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FINANCING THE JOB AHEAD

There is something fascineting, shining and
romantic about a brand-new piece of farm machinery.
Every man who ever had anything to do with a farm responds
with heightened interest, a new glint in his eye, when he
gets near one. But thereo is mighty little romeance in the
business of paying for it. There isn't any bright paint,
color or motion or sex appcal in the subject I am tc discuss
today. About the most interesting claim that can be made
on its behslf is that it deals with an important phasc of
the postwar conversion in which our individusl lives,
liberties and pursuits after happiness are so inseparably

involved.

We ere now in the period when postwar plans must
be translated into action programs. It is a period of
acute unrest and adjustment as one group jockeys with the
other for asdvantage while our great industrial plant withdraws
from war production cond goes back to the production of goods
for peuceful pursuits, The days chead are packed with the
most explosivc elemonts with which this country's cconomy

hus ever been faced.

American farmers huve come out of the wear with the
strongest financisl condition of their history. Against the
snormous financial backlog in agriculture is a pent up demand

for many goods thut have been scearce during the war,



Fermers cen use their financial power for investment in
better living on the farm, for increasing net returns and
cutting production costs through better ferming practices
and the use of new labor-saving farm mechinery. On the
other hand the liquid assets in agriculture can be used

to bid up the price of land and of articles which are still
in short supply. If asgricultural resources are used in the
letter dirsction, the result will be hardship on farms for
at least & generation to come. The decision rests with

the farmers, themselves, and the choice they meke during
the next several months will influence their standerd of

living and their security for a good many yearse.

The total assets of agriculture rose from $53.8
billion on January 1, 1940 to $90.8 billion on January 1, 1945,
and its net worth increased from $43.8 billion to §$81.8
billion. During that period farmors! debts decreased from
$10 billion to $9 billion. Thus a $1 billion decrease in
debt has been accompanied by an increase of $37 billion in
total assets and $38 billion in net worth. Much of the
dollsr gain in agriculture has been due to higher inventory
prices for real estate and personsl property, but on the
other hand a considerable emount has been due to an actual

increase in asset volume.



The growth of liquid reserves in agriculture is
only a small scene in the nation's financial picture. On
June 30, 1945 bank deposits, exclusive of deposits banks
held with each other, totaled §$137 billion. In addition to
money on deposit a total of 28 billion of currency wes in
circulation last month. This makes a total cof sabout $165
billion on deposit and in circulaticn. Tho total is still
growing.

A review of the amount of money this country had to
work with at the peak of business activity in 1929 gives an
interesting contrast. Total currency in circulstion in
June, 1929 was $4.5 billion, or 16 per cent of the
present figure. Total depcsits snd currency on thet dats
were $55 billion, or only 34 percent of the supply available
last summer.

There is nothing in the near future that seems
likely to reduce the veclume c¢f money. A reduction could be
accomplished by net decrease of public e&nd private debt,
but until thet happens the money is here. Some of the {90
billion worth cf Government securities held by individuals
and non-financiel corporations will be sold tc finance
improvements and other purchases. Deposits will increase
&8 bank eredit is expandcd to offset this, and in
that process the total supply of money is likely even to

incresse for awhile.
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This vast backlog of purchasing power packs a
tremendous inflationary force. If it spends itself in
the direction of rising prices, the road ahecad will be
lined with bankruptcy and financiel distress. The most
¢ffective breke on price inflation would be on cbundant
and increasing supply of gouds and service people want te
buy. But we cannot suddenly increase the number c¢f good
farms. For that reason, farm real estate offers s peculiar
problem. The only hcpe there lies in the sc¢lf-restreint
and judgment of the people, backed by the memory of what

happened after the first Werld Wsr.

Farmers seem to be teking o sensible sttitude
toward the new and different conditions thet ore coming
in the period shead. They are planning to get the
labor~seving mechines snd facilities theat arec adapted to
their neecds, as they bscome available. Many of them expect
to do what they should hove done long uage to save end
upbuild the soil. They expect radical changes in the
business of farming. They 2re locking to manufacturers
for new implements. With only 15 percent -f the country's
labor torce at werk on the farms, the nation's farmers last
year used the power meachinery they had or could buy, to turn
cut on sll-time high volume of agricultural products. It
took long hours, and many old pecple snd woren whs shcould

not heve been there joined the ferm labor force.



