give the
ured by mortages on non-business property. One percentage of their total loans that are industrial



loans. All but 2 of the 97 main-office bank respon-
dents (of 159 banks) completed the question.

Fifty-five of the bank respondents indicated that
they did not have any industrial loans. A higher
proportion of the banks in the deposit size $10 to $20
million and over $20 million than in the two smaller
deposit sizes have industrial loans, but only banks
with deposits over $20 million have a significantly
greater average percentage of industrial loans than
do the other deposit sizes. The ratio of industrial
loans to total loans averages 0.04 for all responding
banks, ranging from 0.10 for banks with over $20
million in deposits to 0.02 for banks with $10 to $20
million in deposits.

For respondent banks, industrial loans were esti-
mated to total $90.8 million.3 For non-respondent
banks, industrial loans of $34.9 million were esti-
mated. The total of these two estimates is $125.7
million. On December 31, 1973, commercial banks
in South Dakota had total industrial and commercial
loans amounting to $274.1 million (4). Thus, the
value of industrial loans is estimated to be approxi-
matfly 46% of the commercial and industrial loan
total.

Length of industrial loans

The bank questionnaire also asked banks to list the
percentage of the total value of their industrial loans
thatare less thana year in length, 1-5 years in length,
and over 5 years in length.14

Responses to the question indicated that for the
average bank 41% of the industrial loans are made for
periods of 1-5 years, 29% are for less than one year
and 29% are for greater than 5 years. However, as
indicated by a large standard deviation, the average
length of loan payment period varies greatly among
banks.

A second part of this question asked banks to list
the 1969 to 1973 average percentage of loans in the
three loan length categories. For those banks that
completed this part of the question, the response did
not differ greatly from their response for current
loans.

SBA guaranteed loans

An average bank has 31% of its industrial loans
guaranteed by the Small Business Administration.
The average is larger for the two bank size groups
over $10 million in deposits than for those size
groups under $10 million. The range is from 67% for
banks with $10-$20 million in deposits to 20% for
banks with under $5 million in deposits. Apparently,
banks with over $10 million in deposits use the SBA
to a greater extent than do smaller banks. This may
be because larger banks have more industrial loans,
and thus have an opportunity to be more familiar
with the SBA program.

13 To estimate total industrial loans of the banks in South Dakota, the dollar
amount of total loans for each respondent bank as of December 31, 1973, was
multiplied by the percentage of loans tor industrial purposes indicated by that
respondent bank. For those banks who did not complete the questionnaire, the
averaage percentage of industrial loans to total loans calculated tor the ditferent
deposit sizes of the respondents were multiplied by the actual loans of each
non-respondent bank in that deposit size. The amounts for all banks were then
sumined.

14 This question was asked in order to identity in rough fashion the proportions
of bank tinancing used for investient in plant and equipment and tor operating
needs. Bankers interviewed in the pretesting of the questionnaire were unable
to tell us what proportion of their loans to industrial firms were for investment
as ()1)1)0\0(1 to operating L'.l])i(u] uses. However, they agreed that, in general,
loans tor more than 5 years are for investment, those tor less than one vear are
for operating capital, and those of intermediate length are split among the two
uses.

Bankers’ attitudes affecting
industrial development

Industrial firms in South Dakota, especially the
small ones, obtain a substantial amount of funds from
commercial banks in the state. This important role of
banks in funding industry means thatattitudes of the
banker or bankers will affect the rate of industrial
development in the community. Because of the
banker’s leadership role, he often influences the at-
titudes of the community. Hence, the banker can act
as a catalyst in promoting development.

Statistical comparisons of questionnaire responses
between specific groups of banks were performed to
determine differences 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 size,
loan-to-deposit ratio, and number of banks in the
community. Except where noted, both branch banks
and main banks are included in the analysis. Chi
square isthe statistical test used throughout.?® Banks
are separated into one of two bank population
categories: either the bank, or branch, is the only
bank office in the community, or there are two or
more bank offices in the community.

Attitudes toward industrial development

Eighty-seven percent of the bankers responding to
the bank questionnaire indicated that industrial de-
velopment would improve the quality of life for the
citizens of their community; 13% said that it would
not. Neither community size or bank location had an
effect upon response.

