State Profile

Montana

Montana’s economy has consistently outperformed the nation for three years.

Montana’s nonfarm employment experienced positive
annual growth and has outperformed the nation from the
onset of the 2001 national recession through the second
quarter of 2004 (See Chart 1). Similarly, the state’s real
personal income growth remained positive and outpaced
the nation in the three years ended first quarter 2004.

Among the strongest sectors in the state, the finance,
insurance, and real estate industries (FIRE) sector posted
the strongest job growth rate, with a 3.8 percent increase
year-over-year as of second quarter 2004. Growth in this
sector was driven primarily by the finance and insurance
sub-sector, which reported a 4.3 percent year-over-year
job increase. However, in terms of the number of jobs
added, both the FIRE and leisure and hospitality sectors
provided 800 jobs each.

Manufacturing, the only sector to post a job loss, decreased
by 1.7 percent year-over-year, due in part to weakness in
the wood products manufacturing sub-sector. Strong
competition from Canadian lumber mills, as well as a
dwindling local lumber supply, continued to hurt the
wood manufacturing industry.

The Montana agricultural sector may be hampered by
drought and trade pressures.

Montana’s low rainfall from 2000 through to July of 2004
contributed to hydrological drought conditions that have

been classified from severe to exceptional (See Chart 2).!
Montana holds the third largest acreage of wheat in the
nation, and ranks in the top ten in terms of hay and other

forage.”

In addition to drought conditions, Montana’s direct

government farm subsidies, which represented half of the
state’s farm net income during 2003, may be affected by
recent developments (See Chart 3). During World Trade

Chart 1: Montana Nonfarm Job Growth Outpaced
the Nation Since the 2001 National Recession
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Source: Bureau of Labor Statistics and National Bureau of Economic Research

Chart 2: Montana Has Experienced Below Normal
Precipitation For Over Four Years
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Source: National Climate Data Center.

lus. Drought Monitor, National Drought Mitigation Center, University of Nebraska-Lincoln,
August 10, 2004.
29002 Census of Agriculture, USDA, Montana Agricultural Statistics Service.

Chart 3: Government Subsidies Made Up Half of
Montana’s Farm Income During 2003
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Organization negotiations held on July 30° 2004, the U.S.
agreed to a 20 percent cut in its $19 billion annual farm
subsidies. Affected crops included wheat, and corn. If
these agreements are approved, cuts could take place as
early as 2006. A decrease in agricultural subsidies has the
potential to hurt net income and adversely affect farm
property values.

Business in Montana was upbeat.

e [n part because of a strong economy in the state, the
number of businesses in Montana during 2003 grew by
2.0 percent, the ninth strongest growth rate in the nation.

¢ Adding to the positive business trend, Montana’s business
bankruptcies, while increasing during the national 2001
recession, have trended downward since 2002 and

stabilized during early 2004 (See Chart 4).

¢ Montana’s commercial and industrial (C&I) lending has
increasingly focused on smaller businesses, as loans under
$1 million composed an increased share of total C&lI loans
over the past four years (See Chart 5).

¢ The healthy outlook for the Montana business sector may
have trickled over into the housing sector. For the first
time since early 1997, home prices in the state finally
appreciated year-over-year faster than the nation in 2003.
As of second quarter of 2004, the annual appreciation
rate was 9.43 percent for Montana, above the 9.36 percent
reported for the nation.

Montana’s insured institutions reported healthy profits.

e Montana’s insured institutions cut overhead expenses and
boosted their June 30, 2004, median pre-tax return on
assets to 1.78 percent, well above the national median of

1.39 percent.’ This stellar performance is also attributed
to an exceptionally high net interest margin (NIM),
which, at 4.51 percent, remained significantly above the
national median NIM of 3.98 percent.

e Thirty percent of the institutions also augmented their
earnings through security gains during the first half of
2004. Consistent with national trends, the up tick in
interest rates had an adverse affect on security portfolio
values at insured financial institutions throughout the
state. After several years of positive unrealized portfolio
gains, banks based in Montana reported a median net
unrealized securities losses-to-Tier 1 capital ratio of 0.64

'2004, the U.S. agreed to a 20 percent cut in its $19 billion annual farm subsidies. Affected crops
included wheat, and corn. If these agreements are approved, cuts could take place as early as
2006. A decrease in agricultural subsidies has the potential to hurt net income and adversely
affect farm property values

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 as of June 30, 2004, which eliminates income tax at the
bank level.

percent in second quarter 2004 (See Chart 6). Recent
and anticipated interest rate increases may dissipate future
gains-taking opportunities.