Geod weather prevailed, but con the whcle cur war producticn
has been & triumph fcor mechanized farming. Compared with
what 1s ccming, however, we haven't seen anything yet.
Farmers are lcoking fcr many new machines, like the cotton-

picker, which will be revcluticnary in their impact.

The pericd ahead will see an increased need for
ncre capital on American farms =-- capital for such things
as new machinery, scil ccnservaticn pructices, better
fcundation livestock and improved crops. Agriculture in
the past has lagged far behind industry in its use of
capital. As a result, the spread between the net inceme ¢f
the farm wocrker compured with thet of the industrial werker
hes beecme inereasingly wide. Farmers in the years ahead
will expect & standard of living comparsable tc that cf
workers in ncnfarm pursuitss To approach this geel requires
the use of mcre capital to increase the cutput and the net
income of the individual farm wcrker. Capitel fcr these
purpcses is prcductive capitel and will cuntinue to pay
high resturns cn investment. On the cther hand, capital that
is spent to bid up prices ¢f farm real estate above the
level that can be sustained by ncrmel income, 1s nct precduetive.
Neither is capital prcductive that gces tc inflate prices
of other capital gccds c¢r -equipment. If farmers use their
present backlcg of purchasing pcwer for such ncnpreductive
investment, living standeards c¢n the farm in the lcnp run will

prcbably be further depressed rather than imprcved.



Frcem the viewpcint of inflation dangers, farm resl
estate is prcbably the number cne proeblem in sgriculture.
To dute the cver-all increese in price has nct been alarminge.
In mest areas the number o¢f transfers have nct been unususally
high, and in gensral the use of credit in connection with
form seles has been ncminael snd reascneble, However, many
factors ure at work which tend tce push up the price of land,
Lcwer interest rates, longer term farm mcrtgages, the desire
tc hedge ageinst inflaticn, price suppcrt progrems, vsterans
who wish t¢ beccme farmers, and the encrmcus supply cf mcney
are all ferces in a market in which the supply of desirable
farms is limited. These inflaticnary forces are nct limited
tc real estate. They can exert s dissstrcus influence on the
price of such items as farm machiney if overycne tries tco

buy at cnee, before the manufucturers hit their stride.

Most business men, and ell the lubor lesders I
ever talked with believe that farmers shculd proccduce tc
capaclity; they cppcse crcp curtailment end restricticns.
Fermers dc nct like them either, and I deare say wculd nct
be asking fcr them if business mensgement end labor would
only measure up tc their jcint responsibility %c¢ keep a
high and unrestricted flcw ¢f the implements <f prcduction
meving cut to the farmers. Muximum prcducticn ¢f incustriel
prcducts at reascnable ccst per unit tc supply the demend
without price inflaticn cen be the mcst important contributicn
¢f industry and leber tc a brighter future for Americen

agriculture.



From industry!s viewpcint, a liberal supply at reascnable
prices will mean & continued market and the cpportunity
tc cperate ut maximum prcducticn for yesrs tc cime. The
centrary pclicy of scarce gecds at inflated prices will
dissipate farmer savings, inflete farm prcducticn ccsts,
and narrcw the market nct cnly ncw but fer e leng time

sheod.

Included in the tctal net werth of agriculture
are about {16 1/3 billicr in cash and Govermment bonds,
which means that many farmcrs have cash on hend tc satisfy
their demands for gocds which have been in sihwrt supply
during the war. Credit, howsver, is nct cut of the picutre,
and the encrmous equities bhat farmers have built up during
the war pericd prcvide a buse for a scund expansicn in the
velume of farm eredit -- sound, that is, if it gees fer

prcductive purposes.

