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It is good to have this opportunity to d i scuss some cu r r en t 

farm, c redi t p rob lems with you who r ep re sen t the nat ion 's major 

sources of fa rm c red i t . The fact that we meet for this d iscuss ion 

indicates our g rea t i n t e r e s t in the ag r i cu l tu ra l sec to r of our economy,-

Jn t e r m s of employment , the farm sec to r of the economy is 

dec l in ing . If at tendance at this conference had remained propor t ionate 

to the number of f a r m e r s , only about 50 pe r cent as many would be 

attending today as attended twenty yea r s ago, However, r a the r than 

followirjg the decline in number of f a r m e r s , par t ic ipants in these 

conferences have i nc r ea sed . The farm cred i t industry is typical in 

this r e spec t to other agr ibus iness indus t r i e s . Both the fa rm supply 

and the p rocess ing and marke t ing s ec to r s have t rended constantly 

upward. Agr ibus iness output in 1965 totaled about $130 bill ion. 

Such products accounted for 30 per cent of the nat ion 's economic 

act ivi ty. The ag r ibus iness group of indust r ies grows about 4 .0 per

cent per year in dol lar volume, despite the decline in worke r s at 

the farm sec to r . 
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F r o m a national welfare viewpoint, we a r e indeed fortunate 

to live in a nation and an age when the production of food and fiber 

r equ i r e s such a sma l l port ion of the nat ion 's labor . Only 6 pe r cent 

of our labor force in the United States was employed on farms in 1965, 

and the pe r cent employed in this sec to r has declined a lmost every 

yea r during the pas t th ree decades . Indicative of the gains in fa rm 

technology, one worke r in 1966 produced sufficient food and fiber for 

himself and 39 other people . This was a lmos t s ix t imes the number 

of people sustained by one f a rm worker at the turn of the century . 

Of the 12 major indus t r ia l nations of the world for which 

data a r e provided by the OECD (Organization for Economic Cooper

ation and Development) , the United States in recent yea r s has had the 

lowest pe r cent of worke r s employed direct ly in ag r i cu l tu re . Employ

ment on fa rms in the 1 9 6 0 s ranged from 6 pe r cent of the labor force in 

the United States to 49 p e r cent in Greece . In Wes te rn Europe , one 

of the mos t highly-developed a r e a s of the world outside the United 

S ta tes , about 20 pe r cent of the labor force was engaged in agr icu l tu re 

and s t i l l failed to produce sufficient food and fiber for the population. 

The a r e a imported a s izable port ion of i ts fa rm product needs . 

In nonindust r ia l nations such as the African s t a t e s , India, and 

Latin Amer i ca , which contain about th ree - four ths of the wor ld ' s popu

lation, m o r e than half of the work force is usual ly engaged in producing 
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food. In other words , while we a re lining in a land of abundance, 

mos t of the world has been subjected to the h a r s h laws of sca rc i ty 

as outlined by Malthus 150 yea r s ago. The level of population in 

mos t countr ies may have actually been de te rmined by the food supply, 

and s ta rva t ion is the n o r m ra the r than the exception. 

How have we in the United States achieved this efficiency in 

the production of f a rm products? I might begin by commenting that 

we have made wise use of our productive r e s o u r c e s ( labor, land 

and capi ta l ) . Our labor has general ly been well t ra ined and our other 

r e s o u r c e s have been efficiently al located, not dic ta tor ia l ly nor by 

commi t t ee , but by the des i r e of each pe r son to achieve g r e a t e r profi ts 

via i nc reased sa les a n d / o r reduced c o s t s . This incentive to maximize 

has provided a m a r k e t for productive fa rm r e s o u r c e s . The m o r e 

efficient ope ra to r s have found it profitable to expand by purchas ing 

r e s o u r c e s from o the r s . Individual f a rm expansion has taken seve ra l 

fo rms , including m o r e a c r e s pe r f a rm and an inc rease in both fixed 

and operat ing capi ta l . The less efficient ope ra to r s and many of the 

f a rm youth not a l ready es tabl ished in farming have moved to other 

occupations where labor r e tu rns a re g r e a t e r . 

