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LOOKING AHE.D VITH AGRICULTURE

We are meeting today almost exactly one year from the time that
the German armies collapsed and the long-sought victory in Europe was pro-
clajmed. As one looks back over our wartime experiences he cannot help but
be impressed by the extent to which our great acoomplishments depended upon
a singleness of purpose and action by all elements of our population. Now,
as we are wrestling with the many problems that have arisen in the struggle
to reorient ourselves to peacetime activities, we must not forget that lesson.
In peace as in war we must always recognize that mutual.interdependence is
the great central fact of modern iife, and honest cooperation is its best

expression.

It is this theme that I wish to stress as I talk with you about
the future of agriculture in relation to banking. Some economists argue
stoutly that high level employment and prosPerity in city occupations must
have their roots in high farm income and rural purchasing power. They make
a good case. Others contend Just as firmly that you cannot have healthy
agriculture unless nonfarm consumers are made prosperous by full employment
at high wages. I can't quarrel with that view either. The argument between
these points of view is like the guerrel of the two knights who approached
the Crusader's statue, one from the front, the other from the rear. One
claimed that the shield wes gold, while the other contended it was silver.
They drew their swords to settlz the metter, snd no telling how it would
have ended if they hedn't switched sides in the heat of battle, so that each

one saw that the other was right.

It is a good deel like arguing whether your right leg or your left
leg is responsible for getting you there when you walk. We need both legs
to go anywhere, and we need them healthy. sSusiness management and labor must
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match the full production of American farms. Conversely, industry and labor
are largely dependent on a healthy agriculture for the purchasing power re-

quired to maintain expending production and full employment.

Let us take a moment to survey the field, ¥e are in a period
when postwar plans are being put intg agtion., It is a time of acute unrest
and adjustment, of jockeying for advantage between great econamic groups
while our industrial plant withdraws from war end goes back to the production
of peacetime goods. These days and the days shead are packed with the most
explosive elements with which this country's economy has ever been confronted.
To look ahead with agriculture in the light of farm experience between the
two world wars is a sobering exercise even for the most optimistic, the most

confident.

Farm production has expended during the war. For the last three
years we.have been producing snnually about a third more food then in the
immediate prewer years. The smallest farm labor force in recent history
turned out this greatly expsnded ferm production, and they had less than the

normal supply of new machines and replacement parts to work with.,

The nation's agriculture has demonstrated its capacity to produce
more than we have ever, in peacetime, consumed at home and sold abroad. To
be sure, the farmers did it by working long hours and by drawing on stored-
up soil fertility and other reserves; they had the help of old people who

would normally have retired, and of women and children in the fields.

We had -expected the intunsity of effort to abate sonewhat now that
the war has ended. Instead we find ourselves face to face with a world famine
emergency that must spur us to farm production efforts in 1946 and 1947 equal

to or greater than the phenamenal records of the war years - lest a hard won
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circumstances there can be no letdown in farm production now.

Even after the prescnt acute crisis has passed there will be a
tendency to meintain the new high levels of production. This has generally
been true in the past, and forces are at work today that will eneble one pair
of hands on the farm to opcrate more land, and produce more goods than ever
before. We are about to see the greatest advance in the mechenization of
agriculture in history, and the rate of technological improvement will con-

tinue.

Puring the war many fermers suffered from & shortage of farm lebor,
but as rore new and improved machinery becanes available relatively fewer
workers will be needed in agriculture and a steady expansion in non-agricul-
turel occupations and industries will be necessary to provide job opportu-
nities for those workers who leave the farms. Bear in mind, too, that the
populetion of our cities doos not renew itself; it is refreshed and main-

tained by the higher birth rate out in the country. Such an expanding economy

~would provide bette} houses end better living for 2ll. If reasonable balence

can be atteained, those who remain on the ferm -- and 1 hope they will be the
best of each generation =-- will constently increase their efficiency, the
output per ferm worker will ris:c, and they should be able to enjoy incomes

per farm worker comparable to averags incoie¢s in the nonfarr pursuits.

