
• Non-agricultural employment grew 1.2 percent
year-over-year as of first quarter 2004, easily exceeding
the 0.19 percent national employment growth rate. (See
Chart 1). Employment growth occurred in every sector,
except for information and manufacturing. The
construction sector posted the largest growth rate among
major industries, with a 4.5 percent increase
year-over-year as of first quarter 2004.

• The manufacturing sector continued to contract,
decreasing by 4 percent year-over-year as of first quarter
2004, due in part to weakness in wood products.
Employment losses in wood product manufacturing
accounted for one quarter of all manufacturing jobs lost,
despite a sharp 28 percent increase in the price of framing
lumber during the same period. During the past decade,
wood products jobs have decreased from almost half of
Montana’s manufacturing jobs to just over one-third.1

While construction activity may be slowing, construction
and development (C&D) lending reported by insured
institutions headquartered in Montana is increasing.

• Construction activity, especially housing construction,
exhibited some signs of slowing after two years of
double-digit growth. In 2002 and 2003, issuance of
single-family home permits grew 25 percent and 11
percent, respectively. However, permit growth recently
turned negative. Fourth quarter 2003 and first quarter
2004 single-family permits respectively decreased 5
percent and 6 percent, on a year-over-year basis.

• C&D lending continued to increase among insured
institutions headquartered in Montana (See Chart 2). As
of first quarter 2004, the median C&D loan-to-Tier 1
capital ratio was 21 percent, up from 16 percent one-year
earlier. Institutions headquartered in Montana’s metro
areas reported even higher median C&D lending exposure,
67 percent of Tier 1 capital as of March 31, 2004.

1
“Lumber Jobs Are Down While Construction Grows”, Bob Anez/Associated Press, Havre Daily

News, April 21, 2004.
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Chart 1: Total Nonfarm Employment Growth in
Montana Increased in the First Quarter 2004

Source: Bureau of Labor Statistics and National Bureau of Economic Research
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Chart 2: C&D Exposures Have Increased Among
Montana's Insured Institutions
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Chart 3: Montana Farmers Continued to Face
Volatile Commodity Prices
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• The majority of Montana is experiencing either extreme
or exceptional hydrological drought conditions, as
classified by the University of Nebraska-Lincoln’s
National Drought Mitigation Center.2 Early snowmelt
in the mountains combined with a dry spring may signal
a sixth consecutive year of drought for the state.3

• The total production of the 2004 winter wheat crop is
forecast to be 17 percent lower than last year’s crop, and
the quality appears to be poorer than last year’s crop.4

Additionally, the dry spring weather reportedly has caused
cattle producers to search for additional hay and summer
pasture.5 Hay producers in the state reported
approximately 17 percent less hay on hand than last year,
as of May 1, 2004. Cattle and wheat production accounted
for 72 percent of Montana’s 2002 farm receipts, the latest
year available. Prices of these commodities have been
volatile over the past seven years and have been affected
by both drought and disease (See Chart 3).

Montana’s insured institutions, especially rural-based
institutions, have high levels of delinquent loans.

• Difficulties in the agricultural sector pose significant
challenges for local businesses and consumers based in
rural areas. Rural-based institutions reported 2.2 times
the exposure to agricultural credits as MSA-based
institutions, 121 percent versus 55 percent of Tier 1
capital as of first quarter 2004. Additionally, rural-based
institutions, which represent 83 percent of all insured
institutions, reported higher median past-due ratios.

• The first quarter 2004 median past-due and
nonaccrual-to-total loans ratio was 2.87 percent for
Montana’s 80 insured institutions, substantially above the
1.67 percent ratio for insured institutions nationwide.

• Montana’s insured institutions based in rural areas
reported significantly higher delinquencies than
institutions based in the state’s metro areas, particularly
in the commercial real estate, commercial and industrial,
consumer and single-family mortgage loan categories (See
Chart 4). Insured institutions based in Montana’s rural
areas reported a lower allowance for loan and lease losses
to noncurrent loans ratio than those institutions in metro
areas, 1.05 percent compared to 1.21 percent, as of March
31, 2004.

2
Hydrological drought is associated with the effects of periods of precipitation (including snowfall)

shortfalls on surface or subsurface water supply (i.e., stream flow, reservoir and lake levels,

ground water).
3
Thackeray, Lorna, “Melting into drought: Snowpack dwindling in early warming trend; 6th year

of drought foreseen”, Billings Gazette, April 8, 2004.
4
“May 1, Crop Production Forecast”, Montana Agricultural Statistics Service, May 12, 2004.

