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CHAPTER I . 

. INTRODUCTION 

· Contemporary economic growth theories generally emphasize the 

lmportance of capital accumulation as a requirement for growth. 

·Capital accumulation is possible by diversion of a portion of present 

-production from consumption into production of capital goods. If a 

·portion is diverted from consumption, the dollar value of consumption 

ao.ods available is less than the total income of the factors of 

production. The conswtler is forced to forgo consumption and save part 

of' his income. That portion of income which is saved by the firm may 

be directly invested because the firm is the investing. institution. 

The savings of the other sectors must be channeled to a firm before 

they can be invested. A financial intermediary is useful to link the 

saver with the investor. 

It would be possible for the transfer of savings to the 

investor to be accomplished on an individual to individual bas'is. 

1.bi:s is not very practical. .A financial structure which makes these 

transfers has developed and is capable· of handling large sums of 

savings. Savin2s are transferred not only from individuals to firms 

bat often from one geographic reg ion to another. Commercial ban..1<s are 

bu,t one segment of this financial structure. 

Providing a medium for the transfer .of savfngs to investors 

is only one of the functions of commercial banks. It is this function, 



the extension of credit, made possiqle because people ·save money or 

temporarily hold money in the form of deposits in banks, with which 

this ·study ls concerned. Commercial banks can lend money, thereby 
, 

creating new bank- deposits, by using the money deposited and the 

capital accounts of the bank to back . the newly -created deposits. 

Banks; acting as a link between savers an� investors, are important 

to economic growth because. capital accumulation is a factor in 

economic growth. Individual bankers have control over how much 

will be loaned and for what purposes the loans will be used. 

The importance of the commercial banking system's demand 

deposit-creating potential is stated in �ent•s Money and Banking 

textbook·: 

· The extraordinary capacity of the commercial banks to 
create new money in the form of demand deposits when 
granting loans and buying investment securities, and 
to extin3uish d_emand deposits through the calling of 
loans and the sale of investment· holdings, gives them 
significant power to influence the course and volume 
of business activity. To the extent that newly 
created deposits.are spent in hiring idle factors of 
production to increase the output of the economic 
system, the. c·ommercial banks act wisely in creating 
them, but_to the extent that they are used merely to 
bid up the prices of the factors of production already 
employed, the expansion of deposits must be regarded 
as pern1c1ous. In the former in�tance, the welfare 
of the general public is pro�oted because larger 
supplies of goods become available in the market; but 
in the latter instance, the price increases produce 
many maladjustments throughout the economic system 
unaccompanied by any significant benefits. I 

1 Kent� Raymond P., Money and Banking, 4th Ed. , Holt, Rine­
hard ·and Winston, :�ew York 1964, p. 107. 

2 



Despite the fact that capital accumulation is stressed in 

growth theories, commercial banks, which in p'art control capttal 

accumulation in the local community, are not given special mention 

In the theories of economic q;rowth. Dr. Richard T.· Cherry wrote 

of comme rcial ban.lcs in the community: 

The tempo of economic activity and the potential for 
growth in any community is close ly related to the 
volume and quality of banking a�tivi ty in that com­
munity. Ban.l< activity mirrors the underlying vitality· 
(or lack of it) of the loc_al business community, but 
the causal relationship runs in the other direction 
as well; the character of local banking can itself 
ei-ther s.timulate. or retard this same vitality that 
it reflects.2 

The importance of banks as a supplier of credit is evident 

from the amount of credit they supplied to the agriculture industry 

of South Dakota in 1966. The major suppliers of agricultural non­

real estate credit loaned $562 million t·o South Dakota farmers. 

Banks supplied $242 million of this _credit, 43 per cent. 3 Banks are 

traditionally less active in the real estate credit market because 

these loans are of considerable durat.ion which limits the flexi)ility 

of a bank's credit policy.. Banks supplied four per cent of the re al 

estate cre dit in 1966. 

Statement of the Problem 

The effect of co� ercial bank credit policy on economic growth 

poses the problem of this study. There has been no systematic·study 

2 Cherry, R:ic�ard r., �Liquidity�� Development, 
Texas A & M University, _eaflet #18, February 1964. 

3 The se figures �re o:1tained from a forthcoming report on 
Agricultura.l Cred.it auth,:>red by Dr.· Kenneth R .. Krause, Economics 
Department, South Daltota State University. 

3 



4 

of the implications of capital formation as a det�rmlnarit of economic 

growth related to the connnunity bank or clusters of banks within trade 

areas. A method for evaluating the contribution to growth of the 

commercial bank has not been developed. The aggregative nature of 

regional growth studies ls important in outlining broad policies; 

but their omission of factors on the loc.al level which affect the 

broad policies. does not allow direct local. application. This study 

suggests that bank cred-it policies are one of the local factors which 

affect the broad policies. The purpose of this study is to validate 

or refute this suggestion and to develop a method to evaluate local 

bank contributions to economic growth. 

_, Objectives 

the existing credl t policies and attitudes toward credit 

extension of South Dakota were investigated in the 1 ight of the 

following objectives: 

1. To• discover the relationship between the credl t 
policies of comrne·rclal. banks and the economic 
growth of trade areas. 

2. To· determine the effect of loans to various sectors 
of the economy on the economic growth of trade areas. 

Presuming a positive, significant relationship could be established 

betwen economic growth and the loan-to-depos 1 t ratio as an index 

of· credit policies, an additional objective was: 

3. To discover attitudes which are.relevant factors 
in determining the loan-to-deposit ratio of 
commercial banks. 



Hypothe s i s  

The hypothes i s  o·f the · study i s  that the banker s •  c·re d it 

po l i c i e s  are re levant factors i n  detenn i n i ng  e conom ic  growth of the 

trade are as i n  South Dakota . It i s  further hYPothe s i zea that a · 

method f or eva l uati ng l ocal bank ·contri but i on to e conomic  growth 

can be e stabl i shed for use by bankers and communlty leaders .  

Need for the '.Study 

South Dakota • s e fforts to deve l op ec onomi ca l ly have not 

re su lted i n  the state keep i ng  pace with the riati on. South Dakota . 

ha s l agged behind the nat ion in re cent years both i n  the abso lute 

l eve l  of  per cap ita i ncome and . i n  the rate of change of per cap ita 

· i ncome . The annual ave rage per cap ita i ncome for the per i od 1 9 60 

·through 1 9 6 5  in South Dakota was $ 1 888 ; the average for the nat i on · 

wa s  $ 2427 . The average annual rate of change for th i s  per i od in 

South Dakota wa s 3. 4 per cent; for the · nat i on the rate wa s 4 .  3 

per cent. 4 By contrast, in  the per i od 1929- 1940 ,  South Dakota 

i ncome wa s rated as · highl y sens it ive to change s in na t' i ona l i ncome ; 

showi ng a 14 . 3% change forevery 1 0% cha.nge in the latter. 5 

A wide range of attitude s toward s  colTllllun i ty deve lopment and 

the role of the banker in th i s  deve l opment i s  evi dent from con­

vers ing w ith se vera l bankers i n  South Dakota . Some bankers 

4 The source of . the data us�d for the s� c omputat ions wa s ob­
ta i ned from survey � Current Bus i ne s s ,  Vo l .  4 6 ,  No . 8 ,  August 1 9 66 ,  
p .  1 1  • . 

5 Wi nston , Clemant � and Sm ith , Mabe 1 A. , Se ns itiv ity o f  State 
Income Payme nts to Nation'.s Tota l , Survey of Curre nt B�s i ness , 
January 1 9.46 , p .  8. 

5 
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perceive their role as providing leadership , financ ial- suppor t through 

loans ,  and financial advice to community or indiv idual economic 

growth. Oth er bankers assume a more pass i ve role · in connnuni ty 

deve lopment. Agricul ture Secretary Orville s .  Freeman stated , 

"How loca l problems are handled ,  and how growth is achieved is the 

decis ion which can only be made in each local area-""and the ba nker 

is one of the best equipped and most logi_cal leaders in th is 

effort. " 6 Some South Dako ta bankers have not accepted this chal lenge. 

The analysis and �-iriting o f  this r esearch is d irected at  the 

loca l communi ty banker and connnunity leader� - Some aspects of bank 

policy are no t quantifiable , but they are presumably reflected in 

o ther quantifiable aspec ts. Toe unanswered questions of the effect  

of  commercial bank credit policies on economic growth may help South 

Dakota more nearly keep pace with the nation. 

6 .Agricul tural Committee , American Bankers Associa t ion , 
Rural Deve lopment : The Banker ' s  Responsib il i ty , ��w York 1 9 64 ,  p. 4. 
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C HAPTER I I  

THEORY OF THE EFFECT OF BANK CREDIT ON REG IO NAL ECONOMIC GRO WTH 

Capital accumulation, which sterns from the investment of 

savings, i s  possible partly becau se banks act as  a go-between for 

savers and investors. It would seem plau sible that banks inf luence 

economic growth by .the dispos ition of the savings of their depositors. 

Modern growth theory begins from the obviou s starting point 

that to produce goods, labor and capital mu st be employed. 7 While 

both capita l and labor are e ssential if one is to produce at a ll, 

economic growth is the result of cap ital accumulatlon. 8 Modern 

growth theory concentrates on three main variables  besides nat ional 

income or output : 

1. Rate of change of populat i on and of the actual 
work force. 

2. Rate of growth of - the conmrunity stock of capital 
good s--the rate of capital accumulation. 

3. Rate of technical progress . 9 

Nationa l output is determined by the se three variables  p lus the level 

of natural and human re sources. Commercial banks influence capital 

7 Ston ier, Alfred W. and Douglas Hague, A Textbook of Economic 
Theory, John Wiley and Son s ,  Inc. , New York 1964-;- p. 503. 

8 Ibid . ,  p .  503. 

9 Ibid . ,  p .  504 . 



accumulation and technical progress by making credit a_va i lab le  for 

the purchase of resources. 

8 

Commercial balli(s have an impact on the necessary conditions of 

economic growth. A necessary condition for g rowth is an appropriate 

combination of the fac- tl:ors · of product ion.· Sanks affect this combina­

tion by makin.� loans for capital and techn:ol gical purchases. A 

necessary condition i n  a capi talistic economy is an e nvironment which 

wil l motivate individuals or corporations to pursue profit- oriented 

endeavors and to invest in capital goods. The poli cies of cormnercial 

banks associate d  with makin� loans affect the environ.,'"!lental cond i tions. 

The ability of the ·commerc ial ban.l<ing system _to create invest­

merit in excess o f  savings stems _ from the fact that only a percentage 

of a saver ' s  deposits. must be he ld in reserve. The reserve require­

ments is se t by the state or federal a�e ncy wh i ch char te rs the bank. 

The requi reme nts of individual banks depe nd upon the chartering agency. 

The remainder of the deposits are excess reserves. 

An indivi dua l biank can safely lend only an amount equal to the 

s i ze of its excess r:eserves. It is lim i ted because checks drawn by 

borrowers may be depos ited in other banks and cause los·s of reserves 

and depos i ts � qual to the a�ount of  the loan. However, the banking 

system can lend by a nultiple of its excess reserves because the 

banking sys tem cannot lose reserves by deposit transfe rs. The 

mu l tipl e  is the reciprocal of the reserve ratio. 10  

1 0  McConnel l ,, Campbe l l  R. , Economics : Pr i nciples, Problems, 
� Policies , 2nd Ed. NcGra·w- Hi l l  Book Company, Inc. , �'iew York lS! b 3 ,  
p .  3 1 8. 



The connnercial banks of a state cannot be. ·considered a closed 

banking system. Loss ·of reserves to banks ou tside the sta te would 

undoubtedly result from · making loans.  The loss may . be ba lanced by a 

gain of reserves from banks outside of the sta te. This results in a 

possible reduction of the multiplier effect  of bank loaning for the 

state. 

The smaller the area or unit considered, i. e. the banks · in a 

trade area, the more likely the reserves will be lost to a bank out­

side the area. - The mult� plying effect w l  1 1  be limited to those 

deposits which are transferred to other accounts in the bank and to 

the deposits lost to banks in the same trade area. I t  is conceivable 

that the mult iplier could be or approach one for a small area. In a 

sta te which produces few capital goods, the mu l tiplier ef fect for 

investment loans would be limited to an amount equal to or less than 

the prof its and local expenses of capital goods retailers. 

The theory advanced in this study contends that the output 

of an area ls influenced by bank . loans to the extent that these loans 

_ are used for capital or technologica l advancement purchases. This 

influence will be something less than the reciprocal of the reserve 

ratio .  

9 
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CHAPTER I I I  

DESCR IPTIO N OF DATA COLLECTION METHO DS AND ANALYTICAL TOOLS 

Bank credit has genera l ly been exc luded in  the past from the 

many variables which affect the rate of change i n  per capita disposab lE 

i ncome used as  an index of  regional economi-c growth. 1 1  Per capita 

disposable income was used as a measure o f  growth for two reasons : 

( 1 ) a lmost al l writers direct attention to this measure, and 

(2 ) desp ite some obvious weaknesses in its use , there does not seem 

to be a practica l a lternative-. 
12 The model used in this study 

describes the nature of the re lationship between the avai labi lity of 

bank credit and economic growth based on the theory proposed in the 

preceding chapter. 

Asstimptions of  the Model  

Certain assumptions were necessary because this study is 

. limited to one fact�r of economic growth. The author recogni zes 

that the natura l and human resources are probab ly not equa l  in each 

11  Disposab le income is an after-taxes income measure. 

12 Bruton , ·Henry J., Theories of Economic �rowth, Edited by 
Bertho ld F. Hose lite, "Contemporary Theor i z ing i n  Economic Growth, " 
Free Press, G lencoe , I l linois , 1960, p. 24 1. 



1 1  

of  the trade areas 1 3 , but the ·a s sump t i o n  tha t cha � e s  -i n  the _leve l or  

re source s have been s imi l ar in the trade area·s re l i -eve s the nece s s i ty 

of . hav i ng e qua l .re source s .  I t  wa s a ssumed tha t  i n  the p a s t  the 

re source s have been ful ly emp loyed so tha t pa s t  growth fn per cap i ta 

d i sposab le  i ncome i s  no t the re su l t o f  a · sh i f t  from · underemp l oyme nt · 

except whe n  the shi f t  i s  the re sul t o f  the e xte ns i o n  of  bank cred i t .  

The l e ve l  o f  techno l ogy was a s sumed t o  b e  � qua l o r  e qua l ly ava i lable 

i n  _each o f  the trade area s .  Change s  in the s truc tut>.e o f  the l a bor 

f orce were a s sume d to be s im i lar in the t ra de area s .  

Chang e s  i n  bank p.o l i c ie s  a- nd - i n  i nc ome p a tte rns ·were a s sume d to 

be sub stant ia l ly unaf fected by externa l f or ce s dur i ng the t ime pe r i od 

of  th i s  s tudy , 1 9 60 through _ l 9 6 S .  

Li mi ta t i ons o f  the Mode l 

The t ime per i od of  the study wa s from 1 9 60 thr ough 1 9 6 5 .  There 

have bee n few change s i n  the number  a nd the s t ruc ture of  the ba nk i ng 

sys tem i n  South Dakota dur i ng  th i s  .per i od .  Bank p o l i c i e s  can be 

mea sured o nly  as of . a g iven t ime . Th i s  l im i ted the t ime per i od over 

wh i ch it c ou l d  be rea sona b l y  pre sumed t ha t  the se p o l i c ie s  were i n  

e f_fec t , a l though the e f fe c t s  o f  a spe c i f i c p o l i cy m i ght b e  ev i de nt 

over a l onger per i od tha n used in th i s  s tudy. 

The e nt i re s tate o f  Sou th Dakota . wa s s tud i ed . The s ta te wa s 

d i v i de d  i nto 14 trade area s ,  each ce nte red - arou nd e i ther a comp le te 

shopp i ng ce nter or a secondary or pr 'imary who l e s a l e  and re ta i 1  ce nter . 

1 3  A trade area i s  de f i ned  a s  the area surround i ng  at  lea s t  a 
comp l e te shopp i ng ce nter whe re the re s i de nt s  o f  the area g o  t o  fu l f i l l 
a lmo s t  a l l  o f  the ir  shopp i ng  de s i re s .  
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A complete shopping center has all the convenient business functions, 

14 most of the specialty functions, _but fe� if any wholesale functions . 

Al l banks located geographically within the boundaries of the separate  

trade areas were aggregated and treated as  if they were one bank in 

the analysis of the data.  

The basic outline for delineation of the boundar ies of the 

trade areas was developed by the Upper M idwest Research and Develop­

ment Counci I . 1 5  Some minor revisions were made to accomplish the 

objectives of this study. The basic outline was revised to follow 

county lines as nearly as possible. 'Where  this did ·not seem practical, 

the counties were divided among two or more trade areas.  Other re­

visions included : ( 1 )  Union County was assigned to the Vermill ion 

trade area instead of the Sioux City, Iowa trade area to keep within 

the state boundaries, and ( 2 )  Lawrence County, a trade area by 

itself, was combined with the Rapid C ity trade area because of its 

proximity to Rap id C ity and the fewness of bank s  in Lawrence County. 

Some of the data used in this s tudy was available only ·on a 

county basis. When count ies were divided between areas, the data 

was allocated to the trade areas on the basis of township, town, and 

city population of the port ion of the couniy in  the trade area. 

Recognizing that distinct boundaries of the trade areas cannot be 

14 See Append ix A for a graph of .the trade center heirarchy 
for cities in the Upper Midwest . 

15 The Upper Mi dwest Research Counc il, Economic Progress 
Bullet in, September 25, 1 9 6 3. 



drawn, it was presumed that crossing of trade area boundaries woul� 

approximately cancel out this movement. Counties which were divided 

between- trade areas and the percentage of the county population in 

each trade area are indicated in Figure 1. 

Data Collection Methods 

1 3  

A que stionnaire wa s mailed to all main office banks and . some 

of the larger ·branch banks in South Dakota in the spring of 1965. 16 

The questionnaire wa s sent to the executive officer in charge of bank 

operations. · The branch questionnaire was u sed when it wa s retur'ned, 

supplemented by the main office que stionnai�e. If  the branch bank 

did not respond , it wa s assu.med that the policies of the main office 

bank were in effect in the branch. 

There were thirteen que stions on the questionnaire. Each 

question had a specific measurement intent : (1) the banker' s att itude 

toward s  credit extension , o_r .( 2 )  the banks '  credit policies and 

practices. Que stion nu.mber. twelve and thirteen were re sponded to in 

·a manner which did ·not al low quant i fication. 1 7  Part B of que stion 

eleven did not yield usab le answers. 1 8  

16 _ A ·copy of the questionnaire with . cover letters is found in 
Appendix B. 

17 Question · twelve asked for the factors which inf luenced the 
banker' s decision if the collateral for a spec i f ic kind of loan varies 
from borrower to borrower. Que stion thirteen a sked for other service s 
which the bank provided that inf luence economic development and an 
explanation of them. 

18 Part B of question eleven asked , 110rdinarily what per cent 
of the loan (for the kinds of loans listed ) is secured by col latera l ? " ;  
this part wa s  either not answered or it was obvious that the answers 
were not homogeneous. 

