TIIE FARMER'S INTEREST IN OUR NATIONAL ECONCMY

Remarks by Chas. N. Shepardson, Member, Board of Governors,
Federal Reserve System, before the Farm and lome Week
Assenbly, Agricultural Extension, University Statior, at
Baton Rouge, Louisiana, on August 15, 1956.

The topic I have chosen to discuss may be approached from two
gles. e may consider the farmer's interest in our national econcry from
e Standpoint of his share in the total or from the standpoint of his con-

for the total economy. I propose to look at it from both angles because
! think both are important to an understanding of our present situation in
¥riculture and in the economy as a whole.

Let us consider the broad picture first. Our national economy is
Tining g4 the highest level in history. Our gross national product, which
includes public and private consumption expenditures plus private domestic
investment, last year reached a level of 391 billion dollars and is now run-
ning 8t a rate of nearly 410 billion dollars a year. Currently, income at
over 340 billion dollars and total civilian employment at over 65 million

8180 record levels. ile there are some soft spots in the economy, the
°°untry as a whole is operating at near capacity levels.

In fact, the spirit of exuberance which pervades most segments of

e ®Conomy hag generated a terrific consumer demand for goods and services.
C°upled with the optimistic plans by business for plant and equipment expan-
Sion’ this is putting a mounting pressure on productive capacity and is being

refp
Lecteq by a swelling wage price spiral. The effect of demand pressure

ndustria) commodity prices was evident last year, but then it was largely
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offget by a continuing decline in farm prices with the result that the whole-
S8le price index showed little change from that of 1953 and 1954. Since the
Sbturn in papp prices from the low of last winter, this offsetting effect
hag decreased with the result that the general price index has started to
Tse in recent months, reflecting the inflationary effect of heavy demand
fressure on available capacity end encouraging business management to bld
&gngSsiVely for scarce labor even at the price of wage increased in excess
°f increageq productivity.
Increased productivity is a principal key to our established pat-
tern of economic growth. Our standard of living, either as individuals or
% a hation, depends primarily on the amount of usable goods or services which
Produce per man-hour of human labor. It is also dependent, however, on
the Taintenance of an aggregate purchasing power which is kept in balance
“ith allable supply. This is best illustrated by the contrast betusen
deve1°pments of the past few years and those of the 30's.
During the 30's we were bogged down by a financial collapse which
"esulteq in an atmosphere of fear and uncertainty. The debacle of the late
S and early 30's had shaken our confidence. Talk was rampant about a
"ature economy" and the evils of "technocracy" which had developed an ability
° Produce beyond our apparent capacity to consume. The situation was one of
®8preaq unemployment, idle plants, and surplus goods. This situation con-
in spite of all manner of pump-priming devices until the impact of the
Stong World War broke the dam of stagnation in which we had been wallowing
Teleased the powerful stream of American initiative and ambition which

h&s iR
fought us to our present level.
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Let us look for a moment at some comparative figures. In 1939 as
the wap in Europe was starting but before we became heavily involved, we had
8 ational income of $72.8 billion compared with $324 billion last year. Part
°f thig increase was certainly the result of inflation, but part was due to
8 increaged labor force, greatly reduced unemployment, and a rise cf pro-
ductivity averaging, roughly, 3 per cent a year. This increased productivity
released man-power from existing jobs and provided the labor for the produc-~
R Of the new goods and services that are constantly being developed. At
the Same time, it provided increased earning power to support the purchase
Of +hs new production,
In 1939, unemployment was high, amounting to about 17 per cent of
e labor force. Per capita income and consumer buying power were lcew and
Prices generally were depressed. From 1940 through 1951 war, post-war and
Koreqy, demands were pressing capacity to the limit or beyond and the result-
Pressure inevitably resulted in inflationary price rises. Then came
Wother change, From early '52 until late '55, we were in a period of rela-
Lve 8conomic stability, with unemployment consistently under 5 per cent, dis-
DOSable income high, production generally in balance with demand, and a
easonably stable level of consumer prices.
But in mid-1955 the situation began to change. High level income,
“rant, optimism, and easier credit spurred consumer demand. Recently,
80y industries demand has been pressing or even exceeding capacity and
Plan for industrial expansion have been accelerated faster than production

be expanded. Thus, with a high consumer demand, coupled with a grow-

n (] L]
§ demang for materials for plant and equipment, both pressing against a
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Surrent, capacity, we mey be faced with a choice between two courses, neither
°f which would be universally popular. One leads to another round of price
inereases, over-expansion, and possibly ultimate deflation. This course means
fore inflationary spending at the very time when we need to be encouraging
Savings to pay for this added capital investment., The other course is that
of h°1ding expenditures to a level which will permit a prudent expansion of
Productioy facilities while still meeting the essential needs for current con-
“Umption, This course should be familiar to any farm group for the farrer
as alvays recognized the necessity of holding back a part of this year's crop
future replacement or expansion.

