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Large scale of Western farm operations shown by size of bank loans 
and by size of farm borrowers . . . most loans carry 6-7 percent rate
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large scale of Western farming operations. 
About 30 percent of farm borrowers at Dis
trict banks received funds under lines of 
credit, whereas only 10 percent of borrowers 
elsewhere received funds this way. And al
most two-thirds of the dollar volume of Dis
trict bank credit was held by borrowers with 
established credit lines. The disbursement 
and repayment of funds under lines of credit 
are generally budgeted to coincide with the 
individual farmer’s need for credit and the 
flow of income from the sale of his products, 
and financing of this type is thus ideally 
suited to large-scale operations.

9 %  
and Over

The 1966 farm lending survey, in sum, 
shows that District banks have sharply ex
panded their lending activity in line with the 
expanded requirements of Western farmers. 
This increased financing has taken place at 
a level of interest rates which has kept pace 
with the advance in interest rates nationally 
—  and, far more than elsewhere, credit has 
been extended to meet current expenses 
rather than to finance longer-term invest
ment. Finally, the distribution of debt by 
type and by size of borrower reflects striking
ly the vast size and diversity of Western 
farming operations.

— Donald Snodgrass
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Defense Spending:’68

Th e  Pentagon plans to spend $72.3 bil
lion in fiscal 1968— more than it spent 
in any earlier period except at the peak of 

World W ar II. Total expenditures, excluding 
m il i ta r y  a s s is ta n c e  to  foreign countries, 
should be two-thirds higher than at the 
Korean War peak and double the level 
reached at the post-Korea low. Nonetheless, 
the 1968 spending figure, high as it is, repre
sents a leveling of the rapid upsurge which 
has taken place since the Vietnam war esca
lated in the summer of 1965.

Defense spending “clearly attributable” to 
Vietnam, which was $5.8 billion when the 
buildup got underway in fiscal 1966, is 
scheduled at $19.4 billion in fiscal 1967 and 
$21.9 billion in fiscal 1968. But these figures 
represent only the direct costs of the war, 
such as pay and equipment for the 455,000 
troops now in Southeast Asia; they do not 
include such items as the use of previously 
stockpiled ammunition or increases in gen
eral administrative costs.

Structural shifts
The structure as well as the size of the 

defense budget has sharp implications for 
the regional economy, since the West nor
mally is more dependent on defense con
tracts for sophisticated weaponry and re- 
search-and-development (and for civilian 
space systems) than it is on contracts for 
conventional-war h a r d w a r e  and military 
housekeeping. In conventional wars —  such 
as Korea and Vietnam —  increases in spend
ing are concentrated in the latter categories, 
which include such functions as military per
sonnel pay, military operations and mainte
nance, and procurement of ordnance and 
vehicles. Although the West receives a great 
deal of income from such activities, it nor
mally obtains much more from the other 
budget categories, which are now expanding 
at a far slower pace than the rest of the 
defense budget.

Structural shifts are evident in both the 
agency breakdown and the functional classi

Structural shifts evident In both agency and functional breakdowns 
of budget, as Arm y spending and conventional-war functions increase
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fication of the DOD budget for 1968. The 
Air Force is again scheduled to receive the 
largest amount, $24.1 billion, but this is only 
about one-fifth above the 1961 figure. The 
Navy, with $20.4 billion, is due to get half 
again as much as at the beginning of the dec
ade, while the Army, with $23.4 billion, 
should more than double its 1961 spending 
rate. The Office of the Secretary, with $4.3 
billion, should quadruple its earlier spending 
level.

Conventional-war budget

Structural shifts are visible over even a 
shorter time-span in the functional break
down of the budget. Spending for active mili
tary p e r s o n n e l  and for operations and 
maintenance have increased in tandem since

the expansion of the Vietnam conflict; each 
category is budgeted at about $19.0 billion 
in fiscal 1968 as against roughly $12.5 billion 
each in fiscal 1965. Spending for convention
al hardware, which is concentrated in the 
industrial states of the East and Midwest, 
has grown even more rapidly. Procurement 
of ordnance and vehicles, at $5.2 billion in 
1968, should be considerably above the $1.1 
billion of 1965 and slightly above the Korean 
peak, while procurement of other conven
tional items, at $3.7 billion in 1968, should 
be somewhat higher than both the $2.3 bil
lion of 1965 and the Korean peak figure.

Spending projections for defense-related 
items which dominate the Western economy 
fail to show such clear-cut growth trends. 
On the one hand, aircraft procurement
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spending has risen just as rapidly as conven- 
tional-hardware procurement —  but defense 
spending for missiles-electronics procure
ment and for research-development-test-eval- 
uation (RDT& E) is expanding very slowly.

Procurement of military aircraft is bud
geted at $9.0 billion in fiscal 1968— close to 
the Korean W ar peak and far above the $5.2 
billion of 1965. The Pentagon schedules only 
$3.4 billion for procurement of missiles and 
electronic gear in fiscal 1968, far below 
1963’s peak figure of $5.2 billion, and mean
while budgets just $7.2 billion for RDT&E, 
only slightly above the 1964 peak. (Western 
aerospace firms are also forced to contend 
with a sharp cutback in civilian space spend
ing— but meanwhile they are deluged by an 
inflow of new orders for commercial jet air
craft. )

Contracts go elsewhere

Since the growth of the Western economy 
is closely tied to the fortunes of the aero- 
space-R&D industry, the mixed trends in the 
defense budget raise some questions about 
future growth prospects. These questions are 
intensified by the recent shift in defense- 
contract allocation in favor of other parts of 
the country, especially since the shift has 
taken place in those categories which have 
hitherto been considered the unique preserve 
of W estern firms.

Between 1963 and 1966, the Twelfth Dis

trict share of military-aircraft procurement 
contracts dropped from 20 to 14 percent, 
and the District share of missiles procure
ment declined from 61 to 52 percent. And 
although total spending for military aircraft 
is due to rise sharply in 1968, the lion’s 
share of the work will probably be done by 
plants in Texas and Missouri.

Western firms must also contend with the 
fact that military R&D spending is increasing 
only slowly, and that much of the new busi
ness is going elsewhere. Between 1963 and 
1966, R&D expenditures actually declined, 
and the Western share of that smaller total 
meanwhile dropped from 52 to 36 percent.

Other regions of the country are increas
ingly aware that the firms which conduct or 
manage the research and development for 
new weapons systems— and which assemble 
the engineering talent and experience for this 
purpose— are in a strong position to compete 
for follow-on production contracts and for 
new R&D contracts as well.

Other regions, increasingly, recognize that 
a crucial factor in economic growth is a fa
vorable R&D climate— exemplified by the 
availability of highly specialized scientific, 
engineering, and technical manpower, along 
with specialized facilities, labor skills, and 
production experience. The West, with its 
unique strength in R&D, still leads in this 
field, but defense contract data show that 
other regions are rapidly narrowing the gap.

— William Burke

Publication Staff: R. Mansfield, Chartist; Phoebe Fisher, Editorial Assistant.
Single and group subscriptions to the Monthly Review  are available on request from the Admin
istrative Service Department, Federal Reserve Bank of San Francisco, 400 Sansome Street,

San Francisco, California 94120
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