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FIRST INTERNATIONAL CONGRESS ON FARM BUSINESS MANAGEMENT/LAND AND CAPITAL

Farming capital —its sources and deployment

by Dr. E. PABSCH
Agricultural Land Bank of W. Germany

IN THE SCIENCE of industrial management
capital has many definitions but in this paper
“farming capital” or “capital in agriculture” is
examined both as to the way it is deployed in pro-
duction and also as to its sources. :

Capital as a production factor is set out on the
credit side of the balance sheet as:

Fixed assets (land, buildings, machinery)

Assets in breeding livestock

Floating assets (live and dead stock, sundry
debtors, cash balances either in hand or at
the bank)

The sources of capital as a means of financing a
business appear on the liabilities side of the balance
sheet as:

Privately owned capital (capital stock . and
reserve)

Outside or borrowed capital (which includes
short, medium term and long term com-
mitments).

Capital as a production factor

As in any other industry, capital is employed in
agricultural production to achieve the goal of maxi-
mum profit.

This will be achieved if:—

1. the production factors present are expanded (by
buying additional land or by building up im-
provements that are independent of the land);

2. funds are used for the raising of yield (mineral
fertilisers, chemicals for fighting weeds and
destructive pests, disinfectants or dressings, vac-
cines, drainage, irrigation and the use of catch-
ment water, high grade seeds, improved
methods of cultivation, etc);

3. procedures, equipment, machines and tools are
used which save work, speed up work and make
work easier.

The inclusion of additional production factors in
the economic process of the business (whose aim is
the establishment of an optimal combination of
factors) is linked to the raising of additional funds.

The use of funds to raise the yield, and thus raise
productivity of the farm acreage, is a substitution of
one production factor—land—by another—capital.

This is a procedure that is generally described :
intensification. The use of devices orientated towarc
labour saving, by taking advantage of technical pri
gress, serves to raise productivity. This is a substity
tion of labour by capital, and is generally describe
as mechanisation.

Different regions of the world have applied the:
two Dbasic adjustment procedures in differe
chronological sequence. In Germany, for exampl
the development is typical of the change in agr
cultural production in all highly populated industri
countries. With a persistently strong growth ¢
population, the increasing use of capital in agricu
ture served above all to raise yields by intensific:
tion of land use. It was only after this had occurre
that capital investment was undertaken in substits
tion for manpower which was becoming deare
Great Britain, which was the first country in tt
world to start the industrialisation process, chose :
the outset the typical way of all densely populate
countries and intensified its agricultural productio:
The liberalisation of agricultural imports and tt
close economic entanglement with the far-flur
dominions and other countries with an agrarian su
plus during the second half of the 19th centw
resulted, however, in the return to an extensi
system. Only after the setting in of the mechanis:
tion phase, after the First World War, did the:
follow an intensification phase once again.

It does not matter at what stage of the develo)
ment process the individual farmer finds himse
in; the decision concerning the use of productic
capital will always have to start from =
economic base. For in both the national macr
economic circumstances and the micro-econom
condition of the individual farmer there is quite
well-defined quantitative ratio between the facto:
of production leading to success and maximu
profit.

To achieve the optimal combination of productic
factors is the most important prerequisite for evel
investment decision. Within the framework of tt
calculation of profitability to be carried out in th
connection, marginal analysis is an indispensab
method of ascertaining the growth of profit
attributable to the last cost unit of each productic
factor. This productivity threshold of a productic
factor corresponds to the idea, conceived by Keyne




of the marginal efficiency of capital. Such a mar-
ginal analysis for calculation of the profitability of
an investment (ex ante) is the more necessary, the
higher the amount of capital input within the sense
of the definition of the concept of capital given at
the beginning.

Of course, whether the principle of profitability
was always heeded with the extensive capital expen-
diture which was carried out by agriculture, particu-
larly in the mechanisation phase, must be doubted.
Certainly, rising wages and probably even more the
decreasing availability of manpower, because of the
opportunities for higher earnings in other branches
of industry, have caused the agricultural employer
to substitute machinery for labour and, thereby,
have forced him into capital expenditure. But such
pressure to mechanise frequently led to capital
expenditure for which the proportion of profit to
be expected lay below the long-term average profit-
ability of the business. This was the case and still is
the case today for small firms, in which sufficient
utilisation of machinery units, encumbered with
high fixed costs, is often not made, and yet suffi-
cient utilisation is an essential prerequisite for pro-
duction with minimal costs. Accordingly, it is
questionable whether the capital expenditure which
was often too high and too costly could not have
been avoided in many cases, if data had been
available which would have made company analysis
possible, and thus would have produced reliable
decisions on capital expenditure. Book-keeping
records offer this data, which prove to be a decisive
aid for the employment of capital especially with
costly and long term capital expenditure objectives
—even in agriculture.