Efficiency of fa rm production has been great ly enhanced by-

technological developments . Science has at tacked fa rm production 

p rob lems on a wide front and with amazing s u c c e s s , mechanization 
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technology" has made possible our la rge mul t i - row cultivating and 

harves t ing equipment, as well as numerous other l abor -sav ing 

mach ines . P lant and animal breeding have changed the c h a r a c t e r i s t i c s 

of plants and l ivestock. Chemica l s , including insec t i c ides , fungicides, 

weed control agents , and f e r t i l i z e r s , have been developed which 

enable p roduce r s to great ly increase output p e r a c r e and lower d i rec t 

labor r equ i r emen t s pe r unit of output, Each success provided incentive 

for additional inves tment in r e s e a r c h as m a r k e t s for productive 

inputs developed. 

In this development mos t government p r o g r a m s , especial ly 

those concerned with education and r e s e a r c h , se rved as a ca ta lys t , 

aiding the m a r k e t to achieve m a x i m u m efficiency. Agr icu l tu ra l ly -

t ra ined spec ia l i s t s hired by the government encouraged f a r m e r s to 

adopt new devices and use new produc t s . Credi t m a r k e t s for f a r m e r s 

were improved through the organizat ion of the F a r m Credi t Banks. 

R e s e a r c h supported by government has made major contr ibutions to 

new fa rm product ion and marke t ing techniques . Government p r ice 

s tabi l izat ion p r o g r a m s have tended to reduce r i sk and possibly 

the reby inc rease marg ina l innovations. On the other hand, p r i ce 

suppor ts have tended to reduce the ra te of adjustment in the farm 

labor force and fa rm organizat ion for max imum efficiency in some 
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a r e a s . The Acreage Control P r o g r a m s , a companion to p r i ce 

s tabi l izat ion, may a lso have contributed to inefficiency in farm 

organizat ion and output, but possibly hastened the exit of labor 

from ag r i cu l tu r e . Despite the inefficiencies inherent in p r ice and 

ac reage con t ro l s , mos t other government p r o g r a m s have, on ba lance , 

tended to aid the m a r k e t forces in moving toward g r e a t e r efficiency 

in the industry-

Most moves toward g r e a t e r farming efficiency have involved 

l a r g e r quanti t ies of c red i t for longer t e r m s . High r e tu rns to scale 

have hastened fa rm enlargement and grea t ly enhanced demand for 

f a rm real es ta te c red i t . Such c red i t rose at the annual ra te of 9 pe r 

cent during the pas t decade and at an annual ra te of 7 per cent in the 

p r i o r ten y e a r s . Demand for c red i t pe r fa rm, i . e. , s ize of loan, 

rose at a fas ter ra te than total c red i t demand. Total c red i t pe r f a rm 

rose at . the annual ra te of 13 pe r cent during the decade ending in 

1966, with a lmos t equal r a t e s of i n c r e a s e in rea l es ta te and non-

rea l es ta te c red i t . Each i nc rea se in purchased inputs from farm 

supply indus t r i e s has resul ted in a cor responding i nc r ea se in credi t 

demand. Costs of many fa rm supply i t ems such as mach inery , 

breeding l ivestock, and special ized buildings can only be recovered 

af ter many y e a r s of u s e . Demand for l onge r - t e r r a c red i t for non-

rea l es ta te purposes thus inc reased . 
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Despi te government pr ice s tabi l izat ion p r o g r a m s , farm 

c red i t r i sks have probably inc reased . Major fluctuations in farm 

income could fo rmer ly be absorbed by the fa rm family, since family 

labor and other nonpurchased m a t e r i a l s consti tuted the major 

port ion of f a rm product ion expense. Now, however , purchased 

inputs total m o r e than four-fifths the value of al l f a rm inputs and 

th ree - four ths the value of a l l f a rm product s a l e s . The f a r m e r has 

thus moved into the ca tegory of a bus ines sman . His m a r g i n from 

operat ions has decl ined. His capi tal and c red i t demands a r e high 

in re la t ion to net r e t u r n s . He can now go bankrupt . 

With this br ief background of developments in the farming 

indus t ry , it s e e m s appropr ia te to ask ourse lves the quest ions: How 

well have fa rm c red i t demands been met? How well has the com

m e r c i a l banking s y s t e m per formed its job of supplying fa rm c red i t , 

and what a r e the p rospec t s for bank cred i t to agr icu l tu re during the 

next few decades? 