Fifty-nine percent of the bankers said that a local
industrial development group or corporation would
assist greatly in attaining industrial development;
34% indicated slightly; and 7% answered no. All 10
“no” answers came from communities under 1,000
population. Again, community population and loca-
tion within a planning district were not related to
response. As would be expected, those banks that
did not think that industrial development would
help their community also did not think that a de-
velopment group would help.

Types of industries recommended by banks

Tables 17 and 18 show, by community size and
planning district, types of industries that bankers
indicate might be established or expanded in their
community. Most bankers in all community sizes
and planning districts think that light manufacturing
and agricultural processing could be established or
expanded in their community.

Only bankers in the First and Sixth Planning Dis-
tricts indicate that mining could be established or
expanded in their community. Heavy manufacturing
might be established or expanded in only a few
communities. A large number of bankers in the Fifth
District indicate that tourism might be established or
expanded in their area. Transportation related in--
dustry might be established or expanded in all city
sizes, and all planning districts.

15 Results of the chi square tests supporting conclusions expressed this section
are given in Tauer’s thesis (15, Appendix C).



Table 17. Type of industries seen by bankers as appropriate for establishment or
expansnon in their communlty by community populatlon

Number of replies

Light manu- Heavy

Community Agricultural facturing and manu- Transpor-
populati Resp - processing Mining assembly facturing Tourism tation
Under Established 44 1 49 4 2 4
1,000 Expanded 19 2 22 0 8 4
1,000- Established 13 0 11 1

2,500 Expanded 8 0 10 0 1 1
2,501- Established 4 1 5 3 0 1
10,000 Expanded 5 2 8 0 7 2
Over Established 3 0 1 0 0 2
10,000 Expanded 9 1 14 4 7 5

* A response of “might be established” indicated that no firms of that type are located in the area but might be. “Might be
expanded’ that a firm of that type is now located in the area and might be expanded.

Four respondents listed types of industries other than those given. Most of these were recreation industries which would be

grouped with tourism.

Table 18. Type of industries seen by bankers as appropriate for establishment or
expansion in their community, by planning and development district.

___Number of replies

Light manu- Heavy
Agricultural facturing and manu- Transpor-

District Response* processing Mining assembly facturing Tourism tation
| Established 13 2 13 4 0 3

Expanded 8 1 12 0 2 1
Il Established 7 0 7 1 0 3

Expanded 8 0 11 1 3 1
] Established 13 0 14 1 0 0

Expanded 4 0 7 2 2
[\ Established 15 0 14 0 0 2

Expanded 10 0 11 1 5 4
Vv Established 14 0 15 1 4

Expanded 4 0 6 0 6 1
\ Established 2 0 3 1 0 0

Expanded 7 0 7 2 5 3

* See footnote to Table 15.

Non-financial factors limiting industrial development

The most common factors that bankers indicated
as limiting industrial and economic development in
their community were small labor force, lack of ade-
quate service facilities, and lack of adequate de-
veloped sites and buildings.

The second most common factors were associated
with location of the community in the state, i.e., poor
transportation and small local markets. The third
common type of factors dealt with the need for and
limited availability of risk capital for industrial
financing.

Other important factors cited were a lack of local
interest in industrial development, insufficient legal
and economic information, and insufficient know-
ledge about the community to allow an effective
program to sell the community.

Financial factors limiting industrial development

Local capacity to finance industrial expansion

Fifty-six percent of the bankers responding to the
questionnaire indicated that their community does

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

A greater number of bankers from small com-
munities than from large communities do not think
that local sources of funds are sufficient to finance
industrial expansion. Differences between re-
sponses by planning district were not found to be
significant.

Requests for loans larger than legal limits

The maximum amount that a bank can lend to a
single 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

16 The minimum capital requirementtorstate charteredbanksis listed in South
Dakota Compiled Lates, Title 51. Forstate banks no loan to asingle individual,
partnership or corporation may exceed 20% of paid-up capital and surplus. For
national banks the maximuin loan is 10% of capital and surplus.



considered by the examination agency. Some of
these factors are bank charter, city population, de-
posit size, and amount of loans.

The legal limit for credit to one individual by a
bank is established on the basis of the factors previ-
ously mentioned, but the sizes of industrial loans
depend on the sizes and needs of the industrial firms
seeking financing. Thus, a bank with alow maximum
credit limit may not be limiting industrial develop-
ment in its community if it never receives requests
for large loans.

