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ADLCRESS BY WILLARD P. ELLIS,
GENERAL AGENT, FARM CREDIT ADMINISTRATION,

(BEleventh District)

- = an

Delivered Before the Western Farm Economics Assooiation Convention,

Little less than a month ago, May 27, the Farm Credit Adminis-

Sration completed the first year of its existence. I think that year has
:en a significant one for agriculture, not only in our Western states but
Ver the whole of the United States. It was made significant by the cir-
zumStance that over that period a new and constructive force in agricul-
Ural economics was born, pegan to function and even in the first brief
Year of its existence bore so henvily upon the perilous farm debt situa-

on as very definitely to turn it from disaster and back to the long,
U-hill road to recovery,

" Yet, as you gentlemen well know, the Farm Credit Administration
®§ not brought into being solely as an emergency measure designed to
Mug for a brief time the hole in the dike. In recent years we have seen
®asures like that conceived and put into more or less successful opera-
f°n -- very often less successful. They were stop-gaps. Too often one
s°1lowed another without any correlation and according to no basic plan;
a°m?times one emergency measure designed to relieve a special need in the
Sricultural field competed with another for the honor of saving the per-
exed farmer, who did not know which one to use or how to use it,

R It was in the mind of President Roosevelt when he made his first
cxecutive order after his inauguration -- that order which resulted in the
Teation of the Farm Credit Administration on May 27 -- that there were
aw° very urgent ends to be served in the then paralyzed basic industry of
8riculture, One was to prevent at once by every means possible its com-
gﬁete bankruptecy, which then threatened, The second, hardly less pressing,
SS to build a complete, coordinated and permanent agricultural credit
c%'Stem whereby investorst! money from the country's financial centers

culd be brought to the door of the most isolated farmer at the lowest

9t £o him and at a price which did not fluctuate according to the the
vas§lng temper of the financial markets... To bring to that farmer all
?P}eties of agricultural credit at the times he needed them and with a
imum of effort on his part. '

ang 4, bSo, during the year just past these two activities -~ the saving
e

rats uilding one -- have been poured out by the Farm Credit Adminis-
tre ion from its central executive offices at Washington and from the
dit units in twelve regional districts. Though it may be said the
Or concentration has been upon the business of saving the farm struc-
€ before it should be destroyed, even while the salvage process has

tur




1277

THE FARM CREDIT ADMINISTRATION

been going top speed the reconstruction has progressed steadily. While
thousands of farmers have been pulled back from the brink of bankruptecy
by long-term, low-rate farm mortgages on an amortization scheme prompted
by the necessities of the times, two new agencies -~ that one providing
Short-term production credit to agriculture and a second admitting
farmers? cooperatives to the benefits of working capital and facility
loans -- have been built up from the ground on conservative and well-

iounded lines, and have been functioning eight or nine months out of the
velve,

A Significant Achievement_

When I tell you that credits advanced by the Farm Credit Admin-
Istration over its first year and through every agency embraced by the
lew organization have amounted, in round numbers, to $1,250,000,000,
tbat gives you but a small part of the picture, I think you will agree
With me that the most significant achievement of the year is not that
One measured by the dollar sign; rather it is the improvement in the
Morale of agriculture everywhere -- the return of hope and beginnings of
*enewed confidence on the part of farm workers who saw nothing ahead but
Tuin fifteen months ago... You know the doctors say that when the fever
Patient begins to kick and find fault with physicians and nurses in
®ttendance, that's the sign he has passed the crisis and is convalescing.
W? of the Farm Credit Administration recently have noted these favorable
Sick-bed signs.

I believe that all of you are sufficiently familiar with the
Set-up of the Administration and how its several credit agencies operate
© bring credit to the farm to make it unnecessary for me to go into
Mnute details concerning the structure of each, Instead, today I will
Take a brief survey on broader lines in attempting to give you sketchily
"hat I conceive to be the new place occupied by the Farm Credit Admin-
Stration in the field of agricultural economics; why such an Administra-
ion was necessary; what, in a broad sense, it already has accomplished.,
1 so doing I may touch upon one or two topics which have sprung out of
he FCA problems and are allied with them.

A few days ago I read in the papers a report by the Economic
P°licy Commission of the Americaen Bankers! Association which questioned
¢ soundness of the Government's entry into the banking aad currency
‘elds, Upon the arguments set forth I have no comment; but I wish to
®lte some figures from that report.

