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Speesih by Darryl R. Francis, President
Federal Reserve Bank of St Louis
at
kers Associztion Aoriculiural Conference
wtlante, Georgls, re:.,. uary 20, 1948

We are inteed fortunate to five in a nation and an age in which
the procuction of food and fiter requirss such a smail pertion of the toial
lzhor force. Oniy 5 per cent of the nation's labor force was employed on
farins In 1986 compared win 21 per cent in 1920, The number of farm workers
declined from 13.3 railtion in 1920 10 4.0 million in 1966, This decline was
possibie because of a greal increase in proguctivity per worker. in 1930 cne
farm worker was able to proauce sufficient farm products for himself and 9

other parsons. In 1985 one farm worker produced sufficient food and fiber

for himself and 39 other persons.

We inight take e briaf lock al agricuiture in the United States
corpared with agricutiure In the rest of the world 1o see how well we have
nerfcrmed relative o other nations. Of the major industrial nations for
which data are previced by the OECD (Organization for Econaiic Cocperation
and Develonmant), the United States in recent years had the lowest par cent
of workers employed directiy In ggriculture. Employment on farms ranged
from 5 per cant of the labor force in the United States 1o 75 par cent in
Turkey. More than 50 oar cent of the world nonulation lives in countriss

ins ¢f tha necnle are engeged directly in agriculiural
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of ihe world outside the United Staies, about 20 per cent of the labor force
Is engeged in agriculture and these nations still fail to produce sufficient
focd and fiber to meet the demands of the population. As a result a sizeable
portion of their farm preduci needs must be imported.

Contributing to these gains in efficiency in the United States have
been major changes in the use of preductive resources. Last November | had
the cpportunity of participating in the National Agriculiural Credit Conference
in which one presentation was entitled, "Can the Country Bank Survive?"
The spaaker concluded that there is no clear-cut answer to this question,
largely tecause cf the great changes in agriculture. Changes in some

communities have been $o great during tne past three decades that they have
totally altered the economic profile of the area and left doubts as to its economic
vitelity. 1 do not share the pessimism implied in that speech. 1 believe
that-many changss in rural communities are for the better. For example,

one change which | like is the rapid nonfarm employment growth in traditionally

rural areas. The November 1957 Monthiy Review of the Federal Reserve Bank of

Atlanta points out that nonfarm employment outside the eighteen major
metrcpolitan areas of the Sixth Federal Reserve District rose at a faster rate
than similar employment in the major centers. Furthermore, manufaciuring
employment outsice these major me’tro;)oli’kan areas rose at substantially higher
raies than within the large centers.

To me, this growth of nonfarm employment opportunities in the
smailer citiss and towns is a ¢asirable change. When surplus workers in
agricuiiurs can cain profiteble emoloyrmant in nearby towns and cities,
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both the welfare of the individuals concerned and the welfare of the nation
is enhanced. There is growing evidence that as nonfarm empldym_ent
opportunities develop in rural commurities that have been depleted of labor
resources by the rural excdus 1o the cities, some skilled workers return to
the rural environment of their youih. |

The incentive of higher returns causes workers to move from
farm to nonfarm jobs. If higher returns are to be made in nonfarm jobs,
the market for labor places a higher value on services there and nonfarm
progducts sell for more money. This preduction of a larger volume of goods
and services resuits in higher tolal output and greater welfare per person.
Furthermore, this process of labor movement from farm to nonfarm pursuits
does not demage rural communitiss if the workers continue to live in the
cémmunii‘y. To the contrary, it appears that the larger incomes resulting
from the change in occupation will bs reflected in greater community income
and welfare.

With the reduction in farm labor, agriculiure has been reorganized
into fewer but larger farms. The number of farms declined from 6.3 million
in 1940 to 3.1 million in 1957. Average size of farms rose from 167 to 359
acres during the pericd.

Along with the changing structure of agriculiure our concept of the
farmer is also changing. Once looked Upon as one of the lesser-trained
mermiars of society who serneps could do nothing except farm, the commercial

farmer ¢f the fulure will prebably be viewed as a successful businessman of

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



-4 -
the community. Whether he is cwrer-operator, hired manager or tenant,

order 1o gain conirol of the assets necessary for efficient farming, he must
have the qualifiéations of an accountent, be familiar with technical agriculture,
and know scrme commercial law and finance in addition to having the usual
fieras arts requirements of a tralned man.

it is perhags because of our past image of the farmer as the least
successful member of our community that we have in the past tended to measure
his suceess by the rung on the agricuitural ladder which he “’t’zalned We
have never, however, lcoked upon cthe r help such as the store manager,
the tank official, or the factory manager in this manner. We have viewed
these men as successful in the community even though thay did not attain
ownershis ¢f the firm for which they worked. | predict that our farm operator
will similarly be considered a success whather he works in a professional capacity
as hired farm manager, as stockholder and manager, as owner with a perpetual

ebt, or happens 10 be one of the few like the late Henry Ford the First who

opera"ces his farm iree of debt. It is possible and probable that ali these operators
can earn sizeable net incomes and tecome leaders in their respective
communities.