The sources of capital as a means of financing the
business

In addition to the use of capital as a production
factor, the calculation of profitability as a basis for
decisions concerning capital expenditure has also to
be concerned with the problem of financing, ie.
provision of capital. So, in addition to the concept
of capital as a means of production, capital appears
as a means of financing. The financing job is defined
by the regular arrangement of available capital and
the acquiring of outside, or borrowed, capital for
the starting and the maintenance of the business
process.

How this job of financing is to be solved in the
individual business depends on the extent to which
the farmer’s own resources are available, and on
how far they have to be enlarged or-substituted by
outside borrowings.

1. The farmer’s own resources -

The ideal case of financing a business would cer-
tainly be if, in the course of the production process,

the farmer’s own means of resources acquired by
good economy could be converted into productive
capacity. These profits retained in the business make
the farmer independentof commitments as ex-
pressed in credit agreements. However, limits are
set on the ability of the dynamic and prosperous
business to satisfy the high capital requirements it
generates. For if the extent to which the economic-
technical development could be assimilated into an
agricultural business were limited by its own growth
of capital then, without doubt, many necessary out-
lays of capital expenditure could not be made.

2. Outside or borrowed means

Having regard to operational economy, it is
thoroughly justifiable to lay claim to outside -or
borrowed means for the financing of the production
capital required instead of economising with insuf-
ficient capital.

(a) Credit. In utilising outside means, credit is the
first thing to be thought of. Often, however, by
financing with the aid of credit, the farmer finds
himself beset with problems arising from the
material pressures of a dynamic economic develop-
ment. They arise because the optimum economic
forms of organisation in the future will be much
less clearly defined than in the past. As a result it
can no longer be estimated whether any capital
expenditure will produce the expected yields for at
least as long as the loan taken up for that purpose
is still not cleared off. It is certainly also not pos-
sible to consider the future through linear extra-
polation of former and present developments. For
as the technical development of the harvesting pro-
cedure shows, there was perhaps a continuity right
up to the harvester and binding machine, but the
combine harvester changed the whole shape of the
labour requirement. The question has to be posed
as to whether food requirements—perhaps less for
our markets than for the world food balance—are
capable of extrapolation on the basis of food and
nutrition habits up to the present time, for already
“synthetic meat” (TVP) is on offer. In the face of
such “mutation leaps” in a technological economic
world, we can no longer be certain of the future.

But what remains constant in the midst of the
factors of uncertainty to which outside financing is
exposed, is the payment of rent and interest. It has
to be borne in mind, however, that if the capital
expenditure does not fulfil the expectations placed
upon it, and if the business approaches insolvency,
then the proprietors have no alternative but to
tighten their belts or take up fresh credit. The
development of many firms shows that the path of
taking up credit is often chosen because it is diffi-
cult to give up a standard of living once it has been
achieved, and often—Ilike an alibi—difficulties are
falsely assessed as a passing crisis. Such credit, with-
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out justification of efficiency, must undermine the
firm’s substance. Because the loss of substance or
actual capital only becomes apparent by continual
comparisons of means, especially in its early stages,
and this has still not been introduced into every
firm, the attempt to bridge solvency difficulties by
fresh indebtedness is very dangerous indeed.

In seeking outside finance, therefore, farmers find
themselves in an electric field; on the one hand
they must take up credit—in order to be able to
control their adapting process— but, on the other
hand, they have to calculate the risks which come
from outside financing; risks which can go to the
point of endangering their existence.

Therefore, this electric field should cause every
firm to test whether it is not more expedient to
resort to substitute solutions instead of investing
with outside capital.

Howeyver, if outside financing is unavoidable, then
it is necessary to keep within the considerations laid
down in the profitability of the capital expenditure,
above all within those which deal with security
against risks, or expressed in another way, those
which deal with the safety of the farming business.