5
“Crop Weather Report”, Montana Agricultural Statistics Service, May 17, 2004.

Montana’s insured institutions continue to exhibit strong
earnings performance.

• Insured institutions headquartered in Montana reported
a median pre-tax ROA, which is a more useful performance
measure when evaluating institutions electing Subchapter
S tax status, of 1.82 percent, well above the national
median of 1.54 percent.6 Montana’s strong earnings
performance resulted from higher yields on assets, lower
funding costs, and above-average fee income. However,
insured institutions located in the state’s rural areas
reported a lower median pre-tax ROA than those based
in Montana’s metro areas.

• Net interest margins (NIM) increased marginally
year-over-year as of March 31, 2004, because funding costs
decreased slightly more than asset yields. The NIM for
Montana-based insured institutions, 4.46 percent for the
first quarter 2004, remained significantly above the
median NIM of 3.96 percent for insured institutions
nationwide. Overhead, non-interest income and provision
expenses remained relatively flat year-over-year as of first
quarter 2004 (See Chart 5).
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Note: Rural-based institutions denotes institutions not headquartered within a
Metropolitan Statistical Area (MSA).
Source: Montana Bank and Thrift Call Reports (March of each year)
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Chart 4: Montana's Rural-Based Institutions
Reported Higher Levels of Past-Due Loans
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Chart 5: Improved Net Interest Margins and
Controlled Overhead Helped Earnings
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6
Pretax ROA is used to allow better comparability between regular banking corporations and

institutions electing Subchapter S Corporation status. Twenty-four of Montana’s 80 insured

institutions elected Subchapter S status, which eliminates income tax at the bank level.
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Montana at a Glance
Mar-00Mar-01Mar-02Mar-03Mar-04General Information

9089848180Institutions (#)
11,700,20312,319,10713,194,21714,143,82413,619,622Total Assets (in thousands)

12233New Institutions (# < 3 years)
34565New Institutions (# < 9 years)

Mar-00Mar-01Mar-02Mar-03Mar-04Capital

9.539.669.359.259.17Tier 1 Leverage (median)

Mar-00Mar-01Mar-02Mar-03Mar-04Asset Quality

2.56%3.02%3.27%3.35%2.87%Past-Due and Nonaccrual (median %)
2025241820Past-Due and Nonaccrual >= 5%

1.45%1.34%1.48%1.48%1.51%ALLL/Total Loans (median %)
1.351.071.121.211.05ALLL/Noncurrent Loans (median multiple)

0.16%0.13%0.11%0.12%0.11%Net Loan Losses/Loans (aggregate)

Mar-00Mar-01Mar-02Mar-03Mar-04Earnings

22223Unprofitable Institutions (#)
2.22%2.25%2.38%2.47%3.75%Percent Unprofitable

1.361.281.201.191.27Return on Assets (median %)
0.980.960.780.920.9225th Percentile

4.95%4.80%4.59%4.42%4.46%Net Interest Margin (median %)
8.49%8.62%7.11%6.33%5.95%Yield on Earning Assets (median)
3.45%3.79%2.42%1.74%1.32%Cost of Funding Earning Assets (median)
0.06%0.07%0.10%0.11%0.09%Provisions to Avg. Assets (median)
0.71%0.77%0.70%0.70%0.66%Noninterest Income to Avg. Assets (median)
3.13%3.21%3.00%3.00%2.94%Overhead to Avg. Assets (median)

Mar-00Mar-01Mar-02Mar-03Mar-04Liquidity/Sensitivity

75.14%77.23%75.17%72.48%78.52%Loans to Deposits (median %)
62.80%65.86%62.76%61.87%64.40%Loans to Assets (median %)

10118810Brokered Deposits (# of Institutions)
1.12%1.01%2.17%3.84%6.16%Bro. Deps./Assets (median for above inst.)

13.96%14.78%14.20%14.20%14.84%Noncore Funding to Assets (median)
75.47%74.19%73.22%73.93%73.29%Core Funding to Assets (median)

Mar-00Mar-01Mar-02Mar-03Mar-04Bank Class

3533313030State Nonmember
1818161514National
3233333333State Member
22222S&L
33211Savings Bank
00000Stock and Mutual SB

% Assets% Inst.Assets# of Inst.MSA Distribution

53.25%82.50%7,252,93466No MSA
2.99%6.25%407,8995Great Falls MT

37.60%6.25%5,121,6035Billings MT
6.15%5.00%837,1864Missoula MT
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