2 0 4 3 9 8  �OUTH .DAKOTA STATE UNIVeRSITY LIBRARY 
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The measurement intent_ of questions one, two,· three, four, 

eight, and n ine was to indicate the banker' s attitude towards credi �  

extension. Quest ions f ive, s ix, seven, ten and eleven  measured 

spe ci f ic credit pol icies and how of ten they were used. 

QUes tion number one was : 

The fol lowing is a lis t  of obj ect ives of connnercial  
banks. Please rank them according to their importance 
to your bank (f i rst, second, third ) .  

A. earnings 
B. service to depositors 
C. c�edi t  to the communi ty 

This question was asked to indicate how the bankers view the ir role 

1 5  

in the e conomy of the connnunity. _ While  earni ngs are necessary for a 

bank to survive, the trend of urbanization makes "B" and "C" necessary 

condit ions for survival.  This is especial ly  true for the small town 

bank. It is presumed that i f  0B" or "C" is fulfi l led "A", earnings, 

wil l  automatically result .  However•, i f  earnings is l isted as the 

number one obj ective fulfil lment of "B" or "C" wil l  not automat ical ly 

result. 

QUestion number two was : 

What percentage of your depos i ts and capit� l accounts 
does your bank pre f er to carry as : 

A. cash and due from other banks 
B. liquid earning asse ts 

· C. loans 

This question was asked to est imate how banks prefer· to use the funds 

a t  the i r  disposal. Banks are regulated by the ir  chartering agency, 

federal or state. The reserve requireme nt for national banks ls se t 
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by the Federal Reserve System. The requirement was 12 per cent of 

demand depos its and four per cen� of t i�e-sav ings depos its for country 

banks during the period of th is  study. 19  All banks in  South Dakota 
I 

· are classifi ed as country banks. This reserve must 'be held as cash 

in  the vault or on deposit with the Federal Reserve Bank. State 

banks whi ch are members of the Federal Reserve System must also meet 

this requ irement. Banks chartered by the · state government must have 

17. 5 per cent of all deposits held in 3:eserve ; 40 per cent must be 

he l d  as cash or due from other banks and the remainder may be held as 

secondary reserves.20 Secondary reserves as def ined by South Dakota 

law inc lude United States Bonds, Qn i ted  States C ertificates of 

Indebtedness , United States Treasury Cert i ficates and any other 

ev idence of ob ligation of the Un i ted States Govern.�ent.21 A state bank 

wh ich is a member of the Federal Reserve System must meet both reserve 

requ irements. The cash reserve requirement of the state law is less 

than the Federal Reserve requirement for state-member banks having 

not more than 65  per cent of total de·posits in time-savin:3s accounts. 

Afte r  the rese�ve requirements are met, the bank may elect to 

loan, to buy bonds or securit ies, or to hold extra cash with the 

19 Board of Governors of the Federal Reserve System, Federal 
Reserve Bu lletin , Vol. 5 1, Number 12, Washington, D. C. , December 19 65, 
p. 17 34. 

20 Bank i ng  Department, State of so·uth Dakota, Laws Relating to 
Banks and Bank i ng � Smal l � Companies, Revised 1 959, Chapter 6.04, 
p. 32 . -

21 -�• , p .  3 2  and 33 .  



17 

remainder o f  the funds. Another minor category of assets, bank buildint 

and fixtures, was not considered jn this question. 

Question three had two parts : 

What is the highest ratio of loans-to-depos its with 
which your bank would  fee l comfortable?  

What is the lowest rat io the public shou ld expect of 
a banl< which is doing a good j ob? 

Answers to  this question set the l imits within which the banker prefers 

to  operate. The po�ition of _actual operation wou ld be determined by 

many factors, only  one of · which .is the banker himse l f. It was pr,esumed 

that a banker with a high maximum and minimum re lative to other bankers 

is more apt to  let the other factors determi ne where the level of 

operat i on wi l l  be. A banker with a re lat i ve l y  low maximum and min imum 

would be a more important determining factor in the actual level of 

operation. 

Question four was : 

What ratio between demand depos its and time-savings 
depos its does your bank . prefer to  maintai n? 

Banks regu lated by t_he Federal Reserve System, al l national banks and 

state-member banks, have a lower reserve requirement on time-sav i ngs 

deposits. The four per cent reserve requirement on time-sav i ng  

depos its affects South Dakota's 33  national banks and 2 5  of the 140 

state banks. 22  Time-sav ing depos its were presumed to be  more stable 

than demand deposits. 

· 22  Po l k ' s � Directory, R. L. Polk  & Co. , Nashvi l le ,  
Tennessee, September 1965 .  



These two factors , lower reserve requirement or more stable 

deposits , would allow a bank to extend more credit . If  the bank had 

some time-savings deposits as opposed to a ll ·demand deposits , either 

the reserve requ irement would be l ess , or the present reserves would 

1 8  

be in less danger of  being lost because the deposits were more stable , 

or both effects could be present .  The profits are less on time-savings 

d eposits because a return is earned by the depositor ; b�t the demand 

for .deposits among financ ial institut ions ls high , necessitating the 

paying of a rate of inter�st on depos i ts .  The commercial banking 

system, which can loan up to a multiple given by the reciprocal of the 

reserve requirement as opposed to a one-to-one ratio for other 

financial institution s have the ability to be a greater force in the 

local economy if they control the funds by competing for time-savings 

d eposits. 

Question eight was : 

If  the legitimate demand for loans increased beyond 
your present cap�city , which one or more of these 
methods would your bank use to meet the increased 
demand? 

A : place overlines 
B. make loans from personal funds 
c. encourage deposit transfers to time-savings 
D .  merger or consolidation 
E. sell assets to increase cash hold i ngs 
F. would take no action 
G. others (specify) 

T here are two main reasons by which the loan demand may exceed the 

present capacity of the bank : ( 1 ) lack of cap ital and surplus to 

meet the regulat ion l imit ing the amount loanable to one person to a 

percentage o� these two accounts , or (2) lack of excess reserv es to 

meet the reserve requirement of newly created demand deposits . 



In the first situation , . l ack of capita l and  surp lus, a perma­

nent solution would be to· increas� capit� l  a nd surplus accounts. 
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T hi s  could  be accomplished by a shift of capit�l  funds from undivided 

profits or reserves to these two accounts. This  was not among the 

choices g iven the bankers on  the questio nnaire , but cou ld be listed 

under "G" .  Another permanent solution would be "D", merger or 

consolidation � Temporary so lut i ons which have a limit to  them wou ld 

inc lude placing overlines and making loans from perso nal funds.  

The second situation , lack of excess reserves , could  be solved 

perma nent ly by sel ling assets t o  increase cash ho ldings  or , for a few 

banks ,  encouraging deposit transfers to  time- savi ngs accounts . 

Mergers or co nsolidations might so lve the problem. O verlines and 

loans from personal funds have limits in their abi l ity to  meet excess 

credit dema nds.  

It was presumed that bankers which seek a perma nent solution to  

· thi s problem are more aware of  the importance of  the credit extending 

function of commercia l ba nks .  

Question nine · wa s :  

Which one of the fol lowing l s  most likely  t o  put a 
ceiling on your loan-to- depo�it r�t io? (Please rank 
them first , second , etc . ) 

A.  state or federa l -control  
B .  credit worthiness of  loa n  app l icants 
C. econom ic resources of your community 
D. stockholder contro l · 

Factors "A" and "D" are given to  the banker.  He has l itt le , if  any, 

room for i nterpreta t ion of these contro ls inter ior to the banking 
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system. Factors "B" and "C" are exterior. They rriay be limiting facto_rs 

at th� bankers d i scret i on.· Whether or not these factol;"s are limiti ng . 

depends upon the banker and how he thi nks they _ at fect his loani ng  

ability. 

Quest ions five , six , seven, ten and e leve n  survey some specific 

credit policies. The bankers were asked how ofte n  they used a certain 

practice. The possible responses were : 

A. frequently 
B. occasionally 
C. seldom 
D. rarely 

Question five asked :  

Does your bank encourage the transfer of demand 
deposits to time-savings deposi ts? 

It was presumed that bankers would e ncourage the transfer for two 

reasons : (1 ) to lessen the reserve requirement , or ( 2 ) to compete 

for funds ( savings) which mi ght be lost to another financial institut i on 

if  the transfer was not encouraged. Ei ther reason has an effect on the 

banker ' s ability to make loans. Time- sav ings  depos i ts increase ·the 

stabi 1 i  ty of the depo's_i ts and 'increase the types of loans possible by 

the banl<. 

Question s ix  asked : 

Does your bank actively e ncourage consumer o,r i nstall­
ment loans? 

Installment loans for consumer goods do not' affect the borrower's 

· income earning abil ity;  in reality it  is spending future expected 



income .23 The local merchants may turn over  their  ·inventory at a 

faster rate because of this tyPe of loan. The merchant may also be 
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in a better competitive position with a l arger out-of- town merchant 

which has insta llment p lans avai lab le .  The avai l ab i lity of insta l lment 

credit should increase loca l  economic activity . 

Question seven was : 

Is your bank wil ling to "go out on a limb "  for a 
you�g person who is wi l l ing to s tay or return to 
your community if sufficient credit is avai l ab le? 

South Dakota exports young _educated peop le. The earning power of 

these people is potent ially high . Since South Dakota lacks competitive 

wage scales with much of the nation,. cred it avai labi lity could offset 

some of the wage differences and keep some young, high income potential 

peop le in the state .  

Question ten dealt with management services banl<s perform for 

borrowers or potential borrowers. The question had five parts. 

Which of the fol lowing management services do you 
perform for your borrowers or potential  borrowers? 

A� detailed investigation .of nonprof itab le 
__enterprises of borrowers 

B .  investigat ion of enlargement potentia l 
c.  inve stiga t i on of new enterprise_s 
D. investigat ion of new bus iness 
E. others (specify) 

The mere availability of credit, important as it may be, is not the 

entire impact of a bank 's  cred it policy. The banker ' s  influence as 

23 Consumer goods as used here are nqt goods re lated to a 
vocation but goods used for consumption or enj oyment. 
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the financial leader of the communl ty has an impact· of the economy 

because he often is an advisor. It . was pr_esumed that the bankers are 

l n  a more advantageous position for advising in _ the areas of this 

question than are the borrowers. 

Question 1 1, Part A, asked for the per cent of the banks' loans 

in each of several categories� I t  was expected that an idea could be 

derived of how the loans were divided within the cormnunity and how 

much was loaned for the purchase of capital goods. In answering this 

qu_est lon, the bankers generally grouped their l oans into four gener_al 

categories : 

A. agriculture loans 
B. business loans 
C. installment loans 
D. other loans 

The economy of any corrnnunity will be basically oriented in one 

direction, particularly in small communities which characterizes 

South Dakota. However, if balanced growth is to be attained, the 

credit needs of all segments of the economy will need the at tention 

of . the banker. South. Dakota' s agriculture industry, no doub t, demands 

the bulk of the credit ; but other areas also have credit needs. If 

bankers do not recognize these needs, econom ic_ growth in the corrnnunity 

would be inhibited. 

A trade area loan- to-deposit ratio was compiled from estimates 

of total loans and total deposits of all banks for each trade area. 24 

24 See Appendix C for the estimates of total loans, total 
deposits, and semi- annual loan-to- deposit ratios for each trade area. 
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These data were taken from the December and June ca1 1 · reports. In the 

ca se of the branch
.

banks systems, percentage estimates of the main 

office statement were allotted to the trade areas af fected. These 

e$t lmates and the methods of estimation remain conf ldential with the 

author to protect the operations of individual branches and to protect 

the many people who helped with these estimations who asked to remain 

unknown. 

Computation procedure for the average annual change in per 

capita disposable income for each trade area was : 

1.  compute trade area per capita disposable income 
f rom county estimates of population and per capi�a 
disposable income for each year included in the 
study, 

2. compute the rate of change from year to year from 
the trade area per capita disposab le income 
expressed in percentages for each trade area, 

3. add the rates of change in per capita disposable 
income and divide by the nu�ber of periods (five) 
which equals the average annual rate of change in 
per capita disposable income for each trade area. 

The county population and per capita disposable income data were 

obtained from estimates given in the Sales Management Survey £f 
Buying Power.25 

Scoring the Questionnaire 

The questionnaire was scored for use in statistical anal ysis 

by assigning an arbitrary rank or rating to the - responses, except 

2 5  See Append ix D for the estimates of  population, per 
capita disposable income and annual rates of change for each trade 
area. 



for those which asked for answers. in percentages. 26  · The percentage 

answer s  we re used as given. · Questioq one wc;ts scored b_y as.signing 

24_ 

three points for a first rank, two points for a s�cond rank, and one 

po i nt for a third rank. Questions two, three, four and twelve were 

scored by using the percentages given by the bankers. QUestions five, 

six, seve n, and ten were scored by assigning three points to a 

"frequently" response, two points to "occasional ly", one point to 

" seldom", and zero poi�ts to "rarely". Each method selected in 

question eig ht was given a score of one point. Question n i ne was 

scored by assigning four points to a first rank, three points to a 

second rank, two points to a third rank, and one point to a fourth rank. 

The scored points and percentages were multiplied by the average 

percentage of the trade area total assets which the bank controlled to 

aggregate all ban..�s with i n  a trade area. The questionnaire responses 

were expressed as percentages of the total possib le points or 

. percentages in the statistical analysis. 

Statistical Analysis • 

Frequency distributions were tabulated by trade areas. The 

responses to the questions were not weighted in .the frequency tables 

to emphasize the differences which exist within the trade areas as well 

as between trade areas. 

26 Ferber, Robert arid P. J. Verdoorn, Research Methods in 
Economics & Business, The Macmillan Company, New York 19 62, p. 28 3, 284. 
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The method of analyz i ng the data developed from the questionnaire 

. and the secondary sources was multiple correlation. Three statistical 

models were developed to test the economic model. Relevant variables 

in each model were selected with the use of a computer step-wise 

multiple correlation program. The program selects the independent 

variables which explain the variation in the dependent variable in 

descending order of importance. 

An equation was fitted to the relevant independent variables 

for the fourteen observations (trade areas). Measures of goodness­

of- fit and measures of correlation were used to determine and analyze 

the relevant variables. 

In areas of new research, lacking prior knowledge and lacking 

strong theoretical reasons, the criteria for establishing the level 

of significance are unknown. Hod1es and Lehmann wrote : 

• • •  the reasonable compromise in choosins the 
critical value will depend on the consequences of 
the two errors. However, it also depends on the 
circumstances of the . problem in another way. If 
the null hypothesis is very firmly believed, on 
the basis of · much past experience or  of a well­
verified theo�y, one would not lightly rej ect it 
and hence would tend to use a small � .  On the 
other hand, a larger c<. would be appropriate for 

·testing a null hypothesis about which one is 
highly doubtfu l prior to the experiment. 27  

The ten per cent level of significance was -used in selection of the 

relevant variables. At the ten per cent level of significance, there 

is a ten per cent chance of · rej ecting the hypothes-is tested when it 

27 .Hodges, J. L. , Jr. and E. L. Lehmann, Basic Concepts 2!_ 
Probability � Statistics , Holden-Day, Inc. , San Francisco 19 64, 
p .  32 6.  
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ls true. The probability of accepting the hypothesis when it ls false 

is unknown, but is decreased when a hi?her level of  significance is 

used. 

Where there is little or no basis for selecting a particular 

level of s ign i f icance, such as the traditional five or one per cent 

levels, the researcher is allowed some leeway in selecting the level 

·o f  significance . It rema ins for the reader to ·make the final decision 

as to significance with the information provided . 
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CHAPTER IV 

SUMMARY OF THE QUEST IONNAIRE RESPONSES 

A questionnaire was mailed to each of the 169 main office banks 

. in South Dakota and to 2 3  of the 7 3  branches. The ma i n  office banks 

returned 85 per cen� of the que stionnaires ; the branch banks returned 

82 per cent. 28 A copy of ·  the questionnaire with the cover letters 

appears in Appendix B .  

Each o f  the ban!<s i n  Sou th Dakota has a n  attitude towards credit 

extension a nd has credit policies which are undoubtedly d ifferent in 

some manner from any other bank in the state. There are, however, some · 

similarities among banks. In establishing the norms of South Dakota 

bankers concerning credit, ind ividual banks instead of the composite 

trade area banker attitud es and po licies were compared. The banks 

which responded to  the questionna .ire were presumed to be represe ntative 

of the· spec trum of attitudes of al 1 banks in South Dakota. 

The- bankers were quest i oned on seven areas which indicate their 

attitud e  towards credit extens i o n. These attitudes influence what  the 

actual loan-to-depo sit rat i o  is. The seven attitude areas were : 

1 .  obj ective of a commercial bank 
2 .  investme nt of funds 

28  See Appendix E for a breakdown by trade area of  the 
number o f  questionnaires sent out and ret

.
urned. 



- 3 .. maximum loan-to-deposit ratio 
4. minimum loan- to-deposit ratio 
5 .  time- saving s deposit to total deposit ratio 
6. methods of increas i ng  ' loaning ability 
7 .  factors limi_ting loaning ability. 

The attitude on bank obj ectives was measured in question one. 

the banker had three obj ectives to rank : 

1 .  earning s 
2. service to depositors 
3. credit to the corrnnunity 

Six combinations were pos sible in the first, second, third ranking s. 

The most frequent response wa s ranking _ the deposit function Or st, 

credit to the community second, and earning s third . This response 

occurred on 32. 9 per cent of the responses. The number of banks by 

trade area respond.ing to the six possible combinations is presented 

· in Table F. 1 of Append ix F. 

Of .particular interest for this study is the rank i ng  of the 

credit function. State-wide, 1 2.9 per cent of the banker s ranked 
. . . 

. credit as the number one obj ective, 3 6.8 per cent ranked it  second, 

and 47 . 7 per_ cent ranked it as the least important of .the three 

obj ectives. The obj ectives_ were ranked equal on 2 .  6 per cent of the 

responses. The ranking of the cred i t  to the community obj ective l s  

g iven by trade areas in Table F.2 of Appendix F. 
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Question two asked the bankers to list the preferred investment 

of deposits and capital accounts. The three inves tment possibilities 

were: 

1. cash and d ue from other banks  
2 .  l i quid  earning as sets 
3. loans. 
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Whi le not a ll b onds are liquid earning asset s ,  the question forced the 

bankers to answer that portion of the _ quest ion a s  if they lrere .  The 

most frequent response to the percentage of cash � nd due from other 

banks was in the 1 1  to  20 per cent range . Thi s occurred on 6 6  per cent 

of the response s. The 31 to 40 per cent range wa s the mo st frequent 

response to liquid earning assets occurring on 47 per ce nt of the 

responses. The percentage of · loans preferred ·occurr i ng most frequent ly 

was in  the 4 1  to 50 per cent range. Th is  occurred on 49 per cent of 

the re sponse s. Clo sely matched for �he second mos t  freque n t  response . 

range were the 5 1  to 60 and 3 1  to 40 per cent ranges, 2 2 . 5 and 20 . 4  

per cent respective ly. 