(b) The substitute solutions i.e. tenancy of land—
leasing and hire of equipment These are included in
the sources of capital of a farming concern, because
they are also production factors, which are linked
with the firm, certainly on a contractual basis and
for a specific time. Therefore, as factors of produc-
tion they function in the same way as acquired
property. Furthermore, they have flexibility if the
company’s operational needs have to be adjusted
to changed economic conditions.

A -common form of this procuring of the means
of production in time is the tenancy. It has the
essential advantage that it makes management of
land possible to competent farmers, who have no
capital available or very little, and who, accordingly,
cannot afford. to buy any farm business or land.
Because a lease makes easier the handing over. of
the land to a better farmer, it will also be a valuable
instrument in a flexible agrarian economy in places
where it has played a minor role in the agrarian
structure up to the present time. At any rate, the in-

crease of land tenure in Germany shows that it is -

opening the way for a flexible form of management
of land and is acquiring increasing significance from
predominantly economic motives as compared with
one’s own management.

Furthermore in this connection, leasing must be
mentioned, i.e. the hiring of movable or immovable
items of equipment for payment of rent in which
the amortisation of the purchase cost, the interest
for the capital staked, the administration costs and
the profit are included. Thereby, ‘leasing will not be
cheaper than financed capital expenditure on a

credit basis; but its advantage lies in the fact that
with it the risk of premature technological dating of
the object of capital expenditure, and with this a
lessening of the profitability, can be avoided in so
far as the lessee does not negotiate a leasing agree-
ment for too long a period of time, and with this,
again, there is the advantage of greater flexibility.
If leasing stands as an alternative to financing
capital expenditure with one’s own means, it can
have the advantage of not having to pay for the
object of capital expenditure immediately in full,
and of allowing one’s own capital to remain to pro-
vide solvency if unforeseen events beset the enter-
prise.

Finally, the possibility must be mentioned of
hiring out machines from hiring firms, associations
or machinery syndicates for the time of respective
need.

With all these possibilities, there is nothing basic-
ally new; it is only a question of utilising the trains
of thought of economic processes involving the
division of labour. Certainly, here it must not be
overlooked that an arrangement that is often painful
is demanded of many a farmer with traditional
ideas. For up till now he has been accustomed tc
ordering as separate items all the production equip-
ment needed in the business. Now he must under-
stand the business only as an ordering or arrange-
ments centre, with basic but incomplete supplies,
to which production equipment must be linked
according to requirements. He has to exchange his
customary independence for commitments to the
machinery syndicate or to the lessor. If farmers
make use of such forms of acquiring productior
equipment to an increasing extent, forms which are
new to them, this would lead us to expect thaf
agriculture will master the mental conversion process
expected of it.

The conflict of choice between freedom anc
commitment will be increased if the means of
production are acquired through some corporate
structure. The applications of company law wil
define and probably increase the participating
farmers’ contractual obligations to one another.

Such company relationships on the level of
production are common in agriculture under the
term “co-operation.” Also, they represent a develop-
ment of external production capital:—

—where the co-operating partners join together
their respective production capital in an exchange
relationship for new combinations of factors
(responsibility for grain production by one farmer
and its utilisation as pig food by another would be
one example of this).

—where the co-operating partners — as a rule on
the grounds of lowering costs—provide production
capital jointly and use it in conjunction with their




farms (joint stalls or jointly owned machines are
the most frequent examples for this procedure).

Equally, as already happens with regard to pro-
duction capital, financing means could also be
developed by using a corporate structure. The share
capital thus created will not have to be paid off
like loans and if the terms on which the shares
were issued permit, the “interest payment” of this
investment can be made relative to the actual profits
earned in any one year by contrast with loans where
the firm is obliged to make a firm interest payment
independent of the actual state of the profits.

Whether corporate structures will become more
widely used in agriculture remains to be seen. The
pros and cons for it will be carefully considered.
Therefore—and for the sake of the completeness of
this survey—they have at least been mentioned.

Credit

Even if agriculture makes as much use as possible
of substitute solutions, credit will keep its great
significance as an exogenous form of financing.

(1) Borrowing and the practice of granting loans.

As a rule, for the economic use of credit it is
widely accepted that the type of credit should be
matched to the respective form of capital expenditure.
The individual parts of the loan capital with their
variable claims with regard to interest rates and
depreciation place competing strains on the cash
flow arising from agricultural production. For
example, the circulating or working capital, which
is recouped -within a business year, tolerates a
relatively high interest claim. As far as the measures
of the intensification of agricultural production are
concerned (i.e. expenditure aimed at increasing yield)
they start to produce a return within a year. For
these purposes the appropriate form of credit is con-
sidered to be short-term loans, mainly current
account loans and term bills of exchange given
when purchasing fertilisers, seeds and fodder.