Of the 86 main-office banks that responded, 33
received requests for industrial loans larger than the
maximum loan limit that their bank can make to a
single borrower, and 53 received no such requests.
The 33 banks receiving loan requests exceeding
their legal maximum range from small to large de-
posit size banks and are located in all sizes of com-
munities.

Of the 33 banks that received requests for large
loans, 23 stated that they used correspondent banks
to handle the request, while 7 did not use correspon-
dent banks. Ten of the correspondent banks nor-
mally used by the 23 banks are in South Dakota; 13
are located outside the state.

Cooperation among banks

Eighty-five of the bank respondents are located in
communities in which they are the only bank in the
community. Of these 85 banks, 57 stated that they
cooperate with other banks or non-bank lenders in
their locality for the financing of industrial enter-
prises having credit needs greater than the capacity
of a single source.

Twentv-nine of the bank respondents are located
in communities in which there are two or more full
service bank offices. Twenty-six of these cooperate
with other banks or financial institutions in the local-
ity to extend credit to industrial users.

These figures suggest a high degree ofcooperation
among banks and between banks and other lenders,
especially if the various institutions are located in
the same community.

Experience of industrial loan officer

Nine percent of the bankers rate the experience of
their industrial loan officer with industrial develop-
ment as extensive, 47% rate his experience as mod-
erate, and 44% rate his experience as slight.

Banks were separated by deposit sizes, loan-to-
deposit ratio, city populations, and main offices or

branches to determine if these different groups of

banks responded ditferently to the question.

Banks in larger cities rated the experience of their
industrial loan officers higher than did banks in
smaller cities. Large banks rated the experience of
their industrial loan officer higher than did small
banks. And banks with high loan-to-deposit ratios
rated the experience of the industrial loan officer
higher than did banks with lower loan-to-deposit
ratios.

non-important reasons were interest and/or experi-
ence of loan officer(s), legal maximum loan limit, and
prior commitment of available loan funds to other
uses.

Table 19. Importance of factors limiting a bank’s
ability or willingness to increase industrial loans, all
bank offices.

Very Not

Factor important Important important
Insufficient equity of

loan applicants 68 43 6
A shortage of applicants 66 45 15
Deficient management

experience of loan

applicant 48 61 5
Prior commitment of available
loan funds

to other users 26 44 44
Legal maximum loan

limit 24 47 41
High rates of business

failures 23 63 28
Interests and/or exper- ience of yourloan

officer(s) 17 56 41
Cost of administering

industrial loans 6 42 65

Thus, bankers indicated that their ability or wil-
lingness to increase industrial loans is dependent on
the demand for loans and the quality of applicants
rather than on conditions affecting the supply of
funds.

Numerous characteristics of the banks were tested
with respect to each ofthe reasons listed in Table 19
todetermine ifarelationship exists between types of
banks and ability or willingness to increase indus-
trial loans.

Onlytherelationship between the loan-to-deposit
ratio of a bank and prior commitment of available
loan funds to other uses was found to be significant.
Not only did banks with high loan-to-deposit ratios
indicate that prior commitment of funds was an im-
portant reason, but banks with low loan-to-deposit
ratios (and thus a higher level of investment in se-
curities) also indicated that it was an important
reason. That is, banks with high loan-to-deposit
ratios have funds committed to other loan uses;
banks with low loan-to-deposit ratios have funds
committed to security investments.

Future demand and supply of funds

Factors limiting ability or willingness for industrial expansion

to increase industrial loans

Eight reasons which might affect the ability or
willingness of a bank to increase industrial loans
were listed on the questionnaire. The bankers were
asked to rate the importance of each of the eight
reasons by giving it a rating of very important, impor-
tant, or not important. Results of the rating for all
respondents are shown in Table 19.

A shortage of applicants and insufficient equity of

loan applicants were the most important of the eight
reasons. Other important reasons were deficient
management experience of loan applicants and high
rates of business failures. Cost of administering in-
dustrial loans was the least important reason. Other
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Among important assumptions of this study are
that increased employment in the manufacturing
sector of the economy would help decrease out-
migration and income differentials and that a sub-
stantial increase in emplovment can be generated
only through establishment of new firms or expan-
sion of present facilities. Clearly, if these assump-
tions are correct, funds are needed for establishment
and expansion activities.