We have s e v e r a l ya rds t i cks for measur ing the efficiency of 

c red i t flows into ag r i cu l t u r e . F i r s t , we have a genera l m e a s u r e , 

which is o v e r - a i l product ive efficiency of the indus t ry . If agr icu l tu re 

is c red i t s t a rved , it would n e c e s s a r i l y be inefficient. This is not, 

however , t rue re la t ive to other nat ions . Compared with the r e s t of 

the world we a r e quite efficient. We have a very smal l pe r cent of 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- *7 « 
— i — 

our labor force in ag r i cu l tu re . Yet it is able to produce an excess of 

f a rm commodi t ies for domest ic use at c u r r e n t p r i c e s . Thus , on the 

bas i s of ove r - a l l efficiency of fa rm production, it appears that f a rm 

c red i t demands have been adequately me t . 

Another m e a s u r e of the fa rm credi t m a r k e t is the ra te of 

r e tu rn on fa rm product ive a s s e t s . If ag r i cu l tu re is s ta rved for 

c red i t or capi tal , one would expect the r e tu rns to capi tal to be 

re la t ively high. In other words , if fa rm cred i t is s c a r c e , fa rm 

a s s e t s a r e likely to be modera te ly p r iced . The ra te of r e tu rn on 

such a s s e t s would be high. Returns on a s s e t s in ag r i cu l tu re , how

ever , a r e actually re la t ively low. Since 1959 the ra te of r e tu rn on 

product ive a s s e t s in agr icu l tu re has averaged only about 5 pe r cent. 

This is l e s s tha.n the average ra te of r e tu rn on book value in any of 

the 6l major indus t r i es l is ted in Standard and P o o r ' s Indvistry Surveys . 

Despi te the differences in measu r ing the value of f a r m and nonfarm 

a s s e t s , these data indicate that c red i t to f a r m e r s has been sufficient 

to bid up fa rm a s s e t s to re la t ively high l eve l s . 

A th i rd m e a s u r e of fa rm cred i t availabil i ty is the in t e re s t 

r a t e s paid by f a r m e r s on borrowed funds. Rates charged f a r m e r s 

a r e genera l ly higher than r a t e s on other bus iness loans . It is 

difficult, however, to compare i n t e r e s t r a tes in absolute t e r m s , 

since s ize of loan and r i sk involved grea t ly influence the ra te charged. 
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During the pas t twenty y e a r s the ra tes paid by f a r m e r s have 

i nc reased less than ra tes paid by a lmost any other group. Average 

r a t e s on c o m m e r c i a l bank non - r ea l es ta te loans to f a r m e r s rose from 

6. 3 to 7. 1 pe r cent. This was an inc rease of only 13 p e r cent, or 

l e s s than one percen tage point, in the ra te paid, whereas the p r i m e 

c o m m e r c i a l loan ra te m o r e than t r ipled and the average ra te on al l 

s h o r t - t e r m bus iness loans doubled. Agr icu l tu re would thus appear 

to be in a m o r e favorable posit ion on the bas i s of i n t e re s t ra tes paid 

than it was twenty y e a r s ago. 

These data on the farm cred i t si tuation a r e evidence that 

ag r i cu l tu re is being adequately financed and that f a r m e r s a r e able 

to bo r row money at competi t ive r a t e s . 

If, as indicated, ag r i cu l tu re is being financed at reasonable 

r a t e s , do we have a f a rm cred i t p rob lem, or is it l imited to c o m 

m e r c i a l bank p rob lems of financing ag r i cu l tu re? The data s e e m to 

suggest the l a t t e r . The volume of n o n - r e a l es ta te f a rm c red i t by 

c o m m e r c i a l banks has a l ready declined to a secondary position in 

some s t a t e s . In con t ras t , p r i o r to the Great Depress ion of the 1930s 

banks were the only inst i tut ional lenders of impor tance in this field. 