Just a few years ago we saw the folly of diverting too much of the
*rop from consumption to expansion, In the face of a booming demand for beef,
cattlemen decided to expand, new men went into the business and both groups
butyy Or enlarged their herds at the expense of current consumption. For a
'me thig looked like good business. The consumption demand remained strong
"4 the urge to expand to meet that demand fed the shortage and boosted prices
*her and higher, Eventually, drought and other factors caused a cessation

thig expansionary trend. Then, as the production from these new and enlarged

herds began to hit the market, we found we had outrun effective consumptive
®hang and cattle prices dropped nearly 50 per cent in three years' time.

It ig this sort of a situation that must be guarded against in our
ndustrial economy at the present time. In wartime, this can be done through
rationing or allocation of materials but such a harness of controls is foreign

to o
concept of free enterprise and we do not accept it in peacetime.
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The principal tool available and compatible with our concept of
free enterprige is that of regulating the cost and availability of credit.
is the purpose of the Federal Reserve Systvem -- to provide a flexible
Credit and monetary supply that will meet the needs of a growing economy while
contributing to a relatively stable value for the dollar; i.e., a minimum
fluctuation of the price level. It has been with this objective in irind thet
the System hes followed a policy of varying degrees of restraint as inflation-
Ty Pressuros have manifested themselves over the past year. This restraint
ts 8pplied to the total availabie supply of credit and, as such, its effects
o felt throughout all segments of the economy. Naturally, its suczess is
*Pendent, upon many factors, including the fiscal policy of goverament® and
th Wise ang prudent allocation of available credit by individual lencders
throughOHt the country.
The farmer is inevitably interested in this general situatlon. His
ture depends upon a sustainable growth, a high consumer purchasing power
" a balance of production to effective demand. Any over-expansion leads
emporarily to inflation and ultimately to deflation., The experience of
ulture in the past few years is an all too painful example of this sit-

Yatioy

And now let us look more specifically at the farmer's share in this
nomy, In 1939, a net income of $5.2 billion to persons on farms from farm-
® 8Mounteq to approximately 7.4 per cent of the national total while in 1955

fet, income of $13.4 billion amounted to only 4.5 per cent of the total. At

8 g .
Same time, however, farm employment dropped from 9.6 million, or 21 per

°f total civilian employment, in '39 to only 6.7 million or 10.6 per cent
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fn 1955 with the result that the per capita ghare of national income received
by farmers increased over this total period in spite of the drop in the last
five Years,

In looking at the importance of agriculture in the total economy,
the duestion is frequently raised as to the significance of the increased cost
°f Production in terms of farm purchases of equipment, fuel, agricultural chem-

etc, While it is true that off-farm production expenditures have more
than trebleg during the past 16 years, they have actually shrunk from about
cent of total income in 1939 to 4.2 per cent in 1955.

I mention these figures not to belittle the importance of agricul-

e but 4o point up an element of change that is inevitable in an expending
omy, Certainly, agriculture, as the principal source of our food and

is and for the foreseeable future must continue to be our most basic

ndustry- While many of the luxuries of the past have come to be considered

Ne s as . . R .
Cessitieg today, we have lived without them and we could again, lnconven-

ont oo .
8 it might be. In fact, a large part of the world is living without them

However, important as food is, the amount that we can consume is
linn +

" 9. In fact, as the developments of machine power replace the need for
Umm.enErgy, our food needs actually decrease. This means that, once we have
a satisfactory plane of nutrition, any increased demand for food is
dent, solely on population increase. Fortunately, most of our people have
In fact, many of us have too much as witness the widespread

batt
1
® of the bulge" ard the doctors' admonitions against overweight. True,

m&ny
°f our people, both rich and poor, need an improved quality of diet but
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W need or want any larger quantity of food, Once-his stomech is filled, man
i .