The agricuitural indusiry has now become highly commercialized
and spacialized. Purchased inpuis such as machinery, chemicals, seed and
breeding animals now constitute about three-fourths of total farm costs.

Coereter and unpaic family labor is now a relatively minor cost item. Production

for home vzs has baceme Insionificant as most farm overations have become

- - T, ] at

worianisd lowerd cuiying (ne conmercial market. Agriculture has thus

pscome en industry composed of a large number of commercial enterprises
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ting at refatively small mergins of profit. its financia! structure is
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‘tyaica% of oiner medium-ssze businessss, Sizeable losses can no fonger be
absorbed in reduced returns to labor. Fariers can now go bankrupt.
' \f‘u%i'h these chanees In the structure of farming, capital and credit

have bzceme iC!’E‘c.S’“G!y important. From an average investment of $8,000

per farm in 1.0, assels per farm incre as d more than tenfold {o $86 000 in
1967. Furthermore, the $86,C00 invesiment per farm is the average for all -
farms irc.ucmg pari-iime uniis. In 1966 almost 50 per cent of all farms had

L)

procuct sales of less than $2,500, and operators of these farms had off-farm
income In excess of F four times their nsi farm incomes. We cannot realistically
call thase vari-time units farms. | we exclude part- “time farms from the total,
&ssets nar farm probably approach $i50,C600. For examiple, small to medium-
size grain { arms (180259 acres) on b::‘;’rer soils in Northern Iilinois, cooperating
with the illinois Farm Bureau Farm Management Service, had a_capital
Investment of $171,CC0 per farm in 1985, v The 61 large cooperating farms in
the same area had an average capital investment of $557,000 per farm.

The large capilalization necessary for efficient farming units is
producing major changes in our traditional concepts of farming and the
farmer. To demonsirate the type of change that we are likely to have, assume
that a typical farmer operates only an average-size commercial farm with total

asseis O $i80,000. Further assume that he has four children, one of whom

Hf S:z:’:-s*ra.:z:"-_' ~F ol Farm Businass Records, University of Hlinoeis,
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wouid like 1o succesd his father as ¢zzretor of the home farm. How can the
transfer from father fo son be handled? Despii‘e the substaniial inheritance

of $37,5C0 per child, once taxes ald the prospective operator cannot borrow

enicuch on the assets to nay off the othar three heirs. Second mortgages
mishi be ussd for settling the estate. Fowsver, the debt involved

wialing in evcess of $HZ,500 is a sizszb!z amount for repayment within the
productive Yife of the average indivicual, At the rate of 6 per cent, interest
amortized on a 30-year basis, the inisrest and principal would account for
over $7,800 annually, This added o normal famxlj living expenses, faxes

ids up 10 a sizezble load.

€,
[43)

and cther overheed, &
Itapears 10 me that most commercial farms cannot pass on 1o the
current.cserators' heirs undar the same ownership patiern that exists today.
Thus, ong of the first breaks that 1 see in our traditional concept of farming
is in the ownership pattern. In the past, we have envisioned in the agricultural
ladder an coporiunity for all farm ox2reiors to ultimately become debt-free
owners of efficient farms. It is unlikely that this ladder will be able to operate
for fuiure generations. As indicated earlier, savings in excess of $100,000 are
necessary for ‘t_ypical farm boys to bacome debt-free owners al current prices.
Furthermore, the optimum size of farms continues to rise. Within another
ten years, i is likely {o reguire mora than $200,000 to become a debi-free owner
of an efficient farm. We are thus approaching in agriculiure the problem that
Fanry Ford was confronted vwith whern time came to turn over the Ford Motor

L)

Comnenv 0 his heirs. Agriculiure, 12 the Ford Motor Company, is being
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foreed 30 a different ownarshi Iz poitern. Fewer and fewer farms can be
inheritad in the traditiona! patiern of one of the heirs simply buying outright
the interest of the cther helrs

Fortunzisly, our universities are already pointing out possible
solutions o this dilemma,

One suggested route for egriculiure is the formation of small
family-tyns corporations. Eech heir 1o the farm, rather than requiring payment
in cash, would accent ecuily shares in the enterprise. The operator would
thus be nari-owner and part i hired menager. This arrangement, however,
js 11tta different from the public cororation in which the chief executive

1

officer is a sizeable stockholder. Furthsrmore, once incorporation is
accomplished, the farm is only one step away from a typical publicly-cwned
corporation. Once siock is sold by the neirs to non-family purchasers, the
farm becomes a public corporation.