An improvement in asset quality also enabled some
institutions to increase earnings through lower loan loss
provisions. Although the second quarter 2004 median
past-due and nonaccrual loan-to-total loans ratio declined
to 2.18 percent from 2.71 percent a year earlier, it
remained substantially above the 1.49 percent ratio for
insured institutions nationwide.

Chart 4: Montana's Business Bankruptcies
Declined After the Recession
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Sources: U.S. Courts and National Bureau of Economic Research.

Chart 5: C&I Loan Growth Accelerated and Small
C&l Loans Held Steady as a Share of Total
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Note: Data is as of June 30th and small commercial & industrial loans have original balances of
under $1 million.
Source: FDIC (Montana based insured institutions open at least three years.)

Chart 6: Unrealized Gains in Securities Portfolios
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Note: Data as of June 30th for all Montana Call Report filers.
Source: FDIC
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Montana at a Glance

General Information Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Institutions (#) 80 82 84 87 90
Total Assefs (in thousands) 14,050,848 14,551,373 13,461,467 12,603,429 11,996,342
New Institutions (# < 3 years) 2 4 2 3 1
New Institutions (# < 9 years) 5 7 5 5 3
Capital Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Tier 1 Leverage (median) 9.33 9.54 9.47 9.72 9.87
Asset Quality Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Past-Due and Nonaccrual (median %) 2.18% 211% 211% 258% 2.25%
Past-Due and Nonaccrual >= 5% 11 15 18 19 13
ALLL/Total Loans (median %) 1.43% 1.44% 1.46% 1.39% 1.44%
ALLL/Noncurrent Loans (median mulfiple) 142 1.15 1.30 1.3 1.51
Net Loan Losses/Loans (aggregate) 0.17% 0.16% 0.19% 0.13% 0.17%
Earnings Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Unprofitable Institutions (#) 2 3 2 1 1
Percent Unprofitable 2.50% 3.66% 2.38% 1.15% 1.11%
Refurn on Assets (median %) 1.36 1.23 117 1.29 1.37
25th Percentile 0.96 092 0.87 0.98 1.04
Net Interest Margin (median %) 4.51% 4.52% 4.70% 4.75% 5.08%
Yield on Earning Assets (median) 5.97% 6.29% 7.10% 8.50% 8.67%
Cost of Funding Earning Assets (median) 1.21% 1.68% 2.36% 3.12% 3.52%
Provisions to Avg. Assets (median) 0.11% 0.14% 0.12% 0.08% 0.06%
Noninterest Income to Avg. Assets (median) 0.71% 0.74% 0.70% 0.79% 0.71%
Overhead to Avg. Assets (median) 2.89% 3.02% 2.99% 3.14% 3.09%
Liquidity/Sensitivity Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
Loans to Deposits (median %) 82.82% 78.34% 76.95% 71.82% 78.10%
Loans to Assets (median %) 68.22% 64.16% 65.40% 65.82% 66.49%
Brokered Deposits (# of Institutions) 13 9 10 8 10
Bro. Deps./Assets (median for above inst.) 4.47% 5.59% 3.59% 1.28% 0.67%
Noncore Funding to Assets (median) 15.56% 14.29% 14.93% 15.47% 16.54%
Core Funding to Assets (median) 71.73% 73.39% 73.40% 73.68% 73.39%
Bank Class Jun-04 Jun-03 Jun-02 Jun-01 Jun-00
State Nonmember 30 31 31 2 35
National 14 15 16 17 18
State Member 3 3 3 34 2
S&lL 2 2 2 2 2
Savings Bank 1 1 2 2 3
Stock and Mutual SB 0 0 0 0 0
MSA Distribution # of Inst. Assets % Inst. % Assets
No MSA 66 7,481,629 82.50% 53.25%
Great Falls MT 5 427,448 6.25% 3.04%
Bi”ings MT 5 5,285,402 6.25% 37.62%
Missoula MT 4 856,369 5.00% 6.09%
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