The weighted averages  for the fourteen areas were : cash and 

due from other banks,  1 5 . 9 per cent ; l iquid earning asse t s , 32 . 0  per 

ce.nt ; and loans , 5 1 . 9  per cent. The number of banks in the trade 

areas grouped by deciles for the three categories  i s  presented in 

Tab les  F . 3 ,  F . 4 ,  and F. 5 of Appendix F. 

The maximum loan.to-deposit ratio with which the banker would 

feel comfortable and the . mi nimum loan-to-deposit ratio the public 

should expect of a bank doing a good j ob are prese nted in  Tables F . 6 

and F. 7 respectively of Appendix F.  The maximum l imit preferred by 

38. 1 per cent of the banker s wa.s the 5 1  to  60  per cent range . Second 

most frequent was the 4 1  to 50  per cent range  occurr i ng  on 30 . 6 per 

cent of the response s .  The m inimum range within which the most 

response s ·fell wa s the 3 1  to 40 per cent range occurri ng on 49. 7 per 

cent of the responses. In second place was the 4 1  to 50 per cent 



·range, 27 . 2 per cent o f  the responses. The weighted a�erag.e maximum 

loan- to-deposit ratio for the trade areas was 59 .5'  per cent . The 

weighted average minimum was 43.7 per cent . 
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Question four asked the bankers to indicate the ratio ' o f  

time-savings depos·its to total deposi ts they pre ferred. The 31 to 40 

per cent ra nge was preferred by 5 2. 7 per cent o f  the responding 

bankers. · The second most frequent range was the 4 1  to 50 per cent 

range occurring on 2 3. 3 per cent o f  the responses. The weigh ted 

average for the trade areas was 38. 6 per cent o f  the total deposits 

preferred in time-savings accounts. The results o f  this ques·t lon are 

presented in  Table F. 8 of  Appendix F. 

Seven methods of meeting the demand for loans i f  it increased 

beyond the present capacity were proposed : 

1 .  place overlines 
2 .  make loans from personal funds 
3. encourage deposit transrers to time-savings 
4. merger or consolidation 
5. sell assets to increase cash holdings 
6. would take no action 
7. o thers (speci fy )  

The method selected by a majority o f  the bankers was "place over. 

lines. " An overline is defined as a loan or some portion of a loan 

arranged with a correspondent bank because the or iginating bank does 

not have sufficient capital and surplus to legally carry it . this 

method was selected by 62. 3 per cent of  the total number of methods 

selected. The second most frequent was to "sell assets to increase 

cash holdi�s , "  14. 6 per cent of the total. The number of  banks by 

trade area and the methods selected are g ive_n in Table F. 9 o f  

Appendix F. 



The banker himself makes the decision of what the ce lling on 

the loan-to-deposit ratio will .be. However, the factors which he 

considers most important in this decision regulate what . the ceiling 

will be. The four factors which contribute to setting a ceiling · 

considered in question nine were: 

A. state or federal control 
B. · credit worthiness of loan applicants 
C. economic resources of your community . 
D. stockholder control. 

3 1  

A complete rank i ng  was not often given ; however, most of the responses 

did complete first· and second rank ings. There are twelve first- second 

combina tions possible. The combination ranking "credit worthiness of 

loan applicants" first and "ec.onomic. resources of your- community" 

second occurred on 35.4 per cent of the responses. The reverse of 

this combination was the second most frequent response, on 1 9 . 2 per 

cent of the responses. These combinations are presented in Table F.1 0  

o f  Append ix F. 

These factors may be group�d as those banks ranking first and 

second : 

1 .  the two interior factors 
2 .  the two exter i or factors 
3. an i nterior factor f i rst, an exterior second 
4. an exterior factor first, a"n interior second. 

Factors A and D were considered interior ; B and C ext2 rior. These 

combinations are presented in  Table F.1 1 of Appendix F. The most 

frequent combination wa s the two exter ior. factors occurri ng on 54.6 

per cent of the responses. The number of banks ranking each of the 
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. factors first is also given in Table F.1 1 .  Credit worthiness of loan 

applicants was ranked first most frequ�ntly, _on 46.8 per cent of the 

responses. 

Summariz i ng the banker' s  attitude towards credit extension, the 

bankers do not rank extending credit to the community as the main 

obj ective of connnercial banks. Therefore , they do not prefer to loan 

more than half of their funds. There is not widespread agreement of 

what the comfortable maximum loan-to-deposit ratio is. There is 

slightly more agreement of Yt'hat mi nimum loan-to-deposit ratio should 

be expected of a bank doing a good j ob ;  but it is an ineffective 

minimum as the banks are operating pres.ently closer to the maximum. 

Credit worthiness of loan applicants is most apt to put a ceili ng on 

loaning abili ty, but if the legitimate demand for loans exceeds present 

capacity a permanent solution is not apt to be selected to meet the 

excess demand. 

Five questions were asked about specific credi t  policies and 

practices. The general areas of the quest'ions were : 

1 .  encouraging· �he transfer of deposits from demand 
to time-savings accounts 

2 .  extending credit to young people to keep them i n  
the community 

3. encouraging i nstallment loans 
4. performance of management services for borrowers 

or potential borrowers 
5. · how the total amount of credit extended is. 

divided among the segments of the economy. 

Numbers one, two , and three affect  the amount of money the bank can or 

is  willing · to loan. Number four affects the credit worthiness of the · 
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bor�owers. The bankers recognition of the tota l  community credit needs 

is reflected in number five a nd af fects the amount· of credit extended. 

Questions five, six, seven, and the five parts of ten referred 

to specific practices ; the bankers were asked how often they ' used them. 

The possib le responses were : 

1.  frequently 
2. occasionally 
3. seldom 
4. rarely. 

The most frequent response to the question of how of ten the transfer 

of de-posits from demand to time� savings was encouraged was 0occasion­

ally." This response was selected by 45.1 per cent of the bankers. 

The data are presented in Table· F. 1 2  of Appendix F. "Frequently" wa s 

selected by 67 .1 per cent of the bankers when asked how often · they 

encouraged installment loans. The number of banks and their selections 

are given in Table F.1 3  of Appendix F. The extension of  credit to 

young people to keep them in or bring them back to the conununity was a 

· policy questioned. The most frequent response "occasionally" occurring 

on 56. 1 per cent of_ the responses. The resp.onses are presented in 

Table F.14 _ of Appendix F. 

The five area s of management services included in question ten 

we re :  

1 .  detailed investiga tion o f  nonprofitable enterprises 
2. investigation of enlargement poten t i al 
3. investiga tion of  new enterprises 
4. investiga tion of new business 
5. others ( spec i fy ) .  

Part one i s  prese nted in  Table F.1 5 o f  Appendix F. "Occasionally" was 

the mos t  fre quent response occurring on 4 6.3 per cent of  the responses . 
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Part two i s  g iven in Table F. 1 6  of Append i x  F. "Occasionally" was the 

most frequent response, on 50.·0 per ce_nt of the responses ; "frequentl y" 

was next wi th 39. 1 per cent of the re sponse s. Par� three is presented 

in Table F. 1 7  of Appendix F. The response most frequent was 

"occasional l y" occurring on 49. 7 per cent of the responses. Part four 

l s  given in Table F. 1 8  of  Append ix F. The most frequent response was 

"frequently" occurr i ng on 4 7. 8  per cent of the · responses. 

Part five of quest ion ten asked of the bankers for any other 

management service they performed . F i fteen banks 1 i s·ted some other 

services . The services l i sted were : 

Advice on new farmifl.3 techni.ques 
Chall8es in farmi ng and feed ing methods 
Record keeping 
Advice on overall debt management 
Adv ice about marke t and opera ting factors 
Assistance in feeder catt le purchases 
Looking for the r ight young man to buy out the 

bus i ness of an o lder man ready to retire or sell 
He lping bus inesses which have · extended credit 
Provid ing financ ial ajd for needed communi ty proj ects. 

The number of b anks by trade areas are. given in Table F. 19 of 

Append ix  F. 

The bankers generally grouped the ir loans into four general 

ca tegor ies. They were : 

Loan cat'e6ory Most freguent deci le Percentage of 
responses 

Agr icultural loans 6 1-70  per cent 22 . 4 
Bus iness loans 0- 10  per cent 6 1 . 2  
Instal lment loans 0- 10  per cent 7 5. 0  
Other loans 0- 1 0  per cent 38. 9 

the 



The "other loans" category i s  comprised mostly of �ity real e state. 

The complete responses are pre sented i.n Table s F. 20 of Appendix F� 

The we ighted average s  for the trade areas were : 

Agr icultural loans 54 . 9  per cent 
Bus ine ss loans 14� 7 per cent 
Installment loans 10. 9 per cent 
Other loans  18 . 2 per cent 
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SUnnnar i zi ng the credit policie s  and prac;:tice s, it is  difficult 

to ascertain whether the bankers were report ing their actual po lic ies  

or reporting their opinion of the conventional w i sdom o f  banking . 

The conventional wisdom of banl< ing is stronge st i n  regard to the 

bank.' s connection with agriculture. The f ollowing excerpt from How 

Banks Help illustrates thi s  • 

• • • today' s relati onship betwee n  banlcing and agriculture, 
while basically financial, is by no means entirely so . It 
is, in fact, one of the mo st unusual, intimate connections 
i n  the business world. The banker in hundreds of com­
munitie s is better known to the farmer than i s  the 
machinery sale sman, not because the bank is always at 
h i s elbow seeking bus iness, but because it helps him 
in many other ways .  Example s of  this extra-curricular 
service are well worth reporting as a part of the 
how-banks-help story. 

Banks help on the farm in so many ways that this report 
can be only a sampli ng .  They buy farm machinery and 
lend it  to farmers. They introduce new cr�ps, encourage 
farmer s  to change from, say, cattle or· sheep. They 
take a lively intere st in youth proj ects. 

Banks bring industrie s to districts where a·5riculture 
i s  a dyin,g bus iness. They aid in Main Street · face­
lift ing • • •  29 

There is some suppor t  for the view that the bankers reported 

the conventional wisdom. Sixty-seven per ce nt of the banker s  said 

29 Cooley, John L. , How Banks Helo, The Amer i can Bankers 
Associati on, New York 19 62, P.34, 35,� 
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they "frequently" encourage d Installment loans, ye� 7 5. 0 per cent said 

they had les s  than ten per cent of the i r  total loans in . installment 

loans. 
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CHAPTER V 

STATISTICAL MODELS 

Multiple correlation models were used because they serve the 

obj ectives of determini ng  the nature and the extent of the relation-· 

ships i nvolved in th is  study. Each trade area contri buted one 

observati on to the models. The distr ibut ion of the variables was 

asstL�ed normal and the variance equal. The error term was assumed 

i ndependent and normal ly distributed in al l models. 

Model One 

A functi on was hypothesi zed to describe the relat ionship 

between credit polic ies and the average annual rate of change in 

per capita d i sposable income. The cred i t  policies were developed 

from the questionnaire and from secondary data. The hypothesi zed 

functi on was : 

Y • f (Xi ) 

where Y = average annual rate of change in per capita disposab le 

i ncome (dependent variable) and Xi = measures of credit policies 

(independent variables) .  The measures of  credi t  po licies i nitially 



cons idered wer e :  

X1 -= frequency of encouraging deposit transfers to 
time-saving 

X2 a frequency of  encouraging installment loans 
X3 a frequency of "going out on a limb" for a young 

borrower 
Xt., = frequency of i nvestigating no·n-pro_fitable . . 

e nterprises 
X5 a frequency of investigating enlargement potential 
X6 = . fre quency of investigation of new e nterprises 
X7 = frequency of investigation of new businesses 
Xg = frequency of using other manageme nt services 

for borr owers 
Xg • average loan-to-deposit ·rati o ,  1960 - 19 65 . 30 

The variab les used in the final equation were x3 , x4 , x5
, and x9 • 
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The dependent variable was hYPothes i zed to be a - linear function 

of independe nt variables x3 and Xg and a quadratic function of 

var iables x4 and x5 • Variab les x4 and x5 are measures of management 

service which wou ld  invo lve a large amount of time if  each were used 

frequently ; therefore , there is a degree beyond which the bank cannot 

use these methods without detracting from some other aspect of banking. 

The hypothesized equation was : 

The es·t -imated equation was : 

Y a  . 8029 2  - . 20330X3 - . 61 582X4 - 1. 322 58X�  + . 16887X9 . (. 08404) (. 329 60 ) (. 45 88 1) �  ( . 08743) 

+ . 38418X4
2 + . 96802X5

2 

(. 2 17 24) ( . 33383) 

The· standard error of est imate, s ,  is in parentheses. 

30 _ See Appendix �, Table G. l ,  for the va lues of these variables. 



Testing the hYPothes is that the coeff icients are .not s lgn lfi-· 

cant ly different from zero , the .null hypothes is is written 

The formula for t esting the null hypothesis is : 

where t c • computed t value 
b • coeffic i ent of independent var iables 
c • coefficient of independent var iables squared 
s • standard error of the estimate 

The computed t values for the variables ��re :  

X3 • 2.42 
X/+ • 1.87 

x5 • 2.88 
x
2 

• 1. 93 
X 4 • 1. 7 7  
x25 • 2. 90 

Compare the computed t to the tabular t value of Student ' s  t-test 

table with N - 1 - 13 degrees o f  freedom (where N .  the number of 

observat ions ) to determine whether to accept or rej ect the hyPoth­

es is. If the computed t is larger _than the t abular t ,  the hyPoth­

es ls is -rej ected ; i f  smaller , the hypothesis is accepted. The tab­

ular t valu� at the ten per cent level of sign i ficance is 1. 7 7 ;  at 

the five per cent level o f  significance i t  is 2. 16. Therefore ,  the 

hypothes is that b - 0 is rej ected at the ten per cent level for a ll 

var iables ; but at the f ive per cerit level it would be rej e�ted only 

for variables X3 , XS , and X52 • 

The non-linear coe fficient of  determin ation, R2 , ls the 

percentage o f  variat ion explained in the dependent variable by the 

39 
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independent variables (R2 x 1 00 . percentage). The coefficient for 

this model was .802 ; that is, 80. 2 per .cent of the variation was 

explained. The test of significance for the coefficient of determi na­

tion is : 3 1  

.802 

F � -6- • 4 . 7 2 6  
1-. 802 

This test determines whether R2 is significantly different from zero 

at n1 a 6 and � = 8 degrees of freedom (where n1 a the number of 

constants minus one and n2 = the number of observations m inus n1 ) .  The 

tabul ar F value at the five per cent leve l of sig nif i cance is 3. 58. 

The coeffic ient of determination is · significantly different from zero 

at the five per cent level. 

Model T�o 

The second mult iple correlation model was concerned w ith the 

average loan-to- depos it ratio, 1 9 60-1 965_, and the banker•  s att i tude 

towards credit extension • . It was hypothes i ze d  that the loan-to-deposit 

ratio �as a function of vaFious banker attitudes :  

whe·re Y is  the average annual loan-to-deposit rat io, 1 9 60- 1 9 6 5, and 

x1 i s  measure _of ban!:<er 1 s _ attitude towards credit extens ion. 

31 Croxton, Frederick E.  and Dudley J.  Cowden, Applied General 
Statistics, Prentice Hal l, Inc. , Englewood s  C liff s, ·N.J. 1 9 j 5, p. 7 29.  



The following variab les were initially considered : 

Xa 

X9 

X10 

Xu 

X12 

X13 

X14 

X15 

X16  

ranking of credit t o  the connnuni ty as a n  objective 
of commercial banks 
percentage of depos its and capital accounts 
preferred held as loans 
mi nimum loan-to-deposit ratio to be doing a 
good j ob in the community 
percentage of total depos its preferred held in 
t ime-saving accounts 
rankin� of state or federal control as a loan 
l imiting factor 
ranking of credi t  worthiness of loan applicants 
as ·a loan limitit\3 factor 
rank ing of economic resources of your coIIllllUnity 
as a loan limiting factor 
ranking of stQckho lder control as a loan limiting 
factor 
s.e -lection of "place over! ines" .to meet increased 

. credit demands 
selection of "loan fron:i personal funds" to 
meet increased credit demands 
selecti on  of "deposit transfers to t ime:..saving" 
·to meet increased cred i t  demands 
se lee t i  on of "merger or con so 1i da t ion" to meet 
increased credit demands 
selection of "selli n:5 assets to increase cash 
hol d i ngs" to meet increased credit demands 
select ion  of "would take · no action" when there 
is increased demand for cred it 
selecti on of "other :methods" to meet increased 
credit demands 
maximum loan-to-deposit ratio w i th which the 
banker would ·be comfortable with. 32 

-
The . dependent variab le , Y, was hypothesi zed to be a linear 

4 1  

function of the independe nt variables, Xi. The hyp_othesized equation 

of the re l evant var iables was : 

32 see Append ix G, Table  G . 2, for the scores of these 
variables. 
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The estimated equation was : 

Y • - 65. 07 7 88 + . 37246X2 + , 1 3 37 3XS + . 1 21 83X8 + . 57 639x10  . (. 14995) ( . 02958 ) ( . 0 37 1 1 ) . ( . 07 7 8 2) 

+ 1 . 36338Xl6 
(.1 6278 ) 

The standard error of estimate is in parentheses. Results of the 

t-test -were :  

X2 tc C 2. 48 
X5 tc C 4 . 52 

. 8 tc a 3. 28 
X1 0 tc m 7 . 41 

X1 6 -- t 
C 

a 8. 37 

The tabular t value at the five per cent level of significance is 

2 . 1 6 ;  at the one per cent level the value is 3.0 1 . A l l  variables 

were significantly different from zero at the five or one pe� cent 

·1 evel. 

The coefficient of determination, R2 , was . 965. The test of 

significance for R2 was : 3 3  

. 965 
F a � c 44.1 14 

1-:-9 65 

The coeffic i ent i s  highly signi ficantly d ifferent from zero at . the 

one per cent level of s ignificance. The tabular F at five and nine 

degrees of freedom is 6. 06 at the one per cent level. 

Model Three 

The third multiple correlation model was used to determine 

which sec tor of the local economy had the most effect on total 

\ 33 Cowden, .22• .£..!!. , p. 7 '34. 
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disposable income when loans were made to that sector of the economy. 

The variables considered in the model were : 

where 

Y , = total disposable income (dependent) 
X1 = estimate of total loans to agriculture 
x2 = estimate of total loans to business 
X3 = estimate of total loans _for installment loans 
� = estimate of total loans for city real estate34 

These estimates were based on the percentages reported on the 

questionnaire and the estimates· of total loans by trade areas averaged . 

over the five year period, 1 9 60-1965 .  

The hypothesized equation was : 

The estimated equation in logarithmic form was : 

Y = 2 . 7 8942 + . 31481 X1 + . 3 14 1 0X2 - . 00909X3 
( . 14 6 1 6) (. 08 522) ( . 1 1588) 

+ . 3321 3X4 
(. 1 0736 )  

The standard error of estimate are in parentheses. 

·the t-test results were : 

x1 - tc = 2 . 1 5 
X2 - tc = 3. 69 
x3 - tc = 0. 0 8  

x4 - tc .. 3. 09 

The tabular t value at 13 degrees of freedom at the five per cent 

level of sig nif icance is 2. 1 6 ;  at the ten per cent level 1 . 7 7 .  