As a member of the financial comuunity, I em interested in the
prospsot that improvement in the «fficiency of farm workers will require the
use¢ of much new cepital in agriculture. I am not thinking of capital that goes
to purchase land in inflated prices, but rather capital that will enable far-
mers tc balance their systems of farming, to conserve the soil and maintein
its productivity, and to heve edapted new power mechinery and equipment to

work with. This means cspital for soil-saving improvements such as terraces
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and waterways, for fcnoes to adjust the lay-ut of the farm to the topcgraphy
of the lend, for new or mndernized buildings ts bring convenience snd camfort
into farm living and livestock prcduction, cepitel for farm ponds and water
systems, for electrification, and f£or meny cther things that make for better
living &nd more efficient production, Cepital for these purpeses is produc-
tive; it will continuc tv pay high returns. On the other hand, ceapitsl that
is spent to bid up pricss on farm real cstate and other cepital goeds above

the level that ocan be sustained by nornel inocme is not productive.

A good exemple of & way incressed cgpital can bs used to step up
the efficiency of farw production has been developed at Ste. Joseph, Missouri,
As a part of the St. Joseph long terwm farm program, the Buchanan County ex-
tension agent, the agricultural division of the St. Joseph Chember of Commerce
and the St. Joseph benks, all w:rrking together, have developed e reelistic
and interesting plan that is attrecting wide attention. This is a plan for
sdvancing credit to dependeble and competent farmers for a complate soil con-
servation program -~ to stop srosion, to re-fence fields so they can be
farmed on the contour, and to rebuild the productivity of the soil through
extensive application of lime and fertilizer., It is an excellent illustration

of how the incruased use of capital on farms can contribute to greater pro-

duction, lower costs, end higher incomes on the farm.

Illinois banks heve been quick to recognize the merits of soil im-

provement loans. Many of you have for ysars advanced credit to farmers for

.various soil conssrvation and improvement practices. In recent months a num-

ber of announcements have came from Illinois benks outlining e new credit
service to farmsrs for financing a complete soil conservation and improvement
program on the individual farm. A definite trend toward a more realistic ex-

tension of farm mortgage crcdit is evident.
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More realism must also be injected into loans for the operating
capital needs of agriculture. Here I'm thinking of farm machinery, foundation
livestock, and household appliances. Farm loans for these purposes can and
must be developed on a basis very similar to the term loan which has been
developed by city banks and successfully applied in the nonfarm industries.
The farmer has too often been in debt to a wide variety of creditors for in-
dividual pieces of equipment and appliances, which, in many instances, re-
sulted in payments too heavy to meet since the aggregate of payments were not

based on his capacity to pey or timed to his income pattern.

Banke{s must sit down with farmer custamers end study the over-all
needs of the individual farm operation in an attempt to determine the kind
and emount of new machinery, foundetion livestook, and household appliances
that are needed to reach maximum efficiency and maximum net income. Estimates
of income and expenses for the individual farm unit can be worked out with
reasonable accuracy and a loan set up with the disbursement schedule timed to
meet operating capital outlays as they are needed with repayments keyed to
earnings. In this way there would be one benk creditor financing the farmer's
entire operating capitel credit needs with only one planned schedule of pay-
ments to meet. Loans developed on this basis can increese the farm loan vol-
ume of meny benks and remove from the farmer much of the pressure that results

from unsound borrowing.

Bank oredit progrems for saving the soil, for balanced farming, and
for operating capital can mean much to Illinois farmers and vankers alike.
As they move torward, livingz standards of farmers will be advsnced, and the
nigher incomes on farms will be reflectsd in greater business activity end
better living in the towns and cities. The farms you will be helping to safe=-

guard will be here to produce wealth for your children, your children's
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I do not want to leave the impression that the farm improvements
ahead of us cen only be paid for by the use of credit. American farmers have
come out of the war in the strongest financiasl position of their history.
Although official estimates for the beginning of this yeor are not yet eveil=
able, it seems likely that total farm assets rose from $54 billion on Januery
1, 1940 to about $100 billion on Jsnuary 1, 1946, end farmers' net worth in-
crensed from §44 billion to about $91 billion. During that period farmers:®
debts decreased from $10 billion to $9 billion. Thus s §1 billion decrease
in debt has been accompenied by an fncresse of §46 billion in total assets
and §47 billion in net worth. Much of the doller gain in agriculture has
been due to higher inventory prices for real estate and personal property,
but on the other hand & considerable umount has been due to 2n actual increase
in asset volume. For example, cash, deposits and Government securities owned

by farmers have increased by over $15 billion.