This section examines some of the forces that mayv
affect the demand for industrial funds in the next few
vears. The ability of commercial banks to adequately
provide these funds is evaluated.



Demand for industrial funds

As shown in Table 20, new investment expendi-
tures in manufacturing have varied widely over the
past few years. This makes expenditure projections
difficult. Yet although there has been fluctuation in
expenditures, over the last 10 years the general
linear trend has been upward at an average annual
rate of $2.8 million a year.

Since 1970, annual investment has been increas-
ing $5.3 million a year. Figure 2 shows investment
expenditures between 1965 and 1974, and displays
linear projections to 1985 at both the 10-year
(1965-1974) and most recent 5-year (1970-1974) rates
of increase. If investment continues at the same rates
as the last 10 years or the last 5 years, investment in
1980 would be $42.8 or $66.0 million, respectively.
By 1985 annual investment would be $56.8 or $92.5
million, respectively.

Rather than study past expenditures it may be
more appropriate to study the number of expansions
occurring and the forces affecting past industrial ex-
pansion activities to obtain insights as to what ex-
pansion activities are likely to continue.

South Dakota’s economy is not isolated from the
national economy. This is especially true for the
state’s manufacturing sector, since demand for man-
ufactured products generally depends upon national
conditions. However, there is an important aspect of
South Dakota’s industrial sector that offsets cyclical

Table 20. New capital expenditures in manufactur-
ing in South Dakota, 1965 to 1974.

$ millions
Year Amount Year Amount
1965 10.9 1970 14.0
1966 7.7 1971 15.4
1967 8.2 1972 21.6
1968 10.7 1973 36.2
1969 6.6 1974 30.0

Sources: Industrial Division, S.D. Department of Economic and Tourism De-
velopment: Census Bureau, Annual Survey of Manufacturers, 1970 and 1971
(16).

variations caused by the national economy. Histori-
cally, non-durable goods manufacturing groups
(food, clothing, paper products) have experienced
smaller cyclical variations in employment than dur-
able groups. 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 1969 and 1974, 220 firms located in
South Dakota; 188 are still operational. These 188
firms constitute 22% of the firms now in the state.
This increase in the number of firms will provide a
nucleus to attract more industry. Some of the new
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Figure 2. New capital expenditures in manufacturing, 1965-1974, and projections to 1980 and 1985.
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firms are subsidiaries of major national corporations.
An apparent trend of major corporations to locate
plants outside metropolitan areas that has emerged
in recent years suggests that this phenomenon may
continue. Other new firms in the state have been
home-grown industries. These types of firms will
continue to be formed as individuals attempt to pro-
duce and market products that they design.

Expansion withinthe next 5 years is planned by at
least 170 firms in the state. Typically, these firms
plan to obtain about one-fourth of the funds needed
for expansion from banks in the state. Many of these
expansion activities will occur in communities with
tewer than 1,000 inhabitants, communities where
industrial activity is relatively new. Although plans
are not known for the 592 non-responding firms in
the state, a substantial number may also have expan-
sion plans.

As in the past, certain locations within the state
will experience the bulk of expansion activities. This
may create a substantial demand for industrial funds
in these locations, although as a state aggregate the
demand may be small. Table 6 lists the number of
new firms and firm expansions by planning and de-
velopment district. Not only are Districts I, II, and
VI the location of the greatest number of new firms
and expansion activities since 1969, but also of the
greatest number of new firms and firm expansions as
a percent of total previous firms. This indicates that
these districts are experiencing the greatest increase
in industrial expansion, both in number of incidents
and rate. With a continuation of this pattern, indus-
trial demand for funds in these districts may become
relatively great.

Some firms in the state are experiencing problems
in obtaining funds. The magnitude of this unmet
demand is not known; but because most of the firms
experiencing problems employ fewer than 25 per-
sons, the amount may be small when compared to
the total demand for industrial funds. In the future,
these and similar firms will continue to demand
funds.

The previous and planned expansion activities
and forces outlined suggest that industrial invest-
ment will continue to grow in South Dakota. The
investment increase will probably be closer to the
$5.3 million rate of increase that occurred during the
last 5 years than the slower rate, $2.8 million, that
occurred during the last 10 years.

loan purposes. One such proposal is a state industrial
loan guarantee program.

