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WHY BANKS SHOULD BE INTERESTED IN IMPRCVED AGRICULTURE

It isn't difficult to understand why Missouri banks are interested in agri-
culture. Except for St. Louis and Kansas City, most Missouri banks oporate in com-
munities whose prineipal industry is agriculture. Even the ¢ity banks are indi-

rectly dependent cn agriculture.

Agriculture end improved sgriculture are something different. There is a
tendency to think of farming as a combination of brawn, sweat, and soil thst pro-
duces raw products which end up in the food and apparel necessary for city living.
But good agriculturs, safe agriculture, is more than that, and it is time nonegri-
cultural groups wake up to the fact. The preservation and improvement of our
agricultural resources are vital to the future strength of our netion. They are
vital to sound country banking in the future. Although we have recognized that
scil is the basis of «ll farm production, we have been primarily interested in what
the scil preduced and have given too little thought to how production affects the
soil. Our interests have been in "taking from" the soil with very small emphasis

on "giving back".

It 1s gratifying thet Missouri bankers are giving an entire day of this
conference to the study of improved agriculture with emphasis on soil conservation
and belanced farming. You are in excellent position to assume leadership in a pro-
grom of Missouri agriculturel improvement. Your sponsorship of soil conservation
and balanced ferming as en associstion progrem is cvidencce of your sincerity of

belief in better farming.

Dean Miller and Jim Burch in their discussions have vividly shown hcow the
adoption of soil conservetion practices under balanced mancgement can create e
greater total production per ferm, lower costs and a higher net income per farm,
and a favorable balance of the soil fertility ledger, Thc big job now is %o spread
the gospel to morc and more Missouri farms. It's s long and difficult progrem of

education, but don't lct that fact for a momont disccurage your efforts.
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let me now become more specific on why banks should be interested in improved
agriculture. Let's think of improved agriculture in terms of saving soil resources,
using them properly, and re~building them. Just how does the soil affect banks?
Bankers are dealers in money. They are supposed to understend their wares, For

this reason I shall attempt this presentation on & dollar and cents basis,

Improved agriculture for the individual farmer means a higher total production
at a lower production cost per unit, and a higher net income. This same principle
is eppliceble to an entire agricultural community., As each farmer in a community
adopts & balanced and soil=-conserving plan of operation with the resulting
improvement in his net income, he exerts a rising influence on the over-all commun-
ity income level. Maximum income of an agricultural community can be attained only
when every individual farmer meking up that community has adopted a balanced plan
of operation which assures his meximum production at minimum cost, Increased
income for the farmers in an agricultural cormunity directly affects its urbandncome.
The earnings of merchants and professiocnal men who make up the business interests
of country towns - o term which describes the homes of most Missouri banks - are
directly dependent on the earnings of the farmers in the treade territory.
Therefore, the increased farm income that results from improved farming practices

raises the net esrnings of the urban interests that serve the farmers,

So conservation farming under & balanced-management plan of operation will
directly improve the income levels and living stendards of both rural and urban
residents of a community., It will broasden the field for service and strengthen the
income of the local bank which is an integral part of any community. Banks, then,
heve a dollar and cents stake in improved agriculture quite in sddition to their

natural interest in community welfare,



This intcrest in better farming oxtends indirectly to city beanks evon
though they may have no dirsct contacts with individual farmers. City bank ser-
vices to business interests which dspend on & form retail cutlet are affected by
the purchasing power of the farmer which is dependent cn net farm income., Through
their correspondent relationships with country banks, city banks shere in the

highsr bank earnings resulting from higher form income.

Therefore, from a dollar and cents vicwpoint the c¢rtire banking system
has a vital intercst in improved sgriculture. Banks grow strong on thc food of
business sctivity. Agricultural income exerts en important influence on the over-
2ll scale cf business activity. Building a streonger agriculture through improve-
ment in ferm practices will contribute tc stronger business activity and = stronger

banking system.