Perpatual debt is another possible solution to the farm capital problem.
This route would involve the sale of long-term debt instruments as bonds,
morigages, and debentures backed by the farm assets and annual returns from
cperations. The farm would take on the appearance of a modern corporation
where large perpeiual debis are routine. New owners would assume all debt
upon taking tite to the farm as morigage debt is currently assumed by
purchasar

Another changs underway is the development of closer ties hetween
& the food nrocessing and marketing indusiries. Although not

¢irooilv rginizd to ths form caniiel preblem, such arrangements offer opportunities
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or the cepiia.izalion of agricuiture through the corporate food processor or

farm sunply indusiry route. Examples of these arrangements may be found in
both livesteci and crop farms. Pouitry and egg operations have in many
instances been closely etlied {o the feed industry. The financing supplied

Her producers by the fesd incusiry hes a sparently been quite substantial.
In many cases tha preducer has become essential!y a hired manager. Other
feed industry and beef fatiening and hog feeding operations,
& produzing and

precessing operations. All these errancements are likely to involve financing

.‘

and pernass seie voice in the menagement of the farming portion of the opera-
tion. These {rends toward integrating the farm and nonfarm sectors of the
food industry are likely o continue as fewer producers are found in each line
of farm preduction and as agriculiure bzecomes more snacialized.

The country bank is vitaiy concerned with these changes in
agriculture. The larger commerciz: farms have greatly increased the role
of credit. Credit has, cver the yeers, plaved a relatively minor role in
financing our agricuitural plant. Most farms have largely t2en financed
internaily. Much of the physicai : ital as land clearing, drainage, fencing,
and building was preduced on the farm by the farm family. Only in the past
few decades has a large portion of farm capital been acquired through off-farm
purchases, and many of such costs were covered by savings of the farm family.

Since 1943 cred” used kv farmers hias not excesded i7 per cent of
Wotal farm assats, and inthe & vazrs oricr o 1954 the volume of farm credit

cutsterdingiias lass than 10 per cent of total farm assels.  In comparison,
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creqii used by manufaciuring estebiishments has accounted for a much greater

soriion of total asseis. During the cericd 1948 1o 1967, inclusive, total
lehiilisg of 2!l manuiaciuring cornorstions, excluding newspapers, on the

~clc pd kank ol aver fal
basis ¢f Loo value ngver fell b
{957 Gail 3xcsaded £0 par cernit of (ns assels of these firms.

Although the spread In debi-to-asset ratics of farms and manufactur-

ing firms remaing quite wide, It has caclined steadily since 1948, At that

NS

time, Catis tetaling 312 per cent ¢F 2ssels 11 manufaciuring were 4.3 times
tne por cent of cebis to aczals In agricutiure. Since then, the per cent of
dehts 10 ecsels in £l indusiriss has risen s_'teadil'y. However, the per cent
in agricuiture rose &t a fasier rate than in manufacturing, and in 1957 the
par cent of debls 10 asssils In manuizcturing was only 2.4 times that in
agriculiurs. Agricuiiure is thus beginning to use credit in a manner similar
to the manuiacturing sector.

Prior 10 the Creat Depression of the 1920's banks were the only
institutional ienders of importance in the short-term 'fai'ni credit field,
In the late 1930's the Production Crecit Associations and the Farmers' Home
Administration {Farm Security Adrainistration) had begun to supply
substaniial guantities of shiort-term credit ’so_farmer-s'. As a result of this
increased competition the commercial banis' share of all short-term farm
credil by institutional lenders declined in the late 1930's and early 1940's.

Follewing Viorid Wer 11, commercia! b2ks were in a highly iicuid condition

L] X, LI i .
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andenner i agquire 2llTionat fozns, A5 g result their holdings of short-term
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forri Yozns roese ranidly. By 1952 tho Zanks' share had increased {0 76.8

rer cent oline 84,0 billlon owstanding Lo reporling ienders. The share of
sheri-izrmy form ians held by banks turned down, however, in 1952, and the
the dorinz comtinued through 198

Drass of growih curing ing pasi'- ien years, banks have
rere than coubisd theiy short-term farm critit oulstanding, while the groath
of stich credil nela by the POA's nas more then trip!ed. . dollar amount,
however, such holdings by banks continued {o increase faster, rising $4.4

Far: %!

pittion conrared with @ gain ¢f 1.9 £1iion for PCA's. These data all point
{6 ihe fact that PCA's eve rapidly bacoming a major compatitor to banks
in supslying non-real estate credf 1o fariers.