. The banking crisis of March, 1933, brought a reduction of neerly

000, or 20 per cent, in the number of the country's banks, so it says,

1€€regate resources deoreased by nearly five-and~one-half billions, or
Per cent, Compared with the peak of the acgregate resources, which

38 $74,000,000,000 in 1930, the countryt!s banks in June, 1933, with a

tal of $51,000,000,000 showed & shrinkage from the peak of

22,700;000,000 or 21 per cent,
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Nine Billions Against Farms

Let me add to these figures another, from a different source.
At the beginning of the depression farmers of the United States owed
approximately $9,000,000,000 on farm mortgages. The great bulk of this
ves in the form of relatively short-time loans, much of it either on a
three or five-year basis., Of course, since the depression set in a
large part of these mortgages either have become due or are now about
to reach the time when they must be paid out,

Here was the situation confronting the newly established
Administration, A debit of $9,000,000,000 against agriculture maturing
daily for great sums which farmers could not meet. After four years of
the lowest prices of farm products in several generations, these mort-
gaged farmers were hopelessly in arrears with payments of both principal
&nd interest., In boom times creditors were very free with their exten-
Sions; but the depression hit the lending class almost as hard as it did
the borrowers and by the spring of 1933 a steadily increasing vave of
farm foreclosure action aggravated the acute situation. I need not re-
call to you the painful fact, still very close in retrospect, that when
Congress passed the Emergency Farm Mortgage Act on May 12 and the Farm
Credit Administration came into being 15 deys later, the stability of
&griculture in many sections of the country was gravely threatened., You
Tecall, too, how the general pessimism of farm people was reflected by
the increasing rush to sell farm properties by those who were not them-
Selves in danger of foreclosure proceedings.

News of the passing of the Emergency Farm Mortgage Act, which
8ave the land banks new resources and authorized the land bank commis-
Sioner to make emergency loans up to 75 per cent of the value of farm
Property, either on first or second mortgages with temporary postpone-
Tent of prinoipal payments, started the flood of applications with which
the twelve land banks are still grappling.

A Reasonable Interest Rate

Now there were two ways in which the Administration could ap-
Proach the heavy task of refinancing the impoverished farmer -- yes and
of saving thousands of them from imminent foreclosure and eviction,
Decision upon which way to follow hung upon the fixing of the interest

zéte on farm mortgages made by the land banks and the land bank commis-
loner,

There was a very strong demand for a low interest rate; such as
that proposed in the Frazier bill which provided for the issuance of
8reenbacks against farm mortgages. The Farm Credit Administration choge
he plan of issuing Consolidated Federal Iand Bank Bonds with the inter-
°st guaranteed by the Government. '

This plan has brought into the farm mortgage field end will
’robably continue to bring at reasonable interest rates, large amounts
investment money. Last year the four per cent consolidated bonds

of
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with interest guaranteed by the Government were pledsed to the Recon-
Struction Finance Corporation or the Treasury, None were sold to the
general public. This week a new issue of consolidated bonds with an
interest rate at four per centum have been offered the investment public.
Neither the interest nor the principal of this new issue is guaranteed

by the Government,

The proceeds from the new 4's will be used in calling all out-
Standing 4 3/5% bonds,

With the 4% per cent rate for land bank loans and a 5 per cent
interest charge on commissioner's loans the farmer-borrower who refinances
himselr through one or the other type of mortgage finds a profitable de-
Srease in the cost of that operation, Let me follow this thought a bit
further,

Recently the statistical department of the Farm Credit Adminis-
tration in Washington made a study based on borrowerst liquidation of
first and second mortgages and short-term commercial bank loans as in-
dicated by debt schedules rendered by the land bank here in Berkeley.
This analysis showed that prior indebtedness on farm mortgages in
California carried an aeverage interest rate of 6,3; in Nevada, T.l; in
tah, 6.8; and in Arizona, 6.2, _Of course, some farmers paid consider-
8ly more than the average struck. The usual interest rate on mortgage

%ans in Southern California is 7 per cent and throughout the state 10
Per cent is not unknown,

When the Administration first began to function there was
triticism, now considerably abated, that at § per cent the farmer-
orrower could not service a loan large enough to compose all his debts.,
here has been criticism, too, to the effect that the land banks have
®en too conservative in their appraisals -~ so much so that the borrower
®uld not obtain a loan large enough to meet his outstanding obligations,

The Scale-Down Problem

o I think the answer to these criticisms is that the banks con-

v?der their duty is not to help a borrower get deeper into hopeless debt
th no prospect of paying out, but to show every consideration for a
drmer-borrower who has a "fighting chance" to rehabilitate himself

nOé‘ough Yirtue of a long-time loan and easy amortization payments, It is

6 th? intent of the Administration to maintain through charity the

- ,-Onomically hopeless sub-marginal farmers., It is obvious, too, that

sz maintein an investors' market for land bank bonds confidence in the
Curity of the loans made must be maintained,