34 see Appendix G, Table G. 3 for the values of these variables. 



Var iables x2 and Xt. were signif icant l y  d i fferent from zero at the 

f ive per cent l evel and var ia hle x1 was signif ica nt at the ten per 

cent level . 

The coeff icient of determinat i on, R2, was . 9 72 .  The test of 

s ignif icance was : 35 

• 9 7 2  
F = -4- c 78. 110 

1- . 97 2 

The tabu lar F va lue at four and ten degrees of freedom is 5. 99 a t  

the one per cent leve l  of s ignif icance. The coeff ic ient of 

determination is h ighly s ignif icantly d ifferent from zero at the 

one per cent leve l. 

35 Croxton, .2£• .£..!!. , p .  7 34 . 
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CHAPTER VI-

INTERPRETATION OF THE CORRELATION MODELS 

The purpose of  model one was to establish the relationship 

_ between average annual per capi ta disposable income change, the 

dependent var iable , and measures of bank credi t po licies, the 

independent var iables. The estimating equation d i d  not agree in 

all cases wi th the hypothesized relationship of the relevant 

variab les with the dependent variable. 

Variable Xg, the· average semi-annual l oan-to-deposi t rat lo  

1960- 1965, was hypothesi zed to be linearly and · pos i tively  re.lated 

. with the dependent variable. Bank credi t affe cts investment · 

(capital purchases ) in the communi ty by ( 1 )  making direct loans to 

capital purchasers and (2 ) making loans for consump tion goods which 

induce investment. The percentage . of total l oans in e ach trade area 

use-d fo-r cap ital purchases - was presumed equal. 3 6  I f  the perce ntage 

of total loans ls equal the effect of loans on growth in per capita 

d isposable income is determined by the total l oans.  The loa n- to. 

depos i t ratio is a measure of total loans relative to  the loaning 

base of  the trade area banks. 

36 An attemp t  to distinguish be tween capital and consump tion 
loans · wa s  not possible from question eleven of the question naire 
be:cause of the normal grouping of mos t of  the responde nts. 
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the loan- to-deposi t variable was significant at  the ten per cent  

level of  significance ; that l s, there i s . a ten per cent ch anc� that 

accepting the loan-to-deposit coefficient as signifi cant ly different 

from zero i s  accepting a fa l se -hypothesi s .  The loan- to-deposit ratio 

in. the five trade areas with the highest average annual rate of change 

In per capita disposab le income was five per cent higher than the five 

trade areas with the lo�est rate of change in per cap i ta disposab le 

income. 54 to 49 per cene • . The data are presented in Table 6 . 1 .  

the other thr.ee relevant credit poli cies were hypoth esi zed to 

be posi t ive ly related to th e dependent variab le  but estimated by the 

equation to be negative . . Variab le X3 , the frequency o_f "going ou t on 

� limb" for a you� borrower was hYPo thesized to be linear ly and 

_ posit ively related to the dependent variable . Variab l e s  Xt. and X5, 

management service variables, were hYPothesi zed to have a quadratic  

relationship wi th th e dependent variable and a maximum would resu l t .  

I t  was presumed that  X4 and X5 could involve a suffi cient amount of 

the banker' s  time that at some point of frequent usage the resul ts 

vould d iminish because oth er- important aspects of banking would be 

neg ,lected . The estimating equation resu lted in a minimum rather th an 

a maximum. 

The exten sion of credit to · young people· in an attemp t to keep 

them in the communi ty normally involves high ri sk loans .  High ri sk 

loans necessitate more li quidity and therefore may reduce the total 

loaning abili ty of the banker.  This is indicated by the negative 



Y:lt 
Trade 
Area 

TABLE 6. 1 

TRA DE AREA PERCENTAGES OF T HE  VAR IABLES USED IN  MODEL ONE 

Banks 
Se lect i ng  
Frequently 

Var iable x3 
Banks 

Se lecting 
Occasiona l ly · 

We ighted** 
Percentage 

Banks 
Selecting 
Frequently 

Variable ¼ 
Banks 

Select ing 
Occasionally 

% (per cent )  (per cent )  (per cent) (per cent )  

Weighted** 
Percentage 

10.0 1 0 1 00 67 25 50  62 
�. 8 5 50 50  80 0 7 5  51  
7 . 9  13  80 20 96  0 1 00 6 7  
7. 2 3 30 70  79 6 0  40 88 
7 .  0 2 50  30 92 29 29 62 . 

-6-:9- - 12- - - - - 25- - - - - - -55 - - - - - - "75- - - - - - 25- - - - - - -55 - - - - - - -61 -
6. 7 14 20 80 7 3  60 40 94 
)./  6 32 55  89 22 48 8 3  
5.4 4 42  5 0  8 0  33 . 4 2  70  

-4-:s- - -9- � - - - 33- - - - - - -62 - - - - - - 78- - - - - - 10- - - - - - -41 - - - - - - -79 -
4. 6 I 38 46  7 2 so 42 8� 
4.6 1 1  50 50  84 50  50 97 
4.0 8 2� 65 7 5  44 . 33 78  
3.8  10  50 50 79  30 60  74 

Average of 
top five 42 54 83 23 59 66 

Average of 
bottom five 40 5 5  7 8  4 1  46 8 3  

Trade Area 
Average 38 5 6  80 33 50 7 5  

(continued on next p_age) __ 



TABLE 6. 1 (Continued ) 
( 

TRADE A REA PERCENTAGES OF THE VAR IABLES USED I N  MODEL ONE 

Y,'r 
Trade 
Area 

Banks 
Selecting 
Frequently 

Variab le x5 
Banks 

Selecting 
Occas iona l ly 

Weighted">'rlt 
Percentage 

Variable Xg 

Average Semi-Annual 
Loan- to- Deposi t Ratio 

(per cent )  (per cent ) (per cent) 
10. 0 1 0 7 5 54 5 5 

9.  8 5 2 5  7 5  82  62  
7 . �  13  100 1 0 100 40 
7 • 2 3 40 60 80 5 7 
7 . 0  2 20 50 4 6  · 5 6  -6-:9- - . - - 12- - - � - - - - 26- - - - - - - - 58- - - - - - - - 54- - - - - - - - - - -

5
2 - - - -

6. 7 · 14 20 80  7 3  5 5  
) • 7 6 4 0  60 8 Y  . 5 3 
5 . 4  4 li.2 42 . 62 5 6  -4-;a- - - - -9- - - - - - - - 44- - - - - - - - -z;.4- - - - - - - - 83- - - - - - - - - - -52 - - - -
4. 6 7 42 58 80 52 
4. 6 1 1  50 50 84 50 
4. 0 8 39 39 7 7  4 2 
3. 8 10 60 30 82 5 1  

Average of 
top five 37 52 72  54 

Average of 
bottom five 47 44 8 1  49 

Trade area 
average 40 51 75 5 2  

-Ir Y is average annual chan._�e in  per capita disposable income in  percentages ,  1960 through 1965. 
,'t'lt We ighted by the s i ze of the bank �s i ng  the scoring system described previously. 

.pi. 
00 
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partial correlat i on coefficient of - . 1 84 between extending credit t o  

young people and the loan- to- deposit ratio. Linear partial correla­

tion coefficients are presented in Table 6. 2. Despite the negative 

c oefficient estimated in the equat i on, the partial correlation 

between x3 and Y ( Y  = the dependent variable) with the effects of the 

other independent vari ables held constant is positive. The effect of 

high risk loans on the total loaning of the bank proh i bit s a more 

positive ef fect on the r� te of change of per capita disposable income. 

Bankers are _ n ot necessar i ly more capable farm managers than 

their borrowers but in cases where a borrower has an unprofitable 

enterpr i se wh ile other farmers w i th the · same enterprise are profit i ng, 

an investigation by the banker should be beneficial t o  the borrower. 

·Th i s  policy should also affect the bank favorably by making the 

borrower a bet ter credit r i sk.  The est imating equation developed a 

dif ferent hypothes i s. The more frequent fy this policy is u sed, the 

les s  likely the rate of change in per capita disposable income will be 

high. Assuming the banker can contribute somethi ng t o  the borrower 

from such an inve stigation t the resulting negat ive correlat i on is not 

logical. However, if the bankers responded to  the question i n  such a 

manner to reflect the i r  opportun i t ies to  investigate non-profita ble 

enterpri ses, the resu l ting negat- ive relat i onship i s  logical. Low 

income growth areas would be most apt to have the most unprofitable 

enterprises. In th i s  variable there is undoubtedly · some of the 

convent i onal wisd om of banking towards agricultu re s ince enterprise is 

of ten cons i dered an agr i cu l ture _ term not appl ied to other businesses . 



TABLE 6 . 2 

LI NEAR PART IAL CORRELAT ION COEFF I C I E NT S  FOR MODEL ONl� 

Corre l a t ion Re la t ionsh iE Between Var i a b le 
Order* Y & X3 y & . X4 Y & X5 y & Xg X3 & X4 

Zero r Y3 - · •  0 1 0  r Y4 .. - .  602 r YS - • •  25 3 r Y9 • . 408 r 34 • - .  094 

First r Y3 . 4  .. - .  058 rY4 .  3 '!9 - .  604 r Y5 .  3 - - .  2 7 5  r Y9 .  3 = . 4 30 r 34 . 5 ae - • 2 7 9 
rY3.  5 +. 1 1 2  r Y4 .• 5· ·, - .  5 65 rY5 . 4  - • 0 1 7  r Y9 . 4 • • 37 2 r 34 . 9 ,. - • 1 60 - .., -

rY3.  9 = . 147 r Y4 .  9 m • •  5 84 r YS .  9 a - • 1 0 3  r Y9 .  5 • • 34 5 

Se.cond r Y3 . 45 .. • •  057  rY4 .  35 - - •  5 59 r YS .  34 = • 0 1 0  ryg _ - 34 e • 37 3 r 34 .  59. - • 289 
rY3. 49 - +. 067 r Y4 .  39 - - . 574 rYS . 39 a • •  497 r Y9 . 35  a • 37 2 
r Y3. 59 - • 1 8 3  rY4 .  59 - .. .  58·9 r YS . 49 - . • 1 39 r Y9 . 4 5 • • 394 

th i rd · rYJ.  459 • • 017 r Y4 .  �59 • - • 57 0 r YS .  349 • • .  1 24 r Y9 .  34 5 • • 39 0 
corr;"1';tTo'ii - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

Order . X3 & X5 X3 & X9 X4 & X5 ¾ & X9 X5 & X9 

Zero r35  - ., 36 1  r 39 = - . 290 r45 ... . 400 r49 =- . 1 94 r 5 9  ar - . 4 10  

F i rst  r35 . 4  = +. 4 37 r 39 . 4  - - . 3 1 5  r4 5 . 3 Ill:! . 467  r49 . 3 =- . 2 32 r59 . 3 .,,, - • 34 2 
r35 . 9  C . 27 7  r 39 . 5 Ill - . 1 67 r4 5 . 9 ,. • 358  r49 . 5 =- . 036 rSY . 4  a .• •  369 

Second r 35 . 49 a • 363  r 39 . 45 ... - . 184 r4 5 . J9 m . 4 24 r49 . 35 .... . 087 r 5 9 .  44 = .•· • 2 7 1 

,'i The correla tion order refers to the number .of variable s held cons tant , l. e .  rY3 .459 l s · the 
corre lat ion be tween var iable s Y and X3 w i th Xt+,  X5 , and x

9 
he l d  constant or e l imi na ted . 

U1 
0 
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.var iable X5,_ investigati ng enlargement poteJ1tial, received much 

support from the bankers but the re l ationship ·( linear ) between this 

variable and the dependent variable was estimated to be negative. 0 ' 

Enlargement of a firm wou ld  genera lly invol ve .capital purchases which 

would require borrowing to make the purchases .  These loans would not 

necessari ly be high r isk loans ; therefore, they should not restrict the 

loanine abi lity of the bank. The linear relat ionship between x5 and -

Xg (loan-to-depos it ratio) is negative indicating that when this 

policy is used it has a di m i nish ing effect on the loan-to-depos it  

ratio. There is  evidence that the bankers are not using this policy 

as frequently as they responded they _ were. This po licy was used 

"frequently" or "occasionally" by 9 1  per cent of the bankers responding 

to this question. If this was the case, there should be a positive 

relationship with the loan-to-deposit ratio instead of negati ve. 

The effect of the pol icy variables, except the loan-to-deposit 

·ratio variab le , will not be consistent with the theory if the policies 

are not cons istent ly used .or if  they are used only when it becomes 

evident· that the. corrmuni ty ls econom ically stagnant. If such is the 

case, these pol ic ies will be used more frequently in the low per 

capita d isposable income annual change areas. Even though the policies 

may be successful i n  adding to change i n  per cap ita income, the results 

might not compare to other trade areas. The effects of these policies 

are long-run effects, not necessarily evident unless cons istently used. 
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Model - Two 

The attitudes of  the bankers whi�h det�rmine the loan� to­

deposit ratio have an indirect ef fect on the rate oe change in per 

capita disposable income if the hypothesis that the loan- to-deposit 

ratio is a factor in economic growth is accepted. Measures of banker 

attitude towards cred i t  extension were correlated with the . loan- to­

deposit ratio in model two. Several at titude measures developed from 

the questionnaire were initially considered in the model. Five of the 

sixteen variables were sign i ficant at the five per cent level of 

significance : 

percentage of deposit s- and capital accounts 
preferred held as loans 
ranking of state or federal control as a loan 
limiting factor 
ranking of stockholder control a s  a l oan 
lim i ting factor 
selection of "loan from persona l funds" 
to meet increased credit demands 
maximum loan- to- deposit ·ratio with which the 
banker would be .comfortable. 

Variable X2 was hypothesized to be  positively related to the 

average_ semi-annual loan- t_o-deposit ratio. Bankers have two 

al ternatives for the use of cash af ter the legal reserves have been 

met : ( 1) hold idle cash , or ( 2) use the cash to back deposits created 

by buying bonds and securit ies or by making loans. Buying bonds and 

securities generally sends the deposits out side of  the local connnunity. 

Banks located in slow income growth areas need to keep the deposits 

in  the local corrununity by mak i ng loans to .local re sidents. The 

. bankers must  also be concerned with liquidity to protect the 
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depositors and be concerned with the investment portfolio to  earn a 

prof i t  for the stockholders. Loans are· normally the more profitable 

investment but also more risky. Some bonds a nd securities are needed 

for liqu i dity but each individual banker has � substantial range of 

operation. The banker' s  attitude towards liquidity reflected in his 

choice between bonds and securities or loans was s ignificantly 

different from zero at the five per cent level as a factor in 

determining the loan-to�deposit ratio. The partial correlation 

between x2 and the -dependent var iable of model two was . 7 59  but was 

slightly less with the effects of the other independent var iables 

held constant. Table 6.3 presents the partial correlations. 

Bankers were asked to rank four factors which put a ceiling 

on their loan- to-deposit ratio i n  order of importance to their bank . 

The . four factors were ( 1 )  state or federal control, (2)  credit 

worth i ness of loan applicants, ( 3) economic r esources of your 

connnunity, and ( 4) stockholder control. - The first and fourth factor, 

var iables x5 and Xs respectively were not the factors the majority 

of the bankers ranked f i rsc or second; but they were significantly and 

positively correlated with the loan-to-deposit ratio. Variable x5 was 

ranked first· by  24 per cent of the bankers and variable x8 was ranked 

first by ten per cent. The weighted percentage based on the 4 ,  3, 2, 

1 scoring system for first, second, third, and f-ourth rankings 

indicates that some of the larger banks ranked these two factors higher 

than the other banks did. 



TABLE 6. 3  

PARTIAL CORRELATiON COEFFI CI ENTS OF Mom:L TWO 

Corre lat ion Re lat i onshiE Between Var i ab l e s* 
Order y & X1 y & X2 y & X3 

Zero r Yl - ·• 7 59 r Y2 - .233 rY3 · -

F irst rYl .  2 .,. . 7 5 1  rY2 . 1 • .163  rY3. 1 -

rYl . 3 : . 748 rY2 .  3 : • 346 r Y3. 2 -.. 
rYl , 4  : , 7'9 1 rY2 , 4  • , 209 rY3 , 4  • 
rYl , 5 • . 49 3  rY2 , 5 : • 327 rY3, .5 • 

Second rYl . 2 3 : . 7 1 5  r Y2 . 1 3  • . 149 r Y3.  1 2  • 
rYl . 24 .. . 7 9 2  r Y2 . 14 • ·• 207 rY3. 14 • -
rYl . 2 5 'A , 4)7  r Y2 .  1 5  • • 27 2 rY3 ♦. 1 5  • 
rYl . 34 - . 7 86 rY2 .  34 • • 32 1 rY3 . 24 • -
rYl . 35 • . 427 r Y2 .- 35 'a . 498  r Y3 .  2 5  : 

rYl. 45 - . 740 rY2 . 45 'It . 531  r Y3. 45  • .. 
Third rYl . 2 34  • , 7 66 r Y2 ,  1 34 • ' , 16<.J r Y3. 1 24 • 

r Yl .  2 35 • • . 257  r Y2 .  l 35  ,. • 37 5 rY3. 1 25 .. 

rYl , 245 • · • 7 7 7  rY2. 145 - • 59 6 r Y3. 145 • -· 
rYl , 34 5 'a , 684 rY2.  345 • , 836 r Y3. 24 5  • 

Four th r-Yl . 2 345  : • 667 rY2 . 1 34 5 • · . 849 ' rY3, 1 245 • 
( cont i nued on next 2age ) 

. 20 1  

- . 068 
• 327 
, l �O  
. 287 

. 0 1 2  
-. 128 

. 094 
• 309 
. 41 7  
. 4 1 6  

- . 033 
• 3 1 2  
, 1 67 
• 8 19 

, 860 

y & X4 

r Y4 • - . 20 1  

r Y4 .  l • • 394 
rY4 . 2 • -. 1 7  3 
r:Y4 ,  3 • . , l<JO  
rY4 ,  5 • , 582  

r Y4 . 1 2  : . 4 1 1  
rY4 . 1 3  • . 406  
rY4 . 1 5  • • 7 7 7  
r Y4 .  2 3  • · - . 1 3 3 
rY4 .  2 5  11 • 687 
r Y4 .  35  • . o 36 

r Y4. 1 2 3  • . 4 1 2  
r Y4 . 1 25 'II . 8 7 7  

rY4. 1 35 • • . 784 
r Y4 ,  2 35 'II • 888 

r Y4 ,  1 235 � , 9 66  

Vt � 



Correlat ion 
Order 

Zero 

First 

Second 

Third 

Fourth 

TABLE 6. 3 - ( Cont inued ) 