S not interested in more food regardiess of the price or the amount of money

hg hag,

This is not true of most of the other segments of our economy., Man's
dosire for other things is limited solely by his imagination and his ability
tnpay. Out of his imagination he has conceived and developed cverytiaing from
the Most primitive shelter and tools of the past to the most recent achieve-
tentg of science and industry both in terms of tcols of production and of goods

Services for his use and enjoyment. And through increased productive effi-
&ency he has released man-power from existing jobs to produce these new fruits
* hig imagination and ingenuity at the same time that he has increased his

®hasing power to pay for them.

I mentioned earlier this tremendous increase in industrial effi-
Qleney Which has averaged approximately 3 per cent a ycar for the pact 15 years.

® inereage in agricultural productivity has been even greater, averaging ap-
pI‘0"11118.1'.ely 6 per cent a year over the same period. Unfortunately for agri-
muiure: its increased productivity has outrun our domestic capacity to con-
g 8nd thig condition has not been adequately offset either by increased out-

s throﬂgh foreign markets or new uses.

During the 30's agriculture was depressed largely because of the
tQDPeSSSd condition of the rest of the economy. The deflation, which followed
bheeconomic collapse of the late 20's, resulted in unemployment and loss of
" Power that crippled the market for agricultural products. Urban un-

0
Yhent, retarded and in some cases reversed the normal flow of excess farm

to industry, thus increasing the employment problem on the farm. At the
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Saie time, the loss of urban buying power resulted-in the accunulation of farm
SurpluSeS, he further depression of farm prices, and a reduction of farm buy-
Power for industrial commodities. It was a vicious circle in which it was
°ften aifficult to say which was cause and which was effect.
This, coupled with the lower flexibilivy of industrial prices com-
Pared yitp farm prices, led to a wide disparity of farm purchasing power. The
of the parity price coucept and measures to implement it grew out
°f thig situation but little progress was mede in correcting price relatsion-
*hipg until gfier the outbreak of World War II. War demands stimulated prices
g Created man-power shortages, which were felt most acutely on the farm.
88 no longer a question of what to do with surplus farm labor and surplus
but rather one of how to produce what we and the world needed with
e labor ang pacilities available.
As a result, agriculture advanced technologically during the past
} Years g, a rate about double that of the rest of the economy. Unfortunately,
® continuation of production incentives, after war and postwar needs had
retarded prompt adjustment to a peacetime basis, and since the Korean
*Plaoge agricultural income has declined as farm surpluses mounted.
There is a marked difference, however, in the present situation
o that ip the 30's. Then we had loss of confidence, bugsiness and indus-
hﬂal StaE{nation, burdensome unemployment, and lack of consumer buying power.
“ay We have the reverse. Practically all phases of business and industry
® at record or near record levels. Employment is high and consumer purchas-

g
Pover is at record level. In some areas there is an actual shortage of

SSe
Mtial indugtrial commodities.
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Here, then, is our dilemma. On the one ‘hend, business and industry
8re b°°ming, wages and prices are increasing, and inflation continues to man-
est itself. On the other hand, agriculture is still caught in the throes
of OVer-production and deflation although the change in trend in recent months
%8S £ indicate a definite improvement in that situation.

For the economy as a whole, a cautious restraint of inflationary
tendencies would scem to be in order, Certainly, inflation would be of no

to the farmer. Since his price problem is definitely one of surplus
Bupply rather than lack of consumer buying power, inflation would be of little
lep to him in terms of increased selling price, ecpecially for commodivies

are in surplus, and it would definitely be a detriment in terms of in-
‘reageq Prices on the things he has to buy both for production and for his
*n Use, Neither would inflation help the large and growing group of our
population who are dependent on fixed incomes, whether salaries, penuions

and on insurance protection for their families. To ride that

flne line of restraint needed to avoid inflation without bringing the growth
° the economy to a halt is like riding a skittish horse. It calls for a
U ang Steady rein that can check any bolt, at the same time avoiding any
derkg that might bring him to a sudden halt and catapult the rider into the
Uten,

Difficult as this job is, the farm problem is more complicated
n can be remedied only over a period of time. There are several facets

the Problem and, while most of them are familiar to all of you, I would

¥ call your special attention to a few of them.
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First, wve must give greater attention to the wise conservation and

Use of our land and water resources. We have thousands of acres in cultiva-

that are so low in fertility, so subject to water or wind erosion, and
%0 subject to drought as to be unsuited for cultivation except under abnor-
Nally favorable conditions of weather and price. MNuch of this land would be

Productive and a better conservator of our duwindling weter supply if it
vere restored to its natural cover of grass and trees. If this land were
taken out of cultivation, it would do much to enable the operators of our pro-
etive crop lands to utilize their lands to the hest advantage without the
lmndicap or necessity of acreage allotments. In this connection, I was inter-
Soteq to hear a State Forester of a Southern State say recently that his orders

Seedlings for reforestation this year were double the capacity of the State
nurseries t0 supply.