, There is a way open for the farmer-debtor to compose his debts
?ﬁhin what the land bank can advance him on a mortgage if the sum comes
Wwhere near the total amount of his obligations. That is through the
%peration of his creditors in effecting a soale~down. This is a prac~
‘c¢ which has come to the fore very markedly since the administration
®gan the heavy job of disbursing millions to resuscitate agriculture,
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Let it be distinotly understood that the land bank's attitude
toward scale-downs is purely the detached one of a "best friend" anxious
to serve both sides to their mutual profit, The bank has neither the
Tight nor the desire to appear to put pressure on a would-be borrower's
freditors to secure a reduction of debts sufficient to bring the amount
Within the power of the bank to meet with a mortgage loan., But so gen-
®rally have oreditors themselves seen the wisdom of cutting down debtors?
°bligations for cash that from June 1, 1933 to the end of March this
Year -- so a recent survey shows -- farmers! debts were scaled dovm in
e out of every 10 land bank loans and 18 out of every hundred commis-
Sloner's loans with an average of 29 cents and 26 cents reduction on the
dollay respectively.,

Still acting in the capacity of "best friend", the Farm Credit
A‘}ministration has had considerable to do with bringing about this situa-
Yion, 1ast October Henry Morgenthau, Jr., then governor of the Adminis-

ration, sent requests to governors of all the states to appoint state
8d county farm debt adjustment committees to work out fair settlements
°f the farm debt problem in cases where farmers were so heavily involved

€y could not qualify for new loans, or to assist farmers to obtain ex-
®nsions on old debts. Most of the governors complied with the request
nd state and county committees of volunteers began to function late last
Year, Now there are thirty-nine state committees and more than 2000
®ounties have their debt edjustment bodies working under the direction of
% state committee. Before his recent death Governor Rolph completed, I
¢lieve, his appointment of committees for every county in this state.,

®n from the Administration in Vashington have been in the field constant-
iy: helping the setting up of county committees and launching them on

®ir work of conciliation., One of the assistant secretaries of the land
8k here has covered the four states of the district intensively on just
Weh o mission.

These committees are getting results. Some have adjusted from
200 400 individual debts and have averted foreclosures through per-
Suading the mortgage holder to grant an extension. The county body
Sally comprises from 5 to 10 individuals who volunteer their services
& public work. Creditors and farmers alike are represented on the
$°mmittee. Local bankers and merchants, attorneys, retired judges -- men
SO know local agricultural conditions and who feel a sense of responsi-
ity for the welfare of their commmnities give their time without com-
*Nsation., Committee meetings are held in confidence, of course, and
Sually are preceded by a personal contact between a committee member and
ue farmer and his creditors. When this has been done, the committee
bmmlly 1s able to offer a practical solution, mutually advantageous to
°th debtor and creditor.

The Berkeley land Bank man who accompanied a Washington field
g? on a tour of county committees tells me that in Utsh and Nevada he
®ountered enthusiasm amounting almost to a crusader spirit not only
éing committee members but throughout whole communities. The farm

t adjustment idea was going over big, said he,

44 I find that I am giving the land bank section of the Administra-
ton emphasis at the expense of the other credit agencies in the set-up.
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I have done this consciously because the whole drama of snatching agri-
®lture from the wolf of Depression has been pleyed by the land banks...
And it has been a drama, with tense moments and occasional hair-raising
®limaxes, Nor is the curtain yet ready to be rung down on the end of
lt. since Dr. Stokdyk has told you (will tell you) in detail of the
banks for cooperatives, and the intermediate credit banks are familiar
to you, I had better turn briefly to consideration of that othcr new
feature added to the Farm Credit Administration, the production credit
®orporations and their attendant production credit associations.

Production Credit

Increasingly, so it is expected, the chief clients of the inter-
Tediate credit banks will be the production credit associations organized
ind capitalized by twelve production oredit corporations -- one in each
&nd bank district. These corporations and their subsidiary associations,
°f which more than 650 have been set up in the past six months, merit
®lose examination because this feature is destined to play an increasing-
¥ large part in the picture of farm financing,

Through the cooperative feature of production credit associations
8nd the collective action they represent, farmers in all parts of the
®ountry, no matter how remote they may be from the central money markets,
Tay now obtain short-term production funds from those markets at low in-
frest rates and on conditions suitable for production financing, In
Providing the machinery to enable farmers to obtain this type of credit,
't is not the intent of the Administration to supplant credit made
vailable by private agencies, but to supplement it. If a farmer can
Obtain & line of credit with & commercial bank for his agricultural finan-
%ng, that is where he will probably go; but so frequently he has need

°r a type of credit which his bank cannot furnish -- such as crop pro-
Wotion where the loan must extend for a period of from nine to twelve
Tonths; or for financing & dairy herd, where loans are required for
Periods of from one to three years; for range and pasture loans; end for
Orchard and poultry advances, Such types of loans the associations can
Meke; but generally the commercial banks hesitate to meet these require-
Tents because of the period of time they run. ’

In the past farmers have been slow to organize Agricultural
Credit Corporations in order to obtain the rediscount privilege with the
Intermediate Credit Bank.