It seems tc me thut farmers in the years anhead
are going tc expect and cbtain credit cn & mere realistic
basis than they have been sccustcmed tc in the past. The
now capital needs in cgriculture will probably generste
demand fcr & grester tetal velume f farm eredit than hes
been generally used. An increased use cf credit, if ccnfined
tc¢ prcductive purposes, can contribute grectly to better

living cn the farm.
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I believe that farm credit shculd develep intc
three rother bread classificuticns with clesrer lines cf
distincticn between the types thon has been truc in the
past; and that all types ¢f furm credit shoculd be mcre
clesely tied to scund cperating plans than has been the
‘cese with cast credit practices. In the first categcry
arethe lcng term credit needs f farmers for ferm real
estate finance. I am nct thinking <f credit tc enable
farmers to purchase land &t infleted prices, but rather
credit that will enable farmers tc balance their system
f ferming, to conserve the scil wnd meintein its productivity.
This means credit for scil-saving practices such as terracing,
waterways, etec., credit fur fences tc adjust the leycut of
the farm to¢ the topoegraphy c¢f the land, eredit fcr new and
mcdernized buildings t¢ bring about maximum efficiency in
farm living and livestccek preducticn, creqit for farm pends
end water systems, electrificaticn, snd meny (ther things

that meke for better living end mere efficient prcducticn.

Second, will be lenger term credit foer the operating
capitel needs of furmers similer to the term loans which have
been develcped and successfully applied in the nunfarm
industries. This type ¢f crerit will be used fcr further
mechanizeticn, for increasing the number ond quelity of
fcundaticn livestock, end for equipping the furm heme with
mcdern househcld applicnecess It will mean term louans based
cn & plan that may require frem cne to fiveyears for

ultimate liquidaticne.
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I think lcans ¢f this kind will be made by commercial

banks and other lenders for the term necessary tc meet
the requirements ¢f the individual ferm, end cn a basis
much better adspted tc actual farm needs than has been

prcvided heretcfore.

Third, is the production type of credit for
recurring expenses such as feed, seed, labor and fertilizer
that moke up the annual expenses for prcduction c¢n a farm.
This type of credit is self-liquidating and in gonerel will
require terms cf cne year cr less depending on the type cf
enterprise. I believe that interest rates on all threce
types of credit will tend tc be lower and mcre in line with

the risk invclved than farmers have enjcyed in the paste.

A good example cf what I am thinking abcut fcr farm
real estate finance, the loens ¢f the first cluss, has recentl
been worked cut by & group of bankers at St. Joseph, Missouri.
The farm lands of that area are naturally fertile and rolling.
Farmers have carelessly explcited the criginal prcductivity of
the land through hesvy rcw-crcp precducticn with up-and-docwn hi
plewing. This has resulted in tremendcus scil lcosses frem
ercsion; it is estimuted that much c¢f the area has alresady

locst epproximately half cf its criginal top soil.
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St. Joseph bankers reccgnized the menance ¢f such
a system of frrming nct only for the future cf the farms
themselves, but fcr their tewn which is lergely dependent
on the inccme from the surrcunding egriculture. They have
develcped a loen which is based ¢n a scund farm plan worked
out by their county sgent. Tc¢ present their plan tc the
public, they have token for their example & 267-scre farm
with 168 acres cf crcp lund. This farm is neturally fertile
scil but sbout helfl ¢f the original tcp scil hes been ercded.
The estimated normal value of the farm in its present conditicn

is $85 per mere, cr a total velue of 22,695,

The county esgent, in cccperaticn with the cperatcer,

has worked cut & water mansgement plan fer the farm alcng

with a crop rotativn and fertilization and liming prcgraem,

tc stop ercsion and rebuild the productivity of the scil.

It is a ten-yeer program with mecst cf the werk being dene

the first four years efter purchase. During the ten-year
pericd it is estimated ¢n the basis of present costs that

in additicn to the purchase c¢f the farm, the opsratcr will

need a tctal of $9,714 to establish a complete balanced farming

ané scil conservation pregram on the farm.

The lcan provides for a Zisbursement schedule
throughcut ths ten-year pericd as farm improvements are
cempleted. The farm plen, in addition tc working out the
estimated cost, sets up a schedule of anticipated increased
inccme that should accrue during the ten-year pericd as s

result c¢f the improved prectices.



The expectation c¢f increased yields is based ¢n actual
results cn & nearby experiment steticn and cn neighborhecd
farms. The estimate ¢f increased income is based ¢n 15-year
average prices for the pericd 19256-1939, which figures ccrn
at 73 cents, wheat 96 cents, cats 40 cents, alfalfe $12.50,

and pasture at 1.50 per animal unit per menth.