PARTIAL CORREIATION COEFFIC IENTS OF MODEL TWO 

X & X5 

rYS -· . 7 56 

rY.'.> .  1 : . 484 
rYS .2 - . 7 72 -
rY:i .  3 :a e 7 68 

. rYS .4  - . 839 -
rY5 . 12 : • 5 38 
rYS . 13 - . 487  -
rYS . 14 - . BOO -

rYS .  23 - . 807 -

rY!> .  24 - ·. 884 -

r YJ. 34 - . 864 -

r Y5 . 123 -:. • 599 
rY) . 124 -:. ; • 89 6 
rY5 . 1 34 -:. · . 805 
rY5 . 2 34 - . 962 

rYS . 1234 . :. . • 9 74 

Relat jonshi2 Between Var iables* 
X1 & X2 

r 12 

r 12 . 3 
r 12 .4  
rl2. 5 

r12 .  34 
r l2 . 35 
r12.45  

: .. • 169 

= • 338 
11 .106 
• . 2 1 1  

• • 2 57 

• .456  
: . 188 

rl2 . 345 • .401  

X1 & X3 

rl 3 : • 320 

rl 3 .2  • . 426 
r 13. 4 • • 3 32 
rl 3. S • . 4 30 

rl J .24 � • 318  
r l 3.25 • • 5 72  
r l J.45 • .42 3  

rl 3.  245 -:. • 510 

( �c,11t:��ue�cf �C>!! �llext page J 

Xl & X4 

r 14 a - . 548 

r 14. 2 • - . 5 3 7  
rl4-. 3 • - . 5 33 
rl4. 5 • - . 17 3 

r 14 .  2 3  • • •  527 
r l4 .25  • - . 142 
r l4. 35 • • • 1 5 1  

rl4. 235• - . US2 

Xl & XS 

rl S ■ • 699 

rl 5 . 2  • . 7 0 6  
rl 5 . 3 • • 7 3 1  
rl 5 .4  • • 539 

rl S .2 3  - • • 765 
r 15 .24 • • 554 
r l 5 . 34 • . 587 

rl 5. 234 • · • b53 

VI 
VI 



TABLE 6. 3 · ( Cont inued) 

PARTIAL CORR ELATION COEFFICIENTS O F  MODEL TWO 

Corre lat ion 
Order X2 & X3 

Zero r2 3 a• •  39 3 

F irst r 2 3. 1 a • •  479 

X2 & � 

r 24 -- . 149 

r 24 .  l • - . 068 
r23. 4  = -. 4 10 r 24 . 3 - =�. 196  
r23 . 5 = - . 394 . r 24 . s ' = -. 174 

Second r 2 3. 14 : ,.. 47 5  r 24 . 1 3 = - . 0 1 2  
r23 . 15 =- . 549 r 24. 1 5 = - . 143 
r 2 3. 45 =- .4 17 r 24 .  35  = - .  228 

Th ird r2  3. 145-- . 5 57 r 24 . 1 3Sm • •  1 82 

Relat ionship Retween Var i ables* 

Xi & Xs X3 & X4 X3 & Xs 

r2 5  •+. 02 6  r 34  • - . (>7 8  r 3.'.J • . 0 1 8  

r 25. 1 •- . 1 3 1 r 34 .  1 • . 12 3  · r 35 .  l • - . 303 
r 25. 3 • . 03 6  r 34. 2 •-. 1 50 r 3S. 2  • • 0 3 1  
r 2 5. 4  = -. 094 r 34. 5 =-. 087 r 3j. 4 = - . 043  

r 2 5. 1 3 =-- . 329 r 34. 1 2  • . 103 r 35. 1 2 •-. 42 1  
r 2 5 . 14 =-. 18 1 r 34. 1 5  = - .  0 14 r 35 . 14 • - . 280 
r 2 5 .  34 =-. 1 1 2  r 34 . 25 • -. 1 7 2  r 35. 24 •-. 082 

r25.  1 34= -. 37 1 r 34-. 1 2 5= -. 1 1 1  r 35 . 1 24• - . 423  

* X1 = percentage of deposits and cap i tal accoun ts preferred he ld as loans, x2 
X2 - ranki �� of state or federal control as a loan l im it ing factor , X5 
x3 - rank i ng  of stockholder control as a loan l imit i n� factor , x8 
¾ - se lect ion of " loan ·from persona l funds" to meet i ncreased credit  demands, x1o x5 - maximum loan-to-depos it rat io with whi ch the banker would be comfortab le ,  x1 6  
Y - average semi-annua l  loan-to-depos it rat io, 19 60 through 1Y65 

14 & X5 

r4S • - . 649 

r45. 1 • -. 444 ' 
r4). 2 • -. 6 5 3  
rl+ 5. 3 • -. 6 50 

r45 . 1 2  . _- . 4 58  
r45 . 1 3  • - . 433  
r45_. 2 3  • - .  6 5 6  

r45. 1 2 3�-. 459 

\J1 °' 



Selection of these two variables as the loan limiti ng  factors 

indicates that the banker is  removing his j udgment of credit risks 

57 

and area resources from his loaning pol i cy to an extent. If the 

banker thinks a potenti a l  borrower is a poor credit risk , the borrower 

may not recei ve the opportunities to progress. If the banker thinks 

the resources of the conununi ty are l imi ting growth , the cap i tal 

accumulation and tec_hnological advancement will be restricted to 

those who do not need t_o . borrow. The banker's ideas wi 11 then become 

a reali ty because the resources of the community w ill not grow. The 

banker' s interpretati on of the factors whi ch put a ceiling on the 

loan-to-deposit  ratio were significant factors in determini ng  the 

l oan-to-depos it ratio. Both variables, x5 and x8, have pos iti ve 

correl"ations which increased when the other var iables were held 

co�stant. Table 6.4 presents the partial correlations. 

Variable x10, selecti on. of "loaning from persona!" funds" to 

meet increased credit demands, was one of several methods selected 

to meet increased credit . demands beyond the banks present capacity. 

Almost all the banks selected "place overli nes" as one of the methods , 

but the coeffic ient of this variable was not s ignif i cant. Use of 

"loaning from personal funds" was not a method which was selected 

frequently. 

The coeffic ient estimated for variable x10 by the estimating 

equati on was negative as hypothesi zed. Loaning from personal funds 

has some limits as to the extent it might be used as it was not 

cons i dered ·a· permanent solution_ to meeting increased credit demands. 
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TABLE 6. 4 

T RADE AREA PERCENTAGES OF T HE  VARIABLES USED IN  MODEL TWO 

Banks 
Preferring 
40 or Less 

Banks 
Preferr ing 
4 1  to  60 

� 
Banks 

Preferring 
Over 60 

(per cent)  (per cent) (per cent)  

We ighted'°'* 
Percentage 

Per Cen t  
o f  T ota l 

First Ranks 

�5 

We ighted** 
Percentage 

62 5 0 7 5 2 5 6 2 25 44 
5 7 3 . 3 3 , . 67 0 5 3 2 0 64 
5 6  2 30 I 50 20 48 30 57  
5 6  4 0 100  0 57  50 85  
5 5  . 1 33  0 67  52  25 69 · 
'"5s- - -

14 - - - - - - o - - - - - Too - - - - - - o - - - - - -
ss - - - - - - -

60 - - - - - - -82 -

53  6 30 70  0 . 50  14 48 
'"52

- - - 7 - - - - - -30 - - - - - -60 - - - - - -10 - - - - ·- -52 � - - - - - -31 - - - - - - -76 -

� 2  Y 24 7 6  · 0 5 1  · 17 50 
52 · 12 35 65 0 5 3  20 67 
51  10 . 11  89 . 0 5 1  1 0  42 
50 1 1  0 1 00 0 50  2 5  8 3  
42  8 40  60  0 43  1 1  57 
40 13 20 N 80 0 49 0 39 

Average of 
top five 19 58 22 54 32 64 

Average of 
bottom seven*** 23 7 6  1 50 · 1 6 5·9 

Trade area 
average 20 7 1  9 52  24 62 

(co ntinued on  next page ) 



Per Cent 
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of Tota l 
First Ranks 

TABLE 6. 4 · (Cont inued ) 

TRADE AREA PERCENTAGES OF THE VARIA BLES USED IN  MODEL TWO 

We ighted*,.t 
Percentage 

2f10 
Per Cent 

of 
Methods 

We ighted,b'f 
Percentage 

Banks 
Preferr ing 
40 or Less 

2S1 6 
Banks 

Preferr l ng  
4 1  to  60 

Banks 
Preferring 
Over 60 

(per cent ) (per cent ) (per cent ) 

Weighted** Trade 
Percentage Area 

2 5  10  0 0 0 25 . ·; 5 66 5 
20 65 I 8 10  60 30 59 3 
10 28 18  1 2  0 50 50 62  2 
· 0 26  0 f - 0 0 50 50 6 3 4 
0 44 0 0 0 7 5 2 5 · 6 2 1 - - -o- - -, - - -3-g - - - - o- - - - - - o - - - - - o - - - - -

s
o -. - - - -20 - - - - -62 - - -14 

. 5 -·· . . .  . 5 6  . 20 _ . - . 1 1  22 _ .  65 13 5 8  . 6 - - -8� - - .- -. -48 - - - -2
1 - - - - -19 - - - - - 0 - - .- - -92 - - - - - 8 - - - - -54 - - .- 7 

49 14 8 4 65 
0 27 8 3 () 80 

10 42 · 1 2  1 1 0  50  
2,  . 50  0 0 0 1 00 

6 34 15 1 6 ,, 11 8 3  

20 ) 3  0 0 0 80 

11 46 5 4 · 2 52 

11 43 10 8 4 57 

10 45 8 6 4 68 · 
* Y ls the average semi-annua l loc1n-to-depos it rat io, 19 60 through 1 965. 

31 
20 
40 

0 
6 

20 

4 6  

18  

2 7  

** Weighted by the size of the bank using the scoring system described previous l y. 

59 9 
60 · 12 
62 1 0  
59 1 1  
5 2  8 

5 5  1 3  

· 62 Average -

57  Average 

60 Average 

*** The bottom seven were used because they a l l  had a loan-t.o-deposit ratio of 52  per cent . 
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However, when the effects of the other variables were held - constant, . 

the parti al correlation switches from· ne�ative _to pos it lv�. The 

partial correlation between x10 and the other indepe�dent variables 

was negative In all cases. Bankers who were willing to loan from 

perso-nal funds are more likely to loan out more ·of the bank's funds. 

the maxlJIU.11t1 loan-to-depos i.t -rat io with wich the ba'nker would 

be comfortable was significant at the one per cent level of signifi­

cance . Bankers which responded that they may have a h igh maximum 

loan-to-deposit r atio .and still be comfortable tend to have a high 

· actual loan-to-deposit ratio. It was assumed that as a banker 

approaches h is comfortable maximum he will be more selective in 

mak ing loans.  Therefore, the banker would be less likely to pursue 

pol i cies which would increase the loans or  his loaning ability • . 

Bankers operate at a level somewhere between the maximum arid the 

minimum they feel the public should expect of a b ank doing a good 

job. 37 Both the maximum and minimum will put_ upward pressure on the 

actual loan-to-deposit ratio if they are high. As the minimum is 

approached the banker will b� more aggressive ; the banker will have 

less res istance to increasing the ratio if the maximum is high. 

The average actual loan-to-deposit ratio for the top five 

trade areas was 57 per cent. Thes� five areas had an average 

com.fortab le maximum of 64 per cent. The average actual loan-to. 

deposit ratio for the bottom seven areas was 48 per ce·nt ; the average 

37 Although the m inimum loan-to-deposit r atio, X3, was . not 
s lgni.f lcantly related to the actual loan- to-deposit ratio, it was 
positively  related to the maximum · toan-to-deposit ratio, • 5 14 . 
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maximum was 48 per cent. The bankers with relative ly high maximums 

presumably are �ore . cogni zant of the effect o f  credi t in the community. 

The s ign if icant variables in model tvo explained 9 6. 5  per cent 

of the variat ion in the ac tual (average semi-annua l )  loan-to:dep6si t 

ratio. There ls some duplication o f  measurement in the independent 

variables. Var iables which were not included in the final equation 

·because they were not significantly different from zero or .becaust 

o f  errors o f  omission are to an extent .inc luded in the five variables 

used. Var iables measuring atti tudes are to an extent redundant 

because a tt i tudes are interrelated. 

Model Three 

Model three correlated estimates of the f ive.year average 

_ amount loaned to agriculture, to business, for installment loans, 

and for c i ty real es tate with total disposable income average d  over 

1960 through 19 65. The estimate of total loans to each sector of the 

local economy was based on the per�entage-s reported by th e banks 

which responded to the que-st ionnaire. Total loans and total d isposable 

income were used in model tnree because the assump tion of equal leve ls 

or equa l  changes in the level of resources was relaxed. 

The form of the equation estimated for model three was 

logar i thmic. The logarithmic  for1n was used because the rate of change 

at all levels of total loans is not necessarily constant. 38 When th e 

38 '[he logical form of the equation would be quadratic if more 
and more credit were added to fixed var iables because a satura tion level 
at some point would be reached. This study assumes that increas.i� 
levels of to tal loans wil l increase the leve l  of capital stock. 
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logarithmic equation is estimated, ·the coefficients of x1 are the 

percentage change in the dependent vari able, .total disposable income, 

associated with a one per cent change in one of the independent 

variables. The four independent variables were ( X1) loans to 

agriculture, (X2 ) loans to business, ( X3 ) installme nt loans, and 

(X4) city real estate loans. 

The estimating equation explained 9 7 .2  per cent of the 

variation in total dispo�able income. The coefficient of determination 

was h .ighly significant at the one per cent level of significance. 

Variables x1, x2, and X4 were sig nifica ntly different from zero at 

the ten or five per cent level of significance ; each was positively 

related to the dependent vari able. Variable ¼, installment loans, 

was riot significantly different from zero ; this agrees with. the 

economic theory suggested in this study because installment loans 

would generally be used for consumption rather than investment 

purposes. 

A one per cent change in agriculture loans, or in business 

loans, · or in city real estate loans will result in almost an 

identical effect on total disposable income. The coeff icients of 

· these three variables respectively -were • 3 1 5, • 3 14, and • 3 32. 

Switching loans from one sector to another would not greatly af fect 

total disposable income. However, what is apparently happening in 

·most areas of South Dakota ls that agricu1ture, the �tate' s dominant 

industry, rs being given first choice on bank loans and the other 
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sectors are not considered to merit equal considera,tion. Approximately 

40 per cent of the bankers responding to the questionnaire reporte� 

over 7 0  per cent of their loans are loaned to the agriculture sector. 

If  the bankers are meetinJ their agriculture credit demands and not 

considering the other sectors for additional loaning, the total 

impact of bank loans is not being realized. The estimating equation 

indicates that loani ng to businesses and for city real estate invest­

ment has the same eftect _on total disposable income as agriculture 

does. 
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CHAPTER VI I 

SUMMARY AND CONCLU S I ONS 

Efforts to de velop South Dakota economical l y  have not resulted 

in the state keeping pace with the nation. South Dakota lagged 

behind the nation, both in percentage growth and the absolute leve l  

of per capita income, for the period 19 60 through 1 9 65. Past regional 

growth research has exc l uded bank credit as a re levant factor in the 

models. The purpose of this study was to determine_ the nature of 

the re lationship betwe en bank credit policies and trade area growth. 

The time- period of the study was 1960 through 1965 . The average 

annual rate of change of per capita disposable income was used as an 

index of economic growth. Several measures of bank credit policies 

were developed from a mailed questionnaire and from secondary data • . 

QUestionnaires were mailed to all the ma 1n  of fice banks in South 

Dakota arid to the larger ·branch banks. Additional data wa s collected 

from secondary data on per capita disposab le  i ncome, total loans, 

and total deposits for each bank. The statistical tools of analysis· 

were frequency distributions and multiple correlation models. 

The obj ectives of the study in addition to the mai-n purpose 

were to (1 ) determ i ne relevant attitudes which influence the loan­

to-deposit ratio, and ( 2 )  to discover the . relationship between loaning 

to various sectors of the local economy and t he total disposable 

income. 
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South Dakota bankers, in general, were not cred-it  or ie nted 

during the time per iod of thi s . study. The primary obj ective of 

commercial  bank s was to serve the depositors rather than extend 

cre d i t  to the communi ty. Attitude s  and policies which would  increase 

l oans or loani ng abi lity were not the most frequent re sponses on 

the questionna ire.  The banks, average over the trade areas , are 

operating se ven per cent be low the maximum loan-to- deposit ratio  

wi th which they would  still be comfortable. 

The bankers were i n  gen�ra l  agreement that they often use 

the credit polic i e s  they were asked about. The conve ntional wi sdom 

of banking, particul arly in assoc iat i on with agriculture, is  such 

that they should answer these policy questions as often used. The 

conventional wi sdom of bank ing is undoubtedly ref lected in some of 

the r�sponse s the bankers gave. 

Three models were developed using mu ltiple corre lation to 

determine the nature and degree of the relationship between the 

depende nt var iable and the independent ·variable s of the mode l.  

The models were based on the fourteen trade areas surrounding the 

maj or shoppi ng areas in South Dakota . Mode l s  one and two assumed 

that change s  in the. leve l s  of resource s i n  the trade areas were 

similar. This as sumption wa s relaxed in mode l three .  

Hode l one related credit policies  to the rate of change i n  

per capita d i sposable income . · Several credit po lic i e s  were 

initially cons idered in the model. The s ig nificant variable s were 

dropped from the equati on. The e qua tion was of the second- degree· 
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in form. The dependent variab le was hypothesized to be a linear 

function of "goi  ]:\g out on a limb" for y_ou ng borrowers and the average 

semi-annual loan- to- deposit ratio, and a quadratic function of the 

two mana3ement service for borrowers variables. The e quation 

estimated for this model exp lained 80 per cent of the variation in 

the dependent vari able. 

The average semi-annual loan-to- deposit ratio, 1 9 60 through 

19 65, was significant at _the ten per cent level. The estimated 

coe ffic i ent was positive which ·agreed .with the theory proposed in 

this study. Capital accumul ation, a factor in economic growth, is 

possible  partia lly because banks make loans for capital purchases. 

"Going out on a limb" for young borrowers was hypothesi zed to have a 

posit ive e ffect on rate of change in per capita disposable income. 

The- inf luence of the other independent variables resulted in a 

negative coef ficient ; ho��ver, the partial  corre l ation coefficient 

with the other variables held co nstant was positive. The high risk 

nature of __ loans to young borrowers limits the total loaning and the 

overall e ffect of th i s  type of loan is negligible.  

The manageme nt . service variables, investigation of non­

profitable enterprises and inve stigation on new enterprises for 

borrowers, were hypothesized to be positively related to the 

dependent variab le  up to the point where these methods took too much 

time away from other bank funct ions. The estimating equation 

resulted in a negative slope. These two var i ab les contain the 

influence of the conventi onal wisdom of banki�g as - we l l as be i n3 



67 

measures. of last resort which the banker doe s n ot c onsistently use 

in economical ly stagnant areas • . 

There is a ten per cent chance that accepting the hypothes is 

that the coeff icient of the loan-to-deposit variable is s ignifi cant ly 

d ifferent from zero is accepting a false hyPothes ls. Assuming that 

th i s  chance ls tolerab le , the att itudes wh ich det ermine the l oan-to-

deposit ratio have an indirect impact on the growth of an era . 