In the late 1930's the Product ion Credi t Associa t ions and the F a r m e r s ' 

Home Adminis t ra t ion ( F a r m Securi ty Adminis t ra t ion) had begun to 

supply substant ia l quant i t ies of s h o r t - t e r m cred i t to f a r m e r s . The 

c o m m e r c i a l banks 1 sha re of all s h o r t - t e r m farm c red i t by inst i tut ional 
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l enders had declined to 57 pe r cent of the total in 1939. The 

remaining 43 pe r cent included holdings of 30 pe r cent by the PCA's 

and 13 p e r cent by the F a r m e r s ' Home Adminis t ra t ion . Following 

World War II c o m m e r c i a l banks were in a highly liquid condition and 

eager to acqui re additional loans . As a resu l t of this liquid condition 

plus a rapid i nc r ea se in f a rm credi t demand, the i r holdings of shor t -

t e r m fa rm loans rose rapidly. By 1952 the banks 1 s ha r e had inc reased 

to 76. 8 pe r cent of the $4, 1 billion outstanding to repor t ing l ende r s . 

The sha re of s h o r t - t e r m fa rm loans held by banks turned 

down, however , in 1952 and the relat ive decline continued through 

1967. Nationally the banks 1 share of the total declined from 76. 8 

p e r cent in 1952 to 69 pe r cent in ear ly 1967. The PCA propor t ion 

had increased from 13. 8 per cent to 24 pe r cent during the per iod. 

Litt le change occur red in the sha res held by F e d e r a l In te rmedia te 

Credi t Banks, while the sha re held by the F a r m e r s 1 Home Admin i s 

t ra t ion declined. 

By ear ly 1967 banks had been replaced as the leading 

inst i tut ional lender of s h o r t - t e r m fa rm cred i t in seven s t a t e s . In 

con t ras t , banks were the leading inst i tut ional suppl ie rs of such 

c red i t in a l l s ta tes only ten yea r s e a r l i e r . 

Looking at ra tes of growth during the past ten y e a r s , banks 

have more than doubled the i r s h o r t - t e r m fa rm cred i t outstanding, 

while the growth of such credi t held by the PCA's has m o r e than 
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t r ip led . In dol lar amount, however, such holdings by banks 

continued to i n c r e a s e fas ter , r is ing $4 .4 bil l ion compared with a 

gain of $1 . 9 bill ion for P C A ' s , These data a l l point to the fact 

that PCA' s a r e rapidly becoming a major compet i tor to banks in 

supplying n o n - r e a l es ta te c redi t to f a r m e r s . 

C o m m e r c i a l banks have h is tor ica l ly held only a sma l l 

por t ion of the f a rm rea l es ta te debt. At the beginning of 1967 al l 

operat ing banks held only 14 pe r cent of all f a rm mor tgage c red i t , 

a slightly s m a l l e r pe r cent than ten yea r s e a r l i e r . Thus banks can 

look back on a sma l l re la t ive decline in f a rm rea l es ta te c red i t and 

a g r e a t e r re la t ive decline in non - r ea l es ta te f a rm cred i t . 

The facts with re fe rence to fa rm cred i t so far indicate that 

f a r m e r s a r e not only being supplied with c red i t at reasonable r a t e s , 

but that the competi t ion for fa rm credi t is so g rea t that banks a r e 

losing in the s t ruggle to maintain the i r re la t ive posit ion of recent y e a r s . 

I do not bel ieve that the re la t ive decline of c o m m e r c i a l bank 

c red i t to f a r m e r s can be t r aced to a shor tage of funds in the banking 

s y s t e m as a whole. F o r example, a la rge port ion of the fa rm credi t 

supplied by the PCA' s and the F e d e r a l Land Banks has come from the 

c o m m e r c i a l banks . At the close of last year banks held about $6. 5 

bil l ion of non- insured government agency i s s u e s , a l a rge par t of 

which were FICB debentures and F L B bonds. This is not a complaint 

against cooperat ive farm cred i t . On the con t ra ry , I would suggest 
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that the evidence points to the possibi l i ty that these agencies have 

done a m o r e efficient lending job by purchas ing funds from banks 

at wholesale ra tes and retai l ing them out to f a r m e r s than has the 

banking sys t em through d i rec t loans . 

In looking at c o m m e r c i a l banks to de te rmine why they a r e 

not gaining fa rm c red i t re la t ive to other agenc ies , th ree p rob lem 

a r e a s a r e apparent . I would classify them as follows: (1) p rob lems 

a r i s ing at the individual bank level , (2) bank s t ruc tu ra l p r o b l e m s , 

and (3) legal r e s t r i c t i o n s . 