Missouri bankers as well os all bankers in agricultursl sreas zre concerned
cver the growth in the volume of credit supplied to farmers by Government agencies.
This problem may be more closely tied to propser scil mensgement than meny of us
have rccognized. Govermment aid is often sought when & business or industry feils
to produce sufficient income to provide minimum living stondesrds of the operators.
Many of the Government agricultursl aid progrems, at their incepticn, were the
progeny of unprcfitable farm operetions. Experience shows thet cnce introduced
they are not =asily rewoved whon farming returns to & prcfitable basis. This hus

bean particularly true of ferm credit assistance.

Fairly recent history indicates thet when forming becams unprofiteble, farm
credit frequently has become difficult to obtain, and farmers have turned to
Govermment for help. Their plea in such instances has ususlly been met by the
orgenization of a new egency to supply credit with Govermment funds to tide the fer-

mer ocver the emergency. Witness the advent of the emergency crop and feed



loans secticn, the Federsl Intermedicte Credit Benks, the Regicnal Agricultural
Credit ccrpcraticns, the Prcducticn Credit system, nnd the Farm Security Adminis-
traticn, tc menticn just & few. Once established, hcwever, mcst ¢f the Governmental
farm credit agencies have built up a clientele and a sufficient vclume cf busincss
tc perpetuate their existence lcng after the emergency which led tc their creaticn

has passe&c.

Twc general types of emerpgenices have led tc the entry cf Gevermment inte
the farm crecdit field. Bcth are eccnemic. One cecurs when eccnemic furces ad-
versely affect the inccme ¢f the entire furming industry. The cther is generated
by uneccncmic practices cr by en explcitive syster ¢f ferming which gradually
depletes scil rescurces cnd fertility tc sucn a degree thit mcre end mere in-
divicdual farm units beccme unprofitable. Brnks must develop their ferm services

sc as tc meet beth these emorgenciss.

I den't need tc cwell long cn the first type «f emergency, where the entire
agriculturel industry is subjected t¢ the fcrces «f adverse eccncmic readjustments.
The unfavorable positicn ¢f agriculture in the early ttwenties fcllowing World
Wer I and the general ccllapse of the esrly 'thirties illustrate this type cf
emergencys 1 am convinced that, with preper cccperetion, the banking system and
the Federsal Reserve bsnks can meet the prcblems cf thet emergency type better in

the future than we have met them in the pest.

Actuelly, during these years «f trisl, banks were reccrding the experience
¢n which subsidized credit agencies were leter tc develop a pregrem and sell their
services tc farmers withcut having shered the risks incident tc¢ that experience.

The banking system hed sufficient rescurces tc handle the situaticn in the 'twentiex
and even in the 'thirties. It lacked the experience necessary tc¢ the fermulaticn
¢f a lcnger-term constructive loen pregrem thet weuld result in proper distributicn

of its rescurcess



Cn the basis of the experience gained during the 1930's, the entire banking
system, including the Federal Reserve System, must give further study toward the
develcpment of a program that will result in «1l units of the banking system -
country banks, city banks, and Reserve bsnks - working smocthly together so that
its rescurces are aveillable to the wurecs of grestest need. I believe thot such a
progrem can be developed, and that the imericon farmer will nct need to lock
toward Gevermment credlt agencies to supply his legitimate necd in pericds of severe

econcmic depression.

Ky greatest fear of further inrcads of Government credit intc the banking
field lies in the seccnd type of emergency. This 1s not & temperary emergency
incident to the resdjustment of econcmic foerces. It is en emergency develcoped over a
leng pericd of yeurs through & gradusl process of sicl depletion resulting from
expleitive fzrm practices. We must werk cut o control cver scil prcductivity lesses,

cr its ccnsequences will contrel us for sll time to ccome.

An exaonple of this emergency can be fcund in certain sectias cf the 01d
Scuth, where certinued spplicaticn of explcitive farming has reducsed large areas
to poverty and pity. And we don't need to go thet fer ewav frem home for cur
object leégscns - plenty sre tc be seen within & few miles of Columbin. To bring
this prcblem cleser heme I dare sey thet any banker in this room can drive intc
the form cormunity he serves ané find individuel farms thet through ill-use have
been reduced in prcductivity tc the pcint where they will no:longer prcvide the
cperater end his family with even & minimum stendard c¢f living. Such farms have
either baoen sbandeoned, abscrbed intc cdjeining units ¢f higher proeductivity, cor
they sre being cperated through a continucus injecticn ¢f Gevermment aid through
credit, direct grants, or dirsct relief tc the cpermters. Each year the revages