Growth in deposits

As shown in Table 21, total bank deposits in South
Dakota more than doubled from 1965 to 1974. The
linear rate of increase over these years was $179
million a year. As illustrated by Figure 3, bank de-
posits grew even faster during the last 5 years of this
period, $269 million a year. If bank deposits con-
tinue to grow within the range established by these
rates, deposits in 1980 would be from $3,504 to
$4,219 million. By 1985 deposits would be between
$4,398 and $5,564 million.

Table 21. Bank deposits in South Dakota, 1965-1974.

$ millions
Year Amount Year Amount
1965 1,059 1970 1,571
1956 1,055 1971 1,764
1967 1,114 1972 2,017
1968 1,325 1973 2,368
1969 1,439 1974 2,614

Sources: FDIC, Annual Reports, 1971-1974 (3); U.S. Census Bureau, Statistical
Abstract of the U.S. 1966-1975 (19).

Bank deposits by planning and development dis-
trict for 1970 and 1973 are shown in Table 22. Bank
deposits increased substantially between 1970 and
1973 for each of the six districts. The percentage
increase between 1970 and 1973 was greatest in the
Third District, although this district also had the
second lowest total deposits in both 1970 and 1973.
The Second District, where Sioux Falls is located,
had the greatest amount of deposits for each of the 3
years. Sixty-four of the 67 counties in South Dakota
have at least one bank office. Bank deposits in each
of these 64 counties increased from 1970 to 1973.
During the same period, only one of the 159 banks in
the state lost deposits.

This continuous growth in deposits for the state,
each planning and development district, all coun-

Supply of industrial funds from commercial banks
In South Dakota total bank loans outstanding to
industrial firms are estimated to be approximately

Table 22. Total bank deposit and deposit growth,
1970-1973, by planning and development district.

4% of total bank deposits. Because this is a small

$ millions*

percentage of total deposits, it would seem feasible _ Percentage

that banks could handle future requests for indus- g e A J"1"9°7:1’ J"‘";,:" ey

trial funds. But the industrial sector is only one of ]

many in the state’s economy. An increase in demand

for investment funds in all sectors may occur simul- I 205.6 251.8 2951 44%

taneously, and place pressure upon the banks” abil-

ity to handle requests. I 326.3 405.7 4594 41%
Nevertheless, substantial increases in the supply

of bank funds for industrial financing can be made i 216.9 2971 351.4 62%

available. Two types of methods to increase the sup-

ply of funds to industry can be indentified—general 5 2l 8474 400.0 it

'imd iel‘ectlve. General methovds to increase the v 181.2 2935 269.3 49%

yanks” supply of loanable funds without specifying

use include growth in deposits, increase in loan-to- Vi 205.6 293.9 345.5 539/

deposit ratios, revision of the payment method for : 3 . ¥l

correspondent services, and use of the Federal Total 14279 18197 21210 48%

Reserve’s seasonal borrowing privilege. Selective
methods involve methods or incentives that directly
increase the amount of industrial loans by restructur-
ing bank portfolios to increase industrial loans at the
expense of other holdings and/or by making new
monev available to banks specifically for industrial

* Deposits of branch banks are included in the totals for the regions where the
branch is located.

Source: Federal Deposit Insurance Corporation, Summary of Deposits in All
Commercial and Mutual Savings Banks, 1970-1973 (5).



ties, and essentially all banks, has meant that in-
creased funds have been, and may be available in all
parts of the state. Also, extensive state-wide branch
banking will permit these locally derived deposit
funds to be moved to areas of large demand.

Increases in loan-to-deposit ratios

The average loan-to-deposit ratio for banks in
South Dakota is 56.1 (Table 23). This average ranges
from a low of 52.7 for banks with deposits under $5
million to a high of 67.7 for banks with deposits over
$20 million.

The questionnaire asked bankers to list the high-
est loan-to-deposit ratio with which they would feel
comfortable. The highest average was 62.2, and
ranged from a low of 57.8 for banks with deposits
between $5 to $10 million, to a high of 69.9 for banks
with deposits over $20 million.

The difference between this figure and the actual
average ratiois 6.1, ranging from a high difference of
8.4 for banks with under $5 million in deposits to a
low of 2.2 for banks with over $20 million in deposits.
Although increasing 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

T Millions
of Dollars
5000 |
40004

Table 23. Actual and highest acceptable loan-to-

deposit ratio by deposit size.