Second, we must give more attention to the development of increased

Qutlets for our farm production, This may mean increased foreign outlets
umough improved trade relations and mere realistic pricing. It may mean the
devel°pment of new uses or better quality for existing uses. Here again we
should‘not lose sight of the tremendous increase in the present and potential
%8 of wood products as a need for reforestation of many of our less produc-
e Crop lands. It may also mean curtailment in production of some of the
Starchy foods and increased production of meat, milk and poultry products,
Which are go egsential to improvement in the quality of the diet for our con-
Etantly growing population. Here we should remember two things: (1) increased
fer %apite consumption of these products offers a tremendous potential outlet

Op
1ncreased production; (2) production of animal products requires about
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times as much land per unit of human food produced as do our surplus
hence, the diversion of less productive crop land to pasture would
Serve both %o conserve the land and to reduce our crop surpluses.

Third, we must continue to advance in productive efficiency. The
advaneement of our whole economy is based on that philosophy. There is no
"oz future for the inefficient or inadequately equipped farm than there is
for the inefficient merchant or manufacturer. The modern farm must be ade-
quately equipped and operated by the best known methods. We can no more
“pect to keep up in the race of farming today with the tools and methods of
yesterday than we could in procession on the highway with a Model-T or a team
°fnmles. By this, I don't mean that we should resort to the rules of some
o modern turnpikes where they fine you or rule you off the rcad as an
h@ediment to traffic if you go too slowly. Rather, we should exert every
*lort In assisting the man on an inefficient unit to increase and modernize

S OPerations to an efficient level or, if that can't be done, we should
st him in finding other opportunity for the more profitable employment
Of}ﬁs time and ability. This includes providing more opportunity for indus-

try
2l employment and more training for him and his children for such employ-

g nt,

It also calls for a broader understanding of the importance of mobility
8Bor ang alternative opportunity in this ever-changing and expanding
eeonomy of ours,
In this connection, it is most encouraging to see the industrial
velopment in many sections of the South. This increased opportunity for
ustrial employment has resulted in two changes in the farm picture. In

®ases it has resulted in reorganization of the farm operations so as to
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Permit part-time, off-farm employment, thus raising the family income while
maintaining a farm home. In others, it has resulted in a family moving into
f“11-~time, off-farm employment, thus permitting two or more inadequate farm
Wits to pe combined into efficient family-size farms.
Fourth, we must realizs that farming is a wey of making a living
88 well as a way of life, Unless it provides an adequate living, it will
be g very attractive way of life. In other words, it is a business and
be run ag such. The size of the average family farm has increased 40
Per cent, and the average capital investment is four times the amount required
in]Q&O- This means that the farmer is increasingly dependent on larger end
Srger amounts of credit. To be able to justify and secure this needed credit
® must have a plan of operation and a prospect of income that will provide
the orderly retirement of this debt over a reasonable period of time.
dequacy of collateral is not sufficient justification for the extension of
“ledi, Unless the operation gives promise of being profitable to both bor-
fover and lender, it is of doubtful value to either party or to the comuunity.
there are foases where too much credit has been extended on
SOung Operations that only resulted in the gradual attrition of the bor-
rower,s assets and his ultimate failure. So that farmers may be better ac-
qu&inted with the increasing importance of sound business planning, your
Service has inaugurated the Farm and Home Development Program, In
S Program farmers are assisted in analyzing their farm operations and
eVeloping a farm plan that will support and justify their requests for nec-

credit, And lenders will normally accommodate such requests even in

Pe ™
; °ds of credit restraint when credit for less promising or more specula-
iVQ

“®qQuests may be denied.



On this basis we can do much to strengthen our agricultural econ-
omy at the same time that we exercise a prudent restraint on credit expansion
i the interest of a sound, sustainable growth for the entire economy. I
Woulg not close, however, without warning you that neither the Federal Reserve
System nor any combination of governmental agencies can assure that we will
have & straight line growth in our economy. It is in ths nature of life it~
%61° that we have periods of accelerated activity followed by breathing spells
' Periods of decelerated activity, and the best we can hope to do is to mod-
“Tate the magnitude of these fluctuations in the light of our best information

ang 4
d Judgment at the time.