Model two related banker attit ude·s with the average semi­

annual loan-to-deposit ratio, 1960 through 1965. Severa l measures 

of banker att itude towards credit were developed from the question­

naire. The loan-to-deposit ratio was hypothe s i zed t o  be  a l inear 

function Qf the attitude measures. The percentage of d eposits .and 

capital accounts p referred he ld as l oans opposed to  bonds or cash 

was a sign ificant var iable . The central idea beh ind this question 

ls the banker's  concern w ith l iquid ity. Four . method s which cou ld put 
. . 

a ce lling on the loan-to-deposit ratio were ranked by the bankers. 

The two factors receiving the lowest ranking·, stat e  or federal 

control and stockholder cont�ol, were posit ively and significan tly 

corre lated with the dependent variable .  These t wo  factors are 

prescr ibed to the banker and not a matter of his j udgment . Bankers 

who attempt to j udge the credit worthine ss  of l oan appl i can ts or 

evaluate the economic resources of the ir  connnunity and use these 

judgments to put a ce i ling on the loan-to-deposit rat io rank state 

or federal control and stockholder contro l as un important factors 
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in putting a cei ling on the loan- to-deposit ratio. The ·areas which 

rank these factors l ow are the areas wh �ch have a low loan-to- deposit 

rat io and also tend ·to have a slow rate of growth. The maximum loan­

to-deposit ratio which the banker would be comfortable with was 

highly significant. Bankers which i�dicated a hig h  maximum have less 

pressure to hold. the line on loaning as the credit demands increase. 

Total l oans to four sectors of the local economy ; agriculture, 

business, installment loans, and city real estate, were correlated 

with total disposab le income in .model three. Installment loans were 

not significant ;  but the other three were. Installment loans do not 

general ly constitute investment. A logarithmic equation was used ; · 

therefore;  the coefficients of the independent variables are the 

percentage change in the dependent variable associated with a one 

per cent change in an independent variable. The coefficients of 

agriculture l oans , business l oans, and city real estate loans were 

almost the same. Loans to these sectors have a similar effect on the 

total disp�sab l e  income. However, if a banker serves only the 

agriculture credit needs and does not consider loans to the other 

sectors, the bankers are not contributing al l they could to the growth 

of the local economy. 

Conclusions 

This study substantiates the hypothesis that commercial bank 

credit policies have an effect on economic growth of the trade areas 

. in South Dakota. The suggestion that ba·nk credit is a local factor 

affecting growth polic ies seems to be valid. Although a higher than 
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normal · significance level was used in the statistical ana lysis which 

increases t�e probabi lity of accepting a _ fal se hypothe sis, sufficient 

evide nce for inc luding bank credit policies in future. growth studie s 

has bee n prese nted. 

A method for analyzing the performance of an individual bank 

may be drawn from the trade area  approach. The . individual bank oan 

evaluate it s contribution to the growth of the c o·mmunity;  the con­

tribution to growth should not be confused with the growth of . the com­

muni_ty.. Cormnercial banks outside of the community may be influenci ng  

the community ' s  growth. The community banker can asse ss his contri­

bution by analyzing his pos.ition an the factors si.gnificant in 

determini ru?;  the lo�n-to-depos lt  ratio and assessing his use of the 

significant credit policies, and comparing this a s sessment with the 

ba nks of other trade areas or with the banks in • his trade area. 

Sankers must realize, if they do not' already, the importance 

of their polic ies and att i tudes if South Dakota is to keep pace with 

the re st of .. the nat ion. A .negative appraisai of a situation can make 

the s ituation negative in reality if the banker allows this appraisal 

to govern his total cre d i t  policy. South Dakota ' s reliance upon agri­

culture,  which may be a factor in the state lagging behind the nation, 

is perpetuated by bankers vho do not  realize the importance of the 

credit needs of other economic sectors. There is . evidence that some 

bank,s fulfill the agr i cul ture credit needs, ' but do not look to other 

sectors. Loans to the bus i ness  commun ity and for city real estate 

have almost the same effect on income as do ag riculture loans ; if• 

the loan i ng potential of a bank is not reache d becau se the agricul ture 



needs are fulfilled, the potential effect of the bank on economic 

growth is not realized. 

Commercial ba nkers are placed in a leadership role by the 

70 

nature of the tools they command even if they do not choose to be 

leaders . Those who accept the leadership role relucta ntly do so with 

the risk of not having a voice in their  future. In an era· of de-

clini 1'3 farm population a nd decllning rural communities, the very 

existence of community ba�ks is threatened by decreasing economic 

activity. However,. the banker cannot act alone. The residents of the . 

connnunity or trade area must equally be i nterested in conm1unity 

growth if the banker is to be able to use the tools at his corrnnand. 

A communi'ty wil l probably not grow without a progressive banker ; but 

a banker will not be able to do much without a pro�res sive community. 

Pa st contr ibutions of commercial banks to the development of 

South Dakota are numerous. But the future calls for a n  a ll  out effort. 
\ 

The banks have loaned l arge sums in the past, yet they cou ld still 

loan more and be within their comfortable maximum loan-to-deposit 

ratio. The challenge of economic growth requires leadership from 

the banker, maximum use of the bank ' s  tools ,  and a forward looking 

connnuni ty. 

Future Research 

The opportunities for research on economic growth are 

unlimited. The theory proposed in this study pa s sed the first test, 

but it shoul d  be tested at several levels before totally accepted. 



Case studies of individual communitie s using finer refinements of 

credit policies and wider measure s of e�onomic. growt h would be 

particularly beneficial to South Dakota' s economi c  growth.· Adding 

bank credit and non-bank cred it to the other factors which affect 

economic growth and economic activity at the trade area level would 

further test the validity of the proposed theory. 

A more soph i sticated study of the banker• ·s attitude s, along 

with an entire community' � attitudes, towards deve lopme-nt is 

reconnnended to discover the origin of existiU3 attitude s. This may 

be a nece ssary step to plan an education program which would allow 

the finding s of this study to be implemented by community leaders. 

7 1  
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APPEND IX A 

F IGURr: 2 

GRAPH OF TRADE CENTBR HI E:RARCHY OF C !T IES 
IN  THE UPPER Him.n�sT 

> $ 4 0  million > $ 7 5  million 
wholesale - retail wholesale-retail 

ll!lllllllll 
IIJJ' $ 5-11  

Selected Business  

Functions 

Automotive Supplies 
Bulk Oil 
Chemicals , Paint 
Dry Good s ,  Apparel 
Electrical Goods 
Groceries 
Hardware 

who l H a l e  

Industrial , Farm Machinery 
P lumbing , Heating , Air C ond . 
Profes sional , Service Equipment 
Paper 
Tobacco ,  Beer 
Drugs 

• Lumber,. Construction. Material ... 
Antiques 
Camera Store 
Children 's  Wear 
Florist 
Music Stoce 
Photo Studio 
Paint , Glass , Wallpaper 
Plumbing , Heating Supplies 
Radio,  TV Store 
Sporting Goods S pec i a lty 
Stationery 
Tire s ,  �atteries ,  Accessories 
Women ' s  Acces s ories 
Family Shoe Store 
Farm-Garden Supplies 
Lumber, Building Materials 
Hotel-Motel 
Mortuary 
Appliances or Furniture 
Jewelry 
Men ' s  or Boy' s or Wome n ' s  Clo . 

• Laundrr,. Drr C leanin9 ............ .. 
Garage , Auto, Implement Dealer 
Variety Store 
Meat , Fish,  Fruit 
General Merchandise 
Gasoline Service Station 
Grocery convenience Drug Store 
Hardware Store 
Bank 
Eating Place 

Econom i c  Pro�ress  Bu l le t in ,  The Upper .M i dwest Research 
Counci l ,  September 1 9 6 3 . 
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APPENDIX B 

Apr i l  14� 1 9 65 

Dear Sir: 

The,re is much real concern today about the problems of economic 
growth in our corrnnunities, particul arly in the rural areas. Many of 
the fac tors that are associated with deve lopment are not known. As 
part of my graduate work in the Econo�ics Department ·of South Dakota 
State Univers ity, ·my thesis is a study of the relationships of  speci­
fic banking pol icies and practices to l eve l s  of community economic 
development. 

A br ief questionnaire, with return e nve lope, is e nclosed. We hope 
that you will take a few minutes required to complete it. For your 
conven ience, we have limited our request for data about your banl., to 
that which can only come from you. Other banki ng  information needed 
for the study wil l be obtained from published reports. Data about 
your community is  also being compiled from other sources. 

The information on your que �tionnaire will be kept strictly confi­
dential. It wi l l  be combined with other informati on so as to obscure 
the particular operations of any one bank. In assembled form, however, 
it will be available to you and to the South Dakot� Bankers Associ ation. 

Your cooperati on wil l  sincere ly be appreciated.  

Sincerely ,  

i.ohert Y. McKellips 
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Box 1.257 Huron, South Dakota 
Telephone 352-6423  

SOUTH DAKOTA BANKERS ASSOCIAT ION 

February 2, 1965 

TO WHOM IT MAY CONCERN: 

The attached questi onna i re is be ing submitted to a 
number of South Dakota banks in  a research  proj ect 
conducted by Mr. Robert McKellips, State Univers i ty 
of  South Dakota , Brook ings, South Dakota. · 

Mr. McKell i ps has assured us that when the survey is 
completed and the tabulations comp iled, we may have 
the information and thus sha re the benef i ts of h is 
research. 

May I urge .your cooperat ion in the complet i on of  
th i s  conf i de nt ial  quest i onna ire. 

S i ncerely yours, 

A. S. GULLICKSON, 
Executive Secretary - Treasurer 

G/s 
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CONFI DENTIAL 

Bank Number 
----------

a. earnings 1 .  The following is a list of 
obj ectives of commercial 
banks. Please rank them 
according to their import­
ance to your bank (first, 
second, third) 

b.· service to depositors 
c. credit to the cormnunity 

2. What per cent of your 
depos its and capital ac­
counts does your bank prefer 
to carry as :  

a. cash & due from other 
banks 

b. l i quid earning assets 
c.  loans 

3. What is the highest ratio of 
loans to deposits with which 
your bank would feel com­
fortable? 

What is the lowest ratio the 
publi __ c should expect of a 
bank which is doing a good 
j ob ?  

4. What ratio between demand 
deposits and time-saving 
deposits does your bank 
prefer to maintain? 

Demand 
Ti_me .. Saving 

5. Does your ban_K encourage the · 
transfer of demand deposits 
to time-saving deposi_ts? 

a. · frequently 
b. occasionally 
c. seldom 
d. rarely 

6. Does your bank actively a. 
encourage consumer or b. 
installment loans? c.  

d . 

1 .  Is your bank wi 1 1  in� to ''go a. 
out on a limb " for a you� b. 
per�on who is willing to _ stay c. 
or return to your community d. 
i f  sufficient credit is 
available? 

frequently 
occas i onally 
seldom 
rarely 

frequently 
occasionally 
seldom 
rarely 

----



8. -If the legit imate demand for a. 
loans increased beyond your b. 
present capacity whic_h one or 
more of these ·methods would c. 
your bank use to meet the 
increa sed demand? 

place overlines 
make loans· from per­
sonal funds  
encourage deposit 
transfer s to time­
saving 

78  

d. merger or consolidation ___ _ 

9. Which of the following fac­
tors i s  most likely to put a 
ceiling on your loan-to­
deposits ratio? (Please rank 
them first, second, etc. ) 

10. Which of the following 
management service s do you 
perform for your borrowers or 
potentl al borrowers? 

a. 

b. 

c. 

d .  

e .  

Detailed investigation of 
non-prof itable enter­
prises of borrowers 

Investigation of enlarge­
ment potenti a l  

Investigat i on of new 
enterprises 

Investigation of new 
busine·ss  

Other ( spec i fy) 

e. sell assets to increase 
cash holding s 

f. would take no action 
g. others ( specify) 

a. state o� federal 
control 

b. credit worthiness  of 
loan applicants 

c • . economic resource s of 
your colllI!lunity 

d. stockholder control 

a. frequently 
b. occasionally 
c. seldom 
d. rarely 

a. frequently 
b. .occasional ly 
c. seldom 
d. rarely 

a; frequently 
b. occasionally 
c. seldom 
d. rarely 

a. frequently 
b. occasionally 
c. seldom 
d. rarely 

a. frequently  
b. occasionally 
c. seldom 
d. rarely 



11. In the following table are 
several kinds of loans. 
Please answer the questions 
if appl icab le. 

What _per cent of Ordinarily  what per cent 
Kinds of loans your loans are the loan is secured 

normal ly invested? co .llateral? 

Live stock 

Farm Machinery 

Farm Real Estate .. 

Farm Operations 

Business Improvements 

City Dwe lli ng s  

Home Improvements 

Other City Real Estate 

Consumer or Installment 

Signature 

1 2. If the collateral for a spec if i c  kind of loan varies from 
borrower, what factors influence your decision? Explain. 

by 

... 
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of 

-

1 3. Are there other services wh i ch you provide that inf luence economic 
devel�pment? Explain. 



Trade 
Area 

1 

2 
3 
4 
5 
6 
7 
8 
9 

10  
1 1  
12  
13  . 
14 

Source : 

19 65 
Dec. June 

2 1 686 22232 
9 3852  92505 
2069) 187 01  

3 178 1 31 8 1 3 
20582 207 68 
62240 59 2 30 
46506 43240 
4567 6 4 314 1 
45437  45459 
24999 2 3628 
10346  10056 

1 14 367 . 106925 
22846 20782 
17 1 1,7 14807 

APPEND IX C 

TABLE C. l 

EST IMATED TOTAL LOANS FOR THE TRADE AREAS 
( ROUNDED TO THE NEAREST THOUSAND DOLLARS) 

1964 1 9 63 19 62 1 9 6 1  
Dec. June Dec. June Dec. June Dec. June 

2028 5 19 197  1 7 7 77 1 7 2 39 1 547 3 14363 1 264 6  1 307 0 
8 62 7 6' 94334 84527  8261 5 7 5 335  69 1 1 1  628 1 2  6 108 1 
18847 1 7 5 26 1 6880 1 57 53  1 59 39 1 27 88 1 1 844 1 2 7 72 
3 108 3 30 700 28 582 27 379 24 190 2 3633  197 1 5  203 1 2  
20336 2084 3 · 19892 1 8 54 1  1 7000 1 5 1 64 1 3746 1 32 65 
57 287 53905 5 1092 46686 4 5 1 2 3  398l•2 36502 38830 
402 62 40032 38 39 3 38 1 32 342 36 32 108 28936  29 1 89 
4 1 2 1 2  40 358 38248 36127  3 1 7 06 27 88 3 2 6488 256 1 2  
42787  4 3370 . 4 14 14 3907 8 35899 34856  3057 1 334 10 
225 61  222 17  2 1 630 20502 19056 1 7 948 . 1 7 0 14 1 67 38 

99 97  97 1 2  9 1 7 2  90 1 6  980l1- 829 3 8097 7444 
100057 10 1 284 96864 92822 88987 8 1092 7 7498 7 64 38 
. 1 7 9 1 7  1 7 9 7{4, 1 70 1 3 1 5 100 14465 1 1 1 52  1 1 592  1 08 68 

14555 14423  1 39 7  5 1 2 97 1 1 2422  1 1459 1 1 109 1 1 1 1 6 

1 9 60 
Dec. June 

1 2 7 70  · 1 2682 
5 6904 54502 
1 239 3 10042 
19 548 1 6850  
1 3604 1 1 2 1 7  
40 1 2 7  29 655 
2 7 5 38 24234 
25677  ·2 19 1 3  
32674 29477  
1 59 5 6  149 7 8  
88 19 · 6946 

7 5 39 7  67 1 39 
1 0840 95.69 
1067- 3 9 92 3 

Call reports published by the Superintendent of Banking and Polk ' s Bank . D irectory 

00 
0 



Trade 1965 
Area Dec . June 

l 35042 327 24 
2 1 5 6057 150542 
3 32613 2Y280 
4 54399 50009-
5 358 69 324 1 7, 
6 107 9 14 9 7 1 7 7  
7 84008 7 6 354 
8 98390  89050 
9 'l 0496 80660 

10  487 52 43844· . 
1 1  2 1424 19997 
12 2 10 1 7 2  195 3 56  
1 3  492 1 3  44466 
14 29205 2 7 309 

APPENDIX C 

TABLE C. 2  

ESTIMATED TOTAL DEPOSITS O F  ALL BANKS I N  THE TRADE AREAS 
(ROUNDED TO THE N�AREST : THOUSAND DOLLARS ) 

. 1 964 1963  1962 196 1  
Dec .  June Dec .  June Dec . June Dec .  June 

34 399 3,1 2 37 32 300 299 29 2984 1 268 7 3  29564 2 5 364 
1 56650 145452 147922 1414 14 14 1 7 04 1 29065 1 30318 1 1 38 38 

30194 28 128 289 35  26589 28609 2401 2  25 1 64 2 31 89 
49982 4 7637 49 1 1 5  44335 4 6314 . 43673  4 1 529 37466 
32038 29067 29824 2687 1 279 30 249 5 6  · 2 5263  2227 1 
9 8947 90907 9 38 38 86612  9 0684 7 9 366 82665 74619  
78 337 7 27 7 1  7 2290 67 7 04 69 5 2 3  6 1624 62055 555 5 3  
89026 837 64 8 589 6  7 7 39 7  8 1 1 63 69 333  7 2469 654 12  
845 1 6  7 6 5 1 3 79 1 10 7 1441 7 6644 67478 69074 61049 
44055 41043  40960 36994 38394 347 93  349 14 32425 
19892 18640 1 8659 17 852 1 8 319 1 67 18 17 185  1 5484 

1 9 5 398  184825 1 8442 7 1 7 2849 1 7  5364 1 6259 3 159160 . 144766  
43840 39 7 29 39895 37 2 5 7  37 243  33141  32652 3_0 12 1  
2642 1 · 2427 1  24222 22928 2 3495 2 1 6 1 1  2 1 1 3 1 19790 -

1960 
Dec .  

27 283 
11 5406 
23092 
39928 
2 3 7 12 
7 9 789 
58040 
67 501 
64253 
32809 

· 1 5660 
149890 
299 65 
19369 

Source : Ca ll reports pub lished by the Superintendent of Banks and Polk's  Bank Directory 

June 

24890 
105 39 1 
2 1 9 5 5  
369 7 8  
2111 3 
6672·2 
5 3802 
6 3 1 5 7  
60328 
30859  

· 14614 
1 36488 
28 3 7 8  
19 197 

00 ..... 



Tr.ade 
Area 

l 
2 
3 
4 . 
5 
6 
7 
8 
9 

1 0  
11 
12  
1 3  
14 

Source : 

1 965  
Dec .  June Dec . 

ol.9 67 . 9. 59 .0 
60 .l  6 1 . 4  55 .l  
63 . 5 63 . 9 62 . 4  
58 . 4  63.6 62 . 2 
5 7 . 4  64. l 63 . S 
5 7 . 7  6 1 .0  5 7 . 9 
5 5 . 4 56 . 6 5 1 . 4  
46. 4 48.4 46. 3 
50. 2 56.4 50 . 6 
5 1 . 3 5 3.9 5 1 .2 
48. 3 50. 3 50. 3 
54 . 4  54 . 7  5 1 . 2 
4 6. 4  46. 7 40, 9 
58 . 6 54.2 55. 1 

APPENDIX C 

TABLE C. 3 

LOAN- TO-DEPOS IT RATIO COMPUTED FROM TOTAL LOANS 
AND TOTAL DEPOSIT ESTIMATES (PERCENTAGES ) 

1 964 1963  19 62  
Ju ne Dec .  June Dec .  June· Dec .  