Increased inccme figursd cn this besis adds up
for the ten-ysur pericd tc &« tetul of 16,655 as sgainst a
tetal cost of 59,714, If a2ll the increased income were
appliod &s repsyment, the ccnservation pcrtion ¢f the lcun
weuld liquidate itself within s 7-year pericd. To allow
scme leeway, the St. Jecseph farm lcan plan establishes
rcecpayments ¢n the leen at 756 per cent ¢f the anticipated
increased incomes At this rate the lean will liquidate
itself within the ten-year pericd. St. Jecseph bankers
have reccgnized that suvil-seving snd scil-bullding practicss
add t¢ the value c¢f the farm reul estute security and are

williny, tc eccept it as such.
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The farmer can repay the rehebilitation portion of 4
from inccme created by the expenditures, and st the cnd »of
the ten-year pericd his form will be at meximum production,
soil losses will have been stopped, snd the net income based
on everage prices will have been raised by $2,000 per year.
This represents the most reelistic and constructive opproach
te farn nortgage credit that has come to my sttenti-on. It is
new and in some respects revolutionary, and in my »pinion
will help set the pattern for much ferr real estate rortzoze

credit in the ycars to come.

Whet St. Joseph banksrs have done in the longer
terrm lend improvement field can and I think will be done
in the opoerating capitel crcdit field, and that is where
you men are particularly interested. Here os in the case
of farm rortgege creodit, I think the start should be =
sound plan for the individual farm. In other words, the
form machinery dealer will need to sit down with the farmer
to ccensider his over=-all squipment needs. The advice of the
county esgent, if it is available, would be invelusble.
If bank credit is invelved, the banker or his agricultursl
representative should sit in. The machinery and cauipment
neecds will be determinsd by the cperating plen of the farm,
which includes & carcful estimate of the normel irncome and
expense in connection with the operation. The need for

heusehold epplisnces shcould be taken into account.
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On this basis the fermer will have an cppcrtunity
tc determine the kind snd amcunt ¢f equipment he needs, and
he will be prctected agninst buying mcre cquipment than his
pctential eupnings justify. The credit terms will be worked
cut to meet the repayment pcssibilities of the operaticn
invcelveds Farm machinery that is scld and finsnced cn such
a besis will rerresent u« procductive investment fcr the farmer,
eliminate much cf the ccllecticn difficulties <f the
machinery ccmpany or the lceal banker, and will create =
scund market for replacement items and repairs for years

to come.

I think we must get away from the type ¢f machinery
sales where loose credit terms arws the determining factor in
the sale, and in which specific crops, which in meny instances
ere already pledged tc cther purpcses, are taken as additicnal
security. The American farm must be further mechanigzed and
from the denler's viewpoint the market is almecst unlimited.
The process of mechanizatiocn can be advenced mere rapidly,
hoewever, if buth sales and credit are adapted tu & plan that

meets the neesd cf the individual fearm.

The third type c¢f credit I mentioned, which is the
annual self-liquidating type cf production lcon, will wrobaebly
undergc less change in the future than any cther type cf
farm finance. Bankers generally have favcred this type cf

loan and are already in the pesiticon te meet the need.



- 14 =

I think, however, that as we gc slong, there should and will
be & greater tendency tc keep prcducticn credit separate frem
the cperating capitel type of lcan. Theat is the Jjcb ahesd

in farm finance as I sec it.

The financial pcsiticn of agriculture at present is
perfectly set for edopting that kind cf credit.
Whether or nct we cen immediately develcp such a realistic
apprceech toe farm credit transscticns depends on the amcunt
of restraint that farmers, msnufacturers, labcrers, and
others are willing to exercise to cvercome the many
infletionary tendencies in the picture tcday. If encugh
cormon sense and self-restraint are exercised, big dividends
to £11 will accerue in the years ashead. If, cn the other hand,
the liquid reserves cf agriculture are wasted in an infleticner
spiral with a companicn growth c¢f unsound credit, the whele
process ¢f pcstwar adjustment will be retarded and we may be
faoced with ancther generation ¢f financiel distress in
agriculture such us characterizel the inter-war years when

two million farms were lcst tc former cwners through fcreclcsur

We 8ll have a stake in which way it gces.
Extreordinary gocd sense and leadership will be called for
if we are to avert an infalticnary blcw-up by making this
reccnversion period one in which maximum prcducticn cf
incustrial gocds matches the full producticn cf America's

agriculture. ccc000co0