of ercsion and excessive cropping are relegnting more farms tc this unfortunate



grcupes The unusually high ferm inccume of the war yeors has tended tc cbscurs the
process on many of these form units, but o return tc a mcere ncrmel farm inccome

situaticn will place many of them ¢n &« lcss bosis,

Every time o cnce prcductive farm fells intc this submerginel emergency
classificcticn & community asset is eccnverted inte a ccmmunity liasbility. Credit
alcne cannct sclve the problem. A long and scelally cestly pregrem cf restcraticn
of preductivity is needed. Such a farm tends tc detrect from, rather then aid tc
the cemmunity living standarcd. As mcre farms are reduced tco this emergency group
the ccmmunity econcmy is weckeneds. As & cormunity beccmes wecker eccncmicolly, its
bank camnct escepe the weskening influence. Scund ferm credit cpportunities will
decrease, the deposit level «f the ccrmunity will likely follcw o similar pattern,

and generel business activity will tend tc¢ ccntroct,

Gevermment credit agencies such os the Farnm Security Acdministraticn thrive,
and will ccntinue tc thrive, in areas thot centinue tce be subjected to explcitive
farm practices, ¢n a jcb the local bank csnnct dee This is gucd reascen why banks
shculd be interested in inprcved agriculture. Censtructive efforts on the part
cf banks tc enciurege ond premete scil censcrveticn and balanced fsrming in their
ccrmunities cean have o tremendously beneficisl effect ¢n the preserveaticn end
resteration of scil rescurces. This program, with aggressive suppcert, cen go =
lecng way towerd eliminsting the need for further sceializaticn of farm credit.

Ycur Interest as an asscelaticn in bealanced ferming is evidence thet ycu srpre-
clate the sickeninr consequences of scil ercsicn and expleitive furm practices, and

their ultimate repercussicns in the banking system. Regsrdless ¢f the effort ycu

put intc this program, you will be repsid cver end cver uagain,.

>
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Just a brief word now on how a bank can finance the costs incidental to
the adoption on an individual farm of a complete soil conservation and balanced
ferming program. As of today, providing credit neccessary to the orderly comple~
tion of the balanced farming plan is not a serious problem, Farmers arc in
excellent financial circumstances and farm income of recent years has greatly
inflated the average farmer's ability to repay debt. For these reasons the
unusual expenses involved in making such adjustments can largely be paid with
cash on hand or by borrowed money which can be repaid on a short-term basis.
A return to a more normel farm income situastion, which 1s bound to occur as soon
as the very abnormal demand for food by a war-torn world subsides, will pose
a more difficult problem., Increased production to muet war demands can only
have resulted in an increased rate of soil depletion, Thus, the need for soil
conservation and balanced farming practices will be even more scute vhsen the war
is finally won than it is today. Credit necessary for individual farmers to com-
plete balanced farming plans in the postwar years will likely be repaid under a
much less favorable ferm income situation and will probably be repaid over a

much longer term than would generally be required today.

This program you are undertaking is not altogcther a short-time affair.
It will provide many loan opportunities for banks. Bank credit must be geared
to the long-time aspect of the program. Loans rnust be developed that will
provide the farmer with sufficient funds to complete the program. The unusual
costs incident to a given farm's adoption of the program will veary according to
the degree of erosion and fertility depletion and to its topograephy. On farms
of level to slightly rolling topogruphy the problem is primarily one of re-
arranging the cropping program and supplying through lime and fertilizer the
deficiencies of the soil, Such farms do not present a serious problem of long-

term credit in making the change.