D = 183.8 + 269.0t (R2 = 0.99)

(1970 - 1974 Base)

3000+

2000+

x
1000 1

 Deposit size (§ millions)

Under Over
Loan-to-deposit ratios Total 5 5-10  10-20 20
Average highest
acceptable 62.2 61.1 578 659 699
Standard deviation (8.1) (6.6) (8.0) (8.0) (4.5)
Actual* 56.1 52.7 53.3 60.8**67.7***
Difference 6.1 8 445 L 5L E 2.2

* Source: FDIC, Bank Operating Statistics - 1973 (4).
** Taken from size group $10 to $25 million in deposits.

*** The average of the two groups $25 to $100 million (64.5) and over $100
million (70.8).

loans for those banks with less than $5 million in
deposits could be 16%.

If all respondent banks would increase their loans
so that their actual loan-to-deposit ratio would be
equal to the highest ratio acceptable to them indi-

4 o‘*
5 5 6 0
Q
*
Q
Q
o*
Q
Q
Q
0
0
0
0
Q
0
0
0
Q
o*
0
o 4
Q
0
Q
o
o* U
Q »
1L 0
o*
0 *
Q .
* *
A4 .
Q »
Q o*
& »
o
Q 0
0 o
o4 *
0 »
Q »
o* ¢"
0 C
Q o
* .
o o
o 0
* 4
*
*
.
O
0
0
X3
O

D = 823.5 + 178.7t (R2 = 0.94)
(1965-1974 Base)

Years

1965 1970

1975

1980 1985

Figure 3. Bank deposits, 1965-1974, and projections to 1980 and 1985.
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vidually, loans in the state could increase by $109.6
million.1” If the non-respondents would increase
their loans so that their actual loan-to-deposit ratio
would be equal to the average highest ratio rated
acceptable by their deposit size, $71.7 million in
additional loans could be made. The additional loan
capacity of $181.3 million potentially could increase
total loans by 12%, from $1,498 to $1,680 million.

Revision of payment method
for correspondent services

Banks in South Dakota keep funds on deposit with
larger, correspondent banks in exchange for services
provided. Because many of these correspondent
banks are located outside the state, a flow of funds
outside the state results.

In a study of the flow of funds through the com-
mercial banking system between Minnesota and
North Dakota, Mathew Shane of the University of
Minnesota determined that during the last decade
between $37 and $59 million left the state of North
Dakota each year (10). This amounted to 3 to 4% of
the total bank deposits of North Dakota. The bank
structure of South Dakota is similar to that of North
Dakota; thus it is probable that a similar magnitude
of funds also left South Dakota. In fact, among the
banks in South Dakota whose home office is outside
Minnehaha County, the correspondent balances as a
percentage of deposits is 5.3% (2, p.80). Some of
these balances are held in other South Dakota
banks—in December 1973 the banks of the state had
deposits from other commercial banks of $26.7 mil-
lion (4)—so the flow of funds out of the state is prob-
ably not the full 5.3% of deposits.

However, some outflow of funds undoubtedly is
occurring and it is likely that the outflow is larger
than the 4% of deposits that are committed to indus-
trial loans. To reduce or halt this outflow, the corres-
pondent system method of payment could be re-
vised. One alternative method is a fee system where
the banks would pay a fee for the services provided
by the correspondent.

Federal Reserve’s seasonal borrowing privilege

The Federal Reserve’s seasonal borrowing
privilege was initiated in April 1973to provide relief
for member banks that experience seasonal varia-
tions in deposits and/or loans. To be considered a
member bank must lack reliable access to national
money markets and must experience a dip in its net
fund availability (deposits minus loans) at about the
same time each year for a period of at least 8 consecu-
tive weeks. The amount of seasonal credit extended
during this time period is usually limited to the
amount by which the seasonal dip exceeds 5% of the
bank’s average total deposits in the preceding calen-
dar year (8, pp. 5-7).

By using data for the period 1968 to 1972, Melichar
found that 26% of member banks in the nation that
would have qualified are located in the Plains states.
In fact, 50% of the member banks in the Plains states
qualified. The number of banks that qualified was
lowest in the winter months, and reached a peak in
the summer months (8, pp. 12-13).