6 1. .  5 55. 0 5 7 . 6 5 1 . 9  5 3. 4  ·42.  8 
64. 9 57 . 1 58.4 5 3.2 5 3.5 48. 2 
62 . 3 58 . 3 59 . 3 55 . 7 5 3. 3 47 . 1 
64 . 4  5 8 . 2 6 1 . 8 5 2 . 2 49 . 5 · 47 . 5  
7 1. 7  - 66 .  7 69 . 0 60. 9 60.8 54. 4  
59 . 3 54. 4  53 . 9 49 . 8  50. 2 44. 2 
5 5. 0 5 3 . 1 5 6. 3 49 . 2 5 2 . � 46. 6 
48.2 44. 5 46. 7 39 . 1  40 . 2 36 . 6 
56. 7 52. 3 54. 7 46. 8 5 1 . 6 44. 3  
54 . 1 52. 8 55.4 49. 6 5 1.2 4 8 .  7 

52. 1 49 . 2  50. 5 5 3. 5  49 . 6  47 . 1  
54. 8 52 . 5  5 3 . 7 50 . 7 49 . 9 48. 7 
45. 2 42.6 40.5 38.8 3 3.7  35. 5 
59 . 4  5 7 . 7 56. 6 52.9 5 3. 0 52. 6 

1 9 61 1 9 60 
June Dec .  June 

5 1 . 5 4 6. 8 . 5 1 . 0 
5 3. 7 49. 3  5 1. 7  
5 5. 1 5 3 . 7 4 5 . 7 
54. 2 49 . 0  4 5 . 6 
59. 6 57 . 4  5 3 . 1 
52.0 50. 3 44. 4 
52. 5 47 . 4  4 5. 0 
39. 2 38 . 0  . 34. 7 . 

54. 7  50.9 48 . 9 
5 1. 6 48. 6 48. 5 
48. 1 5 6. 3  47 . 5  
52.8  50. 3  49.2 
36. 1 36.2 3 3. 7  
56.2  55 . 1 . s 1· .. 7 

Compu te d from ca l l  reports pub l i shed by the Super i ntendent of Ba nk s  a nd P o l k ' s Bank D irectory 

00 
N 



Trade 
Area 1965 

1 33304 
2 2836 39 
3 4 157 3 
4 . 67 535  
5 388 14 
b 1 14404 
7 86909 
8 99069 
9 1 0707 5  

1 0  5 1825  
1 1  2 37 09 
12  281480 
1 3  51 83,1 
14 36087 --

STATE TOTAL 1 3 1 7 254 

APPENDIX D 

TABLE D. 1 

ESTIMATED TOTAL DI SPOSABLE INCOME BY 
TRADE AREA ( THOUSANDS OF DOLLARS ) 

1964 1 963  1 962  

33619 3 3386 3 1 2 63 
284056 2 74097 2 33544 
42624 4224 3 37 7 57 
7 1923  69 366  6 1 6 1 1  
36842 369 5 3  3355 3 

1 1 169 1  1 1 105 1 1 001 32 
86245 8445 2  7 _3799 
917 7 5  9 6074 86150 

1 08 147 1 0653 1  94681  
51826 51 2 14 45461  
24290 24245 2 149 3 

2 7 7  381 266023 2 33 358 
49906 49441 4 3253 
36950 36836  33 156 

1 306545 12809 1 2  1 1 29 2 1 1  

1 9 6 1  

29492 
2 1 6330 

3567 0  
57499 
3 1 8 1 7  
94 300 
6922 3 
8097 6 
88868 
42337  
20 1 38 

2 1 8 1 74 
404 15 
3 1 2 69 

1 006508 

Source : Sa le Management Survey of Buying Power , 1 96 1 , 1 9 62 ,  1 9 6 3 ,  1 9 64 ,  1 9 65 , 1 966 

1 9 60 

22466  
1 7 7 9 5 7  

3059 2 
5 14 39 
24683 
87086 
684 19 
·82 74 3  
87 7 62 
4222 1 
_ 1 97 82  

1 9 3 109 
34 304 
27 6 39 

9 50202 · 

()) 
\.N 



Trade Area 1965 

1 1 5. 9  
2 1 37. 8 
3 26. 1  
4 32. 5 
5 2 3. 3  
6 64. 7 
7 49. 4  
8 62. 7 
9 67 . 8  

10 30. 8 
11 14. 6 
12 1 34. 3 
1 3  27. 9 
14 20. 0 

APPENDI X D 

' TABLE D. 2 

ESTIMATED POPULATION OF THE 
TRADE AREAS (THOUSANDS) 

1 9 64 19 63  

1 6 . 1 1 6. 2  
1 36. 6  1 32. 9 
2 6. 6  26. 6  
34 . 3 33. 7  
22. 5 22. 6 
63. 3 · 63. 6 
49. 4 49. 1 
6 1. 0 6 1. 4  

' 68 .  8 68. 6 
. 3 1. 1 30. 9 
14. 8 14. 8 

1 33. 9 . 129. 9 
27 . 8  27. 8 
2O. s 20. 6 

1962 1 9 61 

1 6. �  1 6. 9  
125. 5 12 3. 5 
2 6. S 2 6. 8  
�3. 1 3 3. 0  
22. 7 2 3. 2  
6 3. 8  64. 5 
48. 1 48. 6 
6 1. 7 62. 6  
69. 0 69. 7 
30. 7 30. 7 
14. 9 1 5. O  

125. 4 124. s · 
26. 8 26. 9 
20. 7 20. 9 

Source : Sa les Management Survey of Buying Power , 1 96 1 , 1 962 ,  �. 196 3 ,  1 964 ,  1965 , 1 966  

19,60 

1 6. 9  
. 120. 0 

2 6. 9  
32. 1 
2 3 . 2 
64. 8 
48.· 6 
63. 3 
10. 0 
30. 5 
1 5. 1 

. 1 2 3. i 
26. 8 
2 1. 0  

00 ... 



Trade ftxea 19 65 . 

1 2095 
2 2058 
3 1 593 
4 207 8 
5 1 666 
6 1 7 68 
7 1 759 
8 1 580 
9 1 5 79  

10  1 683  
1 1  1624 
1 2  2096 
1 3  1858 
14 1804 

. .  
APPENDIX D 

TABLE D. 3  

ESTIMATED PER CAP I TA DI SPOSABLE INCOME 
FOR THE TRADE AREAS I N  DOLLARS 

1964 1963  1962 

2088 206 1 1 86 1  
2004 2055 1 8 61 
1 602 1 588 1425 
2097 2058 1861  
1 6 37 1 635 147 8  
1 7 64 1746  1 5 69 
1746 1 720 1 534 
1 505 1 5 65 1 39 6  
1 5 72 1 5 53 1372 
1666 1 657 1481  
164 1 1638 1442 
207 2 2048 1861  
17 95  1 7 7 8  1 6 14 
1 802 1 7 88 1 602 

196 1  

1 745  
1 7 52 
1331 
1 742 
1 37 1  
14 62 
1424 
1294 
127 5 
1379 
134 3  
1 7 52 
1502 
149 6 

Source : Sales Management survey of Buying Power, 19 6 1, 1962, 1963, 1964, 1965, 1966 

1 9 60 

1329 
· 1483 

11 37 
1 602 
1 064 
1 344 
1408 
1307 
1254 
1384 
1 3 1 0  

· 1 5 69 
1280  
131 6 

(X) 
Vl 



19'64 
Trade to 
�ea 19 65 

1 0. 3 
2 - 0. 7 
3 -0.6 
4 -0. 9 
s 1 . 8 
b 0.2 
7 0.7 
8 s . o  
9 0. 4 

1 0  1.0  
1 1  - 1  • . 0 
1 2  1.2  
1 3  3. 5 
14 0. 1  

State Average 0. 8 

APPENDIX D 

TABLE D.4 

P SRCENTAGE CHANGE I N  PER CAPITA DI SPOSABLE 
INCOME BY TRAPE AREAS 

l'-J 6 3  19 62 196 1  
to to to 

19 64 1 963  1 962 

1.  3 1 0.7 6.6 
0.8 1 0.4 6.2 
o.  9 1 1 .4 7 . 1  
1.9  1 0.6 6.8 
0. 1 1 0.6  7 • .8 
1 . 0  1 1 . 3 7 . 3  
1 . 5  12. 1 7.7  

� 3. 8 12. 1 7 .9 
1.2  1 3.2  7 . 6  
0. 5 1 1 . 9 7 .4 
0.2 14. 0 7 .4 
1.2  1 0.0 6.2 
1.0  1 0. 2 7 .5 
0.8 1 1 . 6 7 . 1  

0. 6 11 . 4 7 .2 

Average 
1960 Annual 
to Rate of 

19 6 1  Change 

3 1 . 3  1 0. 0  
1 8. 1  7 .0  
1 7 . 1  7 . 2  
8.7 5.4 

28.9 9. 8 
8 . 8 - s .  7 
1 .  l 4. 6 

- 1 .  0 4. 0 
1.7  ·4.  8 

· -1 . 8 3.8 
2.5  4.6  

1 5 .7 6.9 
1 7 . 3 · 7 . 9  
1 3.7 . 6.  7 

1 1 .  6 

Source : Computed from data published by Sa les Management survey of Buying Power, 1 9 6 1  through 19 6 6  



Trade Number 
Area Sent 

1 5 
2· 18 
3 10 
4 14 
j 5 
6 2 6  . 7 15 
8 21  
9 24 

1 0  1 1  
1 1  4 · 
1 2  2 6  
1 3  7 
14 6 

Tota l 192 

APPENDIX E 

· TABLE E. 1 

QUESTIONNAI RES SENT OUT AND RETURNED 

Number Per Cent 
Received Returne_d 

4 80 
14 78 
10 100 
1 2  8 6  
4 80 

24 92 
l3  87  
17  8 1  
2 3  9 6  

9 82 
2 so 

2 1  8 1  
5 7 1  
5 8 3  

-

1 6 3  

Per cent  o f  
Asse ts 

Represented by 
Re�pond i ng  

Banks 

7 6. 8 
52.7 

100.0 · 
9 0 . 6 
9 1. 6 
96 . 2 
97 . 7  
80. 1 
98.S 
98 . 9  
7 6. 4  
79 . 4  
64 . 2 
80.2 

00 � 
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APPENDIX F 

TABLE F. 1 

RANKI NG OF COMMERC IAL BAN'l OBJECTIVES 

Fir st, Second , and _ Third Rank Combinations* 
F ir s t  Ranked In 

Trade Incomplete 
Areas ABC ACB BAC BCA CAB CBA Equa l Responses 

( Number of Banks )  
1 2 1 0 0 0 1 0 

2 3 0 1 4 0 2 0 
3 1 0 3 3 1 o · 1 b 

4 2 0 3 6 0 0 1 

5 2 0 0 1 0 1 0 
6 6 2 4 8 0 1 1 
7 4 0 2 3 1 1 0 
8 5 1 4 6 0 1 1 

9 7 1 3 6 1 4 0 a 
1 0  4 1 1 l 0 3 0 
1 1  1 0 1 1 0 I 0 

1 2  7 0 3 8 l 0 0 b 

1 3  0 0 1 3 0 1 0 

14 2 0 2 1 0 0 0 -
Total 4 6 6 28 5 1  4 1 6  4 
Per Cent 29. 7 3. 9 18.1 32. 9 2 . 6 1 0. 3 2. 6 

"' A •  Earnings ;  B • Service to depositor ; C • Credit to the community 



Trade Area 

1 
2 
3 
4 

5 
6 
7 

8 
9 

1 0  
1 1  

1 2  
1 3  
14 

Tota l  

Per Cent of Tota l 

APPENDIX F 

TABLE F. 2 

RANK! t,K; OF THE "CREDIT TO THE COMMUNITY" OBJECTIVE OF COMMERCIAL BANKS 

First Second Third Equal 
Rank Rank Rank Ranking 

(Number of banks ) 
1 1 2 
2 4 4 
1 3 4 1 

0 6 5 l 
1 1 2 

1 1 0  1 0  1 
2 3 6 
1 7 9 1 ' 
5 7 1 0  
3 · 2  5 
1 1 2 

1 8 1 0  
H 1 3 1 

0 1 4 
- -

20 57 74 4 

1 2. 9  36. 8  47 . 7 2. 6  

Tota l  

4 

1 0  

9 
1 2  
4 

22 
1 1  

1 8  
22 

10  
4 . 

19  
5 

- 5 
-

1 5 5  

00 '° 



' 

Trade Areas 0- 10  

1 2 

2 1 
3 2 

4 1 
5 
6 4 

7 6 
8 7 
9 6 

10  1 
1 1  1 
1 2  6 

1 3  4 

14 1 

Total 42 

Per Cent of 
the Total 27 . 8 

APPENDIX F 

TABLE F.  3 

PREFERRED PERCENTAGE OF FUNDS HELD AS CASH 

Deciles 
1 1-20  2 1- 30 3 1,;.40 4 1- 50 5 1- 60 

(Number of banks ) 
1 1 
8 

8 
8 
3 

1 7  1 
6 
8 1 

1 7  
y 
2 1 
9 3 
1 
3 1 

100 7 2 

66. 2  4 . 6 1. 3 

61- 7 0  Total 

4 

9 
1 0  

9 

3 
2 2  
1 2  
1 6  
2 3  

· 1 0  
4 

18 

5 

.s 
-

1 5 1  

'° 
0 



Trade Areas 0- 10  1 1- 20 

1 1 
2 
3 3 
4 1 3 
5 
6 
7 2 
8 2 
9 2 

10 1 
1 1  2 
12  3 
1 3  
14 

Total 1 1 9  

Per Cent of 
the Total 0. 7 1 3 . 1 

APPENDIX F 

TABLE F.4 

PREFERRED PERCENTAGE OF FUNDS HELD 
AS LIQUID EARN I NG  ASSETS ( BONDS) 

Dec i les 
2 1- 30 3 1-40 4 1- 50 5 1- 60 

(Number of banks) 
1 1 
4 5 1 
3 2 2 . 
2 3 
2 1 
2 1 5  4 
1 5 3 
2 9 2 
.7 8 3 2 

3 5 1 
1 1 

4 9 1 
1 2 2 

2 2 
-

34 68 14 8 

23 . 4 46 .  9 9.7 5 . 5 

6 1- 7 0  7 1- 80 

1 

l 

1 1 

o. 7 0. 1 

Tota l 

3 
10  
1 0  

9 
3 

22 

1 1 . 
1 6. 
22 
10  
4 

17 
· 5 
4 

145 

'° .... 



Trade Area 0- 10 1 1- 20 

1 
2 
3 
4 
5 
6 1 
7 
8 1 
9 

1 0  
11 
12 
1 3  
14 

Tota l 0 2 

Per Cent of 
the Total 1 . 4  

APPENDIX F 

TABLE F. S 

PREF:l�RRED PERCENTAGE OF FUNDS HELD AS LOANS 

Deciles  
2 1- 30 3 1-40 4 1- 50 5 1 - 60 6 1- 7 0  7 1-80 

(Number of banks ) 
1 2 

1, 2 5 2 
1 2 3 3 

4 4 
2 1 1 

" 6 1 3  3 
3 3 3 

5 7 2 
1 4 11 5 
1 6 2 

3 
6 7 4 

1 3 1 
3 2 

- -

5 29 7 0  32 2 1 

3.  S 20. 4 49. 3 22 . 5 1 . 4  0 . 7 

� 

8 1- 90 9 1- 1 00 

l 

-

1 

0 . 7 

Tota l 

3 
10  
9 

8 
4 

2 3  
1 0  
15 
2 1  

9 

3 
17  

_ S 

142 

'° 
N 



Trade Area 0- 10  1 1-20 

1 
2 
3 
4 
5 
6 
7 
8 
9 

1 0  
1 1  
12  
1 3  
14 

Tota l 

Per Cent 

APPEND IX F 

TABLE F. 6 

PREFERRED MAXIMUM LOAN- TO- DEPOS I T  RAT IO 

Dec iles 
2 1- 30 3 1-40 4 1-40 5 1-60 6 1- 7 0  7 1-80 

( Number of banks ) 
1 2 1 
2 3 3 2 

· 1 2 4 3 
2 4 6 

1 2 1 
1 4 8 7 3 

4 7 1 
2 8 7 1 
1 6 9 7 

1 · 2 3 4 
2 2 
8 8 4 
3 1 1 
1 3 1 - - - -

3 7 49 6 1  35 5 

1 . 9 4 . 4  30. 6 38. 1 2 1. 9  3 . 1 

8 1-90 9 1- 100 Total 

4 
1 0  
1 0  
1 2  
4 

2 3  
1 2 · 
1 8  
2 3  
1 0  
4 

20 

. 5 
-

1 60 

'° 
w 



Trade . Area 0- 1 0  1 1- 20 

2 
3 1 
4 
5 

6 l 
7 
8 
9 

1 0  
1 1  
12  
1 3  
14 

Tota l 1 1 

Per Cent o. 7 0 . 7 

APPENDIX F 

TABLE F . 7 

PREFERRED MI NIMUM LOAN- TO-DEPOS IT  RATIO 

Dec iles 
2 1- 30 3 1-40 4 1- 50 5 1- 60 6 1- 7 0  7 1- 80 

( Number of banks ) 
1 1 2 
2 4 2 1 

6 l 1 

6 5 1 

1 3 
3 1 2  5 

2 6 2 1 
4 1 1  1 
4 9 .  4 4 1 

2 · 6  1 
2 2 

4 1 0  3 
1 1 2 

3 

2 1  7 3  40 9 2 

14 . 3 49. 7 27 . 2  6 . 1 1 . 4  

8 1.- 9 0  9 1- 1 00 Total 

4 
9 
9 

1 2  
4 

2 1  
1 1  
1 6  
22 

9 
4 

17 
4 

147 

'° 
.i:--



Trade Area 0- 10 1 1-20 

1 
2 
3 
4 1 
5 2 

(? 
7 
8 1 
9 

10  
1 1  
12 
13 

14 
-

Tota l 2 2 

Per Cent 1 . 4 - 1 . 4  

APPENDIX  F 

TABLE F.8 

PR�FERRED T IME- SAVING DEPOSI TS TO TOTAL DEPOS I T  RATIO 

Dec i le s  
21- 30 3 1-40 4 1- 50 5 1 - 60 6 1 - 70  7 1- 80 8 1 -90 

(Number of banks ) 
2 1 

3 5 1 
2 ' 6 2 
4 1 2 1 
1 1 
2 1 8 3 
2 7 2 1 
4 9 
2 lO 9 1 
2 4 - 2 

1 2 
3 1 1  5 

2 3 

2 
- - -

28 27  34 2 1 

19 . 2  52. 7 2 3. 3 1 . 4  0. 7 

9 1- 100 Total 

3 
9 

1 0  
9 
4 

23 
1 2  
14 
22 

8 

3 
19 
5 

-

146 

'° 
V, 



Place 
Trade Area Overl ines 

1 4 
2 9 

3 1 0  
L� 1 1  
5 :3 
6 22 
7 12  
8 1 6 
9 22 

10 9 

1 1  4 
12  1 7  
1 3  5 
14 5 

Total 149" 

Per Cent 62. 3 

�, APPEND IX F 

TABLE F. 9 

METHODS  SELECTED TO MEET CREDIT DEMAND 
INCREASED BEYOND PRESENT CAPACIT Y 

Methods 
Make Deposit 

Personal Loans Transfers Merger Se l l  Asse ts 

( Number of banks ) 

3 3 
1 1 1 

5 

8 4 
4 1 
4 6 

5 1 5 
2 3 

1 
2 2 3 

1 
2 

29 2 2 35 

12 . 1 . o. a 0. 8 14 . 6  

• 

Nothing 

2 

· 1 

3 

1 . 2 

Other 
Methods 

1 
2 
1 
2 

2 
4 
2 

1 
2 

1 

1 
-

19  

7 . 9 

'° °' 



APPENDIX F 

TA BLE F. 10  

F IRST A ND SECOND RA NKED COMBINATIONS OF  FACTORS WHICH A RE 
LIKELY TO PUT A CEI LI NG ON THE LOAN-TO-DEPOSIT  RAT IO* 

,_, 

Trade Area AB AC AD BA BC BD CA CB CD DA . DB DC .. 