Commercial banks have historically held only a small portion

zrin vea! estete debt. At thebaginning of 1967 all operating banks held

\

only M per cent of ail farm morigage credit, a slightly smailer per cent than

Lei's {ake a Iook at seme reasons why the banks' share of farm
credil has daclingd. 11 is quite obyvicus from the data that a number of banks
are about "ieaned up, " given the set of conditions under which they are
currently coerating. A Federal Reserve Sysiem survey of bank credii to
agricuiiure In mid-1985 indicated that 30 par cent of all farm banks in the

netion had ioan-o-deposit ratios In excess of 60 per cent, and i per cent

¥

- )

¢f such hanlks kad loan-1o-03n0sE retios exceeding 73 ver cent, Given the

L IR R SRR . SO - - . P

aral re s iremants for guarantasing carta’n :‘fw‘:c accour’s and the need
T e Y e R L R E sVt itrar of farm it !
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espaclally these with 70 ser cent oan-io-deposit retios, are short of liquid

Furt sr coniirmning the "leaned up' thesls is the fact that ong-sixth

G &l o bonlis inthe netion reporisd diTicully in meeting farm financing
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recussts from thelr own fe,:.:urces. About one-eighth of ail banks in the

T

ciohtn Fodenel Maserve District similer

!
l

7 resoried difficulty in meeting farm

s -, -
CI\-\.- 4 ..,_...CS S.

& nalionwide kanking system we cttempt to take

1

pnd shortage and cverline problems through correspondent

banking, Indiviiusboveriing requasis have probably been handled through
the banking system with grezter efficiancy than over-all local liguidity
SRoriagas.

ffost large correspondent tuinks indicate an eagerness to participate
with their cuswmers in-handling overline demands of farmers. However, the

over-cil liouidity shortage problem is apparently more difficult o solve.

i

Loanabls funas end debt instruments do not meove through the banking system

as fresly as we would like. Federal funds, certificates of deposit, and other

instruments move quite freely among the farger banks and provide an
opporiunity for lguidity adustments. Federal funds also move quite rapidly from
the simaier 10 the larger banks. Hewever, it is the smaller banks in the areas

which are chronically short on crecdit that may have difficully in financing

s
w
el
Lye]
3

rad
L0

ess, 1 oolisye that more cooseration within
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ns enving svetam towerd tha solution of this nrobiom would be profiadle.
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In zldition to correspondsni banks, a number of country banks
have made uss of the Ferin Credit 2anis for ¢isiribuiing funds to rural
areas, The Federal Intermedizie Credlt Banks were originally designed for

this pursoss, Thess banls alreacdy have the corporaie organization, the capital,

and the trained farm credii spaciatisis w0 do ine job. | understand that they
currently discount for about 70 commercial banks and commercial bank affiliates.

it appezrs-to me that In them we have an iceal arrangement for channeling

loanz3le funds from ihe money meriet centers to the rural credit-deficit

areas. More recently, however, | hear that the Intermediate Credit Bank
System is relucient to teke on the discouniing for large numbers of
commercial banks. | undersiand tha they would prefer that the commercial
banks st up thelr cwn agriculiural discount systern. | believe that the setling
up ¢f a new credit discount system for rural banks would be a second-best
aliernativa. Infact, it would probasly waaken the present farm credit discount
sysiem. According to my estimates, commercial banks hold about €3 per cent

of all ovistanding FICB dekantures. Commercial banks thus represent the
source of the major portion of Intermediate Credit Bank funds. If a new

sysier is set upn cdesigned primarily for commercial banks, it seems likely

that the current systam will have greater diificulty selling its debt instruments
to commercizt ban's.

thioroughly agres with those who argue for some type of bank
dlaoount sysiem for ruret banks i crsdii-deficht areas. | would also

[] ¥

ciution be cotained to this problem of whether a
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curvent Intsrmsiizle Credit Bank Systam,

In conclusion, we have a very efficient agricultural industry in
the Uniied Stefes. Apsarsntly, farmers are receiving credit at competitive
rates, Compaerciz. ban's, however, heve declined somewhat from their
gariler tositicn 2 ) p\,w‘f-saamsv"f"“;' of farm credit. Several factors
mav have rasirainad the rate of bank crediz growth to farmers. Some banks
loceted in rurel communides may _hav-e chironic shortages of loanable funds.
In such cases, ouiside assistance is highly dssirable, | believe that the
bast se ltion Has in fully tiitizing existing institutions. Howsver, if total

ceonaration cannol be achieved, othar fzrm credit discount facilities may be
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