Pulling upon these enormous financial reserves is the pent-up demand
for many goods that have bee¢n scarce during the war. The situation presents
‘a tremendous force for inflation. The most effective brake on price inflation
would be an ebundant and increasing supply of goods snd services people want
to buy. But we cannot suddenly incrsase the number of good farms. For that
reason, from the viewpoint of inflction dangers, farm resl sstate is probably
the number one problem in agriculture. To dete the overall ineresse in lend
prices has not besn alarming. In most srees the number of transfors hes not
been unusually high, end in gencral the use of oredit in connection with farm
seles hes been reasonable. But meny fectors are at work which tend to push
up the price of land. Lower intercst rates, longer term farm mortgeges, the
desire to hedge =gainst infletion, price support progrems, vetorsns who wish
to become farmers, and thc.enormous volume of monsy are sll forces in a market

Dteedr TRASTR in which the supply of desirable farms is limited. These inflationary forces
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are not peculiar to real sstate, They can exert a disastrous influence on
the price of such items as farm machinery and houschold appliances if every-

one tries to buy at once, before the manufacturers hit their stride.

Farmers ocan use their finencial power for investment in better

living on the farm, for inoreasing net returns and cutting production costs

through better farming practices and the use of new labor-saving farm machinery.
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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 agricultural
resources are¢ used in thesc latter directions, the result will be hardship on
farms for at least a generation to come, The decision rests with the farmers,
themselves, and the cholce they make during the next several months will in-

fluence thelr standard of living and their security for a good many years.

Illinois banks can be instrumental in guiding the liquid assets of
Illinois farmers into prcductive investments, As more goods of all kinds be-
come available there is likely to be a considerable expansion in the total vol-
ume of farm credit., Banks, through proper consideration of the individual
farmer?s overall credit nceds, can bs very helpful in preventing a recurrence

of the many unsound farm credit practices of pust years.

1 cannot leeve tho problem of inflation without some reference to
the role of monetary policy. It seems to me that the use of gencral monetary
controls is extremely important at this juncture since direct price controls
cannot have the same effectivencss as they did undor war conditions. At that
time we had rationing and other drastic restrictions on production end dis-

tribution of many types of goods,

From now on greater rcliance must be placed on monetary policy to

prevent further expansion in the money supply (deposits and currency) which
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toward balancing the budget and the Treasury is using War Loan deposits to
retire maturing debt, the underlying conditions which produce further mone-
tization of the dcbt through chsap and sasy access to Federal Reserve funds
continue. So long as banks can turn over their low-interest-rate short term
securities to the Federal Reserve banks and obtain reserves with which to buy
longer-term Government securitics away from nonbank holdvrs at high premiums,
we can expect a further increase in the supply of money that will add to in-
flationary pressures. And we must not forget that every dollar of reserve
funds which a bank obtains provides the basis for five or six dollars of de-

posit expansion for the banking system as a whole.

As institutions and other investors sell bank-eligible issues they
use the procecds to bid up priceus and reducc yields on longer term Government
securitiesz Some of the funds inevitably spill over into the markets for
corporate bonds and stocks, real cstate, and other capital assets. The steady
reduction which is occurring in long-term interest rates as a result of this
process leads people generally to cepitalize equities, real estate, and other
capital assets on a lowsr interest basis, thus further contributing to in-
flation of values. This tends also to induce a highsr rate of spending for
goods and scrvices, bucause at a time when capitel values are rising people are
more willing to spend for consumption a larger proportion of their current

incomes.,

In my opinion, the monstary policy which was followed during the
period of large war financing is no longer appropriate at this stage. It is,
?f course, important that any change in monetary policy should be carefully
coordinated with appropriate fiscal policies. We are still on uncharted
ground with respect to the problems that may be involved in managing a debt of

$275 billion. Bankers and other leaders of the financial community must give
Digitized for FRASER
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advice and counsel to the authorities who are charged with the large respon-

sibility of menaging & debt of this size in the period ahsad.

Now in conclusion let me return to the note sounded in the be-
ginnin; ~- mutuel interd¢pendence and the nesd for cooperation in all elements
of our complex national life. Eankers have enormous responsibilities, end
not to their depositors and stockholders slone. The power of influence and
exsmple which the individual banker exerts in his community adds up in the
agzrezate to an enormous force. That force cen bc used for the national good
if it is beased on self-restraint and farsightedness in this day of unprece-
dented money volume, casy profits and inflationery threat. If it moves in-
telligently, this force can bring sbout end meintein unity esnd uniformity in
nationai monetary policy and the agencies that operats in that ficld. Many
prophets tell us that "boam end bust" will be our exporience after this war's

expansion, as it has been before now. I think that it need not be, and that

you men here in this room can help see that it will not be,
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