Of the 33 member banks in South Dakota that
responded to the questionnaire all but two indicated
that they qualify.1® Thus at least 31 of 56, or 55%, of
member banks meet the requirements. Some non-

17 Bank data tor December 31, 1973, was used. If the actual loan-to-deposit ratio
ofabank was higherthan itthought comfortable, or higherthan the average that
its deposit size group thought comfortable, then the bank loans were not
mcreased or decreased for this estimate,

8 The two banks that indicated that they did not quality are located in cities
over 10,000 population and have deposits over $20 million.

responding member banks undoubtedly also qual-
ify, especially since many are smaller, rural banks, so
that the percentage of qualifying banks is greater
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 this privilege at all, and the 7 banks that do
use the privilege use it only slightly. As shown by
Table 24, banks that do use the privilege tend to be
larger banks, and to have higher loan-to-deposit
ratios than those banks that do not use the privilege.

Table 24. Use of the Federal Reserve’s seasonal bor-
rowing privilege by qualifying banks in South
Dakota.

N. h

using privilege

Bank characteristic Not at all Slight Extensive
Deposit size ($ millions)
Under 5 3 0 0
5-10 8 1 0
10-20 6 4 0
Over 20 7 2 0
Loan-to-deposit ratio
Under 0.40 3 0 0
0.41-0.50 5 1 0
0.51-0.60 9 1 0
0.61-0.70 7 3 0
Over 0.70 0 2 0

Source: Questionnaire responses.

State industrial loan guarantee

A bill was introduced in the forty-ninth Session of
the South Dakota Legislature (1974) that would
“provide a state guarantee for loans which will 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 risk
associated with such loans” (14). The bill was not
passed. Similar bills failed to pass in the fiftieth and
fifty-first sessions.

When asked if a state industrial loan guarantee
would increase their current proportion of total loans
going for industrial establishment or expansion, 76%
of the bankers responded yes and 23% responded no.
(Seventy-four percent of the main-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 their industrial loans. Some bankers from
the larger banks in larger communities indicated
that, given their present loan structure, a state
guarantee program would not induce them to in-
crease their industrial loans. Larger banks already
utilize the SBA program, which is similar to the
proposed state program, to a greater extent than do
the smaller banks.

Except for the Third District, which has a lower-
than-average number of affirmative responses, there
are no important ditferences in responses by plan-
ning and development district.

Demand and supply

Both capital investment in manufacturing and
bank deposits have grown during the recent few
vears and will probably continue to increase in the
future. In absolute amounts bank deposits have in-
creased faster than investment, but in percentage
amounts, investment has increased faster. This rela-



tionship is shown in Figure 4, where past and pro- Table 25. The effect of a state industrial loan guaran-

jected ratios of investment to bank deposits in per- tee on bank lending practices.

centage terms are plotted. The full amount of in- faen EL 8 TS - SR
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munities than in large communities do not think

Summary and conclusions their community has the capacity to finance indus-

Summary

During the lastdecade, South Dakota experienced
out-migration of its younger population and per
capitaincome levels lowerthan the national median.
One method to stem out-migration and reduce in-
come differentials is to increase employment and
income levels of export industries that can induce
employment and income multiplier effects through-
out the local economy.

Objectives of this study were to determine if fi-
nancial impediments to growth of the manufacturing
industry in South Dakotaexist or are likely toemerge
in the near future, and to describe the role of banks in
financing industrial development.

The study described the structure and past and
future growth of the banking and manufacturing-
processing industries in South Dakota. ‘

Historically, industrial firms have located in South
Dakota because the city of location was the home
community of the owner and because raw materials
and markets were close. Although these location fac-
tors continue to be important factors affecting estab-
lishment of firms in the state, abundant labor and
favorable tax policies have also become important,
especially for those firms whose home office is lo-
cated outside the state.

Many firms did not expand during the last 5 years
because they were satisfied with their present size.
Lack of markets for more production and unavaila-
bility of financing were also reasons some firms did
not expand. The majority of the respondent firms
plan to expand their facilities in the next 5 years.
Most expansion will occur in communities of over
10,000 population and of under 1,000 population.

More than one-third of the respondent firms that
built new plants since 1969 indicated that a shortage
of funds restricted the size of their plant. Branch and
subsidiary firms did not experience problems.