F i r s t l e t ' s take a look at some individual bank p r o b l e m s . It 

i s quite obvious from the data that a number of banks a r e about "loaned 

up," given the set of conditions under which they a r e cur ren t ly opera t ing. 

A F e d e r a l Rese rve System survey of bank c red i t to agr icu l tu re in mid -

1966 indicated that 30 pe r cent of al l f a rm banks in the nation had loan-

to-depos i t ra t ios in excess of 60 pe r cent and 10 per cent of such banks 

had loan- to-depos i t ra t ios exceeding 70 pe r cent . Given the legal 

r equ i r emen t s for guaranteeing ce r t a in public accounts and the need 

for day- to -day liquidity, it is apparent that a substant ia l number of 

f a rm banks , especia l ly those with 70 pe r cent loan- to-depos i t r a t io s , 

a r e shor t of liquid a s s e t s . 

F u r t h e r confirming the "loaned up" thes i s is the fact that 

one-s ix th of all f a rm banks in the nation repor ted difficulty in 

meet ing fa rm financing reques t s from thei r own r e s o u r c e s . About 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 12 -

one-eighth of a l l banks in the Eighth F e d e r a l Rese rve Dis t r i c t 

s imi l a r ly repor ted difficulty in meeting fa rm c red i t r eques t s . 

P r i o r to rushing out with major p r o g r a m s for the solution 

of this p rob lem, however , we should take another look at the 

si tuation. Surely one impor tant factor in meeting c red i t r eques t s 

is the p r i ce charged on loans - - i n t e re s t r a t e s . If the r a t e s charged 

a r e below the going ra te for s i m i l a r loans , one would expect an 

excess of reques t s and obviously all r eques t s could not be handled, 

i . e . , rationing becomes n e c e s s a r y . 

On the other hand, if the pr ice paid for loanable funds such 

as t ime and savings deposi ts is below the going r a t e , it is r e a s o n 

able to expect a shor tage of incoming money. One way of looking at 

the supply side of the c red i t m a r k e t is to imagine yourself a wholesale 

merchan t . If his offering pr ice for apples is somewhat below the 

going ra te but his asking p r i ce is the cu r r en t m a r k e t p r i c e , he will 

find his opportunit ies for selling to be about n o r m a l , but his w a r e 

houses will soon be empty because his pu rchases will decl ine. 

The da.ta indicate that many c o m m e r c i a l banks a r e t rying 

to operate in a m a n n e r s i m i l a r to that of the wholesale apple merchan t . 

Of the 175 banks in the Eighth F e d e r a l Rese rve Dis t r i c t which repor ted 

difficulty in meet ing f a rm cred i t r e q u e s t s , 119, or two- th i rds of the 

total , were paying well below the max imum p e r m i s s i b l e r a t e s on 
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savings in mid - 1966. It seems apparent that funds will be lost 

to other agencies and other geographic a r e a s if the local 

offering p r ice is not at general ly competi t ive r a t e s . I might 

mention that t he .PCA ' s , the banks1 leading compet i tor in supplying 

s h o r t - t e r m f a rm cred i t , were paying well above 5 p e r cent for 

the i r funds las t yea r . 

P a r t of the individual bank p rob l em in the f a rm c red i t 

field is probably assoc ia ted with motivat ion and quality of pe rsonne l . 

When I observe bank s ta tements which show low loan- to-depos i t 

ra t ios and note the high rate of growth of non-bank loans to f a r m e r s 

in the i r communi t ies , I can only a s s u m e that the banker d o e s n ! t 

c a r e for the additional b u s i n e s s . P e r h a p s m o r e competi t ion among 

financial agencies is des i rab le in such communi t i e s . In other 

ins tances the quality of personnel in the competing agencies appears 

to be the deciding factor . Most of the non-bank fa rm cred i t agencies 

a r e staffed by wel l - t r a ined farm c red i t spec ia l i s t s . Banks in r u r a l 

communi t ies may also find it advantageous to obtain specia l i s t s in 

f a r m cred i t , jus t as banks in non- fa rm a r e a s have c red i t spec ia l i s t s . 

This would be a major s tep in equalizing bank opportunit ies in the 

f a rm cred i t field. 