The minimum capital required was $10,000 -~ this amount would

neeessarily have to be raised in cash and largely by farmers who wished
° borrow,

Stock in PCA's

£ In the case of the new type of production credit through produc-
lon credit associations it is the Government which supplies the capital
f the association through the corporation and all the borrower-member

h§S to do to enjoy the facilities of short-term credit for his crop,
ivestock, dairy, or poultry production is to subscribe to stock in his
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local association with his first loan, This stock subscription is §

Per cent of the amount of that loan; carries with it one vote, no matter
ow small or how large the loan; implies no double liability. Further-
More, this original stock subscription which can be looked upon in the
ight of a membership fee, serves to enable the association member to
orrow again next year without sdditional stock purchase unless the value
°f his original stock has depreciated through bad loans by his unit or
Other mismanagement.,

By proper management and the use of the association's earnings
to buy the original capital stock put up by the production credit corpora-
tion, farmers should eventually find themselves in complete ownership of
this credit machine and assume full responsibility for its management.
ntil that time, however, management must be shared with the original
Stockholders, which is the cornoration,

The money which these production credit associations receive
‘from the sale of their Class A stock to the corporation for the original
tapitalization thereof is invested in Government or other high-grade
onds and deposited with the intermediate credit bank of the district,
?is provides further security for the farmers' notes which the associa-
lons discount with or sell to the intermediate credit organization and
Nereases borrowing capacity up to four or five times.,

Production credit associations are authorized to make loans for
g?neral agricultural purposes such as I have cited. Duration of the loan
"i11 pe determined very largely by the type of enterprise financed.
Ordinarily notes will not run longer than a year; but where security is
“Mple and other factors are very favorable, renewals may be granted.
Certain kinds of loans, such as those for financing dairy production, may
® amortized on a monthly basis,

U The security for production credit loans vary with the type.
Sually, a first mortgage on the crop or livestock financed will be re-
?ured, with additional collaterel where necessary. Applicants are
Fquired to submit a definite plan for liquidating their loans; in other
Worgs, they operate on a budget approved by the intermediate credit bank
Xfore the credit is advanced. When -- as is customary -- the bank makes

§ advances in installments upon the basis of budget needs, the borrower
Profitg necessarily in reduced interest charges,

" The spread between the intermediate credit bank!s discount rate
Tﬁ? the rate of interest charged by the association is set at 3 per cent,
18 margin is designed to meet losses caused through bad loans and to
®rmit of the upbuilding of a reserve and guaranty fund., Since the in-
*rmediate credit bank reduced its discount rate to 2 per cent, farmer-
°;Powers through production credit associations have been paying only

er cent.

b One year ago commercial and savings banks were urging their
Trowers who owed them upon the security of farm mortgages to go to the

ﬁ”m.Credit Administration for refinancing. Banks wished to become more

fq\lld -~ frequently they sent their best loans first they were so eager

or CaSho
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A larger number of loans previously held by commercial and
Savings banks have been refunded by land bank end Commissioner loans
than for any other group. Now, banks generally are trying to keep their
Yetter farm loans -- and, in some instances, they are actually seeking
®rop production and livestock loans. So that in a measure land bank
loans and land bank Conmissioner loans have made it possible for banks
to reenter the crop production and livestock loan field competition with
the new Production Credit Associations.

Gentlemen, I have given you an incomplete and not highly
?echnical survey of what the Farm Credit Administration has done over
its first year, both in refinancing the crushing debts of agriculture
&nd in building within itself a well ordered, consistent and, above all,
Workable farm credit system designed to make future approach to credit
s readily accessible to the farmer as it has been in the past to the
Industrialist. Under the various provisions of the Administration the
faI’mer, both as an individual and as a member of a purchasing and selling
Cooperative or agricultural credit association, now can get credit at the
Owest possible terms both for his short-time production needs and for
he longer necessities of his farming business.

In this first year of stress all elements in the Administration
have worked under heavy pressure and at top speed., It would be idle to
T2intain that mistakes have not been made but they have been errors in
SXeoution, not in the fundamental application of the whole system to the
Problems presented. In order to get the job going there has been a
®entralization of authority and executive action unprecedented in the
Past record of similar but less pretentious efforts, When pressure of
he conditions of crisis finally is relieved, when the Administration
Shakes down into a steady-paced progress, there may be changes in its
Stheme looking toward a. decentralization of executive authority and a
"ider spread of responsibility.

¢ .But it is my firm conviction that the Farm Credit Administration
f§ & permanent institution and one to be increasingly reckoned with in the
1eld of agricultural economics,