Twenty-four percent of the respondents indicated
difficulties obtaining funds for expansion. Single-
plant firms employing fewer than 25 persons experi-
enced the most problems.

Twenty-one percent of the firms indicated that a
shortage of operating funds restricted output. Firms
that employ fewer than 25 persons experienced
problems, and the younger of these had the most
problems. Again, subsidiary and branch plants did
nothave problems obtaining funds. Low equity posi-
tion of the firm was the most common reason pros-
pective lenders gave firms for inability to provide
funds.

Although the respondent firms varied considera-
bly in the percentage of funds obtained from com-
mercial banks in the state, a typical firm obtained
17% of the funds to construct a new plant, 32% of the
funds for expansion, 22% of the funds to finance
current assets, and plans to obtain 24% of the funds
for future expansion from banks in South Dakota.

Industrial loans held by banks in the state are
estimated to be approximately $125 million. Al-
though the majority of the banks do not have any
industrial loans, an average bank has 4% of its total
loans extended to industrial users.

Most bankers indicate that industrial develop-
ment would improve the quality oflife for citizens of
their community and that an industrial development
group would help promote this industrial develop-
ment. According to the questionnaire responses the
major factors now limiting industrial development
are small population of the community, poor location
of the community within the state, lack of capital,
and lack of expertise in promoting development.

Bankers generally consider agricultural proces-
sing and light manufacturing as most appropriate for
their community. More bankers in small com-
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trial development fromlocal sources. There is 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
communities rated the experience of their loan of-
ficer in industrial development lower than did large
banks and banks in large communities.

Important factors limiting bankers’ abilities or wil-
lingness to increase industrial loans are lack of de-
mand for industrial loans and quality of applicants.
Both banks with high loan-to-deposit ratios and
those with low loan-to-deposit ratios indicate that
prior commitment of funds is an important factor
limiting their ability to increase industrial loans.

The demand for industrial funds in South Dakota
is projected to increase by about $3 million to $6
million per year over the next few years. Banks might
be requested to lend a larger percentage of their
deposits to industrial firms than during past years.
However, the amount required will still be a small
percentage of total deposits and of total loans. Banks
should be able to meet requests for funds.

Methods for expanding the industrial loan capac-
ity of banks include increasing loan-to-deposit
ratios, use of the Federal Reserve’s seasonal borrow-
ing privilege, and enactment of a State Industrial
Loan Guarantee program. If banks would increase
loan-to-deposit ratios to the highest ratio acceptable
to them, loans in the state could increase 12%. In-
creased use of the Federal Reserve’s seasonal bor-
rowing privilege could release for industrial pur-
poses bank funds now tied up to assure seasonal
liquidity. A state loan guarantee could permit in-
crekased bank loans to industry by reducing lender’s
risks.

Conclusions

Financial restrictions are not hindering industrial
development efforts that are directed at attracting
large, well established firms to locate a plant or ex-
pand in South Dakota. Development efforts aimed at
small new firms, however, are being hindered by the
difficulties these firms face in obtaining financing.
Although small firms do not employ the majority of
the industrial 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-
mally are the only firm of any size located in smaller
communities. Therefore, industrial development ef-
forts in small communities are restricted.

Commercial banks are currently supplying about
20 to 30% of the financial needs of the industrial
firms in the state. Demand for industrial funds will
increase in the coming years; and although bank
deposits will also increase; the increases will be
such that banks will be requested to supply a higher
percentage of deposits as industrial loans than cur-
rently. This amount will still be a small percentage of
deposits, and banks should be able to handle any
foreseeable request for loans from normal deposit
growth, by shifting funds from securities to loans and
l)v other methods.

Although the aggregate supply of funds will be
sufficient to meet industrial needs, problems of in-
adequate supply will develop in small communities
where the banks indicate insufficient local funds
and, with exceptions, are inexperienced in industrial
(1evelopment Unfortunately, some of the firms that
are experiencing problems in obtaining funds are
located in these same communities.

Whether funds are made available depends upon
the attitudes and experiences of bankers and indus-
trial managers. Bankers generally think that indus-
trial development will improve the quality of lite for
their community; however insufficient equity and



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

As banks 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. However, 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 estimates 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 adequately served by existing fi-
nancial institutions. Furthermore, the state must be
willing to risk some loss 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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