There is a distinction in time scale between the
financing problem of intensification and that of
intensification and that of mechanisation. The
latter requires the application of long-lived produc-
tion equipment for which, as a rule, medium and
long term credit or loans represent the appropriate
form of financing.-

The principle that the time duration of the loan
must be in proportion to the purpose of its utilisation
should not be overstretched. The agricultural
business is an organic structure within which not
every individual item of capital expenditure is
chosen in isolation but rather for its contribution to
the profitability of the total business enterprise. The
true recipient of the credit is, therefore, not the
individual item of capital expenditure, but the com-
pany which, as such, has also to raise the capital.

Consequently, the period of utilisation of the item of
capital expenditure or the purpose of application of
the loan cannot be the sole influences on the length
of time the loan is outstanding. This must also be
dependent on the development of profitability and
solvency and therefore on the efficiency of the total
structure of the company.

Compared with all the standards for borrowing
determined by considerations of profitability, the
practice of granting a loan based upon the value of
the particular object purchased involves dangers in
itself for the borrower. As a good example of this
I take real estate where high market values may
exercise more influence in deciding whether the loan
is to be granted than does the profitability, financial
stability and solvency of the business. The credit
or loan bank is frequently insufficiently informed
both as to the extent of the total indebtedness of its
agricultural customer and also concerning the situa-
tion as regards yield and assets

A static practice of granting a loan focused solely
on tangible securities makes no allowance for the
shifts of price and costs, nor does it help in
measuring the ‘period of the loan, or the risk of a
rapid economic dating of the objects of capital ex-
penditure. It certainly does no justice to the require-
ments of a dynamic economic development. The
risks bound up with these dynamic forces can, there-
fore only be taken by the agricultural borrower if
the loan is guaranteed according to principles of
profitability. It is therefore understandable in the
future that more attention will be paid to the
borrower’s efficiency as a standard for the height of
the loan. The agrarian loan may be developed more
obviously than in the past as a really personally
guaranteed loan, for which the borrower’s efficiency
offers the decisive security.

We can expect that the tangible security, such as
land or real estate, will revert to the lesser
significance it had in the past in assessing any loan
proposition. The object of long term finance will,
as a rule, be the acquisition of expensive equipment
which will hardly be reflected at all in any enhanced
value of the land pledged. Also a farmer may
increase his acreage by leasing more land and the
follow up capital expenditure may be financed
against the .security of his owned land. The need
for credit and the security available may not be
matched in proportion. This factor leads me back
to re-state that the borrower’s efficiency will be the
decisive security standard. The ability of the farmer
to employ borrowed capital can be proved by the
results of his accounts; book-keeping is securing an
increasing significance also for the credit grantor, in
addition to its function as decisive aid for the
investing farmer.

Only when land register statement of accounts and
standard value certification are supplemented by the
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statement of resources and liabilities, the profit and
loss account, and also by the profitability account
already mentioned, will it come about that the
agrarian loan will completely fulfil its function as
a means of supplementing the agricultural borrower’s
own capital without jeopardising his capital or en-
dangering his income.

(2) Profitability, solvency and stability as pre-
requisites for the security of the firm.

It has already been mentioned that investing on
the basis of outside capital must never endanger the
financial safety of the business. The importance of
this to operational economy and efficiency warrants
some observations on three basic concepts of
profitability, solvency and stability.

The smooth running of a company is the greater,
the more liquid privately owned capital or capital
stock and reserve is held in readiness, which could
be used for overcoming unforeseen strains through a
drop in prices, an epidemic disease, or other such
calamities. The possibility of accumulating privately
owned capital or capital stock and reserve depends
on the profitability of the company. A company
analysis which refers solely to company profits as
the difference between company expenditure and
company returns appears, however, to be imperfect,
in so far as it leaves out of account the utilisation
of the profits—because they belong to the private
use and are equated with what remains over from
the company’s profits after deduction for the forma-
tion of the company’s own capital stock and reserve.