Second to individual bank p rob lems in meet ing fa rm cred i t 

competi t ion I would place bank s t ruc tu ra l p r o b l e m s . Some banks 

grow at rapid ra tes while others grow at s lower r a t e s . The 
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capi tal izat ion and c red i t needs of most farms a r e increas ing at 

a very high r a t e . As a resu l t , many farms a r e becoming i n c r e a s 

ingly difficult for the local banks to finance because of size alone. 

Some banks a r e located in low savings and high credi t demand a r e a s . 

Since loanable funds of banks a r e general ly obtained locally, these 

banks may not be able to obtain sufficient funds at competi t ive ra tes 

to mee t the i r f a rm c red i t reques t s at going r a t e s . A banking sys t em 

which moved funds freely throughout the nation from high savings to 

high demand a r e a s would apparent ly be m o r e efficient in meeting al l 

c red i t demands . 

In the absence of a nationwide banking sys t em we a t tempt 

to ta,ke ca re of these local fund shor tage and overl ine p rob lems 

through cor respondent banking. Individual overl ine reques ts have 

probably been handled through the banking sy s t em with g r e a t e r 

efficiency than local demands which ha/ve resul ted from ove r -a l l 

liquidity sho r t ages . About one bank in seven repor ted to the F e d e r a l 

Rese rve Sys tem of having received overl ine reques t s during the 12 

months ending in June 1966. Of the s m a l l e r banks (those with 

capi ta l and surplus of l ess than $300, 000) m o r e than a fourth received 

overl ine r eques t s during the yea r . 

I bel ieve that mos t la rge cor respondent banks a re eager to 

par t ic ipa te with the i r c u s t o m e r s in handling overl ine demands of 

f a r m e r s . On the other hand, I know of ins tances where s m a l l e r banks 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 15 -

p r e f e r r ed not to be bothered with such cred i t , and the loans were 

eventually made by non-bank agenc ies . How much of the fa rm 

c red i t bus iness banks have lost because of p rob lems of this 

type I do not know. If we were f a r m e r s , I wonder how long we 

would give the banker to reply to c red i t r eques t s when we knew that 

someone else who had the means to mee t a l l our c redi t demands 

was ready to give us a favorable hear ing. With fa rms increas ing in 

s ize and capi ta l izat ion at such a fast r a t e , it is inevitable that 

par t ic ipat ion reques t s will r i s e . I bel ieve that the banking s y s t e m 

will r i s e to the occasion and meet a cons iderab le port ion of such 

r e q u e s t s . On the other hand, unless many banks make p repara t ions 

to avoid unneces sa ry delays in meeting overl ine r eques t s , the banking 

s y s t e m will probably continue to lose many overl ine c u s t o m e r s . 

The other pa r t of the bank s t ruc tu r a l p rob lem, namely , 

a r e a s which a r e shor t on loanable funds at going r a t e s , may requ i re 

solutions outside the c o m m e r c i a l banking sy s t em in some ins t ances . 

Loanable funds and debt ins t ruments do not move through the banking 

s y s t e m as freely as we would l ike. F e d e r a l funds, cer t i f ica tes of 

deposit , and other ins t ruments move quite freely among the l a r g e r 

banks and provide an opportunity for liquidity ad jus tments . F e d e r a l 

funds a lso move quite readi ly from the s m a l l e r to the l a r g e r banks . 

However, it is the s m a l l e r banks in the a r e a s which a r e chronical ly 
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shor t on c red i t that may have difficulty in financing fa rm cred i t 

demands . Also , the cer t i f ica tes of deposit of s m a l l e r banks a r e 

not as marke tab le as those of l a r g e r banks . Unfortunately, the 

co r responden t banking s y s t e m does not work as well as we would 

like in these s i tua t ions . Different c red i t s tandards among banks 

prevent the free movement of c u s t o m e r s 1 notes from bank to 

bank. We do not have insurance policies available for mos t types 

of loans in case of default. Since banks in c redi t -def ic i t f a rm 

a r e a s a r e likely to be loaned up, they have few a s se t ins t ruments 

o ther than notes for exchanging, and exchanging notes from smal l 

to l a rge banks has been less than sa t i s fac tory in providing a 

uni form nat ional f a rm cred i t m a r k e t . Neve r the l e s s , I believe 

that m o r e cooperat ion within the banking sys t em toward the solution 

of this p rob lem would be prof i table . 

