
In their analysis of current developments in the farm 
land market, however, the respondents subordinated 
changed appraisal and loan policies. Few respondents sug
gested that the pohcy changes were unsound when mea
sured against the long-term production and income pros
pects of the individual farms involved. They suggested 
that a stepup in appraised values for well located, easily 
operated farms in good repair and with fertile soils would 
be justified under present and foreseeable farming con
ditions. In their view, many of the farms that changed 
hands or were mortgaged in the past decade had increased 
in value as a result of improvements made on them or 
increased production potential.

Future Trends Affect Quality

Whether the evaluations of the respondents in the survey 
prove correct hinges to a great extent upon how well farm 
lenders have judged the future. The quality of farm credit 
they extend now depends greatly upon developments in 
years ahead, especially the course of farmers’ income. 
Although income projections can be highly undependable, 
it is often useful to assess the possible trend.

The USDA in a recent projection of the farm econ
omy to 1968 suggests that farmers as a group may fare 
reasonably well through that year at least. This projection, 
which assumes a continuation of present farm programs, 
anticipates further growth in population and consumer in
comes and a small decline in prices of farm products.

According to the USDA, a further enlargement of farms 
is also in prospect, as are increased farm mechanization 
and efficiency. Farm output in the nation may increase

about 11 percent from the 1963 level. Net farm income 
per farm is expected to rise, perhaps by a tenth, if the 
number of farms continues to shrink at the present rate.

A continued marked decline in the number of farms 
in the next decade will tend to reinforce these expecta
tions because the management and control of the nation’s 
farms will shift further to commercial farmers through 
farm transfers and consolidations. This process also may 
generate some upward pressures on the level of farm 
land values.

Summing Up
Looking back over the record of farm loans made in the 
1940’s and 1950’s, the evidence does not show clearly 
that their quality fell below a desirable level. Most farm
ers repaid their loans promptly or at least within extended 
time limits satisfactory to their creditors, and farm fore
closures held at a low point for a prolonged period. Many 
farmers probably used their borrowed funds to increase 
their earnings.

Unwise credit practices today, however, can reduce the 
quality of lenders’ loan portfolios and lead to future loan 
delinquencies and foreclosures. If loan appraisals over
state the real worth of farms, if farm credit is widely ap
plied to speculative uses, and if marginal borrowers are 
encouraged to invest excessively, the quality of credit will 
deteriorate even if farm income in the nation does not 
move lower. If income does decline, this deterioration 
could cause trouble, especially among the less efficient
farm borrowers. . , T

A r t h u r  H. K a n t n e r

District Member Banks Still in Cost Squeeze
High operating expenses plagued District member banks 
again in 1963. Dollar operating revenue rose appreciably 
during the year, but expenses drained off a larger share 
than in 1962— 75.2 percent, compared with 74.0 percent. 
This marks the third consecutive year in which operating 
expenses have outpaced gains in total revenue of mem
ber banks. As a result, net current earnings declined from 
26.0 percent of total revenue in 1962 to 24.8 percent.

Net income (after taxes and adjustments to reserves) 
dropped from 15.7 percent to 14.9 percent of total reve
nue. Both the ratios of net income to total capital ac
counts and to total assets were fractionally lower in 1963 
than in the previous year.

These and other ratios measuring the performance of 
member banks were calculated from regular reports of 
condition and the report of income and dividends for the 
year 1963. The ratios, which are shown in the table on 
Page 6, represent simple averages of individual bank 
ratios, i.e., each bank’s ratios are weighted equally.

The continuing competition for time and savings de
posits contributed heavily to the rise in operating expenses 
in 1963. Interest on these accounts increased from 22.5 
percent of revenue in 1962 to 24.1 percent in 1963. The

average rate paid moved up from 3.12 percent to 3.29 
percent. Total time deposits, moreover, represented a 
larger proportion of total deposits than in the previous 
year— 37.9 percent, compared with 36.3 percent.

On the revenue side, interest and dividends on other 
securities, expressed as a percent of total revenue, rose 
slightly from the 1962 level. Interest and discount on 
loans also increased, reflecting both a larger portfolio and 
a higher average return. Service charges on deposit ac
counts, however, dropped slightly after hovering at the
8.0-percent level during the two previous years.

Member banks shifted their assets in the direction of 
higher-yielding loans and other securities during 1963. 
U. S. Government securities, as a percent of total assets, 
fell only slightly from the 1962 level, while a significant 
decline occurred in cash assets.

Total capital accounts improved in relation to other 
balance sheet items between 1962 and 1963. The ratio to 
total assets increased from 8.6 to 8.8 percent, and the 
ratio to total deposits rose from 9.6 to 9.8 percent.
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