( Number of banlcs ) 
1 1 3 

2 1 3 2 ·  1 

3 2 2 1 2 1 1 

4 3 1 1 2 1 1 

5 1 1 1 
6 2 1 . 2 9 1 5 
7 3 2 3 l 
8 3 4 1 4 
9 2 1 1 2 10  2 1 1 

10 1 2 1 3 1 

11  1 1 1 1 
1 2  2 1 1 4 s 4 
1 3  1 2 1 

14 2 1 . 1 - - - - - - - - - -

Total 1 5  4 9 16 46 5 25 1 4 5 

Per Cent 1 1 -. s  3. 1 6 . 9 1 2. 3 35 . 4 o. o 3. 8  19 . 2  0. 8 3.1 3. 8 o. o 

'" A •  State or federal control ; B .  Credi t wor thiness of  loan appl icants ; C • Economic resources  
of  your connnunity ;  D • Stockholder control 

. '° 



Trade 
Area 

1 
2 
-3 
4 
5 
6 
7 
8 
y 

10  
1 1  
12 
13 
14 

Total 

Per Cent 

APPENDIX F 

·TARLE F. 1 1  

INTERIOR AND  EXTERIOR COMBI NATIONS OF FACTORS LIKELY TO PUT A CEI LI N.;  ON 
. THE LOAN-TO-DEPOSI T RATIO AND THE NUMBE R  OF FIRST RA NKS FOR EACH FACTOR 

') 

Combinations of First & Second Ranks 
Both 

Number of First Ranks* 
Both 

Interior Exterior Int. First/Ext. Second Ext .  First/Int. Second A B C 

1 
1 
3 

1 
1 

2 
1 
1 
1 

. 1  

1 3  

1 0. 0  

3 
5 
4 
3 
1 

14 
3 
8 

12 
5 
1 
9 
2 
1 

7 1  

54. 6 

1 
1 

· 4 
1 
2 
3 

4 
1 
1 
3 

3 

24 

18. 5 

( Number of banks ) 

1 
2 

. 3 
3 
4 
2 
1 
1 
4 
1 

22 

1 6. 9 

1 3 
3 3 
2 2 
6 4 
1 2 
3 · 1 1  
4 6 
2 1 0  
4 14 
1 4 
1 1 
4 · · 12 · 

4 
3 . 1 
- -

35 73  

3 
4 
2 

7 
2 
5 
3 
4 
1 
4 

1 

36 

22 . 4  46 . 8 23. 1 

D 

. 1 
2 

1 
1 
1 
l 
2 
1 
1 

l 

12 

7 . 7 

"' Inc ludes f irst ranked from incomp l�te answers ;  A • State or federal con trol_, B • Credit wor thiness 
of loan app l icants , C • Economic resources of  your community , D 11!1' Stockholder control '° co 



Trade Area . Frequent ly 

1 
2 
3 1 

4 1 
5 
6 1 
7 1 

2 
9 6 

10 3 
1 1  2 
1 2 2 
1 3  ... 

14 

Total 1 9  

Per Cent 1 1 . 7 

APPENDIX F 

TABLE F. 12  

FREQUENCY O F  ENCOURAG ING DEPo·s1  T 
TRANSFERS TO T IME- SAV I NG ACCOUNT S 

Poli cy Used 
Occasional ly 

(Number of banks) 
3 

5 
5 
8 

2 
9 
8 
5 
8 
6 
2 
6 

4 
2 

7 3  

45 . 1  

Seldom 

5 

2 
1 

1 
8 

2 
2 
7 

6 

2 

36 

22. 2  

Rarely 

1 
4 
2 
2 
1 
5 

7 
2 

6 
1 . 

34 

20. 9  

'° '° 



Trade Area Freque ntly 

1 2 

2 8 
3 4 
4 9 
5 3 
6 1 3  
7 1 1  
8 I.) 

9 1 8  
10  7 

1 1  3 
12  12 
1 3  . 4 

14 

Tota l 106 

Per Cent 67 . 1  

APPENDIX F 

TABLE F . 1 3 

FREQUENCY OF ACT IVELY ENCOURAG I NG 
CO NSUMl�R OR I NSTALLMENT LOANS 

Po licy Used 
Occa s iona l ly 

(Number o� banks ) 
1 
1 
4 
2 
1 

10 
1 
3 
5 
2 

1 
6 
1 

38 

- 24 . 0  

Se l dom 

1 

1 
l 

4 

1 

1 · 

-

9 

5 .7 

Rare'l y  

1 
1 

1 
· 1  

1 

-

5 

3. 2 

..... 
0 
0 



Trade Area - Frequent ly 

1 
2 5 
3 3 
4 5 
5 2 

6 7 
7 5 
8 j 
9 7 

1 0  5 

11 2 

12  5 

1 3  4 
14 1 

To ta l 54 

Per Cent . 34. 8 

. . 
APPEND IX F 

"TABLE F . 14 

FREQUENCY OF BANKS WI LLI NG TO "GO 
OUT ON A LIMt>'' FOR A YOUNG BORROWER 

Po l icy Used 
Occas iona l ly 

( Number of bank s )  
4 
3 
7 
6 

2 
1 2  

6 

1 1  
1 3  

5 
2 

11 
1 
4 -

87 

56 . 1 

Se ldom 

1 

1 

3 
1 
1 
1 

4 

12  

7 . 7  

\ '  

' 

Rare ly 

1 

1 

2 

1 . 3 

.... 
0 .... 



Trade Area 

1 
2 
3 

4 
5 
6 

7 
8 
9 

10 
1 1  
1 2  
13 
14 

Tota l 

Per Cent 

APPENDIX F 

TABLE F. 1 5  

FREQUENCY OF DETAILED INVESTIGATION OF NON-PROFI TABLE ENTERPRI SES  

Policy Used 
frequently Occasional ly Se ldom 

( Number of banks ) 
1 2 1 
4 4 2 
6 4 
4 5 1 -

3 - 1 
5 1 1  5 

6 5 1 
8 6 2 
7 10 3 
3 6 1 
2 2 
5 1 1  2 

,.. 5 

3 
-

54 7 6  19 

32. 9 46 . 3 1 1 . 6 

Rarely 

· 4 

2 

2 

2 

3 

· 2 

-

15 

9 . 1 

... 
0 
N 



Trade Area 

1 
2 

3 
4 

5 

6 
7 

8 
9 

10 
1 1  
1 2  
1 3  
14 

Total 

Per Cent 

APPENDIX F 

· TABLE F. 1 6 

( 

FREQUENCY OF INVEST IGATION OF ENLARGEMENT POTENTIAL 

Po licy Used 
Frequently Occasional ly Seldom 

( Number o f  banks ) 
3 1 

2 5 l 
4 6 
5 5 
1 3 
8 1 2  
5 7 
7 7 4 

1 0  1 0  2 

6 3 1 

2 2 

j 1 1  1 
5 
1 4 

-

61  78 10 

39 . 1 50. 0 6.4 

Rarely 

2 

2 

1 

· 2 

-
7 

4. 5 

.... 
0 
\.ii,) 



Trade Area 

1 
2 

4 
5 
6 
7 
8 
9 

10 
1 1  

1 2  
13 
14 

Tota l 

Per Cent 

APPENDIX F 

TABLE F . 1 7  

FREQUENCY OF INVESTIGATION OF  NEW ENTERPRI SES 

Pol icy Used 
i;:requent ly Occasional ly Se ldom 

(Number of banks ) 
1 3 
5 I 7 
4 5 1 
6 5 1 
1 3 
8 8 7 
5 6 1 
7 9 2 
9 1 2  2 

4 5 
2 2 

4 1 2  2 

5 
2 

63  80 1 6  

39 . l 49 . 7 9.9 

Rar�ly 

· 1 

· 1 

. 2 

1 . 2 

.... 
0 



Trade Area 

1 
2 
3 
4 
5 
6 
7 
8 
9 

1 0  
1 1  
12 
1 3  
14 

Tota l 

Per Cent 
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TABLE F. 18 

FREQUENCY OF INVESTIGAT ION OF NEW BUSI NESSES 

Pol icy Used 
F�equently Occasional ly Se ldom 

(Number of banks ) 
1 3 
4 : 4 
4 5 1 
7 3 2 
1 3 
9 9 4 
7 5 
7 8 2 

1 0  1 2  
5 4 1 

. 2 1 1 
1 1  · 5  2 
4 1 

. 3 

7 5  65 13 

47 . 8 41 . 4  B. 3 

Rare ly 

· l 

1 

· 1  

· l 

-
4 

2. 5 

� 
0 
Vl 



Trade Area 

1 
2 

3 
4 
5 
6 
7 

8 

9 
10  

1 1  ✓ 

1 2  
1 3  
14 

To ta l 

Per Cent 

APPENDIX F 

TABLE F . 19 

FREQUENCY OF PERFORMII'G OTHER MANAGERIAL SERVICES  FOR BORROWERS 

Po l i cy Used 
Frequently Occa s i ona l ly  Se ldom 

(Number of banl<s ) 

2 

1 
1 1 
1 

1 
2 

2 

1 

2 

- -
1 0  4 

66.7 26. 7  

Rare l y  

1 

1 

6. 7 

.-
0 
0\ 



Agriculture Loans 
0- 10  

1 1- 20 

2 1- 30 . 

3 1-40 

4 1- 50 

.'.> l- 60 

6 1- 70  
7 1- 80 

8 1-90  

9 1- 1 00 

Business Loans 
0- 10 /' 

1 1- 20 
2 1- 30 

3 1-40 
4 1- 50 

5 1- 60 

6 1- 7 0  

7 1- 80 
� 

1 2 

2 

2 

1 1 
1 1 

3 
2 

l 

4 3 
2 
4 

1 

APPENDIX F 

· TABLE F. 20 

PERCENTAGE OF TOTAL LOANS TO SECTORS OF LOCAL ECONOMY 

Trade Areas  
3 4 5 6 7 8 9 10 1 1  1 2  

( Number of banks ) 

I 3 
I 

1 1 1 2 
1 1 1 3' 

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

2 3 5 4 5 . 3 3 3 
2 1 · 5 2 5 2 2 

2 1 1 2 1 1 

3 6 4 1 3  7 1 1  15 7 4· 1 1  
6 3 5 2 5 5 2 6 
l 2 2 2 1 1 l l 

1 

1 

(Cont inued on next �e ) 

1 3  14 Total 

3 
2 
7 
6 

2 1 14 

2 1 25 

1 34 
1 31 
2 2 1  

2 3' ,9 3 
2 2 40 
l 16  

1 
1 
0 
0 
1 

1 52 .... 
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TABLE F . 20 ( Con� inued ) 

PERCENTAGE .OF TOTAL LOANS TO SECTORS OF LOCAL . ECONOMY 

Trade /lxeas 
1 2 3 4 5 6 7 8 9 1 0  1 1  1 2  

( Number of banks) 
Installment Loans 

0- 10  · 2 4 9 7 4 17 8 14 1 6  . 9  4 14 
1 1- 20 1 5 3 3 2 3 5 4 
2 1- 30 1 1 1 1 1 1 . 1 
3 1-40 
4 1- 50 1 

C i ty Rea l 
Estate Loans 

0. 1 0 · 3 4 4 2 1 0  4 4 10  7 2 5 
1 1- 20 2 3 4 6 2 6 4 1 0  4 2 6 

2 1 - 30 2 2 1 3 3 2 3 1 5 

31-40 3 1 1 2 1 · 3  
4 1- 50 1 · 2 2 

1 3  14 

2 4 
2 
1 1 

l 3 

3 

1 1 
1 

Total 

1 14 
28 

9 
0 
l 

1 5 2 · 

59 
52  

24 
1 2  
. s 

1 52 ·. 

� 
0 
00 



Trade Area X1 

1 60 
2 5 1  
3 6 1  
4 49 
5 3:l 
6 45 
7 58 
8 52 
9 74 

1 0  82 
1 1  84 
12  4 5  
1 3  · 6 1  

14 45 

APPENDIX G 

TABLE G . l 

VALUES OF VARIABLES CONSI DERED I N  MODEL ONE (PERCENTAGES ) 

· Var iab l e s  , xz X3 X4 X5 V ,,1\,6 X7 Xa 

8 1  67 62 54 74 74 0 
9 6  r · 92 62 46 69 69 0 
7 9  7 9  88 80 7 8  7 8  32 
Y7 7 5  7 0  62 8 5  80  20 
96  80 '.> l  82 82 82 37  
95  8 9  

· 
8 3 89 86 89 4 

96 7 2  89 80 80 85 0 
8 3  1 5  7 8  77  8 2  83  4 
Y 6  78  7 9  8 3 8 6  8 6 4 
94 79 74 82 7 7  7 6  8 
98 84 9 7  84 84 69 47 

9 3  7 5  61  54 59 9l� 0 
96  96  67 99 99 98 22 

'!J9 7 3  94 7 3  82  82 0 

X9 

55 
56 

57 
. 5 6 

62 
5 3  
52 
42 · 

52  
5 1  
5 0  

5 2  
40 

· 55  

y 

1 0. 0  
7. 0 
7 . 2 
5.4 
�.8 
5 . 1 
4� 6 
4 . 0 
4 •. 8 

� 3. 8 
4. 6 
6. 9 
7. 9 
· 6. 7 

.... 
0 



Var iable 1 

X1 52 
X2 - 52 
X3 4 1  

44 
X5 69 
X6 99 
X7 7 5  
X3 44 
¾ 99 
X10  0 

Xl l . 0 

X1 2  0 
X1 3  0 
X14 0 
X15 1 0· 
X1 6  62 

y 5 5  

APPENDIX G 

TABL� G. 2 

VALUES OF VAR IABLES CONS I DERED IN  MODEL TWO (J:>ERCENTAGES )  

Trade Area . . 
2 3 4 5 6 7 8 9 1 0  1 1  

4 6  52 5 3  68 60 44 49 59 5 7  52 
· 48 53 5 7  62 50 52 4 3  5 1 5 1  50 
47 41 48 48 4 3  44 38 4 6  48 4 3  
39 40 29 27 39 37 36 4 3  44 45 
57  64 8 5  44 48 7 6  57 50 42 83 
9 6  68 7 5  8 6  84 87 9 3  88 88 7 6  
75 68 87 5 1  89 65 7 8  65 80 42  
28  65  26 70 5 6  48 34 ,49 42 5 0  
9 6  99 92 7 1  98 99 9 3  98 97 99 
12 8 0 0 1 1  1 9  1 6  8 7 0 

0 2 3  0 0 0 0 0 1 5  0 0 
0 0 0 0 0 0 0 0 0 0 
6 8 61  0 14 5 27 4 1  32 44 

. 0 0 0 0 3 0 0 0 0 0 
4 23  7 7 5  59 25 s 20 0 0 

62 59 6 3  66 58 54 52  59  62 59. 

5 6  57 56 62 53  52 42 52 5 1 50  

12 13 

43 85 
5 3  49 
36 4 3  
43 44 
67 39 
84 95  
83  66  
27  53  
7 1  99 
· 3 0 
· o 0 
, 7 0 
36 1 1  
2 7  0 

2 , 6 
60 55 

52  40  

14 

36 
5 5  
4 6  
31 
82 

67 
7 0  

- 39 
99  

0 
0 
0 

38 

0 
. 0 
62 

5 5  

.... .... 
0 



AP.PENDIX G 

- TABL� G .  3 

VAR IABLES USED IN MODEL THREE ( THOUSANDS OF DOLLARS)* 

Agr icu lture Bus iness Insta l lment C ity Real Estate Total D i sposable 
Trade Area Loans (x1 _) Loans ( X2) Loans ( X3 ) Loans ( �) Income ( Y) 

-

1 947 2  997 299 1 3324 30588 
2 19800 - 20562 1 1423 24369 24493 7  
3 10 1 30 1842 1074 2 302 384 10 
4 1 604 3  2547 2547 4838 6 3229 
5 1 2 1 27 1 366 1 366 2050 337 7 7  
6 2 6625 467 1 4204 10743 1 03 1 1 1  
7 1 7 265 6694 4580 6 694 7 81 74 
8 205 39 505 1  3367 47 14 89464 
9 20828 2083 . 2083 9467 98844 

10  1 2257  2 5 7 0  1 582 2965 4748 1 
11 5 1 1 6  808 5 38 2334 2 227 6  
12  25 174 32366 899 1 20678 2449 2 1  
1 3  7 055  3452 2 5 5 2  1 9 5 1  448 58 
14 9051  1 030 1 546 1 803  33656 

* The loans were based on percentages ( see Table ,  next page ) and averaged over the f ive-year per iod, 
1960- 1965.  

.... ..... .... 



Trade Area 

1 
2 

3 
4 
5 
6 
7 
8 
9 

1 0  
1 1  
1 2  
1 3  
14 

Trade Area 
Average 
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TABLE G . 4  

PERCENTAGE OF EST IMATED TOTAL LOANS LOANED TO VARIOUS SECTORS OF THE ECONJMY 

Agriculture Bus iness Instal lment C i ty Real Estate 

57 6 1 8  20 
26 27 15 32 
66 12  7 1 5  
63 10  10  19  
7 1  8 8 12 
57 1 0  -9 2 3  
49 19  1 3  19  
6 1  1 5  1 0  14 
5 5  1 0  · 1 0  25  
62 1 3  8 15  
57 9 6 26 
28  36 10 2 3  

. 47 2 3  1 7  1 3  
7 0  8 12  14 

55  15  1 1  19  

.... .... 
N 
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