It has been suggested that a sy s t em of fa rm cred i t discount 

banks be organized for discounting the paper of c o m m e r c i a l banks . 

These discount banks would apparent ly obtain funds by selling debt 

i n s t rumen t s in the money marke t s i m i l a r to F e d e r a l In termedia te 

Cred i t Bank opera t ions . 

I a m not s u r e , however, that we have exhausted the 

faci l i t ies that a r e in exis tence for dis tr ibut ing funds to r u r a l a r e a s . 

The F e d e r a l In te rmedia te Credi t Banks were originally designed for 
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this pu rpose . Most banker s have looked upon the F I C B s as the 

exclusive discount agency for the P C A s . The officials at the local 

In te rmedia te Credi t Bank, however , informed me that they a r e d i s 

counting fa rm notes for c o m m e r c i a l banks . I bel ieve that they a r e 

willing to expand such discounting. They repor t that the t e r m s a r e 

genera l ly the same for c o m m e r c i a l banks as for the Product ion 

Cred i t Assoc ia t ions . If the facil i t ies of the In te rmedia te Banks a r e 

capable and willing to do the job, and I bel ieve they a r e , then I think 

that they should be used by those c o m m e r c i a l banks that a r e willing 

to pay money m a r k e t r a t e s for loanable funds. 

Only if we t ry the FICB's and find them unable to do the 

job do I suggest new agencies for channeling funds from money 

m a r k e t s to r u r a l banks . Ult imately al l loanable funds mus t come 

f rom savings and the sma l l i nc remen t s c rea ted through the banking 

s y s t e m by mone ta ry opera t ions . Thus , an agency a l ready in 

exis tence for channeling such savings would appear to be s t ronge r 

and m o r e efficient than a new agency, if its pol icies a r e sufficiently 

flexible. 

The th i rd ca tegory of bank p rob lems in meet ing f a rm 

c red i t demands involves legal r e s t r i c t i o n s . In some re spec t s legal 

r e s t r i c t i o n s a r e s i m i l a r to bank s t r u c t u r a l p r o b l e m s , s ince both 

r e t a r d flows of loanable funds through the national m a r k e t . 
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The type of r e s t r i c t i ons to which I re fer a r e those which 

l imit the r a t e s that banks may pay and charge for funds. When 

m a r k e t r a t e s a r e below the legal l imi t s , the legal r e s t r i c t i ons a r e 

not effective. On the other hand, when m a r k e t r a t e s r i s e above the 

legal l imi t s , legal r e s t r i c t i ons can be damaging, both to the banks 

involved and to some s e c t o r s of the economy. 

When c o m m e r c i a l banks a r e unable to pay ra t e s comparab le 

v/ith other financial i n t e r m e d i a r i e s on t ime and savings depos i t s , banks 

tend to lose deposi ts to these ins t i tu t ions . As a resu l t , potential 

b o r r o w e r s from banks a r e the ul t imate l o s e r s . When l imi ts a re placed 

on ra tes paid by all financial agenc ies , savings tend to move di rect ly 

from, s ave r s to u s e r s , thus bypassing our efficient lending agencies 

and thereby crea t ing major inefficiencies in the loan m a r k e t s . 

Maximum l imi t s on loans c rea t e p rob lems s i m i l a r to the 

l imi t s on sav ings . F o r example , t he re is a legal l imit of 6 pe r cent 

on single payment loans in one s ta te of the Eighth F e d e r a l R e s e r v e 

Di s t r i c t and a l imit of 7 pe r cent in another s t a te . When such l imi ts 

a r e set below the m a r k e t r a t e , as de te rmined by supply and demand 

conditions for loanable funds, e i ther c redi t rat ioning or a tendency 

to bypass the regulat ions o c c u r s . Banks may pu rchase loans made 

in other a r e a s which yield h igher r e t u r n s , or they may d iver t money 

from single payment farm loans to ins ta l lment loans at h igher r a t e s 

of r e tu rn . 
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If c red i t rationing occur s , the banks will be likely to 

supply funds to the very low-r i sk applicants until al l loanable 

funds a r e depleted. All h i g h e r - r i s k b o r r o w e r s will thus be unable 

to obtain c red i t . In e i ther the case of c red i t rationing or of by

pass ing the r e s t r i c t i o n s , the poore r and h i g h e r - r i s k f a rmer s who 

the r e s t r i c t ions were designed to pro tec t a r e damaged mos t , for 

c red i t is unavailable to them. 