Today, however, the portion for living and private
needs is governed by the general claims; it is, there-
fore, more a firm figure than exclusively a function
of the company’s profitability. This contains the
danger that .the requirement for the standard of
living—if it is not covered by the company’s profits
—is rarely reduced but is taken from the capital,
even if that is not recognised in the first instance.
In order to prevent this, the interest in operating
economy and efficiency should not be restricted
only to the firm, but should also include the private
sphere of the farmer in the business analysis. This
leads to the requirements of the standard of living
being recorded as firm amounts in the profitability
account and profitability should only be spoken of
when these sums have been met. Conversely, the
profitability account would be expanded by income
from outside agriculture, as long as this is persistent
enough to make a contribution to the capital ex-
penditure or investment of the company.

The basic principles of stability must be heeded
in order to guard the company against risks in the
long run from unforeseeable economic or political
developments or in the personal field, from illness,
accident, death, etc., or in the field of outside effects
on the assets, effécts which cannot be calculated like

fire, gale, flood, hail, theft, etc. Of course, rist
in the farmer’s personal sphere and to material asse
can be diminished by private and state insuranc
but similar insurance protection does not exi
against market and price risks. Therefore, the farm«
himself must make provision for appropriate prc
tection. This lies in an adequate proportion of profi
being held available to cushion temporary adversit
in cases of need, without jeopardising the commi
ments undertaken, especially the servicing and r
payment of borrowed capital. A sufficient amount ¢
profit allows one to calculate that a careful pric
level is taken as a basis for the calculations ¢
profitability, and that room for manoeuvre is le
between previously estimated returns and expenditur
Outside financing would, therefore, have a dangerot
effect on stability if the returns were not great:
than the total expenditure of the company, includir
the financing costs. Stability must also be secured t
the formation of sufficient privately owned capit
or capital stock and resources, and by maintainir
an adequate flexibility in the composition of tt
assets and in the production programme.

Finally, the basic principle of solvency is obtaine
by covering the need for capital, which arises with:
a certain economic period, on the due date and t
fulfilling all the obligations for payment that hax
arisen according to agreement. The essence of so
vency therefore lies in the balance based on tim
and a short space of time at that, between obligatic
for payment and money in hand; this is of cour:
the concept of financial equilibrium. Disturbanc
in this financial balance will cause that much le
anxjety if the business has great stability. Therefor
solvency and stability depend on each other.

Government assistance of agrarian credit

The observance of the basic principles of profitabilit
stability and solvency may limit the farmer in h
decisions on capital expenditure, especially as =
increasing contraction of the returns-expenditu:
relationships frequently leads to the situation th
the interest becomes a prejudicial cost factor holdir
up decisions on capital expenditure and, thereby, tl
development of the business. Therefore, intere
subsidies from official sources which cheapen tl
cost of loans taken up on the capital market, and tl
availability of subsidies by government assistan
programmes, represent important contributions :
the farmer’s capital resources. Thus, as well as tl
credit policy of the issuing bank, the net cost «
interest has become an effective means of controllir
farmers’ attitudes to capital expenditure. The san
holds true of grants because they are equal to owner
capital and therefore they facilitate the farmer

investment decisions.

Interest allowances and grants show immedia
benefits to the cash flow of the business. The unde




taking of guarantees or securities through special
funds or directly by governments does not, but in
this context they deserve to be mentioned. They
make it possible to finance capital expenditure from
outside sources in situations where normal lending
principles would require concrete security. In the
case of risk the guarantee funds would repay the
loan and thereby prevent the business being forced
into bankruptcy. The guarantee is therefore com-
parable to the privately owned or capital stock and
reserve so that it is even justifiable to include the
amount of security“cum grano salis” in the sources
of capital of the agricultural concern.

It is a matter of no concern with what measures
they are operated: the policies of subsidies or allow-
ances in agrarian credit are closely bound together
and both prove to be significant economic instru-
ments in implementing the aims of agrarian policy:
e.g. the realisation of optimal company structures or
the formation of regional focal points of production.

Nevertheless, one must not fail to appreciate that
allowances or subsidies fall into the danger of being
understood as social support instead of as a measure
for the advancement of the economy, especially
where the effectiveness of economic controlling
mechanisms are reduced by these allowances. This
is also evident with interest subsidies and grants.
Consequently the allocation of such allowances is
bound up with conditions and restrictions in order to
minimise the distortion and to ensure that govern-
ment funds are applied to achieve the desired
economic purpose. They have to be confined to the
specific application purposes and necesssitate a good
system of bookkeeping and accountancy and analysis.
These are attributes which also aid the promotion of
investment in agriculture by a government.