A much different cost problem is presented on farms of more folling topography
where not only has vital soil fertility been depleted, but where much of the
precious topsoil has been removed, the ridges ssperated by ditches, and the hill-
sides lined with gullies. Not only must cropping be rcerranfed and deficient
elements supplied, but in many instances terrscing, scil-saving dams, and cther
mechanical structures must be .emplcyed tc effectuate tctel ercsicn contrel. The
unususl costs invelved in revamping this type cf farm may be reletively high and
under a ncrmal foarm inccme situation may present o credit preblem ¢f o five-year
or even & ten-year term. Fully increased producticn resulting frcm the imprecved
prectices weuld likely be relatively slcew and greduasl in develcpment. If the un-
usual ccsts incidental t¢ this type «f program ere supplied by bank credit, the
benk can prebably lock forward to a two-tc-five-year pericd when the amcunt of the
lcan wculd be inereasing with very little, if any, repeyment. If the werk is
preperly dene, and preperly meinteined, howsver, there sheuld fellew o pericd of
years cf increased prcducticn that can be expescted to smcrtize the criginal cests.
Dent't cverlcok the peint thet ultimste amortizaticn ¢f the ccsts moy require up tc
ton yesrs or longer from the date of incepticn of the pregram. If the furmer and
the banker will sit dcwn and werk cut o pregram on thet basis, then I bzolieve thet
banks can develop & reazl wlume (f conservaticn eredit, tc the cemmen benefit of

the farm, the benk, and the ccmmunitye.

The questicn c¢f cwnership and equity will be e foetcr in adapting loens
t¢ unusuel ecnservaticn costs., The number of yeers ¢f cwnership, the amcunt cf
arm mertgage indebtedness, and the cpereting assets and indebtedness will dircetly
affcct the conditicns of credit extensicn fer premetisn of imprcved practices. I
the farm is just being purchased, a different set ¢f circumstances may be presented

accerding tc the amount ¢f cash the purchassr hes tc invest. Prcbably the mest



difficult prcblem is enccuntered if the farm is being purchssed under a farm mort-
gege commitment of meximum amcunte. To¢ my knowledgs no cne hes yet offersd & loan
whclly adapted tc thet situsticne The maximum farm mortgage lcean approved by mest
reliable farm mertgage lcan companies is 75 per cent of the acppraised ncrmel value
c¢f the farm. It would eppoar that @« lender whe hes sdvanced that smcunt of money
cn & given ferm could well afford t advence the additicnal amcunt nccessary tc
guarantce that his investment be prctected frocm the ravages of scil ercsion and
bed scil management. Such an sdditicnal lcen wculd need t be werked cut carefully
foer each individual purchasser cn & balanced planning basis, and disbursemants
vculd need tc be made in scccrdance with the plan. The additicnel amcunt cf the
locn for ccnservaticn purpcses might be mede & port of the repuler mcrtgage lcan
with repayment ¢n en emcrtized besis s &« pert ¢f the cver-all lean. The farm
mertgeage contract would elewrly stote the conservaticon agreenment end be subject

to legal escticn if the centract were nct fulfilled.

My pcint in this whcle discussicn ¢f credit is tc 'indicate tc ycu that it
is a ccmplex preblem of many remifications. If banks zre te meet the challenge
they must lay their plens well. Eesch farm is o separste prcblem which makes flexi-
bility cof credit imperative. The ccnservaticn loan will vary grestly as tc amcunt
invelved, disbursement schsdules, term end plan ¢f repayment, and the tvpe of
security selected. Variction is mandatery if the individual farmer is tc be
servaed by a lcan fitted tc his peculier needs, a conditicn fundamental t¢ a suc-
cessful berrower-lender reletionshipe I don't think we heve given the crecit
aspects «f this whcle program sufficient thcught. We den't yet have the answer,

We must give the preblems further study and develcp pluns today for censtructive

us¢ tomcrrow.

I believe banks csn snd will meet the challenge, I believe thst it is s

challenge as well tc the Federsl Reserve System end tc the other superviscry
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agencies of state and federal gcvermnments. Certeinly there is ncthing in the
histery ¢f the last 25 yeers tc meke mcst «f us feel complacently sure thrt we heve
dene cur best tc develep a credit service adapted t¢ the needs ¢f an imprcved and
imprcving agriculture.s I congratulate the cfficers ¢f the Misscuri Bankers Assc-
cizticn focr their fcresight in deveting this day te the preblem, and share with
yeu o feeling ¢f pride and satisfacticn that we have here radiating cut from the

University cf Misscuri the services thet coen show us the way.

¢c¢cc000cceco