So long as the bas ic supply and demand situation with 

r e spec t to loan and investment funds produces high genera l i n t e re s t 

r a t e s , 'it is n e c e s s a r y for the c o m m e r c i a l banks to go along with 

these t r e n d s . Banks mus t both pay high ra t e s and charge high r a t e s 

if they a r e to p e r f o r m the i r function in the economy. In many ways 

the high and increas ing genera l level of i n t e re s t ra tes is disrupt ive 

and undes i rab le . But if the genera l level of r a t e s needs to be kept 

down, total demand for loanable funds mus t be reduced. Public 

policy can accompl i sh this only by influencing the supply and demand 

si tuation with r e spec t to the total product of the economy. The only 

way we know to accompl i sh this is by a m o r e r e s t r i c t i ve F e d e r a l 

budget and a somewhat l e s s rapid moneta ry expansion. 

In conclusion, we have a very efficient ag r i cu l tu ra l industry 

in the United S ta tes . Apparently, f a r m e r s a r e receiving c red i t at 

competi t ive r a t e s . Commerc i a l banks , however, have declined s o m e 

what from the i r e a r l i e r position as the predominant suppl ier of fa rm 
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c red i t . Severa l factors may have r e s t r a ined the ra te of bank 

c red i t growth to f a r m e r s . Such factors may include lack of 

p r o p e r pe rsonne l , bank s t r uc tu r a l p r o b l e m s , and legal r e s t r i c t ions 

on banks . I be l ieve , however , that we should fully ut i l ize exist ing 

inst i tut ions and a t tempt to reraove some legal r e s t r i c t ions both on 

ra t e s charged and r a t e s paid before proposing additional agenc ies . 

I don't bel ieve that we have exhausted these opportunit ies at the 

p r e s e n t t ime . 
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TABLE I 

P e r Cent of Population Employed in 
Agr icu l tu re in Selected Nations 

P e r Cent 

Japan (1966) 24 .2 

Norway (1966) 18.6 

Switzerland (I960) 10. 1 

Iceland (1964) 14.0 

United States (1965) 6 . 1 

Italy (1966) 24. 7 

Po r tuga l (I960) 4 2 . 3 

Denmark (I960) 17. 5 

Canada (Oct. 1966) ?,. 5 

I re land (Apr. 1965) 32. 2 

Greece (196l) 4 9 . 0 

Germany (1965) 10. 9 

Source: Economic Surveys , Organizat ion for Economic Cooperat ion 
and Development, P a r i s , 1967. 
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TABLE II 

In te res t Rates on Selected Loans and Secur i t ies 

Rat. 2 S Inc rease 
1945 1965 1945-65 

F a r m loans 
Nonreal es ta te 

PCA 5. 40 % 6.60 % 22 % 
Commerc i a l banks 6.30 7. 10 13 

Real es ta te - F e d e r a l Land Banks 4 .00 5.60 40 

Other loans 
Bank bus iness loans 

P r i m e c o m m e r c i a l 
All s h o r t - t e r m 

FHA new home mor tgages 

Secur i t ies 
3-month T r e a s u r y bi l ls 
3 - to 5-year U. S. Government bonds 
Corpora te Aaa bonds 
High-grade municipal bonds 
F e d e r a l Land Bank bonds 
In te rmedia te Credi t Bank debentures 

1.50 4. 50 200 
2.20 5. 00 127 
4 .50 5.47 22 

0.375 3.954 954 
1. 18 4 .22 258 
2.62 4 .49 71 
1.67 , 
1.36-i/ 

3.27 96 1.67 , 
1.36-i/ 4 .32 218 
0.88 4 .47 408 

1/ 1946. 

Sources : Rates on fa rm c red i t from USDA; FHA new honie mor tgage yields 
from 1964 Supplement to Economic Indica tors and F e d e r a l Rese rve 
Bulletin; a l l other data from Economic Report of the P re s iden t , 
January 1966. 
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