The agricultural credit apparatus
Even if agriculture is endeavouring to adapt itself
in a continual investment process with the aid of
outside financing in the general economic develop-
ment, yet, at all events today, this investment process
presents special features which are founded in the
inherent laws of agricultural production. From this
it is obvious that agrarian credit occupies a special
position in national credit policies. In addition, the
government support of agrarian credit necessitates
special procedures which are as multiform as the
forms themselves in which the aid is granted. Even
where interest subsidies exist it is comparatively rare
for government agencies to provide actual loan
monies and frequently banks are called in to handle
the arrangements. Government agencies may still
exercise authorising and checking functions, either
independently or in conjunction with the banks, but
in some cases there is a complete delegation of con-
trol to the banks. .

Because of this multiformity, and in accordance

with the historical development of agriculture and of
credit economics, the agrarian credit or loan
apparatus varies considerably among FEuropean
countries. France, for example, understands by it an
agrarian credit organisation closed strictly in on
itself, which consists of private agrarian credit
associations with regional pay offices, at the head of
which stands the Caisse National de Credit Agricole
(National Pay Office for Agrarian Credit), an
institute of the state under public law with financial
autonomy and a distinct controlling function. Side
by side with this organisation of agrarian credit
stands the remaining sector of agrarian credit with
the Banque francaise de l'agriculture et du credit
mutuel (French Bank of Agriculture and Mutual
Credit) as a type of top institute of free agrarian
credit. Just as in France, so in the Netherlands
specialised institutes and the two co-operative
agrarian credit banks with their Central Institute
in Utrecht (Cooperative Centrale Raiffeisen-Bank)
and in Eindhoven (Cooperative Centrale Boerenleen-
bank) offer agrarian credit.

The specialisation of agrarian credit is not so
strong in Belgium and Italy as in France and the
Netherlands. The following have special importance
in Belgium:— The Societe Nationale de la Petite
Propriete Terrienne (National Society for Small
Landed Property)—renamed since July 1970: Societe
Nationale Terriene (National Society appertaining to
Land)—The National Institute for Agricultural
Credit, and the Caisse Generale d’epargne et de
retraite (the General Bank for Savings and Retire-
ment). These three institutions in the public sector
are supplemented by a large co-operative organisa-
tion and in the private sector by the Caisse Centrale
de Credit Rural de Boerenbond Belge (Central Rural
Credit Bank of Belgian Boerenbond) which recently
changed its name to Centrale des Caisses Rurales
(Chief Office of the Rural Banks). For the whole
of the state of Italy the following are empowered to
carry out business in agrarian credit: the Consorzio
Nazionale per il Credito Agrario di Miglioramento
(The National Consortium of Miglioramento for
Agrarian Credit), the Banca Nazionale dell Lavoro
(The National Work Bank), the Banca Nazionale dell’
Agricoltura (The National Bank of Agriculture) and
the Banca Centrale de Credito Popolare (The Central
Bank of Popular Credit). On top of that, local,
regional and supra-regional institutes were em-
powered by law to supply agrarian credit, and among
these are some purely specialised institutes for
agrarian credit.

The Federal Republic of Germany has only a few
pure agrarian credit institutes; nearly all the credit
institutes offer agrarian credit. The agrarian credit
apparatus provides for agrarian credit in the Agricul-
tural Annuity Bank. by the agency of a Central
Bank, whose task is the refinancing of the banks
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active in the agrarian field and which accordingly
does not have direct dealings with farmers. Further-
more some special agricultural institutes should be
named, like the German Land Settlement and Agri-
cultural Revenue Bank, which deals with special
refinancing operations, and the Land and Tenure
Bank whose chief task is the granting of credit to
agricultural tenants (tenant farmers).

The country which has the least specialised
agrarian credit machinery seems to be Great Britain.
Agriculture in Great Britain receives loans principally
from the private credit or loan banks, which are
active in the whole of the economic field, and with
which agrarian credit is only one aspect of their
total credit business.

In contrast to the variations in the constitutions
of the suppliers of credit in each country the types
of agrarian credit supplied show only slight
differences when compared internationally. Uniform
here—with the exception of France—is the demarca-
tion of short-term, medium-term and long-term
credit. The usual periods amount to 12 months for
short-term, 1-10 years for medium-term and over
10 years for long-term credit. On the other hand, in
France credit with a period of up to 2 years is called
short term, 2-15 years medium term and from 15-
30 years long term. In France, working capital
is supplemented by short-term credit provided
principally on a discount basis; in this way costs
are covered and the harvest financed. In Italy, side by
side with the usual classification into periods of time,
distinctions are made between “agricultural working
fund credit” and “credit for improvements”.

For Belgium a special characteristic in the

economic field of agrarian credit is the agricultural
investment fund formed by law in the year 1961.

The task of this fund, fed from the national budget
is. to enable agricultural capital expenditure to be
financed by supplying interest allowances or sub
sidies and the undertaking of responsibility for credi
which cannot be provided with sufficient security. A
fund with similar aims to the Investment Fund ir
Belgium was created in the Netherlands in the yea)
1951 with the “Stichting Borgstellingsfonds voor de
Landbouw™. :

The exceptional position of agrarian credit in the
various credit systems mentioned when explaining
the agrarian credit apparatus of some countries alsc
indicates the influence brought to bear by govern
ments both on the organisation of the credi
apparatus and as also on the facilitating of borrow
ing and the provision of credit. Countries with con
siderable government influence on the agrarian credi
apparatus are France, Italy and the Federal Republi
of Germany. On the other hand, the governmen
influence is distinctly weak in Belgium. It is com
paratively small in Great Britain, while in the
Netherlands, where the development of the agrariar
credit apparatus goes back exclusively to privat
initiative, it seems to be scarcely present at all. Ir
this context state intervention refers exclusively tc
the machinery and organisation of forms o
exogenous financing in agriculture. There is n¢
government influence in the. Western industria
nations which is aimed at change in the ownershij
or property structure i.e. the socialisation of ths
means of production. So the explanations concerniny
capital in agriculture derive from the so-calle
capitalist method of production, i.e. from a produc
tion method in which private employers possess th
production equipment and means of production an
organise the production process on their own accoun
and risk.




FARMING CAPITAL—
SOURCES AND DEPLOYMENT

DISCUSSION SUMMARY

The following questions were discussed following
the delivery of Dr. Pabsch’s paper:—

1. Should subsidised credit be available for agri-
culture? .

The general opinion was that agriculture should
be in a position to compete with industry for credit,
should pay usual commercial rates of interest and
should be encouraged to stand on its own feet. It
was felt that cheap credit could indeed have positive
disadvantages in that:—

a. if offered for land purchase it might raise land
prices;

b. it might keep the inefficient farmer in business
longer than he would have been without sub-
sidised credit.

However, it was pointed out that in West Ger-
many there was no possibility of subsidised credit
being made available for land purchase—its prime
use was for re-settlement of farmers. Mention was
made of the Farm Unit Development Plan. Profit-
ability was the main criteria and if this were reason-
able the farmer would get his subsidised interest.
It was felt that, for that scheme, the advantages out-
weighed the disadvantages.

2. Duration of agricultural loans.

In a dynamic economy it was felt that there was
a real danger of keeping the terms of loans too
long. Lenders should shorten general terms of credit
but farmers were often too inclined to borrow for
too long a term. It was suggested that in fact the
best solution was for farmers to seek finance for

the shortest practical period and to this end, by w
of example, it was thought that adaptation
buildings rather than completely new buildings wor
reduce the period of amortisation.

3. Comparison of rates of interest betwe
countries.

Following the discussion on subsidised interest
was almost inevitable that a comparison of ra
between countries was demanded. It was sugges!
that, in England, a rate of 14—2 per cent. over Ba
Rate would be appropriate for short/medium te
money (Bank Rate was then 6 per cent.), wh
longer term monies would attract a rate of 103
cent. In comparison, a long term rate of + per ce
over capital market rates was quoted for Germar
this resulted in a rate of 9—9% per cent. A third
machinery in .the USA was financed by Fa
Machinery Accceptance Corporation at 17—18 |
cent. (compared with ordinary bank lendings
73—8 per cent.).

4. Banks and their attitudes towards farmers.

The American banking system broadly w
structured so that bankers used to have a mc
intimate knowledge of a farmer and lending us
to be based on the man rather than the underlyi
assets he controlled. It was pointed out that
most countries lendings to agriculture genera
formed only a small percentage of total bank ler
ings and therefore this attitude was bound to chan;
Briefly, the difficulties of getting started in farmi
and the wider issues of income, wealth and taxati
were touched upon.






